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By letter of 3 July 1998 the Commission forwarded to Parliament its recommendation for a
Council Decision concerning exchange rate matters relating to the CFA franc and the Comorian
franc (COM(98)0412 - C4-0558/98).

At the sitting of 9 October 1998 the President of Parliament announced that he had referred this
recommendation to the Committee on Economic and Monetary Affairs and Industrial Policy as
the committee responsible and to the Committee on Development and Cooperation for its
opinion.

At its meeting of 3 September 1998 the Committee on Economic and Monetary Affairs and
Industrial Policy had appointed Mr Fernand Herman rapporteur.

It considered the Commission recommendation and the draft report at its meetings of 26
November, 1 December and 8 December 1998.

At the last meeting it adopted the motion for a resolution with two abstentions.

At its meeting of 3 September 1998 it decided to apply the procedure without debate pursuant to
Rule 99(1) of the Rules of Procedure.

The following were present for the vote: von Wogau, chairman; Katiforis and Secchi,
vice-chairmen; Herman, rapporteur; Areitio Toledo, Argyros (for de Brémond d'Ars), Arroni,
Barton (for Beres), Billingham, Camison Asensio (for Christodoulou), Carlsson, Carrozzo, de
Lassus Saint Genies (for Castagnede), Ettl (for Caudron), Gallagher, Garcia Arias,
Garcia-Margallo y Marfil, Gasoliba i Bohm, Goedbloed (for Riis-Jgrgensen), Hendrick, llaskivi,
Jarzembowski (for Garosci), Kestelijn-Sierens, Konrad, Larive, Lukas, Lulling, Thomas Mann
(for Fourcans), Metten, Miller, Murphy, Peijs, Pérez Royo, Riibig, Soltwedel-Schéfer, Svensson,
Tappin (for Paasilinna), Theonas (for Ribeiro), Thyssen, Torres Marques, Trizza, Watson, Wibe
and Wolf (for Hautala).

The opinion of the Committee on Development and Cooperation is attached.
The report was tabled on 8 December 1998.

The deadline for tabling amendments will be indicated in the draft agenda for the relevant
part-session.
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A
MOTION FOR A RESOLUTION

Resolution on the recommendation for a Council Decision concerning exchange rate

matters relating to the CFA franc and the Comorian franc (COM(98)0412 - C4-0558/98)

The European Parliament,

- having regard to the recommendation from the Commission for a Council Decision
concerning exchange rate matters relating to the CFA franc and the Comorian franc,

COM(98)0412 - C4-0558/98(),

- having regard to the report of the Committee on Economic and Monetary Affairs and
Industrial Policy and the opinion of the Committee on Development and Cooperation

(A4-0484/98),

1. Approves the arrangements for pegging the CFA franc to the euro via the French franc;

2. Hopes that France, which stands as guarantor of the smooth functioning of these

arrangements, will continue to maintain an attitude of constant vigilance;

3. Calls for economic and social indicators to be established for the purpose of analysing the
development of the CFA countries, which are the subject of a full-scale trial of the influence
which the linkage to a single currency of world importance can have on the success of a

regional economy;

4. Calls for an information campaign to be launched as a matter of urgency with a view to
explaining to the citizens of the CFA countries the meaning and importance of this monetary

operation;

5. Calls for a similar campaign to be aimed at the general public in Europe, so as to explain the

meaning and importance of this linkage.

6. Requests the Council and the Commission to take account of its following amendment to the

above recommendation:

) oJcC
Commission draft() Modifications by Parliament
(Amendment 1)
Article 4
France may negotiate and conclude France may negotiate and conclude
0 oJC
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modifications to the present agreements to
the extent that the nature or scope of the

agreements are not changed. It shall inform
in advance the Commission and the
Economic and Financial Committee of such
changes.

modifications to the present agreements to
the extent that such modifications have no
direct or indirect impact on the stability of
the euro or on the ECB's commitments. It
shall inform in advance the Commission and
the Economic and Financial Committee of
such changes.

7. Instructs its President to forward this resolution to the Commission and Council.
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B
EXPLANATORY STATEMENT

I. The situation before the advent of the euro

The CFA zone consists of two distinct monetary unions. The first, the UEMOA (Union
économique et monétaire ouest-africaine, or West African Economic and Monetary Union)
comprises Benin, Burkina Faso, Guinea-Bissau, Cote d'lvoire, Mali, Niger, Senegal and Togo.
The second, the CEMAC (Communauté économique et monétaire d'Afrique centrale, or Central
African Economic and Monetary Community), takes in Cameroon, Congo, Gabon, Guinea, Chad
and the Central African Republic. The UEMOA's central bank issues a single currency for its
eight member countries, while the CEMAC's central bank issues a separate currency for each of
its six member countries. All the CFA zone currencies have a fixed rate of exchange against the
French franc, which means that the exchange rates among these currencies are also fixed.

The agreements between the two central banks referred to above (the BCEAO and the BEAC) on
the one hand and the French authorities (the Treasury) on the other are identical and entail,

for the French Treasury,

1. acommitment to guarantee the full convertibility of CFA francs into French francs;
2. aright to be involved in the formulation of the monetary policies of the two banks,
for the two African central banks,

1. an obligation to pool the currency reserves of the CFA zone countries;

2. an obligation to deposit 65% of their total reserves with the French Treasury.

The two central banks each have a right to draw on the operation accounts they hold with the
French Treasury. These are not, then, accounts with the Banque de France. If the right to draw
on this account is exceeded, it is not the money supply in France that is affected but the French
budget. While these accounts have sometimes been in deficit in the past, they have generally
remained in balance, even in surplus, largely because of the pooling of all currency reserves and
the strictness of the conditions governing the use of drawing rights. In the late 1980s and early
1990s the rise in the value of the French franc against the dollar was a serious obstacle to exports
and so to the growth of the CFA zone countries.

The major devaluation of the CFA franc against the French franc in 1994 (the first for forty
years) seems to have had a salutary effect, the GDP of the CFA franc zone countries rising by
3.8% from 1994 to 1996, compared to the 0.4% recorded from 1986 to 1993. The rate of
inflation was reduced from 27% in 1994 to 5.7% in 1996, while the deficit in public finances fell
from 6% of GDP to 1.6% in the same period.

The effect of the CFA franc on the French franc can be judged from the following figures: in

1995 the GDP of the CFA zone was equivalent in value to 2.8% of France's GDP, and the money
supply in the CFA zone was estimated at less than 1% of the French money supply. CFA zone
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imports from France account for only 1.3% of total French exports, French imports from the
CFA zone for a mere 0.7% of total French imports.

The effect of the CFA franc on the French franc is thus marginal, and its effect on the euro will
be even more limited, not to say non-existent.

Il.  The problems raised by EMU

From 1 January 1999 the French franc will give way to the euro. Can convertibility at a fixed
rate between the CFA franc and the euro be established under the same conditions as obtained
between the French franc and the CFA franc? In other words, can the agreements between
France and the African countries be upheld without the European Union, which will henceforth
have exclusive competence for monetary matters, assuming responsibility for them?

The Maastricht Treaty provides for any agreement with third countries concerning monetary or
exchange rate matters to be approved in accordance with the procedure defined in Article 109(3).

The CFA franc is different from any other third-country currency forming the subject of an
agreement on its rate of exchange against the euro in that it is neither the ECB nor the Banque de
France, but the French Treasury that is committed to bearing the risks and costs associated with
maintaining parity.

According to one interpretation, as the agreement concluded between France and the countries of
the CFA zone has no effect on the French franc or on the situation of the Banque de France, the
European Union will not have to decide whether these agreements can be maintained as they
stand, except for the replacement of the French franc with the euro.

The Commission has rightly rejected this restrictive interpretation. To avoid any subsequent
debate and to ensure the greatest possible legal certainty, it believes that any agreement with a
third country wanting to maintain the parity of its currency with the euro should be approved by
the Union's institutions even if this parity is guaranteed by the budget of a Member State and not
by the European Central Bank or the Union's budget.

There is no excluding the hypothesis - highly implausible in the immediate future - that the scale
of the effort to be made by the French Treasury is such that it casts doubt on the commitments
entered into by France under the Stability Pact. An effect on the euro, though doubtless very
indirect, cannot be entirely ruled out. This is why the Commission has - logically - proposed, on
the basis of Article 109(3), the decision here under discussion.

It will also be noted that Article 109 makes no reference to Parliament's role. Formally,
therefore, the Commission and Council could have forgone its opinion. Anticipating the
forthcoming interinstitutional agreement, the Commission has been good enough to yield to
Parliament's request.

It is fortunate that our views are essentially identical. Had this not been the case, our ability to
gain acceptance for our point of view would have been legally very limited.

I11. Relevance of the operation
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Irrespective of the legal or political question, it should be noted that the Union has an obvious
interest in the continuation of the CFA agreements.

1. For European exporters and importers commercial transactions with a country belonging de
facto to the euro zone will not be exposed to exchange rate risks, which will make it easier
for them to obtain credits and reduce their costs.

2. The same is true of European manufacturers wanting to invest in these African countries.
The fact that either the capital invested or the dividends or interest on this capital can be
repatriated without an exchange rate risk arising is likely to overcome the reticence of any
investor venturing into developing countries which have not yet reached the stage of perfect
monetary stability.

3. Since it was first established, the European Union has shown great concern about the
economic development of the African countries, especially those that were once colonised
by European countries. The creation of a zone of monetary stability with some of these
countries complements the Union's development strategy. It satisfies the requirements of
justice and solidarity, to which the Union's policy has always been sensitive.

For the associated African countries, belonging to a large and stable monetary zone is an obvious
advantage in the long term. This advantage was eclipsed while the CFA franc, linked to the
French franc, was overvalued, since this led to a decline in exports and a slowing of general
activity. The radical delinking that occurred in 1984 proved to be a highly traumatic experience
for the people. Today this shock has proved to be beneficial, and there has been a return to
growth.

In the future, however, steps should be taken to avoid prolonging periods when fixed nominal
parity is not justified by purchasing power parity. It should be possible for the formula of ‘fixed
but adjustable exchange rates' that was very popular at the time of the EMS to apply to the CFA
franc and the euro in the future.

1IV. Amendment

The wording of Article 4 could be improved. What is a modification to an agreement that does
not change its nature or scope?

This may be acceptable in the case of 'the nature’, but 'scope’ is a fairly vague concept, and it
might be claimed that any modification to an agreement changes its scope, unless it is the style
or form that is modified.

We therefore suggest that this article should be amended as proposed.
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Amendment ##
OPINION s
(Rule 147)

##

for the Committee on Economic and Monetary Affairs and Industrial Policy

on the recommendation for a Council Decision concerning exchange rate matters relating to the
CFA franc and the Comoran franc (COM(98)0412 - C4-0558/98) (report by Mr Herman)

Committee on Development and Cooperation

Draftsman: Mr Claude Delcroix

PROCEDURE

At its meeting of 28 October 1998 the Committee on Development and Cooperation appointed
Mr Claude Delcroix draftsman.

It considered the draft opinion at its meeting of 24 November 1998.
At its meeting of 1 December 1998 it adopted the following conclusions unanimously.

The following took part in the vote: Rocard, chairman; Lehideux, vice-chairman; Delcroix,
draftsman; Aldo, Castagnéde, Cunningham, Gillis (for Corrie), Gunther, Kinnock, Liese,
Maij-Weggen (for Baldini), McGowan, Newens (for David), Paasio, Robles Piquer, Sauquillo
Pérez del Arco, Taubira-Delannon (for Hory) and Vecchi.

INTRODUCTION

The entry into force on 1 January 1999 of the third stage of Economic and Monetary Union
(EMU) is a decisive step towards the introduction of the European single currency. The
establishment of an indirect link between the CFA franc and the euro by virtue of the budgetary
guarantee provided by France, and the arrangements for and implications of such a move, are
therefore a matter of great concern for the African countries belonging to the franc zone.

The Committee on Development and Cooperation has looked into the implications of the
transition to the euro for these countries, which, it should be remembered, are all ACP states
which are signatories of the Lomé IV Convention and therefore enjoy special relations with the
European Union under the ACP-EU cooperation arrangements. In order to help elucidate the
various issues raised by the CFA franc and the Comoran franc being pegged to the euro rather
than the French franc, the committee organised a public hearing on the matter on 27 October
1998. All the participants in the hearing - including the two representatives of the CFA zone -
highlighted the various benefits which pegging to the euro was expected to bring for the ACP
countries concerned.

Furthermore, at its last session, the ACP/EU Joint Assembly adopted two resolutions on the
impact of the euro on the ACP countries and the CFA franc, which drew attention to the fact that
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the introduction of a single currency would have a globally positive effect on the ACP countries,
particularly as far as trade was concerned().

For its part, in its recent resolution on the communication from the Commission on the
guidelines for the renewal of the Lomé 1V Convention, the European Parliament drew attention
to how important it was for the ACP partner countries to have convertible currencies and to
develop effective and stable currency systems().

1. The franc zone: member countries and main rules governing the CFA franc zone

The CFA franc zone is made up of 14 West and Central African countries divided into two
separate monetary areas, each with its own currency unit - both of which are called the CFA
franc - issued by two regional central banks. Both CFA francs are pegged to the French franc at
the same rate and are legal tender in their respective zones.

Eight West African countries - Benin, Burkina Faso, Cote d'lvoire, Guinea-Bissau, Mali, Niger,
Senegal and Togo - form the West African Monetary Union (UMOA), while six Central African
countries - Cameroon, Gabon, Equatorial Guinea, the Central African Republic, the Republic of
Congo and Chad - form the Central African monetary zone.

The above countries have an overall population of 90 million with an average income of US$
690 (1996 figures). Despite the existence of major economic disparities, the countries of the
CFA franc zone share a number of common characteristics, namely: intra-regional trade remains
light; foreign trade is geared mainly towards the European Union; there is a strong dependence in
both the production and export sectors on a small number of raw materials; there is a strong
desire to step up regional cooperation; and, lastly, economic growth rates have been high over
recent years.

Between 1970 and 1993 trade between the members of the zone accounted for approximately 9%
of the zone's overall foreign trade (11% for West Africa as against 6% for Central Africa).
Between 1990 and 1996 EU Member States took in 50% of the zone's exports and supplied 53%
of its imports (with France alone accounting for 18% and 31%, respectively()).

Over the past few years, the growing desire for regional cooperation in both regions has led to
the introduction of frameworks for cooperation and new institutions and instruments: the West
African Economic and Monetary Union (UEMOA) was established in 1994 and the Central
African Economic and Monetary Community (CEMAC) is currently being set up. Each region
intends to set up its own common market and customs union and to coordinate economic
policies, and both already have a single currency.

) AP/2636, paragraphs 6 and 9.

) Paragraph 87 of the report by Mr Rocard (Minutes of the sitting of 1 April 1998, Part II,
p. 38).

() IMF, The CFA Franc Zone and EMU, November 1997.

In the UEMOA, this new desire for regional cooperation - which must be welcomed - has led to

rapid progress being made towards the establishment of a customs union and the coordination of

macro-economic policies. Furthermore, a regional stock exchange was set up in Abidjan in

September 1998. (It should be remembered that many of these countries have recorded a high

economic growth rate over recent years.)
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This year, the GDP growth rate for the franc zone should stand at 5.4% (6% for the UEMOA).
Furthermore, the growth prospects for 1999 are also good, while they appear less promising for
Africa as a whole().

The CFA franc zone operates on the basis of the following main rules: fixed parity against the
French franc; convertibility of the CFA franc into French francs with no fluctuation margin;
convertibility is guaranteed by France on the basis of an operation account which each regional
central bank holds with the French Treasury; and lastly, the foreign exchange reserves of each
regional monetary zone are pooled.

2. The recommendation for a Council Decision: procedures for pegging the CFA franc to the
euro

The principles on which the franc zone is based and the way in which it operates will not change
in any way once the CFA franc has been pegged to the euro. The French Treasury will continue
to guarantee the convertibility of the CFA franc and the Comoran franc into euros at a fixed rate.
The parities and names of both currencies will remain the same.

At the same time, however, the CFA franc will in practice benefit from the fixed parity with the
11 countries of the euro zone and, vice-versa, the euro zone countries will benefit from the
extension of the area of exchange rate stability to 14 African countries and the Comoros.

As far as technical issues are concerned, the current agreements between France and its African
partners will continue to be applied in exactly the same way and the transition to the euro will
therefore have no effect on the way in which the franc zone operates.

3. The expected economic impact of the transition to the euro

In the economic sphere a whole series of extremely positive effects are expected, particularly by
the African partners. It should first of all be pointed out that, in keeping with the wishes
expressed by the countries concerned, the approach adopted will enable the African partners in
the CFA zone to continue to enjoy the benefits of a single currency in their respective regions.
During the hearing mentioned earlier, the representative of the Bank of the Central African
States (BEAC) pointed out that the six Central African member countries had decided to retain a
single currency, irrespective of the decision taken by the European Union. The approach finally
chosen has the merit of not challenging the existence of a CFA franc common to all the partner
countries.

A single currency is both an effective integration tool which will serve as a basis for a regional
economic policy and a safety mechanism to be used as part of an international development

policy.

) Le Figaro, Afrique noire: La croissance en sursis, 27 October 1998.

The greatest benefits from the linkage to the euro are likely to be felt in the commercial and
financial spheres. From 1 January 1999, the countries in the franc zone will be able to export
goods to one of the world's largest markets, with no exchange risk. This should enable them to
step up and diversify their exports to all the EU Member States which have signed up for EMU.
Furthermore, this prospect should encourage investors from both Europe and elsewhere to
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channel money into those countries. In this connection, attention should be drawn to the need for
the European Union to make a special effort to inform the general public - and, in particular,
economic operators - in the European and African countries concerned about the economic
benefits which the new linkage between the CFA franc and the euro will bring.

The partner countries should also find it easier to gain access to the international financial
markets, particularly those in Europe.

At the same time, the transition to the euro is likely to be seen - particularly by economic
operators in the CFA zone - as an additional reason for stepping up regional cooperation so as to
be in a better position to take advantage of the new opportunities to export to the various
countries inside the euro zone.

As far as economic and monetary affairs are concerned, as was pointed out at the
abovementioned hearing the efforts already being made in the two CFA zones to ensure
compliance with a number of convergence criteria and to monitor macro-economic policies
should be stepped up so as to ensure that the link with the euro may be maintained in the future.

The indirect pegging of the CFA franc to the euro will provide a test of how important a strong
single currency is to the success of a regional cooperation policy.

Furthermore, given that the euro is likely to establish itself, alongside the dollar, both as an

important reserve currency and a currency used for international transactions - in line with the

wishes expressed by the European

Parliament(

) -, a number of world commodity prices, and certain raw material exports from franc zone countries could in the future be expressed in euros, which wc

France is primarily responsible for monitoring macro-economic policies, particularly since it is
not part of the European Central Bank's remit to control or to monitor the use of the euro in the
CFA countries.

France, which stands as guarantor for the operation, should make regular reports on the impact of
the CFA-euro parity, with particular reference to the positive or negative effects for the CFA
countries of being integrated by means of an instrument intended to develop the single market.

The external competitiveness of the countries in the franc zone is likely to become an issue,
particularly if the euro proves to be a strong currency. This issue should not be played down:
whether they like it or not, the CFA countries are likely to be drawn into a tripolar rivalry at
world level between the dollar, the yen and the euro.

) -, a number of world commodity prices, and certain raw material exports from franc zone countries could in the future be expressed in euros, which would remove a major source of uncertainty for exporters in the fra

) Resolution on the international dimension of the ECU, OJ C 205, 25.7.1994, p.
545.
Nonetheless, given that the current parity of the CFA franc - which will not be affected by the
transition to the euro - would appear to be in keeping with the economic fundamentals of those
countries, and in view of the major opportunities to which the changeover to the euro is likely to
give rise (which should strengthen the economies of the countries concerned), while this may be
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seen as a real risk, it is one with which the countries concerned will be able to deal, inter alia by
improving the competitiveness of their production and export sectors (by capitalising on their
human resources, improving product quality and stepping up production).

CONCLUSIONS

Given the above, the Committee on Development and Cooperation:

1.

2.

Approves the arrangements for pegging the CFA franc to the euro via the French franc;

Hopes that France, which stands as guarantor of the smooth functioning of these
arrangements, will continue to maintain an attitude of constant vigilance;

Calls for economic and social indicators to be established for the purpose of analysing the
development of the CFA countries, which are the subject of a full-scale trial of the influence
which the linkage to a single currency of world importance can have on the success of a
regional economy;

Calls for an information campaign to be launched as a matter of urgency with a view to
explaining to the citizens of the CFA countries the meaning and importance of this monetary
operation;

Calls for a similar campaign to be aimed at the general public in Europe, so as to explain the
meaning and importance of this linkage.
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