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7.0 INTRODUCTION

Theimportanced regional economicintegration isgrowingfastin the contemporary world. Earlier, theterm
was used to refer to any formaof cooperationin international economic relations. Later, it was used mainly by
trade economiststo describe theamalgamation of separateeconomiesinto larger groupsd freetraderegions.
In contemporary debates, theterm " economic regionalism' is used to describediscriminately the removal of
trade barriers between two or more nationswith theestablishment of certainelementsaf economiccooperation.

How this processof economicintegration hastaken placein EU and how itisfunctioningisdiscussedinthis
unit.

7.1 OBJECTIVES

After studying this unit, you would bein aposition to:

e explaindifferent formsaf economic regionaism;

e  describe the background, different stages and institutional framework of the EMU;
e understand the advantages of a singlecurrency in Europe;

e  agppreciatetheinternationa role of the Euro; and

e understand implicationsof the Euro for India

7.2 ECONOMICINTEGRATION

In practice, economic regionalismis understood as a processof deepening economic integration as shownin
Table 1. It is a process, which can take place in various forms according to the degree d cooperation
between member gtates. It ranges from a free trade agreement, a customs union, a common market, an
economic uniontoapolitical union.
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Inthelastfifty years, variousformsaof economicintegration have been proposed and implementedin al parts
of the world. However, it isin the last fifteen years that these arrangements have burgeoned. Along with
World TradeOrganization (WTO) led multilateral trading system, thegloba trading sceneisa soincreasingly
dominated by a complex network of regiona trading arrangements. Earlier, " economic regionaism' was
normally seen as an economic cooperation between geographically contiguousregions. Recent years, however,
have seen many crossregional bilateral agreements. Many countrieswhich traditionally remained outside of
thesearrangementshavea so joined someaf thesegroupings. Academicdebateon regional economicintegration
in the last fifteen years has been concentrated mainly on characterizing them either as "' building blocks" or
"stumbling blocks" to trade liberaization. In other words, debate has been whether regional integration
complementsglobalization or contradictsit. Some scholarsargued that these arrangementsare obstaclesto
amultilateral tradingorder. Otherfeltthat*'new regionalism’ isfundamentaly differentfrom™ old regionaism'™.
It is asserted that these arrangements facilitate members' participation in world economy rather than
withdrawing fromit.

Table 1: Stages of Deepening Regional Integration

DEPTH OF Trade Common Free Common Common

INTEGRATION Liberalisation | Commercial Movement Moneary Government
Policy of Factors & Fiscal Policy

Free Trade

Agreament

Qust ons Union

CommonMarket

EconomicUnion

Source: Adapted from Brigid Gavin and Luk van Langenhove "' Trade in a World of Regions" in Gary P Sampson and Stephen
Woodcock, Regionalism, Multilateralism and Economic Integration: The Recent Experience ( Tokyo. UN University Press, 2003).

7.3 ORIGINSAND BACKGROUND OF THE ECONOMICAND
MONETARY UNION

Themostinfluentia and significantexampleof regional economicintegrationisthe EU, which hasdevel oped
from a Free Trade Area to a full-fledged Economic and Monetary Union (EMU). Sometimes, EMU is
misinterpreted to mean European Monetary Union. It is not just currency but also economic policy that is
pooled and coordinated. As we will discusslater, EMU has three stages, of which only the third one means
the adoption of acommon currency.

TheTreatiesof Rome (1957) were signed with the objective of a' ever closer union™ between the peoples
of Europe. Although the free movement of goods, services, capital and people wasone of the major goal s of
these treaties, many barriers to free movement still existed until the early 1980s. The Cockfield Report
(1985) recognized over 280 remaining physical, technical and fiscal barriersto the completionof the Single
Internal Market. To tackle the issue, the European Commission enacted the Single European Act in 1986,
which sought to create a Single Market by removing barriers to trade and thereby generated pressuresfor
further economicintegration.

In current literature, EMU is the name given to the outcomeof (partly) still on-going process of harmonising
the economic and monetary policies of the Member States of the EU and to the introduction of a single
currency, the Euro. Monetary integration essentially meansexchangerate union and capital market integration.
It could be achieved even without the existence of asingle currency if member countries have permanently
and irrevocably fixed exchangeratesamongthemsaves. In practice, it would mean harmonizationof monetary
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policies, acommon pool of foreign exchangereservesand a single central bank.

In order to purchase goods and services of other countries, investors and consumers buy their currencies.
Since different countries use different currencies, there is a need for an exchange rate which is essentially
'the domestic price of aunit of foreign currency. Theoretically, there are two extremetypesof exchangerates
viz. absolute fixed e xchange rates and floating exchange rates. The absolute fixed exchange rate is the
situation in which .ountries do not allow the external value of their currenciesto vary at all. The national
governmentswill intervenein theforeign exchange markets to maintain theexisting constant exchangerates.
In the floating exchange rate, the idea is that the market forces would prevail in foreign exchange market,
and achievean automaticbalancedf payments. It meansthat the governmentsdo not intervenein theforeign
exchange markets. In redlity, however, most arrangements in the world lie between these two extremes.

7.3.1 Formation of EMU

Till 1971, monetary arrangementsin the European Economic Community worked under the Bretton \Woods
System (BWS). The BWS was an international monetary framework of fixed exchangerates, mainly drawn
up by the United States. and Britain in 1944. The main features of the system were an obligation for each
participating country to adopt a monetary policy that maintained the exchangerate of its currency within a
fixed value — plus or minusone percent — in termsof gold. TheInternational Monetary Fund would bridge
any temporary imbalancesdf payments. In practice, it meant that there was a fixed exchange rate, with all
currenciesanchored to the US dollar. The US dollar had parity with gold (1 ouncedf gold = 35 $US). It a'so
meant that the US dollar could be convertedinto gold any time. To maintain parity with thedollar, al central
banks kept reservesin US dollars. The system worked well for some time but later expansion in monetary
transactions, the emergence of pluralistic economic power and worsening US trade deficit, etc. created
many structural imbalances. The system finally collgpsed followingthe US suspensionof convertibility from
dollarstogoldin August 1971.

Following the collapse of the Bretton Woods System, the member states of the EEC along with the UK,
Ireland, Denmark and Norway agreed to maintain a stable exchange rate against each other by preventing
fluctuationsof more than 2.25 per cent against the dollar. This arrangement was called " European Snake in
the tunnel™ because the Community currencies floated as a group against outside currencies such as the
dollar. Theoil crisis, wesknessdf thedollar and other events hampered exchangerate stability and within two
yearsthe Snake was reduced to the German, Benelux and Danish currenciesas the British Pound, Irish Punt,
Danish Krone and Italian Liraleft the arrangement.

During these unstable times, the European Summit in 1969 turned the EMU into an official objective. The
Werner Report of 1970 envisaged three stages of EMU to be completed in ten years. These plans, however,
did not become a reality because of considerable international currency unrest in the early 1970s and the
global recessionin thewake of first oil crisisof 1973.

Thecreationdf the European Monetary System (EMS)in 1979 was another important step. Although it was
not a monetary union, yet it promoted greater stability between the Member States' currenciesand a better
co-ordination and convergenced their economic and monetary policies. The main componentsof theEMS
were the European Currency Unit (ECU), the European Monetary Cooperation Fund (EMCF) and the
Exchange Rate Mechanism (ERM) .

The ECU worked as a unit of account for transactionsbetween different EC governmentsand organistaions.
It was a nominal currency made up of a basket of EC currencies. It was not alegal tender and did not exist
in notes. Its value was calculated as a weighted average of the valtie of its component currencies. The
weight wasfixed at a percentage determined by the country's gross national product and share of inter-EC
trade. The EMCF was estbalished in 1973 in order to facilitate transactions between EC member states.
Participatingcountriesdeposited 20 per cent of their gold and dollar reserves to the Fund in returnfor ECUs
for the same vaue.

The Exchange Rate Mechanism was a mechanism for reducing fluctuations in the relative vaues of the
member currencies. It gave participating currencies a central exchange rate against the ECU. That, in turn,
gave them central cross-rates against one another. The mechanism gave participating currencies an upper
and lower limit on either side of this central rate within which they could fluctuate. The whole system was
operated on the basisof mutua support and collectiveaction. It was expected that ERM would help stabilize
exchange rates, encourage trade within Europe and control inflation. At the time of ERM crisisof 1992, it
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had ten members. Spainjoinedin 1987, the UK in 1990 and Portugal in 1992. Becausedf aweegk economy,
Greece never joined and Luxembourg based its currency on the Belgian Franc. The near collapse of the
ERM happenedin 1992 when a number of currenciescould no longer keep their currencieswithin thelimits.
On what becameknown as Black Wednesday, the British Pound was forced to leave the system. The Italian
Liraalso left and the Spanish Peseta was devaluated.

74 ENTERINGTHEEURO

In June 1988, the European Council agreed in principleto achievetheobjectived the progressiverealisation
o the EMU. A committee under the chairmanship of the then European Commission President Jacques
Delorswasestablished tolook into the vari ousstages| eading to the monetary union. Thecommitteeproposed
that economic and monetary union should beachievedin threedifferent steps. On thebasi sof recommendations
o the DelorsReport, it was agreed in the European Council in June 1989 that on 1 July 1990 all restrictions
on the movement of capital between member States should be aboilished. Thiswas the beginning'of thefirst
stage of the EMU. To establish the required legal and ingtitutional structure for the next two stages, an
intergovernmental conference was convened in 1991. These efforts resulted in the Treaty on European
Union which was agreed in December 1991 and signed in Maastricht on 7 February 1992. Due to many delys
inratifications etc. , thetreaty cameinto forceonly on 1 Novemebr 1993. The Mastraicht Treaty stipul ated
that the countries wishing to adopt the single currency must meet a number of economic criteria. The so-
called convergencecriteriaincludedlow inflation,sound publicfinances,low interest ratesand stableexchange
rates. It was also agreed that they must al so ensure the political independencedf their national central banks.

Specifically, thefollowing criteriawere formul ated as preconditionsfor any EU member statejoiningthe EMU:

e Avrated inflation no more than 1.5 per cent above the average of the three best performing member
states, taking the average of the 12-month year-on-year rate preceding the assessment date.

e Long-term interest rates not exceeding the average rates of these low-inflation statesby more than
2 per cent for the preceding 12 months.

Exchange rates which fluctuate within the norma margins of the ERM for at |east two years.

A general government debt/GDP ratio of not more than 60 per cent, although a higher ratio may be
permissibleif itis" sufficientlydiminishing".

e A general government deficit not exceeding 3 per cent of GDP, although a small and temporary excess
can be permitted

Broadly, thefirst stagedf EMU extended from 1 July 1990to 31 December 1993. In thisstage, al preparatory
measures taken prior to the entry into force of the Maastricht Treaty were finalised. This stage of the EMU
was characterised by a closer co-ordination of all Member States' economic policies and the progressive
dismantlingof all internal barriers(with someexceptions) to thefreemovement of capital withintheEU. The
second stage of EMU began on 1 January 1994 and extended until 31 December 1998. Under this stage
member states were further prepared for adoption of the Euro. The main elements at this stage were the

liberalisationdf capital movementsand paymentsvis-8-visthird countriesin general, theprohibitionof monetary
financingadf the publicsector by thecentral banks, the prohibitionaf privilegedaccesstofinancia institutions
by the public sector, the avoidance dof excessive government deficits and the establishment of the European
Monetary Institutei EMI) in Frankfurt. Themain tasksof theEMI wereto ™ strengthencentral bank cooperation
and monetary policy coordinationand to makethe preparationsrequired for theestablishmentaf the European
System of Central Banks (ESCB), for the conduct of the single monetary policy and for the creation of a
singlecurrency in StageThree". TheESCB isthecentral banking systemof theEuropean Union. It comprises
the European Central Bank and the national central banksof al EU members.

Out of the European Monetary Ingtitute, a new European Central Bank was created on 1 June 1998, which
took over responsibility for itsimplementationon 1 January 1999. TheGoverning Council of theECB consists
of six mebersd the Executive Board plus twelve governorsof the national central banks from the 12 Euro
area countries. The Governing Council usualy meets twice a month. Decisions are generally adopted by
smple majority of the members, each having one vote. The main tasksof the ECB are to managethe volume
of money in circulation, conduct foreign-exchangeoperations, hold and manage the Member States' official
foreignexchangereserves, and promotethe smooth operationof payment systems. The ECB hastheexclusive
right to authorisetheissuancedf banknoteswithin theeuro area. The ECB is al saat the centre of the ESCB.
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Stage three of the Economic and Monetary Union started with the introduction of the Euro and the transfer
of monetary authority to the European Central Bank on 1 January 1999. In May 1998 itsdlf, an EU summit
meeting in Brussels had confirmed that 11 of the then 15 EU Member States - Belgium, Germany, Spain,
France, Ireland, Italy, Luxembourg, the Netherlands, Austria, Portugal and Finland - had met the Criteriafor
the adoption of the single currency. On 1 January 1999, these countries adopted the Euro as their common
currency. Greecejoi ed thisgroup of countrieson 1 January 2001 after fulfilling thecriteria Swedendid not
fulfil all criteria. wenmark and the United Kingdom are ""Member States with a specia gatus’. These two
countrieswere granted the right to decide whether or not to participatein StageIll of EMU, i.e. to adopt the
Euro. They both made use of this' opt-out clause" by opting out of the Euro area. Since Sweden and ten new
membershavenot yet met al therequirementsof adopting theEuro, they count as memberswith* derogation’.
It meansthey are exempt from some, but not al, of the provisions which normally apply from the beginning
of StageIll of EMU. Like Sweden, the ten new Member Statesof the EU, which were readmitted on 1 May
2004, have no "opt-out™ clauses, such as those negotiated by the UK and Denmark. In other words, by
becoming a member of the EU, the ten new Member States have committed themselvesto ultimately joining
the Euro.

On 1 January 1999, the Exchange Rate Mechanism II ( ERM 1I) was also established. It provides a
framework for exchangerate policy cooperation between the Eurosystem and EU Member States that have
not yet adopted the euro. Its membershipis voluntary and availableto only EU Member States. Member
States with a derogation are expected to join. In fact, prior to the adoption of the Euro, a Member State has
to haveits currency in ERM II for two years. The mechanism involves establishing both a central rate for
their respective currency's exchange rate against the Euro and a band for its fluctuation around that central
rate. It also means coordination with the ECB. Currently, out of 13 non-Eurozone EU members, eight are
party to ERM II, namely are Denmark, Estonia, Lithuania, Slovenia, Cyprus, Latvia, Mata, and Slovakia.
These countries are expected to join Eurozonein 2007 or 2008. Countries still outside the ERM 1I are the
Czech Republic, Hungary, Poland, Sweden and the UK.

At this stage, a Stability and Growth Pact (SGP) was aso entered into force. The SGP pact was adopted
in 1997 and thefull provisionstook effect on | January 1999. The main concern of the pact isenforcement of

fisca discipline as a permanent feature of the EMU. Other objectives are to safeguard sound government
financingas ameansof strengthening price stability, growth and employment. Formally, the SGP consists of

three elements. (1) a political commitment, by all partiesinvolved the European (commission, Member
States, and the Council) to thefull and timely implementationof the budget surveillance process. (2) Preventive
elements, which aim at preventing budget deficits going above the 3 per cent reference value;, and (3)

dissuasive elements, which in the event of the 3 per cent reference value being breached, require Member
States to take immediate corrective action and, if necessary, allow for the imposition of sanctions. Besides
theselegal bases, thereis also acode of conduct which incorporatesguidelinesto assist the Member States
in drawing up their economic programmes.

Table 2: The Three Stages of Economic and Monetary Union

StageOne SageTwo StageThree

| July 1990 | January 1994 | January 1999
Completefreedomfor Establishment of the European Monetary | Irrevocablefixing of conversion rates
capital transactions Institute

Increased cooperation | Ban on central bank granting loans to the | Introduction of the Euro
between central banks public sector

FreeUseof ECU ( European| Strengthening of economic convergence | Conduct of the SingleMonetary Policy by
Currency Unit, forerunner the European System of Central Banks
of theEuro

Improvementof economic | Process leading to the independence the | Entry into effect of intra EU exchangerate
convergence national central banks, to be completed at | mechanism(ERM Il

the latest by the date of the establishment
of the European System of Central Banks

Preparatory work for Stage Three Entry intoforcedf Growthand Stability Pact

Sour ce: http://www.ecb.int/ecb/history/emu/html/index.en.html
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Although Euro banknotesand coins entered circulation on 1 January 2002, it was aready established as an
accounting currency on 1 January 1999. A number of preparatory steps were taken between 1 January 1999
and 1 March 2002 (when al national notes and coins were withdrawn). The countries adopting the single
currency agreed that the then ERM bilatera rates of participating states would be used to determine the
irrevocable conversion rates for the Euro (see Table 3)

Table 3 : Euro Converson Rates

One Euro Equals:

40.3399 Belgian Francs 137603 | AugtrianSchillings | 1936.27 ItalianLira

1.666.386 Spanish Pesetas 594573 | FinnishMarka 220371 Dutch Guilders

0.787564 Irish Punt 195583 | German Marks 200482 Portguese Escudos

40.3399 Luxembourg Francs | 655957 | French Francs 340.750 Greek Drachma

Other preparationsincluded thedenominationof all publicdebtin Euros; having all operationsof theECB in
Euros; havingwholesalefinancial and capital marketsuseof theEuro; denominationof privatebank accounts
in Euros; making Euro-denominated credit cardsavail ableand making paymentsin Euros possibleon existing
credit cards; having public administrationsin the Euro countriesall ow companiesto usetheeurofor accounting
purposes, tax payments, and in some cases, socia security payments; and dual pricing (in national currencies
and Euros) to help the general public adapt to the Euro.

75 ADVANTAGESOFTHEEURO

In Europe, putting the single currency in place aimed to achieve severa objectives. Firgt, it aimed to make
Europe more competitiveand dynamic as well as to create employment and growth within the participating
countries. The microeconomic efficiency gains are expected to arise from the elimination of exchangerate
uncertainty and transaction costs within the Union, thereby stimulating trade within the EU and leadingto a
permanent increasein output. Similarly macroeconomic efficiency gains are expected to arise both from the
eliminationdf intra-EU exchangerates and from greater disciplinein monetary and fiscal policies, which will
lower the risk primea built into interest rates and thus lead to higher investments. Secondly, the aim is to
establish a stable currency bearing an international weight comparable to that of the US dollar and
Japanese Yen.

Since the Economic and Monetary Union was constructed on the rules of good economic management, it
was expected to contribute to economic growth. Therefore, it was thought that companies throughout the
world, not only thosein Europe, may benefit in the context of European growth. Theintroductionof the Euro
may & so contribute to the stability of the international monetary system. Taking into account the economic
characteristicsof the Eurozone, its size and integration of its financial markets, the new European currency
is definitely going to become a maor player in the international currency markets. At the global level, the
Euro presentstwo major benefits. It would lessen the effect of international currency fluctuationson Europe
asawhole. Secondly, it may bringabout a progressivedeclinein theinternational dominationof the USdollar.
There could also be greater internationalization of European economic policies. Maor benefits of Euro as
outlined by theEuropean Commission are outlined in thefollowing table:

Some scholars, however, have criticised the process because they feel that there will be loss of nationa
sovereignty over monetary affairs. Becauseof strict agreementslike theGrowth and Stability Pact, governments
will not bein aposition to insulatetheir economiesfrom adverseeconomicconditions. They alsofed that this
will dividetheEU into"insider" and " outsder” countries. Similarly, withtheentry of relatively lessdevel oped
new members, the EU economiesare too dissimilar for strict common policieslike the EMU.
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Table 4 Benefits of the Euro

Practical Benefits for Citizens

° Euro zone citizens can use their own currency within the euro zone
° Being an internationa currency it is accepted everywhere
Broad Macroeconomic Framework Benefits

° Price stability

° Sound public finances

° Lo ibderest rutes

° Incentives for growth, investment and employment

° Shetter from external shotks

Single Market

° Elimination of exchange rate fluctuations

° Better decision-making dueto reduced uncertainties

° Elimination of the various transaction costs (hedging operations; cross-border payments
management of severa currency accounts, etc.

° Price transparency:

° Enhanced competition:

) More opportunities for consumers.

° More atractive opportunitiesfor foreigninvestors

Single Financial M ar ket

° Single market for financial operators (i.e. banks, insurers, investment funds, pension funds, etc.)
° For private and corporate borrowers better funding opportunities

° Savers benefit from a wider and more diversified offer of investment and saving opportunities.
Investors could pread their risks more easily

Europé's Role in the World

° Strengthens Europe's rolein international organisationslike the IMFOECD, theWorld Bank
° Important role as an investment and reserve currency

° Use df the Euro in international trade

° Theoptiondf pricing goods and commodities(likeoil and metals) in Euro.

Poalitical Integration

° Symbol of common identity, shared values and the success of European integration.

° Stimulustofurther integration

Sowrce: Adapied from Earo website of the Eampean Commission
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7.6 THEEUROIN THEWORLDECONOMY

Even before the Euro wasintroduced, many studies suggested that that it was destined to become one of the
leading international currencies. The reasons were manifold. First, the Eurozone economies constituted an
economic size comparable to the US and much bigger than Japan. Secondly, the Eurozone was also one of
the largest exporters and importers of goods and services. Thirdly, the stability-oriented economic policy
frame in the EU was going to make the Euro an attractive currency. Finally, it was also going to inherit the
international role from some of its leading "'legacy currencies” in particular the Deutsche Mark.

Table5 summarises the standard useof any international currency based on thethreemajor classical functions
of money viz.. a sore of value, a medium of exchange and a unit of account in the international arena,
both by the private agents as well as by public sector officials.

Table 5 : Functionsaf an International Currency

Private Sector Public Sector/Government

Unit of account Invoicing tradeand financial Anchor or reference currency
transactions; quotations of for exchange rate regimes
commodity prices

Means of exchange| Payment currency; vehicle Official interventionin
currency in foreign exchange foreign exchange markets;
markets official financial flows

Store of value Investment and financing Currency Foreign exchange reserve currency

Source: EMU:: The First Two Years, Euro Papers No. 42 ( Brussdls: European Commission, 2001).

If we evaluate the role of the Euro on the basis of above-mentioned standard functions of an international
currency, we find that itsinfluence is increasing, although not necessary at the same pace in al the areas.
According to many studies conducted by the European Central Bank, the international role of the Euro has
grown gradually in thelast five years. Still, it ismost prominent in theregionsclose to euro zonearess. It has
grown very significantly in the international debt and loan markets. It is also developing gradualy in the
internati onal tradeand foreign exchangemarketsand hasal soinheritedtherol e played by itslegacy currencies.
It's role as areserve currency hasimproved marginaly. Still, in Asiaand other developing countries, the US*
dollar continues to be used as a prominent international financing currency, as a settlement and invoicing
currency and a reserve currency.

In the international debt markets, debt securities denominated in euro account for around 31 per cent of the
total stock of international issues. Thelargest share, however, came from European entitiesin the vicinity of
the Euro areaonly. A similar trendis visiblein the international loan markets and deposits. There has been
remarkable increase in the use of the Euro as a financing currency in international bond markets. In the
foreign exchange markets worldwide, the Euro was the second most actively traded currency in 2004, which
accounted for 37 per cent of foreign exchange transactions. In international trade, the share of the Euro has
seen a notable increase in a number of Euro area countries. In Euro area countries, the use of the Euro is
more widespreadin the case of exports than in the case of imports. Thereis alsoincreaseintheuseof the
Euroin trade by new Member States of the European and candidate countries. The role of the Euro as an
anchor currency in third countries (outsidethe Euro area) isalso significant. Out of about 150 countrieslisted
by the International Monetary Fund as countries with independent floating, more than40 countries are using
EURO either as sole anchor or as a reference currency. Close analysis of these countries, however, reveal
that most of these countries are either geographically very close to the Euro area or they have established
very special institutional arrangement with Eurozonecountries. Theshareof the Euroin global official foreign
exchange reserves has increased from 16.3 per cent in 2000 to 19.7 per cent in 2003. As an intervention
currency, the Euro was also predominantly used in Euro area neighbouring countries.
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7.6.1 TheEuroandIndia

Since the European Union is Indias leading commercia partner and a mgjor source of investment and
technology transfer, the performance of Eurozone economies and the Euro is bound to have a significant
impact on Indo-European trade and other economic relations. Earlier, about 80-85 per cent of India's foreign
trade was invoiced in dollars. There are some indications of the changesin favour of the Euro, particularly
in India-EU invoicing. Theimpact is very mild becausethe UK still has not joined the Eurozone and two of
India's mgor import items, viz. oil and fertilizers, are till denominated in dollars. Before the launch o the
Euro, it wasexpected that theimportant impulsefor closer tradelinks between Europeand Indiawould result
from positive economicforcesset free by the Euro. So far weak economic growth in the Eurozoneeconomies
has affected more than some positive implications from the success of the Euro. The strengthening of the
Euro in 2003-2004 generated new interest in India. The Euro was declared as an additional currency for
intervention. Thereis a possibility that there might have been some increase in Euros in Indias US$ 143
billion foreign exchange reserves. In the short run, implications of the Euro for the Indian economy and
business seems to be positive, abeit very limited. In thelong run, factors such as the emergence of the Euro
as adableinternational currency as well as growth and price stability in the Eurozone are going to open up
many new opportunities for Indian economy and individual businesses. The Euro may also help Indiain
rguvenating its trade economic relationswith the countries of Central and Eastern Europe. The success
story of the Euro may aso lead to a single Asian/South Asian currency.

7.7 SUMMARY

In the last sixty years, countries of the EEC/EU have experienced different monetary arrangements, viz.
Bretton Woods System, the Snake in the Tunnel, European Monetary System and Economic and Monetary
Union. After many attempts, Economic and Monetary Union was findly redlised in the 1992 Maastricht
Tregty. It provided aroad map for the unification o the currencies d EU member States. Progress towards
EMU took place in three different stages. Countries wishing to adopt the Euro were required to fulfil the
convergencecriteria In 1999, eleven countries adopted the Euro. Greece joined later. Circulationof the Euro
started on 1 January 2002. The UK and Denmark did not participatein the third stage of EMU while using
the "opt-out clause™. ERM 1II provides a framework for exchange rate policy cooperation between the
Eurosystemn and EU Member States that have not yet adopted the Euro. Sinceits launch, therole of the Euro
has grown very significantly in theinternational debt and loan marketsas well asin theinternational tradeand
foreign exchange markets. So far its implicationsfor the Indian economy seem to be positive, dbeit very
limited. In thelong run, it may open up many new opportunitiesfor Indian businesses.

7.8 EXERCISES

e What are the different stages of regional economic arrangements?

e  Describe different stages of Economic and Monetary Union.
e Discuss some mgor advantages o a single currency in Europe.
e  Writean essay on the internationd roleof the Euro.
e What arethe mgor implicationsof asingle currency in Europefor India?
e Write short noteson
1) Bretton Woods System.
2) European Centrd Bank.
3) Exchange Rate Mechanism (ERM) II.
4) Growth and Stability Pect.
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