The euro has landed

The following observation, made by David Smith in The Sunday Times, sums up what, for most people, is the key issue concerning the euro, which is: what next? Where will the euro lead?

Monetary union has long been seen in Europe as a stepping-stone to political union, and it is easy to see why. If the ECB in Frankfurt is taking decisions on interest rates for 12 countries and 300 million people, the corollary, say the integrationists, is that other economic decisions, including tax and public spending, should be taken centrally. 

These are the nightmares that trouble the sleep of those sceptics who fear that one currency will lead inexorably to one country, Euroland, a vast, ugly construction that will bury beneath it any sense of national identity or independence.[1]

There are clear economic benefits of a single currency. However, is it possible to have a successful single currency without a significant measure of fiscal harmonisation? The answer to this is probably not. To ensure the European market remains balanced and prosperous in all regions, some element of fiscal redistribution will be necessary, otherwise depressed regions will be likely to remain so, intensifying regional inequality. With limited labour mobility between countries within Europe, which would in part help correct such imbalance, the need for some central fiscal facility to redistribute wealth would seem imperative.

So is fiscal harmonisation such a bad thing? The political and economic arguments are intimately related at this point, and it is difficult, if not impossible to disentangle the two. The economic possibilities are not that difficult to identify. Michel Barnier, the French commissioner in charge of institutional reform, has already outlined ways in which deeper economic integration might be achieved. The question seems whether, politically, it is the route the European Union wishes to tread? For most of Europe, the answer is probably yes.. The issue is when, and whether the UK will be on board.

 [1] ‘Handing over their future?’ David Smith, The Sunday Times, 6 January 2002

Want to find out more? 

The arguments for and against the adoption of the euro by the UK can be found in Sloman Economics (4th ed) Chapter 25 section 25.3, Sloman Essentials of Economics (2nd ed) Chapter 12 section 12.6, and Sloman and Sutcliffe Economics for Business (2nd ed) Chapter 31 section 31.3. For more information, many pro and anti-euro websites can be found. See, for example, http://www.euro-emu.net/, http://www.amue.org/, http://specials.ft.com/euro/index.html, and http://www.guardian.co.uk/euro/ Visit the European Central Bank http://www.ecb.int site to see what the latest news might be.

And finally...

Did you know that, in 2001, credit card firms in the USA mailed out five billion solicitations for new accounts, that is equal to 20 offers for every man, women and child in America!

