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EURO currency –past and present

The euro (currency sign: €; banking code: EUR) is the official currency of the European Union , used in 15 member states, known collectively as the Eurozone. It is also used in 9 other countries around the world, 7 of those being in Europe. Hence it is the single currency for over 320 million Europeans. Including areas using currencies pegged to the euro, the euro directly affects close to 500 million people worldwide. 

First was euro introduced to financial markets as an only accounting currency – ECU - in 1999 and then on 1 January 2002 it was replaced by euro like as psychical coins and banknotes.

The euro is managed and administered by the Frankfurt-based European Central Bank. As an independent central bank, the ECB has sole authority to set monetary policy. The Eurosystem participates in the printing, minting and distribution of notes and coins in all member states, and the operation of the Eurozone payment systems.

While all European Union member states are eligible to join if they comply with certain monetary requirements, not all EU members have chosen to adopt the currency. All nations that have joined the EU since the 1993 implementation of the Maastricht Treaty have pledged to adopt the euro in due course. Maastricht obliged current members to join the euro, however, the United Kingdom and Denmark negotiated exemptions from that requirement for themselves. Sweden turned down the euro in a 2003 referendum, and has circumvented the requirement to join the euro area by not meeting the membership criteria. In addition, three European microstates (Vatican City, Monaco, and San Marino), although not EU members, have adopted the euro due to currency unions with member states. Andorra, Montenegro, and Kosovo have adopted the euro unilaterally, while not being EU members either.

Maastricht criteria and Slovakia

When Slovakia entry to the European Union, the next level of european cooperation was application of euro currency in Slovakia. To adopt euro currency Slovakia, but not only Slovakia but each country which is or want to be in Eurozone, has to fulfil Maastricht criteria. The Maastricht criteria are - 

· inflation rate,
· government finance,
· exchange rate and
· long - term interest rates.
Inflation rate 

It can not be more than 1,5 percentage points higher than the three best-performing member states of European Union (it is based on inflation). 

for example: (Austria 1,1+ France 1,2 + Ireland 1,2)/3=1,2%


1,2% + 1,5% = 2,7%   It means that inflation rate for application euro has to be under 2,7%.

Slovakia fulfil this criteria in August 2007 when our inflation rate was on 1,9%. Today is rate little bit higher up to the mark of  2,9% but we are still satisfactory because the criteria today is about 3,2%

Government finance 

Annual government deficit:
The ratio of the annual government deficit to gross domestic product (GDP) must not exceed 3% at the end of the preceding fiscal year. If not, it is at least required to reach a level close to 3%. Only exceptional and temporary excesses would be granted for exceptional cases.

Government debt:
The ratio of gross government debt to GDP must not exceed 60% at the end of the preceding fiscal year. Even if the target cannot be achieved due to the specific conditions, the ratio must have sufficiently diminished and must be approaching the reference value at a satisfactory pace.

It is very interesting that countries like Finland, France, Luxembourg and Great Britain did not fulfill government debt criteria. Slovakia has no problems with government debt but there was small problems with deficit, but nowadays is everything right.

Exchange rate

Applicant countries should have joined the exchange-rate mechanism under the European Monetary System for 2 consecutive years and should not have devaluated its currency during the period.

The rate can fluctuated +/- 15%. First central rate was checked in 28 November 2005 up to the mark of 38,4545 SKK/EUR (fluctuation was between 44,22 and 32,69). Second central rate was changed in 19 March 2007 up to the mark of 35,4424 SKK/EUR (fluctuation was between 30,1260 and 40,7588). The exchange rate will maybe change this summer. It is depend on trends in our economy.

Long - term interest rates

The nominal long-term interest rate must not be more than two percentage points higher than in the three lowest inflation member states.

The purpose of setting the criteria is to maintain the price stability within the Eurozone even with the inclusion of new member states.

In Slovakia the rate is about 4,5 and maximal level from Maastrich criteria is 6,5%, it means that we fulfill all Maastricht criteria to adopt euro as our new currency.

Impacts of the common currency adoption in the Slovak Republic

Possitive impacts

The adoption of European single currency in Slovakia will have several favorable impacts which will be manifested immediately. Such positives will permanently decrease the level of costs or increase GDP. The savings of enterprises and citizens on transaction costs will be the most visible when charges and margins for koruna-euro exchanges are eliminated. Enterprises will be also able to slightly reduce their administrative costs since they will not have to deal with management and accounting of euro exchange transactions. Full elimination of exchange risk against euro and slight decrease of such risk also against other currencies will be felt by enterprises as a decrease of implicit costs, because so far they have rarely hedged against them. In particular smaller enterprises, which have not had so far simple access to foreign financial markets, should after euro adoption enjoy a simpler and cheaper access to credits and stock capital. Consumers should profit from increased transparency of prices on the European market and from expected more intense competition.

Table 1

	

	Sector trade development between Slovakia and other member states of the monetary union ought to stabilize and put the sector structure of Slovakia near the one of the Eurozone, which will contribute to the symmetric business cycle.

	Foreign trade volume increase between Slovakia and other member states of the Eurozone of 30 – 90 % will evoke the additional annual GDP growth of 0.7 % and in the long-term horizon even the growth of 7 – 20 %.

	The enterprises operating particularly in the foreign trade field will save the transaction costs associated with conversion of the Slovak crown to the euro and vice-versa.  These costs form 0.36 % of the Slovak GDP.

	The enterprises will save the exchange rate risk insurance costs as well as the exchange rate losses that the Slovak export companies have been experiencing due to the Slovak Crown significant strengthening. 

	Elimination of the administration costs linked to working of the accounts, invoicing and cost calculations in a foreign currency. 

	We ought to notice a significant addition to the SMEs whereas the removal of the aforementioned obstacles will enable them to participate in the foreign trade operations. SMEs represent a storey post of the Slovak economy production and employment.

	Wider supply of the foreign goods is supposed to enhance the competition pressures and thus to allow companies and inhabitants to buy cheaper products.


	The Euro adoption should bring up the decrease of the real interest rates from 2 % to 1 – 1.5 % and consequently the decrease of the capital costs which would encourage the companies participation in domestic investments, predominantly in investment demanding industrial sectors.

	Foreign companies directly investing in Slovakia will not be exposed to transaction costs and especially to exchange rate risk related to the investment allocation, to the products export as well as to the profit repatriation anymore. Such a movement ought to intensify the foreign direct investment inflow to the industrial sectors with a medium technologically demanding production as well as to the sector of business services, as Slovakia bursts with potential in those fields.

	Referring to the Eurozone membership, our new currency will be more prevented from financial markets fluctuations negative impacts by stronger and more stable economy of the whole monetary union.

	Simplification of the cross-border payment transfers will contribute to the reduction of the bank services prices.

	Common currency will ensure the simplification of intradepartmental information flows in the banks and will provide simpler implementation of the products from parent company to subsidiary firms. 

	The euro adoption will cause the decrease of the exchange rate risk to the Japanese Yen, Swiss Frank, Czech Crown, Pound Sterling and U. S. Dollar.



	Not mentioning the other contributing factors, the real income of an average Slovak household will raise by 4.6 % in 10 years period by euro adoption only.

	Focusing on the income composition, particularly the euro will come up with the highest rate of the salary growth as its supplementary contribution is estimated at 0.7 %.

	According to the current valorisation process the euro will help to the pension growth by 0.35 %.

	Increased competition pressure among the producers of the consumer goods as well as the price transparency will be supposed to decrease the price level of the consumer durables. 

	Decline of the interest rates will provide for increased accessibility of the consumer and real-estate credits and for expediency of the leasing as well as other financial commitments. 

	The household ought to be able to save 0.05 % of their incomes after removals of the Slovak Crown vs. Euro transaction costs.

	Exchange rate risk elimination advantage involves the households that are dependent on the revenues coming from the Eurozone member states and also from the entrepreneuring.


Source: The effect of euro adoption on Slovak economy, NBS research department, 

 March 2006

Negative impacts

The disadvantages of euro adoption include one-off costs of euro changeover and a permanent drawback of the loss of independent monetary policy. One-off costs of currency conversion will be incurred during the period of one to three years before joining the euro area immediately after euro changeover. The loss of independent monetary policy will permanent disadvantage arising from entry to the euro area although over time its intensity may vary. We suppose that with gradual synchronization of business cycles and the structure the Slovak economy with the euro area the losses of abandoning own monetary policy decline. A specific permanent disadvantage is a decline of revenues of banks from currency exchange activities and foreign exchange trades which will affect also banks profits.

Table 2.

	The costs of the enterprises will range from 0.l – 0.3 % of their turnover, however their total costs are estimated at 0.26 % of the GDP. One-shot direst costs are supposed to be covered by the savings after one year of Euro circulation. 

	Updating of the information technology, in particular the accounting software and register cash-desks are considered the most substantial cost items for the companies. Most of the information systems of the companies have already started working with Euro though.

	Dual pricing will develop further costs as the implication of the manpower blocking.



	The companies will have to face tougher competition pressures coming out of the higher price transparency in the international trade.



	The banks will experience some decrease of the revenues from exchange transactions as well as from euro exchange rate assurance which has been bringing in the majority of their assurance transactions.

	One-shot costs of the financial sector are related mainly to the cash operations, cash distribution, cash dispensers preparation, physical protection, change of the information and communication systems, insufficient capacity and dependence on the suppliers of these systems, personnel demandingness and the lack of Euro adoption experience. 

	The Euro adoption will increase the exchange rate risk to the Hungarian Forint. 



	The loss of independent monetary policy could contribute to higher vulnerability of some macroeconomic indicators.



	Increases in prices should touch rather services than tradeable goods, whereas the growth of incomes and the growth of living standard provoke the demand for services. 



	According to the experience of the Eurozone member states price rounding-off will also affect the price level increase, but it ought not to be more than by 0.2 %. More significant price rising will primarily refer to the goods that are of  relatively low price and that are subject to more frequent purchase, on the other hand their proportion in total household expenditures is quite low.

	High inflation rate might depreciate citizen savings in the banks. The same situation may also occur in case of keeping the Slovak Crown as a national currency. Besides monitoring the price evolution it is important to monitor the revenue evolution which is generally speaking faster and higher.

	Better credit accessibility, rising incomes and living standard are expected to evoke demand and to raise the prices of the realties as well as of the consumer durables.

	Decline of the interest rates will reduce the deposit yields.

	The savings will be converted from the Slovak Crown to Euro by conversion exchange rate at the day convergence. This action will cause savings depreciation in case there is the Slovak Crown strengthening against Euro in the future.

	Euro adoption is expected to cause the difficulties largely to elder people as many of them have not seen any euronotes or eurocoins so far. This social group rarely opens the bank accounts or uses the bank credit cards. Such a fact challenges the society and officials to ensure the informedness of an appropriate manner.


Source: The effect of euro adoption on Slovak economy, NBS research department, 

 March 2006

Conclusion

Slovakia is a small, exceptionally open and a subsistence-dependent economy on the cooperation in the production as well as in the trade with other member states of the European Union. The economic growth of the Slovak Republic is relatively high and constant thanks to favourable entrepreneural environment and companies’ performance. Considering the analysis, confrontation of positive and negative impacts of the common currency adoption on the Slovak Republic indicates that the Euro would even improve the situation along this line. The most crucial trading partners of the Slovak economy use euro not only within the monetary union, but also in the trade with our enterprises. Therefore the euro position in our economy is considerable nowadays already. 

