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Implications of the current crisis for euro zone enlargement

Executive Summary

In all candidate countries for the European Monetary Union (EMU) the economic crisis 
has increased the willingness to join EMU. This holds true for Central and Eastern Europe 
(CEE), but also for Denmark and Sweden. The fact that some EMU members are suffering 
from the impacts of the global financial and economic crisis does not blur the view held by 
EMU candidate countries that EMU is a safe haven. 

However, not every EMU candidate seems to be adequately prepared for EMU 
membership in terms of structural reforms and stability culture. This does not hold true 
for the Czech Republic, Denmark, Poland and Sweden. In some CEE countries the will to 
join EMU is driven by short-term needs stemming from risks to financial stability. 

Well positioned EMU candidates like the Czech Republic, Denmark, Poland and
Sweden should benefit from fast EMU entry. EMU entry of those well positioned EMU 
candidates could strengthen the stability orientation within EMU.

EMU entry and EMU membership does not solve structural problems. As structurally 
weaker EMU candidates from CEE are suffering from the same structural weaknesses as 
some current EMU members a fast EMU entry would not solve their structural problems.
EMU entry without proper preparation might even turn out to be a risk factor for those 
countries given their strong focus on catching-up to EU levels. However, structurally weaker 
EMU candidates might profit from a credible catch up strategy to EMU and the needed 
stability-oriented policies.

For the EMU, eastward expansion would primarily have noticeable institutional 
implications. The European Central Bank (ECB) will switch to a rotation system should 
EMU membership exceed 18 member states. Economic implications for EMU itself as well as 
the ECB’s monetary policy will be negligible. Apart from that, some EMU insiders with a 
strong export or banking sector exposure to the CEE countries might benefit most from 
eastward EMU enlargement.

EMU enlargement assessment should focus on sustainability issues. Focusing purely 
on the nominal Maastricht criteria will cause disincentives, as one-off compliance with 
numerical rules becomes important – and not sustainable compliance. This might bring 
further structurally weak and unprepared economies into EMU that might suffer afterwards. A
stronger focus should be attached not only to the sustainability of Maastricht compliance but 
also to the sustainability of the external position as an indicator of international 
competitiveness. The latter has been neglected for years in some EMU members as well as 
in some EMU candidates.
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Outline

Europe’s economy is suffering from the impacts of the global financial and economic crisis. 
Both the real economy and the financial markets are affected substantially. This has 
implications for the economic performance of the member states of the European Monetary 
Union (EMU) on the one hand and the aspirations of EMU candidate countries on the other. 

As regards EMU candidates, the economic crisis has increased the willingness to join EMU -
not only in Central and Eastern Europe (CEE), but also in Denmark and Sweden1. In the 
cases of Sweden and Denmark there is no need to catch up due to the high degree of 
development in relation to EMU as well as developed stability cultures. In contrast, economic 
conditions among the CEE countries differ greatly. For those countries that show a low 
degree of economic development and economic stability a rush into EMU is a double-edged
sword.

The situation in the current EMU member states paints a different picture. Increasing 
economic tensions mirror accumulated differences in competitiveness as well as large 
differences in fiscal discipline and the quality of public finances.

This study will address the questions asked in the tender by examining two leading questions 
in the framework of two sections:
 The first part will outline the implications of the current crisis for EMU candidates and 

EMU insiders. 
 The second part will focus on the consequences of EMU enlargement for EMU 

outsiders and EMU insiders.

The leading question of each part will be answered from two perspectives: The perspective 
of EMU candidates and the perspective of EMU insider countries.

We will argue that the EMU candidates’ uniform will to join the safe haven of EMU is not 
backed by uniformly solid economic conditions and EMU readiness in terms of international 
competitiveness. Moreover, we will show that within the safe haven of EMU, economic 
conditions differ significantly, too.

Part One:
Implications of the current crisis for EMU insiders and outsiders

Among the EMU accession candidates, but also within EMU, the current economic crisis has 
supported the view that EMU is a safe haven for EMU candidates and provides a safe shelter
for EMU insiders. But the uniform picture of both safe haven and safe shelter does not 
seamlessly apply to reality. A closer look shows that a simple differentiation between 
“relaxed EMU insiders” and “desperate EMU candidates” misses the point: We see 
divergences in the impact of the economic crisis within EMU and at the same time different 
economic positions among the EMU candidates.

                                               
1 EMU candidates covered within this study are Denmark and Sweden as well as the eight remaining 
EMU outsiders from CEE (i.e. Bulgaria, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, 
Poland and Romania).
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a) EMU candidates: Crisis influences EMU entry strategies

For all current EMU candidates, the economic crisis is shifting their policy preference towards 
stability. For all new member states (NMS) from CEE stability arguments are increasingly 
significant as the immediate effects of the financial crisis have been substantial. Even less 
vulnerable CEE countries like the Czech Republic and Poland, which are not exposed to 
strong macroeconomic vulnerabilities and economic imbalances, experienced extreme 
exchange rate volatility.

Free-floating currencies of EMU candidates have depreciated strongly. Hungary and 
Romania needed massive external financial support to avoid a full-blown financial crisis. 
Latvia also needed a massive international support package to preserve its currency peg. 
Hungary, Romania and Poland experienced strong sell-offs on their local bond markets as 
investors were shied away from the sovereign and currency risk. Banks in CEE (especially 
those without foreign ownership) were unable to secure funding in foreign currencies as 
swap markets in the CEE currencies became illiquid. The national banks of Hungary and 
Poland signed swap lines with the European Central Bank (ECB) and the Swiss National 
Bank to secure foreign-currency liquidity in their financial systems. 

In contrast, the recent smaller EMU entrants like Cyprus, Malta, Slovenia, and Slovakia 
clearly felt the shelter of EMU membership, which provided them access to euro capital 
markets. Especially, EMU membership of the regional peers Slovenia and Slovakia (based 
on well prepared EMU entries backed by sound past wage and fiscal policies) increased 
political pressure to speed up euro adoption in CEE – regardless of the fact that some other 
EMU insiders are also under strain currently. Therefore, strategies like that practiced by 
Sweden (i.e. intentionally not fulfilling the Maastricht criteria) have lost their attractiveness. 

Given the repercussions of the global financial crisis in CEE, we think that all CEE countries 
will be keen to join EMU sooner rather than later. They have realized that adopting the euro 
is superior to any other monetary policy option available over a medium-term horizon. 
Moreover, the CEE economies can take it on a positive note that their prospects of fulfilling 
the nominal Maastricht criteria (especially the inflation criterion, which has been the 
stumbling block in the past) will likely improve in the years ahead. Therefore, the incentives 
for politicians to speed up euro introduction in the NMS from CEE will be great. Accordingly, 
the uptick in the preferences to join EMU is much more crisis-driven in CEE than in Denmark 
or Sweden.

Leading countries: Crisis has motivated quick accession plans – so far.
Structural preconditions for joining EMU differ significantly among the remaining EMU 
outsiders from CEE. Countries like the Czech Republic and Poland pursued sustainable 
growth and disinflation policies based on external sustainability, including international 
competitiveness, over the last few years. Current account deficits were manageable. 
From a regional perspective, wage and price flexibility are among the highest in these two 
countries and unit labour cost growth has remained moderate in relation to the EMU 
average and in relation to other CEE countries. The signal function of prudent public-sector 
wage growth supported wage settlements in line with productivity growth within the entire 
economy. Thus, the Czech Republic and Poland are among those CEE countries (including 
Slovakia and Slovenia) that have increased their market shares in total world imports 
substantially over the last few years. Moreover, fiscal prudence is in place in the Czech 
Republic and Poland. Central banks and political elites have followed stability-oriented 
policies, including fruitful cooperation with each other, while respecting central bank 
independence. 
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Hence, despite the economic crisis, the Czech Republic and Poland are in a relatively good 
position to fulfill the nominal EMU entry criteria. The risk of speculative attacks against their 
currencies (i.e. the Czech Koruna or the Polish Zloty) within the Exchange Rate Mechanism 
II (ERM II) can be regarded as low.2 Stability-oriented macroeconomic policies would allow 
for gradual exchange-rate adjustments within the +/- 15% ERM II fluctuation band (at least 
under normal financial market conditions). In case parity changes will be needed, they could 
probably be carried out in an orderly way. From this perspective, the smooth participation of 
Slovenia’s and Slovakia’s currencies in the ERM II is an encouraging precedent - although 
these currencies are not as voluminously traded as the Czech Koruna or the Polish Zloty.3

Heterogeneous labour cost development 
reflects changes in relative competitiveness
Index: 2000 = 100

2000 2005 2006 2007

EU-27 100 120.0 123.6 128.1
EMU 12 100 116.2 119.0 122.1

EMU:

France 100 118.2 122.2 126.3
Germany 100 109.8 111.6 112.9
Greece 100 127.7 137.6 142.6
Italy 100 116.2 117.2 119.5
Portugal 100 119.9 121.9 126.7
Spain 100 125.7 130.7 136.0

EMU and CEE:

Slovakia 100 157.5 169.2 182.1
Slovenia 100 143.5 152.5 160.7

CEE:

Bulgaria 100 132.0 139.2 162.9
Czech Republic 100 142.1 151.1 162.5
Estonia 100 163.8 191.4 230.0
Hungary 100 161.2 175.7 192.4
Latvia 100 162.3 200.2 260.9
Lithuania 100 127.5 151.0 182.5
Poland 100 136.8 144.8 161.1
Romania 100 286.0 340.4 412.2

Source: EUROSTAT           

                                               
2 In the case of the speculative attacks against the British Pound during its participation in ERM I in 
1992, the floating band was narrower and the duty to intervene by other participating central banks 
was less explicit than in the current ERM II arrangement with its wide standard fluctuation bands and 
the European System of Central Banks (ESCB) as a main counterparty.
3 Moreover, some modification of the exchange-rate criterion (i.e. to allow revaluations on the stronger 
as well as on the weaker side) might strengthen the function of the ERM II as search engine for the 
most appropriate exchange-rate and as clear indicator of the quality of national policies. The current 
reading of the exchange rate criterion considers a revaluation of the central parity on the weaker side 
to be a breach of the criterion. Thus it would push out EMU membership for at least two more years 
after devaluation.
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Given their sound economic position the Czech Republic and Poland are those two NMS 
from CEE that certainly have a credible perspective for successful EMU entry in the next few 
years. In fact the Czech Republic or Poland compare favourably with structurally weaker 
EMU economies (like Portugal or Greece). For instance fiscal prudence is on the top of the 
policy agenda in both countries. This underlines that sound economic policies are not a 
question of being an EMU member or not. Thus, the Czech and Polish willingness to join 
EMU will not be affected by the current problems of structurally weaker EMU member 

countries.

Public opinion as regards euro adoption 
has turned more favourable in the Czech 
Republic and Poland in recent months. It 
might turn negative again when financial 
markets and e c o n o m i c  conditions 
normalize and safe haven arguments will 
become less relevant. Moreover, the 
Czech Republic and Poland have not been 
hit as hard by the financial crisis as other 
CEE economies. In the context of the 
financial crisis spreads on credit default 
swaps (CDS) or Eurobonds of well 
positioned EMU candidates like the Czech 
Republic and Poland (or EMU members 
from CEE like Slovakia and Slovenia) even 
inched below the CDS spreads or bond 
spreads of the most strongly hit Western 
European EMU members like Ireland, 
Greece or Portugal. 

Given their solid economic position the 
Czech Republic and Poland are likely to 
participate in the recovery of the European 
economy in the years ahead. Moreover, 
the Czech Republic and Poland perceived 
the Maastricht criteria as too strict for 
catching-up economies over the last few 
years. Both countries have shown that they 
can achieve real GDP growth rates of 4-
5%, with annual inflation rates of 2-5% 
without a deterioration of macroeconomic 
stability and public finances – provided that 

external sustainability and a stability-oriented policy consensus prevails. The attractiveness 
of EMU for those well positioned EMU candidates might suffer from uncertainties regarding 
the future of the Stability and Growth Pact (SGP). The Czech Republic and Poland have 
always voiced concerns over strong fiscal loosening in EMU member countries.

The laggards: Without structural and fiscal discipline, quick EMU-accession is no 
panacea
The group of the well performing EMU candidates stands in contrast to a bigger group of 
reform laggards comprising countries like the Baltics, Bulgaria, Hungary and Romania. 
Those countries pursued unsustainable growth models marked by excessive current 
account deficits and wage expansion (in particular strong public-sector wage growth) that 
was not mirrored by productivity growth, which impacted negatively on the whole 
economy. These countries feature the largest current account deficits, the most rapid wage 

Inflation rate: catch-up dynamics apply
Harmonized indices of consumer prices (HICP), geometric 
mean

2000-2004 2004-2008

EU-27 2 2.4
EMU 15 2.2 2.3

EMU:

France 2 2.1
Germany 1.5 2.1
Greece 3.4 3.4
Italy 2.5 2.4
Portugal 3.3 2.5
Spain 3.2 3.4

EMU and CEE:

Slovakia 7.2 3.7
Slovenia 6.6 3.4

CEE:

Bulgaria 5.7 7.6
Czech Republic -1.4 2.8
Estonia 3.2 5.2
Hungary 6.9 5.4
Latvia 3 8.5
Lithuania -0.9 3.8
Poland 3 2.6
Romania 23 7.7

 Source: EUROSTAT           
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increases and the highest inflation rates 
among the CEE economies and within 
the EU. Hungary is a poor performer in 
terms of public deficits. 

Due to their weak external 
competitiveness the Baltics as well as 
Bulgaria and Romania have failed to post 
significant gains in their market shares in 
total world imports over the last few 
years. Nevertheless, EU entry was 
associated with a certain living standard. 
But the catch-up to EU levels was mostly 
credit-financed, while most of the 
household credit expansion for 
consumption purposes was externally 
financed on international capital markets. 
This growth model based on low savings, 
high consumption, strong capital inflows 
and strongly increasing external 
indebtedness lacks sustainability. 
Moreover, subprime-style lending 
elements had been visible in some 
countries as low-income groups are 
heavily burdened with consumer and 
mortgage loans.

Thus it is not surprising that the stability 
benefits of EMU accession are 
strongest for CEE countries with greater need for macroeconomic and structural reforms. 

Although, the Baltics, Bulgaria, Hungary and Romania are willing to join EMU quickly, EMU 
entry without proper preparation in terms of structural reforms and proven stability would 
result in similar experiences to those EMU insiders currently under severe strain. Major 
economic imbalances that need to be corrected in a medium-term perspective should be 
reduced or at least on a declining path before ERM II membership. Entering the path to EMU 
without some adjustment of economic imbalances increases the risk of speculative attacks in 
the framework of the ERM II.4

In the case of the Baltics there is a strong political will to accept painful necessary 
adjustments (e.g. wage deflation via real wage cuts). Thus EMU readiness of the Baltics 
might improve in the years ahead, while these countries have now been ERM II members for 
years. However, the financial crisis also showed that there is no safe “fast-track” to EMU 
based on financial stability reasons.5 In contrast, in the cases of Bulgaria, Hungary and 
Romania current efforts to reverse past policy faults and to speed up euro adoption are 

                                               
4 Although ERM II membership has some disciplinary effects it should be seen as period of fine-tuning. 
Far-reaching reforms with time-delayed and uncertain outcomes have to be implemented before. ERM 
II was not designed as purely legal requirement, but as a training room to test whether a country could 
cope with a system of fixed exchange rates while being already close to overall EMU readiness.
5 In the wake of the Latvia bail-out it was discussed to allow the country directly into EMU (i.e. 
immediately after a currency devaluation to bring down external imbalances). However, EU authorities 
opposed such a move, given its inconsistency with the Maastricht Treaty and its potential to set an 
example with moral hazard implications. For more details see IMF (2009). Republic of Latvia: Request 
for Stand-By Arrangement. Country Report No. 09/3, January, p.26-27, Washington.

Current account balances 
average % of GDP (year over year)

2000-2004 2004-2008

EMU:

France 1.3 -0.7
Germany 1.4 6
Greece -6.4 -10.5
Italy -0.7 -2
Portugal -8.4 -9.7
Spain -4 -8.2

EMU and CEE:

Slovakia -4.8 -6.1
Slovenia -1 -2.5

CEE:

Bulgaria -5.1 -16.7
Czech Republic -5.4 -2.5
Estonia -8.9 -13.2
Hungary -7.6 -7.2
Latvia -13.7 -34.8
Lithuania -6 -10.9
Poland -0.9 -1.1
Romania -5.1 -10.5

 Source: EUROSTAT           
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mainly crisis-driven stemming from systemic risks to financial stability due to the 
widespread use of the euro in their financial systems. 

To summarize, we think that the problems in structurally weaker EMU countries that became 
apparent in the context of the financial crisis should be a warning sign for EMU outsiders to 
rush into EMU only after proper preparation. EMU entry does not solve structural problems at 
the country level. EMU entry should not be seen as a purely political process without a 
deeper understanding of the need for prudent macro policies and appropriate wage 
discipline. However, a window of opportunity for decisive reforms might open up as a result 
of the economic crisis. For example, the presence of IMF Stand-By agreements may act as a 
catalyst for stability and reforms.

b) EMU insiders: Crisis discloses structural weaknesses and need for reform

Not only EMU candidate countries are affected to different degrees by the crisis – a different 
economic impact also prevails among the current EMU members: The shock of the economic 
and financial crisis has hit the economies of EMU in a highly asymmetric manner. Whereas 
some countries faced shocks to their global and European export markets (e.g. Germany, 
France), other countries (e.g. Austria) faced increased risk exposure as regards their 
investments in the financial sector of CEE and CIS countries strongly affected by the 
financial crisis. Another group of countries (e.g. Spain, Ireland and the UK) suffered domestic
problems such as the collapse of the national real estate markets which was even amplified 
by the global drop in asset prices.

Most relevant from an EMU point of view is a changed risk perception of international 
investors regarding the sustainability of public finances in some countries and their 
implications for state refinancing costs. Widening sovereign bond and CDS spreads in the 
EU indicate growing concern over some countries’ ability to (re)finance their debt amidst the 
economic recession, bold fiscal stimulus packages, rising contingent liabilities from the 
banking sectors and high risk aversion of investors. Greece, Ireland, Italy, Portugal and 
Spain have seen the biggest widening of spreads so far. 

Surging government borrowing is still an issue, as net borrowing, i.e. budget deficits, and 
accordingly gross borrowing is rising strongly across the board in the EU. Some countries 
are being hit particularly hard, though according to EU estimates, the increase is particularly 
strong in Ireland (from a surplus of +0.2% of GDP in 2007 to -11% in 2009), Spain (from a 
surplus of +2.2% of GDP in 2007 to -6.2% in 2009) and the UK (from -2.7% to -8.8%).6
Nevertheless, neither the exit of a member state nor the break-up of EMU is a rational 
scenario, as exit costs would be prohibitive. 

Widening spreads show that structural differences within EMU continue to exist and that it 
would be wrong to assess EMU as a “fortress of goodness”. Some EMU insiders would not 
pass the Maastricht examination today, neither in a legalistic interpretation of the Maastricht 
thresholds, nor in an assessment against the “soft” criterion of sustainability.

Beside fiscal aspects, increasing internal tensions in relative competitiveness are putting 
EMU to the test. Countries such as Germany have continued to perform well in fiscal terms –
despite recent burdens on public finance. In parallel, they kept their economy competitive by 
effective cost cuts. This development is reflected in the development of unit labour costs and 
current account balances, which are depicted in the adjacent table. Strong current account 
                                               
6 Concerns over rising refinancing requirements have also mounted. As a percentage of GDP, gross 
borrowing requirements are the highest in Ireland, Belgium, Italy and Portugal (over 20% each). 
Furthermore, the markets have questioned the sustainability of fiscal policy given high government 
debt, especially in Italy (109% of GDP) and Greece (96%).
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imbalances between individual members are not a problem for monetary policy purposes as 
the aggregate EMU current account has been more or less balanced in the past years. They 
point, however, to severe structural problems in those countries facing the deterioration of 
their current accounts. To some extent, the divergence of the member states’ current 
account balances also mirrors the disparate developments in unit labour costs since 1999. 
Tellingly, the low commitment to implement fiscal reforms in the countries referred to above 
is accompanied by a lacking will of structural reforms in order to increase competitiveness. 
EMU insider countries which had been sluggish in their fiscal policies also feature a relative 
deterioration in their competitiveness and external position.

These examples show that the economic crisis has hit differently prepared countries within 
EMU. In the short run, differences in real competitiveness will prevail, and any compensation 
therefore at the EU level is unrealistic. Against this background, EMU is indeed a safe haven. 
Nevertheless, this safe haven has to be continuously defended by peer pressure on poor 
performers to finally carry out urgently needed structural reforms and measure up in terms of 
competitiveness.

EMU as a safe haven? It’s up to the candidates and member states

The considerations above underline the central challenge of EMU which has not yet been 
solved: Centralized monetary policy meets decentralized fiscal policies, differing national 
stability cultures and different levels of reform-mindedness. Without the possibility to use the 
exchange rate as a means to compensate for (price-)competitive weaknesses, the member 
states will suffer from competitive disadvantages as long as they do not measure up with 
their peers in terms of structural reforms. 

Regarding the challenges of the current economic crisis, the final success of EMU as a safe 
haven is up to the member states and EMU candidates. Some EMU members as well as 
EMU candidates face the same challenges – though with different intensities. Both structural 
reforms and fiscal consolidation are the key to stronger cohesion - both within EMU and 
between EMU and the candidates. Although structural EMU readiness is not directly covered 
by the explicit (nominal) Maastricht assessment, it should not be underestimated as shown 
by the current repercussions within EMU. For the candidate countries, this means that they 
should themselves determine their accession strategy backed by necessary reforms. From 
this point of view, EMU accession could become an important catalyst for institutional 
reforms in the accession candidates.7

Most political agents are fully aware of the necessary economic adjustment processes in 
some EMU candidates from CEE. These adjustments range from macroeconomic 
stabilization to bringing down large-scale economic imbalances to questions like overall 
competitiveness and stability-oriented policies. These adjustments might even be prolonged 
due to negative impacts of the economic crisis.

                                               
7 Moreover, against the background of demographic change and its implications for fiscal policy, 
reforms of the social security systems are all the more necessary.
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Part Two:
Consequences of EMU enlargement

a) Consequences of euro adoption for new member states

As outlined above, the effects of the adoption of the euro in the NMS depend on the 
preparations carried out by the respective country. This implies that for NMS from CEE with 
sufficient structural preparation and stability culture medium-term risks from price level 
convergence, which might translate into an above-EMU-average inflation rate and thus a loss 
of international competitiveness with EMU, are manageable. Moreover, the potential impact 
of the Balassa-Samuelson effect should not be overestimated there.8 Countries like the 
Czech Republic and Poland have shown that strong productivity growth in the services 
sector can counterbalance the Balassa-Samuelson effect. Moreover, well prepared EMU 
candidates should be able to secure appropriate conversion rates that will secure some 
dampening effect on inflation in the initial period after EMU entry. All in all, well positioned 
NMS should experience net positive effects from EMU membership due to their full 
integration into the Single European Market:
 Currency risks will be eliminated, while the euro itself is much more immune to 

excessive currency swings.
 Price transparency and competition in the domestic market will increase, which should 

translate into productivity growth effects.
 States and firms have access to euro capital markets, which results in cheaper 

financing as well as an improved availability of capital (especially equity capital for 
companies)

 Intercompany integration within European production networks will increase. This might 
improve the production factor mobility and thus increase productivity.  

 Negative effects of EMU entry should be minimal as the degree of monetary policy 
independence has been limited for most EMU outsiders anyway: In the case of the 
CEE countries currency pegs and/or widespread use of EUR and CHF in bank 
operations, the still low credit-to-GDP ratio as well as the strong presence of foreign 
banks (mostly from EMU countries) limit the independence and effectiveness of 
domestic monetary policy.

However, the overall net positive effects of euro adoption for structurally stronger CEE 
economies should not be overestimated as these countries are already highly integrated with 
the EMU both economically and financially. 

For structurally weaker EMU candidates the medium-term effects of euro adoption (without) 
sufficient reforms are a double edged sword. Many of the structurally weaker economies 
need substantial wage deflation (i.e. strong real wage cuts) to restore their external 
competitiveness in the absence of nominal exchange rate depreciation. For such economies 
– some with currency boards in place - EMU membership should not be seen as a panacea. 
On the other hand, the costs of no reform, with or without EMU, will likely be very high. 

However, structurally weaker economies could profit from a credible convergence 
perspective to the EMU. Those countries would profit from the benefits of monetary and 
economic stabilization needed prior to well prepared EMU membership. Sustained interest 

                                               
8 Catching up to the income levels of more advanced countries is driven by productivity gains 
stemming from increases in both capital-labour ratios and total factor productivity. As these gains are 
faster for tradables than for nontradables and wages in the tradables sector rise with productivity, they 
also bid up wages in the nontradables sector. To maintain profit margins, nontradables’ prices must 
increase relative to those of tradables (cf. Becker, W. and Mühlberger, M. (2006). Estonia, Lithuania, 
Slovenia: Poised to adopt the euro. EU Monitor 33, Deutsche Bank Research, Frankfurt).
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rate convergence would also help solve their foreign currency problems in their financial 
systems. Foreign currency loans will lose their attractiveness.

b) Consequences for EMU insider countries and EMU institutions

Whereas the economic effects of EMU accession will be considerable for the acceding 
countries, EMU enlargement will have only small economic effects on the current EMU 
insiders. Taking the aggregate EMU perspective, the influence on EMU monetary 
aggregates (i.e. the reference for the ECB) will be small to negligible. The effects on the real 
economy, by contrast, will be more noticeable: At least, those economic sectors with large 
exposures of their exporting sector or their financial sector in the accession countries will 
benefit from EMU enlargement. This is due to a reduction of transaction costs and the 
abolition of exchange rate risk. 

From a country perspective, the positive effects differ depending on the trade 
interdependence of the respective insider country with the accession states. This applies 
particularly to Slovakia as the desired scale effects have not yet materialized to the aspired 
degree – the country would benefit particularly from EMU enlargement.

The institutional implications will be more noticeable. In December 2008, the ECB Council 
decided to introduce the rotation system only in case the number of member states exceeds 
18. EMU states are assigned to two groups on the basis of their share of EMU GDP and the 
relative size of their financial system measured in terms of aggregate total assets of the 
financial institutions in EMU. The size of the economies is weighted with a factor of 5/6ths 
and the size of the financial system with a factor of 1/6th. The first group, consisting of the 
five largest countries, has four votes and the second group, consisting of the rest of the 
countries, has a total of 11 votes. The grouping is designed to ensure that the national 
central bank governors of the first group have the right to vote no less often than those of the 
second group. The fine-tuning of the groups depends on the actual number and size of the 
new EMU states. Should the number of EMU member states exceed 22, the rotation 
procedure will be amended again towards a scheme of three groups.9

Conclusions

a) Implications of the current crisis for EMU candidates and EMU insiders

The current economic crisis has clear implications for EMU enlargement. Aspirations of 
EMU outsiders to join at an early date have increased across the board in the context of the 
economic crisis. However, not all EMU candidates are well prepared for accession. The 
countries with the best economic and structural preconditions to cope with EMU accession 
have been hit less hard by the financial crisis than structurally weaker EMU outsiders and 
some EMU economies. Thus, substantial economic and structural differences persist among 
the EMU candidates - and among EMU members. The EMU candidates should take a close 
look at the policy faults made by the EMU members currently under pressure. 

Focusing purely on the nominal Maastricht criteria may lead to negative incentives for 
EMU candidates and may bring structurally weak economies into EMU that might suffer 
afterwards. This is particularly true as some EMU members no longer met the criteria after 
entry, and the incentive persists to meet the criteria just at the time of assessment.10 Rather, 
a stronger focus should be placed on sustainability of Maastricht compliance as well as 
                                               
9 See Becker, W. (2008). The Euro turns Ten: Growing Up. EU Monitor 57, Deutsche Bank Research, 
Frankfurt.
10 One example is price indexations in order to comply with the inflation criterion, as happened in 
Slovakia or the postponement of adjustment of administered prices beyond EMU membership.
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the sustainability of a country’s external position as an indicator for international 
competitiveness. The latter has been neglected for years in some EMU members as well as 
in some EMU candidates. Given the harsh repercussions of the crisis on structurally weaker 
EMU members and EMU outsiders any future EMU readiness assessment should be based 
not only on the nominal Maastricht criteria but also on an explicit assessment of the 
sustainability of the fiscal and wage policy mix.11

Not every EMU candidate seems to be adequately prepared for EMU membership in terms 
of structural reforms and stability-oriented policies. However, also in CEE countries with 
weaker positions, the temptation to speed up euro adoption has increased dramatically due 
to large foreign currency risks within their financial systems and risks to overall financial 
stability. But such crisis-driven thinking based on short-term economic needs should not 
obscure the risks posed by structural problems in some EMU applicants. These structural 
problems should be solved first. EMU entry of a country that cannot successfully pass the 
current stages of preparation (including the ante room ERM II) will be beneficial neither for 
the country itself nor for EMU. In those cases, ECB swap lines or substantial EU participation 
in joint IMF/EU support packages may be a more constructive way to address crisis-related 
stability issues.

b) Consequences of euro adoption by CEE countries for these countries and EMU 
insiders

The adoption of the euro will cause positive effects for the acceding countries. The main 
advantages for the accession countries are lower financing costs and lower transaction cost 
due to increased price transparency and the elimination of exchange-rate risks. 

For structurally weaker EMU candidates, the medium-term effects of euro adoption 
(without) sufficient reforms might turn out to be negative. For such economies in particular 
EMU membership should not be seen as a panacea, despite its current attractiveness. 
Structural reforms and stability-oriented policies should pave the way for a sustainable path 
towards accession.

In turn, the economic effects for EMU insiders will be rather small. Only institutional 
implications apply, with the ECB Council implementing a complex rotation system.

For those countries which are structurally prepared for a quick accession process along 
the agreed set of rules, the financial crisis has opened a unique window of opportunity to 
enlarge EMU and to strengthen the stability culture within EMU. Moreover, crisis-driven EMU 
entry aspirations in structurally weaker countries could be taken as an opportunity to embark 
on a reform path.

                                               
11 In the case of Lithuania EU institutions rejected EMU entry in 2006. The rejection was 
based above all on the outlook for a rise of inflation under the currency board arrangement 
although the breach of the inflation criterion was only 0.1 of a percentage point. External 
imbalances as well as strong credit growth were also cited (see European Central Bank
(2006). Convergence Report May 2006. Frankfurt, p. 7-8).
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