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Enlarging the euro area – where do we stand? 
 
 

New MS follow diverse euro adoption strategies   
• Fixers vs. floaters 
• ERM II as key intermediate step 

 
Target dates have come in and out of fashion  
• Inherent uncertainties in the process  
• Target dates as signal in the crisis 

 
COM view:  
• No prescriptive stance  
• MS need to be in driving seat (but later euro adoption should not 

be excuse for lack of policy efforts)  
• Target date may be useful anchor, if backed up by credible policies  
• Quality of preparation is more important than speed 
• Maintaining credible medium-term convergence perspective is key 

for investor confidence 
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Challenges of euro adoption 

Euro adoption challenges  
• 1. To get there 
• 2. To prosper in the euro area   

 
TFEU (Treaty):  

 When rather than whether 
 Rules-based framework (Maastricht criteria)  

Strategy 
 No one-size-fits-all strategy  
 Floaters vs. fixers: domestic policies matter most 

‘Cost’ of euro adoption 
 Loss of independent monetary / exchange rate policy 
 Cost is function of domestic policies and structure  
• (OCA theory – Mundell, Kenen; McKinnon) 
 Impact of financial integration / global financial cycles (Rey) 
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Benefits of euro adoption 

  

Perceptions of benefits of euro adoption may have shifted recently… 

• Elimination of currency risk (↑) 

• Strengthened EU policy framework (↑) 

• Divergences in the euro area (↓) 

• Further reduction of risk premia (↓) 

… while key elements of the calculus remain in place… 

• Micro and macro benefits (transaction costs, price transparency, MP credibility, …) 

• Supportive conditions for further integration and convergence 

… but the benefits are not unconditional (as the crisis has shown) 
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State of convergence 

European Commission  

 

   

   

  

− At least every 2 years or at the request of a Member State, COM and ECB 
assess whether MS have achieved a “high degree of sustainable 
convergence” 

− In 2014, 8 Member States assessed (BG, CZ, HR, LT, HU, PL, RO and SE). 

− ‘Maastricht criteria’  

• compatibility of legal framework 

• economic convergence (inflation, public finances, exchange rate, LT interest rate) 

• 'additional factors' (external balance, financial and product markets)  

− MS assessed in line with the principle of equal treatment. 

− Convergence framework to ensure that MS follow policies supporting the 
smooth functioning of EMU – sustainability is key 

− Embedded in broader European Semester surveillance, including MIP  

 
  
 



Convergence report 2014  

Quite advanced nominal convergence, despite structural problems 

 

 
Compatibility of legislation and fulfilment of convergence criteria (as of 15 May 2014)

Legal Inflation Fiscal Balance Government Debt Excessive ERM II Long-term

compatibility (Apr '14) (2013) (2013) Deficit entry interest rates

(% ) (%  of GDP) (%  of GDP) Procedure (Apr '14) (% ) 

Reference value 1.7 -3.0 60.0 2 years 6.2

Bulgaria no -0.8 -1.5 18.9 no no 3.5

Czech Republic no 0.9 -1.5 46.0 yes 
(1)

no 2.2

Croatia yes 1.1 -4.9 67.1 yes no 4.8

Lithuania yes 0.6 -2.1 39.4 no 28/06/2004 3.6

Hungary no 1.0 -2.2 79.2 no no 5.8

Poland no 0.6 -4.3 57.0 yes no 4.2

Romania no 2.1 -2.3 38.4 no no 5.3

Sweden no 0.3 -1.1 40.6 no no 2.2

Source:  Commission services.

(1) A Council decision on the abrogation of the excessice deficit  for Czech Republic was pending at the cut-off date of this report.
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Euro area enlargement framework: 
Real vs. nominal convergence 

 
 Real convergence (i.e. income and price level gap, economic 

structures) is not part of the criteria; no new conditions for NMS 
 But: emphasis on sustainability of convergence 
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Policy agenda ahead for NMS 

 Euro strategy can galvanise reforms, but they should not be 
undertaken “because of the euro”; domestic ownership is key  

Fiscal policy 

• Need for credible medium-term framework => LT sustainability 

• Quality of public finances (incl. absorption of EU funds) 

Competitiveness and adjustment capacity 

• Enhance functioning of product and labour markets 

• Improve business environment (incl. R&D and innovation) 

Safeguarding financial stability 

• Manage balance-sheet risks and prevent re-emergence of imbalances 

• Resilience to changes in global market sentiment  
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NMS and the euro - Conclusions 

• Euro area enlargement is an open process, governed by a rules-

based framework 

• Policies need to be country-driven and well-tailored 

• Euro as medium-term policy anchor 

• Thorough preparation is critical, both at macro and micro level  

• New framework of EMU surveillance: joint commitment and 

responsibility for smooth functioning of EMU 
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• Thank you for your attention 
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