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Disclaimer

The views expressed are my own and do not necessarily reflect official positions of the Federal Reserve 
Bank of St. Louis, or the Federal Reserve System.
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The Euro
• What is the Euro?

• The European Union and the European Monetary 
Union

• Who will control the Euro?

• What steps led to a common currency?

• Why did Europe want a common currency?

• What are the dangers of a common currency?

• Should Americans care about the Euro?

• Resources
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What is the Euro?

• The Euro became the common currency for 11 nations 
on January 1, 1999.

• Austria, Belgium, Finland, France, Germany, Ireland, 
Italy, Luxembourg, the Netherlands, Portugal, and Spain 
now use the Euro.  

• Denmark, Sweden and the United Kingdom chose to opt 
out. Greece did not meet the “convergence criteria.”
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What is the Euro?

• Exchange rates are irrevocably fixed.

• The Euro will be the new standard unit of account.

• National currencies no longer have separate legal standing. 

• National paper money and coins will be phased out in 
2002.
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The European Union and The 
European Monetary Union

• The EU is a common market to allow for free 
movement—no tariffs, quotas or other barriers—of 
goods, services, investment and labor. 

• The EMU is a group of EU nations that have met the 
convergence criteria laid out in the Maastricht Treaty 
and have committed to a common money (the Euro) and 
a common monetary policy. 
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Who will control the Euro?

• The European Central Bank will control monetary 
policy for the 11-nation group as the Federal Reserve 
does for the United States. 

• The ECB is very independent (more so than the Fed) 
and its only obligation is price stability.

• Independence is associated with good performance in 
central banks.
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Who will control the Euro?
• The ECB has an executive board made up of a 

President, VP, and four other members, appointed for 
nonrenewable eight-year terms. 

• The governing council is the executive board plus the 
governors of each of the 11 national central banks.  
Each will have one vote.  

• This structure is similar to that of the Federal Reserve 
but even more decentralized.
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What steps led to a common 
currency?

• Treaty of Rome, 1959

• European Monetary System 1979-1998

– Severe crisis in 1992-1993

• The Maastricht Treaty, 1993

• Convergence criteria met in 1998.
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Convergence Criteria
• Prior commitment to price stability and budgetary 

responsibility by July 1998.

• Currency stability for two years.

• Inflation within 1.5 points of the average of the 
three best performing countries

• Interest rates within 2 points of the average of the 
three best performing countries.

• Net Debt: No more than 60% of GDP.

• Budget deficit: No more than 3% of GDP.
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Why did Europe want a common 
currency?

• Convenience of using one currency.

• Transparency in cross-border pricing. 

• Elimination of exchange rate risk for trade. 

• The economic benefits are modest.  

• EMU has always been a political goal, to bind 
Europe together to prevent another European war. 
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What are the dangers of a 
common currency for Europe?

• Loss of independent monetary policies. 

• Monetary policy (interest rates) are often used to offset 
prolonged high unemployment and to control inflation. 
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What are the dangers of a 
common currency for Europe?

• What if Italy is having a recession while Germany is 
booming?  

• The U.S. has factors like labor mobility, flexible wages, 
and federal taxes/spending, that help offset asymmetric
shocks.  

• This is potentially a big problem. 
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Should Americans care about the 
Euro?

• Not really.  If the Euro is used for more transactions 
internationally, it doesn’t hurt us. 

• Does it pose a threat to the dollar?

– The United States derives about $18 billion per year 
from foreigners using dollars as currency in places like 
Russia, Argentina, Iran, etc.. 

– $18 billion is about two tenths of 1 percent of U.S. 
GDP. 
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Resources
European Institutions: http://europa.eu.int/inst-en.htm

Dornbusch, Rudi, Euro Fantasies, Foreign Affairs; 
75(5), Sept.-Oct. 1996, pages 110-24.

Pollard, Patricia S., EMU: Will It Fly?, Federal Reserve 
Bank of St. Louis Review; 77(4), July-Aug. 1995, 
pages 3-16.

Zaretsky, Adam, Yes, This EMU will Fly, But Will it 
Stay Aloft?, The Regional Economist; Federal 
Reserve Bank of St. Louis, July 1998, p. 5. 
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The End
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