University Of Saint Thomas

Graduate School of Business

Master of International Management

“The EURO”

by

Juan C. Castro

August 2001

“THE [image: image1.png]


URO” 

“Globalization calls for Standardization”

We hear so much about the upcoming common currency for the European Union (EU) Countries but we still do not see clearly how the change over process will present like, which finally are the countries conforming the "Economic and Monetary Union" (EMU), how and whom is going to affect in the global economy. This paper summarizes these issues and tries to give a concise overview of the current situation that would be helpful for people to know.
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Every time we face a new situation we want to know what, when, where, how and why it happens. Something similar has evolved with the Euro. We will not know the depth of the changes until we answer these questions. 

The Euro is the name of the new currency that will be used for the EU countries starting on January 1st, 2002. It started with the EMU, the long-term project for the unification of Europe with the Maastricht Treaty
 of 1992. At that time 11 countries formed the EMU. With the incorporation of Greece, they add up to 12. The countries are: Austria, Belgium, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal and Spain. The Euro is supposed to bring benefits to these countries in terms of public spending, reducing national debt, taming inflation and increasing foreign investment. Using only one currency facilitates trading between countries, business between companies and, of course, life for citizens and consumers. As in any new creation there will be certain aspects to look after.  

Impacts


The introduction of the Euro will be a major event for international monetary relations and the international monetary system. It will have important implications not only for the Union and its Member States but also for other countries in the world. Of course, the extent to which countries will be affected by the various channels of transmission may vary from one case to another, depending on factors like the intensity of a country’s trade and financial relations with the Euro area, its access to international capital markets, or the exchange rate policy of its authorities.

EU Countries 

EU countries will enjoy the advantages of having the common currency. Mediterranean partners will benefit from a more predictable and transparent external environment that will allow them to better exploit their comparative advantage in the long run. Businesses will be more competitive offering lower prices.

EU countries will adopt the Euro as new currency, making transactions easier and avoiding exchange rate issues. They will have to pay particular attention at their accounting system changeover to prevent from negative impacts in their business relationships

Non-EU Countries


While the systemic implications of the introduction of the Euro have been documented elsewhere (see European Commission, 1997a), until now the Commission staff has presented only partial analysis of the implications of the introduction on individual non-EU countries or groupings of countries (Berrigan and Carré, 1997, and Chauffour and Stemitsiotis, 1998)
.

Non-EU countries will have the opportunity to diversify their international borrowings, which may contribute to correcting the possible existing mismatch between foreign trade revenues and international debt servicing.

The main channel of transmission, through which the introduction of the Euro will affect economic conditions in non-EU countries, runs via these countries’ international trade relations with the Euro area. A trade creation effect results from the positive impact on economic growth in the EU. While this may be compensated to a certain extent by a trade diversion, the overall impact on exports of non-EU countries should nevertheless be positive.

Companies

José Maria Cuevas, Chairman of the Confederation of Spanish Entrepreneurs (CEOE) said, “Spanish enterprises are fully aware of the advantages which they will gain from the Euro. The introduction of the single currency will create a stable and predictable macro-economic environment. Without a shadow of doubt this will considerably boost their activities.” 

Ton Ruhe, Euro Project Director of Philips said, “ our overall business performance will be positively affected because of the elimination of internal exchange rates and because of the creation of a much more liquid and transparent financial market.” 3
Dr. Bernd Stecher, Chief economist at Siemens said, “Siemens has not only decided in favor of the Euro but has also opted to introduce it as rapidly as possible.” 3
It is clear that enterprises are thinking positive about the impact of the Euro on their businesses. Once the IT systems are all set up for the new currency, they will not deal with exchange rates, predictability, and instabilities any more.

Citizens and Customers

The Euro became the European currency in 1999. It has affected every European citizen - even if his/her country has not participated from the beginning. The biggest challenge for most people will be learning the new monetary values in Euro. As from January 1st , 2002, people will be getting Euro notes and coins and the old notes and coins will be withdrawn within a very short time. In most countries this will be by February 28th at the very latest, and in reality the first two weeks from January 1st, 2002, will be the vital period. Learning in advance the value of the Euro notes and coins will give people a real advantage at being confortable with the currency. 

Deadlines

Both euro and the existing national currencies can be used for all types of transactions, but only until 31 December 2001. After that date, all non-cash transactions - for example bank transfers and checks, which were formerly in the existing national currencies, must be in euro. It will still be possible to use existing cash for short periods thereafter. See below
.

	31 December 2001
	Last date for electronic payments in old currencies


	28 January 2002
	Last date for Dutch guilder cash


	09 February 2002
	Last date for Irish punt cash


	17 February 2002
	Last date for French franc cash


	28 February 2002
	Last date for all other euro area cash


Conclusion


The Euro would affect different sectors of the local and global economy and business: trade between countries, enterprises, and customers. EU countries will benefit with the incorporation of the new common currency while doing business amongst them. When doing business outside the EMU, things will need to be cautious. All the accounting system must be prepared for the big change in order to not damage businesses. The same principle will apply for non-EU countries trying to do business with EU countries. They will now have to do only one currency exchange for the whole ‘Euroland’ instead of twelve different currency exchanges for EU countries.


The transparency of pricing information will bring more competition in the market resulting in lower prices and therefore increasing the global purchasing.


Currencies that were considered as hard before may not be as hard in the future.  In the long run, the Euro may compete with the dollar. Dick Locke, founder & president of Global Procurement Group, said, "there will be some longer term effects also. Euroland will be as big or bigger economy than the U.S. The euro may replace or parallel the dollar as the currency of choice for hard currency reserves. If this happens, it will increase demand for euros and strengthen the euro. Of course, the stronger the euro, the more expensive European products will be for American buyers…Finally, the U.S. economy may become more dependent on the value of the dollar and hence more unstable."
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