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A euro spent to defend the European Union as a whole
has much more value than a euro spent to defend one individual country.

Romano Prodi

1. Introduction

On the eve of the world economic crisis and in the light of its assessment on the
fulfilment of the convergence criteria in 2008, the European Commission (EC)
considers that eight new EU-12! member states do not fulfil the conditions for the
euro adoption [European Commission 2008c]. The article research objective is the
euro area enlargement: the different reaction of the euro area members and non
euro area members to the economic crisis has proved that in the integrated global
world more economic benefit seems to be offered by the Economic and Monetary
Union (EMU). Recently scientists and economists have been actively discussing
the validity of the existing convergence criteria and analysing their impact on the
euro area enlargement. The article aims at discussing the problem related to the
euro area enlargement through the prism of worldviews — through the competition
between paradigms. Methodological individualism (individualism) and methodolo-
gical holism (holism) are the most common cognitive paradigms. Some Lithuanian
scientists explore the hypothesis that the asymmetry in the actual convergence level
and political power of the states results in the uncertainty of the euro area

I Abbreviations used: EU-12 — Member States that joined the EU on 1% May 2004 (CZ, EE, CY,
LT, LV, HU, MT, PL, SI and SK) plus Member States that joined the EU on 1 January 2007 (BG,
RO), BG — Bulgaria, CZ — Czech Republic, EE — Estonia, CY — Cyprus, LV — Latvia, LT — Lithuania,
HU — Hungary, MT — Malta, PL — Poland, RO — Romania, SI — Slovenia, SK — Slovakia.
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enlargement [Kropiené et al. 2008]. The authors of this hypothesis acknowledge
the euro as a public good, while it should be noted that the champions of the
individualistic paradigm usually ignore the existence of public goods.

This article discusses a hypothesis that the euro area enlargement policy is
determined not only by a complex of macroeconomic, institutional and political
boundaries [Dulkys 2008], but also is standing on a base of the disparity in a
paradigmatic worldview and this disparity is of much higher-order than that while
creating the euro area. The research methods of assessment analysis show that
enormous cognitive significance lies in paradigmatic differences. The research
results explain that paradigmatic shifts take place on a regular basis, but at the time
of the world economic and social crises worldviews are changing and the need for
new paradigms appears. For the benefit of the common public good (the euro), the
EMU as the highest form of currency integration was achieved by refusing the
national public goods (currencies) and the opportunity to apply the instruments of
independent monetary policy. The article provides conclusions on that the euro and
the euro area are not only the public goods of an individual country but also the
public goods of the common area of the European Union (EU).

2. Impact of paradigms on the enlargement of the euro area

Povilas Gylys, Professor of Vilnius University, analyses in detail the most
common cognitive theoretical constructions. He describes the individualism in the
following manner: each whole may be divided into certain parts or elements and
the cognition of these separate parts or elements is sufficient for perceiving the
reality as a whole. Whereas the holists consider the whole or a system to be of
primary importance and thus of greater significance. The whole is more than just a
sum of parts as the relationship between the parts and elements forming the whole
provides this whole or system with qualitatively unique features, which are not
characteristic to the individual parts or elements forming that whole [Gylys 2008].

Zsolt Darvas from Corvinus University of Budapest and Gyorgy Szapary from
Central European University opened a good question: where the convergence
process can be better managed — inside or outside of the euro area? [Darvas, Szapary
2008]. Sometimes there is an impression that the economic area of the Baltic states
makes up just a borderline strip in the common EU area and that the degree of co-
ordination could be seriously improved. The rising international relevance of the
euro raises the responsibilities of the euro area in macro-financial policy coordination
[“EMU@10...” 2008]. But too many national idiosyncrasies continue to exist: each
member state continues to follow its own path in too many areas of the economy
[Grauwe 2006]. The power centres favouring the individualistic paradigm currently
have the advantage over the power centres preferring holism; therefore, the majority of
EU decisions tend to be adopted in accordance with the individualistic scenario.
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Robert Zoellick, World Bank president, called for the EU coordinated global
support for the economies of the Central and Eastern Europe (CEE) and warned
that the World Bank was trying to work with the International Monetary Fund
(IMF) and other multilateral institutions to help the region but needed more
backing from Brussels [Barber et al. 2009]. In Romano Prodi’s, the former
President of the EC from 1999 to 2004, opinion European solidarity should not just
be seen as an abstract ethical value that we talk about, but it is the best tool to avoid
the deepening of the crisis [Prodi 2009].

According to Jacques Delors, the former President of the EC from 1985 to
1995, though the euro area is not yet ripe enough for carrying out a single financial
policy as the economic cultures among the single currency countries are too
different, there must be more readiness to communicate. This opinion in essence
reminds of EU mission to meet common needs of the member states. Whereas in
case of Lithuania, following the negative decision regarding the euro adoption,
there was an idea to set up a working group to assist in preparations for the euro
adoption but from the middle of 2006 there is no information on the activities of
this working group [Ruosiantis jvesti... 2006]. Delors clearly favours the holistic
trend in EU development as no individual member state is able to achieve as much
as all the EMU countries as a community. “If the basic idea that there is a necessity
for more prior consultation is not accepted, then I am pessimistic about the future
of the euro,” Delors makes a relentless conclusion [Buves EK pirmininkas... 2009].

Joaquin Almunia, European Commissioner for Economic and Monetary Affairs, is
of the opposite opinion to those who announce that the euro area will split [EU’s
Almunia... 2009]: “Who is crazy enough to leave the euro area? [...] The number of
candidates to leave the euro area is zero” [Almunia 2009]. Still it is assumed that the
increasing number of the euro area member states will force EU institutions to change
the rules of the game. For example, we could find an opinion that pressure will be
placed on the others to deal with their derogations from full membership [Begg 2008].
The member states, which are still outside the euro area, often voice their aspirations to
join the euro area as soon as possible, but the conducted analysis shows the great
differences in the actual level of implementation of changeover measures. We should
take attention to the EC reports on the state of changeover preparations on a regular
basis [European Commission 2004]. Figure 1 provides an overview on how countries
meet the provisions of the EC [European Commission 2008d].

Therefore, each new EU member state as well as each new euro area member
state is changing the relationship between the individualistic and holistic development
scenarios in the course of EU enlargement. From a macroeconomic perspective this
enlargement is not likely to have a greater effect on the existing EU members than
the enlargement which took place in the 1980s with the accession of Greece,
Portugal and Spain and which was relatively small [European Commission 2001].
As to the monetary policy decision-making process, the key difference between the
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past and present is that there is the functioning European Central Bank (ECB) with
its own monetary framework. But from the point of view of Ignazio Angeloni from
the Italian Ministry of Economy and Finance, Michael Flad from Johann Wolfgang
Goethe University, Frankfurt, and Francesco Paolo Mongelli from the ECB, the
conditions for full monetary integration have still not been reached by the group of
new member states as a whole. A case-by-case approach to adopting the euro for
them seems, therefore, natural [ Angeloni et al. 2005].
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Figure 1. Status of the changeover characteristics in the EU-12
(% of all relevant changeover characteristics, officially approved or established and published
in particular in the national changeover plan)

Source: European Commission, Reports on the practical preparations for the future enlargement of
the euro area (SI — November 2006, CY and MT — November 2007, BG, CZ, EE, LV, LT,
HU, PL, RO and SK — December 2008).

European integration is a political process. Moreover, the advancement of
European integration has evolved hand in hand with the advancement of economic
theory [Mongelli 2008]. The Delors’ Commission having designed a model of the
EMU included the national central banks (NCB) from all Community countries.
Later, the competition of some power centres as well as institutional and political
interests expelled non euro area member states from the intense activities at the
Ecofin. This shows that Delors believed in a synergic effect and in sufficient cohesion
enabling to achieve more than acting individually. For a poor individualist, it would be
difficult to acknowledge the concept of synergy. At the outset of the development
of the euro area, the convergence criteria were interpreted for the first time because
there was more room for solidarity and flexibility in interpreting the formulations
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of the Maastricht Treaty. At this point, the holistic viewpoint towards the euro area
as a public good is also felt, since the holists assume in particular that the civilisation
cannot reap all potential benefits without the public goods generated by global
institutions. But the CEE countries, however, have already been allowed to the euro
area only following a strict formal procedure. The member states have agreed to a
set of rules through participation in the second Exchange Rate Mechanism (ERM II).
Some economists have compared these rules to a “purgatory,” a punishment that
countries have to endure before being invited to the “paradise” of the euro area [Buiter,
Grafe 2002; Hagen, Traistaru 2004]. The sustainability of inflation was not applied
for the states, founders of the euro area, but was defined, for the first time in the
history of the EMU, in the process of Lithuania’s progress assessment. It should be
noted that if such criteria had been set for the old states, the EU could scarcely now
enjoy the primary public good, namely, a single currency [Kropien¢ et al. 2008].

The monetary convergence is easier to achieve than fiscal convergence and the
EU Treaty is more difficult to change than to soften interpretations of the convergence
criteria in the Maastricht Treaty. In Jean-Claude Juncker’s, Prime Minister of
Luxembourg and Chairman of the Eurogroup, opinion it is not feasible to change
the convergence criteria to the euro “overnight” [Juncker sees... 2009], “there
cannot be free aid programmes; the EU is not a charity” [Juncker 2009a], but “the
euro area is not a closed shop” [Juncker 2009b]. The worst thing is that a number
of economists are concerned that the biggest euro area member states really consider
themselves to be an elite club and thus are fee riding by misappropriating the euro
as the public good of all member states. Angela Merkel, Germany’s Chancellor,
and some EU leaders indicated they were open to the idea of shortening the period
spent in ERM II [“Poland reiterates...” 2009]. The French President Nicolas
Sarkozy stated that such revision would be possible after the crisis’ end [EU Rules
out... 2009]. There should arise a rhetorical question as to when the revision may
be possible: after the crisis ends in Union économique et monétaire and in
Wirtschafts- und Wiahrungsunion or after the crisis is over in the entire EMU? In
this case, the biggest EU member states currently take an individualistic viewpoint
towards the situation: they take unilateral decisions and carry out the economic
policy, which furthers, first of all, their national interests rather than pursuing the
ideals which served as a basis for building the EMU.

The economic crisis shows that the IMF can give instructions to individual
countries, but it cannot run the whole EMU [Argentina... 2009]. In J. Almunia’s
opinion, if a crisis emerges in one euro area country, there is a solution before
visiting the IMF: “When someone says, ‘Give me a plan for the region,’ I say, ‘It’s
not a question of a plan but of analysis, of monitoring, case by case, problem by
problem’” [Barber 2009]. Thus, the sum of parts and elements serves as a whole
for individualists. Meanwhile, the holistic paradigm means that a whole is not only
much more than just a sum of parts or elements but also that this whole is more



124

significant, i.e. of primary importance as compared to parts and elements. Paul
Krugman, the Nobel Prize winner for economics, harshly reacted towards the rejection
of a comprehensive rescue plan for troubled CEE economies, promising instead to
provide “case-by-case” support: “That means a slow dribble of funds, with no chance
of reversing the downward spiral” [Krugman 2009a]. At this point we would dare
to remind of the most serious challenge relating to the generation of the public
goods — of the phenomenon which is known in the economic theory as fee riding.
For instance, why could we not take courage and think of the euro area itself in this
case. According to Katinka Barysch, from the Centre for European Reform, the
EU’s new member states are plunging into a more profound identity crisis: it is not
only financial systems that are under strain — the entire growth model is in doubt
[Barysch 2009]. At the time of Delors’ Commission, probably nobody could have
imagined that individual countries would be forced to look for ways out of the
situation as individual groups of member states rather than jointly as the EMU
players. For example, the Czech, Hungarian and Polish NCBs issued a co-ordinated
statement hinting they might intervene to support their exchange rates. It is a huge
psychological blow to the confidence in the whole idea of the EU, especially for the
countries with currency board arrangements. These member states have suffered
the most painful part of being in the euro area — the inability to devalue and regain
competitiveness — without getting all the benefits [ The Whiff... 2009].

Jonas Ciginskas, Professor of Vilnius University, warned that, while passing
through the first stages of economic integration, as little as trade barriers needed to
be removed and custom tariffs and trade procedures adjusted; the further stages,
however, required and require to create specific conditions necessary for higher
stages of unifying national economies. It should be noted that EU member states,
which maintain the currency board or participate in ERM II, are in the position of
the so-called “impossible trinity.” In the emerging EMU, Germany as an active
power centre aimed at ensuring and following the monetarist positions, i.e. the
same monetary policy, which was being carried out by the Bundesbank. Small and
open economies, however, have limited or no opportunities for carrying out
national monetary policies while preserving the responsibility for the stability of
the national currency [Ci¢inskas 2009].

P. Gylys notes that both economists and politicians are divided into two camps.
One side thinks that the exchange rates naturally set by the exchange market better
reflect the reality than the exchange rates established and, in addition, fixed by
public or international institutions. The other side assumes that floating exchange
rates bring too much uncertainty to the economy and thus cause damage for both
the national economies and the global economy as a whole. Therefore, the position
of the former is more consistent with the individualistic viewpoint while that of the
latter is more in compliance with the holistic viewpoint [Gylys 2008]. According to
J. Almunia the currency boards and pegs create stability because currencies are
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stable even in a very volatile environment and in this case the floaters have more
reason for concern than the countries with currency boards [Tubalkain-Trell 2009a].
But as to the New York University professor Nouriel Roubini if fundamentals are
out of line you cannot maintain a fixed exchange rate, you are going to eventually
have a currency crisis [Tubalkain-Trell 2009b]. Krugman warned that Latvia might
become “the new Argentina” [Eglitis 2009]. IMF’s research on currency boards
showed that it was difficult to identify the systemic effects of currency boards
because most of them had been in existence for relatively short periods of time and
that it was not appropriate to attribute economic achievements in the Baltic states
primarily to the currency board’s model [European Commission 2000]. The researches
show that the exchange rate regime does not seem to be a significant driver of
inflation in the new member states [Stavrev 2009] and does not have an important
impact on the inflation response to price convergence in emerging Europe [Zoli 2009].
Moreover, the assessment of sustainability, as a quite subjective process, poses very
serious challenges for the states that have adopted a currency board because its
specifics do not allow to make use of any possibilities of exchange rate fluctuations
trying to affect the inflation factor for a longer period [Lewis 2007]. The states,
founders of the euro area, used the exchange rate as an important means of
coordination with respect to the convergence process, because bureaucrts from the
EU institutions could unofficially consider that only the convergence process could
provide conditions for a natural equilibrium level of a nominal exchange rate,
while certain fluctuation could contribute to easier achievement of the required
price stability. Moreover, a currency board is particularly demanding with respect
to conditions of fiscal and structural policy and one may not disregard the fact that the
euro area may find it useful in slightly reducing the competitiveness and attractiveness
for investments in the new member states from the CEE [Kropiené et al. 2008].

A monetary independence for small countries did not really exist and it was
important to have the strong public support for the currency board arrangement and
the economic policy in general. It is interesting that in 1997-1999 the Bank of
Lithuania presented the country’s strategy for exiting the currency board [Lietuvos
banko... 1997]. But the currency board arrangement is established by law;
therefore, the parliamentary procedures for amending the law and the discussions
involving the media and the public require a lot of efforts to prove the need for any
amendments. It seems that at this moment no institution has a power for these
efforts and does not intend to take any action that could ruin the confidence that
was achieved in previous years. In the opinion of P. Gylys, when comparing the
reforms, which have been carried out up to now by the majority of the new EU
member states, and the type of a value system declared by EU strategic documents,
it would be possible to state that in the long term, the cultural influence of West
European countries should strengthen the elements of a holistic economic policy.
His forecasts that internal social tensions of these countries should serve as a
contributing factor as well, have also been confirmed [Gylys 2008].
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We would dare to state that the bureaucratic apparatus of EU institutions is still
far from being the abovementioned carrier of Western cultural ideas; therefore, the
viewpoints spreading from the CEE are very important for the future of the EMU
itself. “We feel our share of responsibility for the development of the EU and with
this feeling of responsibility we approach our presidency of the EU Council,” these
are the words addressed to the European Parliament by Vaclav Klaus, President of
the Czech Republic. He also mentions “a joint care of the public goods” as one of
the most important challenges [Klaus 2009]. It should be acknowledged that currently
the big EU member states do not serve as the united power centres, which would
perceive not only direct and individual needs of a separate country but also the
public and common needs of the EMU. But still, meeting these needs is the
fundamental precondition for the viability of such power centres. The European
Economic and Social Committee of the European Parliament in 2008 fixed that the
euro did not seem to have made any significant progress in carving out a role as an
element and symbol of European identity and that the two largest euro area countries,
Germany and France, had positive growth and relatively negative perceptions, and
warned that governments themselves defended inevitably unpopular measures by
placing the blame on the single currency or its basic rules [European Parliament 2008].

Poland’s membership in the EU gave a new and more tangible dimension to
Polish involvement in the continuation of the policy of further EU enlargement
[Wisniewski (ed.) 2009]. As a large economy it could contribute to the development
of a positive image in the old euro area countries; moreover, it should positively
influence the intensification of cooperation with neighbours from the CEE. Therefore,
it is high time both Poland and Lithuania, which will hold EU presidency in the
respective periods in 2011 and in 2013, started laying the solid political foundation
for discussions and decisions on the enlargement of the euro area. It is an
interesting situation when the country holds the EU’s rotating presidency but is
outside the euro area. Krugman explaines why all small European economies
should join the euro area: the euro currency provides an impact on Foreign Direct
Investment and positive trade effects, provides protection from the effects of the
global financial crisis and that relative euro area economic effects have been
understated over the last 10 years [Manners 2009]. According to the “confidential
report” of the IMF the euro area could relax its entry rules — so countries could join
as quasi-members without the ECB board seats [Wagstyl 2009]. The Financial
Times wrote that “a new currency is the silver bullet that supposedly kills all
economic ills” [“The euro...” 2009], but, who knows, maybe euroisation is a way to
remove small member states from the monetary policy proceedings and decisions
in future? When the number of the euro area member states increases the size of
the ECB Council making it by far the largest monetary policymaking body among
industrial countries, this situation could give rise to greater difficulties in the
decision making process [Berger 2002]. But in case of a unilateral introduction of
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the euro this process would not allow the country to influence the decisions of the
ECB at all [Nauséda 1999].

In 2000 the Ecofin reported that unilateral euroisation cannot be a way of
circumventing the stages foreseen by the Treaty for the adoption of the euro [Ecofin
2000]. According to Sandrine Levasseur, an economist at the OFCE Economic
Research Department, the sanctions in the event of unilateral euroisation are currently
very low, because non euro area member states are now de facto economically and
politically integrated into the EU, and euroisation would be mutually advantageous for
the EU — intangible benefits, such as the status and prestige that go with more extensive
cross-border use of the euro, would accrue to the EU [Levasseur 2004]. Pedro Solbes,
the former European Commissioner for Economic and Monetary Affairs from 1999 to
2004, excludes the possibility of euroisation: “When a Member State adopts the euro, it
joins the euro area club with a ‘voice and vote’ and the decision obviously belongs also
to the club” [Solbes 2003]. It is important to warn that there are no legal limits on how
long member states can stay outside the euro area: satisfying the convergence criteria is
required, but there are no sanctions for not satisfying. But to adopt the euro through
euroisation would be inconsistent with the spirit of the Maastricht Treaty and the EMU.
Euroisation is not acceptable as an exit strategy for a currency board either. This
notwithstanding, one feature of euroisation we could find in Lithuania at the moment
de jure: in 2002 the law provided for the use of the euro as well as euro banknotes and
coins in the domestic economy as a legal tender [Lietuvos Respublikos... 2002].
Krugman insists that the danger to the EU comes from a different direction — it has
fallen short in terms of both fiscal and monetary policy: the ECB has been far less
proactive in its policies, moreover, “Europe’s economic and monetary integration
has run too far ahead of its political institutions” and there is no government in a
position to take responsibility for the EU economy as a whole [Krugman 2009a].

Meanwhile, individualism is still prevailing in the euro area member states.
Gideon Rachman, chief foreign affairs columnist for The Financial Times, notes that
plans for a political union in Europe were always “crazy,” but the four freedoms
already established by the EU — free movement of goods, people, services and capital
— are huge and tangible achievements. “It would be terrible to see them rolled back.
Yet the threat is there. The British prime minister has talked of the ‘British jobs for
British workers’, the French president has urged car companies to invest at home
rather than elsewhere in the EU, the government of Spain has launched a ‘Buy
Spanish’ campaign” [Rachman 2009]. The EMU had to strengthen EU powers in the
world exchange system. In the opinion of P. Gylys, by surrendering a share of their
sovereignty to central institutions administering it, national states must receive a
sufficient amount of public goods in exchange. The EMU also represents one of
these public goods, and its emergence is, in turn, a stimulus for further EU political
integration on its way to European federalism. A look at the first articles of the EU
Constitutional Treaty, providing for the values and aims of the EU, proves that this
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treaty contains a number of provisions, which may be accounted for by holistic
thinking: social market economy, social justice, social protection, social cohesion
and solidarity. These are the elements of holistic thinking, which point out to the
inherent values of the EU. And these values constitute public goods [Gylys 2008].

3. Conclusions

First, the disparity between individualism and holism in the EU is of much
higher-order than that while creating the euro area, which is now enlarging
following the “mixed” scenario and possesses natural holistic elements.

Second, the euro area requires an enlargement because each new euro area
member state is changing the relationship between the individualistic and holistic
development scenarios in the course of EMU enlargement, but to adopt the euro
through euroisation would be inconsistent with the spirit of the EMU.

Third, the power centres favouring the individualistic paradigm currently have the
advantage over the power centres preferring holism. It should be noted that this “self-
fulfilling prophecy mode” maintains enlargement policies that are bad for the countries
themselves and for the EU as a whole. However, the problem is that the euro area does
not exist in the whole of the EU. The member states must strengthen the coordination
of their actions towards the euro: the absence of the systematicity and consistency are
the features of ineffectiveness demonstrating the non-existence of the strategy aimed at
joining the euro area. Therefore, the existence of the “hush-hush economics™ just
shows that the new EU member states are still lacking such public goods as state
institutions, know-how, experience and democratic culture. Meanwhile, the EU is in
need of coordinated and uniform macroeconomic policy. Each must become conscious
that it is far from being just a sum of national macroeconomic policies.
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