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The process of European monetary integration will be successful.  Examination of the recent appreciation of the Euro would certainly lend support to this claim.  Declaring that the appreciation of the Euro has confirmed the success of monetary integration, however, cannot be said with total certainty.  As stated above, the monetary integration process will prove to be a success, but the European member countries must wait for both more time and trials to pass before a successful integration can be confirmed as absolute fact.


As the Euro continues to appreciate vis-à-vis the U.S. dollar, the European Central Bank (ECB) and the Eurosystem have seen growing support.  Nevertheless, one question that must be considered before bowing down to the Euro is has the Euro really appreciated that much?  In other words, is the world really seeing an appreciation of the Euro vis-à-vis the Dollar, or are we witnessing a depreciation of the Dollar vis-à-vis the Euro?  It would be ludicrous to say that the Euro’s  success is due entirely to the Dollar’s depreciation, but one can easily conclude that its success has been exaggerated by the current conditions of U.S. markets.


Although the depreciation of the U.S. dollar, and consequent appreciation of the Euro, is not sufficient evidence to verify the success of the monetary integration process, it may lead to the ideal circumstances to confirm the Euro’s victory.  Taking into account the fact that the Eurosystem has elected to use a flexible exchange rate, therefore rendering fiscal policy virtually useless, the only instrument remaining with which to conduct modifications in economic structure is monetary policy.  Naturally, it comes as no surprise that the largest immediate challenge for monetary policy in the world presents itself in the form of disturbances caused by the completely reckless U.S. fiscal policy, not to mention the resulting uncertainty about the necessary future correction of the unsustainable U.S. budget and current-account deficits, and the associated fall and instability in the dollar.  

The current situation of the U.S. economy as a whole attests to the validity of a common expression; desperate times call for desperate measures. “The necessary future correction of the U.S. budget deficit may require a drastic future contraction of U.S. fiscal policy, which in turn may then induce quite expansionary U.S. monetary policy. The future correction of the current-account deficit will most likely require a drastic deterioration of the U.S. terms of trade. Since a fall in the U.S. price level or a rise in the price level in the rest of the world is unlikely, this will require a future nominal depreciation of the dollar. Expectations of a future depreciation of the dollar result in a current depreciation. A nominal and real current Euro appreciation and an improvement in the Euro-area terms of trade is the mirror effect of this” (Svensson, 4).


At this point, it is almost possible to disregard the recent appreciation of the Euro as evidence of a successful monetary integration, as it has become apparent that the ECB and Eurosystem did not significantly influence the appreciation.  In fact, the recent Euro appreciation in and of itself may present another opportunity for the European Monetary System (EMS) to be proven successful as many now consider the appreciation as a hindrance upon long-term economic success.  Most notably, ECB President Jean Claude Trichet expressed concern over the recent appreciation of the Euro stating, “Excess volatility (in currency markets) is undesirable for economic growth” (International Herald Tribune).  Trichet continued to explain that sustained growth would depend on governments' ability to more flexibly deal with emerging markets, and on their willingness to reform their labor, products and services markets. Additionally, providing very precise advice, in fact using only two words, the Spanish member on the ECB's governing council, Miguel Angel Fernandez Ordonez,  said central banks must "remain alert" (International Herald Tribune) in regards to the Euro’s appreciation.


Further evidence of the negative effect of the Euro’s appreciation can be seen in a report produced by French Economic Observatory which states, “contribution of net exports to growth was markedly negative in 2003 in the Euro area (-0.6 percentage point).  These evolutions have been caused, despite the recovery of the second semester, by the persistence of moderate growth rates of world exchanges observed since 2000 and by the Euro's appreciation, the effect of which has become negative in 2003.  Euro appreciation has reduced the growth rate of the Euro area by 0.7 percentage point in 2003.  Albeit our forecasts are based on a normalization of the Euro/Dollar exchange rate, lagged effects of the appreciation would reduce the growth rate of the Euro area by 0.9 percentage point in 2004.  These global results hide nevertheless heterogeneity in the performances of the member countries, resistance of Germany contrasting with the structural weaknesses of the international integration of e.g. France and Italy.”(OFCE).


The conclusion of the OFCE’s report sheds light upon yet another negative effect of Euro appreciation as it references the disparities in the performance of each individual country.  Perhaps the largest difficulty faced by the ECB and the Eurosystem is the difficulty of devising a strategy that will benefit the most possible countries while hurting the fewest.  This dilemma can be seen above, whereas what may be beneficial for Germany may also be damaging to France.  “The Eurosystem does not pay attention to economic conditions in this or that country”, (The Economics of European Integration, Baldwin & Wyplosz), hence Euro appreciation may illustrate the possible flaws in the EMS and the monetary integration process.

  The ECB currently is, and must continue, using its own policies, specifically monetary, to react to the impact resulting from changes in U.S. policies.  Despite the neutrality principle which “asserts that long-run growth is independent of monetary policy” (The Economics of European Integration, Baldwin & Wyplosz) we can now see the tremendous importance of the ECB’s use of monetary policy, which will be the true test for the EMS. The truth of the matter, however, is that employing a good monetary policy is both a simple and complicated process.  The principles, or the simple part, include flexible inflation targeting,  “which means aiming to stabilize inflation around an explicit low positive numerical inflation target with some weight also on stabilizing the output gap, that is, stabilizing output around a measure of potential output” (Svensson, 1).  As a result of the lags between monetary policy actions and their effects, one must perform forecast targeting, which requires the central bank to devise a course of action in regards to the current and future investment rate.  This is where the ECB will run into the complicated side of monetary policy, and therefore have its “time to shine.”  Achieving the goal of a flexible inflation target will require the ECB and Eurosystem to not only properly construct the forecasts, but also choose the appropriate course of action for the investment rate.  Thus, if the ECB can effectively and efficiently establish a flexible inflation target while at the same time undergoing the rapid appreciation of the Euro, one could far more easily confirm the success of the monetary integration process.


Ultimately, the Euro is simply too adolescent a currency to consider its recent appreciation a confirmation of success of the monetary integration process.  Although the structure and safeguards of the ECB and the Eurosystem give the impression of a strong future for the Euro, the appreciation of a currency yet to circulate for a single decade does not indicate successful monetary integration.  It will rather be the point at which the Euro has clearly offered sustainable economic prosperity to the member countries that one can deem the monetary integration process a success.  Active and continuous assessment, along with the appropriate changes and implementation thereof, on behalf of the ECB and Eurosystem, however, will ensure that successful monetary integration is only a matter of time.
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