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Abstract
The process of convergence in Slovenia was smooth and timely, so that Slovenia could join
the euro area at the beginning of 2007, as the first and at that time the only one among the EU
new member states. Slovenian national strategy of the euro adoption was for the first time
clearly defined in November 2003, when the Program for joining the ERM II and adoption of
the euro was prepared. This was the first milestone on the road to Slovenia's inclusion in the
euro area. The Program planned an early inclusion in the ERM II, as soon as possible, and an
early adoption of the euro at the beginning of 2007. After the adoption of the Program, the
priority of all economic policies became the timely fulfillment of the Maastricht convergence
criteria; so that the fixed date of the euro adoption could be respected. The second milestone
was a surprisingly quick entry in the ERM II exchange rate mechanism, which was a
precondition for the adoption of the euro in 2007. The third milestone was Slovenia's request
for an individual early assessment of its compliance with the Maastricht criteria. European
Commission and the European Central Bank responded positively to this initiative and
prepared their Convergence reports on Slovenia in May 2006, in time to enable administrative
and technical preparations for the euro adoption at the beginning of 2007. Reasons for
Slovenia's success of its plan for an early adoption of the euro are the following: Emphasis on
macroeconomic stability throughout the period, gradualist approach to economic reforms in
the process of transition, overall (political parties, public opinion, social partners) national
support to the project of euro adoption, clear priorities of economic policies, and firm target
date of the euro adoption.
The global crisis increased the attractiveness of the membership in the euro area for the NMS
(new EU member states). In the ongoing crisis it is extremely difficult for the euro candidates
to prepare rational, sound and safe strategies of their euro adoption, particularly on the
optimal timing of the ERM II and euro area inclusion. Fulfillment of the Maastricht
convergence criteria will, due to the crisis, most likely become more difficult. Participation in
the ERM II without a clear perspective (and the timing) of the euro adoption might be
particularly dangerous. Probably, there is not much they can do themselves to speed up their
euro adoption, if they want to remain within the Maastricht rules. The European Commission
and the European Central Bank on the other hand do not seem to be willing to change any of
the Maastricht rules (including the mandatory two years' participation in the ERM II. At this
moment it is hard to say whether the crisis will actually speed up or delay the euro
enlargement process. Both options are possible, but the second one seems more realistic. Euro
candidates still have the possibility to speed up their euro adoption by unilateral euroization.
This almost forgotten idea could become revived, although the European Commission and the
European Central Bank are for various reasons strongly against it. However, the crisis is an
additional argument in support of the unilateral euroization, as an emergency measure for the
extraordinary times, in order to avoid further destabilization of these countries. If they acted
together, rather than emphasizing their differences, their claims would have a stronger
political backing.
Keywords: monetary union, exchange rate mechanism, eurozone
JEL classification: E42, F15, F33

ECONOMIC CONVERGENCE IN SLOVENIA BEFORE THE EURO
ADOPTION
The process of convergence with the euro area can be approached either from the viewpoint
of nominal convergence or from the viewpoint of real convergence. Ideally, both approaches
should point in the same direction, showing how a country in the process of its economic
development is becoming more and more similar to incumbent members of the euro area, both
in terms of its structural characteristics and its macroeconomic policies.
Nominal convergence is embodied in the Maastricht convergence criteria which are the
explicit formal requirements to be fulfilled before a country is admitted to the euro area. Real
convergence, usually understood as catching up with the EU in terms of GDP per capita, is an
implicit, informal expectation before a new EU member country can adopt the euro. Both
measures of convergence, nominal and real, can be used to assess the readiness of a country to
join the euro area.
When preparing itself for joining the EMU (European monetary union) Slovenia was in the
first place closely monitoring developments in its nominal convergence in time, in order to
assess its readiness for the euro adoption. Regarding real convergence, Slovenia throughout
the period had the highest per capita GDP among the group of transition countries and was
slowly but persistently catching up with the EU average level. In parallel, in Slovenia due
attention was also paid to the optimum currency area (OCA) criteria, as those structural
characteristics of the economy which show longer-term suitability of a country to join the
EMU, in terms of its exposure to possible asymmetric shocks and of the flexibility of its
adjustment mechanisms.
Data presented in the Appendix show the pace and degree of convergence process. In the case
of Slovenia, several periods should be distinguished:
a) period of five years preceding the EU accession (1999-2004),
b) period from the EU accession (and the entry in the ERM II) to the entry in the euro
area (2004-2007),
c) period from the euro adoption to the outburst of the global financial crisis (2007September 2008) and
d) period since the outburst of the global financial crises (September 2008-).
In the case of Slovenia, since it had joined the ERM II (in June 2004) almost immediately
after its accession to the EU (in May 2004), it would make no sense to distinguish between
the period from the EU accession to the entry in the ERM II and the period after the entry in
the ERM II and before the euro adoption, since the first of these periods was simply too short
(less than two months) to be analytically meaningful.
The data on convergence speak for themselves. However, some comments on the process of
nominal and real convergence should be presented in order to emphasize some characteristic
developments in the above mentioned sub periods in Slovenia. We start with the nominal
convergence, concretely with the fulfillment of the Maastricht convergence criteria.
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Although there are five well known Maastricht convergence criteria, in practice it turned out
that two of them (longer-term interest rate and public debt) are less important, since the
European Commission interpreted them rather flexibly, so that in Slovenia (as well as in most
other euro candidate countries) these two convergence criteria were rather easily met early in
the process of convergence. Therefore, we concentrate of the remaining three Maastricht
convergence criteria.
The inflation criterion was the decisive one for Slovenia. It turned out later that the success of
its plan for an early adoption of the euro in fact depended exclusively on the timely successful
fulfillment of the inflation criterion. But first we have to go back in the recent past. Slovenia
after its independence in 1991 inherited from Yugoslavia its very high inflation, in fact
hyperinflation (more than 20% monthly at the beginning). As restoring macroeconomic
stability was the priority at that time, supported by responsible monetary, exchange rate and
fiscal policies, in the next couple of years inflation rate kept persistently falling, to reach the
level of close to 5% in 1998. After that period, due to the introduction of the VAT and some
other measures, beginning in 1999 inflation started to increase again and in fact stayed at
relatively high single-digit levels until 2003. From then on, after the adoption of the Program
of the euro adoption in November 2003, inflation again started continuously falling, finally to
come close to the level of the reference value of the Maastricht inflation criterion in 2005.
Only half a year after the adoption of the euro in 2007 inflation started to increase again. For
about a year, until mid 2008, Slovenia recorded the highest inflation rate among all euro area
countries and would accordingly considerable exceed the Maastricht inflation criterion. Only
towards the end of 2008, inflation, as a consequence of the global financial crisis, subsided
again and approached the average euro area figures.
The story of public finance deficit is less dramatic. Throughout the period public finance
deficit was more or less modest, at least when compared to some other EU countries, and
definitely remained with a margin within the Maastricht or SGP (Stability and growth pact)
limits of 3% of GDP. At the time of the assessment of the readiness of Slovenia for the
adoption of the euro, fiscal deficit was around 1% and this Maastricht convergence criterion
was easily met. After the adoption of the euro Slovenia even succeeded in bringing the fiscal
deficit close to zero. Of course, as in other EU countries, global financial crisis will strongly
increase fiscal needs and will also in Slovenia in the near future require much higher fiscal
deficits, close to or above the Maastricht threshold of 3% of GDP.
The third important Maastricht convergence criterion is the exchange rate stability. From its
independence, Slovenia relied on a system of a managed floating of the exchange rate and in
this framework slowly but continuously nominally depreciated the exchange rate of its
currency (the tolar). Slovenia succeeded in joining the ERM II surprisingly quickly, in June
2004, just less than two months after its EU accession. Participation in the ERM II for the
required two years was very smooth. There was no change in the central rate (which later
became the conversion rate for the euro) and the market rate deviated from the central rate for
less than 0.1% (although formal margins of permissible fluctuations were +/- 15%). In short,
Slovenia had no problems in meeting the convergence criterion on exchange rate stability.
After reviewing nominal convergence developments, we can turn to the real convergence
issue. In line with the fact that in the observed period the growth rate in the Slovenian
economy was constantly somewhat higher than in the EU (or euro area), it is not surprising
that Slovenia continuously progressed in real convergence, i.e. in the process of catching-up
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with the EU GDP per capita average. In 2007 GDP per capita in Slovenia was at the level of
almost 90% of the EU average. Slovenia now as the result of the process of its real
convergence has already caught-up with some of the southern EU countries.

STRATEGIES OF EURO ADOPTION IN SLOVENIA
First reflections on the inclusion of Slovenia in the process of European monetary integration
started early, still in the framework of the former common federal state. As Yugoslavia
already had the ambition to join the EU, even at that time this indirectly opened perspectives
for Slovenia's inclusion in the European monetary integration mechanisms, including in the
longer run in the EMU.
In the period after the independence the emphasis was naturally on the creation of the
Slovenian monetary system. Starting from a difficult situation at the beginning, Slovenia
created a specific monetary system, based on a managed floating of the exchange rate. It has
to be reminded that Slovenia had to do the pioneering work, as in the recent history this was
the first case of the introduction of the new national currency. In this period, up to the middle
of the nineties, inclusion of Slovenia in the European monetary integration process was quite
understandably somehow in the second plan. Macroeconomic stabilization, in which
Slovenia’s monetary policy played the key role, was a precondition for any further steps in the
direction of inclusion in the European monetary integration mechanisms.
The interest for joining the European monetary integration was revived again in mid-nineties,
when Slovenia prepared its strategies of economic development and of foreign economic
relations, which included the chapter on Slovenia’s inclusion in the EMU. On the basis of
comparison between the expected benefits and costs of joining the EMU, Slovenia – to put it
simply – decided for the inclusion in the EMU and defined its orientation for an early
inclusion of Slovenia in the EMU as its strategic goal.
As the inclusion in the EMU for the new EU member states later turned out to be mandatory,
the balance of expected benefits and costs of the EMU has in a sense become irrelevant, at
least from the point of decision-making, although it has remained analytically interesting. As
the matter of fact, it could be said that the focus of the benefits and costs analysis has shifted.
A different question has now become important: What are the expected benefits and costs of
an early inclusion in the EMU, compared to a delayed one, and what is the optimal dynamics
of inclusion in the EMU?
Regarding the fulfillment of the Maastricht convergence criteria, in the second half of the
nineties some of the comparable acceding countries caught up with Slovenia and showed
better results, so they started to appear better prepared and at first sight perhaps closer to
joining the EMU. Slovenia had been using the system of a floating exchange rate and had in
the framework of a managed floating exchange rate regime conducted an active exchange rate
policy with constant small depreciations of the nominal exchange rate of the tolar. This was in
contrast with the requirements of inclusion in the European monetary integration which were
based on the successive fixing of the exchange rate. Following the period of lower inflation
rates, after 1999, when the value added tax was introduced and some corrections of the
administrative prices carried out, Slovenia’s inflation rate increased and got stuck in the high
single-digit figures. Furthermore, in some of the following years, Slovenia even had the
highest inflation rate among comparable transition countries. In comparison with this group of
3

countries, Slovenia in the period between 2000 and 2003 certainly did not exactly look like a
favorite in the competition for an early adoption of the euro, rather just the opposite.
After a preceding analysis of the suitability of Slovenia for the inclusion in the EMU on the
basis of optimum currency areas criteria and the assessment of readiness for the EMU on the
basis of expected dynamics of compliance with the Maastricht convergence criteria, the Bank
of Slovenia, together with the Government of the Republic of Slovenia, in November 2003
adopted the Program for joining the ERM II and adoption of the euro1. The Program
envisaged an early inclusion in the euro area and accordingly planned the entry in the ERM II
in 2004, soon after Slovenia’s accession to the EU, and inclusion in the EMU and adoption of
the euro at the beginning of 2007.
The preference for an early euro adoption was at that time not so self-evident as it may seem
today, after the successful adoption of the euro. There were also different opinions which
favored a slower and more cautious approach, with the aim of prolonging Slovenia’s
monetary sovereignty. However, the arguments of the proponents of an early inclusion in the
EMU prevailed in the discussion and resulted in the above mentioned official view on the
desired dynamics of Slovenia’s adoption of the euro.
Milestones on Slovenia’s road to the euro adoption were those critical moments which had a
decisive influence on the quick adoption of the euro. In our view, the Program of 2003 was
the first of the three milestones, decisive moments on the Slovenian road to the euro adoption.
From then on, fulfillment of the Maastricht convergence criteria became the first priority of
economic policies in Slovenia. Monetary and fiscal policy started to operate more consistently
and their better co-ordination almost immediately resulted in considerable lowering of the
inflation rate which began approaching the Maastricht reference value. Firm commitment to
the target date for the euro adoption undoubtedly had a favorable effect on the decline of
inflationary expectations.
In the preparations for the inclusion in the EMU, special attention was paid to the exchange
rate mechanism ERM II. The European Commission presented this interim exchange rate
mechanism to the acceding countries as a stable and safe arrangement, which would help their
nominal and real convergence in the transitory period before their adoption of the euro. On
the other hand, acceding countries saw the ERM II more or less as a necessary evil, not as a
fitness club, but as an imposed mandatory waiting room before the adoption of the euro. The
ERM II as a potentially unstable and dangerous intermediate regime of a fixed, but adjustable
peg was quite critically evaluated in the academic circles2. However, a country like Slovenia,
wanting to join the EMU as soon as possible, had practically no other choice but to enter the
ERM II as soon as possible, since this was a precondition for an early adoption of the euro.
However, the strategy was also to exit the ERM II as soon as possible, after just mandatory
two years' participation, by adopting the euro.
The second milestone, another decisive moment in the run-up to the euro adoption was a
surprisingly fast entry of Slovenia in the ERM II (together with Estonia and Lithuania), in
June 2004, almost immediately, less than two months after the EU accession. This was in fact
much earlier than at the end of 2004, as was beforehand officially announced in Slovenia.
Such an early entry in the ERM II was important, since it enabled the adoption of the euro
already at the beginning of 2007. If the entry in the ERM II was postponed and delayed
1
2

Banka Slovenije in Vlada Republike Slovenije (2003).
For a critical assessment of the ERM II and the Maastricht exchange rate criterion see Lavrac (2008a), Ch.9.
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towards the end of 2004, the euro for just administrative reasons could not be adopted before
2008. Although this is not a formal rule, in practice the entry in the EMU and adoption of the
euro (probably for fiscal and statistical reasons) in practice always happens on 1 January, and
not sometime within a year. Anyway, quick inclusion of the three best prepared new EU
member states in the ERM II could be interpreted as an indication that the European
Commission and the ECB actually meant to allow an early inclusion of the new member
states in the EMU, if only they could demonstrate sufficient readiness in terms of meeting the
Maastricht convergence criteria.
Participation of Slovenia in the ERM II in the required two-year period was surprisingly
smooth, the market exchange rate remained extremely close to the central rate and there were
no tensions on the foreign exchange market, so that Slovenia fulfilled the Maastricht
exchange rate stability convergence criterion at the time of assessment without any problems.
It could be argued that Slovenia’s successful experience in the ERM II was the result of a
combination of “wisdom and luck”, the right choice of macroeconomic policy measures and
favorable domestic and external circumstances. This of course does not mean that in the
future, in the period of other new member countries’ participation in the ERM II, the built-in
instability of this exchange rate mechanism would not cause serious problems.
It should be reminded that Slovenia was also exposed to some risks in its run-up to the euro
adoption3. In the period before the end of 2005 Slovenia was more or less on the verge of
meeting the Maastricht convergence criterion on inflation which was the only one unfulfilled
yet. At that time the process of disinflation in Slovenia speeded up, while the reference value
of this convergence criterion – due mostly to oil price increases - increased somewhat, so that
Slovenia met the inflation convergence criterion even earlier (in November 2005) than
expected (it was officially planned that the inflation convergence criterion would be fulfilled
sometime in the spring of 2006). This led to a change in Slovenia’s attitude towards the
desired timing of the assessment of its compliance with the Maastricht criteria. Before it was
in Slovenia’s interest that the Convergence reports would be prepared as late as possible (as
usually in October), so that Slovenia would have enough time to meet the convergence
criterion on inflation. Afterwards it was just the opposite, Slovenia’s interest became that the
Convergence reports would be prepared as soon as possible, while Slovenia would still with
certainty meet the convergence criterion on inflation. With this in mind, Slovenia asked for an
earlier individual convergence report on its fulfillment of the Maastricht convergence criteria.
For Slovenia, a lucky coincidence was that the EU was also in favor of an earlier individual
Convergence report for this country. As it was estimated that Slovenia would most likely be
assessed as complying with all the Maastricht convergence criteria, it was also in the interest
of the EU to give Slovenia enough time for the demanding technical preparations before the
introduction of the euro.
In our view, this was the third milestone, the last decisive moment on the Slovenia’s path to
an early euro adoption. As it was believed that Slovenia complied with all the Maastricht
convergence criteria and that the assessment would definitely be favorable, the European
Commission and the ECB responded positively to Slovenia’s initiative and prepared their
Convergence reports already in May 2006. Not surprisingly, both reports4 for Slovenia were
positive. The conclusion was that Slovenia fulfilled all Maastricht convergence criteria and
was ready for the inclusion in the EMU. Based on this recommendation in the next two
3

Detailed analysis of economic policies in Slovenia before and after its inclusion in the ERM II can be found in
Bole and Mramor (2006).
4
European Commission (2006a), European Central Bank (2006).
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months, in June and July, political acceptance to the euro area was confirmed for Slovenia in
relevant EU institutions. On 1 January, 2007 Slovenia became the thirteenth member of the
EMU, as the first and until 2008 the only country adopting the euro among the new EU
member states.
Why Slovenia succeeded in the early adoption of the euro and others candidates failed? Or, to
put it differently, in what way the Slovenian path to the euro adoption, which later turned out
to be a success, was specific, different from the others?
o In Slovenia, throughout the period of preparations for the inclusion in the EMU,
economic policies were focused on sustaining main macroeconomic stability, such as
(at least relative) fiscal and balance-of-payments equilibrium.
o Gradualist approach to transition which implies a successive and patient longer-term
process of structural reforms (instead of the so-called “big bang” approach of quick
and radical economic reforms), as the main characteristic of Slovenia’s transition
process, was often criticized by international institutions, but in the specific Slovenian
circumstances obviously worked well.
o Project of the inclusion in the EMU and adoption of the euro in Slovenia had a wide
support among the most important political parties as well as in the public. According
to public opinion surveys, the support to the adoption of the euro was in Slovenia
constantly among the highest, if not the highest. The project of the euro adoption was
also supported by the social pact, i.e. by the labor unions and income policies. The
program of inclusion in the euro area which was initiated by the preceding government
was taken over and continued by the new government that came into power in 2004.
In short, the euro adoption was an overall national project which united Slovenians
rather than separated them, as had been the case with some other major national
economic programs.
o After the adoption in 2003 of the program for the inclusion in the ERM II and
adoption of the euro, an early adoption of the euro became the key priority in the
conduct and co-ordination of economic policies. All economic policy measures,
including key longer-term structural reforms, were first judged from the point of view
of the timely fulfillment of the Maastricht convergence criteria and of enabling the
planned euro adoption at the beginning of 2007.
o Decision for an early inclusion in the EMU and in particular a firm target date of the
euro adoption on January 1, 2007 were accepted by the markets and, more generally,
by economic agents, as realistic and credible. This assessment positively influenced
inflationary expectations and resulted in the lowering of the inflation rate which led to
the timely fulfillment of the Maastricht convergence criterion on inflation, as the only
serious hurdle in Slovenia’s run-up to the euro adoption.
With the advantage of hindsight it can be concluded that the chosen way towards the euro
adoption in Slovenia was broadly speaking the right one for this country. This can be argued
since Slovenia succeeded in joining the euro area in the theoretically shortest possible time
after its accession to the EU. Slovenia along with the other new member states joined the EU
in May 2004 and considering the fact that after the EU accession a country has to participate
for at least two years in the ERM II, as well as the fact that according to an unwritten rule the
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inclusion in the euro area always takes place at the beginning of the year, the first
theoretically possible date for the adoption of the euro for the new EU member states was 1
January, 2007.
Project of the inclusion in the EMU and of the adoption of the euro in Slovenia was well
prepared and executed which has finally been proven by the result, successful and rapid
inclusion in the euro area. The introduction of the euro was technically very smooth and
people quickly got used to its practical use, although the mental switchover to the euro is
naturally going to be a longer-term process. In spite of expectations of the possible price
increases as a result of the adoption of the euro, these fears failed to be realized. Price
increases due to the euro adoption have not been of an important magnitude5. The story is
similar to that of the other euro-area countries. People felt price increases, while official
statistics did not detect and record them. Price increases were in fact concentrated only in
certain groups of expenses, particularly some goods and services which are more visible in the
everyday life so that people are more sensitive to their price developments.

THE IMPACT OF THE GLOBAL CRISIS ON THE DYNAMICS OF
EURO AREA ENLARGEMENT
Global financial crisis has shifted the ratio between benefits and costs of the membership in
the EMU. It has undoubtedly increased the attractiveness of the participation in the euro area,
which accordingly resulted in speeding up the plans of joining the euro area in those new EU
countries, which have not yet adopted the euro. However, perspectives of the enlargement of
the euro area in the nearer future remain for the moment uncertain. There are several issues to
be discussed here: First, the readiness and ability of the euro candidate countries to meet the
Maastricht convergence criteria in the light of the crisis, second, the willingness of the present
euro area members to admit newcomers at times of tensions and uncertainty, and third, the
willingness of the EU to adjust the Maastricht convergence criteria to the new circumstances,
in order to allow for an earlier enlargement of the euro area. At the moment both scenarios
seem equally possible: That the inclusion of the new members in the euro area would be
speeded up or postponed.
The global financial crisis has changed both benefits and costs of the EMU membership. It
could be argued that it increased both, but an overall balance is that benefits have increased
more. This resulted in the increased attractiveness of the participation in the euro area at times
of crisis. Although it is of course clear that the single currency can not protect countries from
the main consequences of the crisis (credit crunch, recession and unemployment), it can
protect them from additional problems, related to the existence of their own national
currencies. The main advantage of being in the euro area is exactly in sharing the single
currency, or, to put it differently, in giving up the national currency. Euro area countries do
not anymore have their national currencies and the exchange rates which the speculative
capital could attack. The main channels6 through which the euro as the single currency
protects euro area countries from the negative consequences of the crisis are the following:
- prevention from speculative attacks against national currencies,
- prevention from having to change the interest rates in the wrong direction,
5

It is officially estimated that the adoption of the euro in Slovenia contributed around 0.3 % points to the
inflation rate (Banka Slovenije, 2007; see also Urad RS za makroekonomske analize in razvoj (2007).
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These channels are analysed in more detail in Lavrac (2008b).
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prevention from major shifts in the currency structures of portfolios,
the use of the euro as the second most important world currency,
easier access to financing on the international financial markets,
easier access to financial support from the EU and EMU.

On the other hand, possible drawbacks from the euro area participation at times of crisis could
be an easier contagion, due to deeper integration in the euro area financial markets, and the
loss of flexibility of adjustment mechanisms7 (loss of the interest rate and exchange rate
instruments) to deal with the impact of the crisis. However, this may be an argument for the
large countries, but not for the small open economies, such as those of the new EU member
countries.
Global financial crisis will have an impact on the dynamics of inclusion in the euro area of
those new EU members, which have not yet adopted the euro. Although their individual
positions are different, it can be generalized that most likely they will not be in a position to
adopt the euro in the next couple of years, simply because they will not be able to meet the
Maastricht convergence criteria in the near future. Some have problems with inflation, others
with their fiscal positions, which will undoubtedly worsen during the crisis, and some with
both. Some have problems with sustaining their currency boards, while others will have
problems with their future participation in the ERM II. This inherently unstable exchange rate
mechanism might prove to be particularly dangerous at times of crisis-induced volatility. It
seems that the strategy is to delay the ERM II entry to »T-2«, just two years before their
planned inclusion in the EMU. Since at the moment the planned date of the euro adoption is
for most of these countries not known, it is equally hard to define the optimal timing of their
entry in the ERM II.
Most of these countries as the consequence of the crisis want to speed up the accession to the
EMU and the adoption of the euro. The European Commission and the ECB would on the one
hand want to speed up the euro area enlargement, in order to better protect these countries
from the consequences of the crisis. EU would have to help them anyway, even if they
remained outside the euro area. On the other hand, at times of crises the euro area countries
would be probably reluctant to accept new – supposing more problematic - members and to
assume additional responsibilities, burdens and risks, as they already have enough problems
with themselves. Which of the views will prevail is at this moment hard to predict, it depends
on the depth and duration of the present crisis. However, the pessimistic scenario seems
perhaps more likely.
Even if the EU wanted to help the euro candidates by softening the Maastricht convergence
criteria, this would be against the principle of equal treatment of the old and new EMU
members. Also, even if assuming political willingness, convergence criteria are part of the EU
Treaty, and can be changed only by complicated and lengthy procedures. Before such changes
could become operational, the crisis would hopefully already be over. However, the EU so far
explicitly rejected the ideas for any softening of the Maastricht convergence requirements
(which so far have concentrated only on one aspect – shortening of the period of participation
in the ERM II).

7
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What is left for the new EU countries which have not adopted the euro yet? One possibility is
the unilateral euroization, which is a short cut to the adoption of the euro, as it avoids the need
to meet the Maastricht convergence criteria. It can be expected that in the circumstances of
the crisis the ideas for unilateral euroization will intensify in these countries, although the
European Commission is strongly against this solution, for various economic, legalistic and
political reasons. On the other hand, the crisis is exactly an argument, upon which these
countries can build their case for the unilateral euroization. The crisis calls for quick
solutions, which the regular path via Maastricht criteria does not enable. An additional
argument could be that some of the unstable or potentially crisis-prone areas (Kosovo,
Montenegro) were allowed such solution and were even actively supported by the EU in their
euro adoption.

PERSPECTIVES OF EURO AREA ENLARGEMENT AFTER THE
GLOBAL CRISIS
Before the introduction of the EMU, the European Commission’s views on the dynamics of
inclusion of the candidate countries in the mechanisms of the European monetary integration
have not been much elaborated yet. It was simply too early for them to have a strong opinion
on the subject or even to seriously consider the issue. Only after the creation of the EMU and
introduction of the euro in 1999, the European Commission successively formulated its
strategy towards dynamics of inclusion of the candidate countries in the EMU. For the next
couple of years it was characteristic that the European Commission was not in favor of an
early inclusion of the candidate countries in the EMU. In fact it was even not in favor of their
early entry in the ERM II, shortly after their membership in the EU. Various pessimistic
messages and negative signal were sent to these countries concerning expected speed of their
entry in the ERM II and in the EMU. The European Commission warned them of their
transition-specific differences, claiming they should concentrate on meeting the Copenhagen
criteria for the accession to the EU, rather than focus on complying with the Maastricht
criteria for joining the EMU. Beside nominal convergence, embodied in the Maastricht
convergence criteria, they were also reminded to pay attention to the so-called real
convergence, catching-up with the EU countries in their economic development. This gave
rise to an interesting academic debate: Is the similarity in the level of economic development
a necessary precondition for a successful participation in a monetary union? If this was true,
the candidate countries would have to wait for decades in front of the door of the EMU and
the European Commission would have strong arguments for delaying their ambitions for an
early entry in the EMU, even in case they succeeded in fulfilling the Maastricht convergence
criteria relatively soon after their accession to the EU.
Approximately in the period 2003-2005 a shift in the European Commission’s views on the
dynamics of inclusion of the candidate countries in the EMU could be noticed. Instead of a
reluctant attitude, a more neutral approach could be detected concerning an early entry of the
candidate countries in the euro area. It could be concluded that the European Commission
actually would not prevent quick inclusion of new members in the euro-zone if they
succeeded in fulfilling the Maastricht convergence criteria on a healthy and sustainable basis.
It was also to be understood that the new countries would actually join the EMU according to
their individual readiness, and not jointly as a group. Those candidate countries which would
be best prepared, should go first, without having to wait for the other less prepared candidates.
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This approach was actually adopted, as Slovenia, was the first euro candidate country to be
treated individually when assessed for its readiness to adopt the euro. This individual
approach was in fact the basis for Slovenia's request for an individual early assessment of its
fulfillment of the Maastricht convergence criteria.
Later on, it could be noticed that the emphasis shifted particularly to the issue of sustainability
of compliance with the nominal convergence criteria, while the issue of real convergence
seemed to become less pronounced. The concept of »sustainability« of the nominal
convergence was a rather ambiguous issue. The underlying idea was rightly to expect that the
candidates would not just concentrate on meeting the Maastricht convergence criteria at the
time of the assessment, but also be able to sustain them in the future. There are a couple of
problems here. First, how to define and measure sustainability and, particularly, how to
enforce future sustainability of the nominal convergence? Second, euro area countries, once in
the EMU, actually do not always comply with the individual Maastricht criteria, but in many
cases breach them, without being seriously sanctioned.
Presently, in the circumstances of global crisis, the views of the European Commission and
the ECB can be interpreted as saying that the residual euro candidate countries are not yet
ready to join the EMU, and furthermore, will not be ready to join it even in at least the next
few years. Concerning the timing of their ERM II entry, these European institutions are at the
moment less explicit, but is seems that they are not exactly putting pressure on the euro
candidate countries to join the ERM II as soon as possible. It is quite understandable that, at
least for the countries with floating exchange rates, at times of turbulences in foreign
exchange markets, joining the ERM II might be a rather risky option.
The ongoing financial crisis has seriously shaken the fundamentals of the global financial
system. It is more than clear that the global financial architecture will have to be rearranged or
even basically reconstructed8. This involves redefining the roles of the main international
players, such as the IMF, World Bank, BIS and many other international institutions, as well
as the national key players in the financial markets (central banks, ministries of finance,
banks, other financial institutions, etc.). In terms of substance, the financial sector will be as
the result changed in its quantitative and qualitative dimensions. Among main issues to be
redefined are national and international regulation and supervision, financial instruments
(such as derivatives), moral hazard issues in the financial sector and many others. At this
moment it is still hard to say in which directions these changes will finally go.
The crisis itself is not responsible for the concentric monetary structure of Europe; however,
the impact of the crisis causes additional concerns in this respect. There are several »levels«
of monetary integration in Europe at the moment. First, the euro area countries, which seem to
be best protected against the crisis, due to the single currency, easier access to finance on the
financial markets and support and solidarity among themselves and from the ECB. Second
level is the euro candidate countries which participate in the ERM II. On the one hand, they
are perhaps in the most vulnerable position, since they are exposed to inherent instability of
this exchange rate mechanism, which is particularly dangerous at times of increased financial
volatility and uncertainty in the financial and exchange rate markets. However, as most of
them apply the system of a fixed exchange rate in the form of a currency board, they seem
somehow protected from the exchange rate instability at least in the short-term. Here, the
question is if they can sustain the unchanged parity of the currency board in the circumstances
8

This will also include some changes in the governance structure of the EMU (see European Commission,
2008).
10

of economic and financial instabilities, which call for testing their willingness and ability to
sustain the parity of the currency board. There is also the question whether the ERM II
countries will have a better treatment in terms of solidarity and support than the other euro
candidate countries outside the ERM II, which are at the moment due to their flexible
exchange rate systems obviously even more exposed and vulnerable. These countries form the
third circle of the EU countries. Although they are less than the first two groups of countries
the responsibility of the ECB, they are at the moment the least stable ones. Their instability
has a feedback impact on the stability of the overall euro area and the EU, so the ECB and the
European Commission (or the national states behind it) have to support them financially,
whether they like it or not. There is a certain division of tasks here between the European
institutions and the IMF. While the ECB is directly in charge of the euro area countries, and
the European Commission of all the EU countries, the IMF focuses on supporting those
among the EU members, which are not yet part of the euro area (both participants and nonparticipants in the ERM II). The fourth circle are the non-EU countries, EU candidate
countries and other potential future EU member countries which the EU also has to support,
in order to prevent contagion from their vulnerabilities and possible collapse to other EU
countries. At the moment, the approach and organization of various levels of engagement and
support to these different levels of monetarily integrated EU countries seems rather ad hoc
and not based on a clear strategy and firmly established rules.
There is a certain paradox in the discussion on the enlargement of the euro area at the
moment. On the one hand, the crisis calls for a rapid inclusion of the euro candidate countries
in the euro area. On the other hand, in the circumstances of ongoing crisis, this seems rather
risky, both from the point of view of the euro candidates themselves and from the point of
view of the incumbent members of the euro area. The latter are preoccupied with their own
problems and are unwilling to take additional risks and responsibilities. The former are in a
situation where it has actually become difficult to prepare a rational strategy on the timing of
the euro adoption. It is not just the fact that concentrating on preparing the strategy of joining
the euro area diverts political and administrative attention from the currently more pressing
issues of »survival« in the crisis. The other, more demanding issue is how their national
strategies of the inclusion in the euro area should be adjusted to the realities of the new
circumstances.
It is not difficult to agree upon the fact that the attractiveness of the euro area has increased
after the outburst of the global financial crisis, which by itself speaks strongly in favor of an
earlier adoption of the euro, in fact as soon as possible. But for the euro candidate countries,
at the moment there are also considerable risks involved in their attempts to speed up the
process.
Trying to meet the Maastricht convergence criteria hastily, as soon as possible, may at times
of crisis be self-defeating. The fiscal needs will increase significantly due to the crisis, so
trying to keep them within the limits of Maastricht (and/or SGP) benchmark would be not just
very demanding, but also very costly in terms of flexibility of counter-crisis measures and
social stability in the country. Fiscal expansion which the crisis measures will require will
also result in their worsened public debt figures. Inflation rates, although now due to the crises
generally low, might increase in the near future, shortly after the crisis, as current monetary
measures worldwide contain the seeds of the future price increases. However, according to the
Maastricht rules, their relative performance regarding inflation will be crucial.
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The ERM II entry is a kind of »Catch 22« issue, at least for those euro candidates with the
floating exchange rate systems. Theoretically, optimal strategy would be to enter the ERM II
just two years before the planned inclusion in the euro area, i.e. when a country can assume
that all other Maastricht convergence criteria would be met. The other side of the same
strategy is of course to exit this exchange rate mechanism as soon as possible, i.e. after just
two years, by adopting the euro. But in practice, in the current circumstances it is very
difficult for these countries to have a firm plan of joining the euro area – the fixed date of the
euro adoption. If they wait and see and stay out of the ERM II, they are actually prolonging
the time of their euro adoption. If they jump in the water and enter the ERM II, they will get
exposed to its volatilities and remain particularly vulnerable in the interim period before the
adoption of the euro. As the timing of their euro adoption is not guaranteed, they can for an
indefinite time remain caught in the ERM II without being able to adopt the euro, which
might be the worst of all possible outcomes. The conclusion is that obviously at this time it is
extremely difficult to prepare a rational, sound and safe strategy regarding the timing of the
entry in the ERM II and the euro area. There are simply too many uncertainties, both
externally and internally, at the moment.
Probably, in the last instance there is not much that the euro candidates can do by themselves
at the moment to speed up their euro adoption, at least if they want to keep on playing by the
Maastricht rules. They will have to be supported also (or mostly) from the outside, by the
relevant European political players and institutions, including by incumbent countries.

CONCLUSIONS
Even before the outburst of the crisis, national EMU goals of the euro candidate countries
turned out to be rather unsustainable. This can be seen from the fact that in some of these
countries, the plans of their euro adoption have been postponed, even in some cases several
times, and from the fact, that some of them at this moment even do not dare to come up with a
clear strategy on the dynamics of their inclusion in the euro area, which would include also
the target date of the euro adoption. The main problems are their insufficient results in
meeting the Maastricht convergence criteria. Some of them had prevailing problems with
inflation, others with fiscal deficits (or both) and some have not yet joined the ERM II.
Changing realities after the outbreak of the crisis even made matters much worse. If anything,
the Maastricht criteria will be harder to achieve, while the early membership in the euro area
is a more pressing objective. As discussed above, in the circumstances of the crisis it is
extremely difficult even to prepare a rational strategy on the timing of the euro adoption. At
this moment it is also difficult to say which of the currently adopted regimes (currency
boards, floating exchange rates with inflation targeting etc.) is more adequate in the sense of
bringing individual countries closer to the euro adoption.
There are probable just two main lines of what can be done in order to speed up the inclusion
of the euro candidate countries in the euro area. The first is in the hands of the European
Commission and the ECB. They should first agree that it is in the overall interest of the EU as
a whole to speed up the dynamics of the euro area enlargement. Instability of the euro
candidate countries is not in anybody's interest, and these countries will have to be financially
supported anyway. In this light, Maastricht criteria – if not rules, than their interpretation –
should be softened in order to adjust them to new circumstances. Throughout the world, many
present rules have been changed, abandoned or made more flexible. Maastricht inflation
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criterion should be reviewed in its »three best performing« benchmark, fiscal deficit criterion
should be changed from the present absolute benchmark to an average (or something like
»three best performing ones«) and there are many technical details which could be changed in
the Maastricht exchange rate stability criterion (rules and interpretations of the ERM II and
their application in the exchange rate stability assessment).
At the moment, most of the ideas concentrated on the ERM II rules, concretely, that the
required time spent in this interim exchange rate mechanisms before the euro adoption should
be shortened from two years to a year or even less. However, for the moment the European
Commission and the ECB showed no understanding for any change in the rules in the
direction of their increased flexibility, including for the duration of the mandatory
participation in the ERM II. The argument is that in present unstable times any changes in the
rules would just lead to more instability, which would in the last instance hurt back the euro
candidate countries themselves. To conclude, the perspective for any softening of the
Maastricht criteria seem at the moment very week.
The second line of action is in the hands of the euro candidate countries themselves. They
could revive the idea of unilateral euroization as a way to speed up their euro adoption. In this
case they would simply bypass the EU rules and altogether avoid the need for meeting the
Maastricht convergence criteria. Technically, this step is not extremely difficult and can be
prepared in a relatively short time. The European Commission and the ECB are strongly
against the ideas of unilateral euroization, but in case that some euro candidate countries
actually decided for it, they could not do much about it. However, such countries would risk
some possible retaliation of the EU institutions somewhere along the way. The argument for
the unilateral euroization can be that the crisis is the situation of emergency, which calls for
urgent, quick and decisive steps. If in the pre-crisis time euroization was allowed to some
problematic regions (Kosovo, Montenegro), just to prevent their further instability, the same
argument could now be applied for the present euro candidate countries.
There is also a sensitive political issue involved in this discussion. If all the euro candidate
countries joined their forces and acted unanimously, it would be easier for them to defend
their arguments. However, some of them are more and some less vulnerable to the impact of
the global crises, so not all of them are willing to be seen as being in the same boat. As this
seems to be the case, the consensual approach is not very likely, which makes individual
countries' arguments for unilateral euroization much weaker.
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Appendix: Economic Convergence in Slovenia before the Euro Adoption
Yearly data, 1999-2007
HICP (EU harmonized inflation index)
Budget deficit/surplus - % of GDP (general government budget balance)
General government gross debt, % of GDP
Long-term interest rates (10-year government bonds) – end of year
Exchange rate - % change against the Euro

1999
6,1
-0,6
22,2
-4,6

2000

-5,6

2001
8,6
-1,3
24,8
-5,6

2002
7,5
-2,8
25,6
-4,0

2003
5,7
-1,3
24,5
6,4
-3,2

8,9
-1,2
22,9
-

2004
3,7
-1,3
24,7
4,7
-2,2

2005
2,5
-1,0
24,3
3,8
-0,3

2006
2,5
-0,8
23,7
3,9
0,0

2007
3,8
0,3
21,5
4,5
0,0

Price level compared to the EU average (Eurostat)
GDP per capita at PPS as % of EU average (Eurostat)

74,1
80,6

72,8
79,8

73,9
79,7

74,4
82,3

76,2
83,4

75,5
86,4

76,0
87,4

76,8
87,6

77,8
89,2

GDP growth
Employment rate (15-64)
Export growth
Current account - % of GDP
FDI - % of GDP
FDI from EU countries - % of FDI
Gros external debt (private + public) - % of GDP
Net external debt (private + public) - % of GDP
Trade with EU countries, % of total (exports)
Trade with EU countries, % of total (imports)

5,4
62,2
-0,3
-4,0
0,6

4,4
62,8
18,2
-3,2
0,8

4,0
63,4
5,9
1,1
7,4
81,7
49,8
-11,0
59,3
68,0

2,8
62,6
2,9
-0,8
1,1
70,1
52,7
-6,8
67,0
75,6

4,3
65,3
13,3
-2,7
2,5
73,9
56,7
-3,3
66,0
79,5

4,3
66,0
12,6
-1,7
1,6
75,6
71,4
3,2
67,9
80,9

5,9
66,6
16,4
-2,5
1,7
77,8
77,6
10,9
70,2
81,2

6,8
67,8
15,8
-4,2
3,0
83,2
100,8
18,0
70,6
78,9

14,3
6,4
10,6
8,7

13,9
11,3
6,5
6,9

19,7
10,5
7,6
4,7

21,4
9,0
8,1
3,6

25,2
4,0
-7,7
4,3

Bank credit growth (% change)
M1 (% change)
M3 (% change)
Interbank interest rates, monthly averages for the corrersponding year
Share of deposits and credits denominated in Euro
EU banks ownership of local banks, % of total assets
Stock market index - % change

47,7
1,9
66,1
68,9

51,4
4,3
63,9
67,8

2,8
63,8
9,0
0,2
2,0
87,1
50,3
-6,9
62,2
67,6

19,2
17,9
10,2
8,6

16,9
9,3
17,2
10,9

17,6
29,0
29,4
10,9

-

-

-

5,9

0,1

15

34,7

36,0

36,2

20,8
22,8
-12,0
4,0
38,7

55,2

17,7

24,7

-5,6

-

19,0

-

-

-

40,1

41,6

37,9

78,1

PUBLISHED PAPERS IN THE SERIES
1.

Lado Rupnik: THE NEW TAX SYSTEM IN SLOVENIA, IER, Ljubljana, 1993, 16 p.

2.

Franc Kuzmin: SOME DILEMMAS IN THE THEORY OF COST-PUSH INFLATION –
SLOVENIAN CASE, IER, Ljubljana, 1993, 17 p.

3.
4.

Miroslav Glas: SLOVENE SMALL BUSINESS, IER, Ljubljana, 1993, 26 p.
Tine Stanovnik: SOCIAL SECURITY IN SLOVENIA, IER, Ljubljana, 1993, 14 p.

5.

Peter Stanovnik, Ivo Banič: THE ROLE OF FDIs IN SLOVENIA'S ECONOMIC DEVELOPMENT,
IER, Ljubljana, 1993, 13 p.

6.

Vladimir Lavrač: THE ADJUSTMENT OF THE SLOVENIAN MONETARY SYSTEM TO THE

7.

EUROPEAN MONETARY INTEGRATION PROCESS, IER, Ljubljana, 1993, 14 p.
Andrej Kumar: EUROPEAN INTEGRATION – REALITY OR A DREAM?, IER, Ljubljana, 1994,

8.

20 p.
Frančiška Logar, Danica Zorko: UPSWING OF TOURISM IN SLOVENIA, IER, Ljubljana, 1994, 23 p.

9.

Milena Bevc: EDUCATIONAL CAPITAL IN SLOVENIA IN THE EARLY 90s, IER, Ljubljana, 1994,
28 p.

10.

Franc Kuzmin: THE MAIN CHARACTERISTICS OF SLOVENE LABOUR MARKET DURING

11.

TRANSITION PERIOD – THE PROBLEM OF UNEMPLOYMENT, IER, Ljubljana, 1994, 9 p.
Emil Erjavec, Miroslav Rednak, Jernej Turk: THE MAIN ISSUES INVOLVED IN THE ECONOMIC

12.

TRANSITION OF SLOVENE AGRICULTURE, IER, Ljubljana, 1994, 16 p.
Stanka Kukar: THE HIDDEN ECONOMY AND THE LABOUR MARKET IN SLOVENIA IN THE

13.

PERIOD OF TRANSITION, IER, Ljubljana, 1994, 16 p.
Milan Lapornik, Peter Stanovnik: INDUSTRIAL AND ENTERPRISE RESTRUCTURING IN
SLOVENIA, IER, Ljubljana, 1995, 24 p.

14.

Vladimir Lavrač: COMMON CAPITAL MARKET OF CEFTA COUNTRIES – A POSSIBLE WAY
OF DEEPENING CEFTA, IER, Ljubljana, 1997, 15 p.

15.
16.

Valentina Prevolnik: HEALTH CARE REFORM IN SLOVENIA, IER, Ljubljana, 1997, 17 p.
Tine Stanovnik: THE TAX SYSTEM AND TAX REFORM IN SLOVENIA, IER, Ljubljana, 1997,
16 p.

WORKING PAPERS
1.

Vladimir Lavrač: EXCHANGE RATE OF THE SLOVENIAN TOLAR IN THE CONTEXT OF

2.

SLOVENIA'S INCLUSION IN THE EU AND IN THE EMU, IER, Ljubljana, 1999, 18 p.
Tine Stanovnik, Nada Stropnik: ECONOMIC WELL-BEING OF THE ELDERLY AND PENSION

3.

REFORM IN SLOVENIA, IER, Ljubljana, 1999, 34 p.
Marjan Simončič, Franc Kuzmin: MACROECONOMIC EFFECTS OF THE PENSION REFORM IN

4.

SLOVENIA, IER, Ljubljana, 1999, 26 p.
Jože Pavlič Damijan: EFFICIENCY OF FREE TRADE AGREEMENTS: DID THE REDUCTION

5.

OF TRADE BARRIERS HAVE ANY EFFECT ON INCREASING TRADE BETWEEN
SLOVENIA AND THE CEFTA COUNTRIES?, IER, Ljubljana, 1999, 18 p.
Boris Majcen: SECTOR PERFORMANCE IN THE SLOVENE ECONOMY: WINNERS AND

6.

LOSERS OF EU INTEGRATION, IER, Ljubljana, 2000, 37 p. + appendix
Peter Stanovnik, Art Kovačič: SOME QUESTIONS OF THE

INTERNATIONAL

COMPETITIVENESS OF NATIONAL ECONOMIES WITH EMPHASIS ON SLOVENIA, IER,
Ljubljana, 2000, 24 p.
7.

Janez Bešter: TAKEOVER THEORIES AND PREDICTION MODELS – THE CASE OF

8.

SLOVENIAN PRIVATISED COMPANIES, IER, Ljubljana, 2000, 16 p.
Jeffrey David Turk, Hedvika Usenik: BUYER SUPPLIER RELATIONSHIPS

IN

THE

ENGINEERING INDUSTRIES IN SLOVENIA AND COMPARISONS WITH HUNGARY, IER,
Ljubljana, 2000, 22 p.
9.

Jože Pavlič Damijan, Boris Majcen: TRADE REORIENTATION, FIRM PERFORMANCE AND
RESTRUCTURING OF SLOVENIAN MANUFACTURING SECTOR, IER, Ljubljana, 2001, 16 p.

10.

Jože Pavlič Damijan, Boris Majcen, Matija Rojec, Mark Knell: THE ROLE OF FDI, R&D

11.

ACCUMULATION AND TRADE IN TRANSFERRING TECHNOLOGY TO TRANSITION
COUNTRIES: EVIDENCE FROM FIRM PANEL DATA FOR EIGHT TRANSITION
COUNTRIES, IER, Ljubljana, 2001, 26 p.
Matija Rojec, Jože Pavlič Damijan, Boris Majcen: EXPORT PROPENSITY OF ESTONIAN AND
SLOVENIAN MANUFACTURING FIRMS: DOES FOREIGN OWNERSHIP MATTER?, IER,
Ljubljana 2001, 22 p.

12.

Nevenka Hrovatin, Sonja Uršič: THE DETERMINANTS OF FIRM PERFORMANCE AFTER

13.

OWNERSHIP TRANSFORMATION IN SLOVENIA, IER, Ljubljana, 2001, 21 p.
Vladimir Lavrač, Tina Žumer: EXCHANGE RATE ARRANGEMENTS OF ACCESSION
COUNTRIES IN THEIR RUN-UP TO EMU: NOMINAL CONVERGENCE, REAL
CONVERGENCE AND OPTIMUM CURRENCY AREA CRITERIA, IER, Ljubljana, 2002, 35 p.

14.

Vladimir Lavrač: MONETARY, FISCAL AND EXCHANGE RATE POLICIES FROM THE
VIEWPOINT OF THE ENLARGEMENT OF THE EUROZONE: SURVEY OF THE
LITERATURE, IER, Ljubljana, 2002, 21 p.

15.

Jože Pavlič Damijan, Črt Kostevc: THE EMERGING ECONOMIC GEOGRAPHY IN SLOVENIA,
IER, Ljubljana 2002, 30 p.

16.

Boris Majcen: THE EFFECTS OF FOREIGN TRADE LIBERALIZATION AND FINANCIAL
FLOWS BETWEEN SLOVENIA AND EU AFTER THE ACCESSION, IER, Ljubljana 2002, 33 p.

17.

Jože Pavlič Damijan, Mark Knell, Boris Majcen, Matija Rojec: TECHNOLOGY TRANSFER
THROUGH FDI IN TOP-10 TRANSITION COUNTRIES: HOW IMPORTANT ARE DIRECT
EFFECTS, HORIZONTAL AND VERTICAL SPILLOVERS?, IER, Ljubljana, 2003, 23 p + appendix

18.

Jože Pavlič Damijan, Črt Kostevc: THE IMPACT OF EUROPEAN INTEGRATION ON
ADJUSTMENT PATTERN OF REGIONAL WAGES IN TRANSITION COUNTRIES: TESTING
COMPETITIVE ECONOMIC GEOGRAPHY MODELS, IER, Ljubljana, 2003, 27 p.

19.
20.

Vladimir Lavrač: ERM 2 STRATEGY FOR ACCESSION COUNTRIES, IER, Ljubljana, 2003, 21 p.
Renata Slabe Erker: ENVIRONMENTAL SUSTAINABILITY IN SLOVENIA, IER, Ljubljana, 2003,

21.

25 p.
Tine Stanovnik,

Miroslav

Verbič:

PERCEPTION

OF

INCOME

SATISFACTION

AND

SATISFACTION WITH THE QUALITY OF LIVING; AN ANALYSIS OF SLOVENIAN
HOUSEHOLDS, IER, Ljubljana, 2003, 18 p.
22. Vladimir Lavrač: FULFILLMENT OF MAASTRICHT CONVERGENCE CRITERIA FOR
SLOVENIA AND OTHER ACCEDING COUNTRIES. IER, Ljubljana, 2004, 15 p.
23. Janez Bešter: ANATOMY OF A POST-MERGER INTEGRATION: THE CASE OF SLOVENIA.
IER, Ljubljana, 2004, 21 p.
24. Miroslav Verbič: ECONOMETRIC ESTIMATION OF PARAMETERS OF PRESERVATION OF
PERISHABLE GOODS IN COLD LOGISTIC CHAINS. IER, Ljubljana, 2004, 33 p.
25. Egbert L. W. Jongen: AN ANALYSIS OF PAST AND FUTURE GDP GROWTH IN SLOVENIA.
IER, Ljubljana, 2004, 42 p.
26.

Egbert L. W. Jongen: FUTURE GDP GROWTH IN SLOVENIA: LOOKING FOR ROOM FOR
IMPROVEMENT. IER, Ljubljana, 2004, 37 p.

27.

Peter Stanovnik, Marko Kos: TECHNOLOGY FORESIGHT IN SLOVENIA. IER, Ljubljana, 2005,
22 p.

28. Art Kovačič: COMPETITIVENESS AS A SOURCE OF DEVELOPMENT. IER, Ljubljana, 2005, 25 p.
29.

Miroslav Verbič, Boris Majcen, Renger van Nieuwkoop: SUSTAINABILITY OF THE SLOVENIAN
PENSION SYSTEM: An ayalysis with an overlapping-generations General Equilibrium Model. IER,
Ljubljana, 2005. 24 p.

30.

Miroslav Verbič: AN ANALYSIS OF THE SLOVENIAN ECONOMY WITH A QUARTERLY
ECONOMETRIC MODEL. IER, Ljubljana, 2006. 26 p.

31.

Vladimir Lavrač, Boris Majcen: ECONOMIC ISSUES OF SLOVENIA'S ACCESSION TO THE EU.
IER, Ljubljana, 2006. 37 p.

32.

Miroslav Verbič, Renata Slabe Erker: ECONOMIC VALUATION OF ENVIRONMENTAL VALUES
OF THE LANDSCAPE DEVELOPMENT AND PROTECTION AREA OF VOLČJI POTOK. IER,
Ljubljana, 2007. 28.p.

33.

Boris Majcen, Miroslav Verbič. MODELLING THE PENSION SYSTEM IN AN OVERLAPINGGENERATIONS GENERAL EQUILIBRIUM FRAMEWORK. IER, Ljubljana, 2007. 37 p.

34.

Boris Majcen, Miroslav Verbič (corresponding author), Ali Bayar and Mitja Čok. THE INCOME TAX
REFORM IN SLOVENIA: SHOULD THE FLAT TAX HAVE PREVAILED? IER, Ljubljana, 2007.
29 p.

35.

Miroslav Verbič. VARYING THE PARAMETERS OF THE SLOVENIAN PENSION SYSTEM: AN
ANALYSIS WITH AN OVERLAPPING-GENERATIONS GENERAL EQUILIBRIUM MODEL.
IER, Ljubljana, 2007. 28 p.

36.

Miroslav Verbič, SUPPLEMENTARY PENSION INSURANCE IN SLOVENIA: AN ANALYSIS
WITH AN OVERLAPPING-GENERATIONS GENERAL EQUILIBRIUM MODEL. IER,
Ljubljana, 2007. 32 p.

37.

Matjaž Črnigoj: RISK AVERSE INSIDERS WITH SPECIFIC OBJECTIVE FUNCTION AND
CAPITAL STRUCTURE. IER, Ljubljana, 2007. 13 p.

38.

Renata Slabe Erker, Janez Filiplič: MONITORING SUSTAINABILITY FOR SLOVENIA’S
REGIONS. IER, Ljubljana, 2007, 22 p.

39.

Jože P. Damijan, Črt Kostevc: TRADE LIBERALIZATION AND ECONOMIC GEOGRAPHY IN
TRANSITION COUNTRIES: CAN FDI EXPLAIN THE ADJUSTMENT PATTERN OF
REGINAL WAGES? IER, Ljubljana, 2008, 40 p.

40.

Jože P. Damijan, Matija Rojec, Boris Majcen, Mark Knell: IMPACT OF FORM HETEROGENEITY
ON DIRECT AND SPILLOVER EFFECTS OF FDI: MICRO EVIDENCE FROM TEN
TRANSITION COUNTRIES. IER, Ljubljana, 2008, 25 p.

41.

Jože P. Damijan, Črt Kostevc, Matija Rojec. INNOVATION AND FIRMS’ PRODUCTIVITY
GROWTH IN SLOVENIA: SENSIVITY OF RESULTS TO SECTORAL HETEROGENEITY AND
TO ESTIMATION METHOD. IER, Ljubljana, 2008, 37 p.

42.

Jože P. Damijan, Jose de Sousa, Olivier Lamotte. DOES INTERNATIONAL OPENNESS AFFECT
PRODUCTIVITY OF LOCAL FORMS? EVIDENCE FROM SOUTHERN EUROPE. IER,
Ljubljana, 2008, 29 p.

43.

Jože P. Damijan, Črt Kostevc, Sašo Polanec. FROM INNOVATION TO EXPORTING OR VICE
VERSA? IER, Ljubljana, 2008, 28 p.

44. Milena Bevc. DEVELOPMENT OF THE NATIONAL SYSTEM OF INTERNATIONALLY
COMPARABLE INDICATORS OF FORMAL EDUCATION – CASE STUDY FOR A NON-OECD
COUNTRY. IER, Ljubljana, 2009, 27 p.
45.

Miroslav Verbič, Boris Majcen, Mitja Čok. EDUCATION AND ECONOMIC GROWTH IN
SLOVENIA: A DYNAMIC GENERAL EQUILIBRIUM APPROACH WITH ENDOGENOUS
GROWTH. IER, Ljubljana, 2009, 21 p.

46.

Miroslav Verbič, Boris Majcen, Mitja Čok. R&D AND ECONOMIC GROWTH IN SLOVENIA: A
DYNAMIC GENERAL EQUILIBRIUM APPROACH WITH ENDOGENOUS GROWTH. IER,
Ljubljana, 2009, 21 p.

47.
48.

49.
50.

Valentina Prevolnik Rupel, Marko Ogorevc. LONG TERM CARE SYSTEM IN SLOVENIA. IER,
Ljubljana, 2010, 34 p.
Jože P. Damijan, Črt Kostevc. LEARNING FROM TRADE THROUGH INNOVATION: CAUSAL
LINK BETWEEN IMPORTS, EXPORTS AND INNOVATION IN SPANISH MICRODATA. IER,
Ljubljana, 2010, 30 p.
Peter Stanovnik, Nika Murovec. TERRITORIAL ICT KNOWLEDGE DYNAMICS IN SLOVENIA.
IER; Ljubljana, 2010, 35 p.
Nika Murovec, Peter Stanovnik. THE KNOWLEDGE DYNAMICS OF ICT IN SLOVENIA – Case
study. IER; Ljubljana, 2010, 59 p.

OCCASIONAL PAPERS
1.

Helen O'Neill: IRELAND'S ECONOMIC TRANSITION: THE ROLE OF EU REGIONAL FUNDS
– AND OTHER FACTORS, IER, Ljubljana, 2000, 16 p.

2.

Sanja Maleković: CROATIAN EXPERIENCE IN REGIONAL POLICY, IER, Ljubljana 2000, 13 p.

3.

Peter Backé, Cezary Wójcik: ALTERNATIVE OPTIONS FOR THE MONETARY INTEGRATION
OF CENTRAL AND EASTERN EUROPEAN EU ACCESSION COUNTRIES, IER, Ljubljana, 2002,
17 p.

4.

Andreas Freytag: CENTAL BANK INDEPENDENCE IN CENTRAL AND EASTERN EUROPE ON
THE EVE OF EU-ENLARGEMENT, IER, Ljubljana, 2003, 29 p.

5.

Jasmina Osmanković: REGIONALIZATION AND REGIONAL DEVELOPMENT IN BOSNIA AND
HERZEGOVINA IN THE POST-WAR PERIOD, IER, Ljubljana, 2004, 16 p.

6.

Carlos Vieira, Isabel Vieira, Sofia Costa: MONETARY AND FISCAL POLICIES IN EMU: SOME
RELEVANT ISSUES, IER, Ljubljana, 2004, 36 p.

7.

Bojan Radej. THE FOUR CAPITAL MODEL, MATRIX AND ACCOUNTS. IER, Ljubljana, 2007.
25 p.

ECONOMIC CONVERGENCE IN SLOVENIA BEFORE THE EURO
ADOPTION
The process of convergence with the euro area can be approached either from the viewpoint
of nominal convergence or from the viewpoint of real convergence. Ideally, both approaches
should point in the same direction, showing how a country in the process of its economic
development is becoming more and more similar to incumbent members of the euro area, both
in terms of its structural characteristics and its macroeconomic policies.
Nominal convergence is embodied in the Maastricht convergence criteria which are the
explicit formal requirements to be fulfilled before a country is admitted to the euro area. Real
convergence, usually understood as catching up with the EU in terms of GDP per capita, is an
implicit, informal expectation before a new EU member country can adopt the euro. Both
measures of convergence, nominal and real, can be used to assess the readiness of a country to
join the euro area.
When preparing itself for joining the EMU (European monetary union) Slovenia was in the
first place closely monitoring developments in its nominal convergence in time, in order to
assess its readiness for the euro adoption. Regarding real convergence, Slovenia throughout
the period had the highest per capita GDP among the group of transition countries and was
slowly but persistently catching up with the EU average level. In parallel, in Slovenia due
attention was also paid to the optimum currency area (OCA) criteria, as those structural
characteristics of the economy which show longer-term suitability of a country to join the
EMU, in terms of its exposure to possible asymmetric shocks and of the flexibility of its
adjustment mechanisms.
Data presented in the Appendix show the pace and degree of convergence process. In the case
of Slovenia, several periods should be distinguished:
a) period of five years preceding the EU accession (1999-2004),
b) period from the EU accession (and the entry in the ERM II) to the entry in the euro
area (2004-2007),
c) period from the euro adoption to the outburst of the global financial crisis (2007September 2008) and
d) period since the outburst of the global financial crises (September 2008-).
In the case of Slovenia, since it had joined the ERM II (in June 2004) almost immediately
after its accession to the EU (in May 2004), it would make no sense to distinguish between
the period from the EU accession to the entry in the ERM II and the period after the entry in
the ERM II and before the euro adoption, since the first of these periods was simply too short
(less than two months) to be analytically meaningful.
The data on convergence speak for themselves. However, some comments on the process of
nominal and real convergence should be presented in order to emphasize some characteristic
developments in the above mentioned sub periods in Slovenia. We start with the nominal
convergence, concretely with the fulfillment of the Maastricht convergence criteria.
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Although there are five well known Maastricht convergence criteria, in practice it turned out
that two of them (longer-term interest rate and public debt) are less important, since the
European Commission interpreted them rather flexibly, so that in Slovenia (as well as in most
other euro candidate countries) these two convergence criteria were rather easily met early in
the process of convergence. Therefore, we concentrate of the remaining three Maastricht
convergence criteria.
The inflation criterion was the decisive one for Slovenia. It turned out later that the success of
its plan for an early adoption of the euro in fact depended exclusively on the timely successful
fulfillment of the inflation criterion. But first we have to go back in the recent past. Slovenia
after its independence in 1991 inherited from Yugoslavia its very high inflation, in fact
hyperinflation (more than 20% monthly at the beginning). As restoring macroeconomic
stability was the priority at that time, supported by responsible monetary, exchange rate and
fiscal policies, in the next couple of years inflation rate kept persistently falling, to reach the
level of close to 5% in 1998. After that period, due to the introduction of the VAT and some
other measures, beginning in 1999 inflation started to increase again and in fact stayed at
relatively high single-digit levels until 2003. From then on, after the adoption of the Program
of the euro adoption in November 2003, inflation again started continuously falling, finally to
come close to the level of the reference value of the Maastricht inflation criterion in 2005.
Only half a year after the adoption of the euro in 2007 inflation started to increase again. For
about a year, until mid 2008, Slovenia recorded the highest inflation rate among all euro area
countries and would accordingly considerable exceed the Maastricht inflation criterion. Only
towards the end of 2008, inflation, as a consequence of the global financial crisis, subsided
again and approached the average euro area figures.
The story of public finance deficit is less dramatic. Throughout the period public finance
deficit was more or less modest, at least when compared to some other EU countries, and
definitely remained with a margin within the Maastricht or SGP (Stability and growth pact)
limits of 3% of GDP. At the time of the assessment of the readiness of Slovenia for the
adoption of the euro, fiscal deficit was around 1% and this Maastricht convergence criterion
was easily met. After the adoption of the euro Slovenia even succeeded in bringing the fiscal
deficit close to zero. Of course, as in other EU countries, global financial crisis will strongly
increase fiscal needs and will also in Slovenia in the near future require much higher fiscal
deficits, close to or above the Maastricht threshold of 3% of GDP.
The third important Maastricht convergence criterion is the exchange rate stability. From its
independence, Slovenia relied on a system of a managed floating of the exchange rate and in
this framework slowly but continuously nominally depreciated the exchange rate of its
currency (the tolar). Slovenia succeeded in joining the ERM II surprisingly quickly, in June
2004, just less than two months after its EU accession. Participation in the ERM II for the
required two years was very smooth. There was no change in the central rate (which later
became the conversion rate for the euro) and the market rate deviated from the central rate for
less than 0.1% (although formal margins of permissible fluctuations were +/- 15%). In short,
Slovenia had no problems in meeting the convergence criterion on exchange rate stability.
After reviewing nominal convergence developments, we can turn to the real convergence
issue. In line with the fact that in the observed period the growth rate in the Slovenian
economy was constantly somewhat higher than in the EU (or euro area), it is not surprising
that Slovenia continuously progressed in real convergence, i.e. in the process of catching-up
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with the EU GDP per capita average. In 2007 GDP per capita in Slovenia was at the level of
almost 90% of the EU average. Slovenia now as the result of the process of its real
convergence has already caught-up with some of the southern EU countries.

STRATEGIES OF EURO ADOPTION IN SLOVENIA
First reflections on the inclusion of Slovenia in the process of European monetary integration
started early, still in the framework of the former common federal state. As Yugoslavia
already had the ambition to join the EU, even at that time this indirectly opened perspectives
for Slovenia's inclusion in the European monetary integration mechanisms, including in the
longer run in the EMU.
In the period after the independence the emphasis was naturally on the creation of the
Slovenian monetary system. Starting from a difficult situation at the beginning, Slovenia
created a specific monetary system, based on a managed floating of the exchange rate. It has
to be reminded that Slovenia had to do the pioneering work, as in the recent history this was
the first case of the introduction of the new national currency. In this period, up to the middle
of the nineties, inclusion of Slovenia in the European monetary integration process was quite
understandably somehow in the second plan. Macroeconomic stabilization, in which
Slovenia’s monetary policy played the key role, was a precondition for any further steps in the
direction of inclusion in the European monetary integration mechanisms.
The interest for joining the European monetary integration was revived again in mid-nineties,
when Slovenia prepared its strategies of economic development and of foreign economic
relations, which included the chapter on Slovenia’s inclusion in the EMU. On the basis of
comparison between the expected benefits and costs of joining the EMU, Slovenia – to put it
simply – decided for the inclusion in the EMU and defined its orientation for an early
inclusion of Slovenia in the EMU as its strategic goal.
As the inclusion in the EMU for the new EU member states later turned out to be mandatory,
the balance of expected benefits and costs of the EMU has in a sense become irrelevant, at
least from the point of decision-making, although it has remained analytically interesting. As
the matter of fact, it could be said that the focus of the benefits and costs analysis has shifted.
A different question has now become important: What are the expected benefits and costs of
an early inclusion in the EMU, compared to a delayed one, and what is the optimal dynamics
of inclusion in the EMU?
Regarding the fulfillment of the Maastricht convergence criteria, in the second half of the
nineties some of the comparable acceding countries caught up with Slovenia and showed
better results, so they started to appear better prepared and at first sight perhaps closer to
joining the EMU. Slovenia had been using the system of a floating exchange rate and had in
the framework of a managed floating exchange rate regime conducted an active exchange rate
policy with constant small depreciations of the nominal exchange rate of the tolar. This was in
contrast with the requirements of inclusion in the European monetary integration which were
based on the successive fixing of the exchange rate. Following the period of lower inflation
rates, after 1999, when the value added tax was introduced and some corrections of the
administrative prices carried out, Slovenia’s inflation rate increased and got stuck in the high
single-digit figures. Furthermore, in some of the following years, Slovenia even had the
highest inflation rate among comparable transition countries. In comparison with this group of
3

countries, Slovenia in the period between 2000 and 2003 certainly did not exactly look like a
favorite in the competition for an early adoption of the euro, rather just the opposite.
After a preceding analysis of the suitability of Slovenia for the inclusion in the EMU on the
basis of optimum currency areas criteria and the assessment of readiness for the EMU on the
basis of expected dynamics of compliance with the Maastricht convergence criteria, the Bank
of Slovenia, together with the Government of the Republic of Slovenia, in November 2003
adopted the Program for joining the ERM II and adoption of the euro1. The Program
envisaged an early inclusion in the euro area and accordingly planned the entry in the ERM II
in 2004, soon after Slovenia’s accession to the EU, and inclusion in the EMU and adoption of
the euro at the beginning of 2007.
The preference for an early euro adoption was at that time not so self-evident as it may seem
today, after the successful adoption of the euro. There were also different opinions which
favored a slower and more cautious approach, with the aim of prolonging Slovenia’s
monetary sovereignty. However, the arguments of the proponents of an early inclusion in the
EMU prevailed in the discussion and resulted in the above mentioned official view on the
desired dynamics of Slovenia’s adoption of the euro.
Milestones on Slovenia’s road to the euro adoption were those critical moments which had a
decisive influence on the quick adoption of the euro. In our view, the Program of 2003 was
the first of the three milestones, decisive moments on the Slovenian road to the euro adoption.
From then on, fulfillment of the Maastricht convergence criteria became the first priority of
economic policies in Slovenia. Monetary and fiscal policy started to operate more consistently
and their better co-ordination almost immediately resulted in considerable lowering of the
inflation rate which began approaching the Maastricht reference value. Firm commitment to
the target date for the euro adoption undoubtedly had a favorable effect on the decline of
inflationary expectations.
In the preparations for the inclusion in the EMU, special attention was paid to the exchange
rate mechanism ERM II. The European Commission presented this interim exchange rate
mechanism to the acceding countries as a stable and safe arrangement, which would help their
nominal and real convergence in the transitory period before their adoption of the euro. On
the other hand, acceding countries saw the ERM II more or less as a necessary evil, not as a
fitness club, but as an imposed mandatory waiting room before the adoption of the euro. The
ERM II as a potentially unstable and dangerous intermediate regime of a fixed, but adjustable
peg was quite critically evaluated in the academic circles2. However, a country like Slovenia,
wanting to join the EMU as soon as possible, had practically no other choice but to enter the
ERM II as soon as possible, since this was a precondition for an early adoption of the euro.
However, the strategy was also to exit the ERM II as soon as possible, after just mandatory
two years' participation, by adopting the euro.
The second milestone, another decisive moment in the run-up to the euro adoption was a
surprisingly fast entry of Slovenia in the ERM II (together with Estonia and Lithuania), in
June 2004, almost immediately, less than two months after the EU accession. This was in fact
much earlier than at the end of 2004, as was beforehand officially announced in Slovenia.
Such an early entry in the ERM II was important, since it enabled the adoption of the euro
already at the beginning of 2007. If the entry in the ERM II was postponed and delayed
1
2

Banka Slovenije in Vlada Republike Slovenije (2003).
For a critical assessment of the ERM II and the Maastricht exchange rate criterion see Lavrac (2008a), Ch.9.
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towards the end of 2004, the euro for just administrative reasons could not be adopted before
2008. Although this is not a formal rule, in practice the entry in the EMU and adoption of the
euro (probably for fiscal and statistical reasons) in practice always happens on 1 January, and
not sometime within a year. Anyway, quick inclusion of the three best prepared new EU
member states in the ERM II could be interpreted as an indication that the European
Commission and the ECB actually meant to allow an early inclusion of the new member
states in the EMU, if only they could demonstrate sufficient readiness in terms of meeting the
Maastricht convergence criteria.
Participation of Slovenia in the ERM II in the required two-year period was surprisingly
smooth, the market exchange rate remained extremely close to the central rate and there were
no tensions on the foreign exchange market, so that Slovenia fulfilled the Maastricht
exchange rate stability convergence criterion at the time of assessment without any problems.
It could be argued that Slovenia’s successful experience in the ERM II was the result of a
combination of “wisdom and luck”, the right choice of macroeconomic policy measures and
favorable domestic and external circumstances. This of course does not mean that in the
future, in the period of other new member countries’ participation in the ERM II, the built-in
instability of this exchange rate mechanism would not cause serious problems.
It should be reminded that Slovenia was also exposed to some risks in its run-up to the euro
adoption3. In the period before the end of 2005 Slovenia was more or less on the verge of
meeting the Maastricht convergence criterion on inflation which was the only one unfulfilled
yet. At that time the process of disinflation in Slovenia speeded up, while the reference value
of this convergence criterion – due mostly to oil price increases - increased somewhat, so that
Slovenia met the inflation convergence criterion even earlier (in November 2005) than
expected (it was officially planned that the inflation convergence criterion would be fulfilled
sometime in the spring of 2006). This led to a change in Slovenia’s attitude towards the
desired timing of the assessment of its compliance with the Maastricht criteria. Before it was
in Slovenia’s interest that the Convergence reports would be prepared as late as possible (as
usually in October), so that Slovenia would have enough time to meet the convergence
criterion on inflation. Afterwards it was just the opposite, Slovenia’s interest became that the
Convergence reports would be prepared as soon as possible, while Slovenia would still with
certainty meet the convergence criterion on inflation. With this in mind, Slovenia asked for an
earlier individual convergence report on its fulfillment of the Maastricht convergence criteria.
For Slovenia, a lucky coincidence was that the EU was also in favor of an earlier individual
Convergence report for this country. As it was estimated that Slovenia would most likely be
assessed as complying with all the Maastricht convergence criteria, it was also in the interest
of the EU to give Slovenia enough time for the demanding technical preparations before the
introduction of the euro.
In our view, this was the third milestone, the last decisive moment on the Slovenia’s path to
an early euro adoption. As it was believed that Slovenia complied with all the Maastricht
convergence criteria and that the assessment would definitely be favorable, the European
Commission and the ECB responded positively to Slovenia’s initiative and prepared their
Convergence reports already in May 2006. Not surprisingly, both reports4 for Slovenia were
positive. The conclusion was that Slovenia fulfilled all Maastricht convergence criteria and
was ready for the inclusion in the EMU. Based on this recommendation in the next two
3
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months, in June and July, political acceptance to the euro area was confirmed for Slovenia in
relevant EU institutions. On 1 January, 2007 Slovenia became the thirteenth member of the
EMU, as the first and until 2008 the only country adopting the euro among the new EU
member states.
Why Slovenia succeeded in the early adoption of the euro and others candidates failed? Or, to
put it differently, in what way the Slovenian path to the euro adoption, which later turned out
to be a success, was specific, different from the others?
o In Slovenia, throughout the period of preparations for the inclusion in the EMU,
economic policies were focused on sustaining main macroeconomic stability, such as
(at least relative) fiscal and balance-of-payments equilibrium.
o Gradualist approach to transition which implies a successive and patient longer-term
process of structural reforms (instead of the so-called “big bang” approach of quick
and radical economic reforms), as the main characteristic of Slovenia’s transition
process, was often criticized by international institutions, but in the specific Slovenian
circumstances obviously worked well.
o Project of the inclusion in the EMU and adoption of the euro in Slovenia had a wide
support among the most important political parties as well as in the public. According
to public opinion surveys, the support to the adoption of the euro was in Slovenia
constantly among the highest, if not the highest. The project of the euro adoption was
also supported by the social pact, i.e. by the labor unions and income policies. The
program of inclusion in the euro area which was initiated by the preceding government
was taken over and continued by the new government that came into power in 2004.
In short, the euro adoption was an overall national project which united Slovenians
rather than separated them, as had been the case with some other major national
economic programs.
o After the adoption in 2003 of the program for the inclusion in the ERM II and
adoption of the euro, an early adoption of the euro became the key priority in the
conduct and co-ordination of economic policies. All economic policy measures,
including key longer-term structural reforms, were first judged from the point of view
of the timely fulfillment of the Maastricht convergence criteria and of enabling the
planned euro adoption at the beginning of 2007.
o Decision for an early inclusion in the EMU and in particular a firm target date of the
euro adoption on January 1, 2007 were accepted by the markets and, more generally,
by economic agents, as realistic and credible. This assessment positively influenced
inflationary expectations and resulted in the lowering of the inflation rate which led to
the timely fulfillment of the Maastricht convergence criterion on inflation, as the only
serious hurdle in Slovenia’s run-up to the euro adoption.
With the advantage of hindsight it can be concluded that the chosen way towards the euro
adoption in Slovenia was broadly speaking the right one for this country. This can be argued
since Slovenia succeeded in joining the euro area in the theoretically shortest possible time
after its accession to the EU. Slovenia along with the other new member states joined the EU
in May 2004 and considering the fact that after the EU accession a country has to participate
for at least two years in the ERM II, as well as the fact that according to an unwritten rule the
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inclusion in the euro area always takes place at the beginning of the year, the first
theoretically possible date for the adoption of the euro for the new EU member states was 1
January, 2007.
Project of the inclusion in the EMU and of the adoption of the euro in Slovenia was well
prepared and executed which has finally been proven by the result, successful and rapid
inclusion in the euro area. The introduction of the euro was technically very smooth and
people quickly got used to its practical use, although the mental switchover to the euro is
naturally going to be a longer-term process. In spite of expectations of the possible price
increases as a result of the adoption of the euro, these fears failed to be realized. Price
increases due to the euro adoption have not been of an important magnitude5. The story is
similar to that of the other euro-area countries. People felt price increases, while official
statistics did not detect and record them. Price increases were in fact concentrated only in
certain groups of expenses, particularly some goods and services which are more visible in the
everyday life so that people are more sensitive to their price developments.

THE IMPACT OF THE GLOBAL CRISIS ON THE DYNAMICS OF
EURO AREA ENLARGEMENT
Global financial crisis has shifted the ratio between benefits and costs of the membership in
the EMU. It has undoubtedly increased the attractiveness of the participation in the euro area,
which accordingly resulted in speeding up the plans of joining the euro area in those new EU
countries, which have not yet adopted the euro. However, perspectives of the enlargement of
the euro area in the nearer future remain for the moment uncertain. There are several issues to
be discussed here: First, the readiness and ability of the euro candidate countries to meet the
Maastricht convergence criteria in the light of the crisis, second, the willingness of the present
euro area members to admit newcomers at times of tensions and uncertainty, and third, the
willingness of the EU to adjust the Maastricht convergence criteria to the new circumstances,
in order to allow for an earlier enlargement of the euro area. At the moment both scenarios
seem equally possible: That the inclusion of the new members in the euro area would be
speeded up or postponed.
The global financial crisis has changed both benefits and costs of the EMU membership. It
could be argued that it increased both, but an overall balance is that benefits have increased
more. This resulted in the increased attractiveness of the participation in the euro area at times
of crisis. Although it is of course clear that the single currency can not protect countries from
the main consequences of the crisis (credit crunch, recession and unemployment), it can
protect them from additional problems, related to the existence of their own national
currencies. The main advantage of being in the euro area is exactly in sharing the single
currency, or, to put it differently, in giving up the national currency. Euro area countries do
not anymore have their national currencies and the exchange rates which the speculative
capital could attack. The main channels6 through which the euro as the single currency
protects euro area countries from the negative consequences of the crisis are the following:
- prevention from speculative attacks against national currencies,
- prevention from having to change the interest rates in the wrong direction,
5
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prevention from major shifts in the currency structures of portfolios,
the use of the euro as the second most important world currency,
easier access to financing on the international financial markets,
easier access to financial support from the EU and EMU.

On the other hand, possible drawbacks from the euro area participation at times of crisis could
be an easier contagion, due to deeper integration in the euro area financial markets, and the
loss of flexibility of adjustment mechanisms7 (loss of the interest rate and exchange rate
instruments) to deal with the impact of the crisis. However, this may be an argument for the
large countries, but not for the small open economies, such as those of the new EU member
countries.
Global financial crisis will have an impact on the dynamics of inclusion in the euro area of
those new EU members, which have not yet adopted the euro. Although their individual
positions are different, it can be generalized that most likely they will not be in a position to
adopt the euro in the next couple of years, simply because they will not be able to meet the
Maastricht convergence criteria in the near future. Some have problems with inflation, others
with their fiscal positions, which will undoubtedly worsen during the crisis, and some with
both. Some have problems with sustaining their currency boards, while others will have
problems with their future participation in the ERM II. This inherently unstable exchange rate
mechanism might prove to be particularly dangerous at times of crisis-induced volatility. It
seems that the strategy is to delay the ERM II entry to »T-2«, just two years before their
planned inclusion in the EMU. Since at the moment the planned date of the euro adoption is
for most of these countries not known, it is equally hard to define the optimal timing of their
entry in the ERM II.
Most of these countries as the consequence of the crisis want to speed up the accession to the
EMU and the adoption of the euro. The European Commission and the ECB would on the one
hand want to speed up the euro area enlargement, in order to better protect these countries
from the consequences of the crisis. EU would have to help them anyway, even if they
remained outside the euro area. On the other hand, at times of crises the euro area countries
would be probably reluctant to accept new – supposing more problematic - members and to
assume additional responsibilities, burdens and risks, as they already have enough problems
with themselves. Which of the views will prevail is at this moment hard to predict, it depends
on the depth and duration of the present crisis. However, the pessimistic scenario seems
perhaps more likely.
Even if the EU wanted to help the euro candidates by softening the Maastricht convergence
criteria, this would be against the principle of equal treatment of the old and new EMU
members. Also, even if assuming political willingness, convergence criteria are part of the EU
Treaty, and can be changed only by complicated and lengthy procedures. Before such changes
could become operational, the crisis would hopefully already be over. However, the EU so far
explicitly rejected the ideas for any softening of the Maastricht convergence requirements
(which so far have concentrated only on one aspect – shortening of the period of participation
in the ERM II).
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What is left for the new EU countries which have not adopted the euro yet? One possibility is
the unilateral euroization, which is a short cut to the adoption of the euro, as it avoids the need
to meet the Maastricht convergence criteria. It can be expected that in the circumstances of
the crisis the ideas for unilateral euroization will intensify in these countries, although the
European Commission is strongly against this solution, for various economic, legalistic and
political reasons. On the other hand, the crisis is exactly an argument, upon which these
countries can build their case for the unilateral euroization. The crisis calls for quick
solutions, which the regular path via Maastricht criteria does not enable. An additional
argument could be that some of the unstable or potentially crisis-prone areas (Kosovo,
Montenegro) were allowed such solution and were even actively supported by the EU in their
euro adoption.

PERSPECTIVES OF EURO AREA ENLARGEMENT AFTER THE
GLOBAL CRISIS
Before the introduction of the EMU, the European Commission’s views on the dynamics of
inclusion of the candidate countries in the mechanisms of the European monetary integration
have not been much elaborated yet. It was simply too early for them to have a strong opinion
on the subject or even to seriously consider the issue. Only after the creation of the EMU and
introduction of the euro in 1999, the European Commission successively formulated its
strategy towards dynamics of inclusion of the candidate countries in the EMU. For the next
couple of years it was characteristic that the European Commission was not in favor of an
early inclusion of the candidate countries in the EMU. In fact it was even not in favor of their
early entry in the ERM II, shortly after their membership in the EU. Various pessimistic
messages and negative signal were sent to these countries concerning expected speed of their
entry in the ERM II and in the EMU. The European Commission warned them of their
transition-specific differences, claiming they should concentrate on meeting the Copenhagen
criteria for the accession to the EU, rather than focus on complying with the Maastricht
criteria for joining the EMU. Beside nominal convergence, embodied in the Maastricht
convergence criteria, they were also reminded to pay attention to the so-called real
convergence, catching-up with the EU countries in their economic development. This gave
rise to an interesting academic debate: Is the similarity in the level of economic development
a necessary precondition for a successful participation in a monetary union? If this was true,
the candidate countries would have to wait for decades in front of the door of the EMU and
the European Commission would have strong arguments for delaying their ambitions for an
early entry in the EMU, even in case they succeeded in fulfilling the Maastricht convergence
criteria relatively soon after their accession to the EU.
Approximately in the period 2003-2005 a shift in the European Commission’s views on the
dynamics of inclusion of the candidate countries in the EMU could be noticed. Instead of a
reluctant attitude, a more neutral approach could be detected concerning an early entry of the
candidate countries in the euro area. It could be concluded that the European Commission
actually would not prevent quick inclusion of new members in the euro-zone if they
succeeded in fulfilling the Maastricht convergence criteria on a healthy and sustainable basis.
It was also to be understood that the new countries would actually join the EMU according to
their individual readiness, and not jointly as a group. Those candidate countries which would
be best prepared, should go first, without having to wait for the other less prepared candidates.
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This approach was actually adopted, as Slovenia, was the first euro candidate country to be
treated individually when assessed for its readiness to adopt the euro. This individual
approach was in fact the basis for Slovenia's request for an individual early assessment of its
fulfillment of the Maastricht convergence criteria.
Later on, it could be noticed that the emphasis shifted particularly to the issue of sustainability
of compliance with the nominal convergence criteria, while the issue of real convergence
seemed to become less pronounced. The concept of »sustainability« of the nominal
convergence was a rather ambiguous issue. The underlying idea was rightly to expect that the
candidates would not just concentrate on meeting the Maastricht convergence criteria at the
time of the assessment, but also be able to sustain them in the future. There are a couple of
problems here. First, how to define and measure sustainability and, particularly, how to
enforce future sustainability of the nominal convergence? Second, euro area countries, once in
the EMU, actually do not always comply with the individual Maastricht criteria, but in many
cases breach them, without being seriously sanctioned.
Presently, in the circumstances of global crisis, the views of the European Commission and
the ECB can be interpreted as saying that the residual euro candidate countries are not yet
ready to join the EMU, and furthermore, will not be ready to join it even in at least the next
few years. Concerning the timing of their ERM II entry, these European institutions are at the
moment less explicit, but is seems that they are not exactly putting pressure on the euro
candidate countries to join the ERM II as soon as possible. It is quite understandable that, at
least for the countries with floating exchange rates, at times of turbulences in foreign
exchange markets, joining the ERM II might be a rather risky option.
The ongoing financial crisis has seriously shaken the fundamentals of the global financial
system. It is more than clear that the global financial architecture will have to be rearranged or
even basically reconstructed8. This involves redefining the roles of the main international
players, such as the IMF, World Bank, BIS and many other international institutions, as well
as the national key players in the financial markets (central banks, ministries of finance,
banks, other financial institutions, etc.). In terms of substance, the financial sector will be as
the result changed in its quantitative and qualitative dimensions. Among main issues to be
redefined are national and international regulation and supervision, financial instruments
(such as derivatives), moral hazard issues in the financial sector and many others. At this
moment it is still hard to say in which directions these changes will finally go.
The crisis itself is not responsible for the concentric monetary structure of Europe; however,
the impact of the crisis causes additional concerns in this respect. There are several »levels«
of monetary integration in Europe at the moment. First, the euro area countries, which seem to
be best protected against the crisis, due to the single currency, easier access to finance on the
financial markets and support and solidarity among themselves and from the ECB. Second
level is the euro candidate countries which participate in the ERM II. On the one hand, they
are perhaps in the most vulnerable position, since they are exposed to inherent instability of
this exchange rate mechanism, which is particularly dangerous at times of increased financial
volatility and uncertainty in the financial and exchange rate markets. However, as most of
them apply the system of a fixed exchange rate in the form of a currency board, they seem
somehow protected from the exchange rate instability at least in the short-term. Here, the
question is if they can sustain the unchanged parity of the currency board in the circumstances
8

This will also include some changes in the governance structure of the EMU (see European Commission,
2008).
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of economic and financial instabilities, which call for testing their willingness and ability to
sustain the parity of the currency board. There is also the question whether the ERM II
countries will have a better treatment in terms of solidarity and support than the other euro
candidate countries outside the ERM II, which are at the moment due to their flexible
exchange rate systems obviously even more exposed and vulnerable. These countries form the
third circle of the EU countries. Although they are less than the first two groups of countries
the responsibility of the ECB, they are at the moment the least stable ones. Their instability
has a feedback impact on the stability of the overall euro area and the EU, so the ECB and the
European Commission (or the national states behind it) have to support them financially,
whether they like it or not. There is a certain division of tasks here between the European
institutions and the IMF. While the ECB is directly in charge of the euro area countries, and
the European Commission of all the EU countries, the IMF focuses on supporting those
among the EU members, which are not yet part of the euro area (both participants and nonparticipants in the ERM II). The fourth circle are the non-EU countries, EU candidate
countries and other potential future EU member countries which the EU also has to support,
in order to prevent contagion from their vulnerabilities and possible collapse to other EU
countries. At the moment, the approach and organization of various levels of engagement and
support to these different levels of monetarily integrated EU countries seems rather ad hoc
and not based on a clear strategy and firmly established rules.
There is a certain paradox in the discussion on the enlargement of the euro area at the
moment. On the one hand, the crisis calls for a rapid inclusion of the euro candidate countries
in the euro area. On the other hand, in the circumstances of ongoing crisis, this seems rather
risky, both from the point of view of the euro candidates themselves and from the point of
view of the incumbent members of the euro area. The latter are preoccupied with their own
problems and are unwilling to take additional risks and responsibilities. The former are in a
situation where it has actually become difficult to prepare a rational strategy on the timing of
the euro adoption. It is not just the fact that concentrating on preparing the strategy of joining
the euro area diverts political and administrative attention from the currently more pressing
issues of »survival« in the crisis. The other, more demanding issue is how their national
strategies of the inclusion in the euro area should be adjusted to the realities of the new
circumstances.
It is not difficult to agree upon the fact that the attractiveness of the euro area has increased
after the outburst of the global financial crisis, which by itself speaks strongly in favor of an
earlier adoption of the euro, in fact as soon as possible. But for the euro candidate countries,
at the moment there are also considerable risks involved in their attempts to speed up the
process.
Trying to meet the Maastricht convergence criteria hastily, as soon as possible, may at times
of crisis be self-defeating. The fiscal needs will increase significantly due to the crisis, so
trying to keep them within the limits of Maastricht (and/or SGP) benchmark would be not just
very demanding, but also very costly in terms of flexibility of counter-crisis measures and
social stability in the country. Fiscal expansion which the crisis measures will require will
also result in their worsened public debt figures. Inflation rates, although now due to the crises
generally low, might increase in the near future, shortly after the crisis, as current monetary
measures worldwide contain the seeds of the future price increases. However, according to the
Maastricht rules, their relative performance regarding inflation will be crucial.
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The ERM II entry is a kind of »Catch 22« issue, at least for those euro candidates with the
floating exchange rate systems. Theoretically, optimal strategy would be to enter the ERM II
just two years before the planned inclusion in the euro area, i.e. when a country can assume
that all other Maastricht convergence criteria would be met. The other side of the same
strategy is of course to exit this exchange rate mechanism as soon as possible, i.e. after just
two years, by adopting the euro. But in practice, in the current circumstances it is very
difficult for these countries to have a firm plan of joining the euro area – the fixed date of the
euro adoption. If they wait and see and stay out of the ERM II, they are actually prolonging
the time of their euro adoption. If they jump in the water and enter the ERM II, they will get
exposed to its volatilities and remain particularly vulnerable in the interim period before the
adoption of the euro. As the timing of their euro adoption is not guaranteed, they can for an
indefinite time remain caught in the ERM II without being able to adopt the euro, which
might be the worst of all possible outcomes. The conclusion is that obviously at this time it is
extremely difficult to prepare a rational, sound and safe strategy regarding the timing of the
entry in the ERM II and the euro area. There are simply too many uncertainties, both
externally and internally, at the moment.
Probably, in the last instance there is not much that the euro candidates can do by themselves
at the moment to speed up their euro adoption, at least if they want to keep on playing by the
Maastricht rules. They will have to be supported also (or mostly) from the outside, by the
relevant European political players and institutions, including by incumbent countries.

CONCLUSIONS
Even before the outburst of the crisis, national EMU goals of the euro candidate countries
turned out to be rather unsustainable. This can be seen from the fact that in some of these
countries, the plans of their euro adoption have been postponed, even in some cases several
times, and from the fact, that some of them at this moment even do not dare to come up with a
clear strategy on the dynamics of their inclusion in the euro area, which would include also
the target date of the euro adoption. The main problems are their insufficient results in
meeting the Maastricht convergence criteria. Some of them had prevailing problems with
inflation, others with fiscal deficits (or both) and some have not yet joined the ERM II.
Changing realities after the outbreak of the crisis even made matters much worse. If anything,
the Maastricht criteria will be harder to achieve, while the early membership in the euro area
is a more pressing objective. As discussed above, in the circumstances of the crisis it is
extremely difficult even to prepare a rational strategy on the timing of the euro adoption. At
this moment it is also difficult to say which of the currently adopted regimes (currency
boards, floating exchange rates with inflation targeting etc.) is more adequate in the sense of
bringing individual countries closer to the euro adoption.
There are probable just two main lines of what can be done in order to speed up the inclusion
of the euro candidate countries in the euro area. The first is in the hands of the European
Commission and the ECB. They should first agree that it is in the overall interest of the EU as
a whole to speed up the dynamics of the euro area enlargement. Instability of the euro
candidate countries is not in anybody's interest, and these countries will have to be financially
supported anyway. In this light, Maastricht criteria – if not rules, than their interpretation –
should be softened in order to adjust them to new circumstances. Throughout the world, many
present rules have been changed, abandoned or made more flexible. Maastricht inflation
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criterion should be reviewed in its »three best performing« benchmark, fiscal deficit criterion
should be changed from the present absolute benchmark to an average (or something like
»three best performing ones«) and there are many technical details which could be changed in
the Maastricht exchange rate stability criterion (rules and interpretations of the ERM II and
their application in the exchange rate stability assessment).
At the moment, most of the ideas concentrated on the ERM II rules, concretely, that the
required time spent in this interim exchange rate mechanisms before the euro adoption should
be shortened from two years to a year or even less. However, for the moment the European
Commission and the ECB showed no understanding for any change in the rules in the
direction of their increased flexibility, including for the duration of the mandatory
participation in the ERM II. The argument is that in present unstable times any changes in the
rules would just lead to more instability, which would in the last instance hurt back the euro
candidate countries themselves. To conclude, the perspective for any softening of the
Maastricht criteria seem at the moment very week.
The second line of action is in the hands of the euro candidate countries themselves. They
could revive the idea of unilateral euroization as a way to speed up their euro adoption. In this
case they would simply bypass the EU rules and altogether avoid the need for meeting the
Maastricht convergence criteria. Technically, this step is not extremely difficult and can be
prepared in a relatively short time. The European Commission and the ECB are strongly
against the ideas of unilateral euroization, but in case that some euro candidate countries
actually decided for it, they could not do much about it. However, such countries would risk
some possible retaliation of the EU institutions somewhere along the way. The argument for
the unilateral euroization can be that the crisis is the situation of emergency, which calls for
urgent, quick and decisive steps. If in the pre-crisis time euroization was allowed to some
problematic regions (Kosovo, Montenegro), just to prevent their further instability, the same
argument could now be applied for the present euro candidate countries.
There is also a sensitive political issue involved in this discussion. If all the euro candidate
countries joined their forces and acted unanimously, it would be easier for them to defend
their arguments. However, some of them are more and some less vulnerable to the impact of
the global crises, so not all of them are willing to be seen as being in the same boat. As this
seems to be the case, the consensual approach is not very likely, which makes individual
countries' arguments for unilateral euroization much weaker.
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Appendix: Economic Convergence in Slovenia before the Euro Adoption
Yearly data, 1999-2007
HICP (EU harmonized inflation index)
Budget deficit/surplus - % of GDP (general government budget balance)
General government gross debt, % of GDP
Long-term interest rates (10-year government bonds) – end of year
Exchange rate - % change against the Euro

1999
6,1
-0,6
22,2
-4,6

2000

-5,6

2001
8,6
-1,3
24,8
-5,6

2002
7,5
-2,8
25,6
-4,0

2003
5,7
-1,3
24,5
6,4
-3,2

8,9
-1,2
22,9
-

2004
3,7
-1,3
24,7
4,7
-2,2

2005
2,5
-1,0
24,3
3,8
-0,3

2006
2,5
-0,8
23,7
3,9
0,0

2007
3,8
0,3
21,5
4,5
0,0

Price level compared to the EU average (Eurostat)
GDP per capita at PPS as % of EU average (Eurostat)

74,1
80,6

72,8
79,8

73,9
79,7

74,4
82,3

76,2
83,4

75,5
86,4

76,0
87,4

76,8
87,6

77,8
89,2

GDP growth
Employment rate (15-64)
Export growth
Current account - % of GDP
FDI - % of GDP
FDI from EU countries - % of FDI
Gros external debt (private + public) - % of GDP
Net external debt (private + public) - % of GDP
Trade with EU countries, % of total (exports)
Trade with EU countries, % of total (imports)

5,4
62,2
-0,3
-4,0
0,6

4,4
62,8
18,2
-3,2
0,8

4,0
63,4
5,9
1,1
7,4
81,7
49,8
-11,0
59,3
68,0

2,8
62,6
2,9
-0,8
1,1
70,1
52,7
-6,8
67,0
75,6

4,3
65,3
13,3
-2,7
2,5
73,9
56,7
-3,3
66,0
79,5

4,3
66,0
12,6
-1,7
1,6
75,6
71,4
3,2
67,9
80,9

5,9
66,6
16,4
-2,5
1,7
77,8
77,6
10,9
70,2
81,2

6,8
67,8
15,8
-4,2
3,0
83,2
100,8
18,0
70,6
78,9

14,3
6,4
10,6
8,7

13,9
11,3
6,5
6,9

19,7
10,5
7,6
4,7

21,4
9,0
8,1
3,6

25,2
4,0
-7,7
4,3

Bank credit growth (% change)
M1 (% change)
M3 (% change)
Interbank interest rates, monthly averages for the corrersponding year
Share of deposits and credits denominated in Euro
EU banks ownership of local banks, % of total assets
Stock market index - % change

47,7
1,9
66,1
68,9

51,4
4,3
63,9
67,8

2,8
63,8
9,0
0,2
2,0
87,1
50,3
-6,9
62,2
67,6

19,2
17,9
10,2
8,6

16,9
9,3
17,2
10,9

17,6
29,0
29,4
10,9

-

-

-

5,9

0,1

15

34,7

36,0

36,2

20,8
22,8
-12,0
4,0
38,7

55,2

17,7

24,7

-5,6

-

19,0

-

-

-

40,1

41,6

37,9

78,1
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