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Abstract:

The accomplishment on short term of the nominalemyence criteria does not represent a guaranteehi®
fact that the single currency adoption will ensihe EMU performance. Analyzing the GDP/capita, éo@nomic
opening degree, weight of the bilateral trade wittk community states as part of the foreign tradé #he national
economy structure, we observe that among the Qeamich Est European states, now EU members, LaRadand,
Lithuania, Bulgaria and Romania are characterized & low real convergence in comparison to the Eonez The
increase of the international competitiveness geptal for the economies of these states, and Eb®$ not favor this
action because, inside a monetary union, the macaromic policy is more restrictive. Romania, Lithia and
Bulgaria appear to be disadvantaged by the per$peadf single European currency adoption becauge tthde
connections with the Community states are lessisate- their intra-community trade does not exce@do? the total
foreign trade — and at the same time are signifiyadifferent from the Eurozone economic structdieerefore, in this
case, the adhesion to the Euro must be postpomexdltmg period of time that will allow both intefisation of trade
connections with other EU member states, and dlsastructural transformation of national economi&saking into
account de analyzed indicators, entrance of PolemBurozone is first conditioned by improvementhaf economic
performances and for these is necessary to preskevmonetary and foreign currency policies intgreledence.
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INTRODUCTION

The functioning of a monetary union is based sotalyensuring the nominal convergence
of economies in the member states as assumptioeffiorent application of a common monetary
policy. On the other hand, on a long term, the mainconvergence can be supported only if the
real convergence exists and is secured, while tmaimal economy mirrors the real economic
situation.

As a result, by fulfillment of the Maastricht crii@ in a short period of time is not enough to
guarantee that the adoption of the single currevitysurely lead to achievement of three important
economic objectives by the states that possess alégree of real convergence, objectives that
define an optimum currency area: full employmefithe labor force, price stability and balance of
the payment statement.

Out of these reasons and in order to value moreppertunity of European single currency
adoption by the ex-communist states, it is necgskadetermine the real convergence degree of
their economies in comparison to Eurozone.

1. INFORMAL CRITERIA FOR EUROZONE ADHESION

Theoretically is necessary to fulfill three conadlits in order to accede to EMU.

First, there must be fulfilled the criteria thatsare the nominal convergence known also
under the name of "Maastricht criteria". Second,dgompulsory to achieve legal convergence and
this implies that the national legislation is comilpia with the provisions of the treaty regardimg t
EMU.

Third, it will be taken into account a series ohert elements, namely "development of
Euro”, results of the market integration, situatamd progress of the current payment statements
and also a progress examination for the unitargrgaxpenses and some price indices", according
to Article 121(1) of the Treaty on European Comrmwni
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As concerning the real convergence, there is nqtogsed any rule and there are not
mentioned references in any juridical effects gatieg document of ECB or European
Commission. The Maastricht Treaty indirectly mensidhat the economic and social cohesion is
necessary in order to eliminate the disparities ragr&tates and regions. The real cohesion can be
appraised function of income level measured by @GBita, by the degree of the economic
opening, by the weight of the bilateral trade pemied with the Community countries as part of the
amount of exterior trade and by the national econstructure (these elements being included in
the informal criteria for adhesion).

The opportunity for Eurozone adhesion and estahlisthe moment when the adoption of
the single European currency is benefic for theonat economy require a complex analysis that
must be related to the prioritary economic-sociigéctives, analysis that would give answers to the
following questions:

» Adoption of the single European currency by theeemimunist states is enough to favor
the growth in the competiveness concerning the @omes of these states and reduction of the
development gaps against the Eurozone?

* For this to happen, must there be fulfillexiantea series of conditions?

* How important is the real convergence in comparisothe nominal one from EMU
extension point of view?

* How accentuated are the economic development digsaaind how can we measure the
real convergence?

In this purpose and using the four informal adhesiateria we will perform an evaluation
at level of year 2006 of the real convergence e @entral and East European states - Bulgaria,
Czech Republic, Latvia, Lithuania, Poland, RomaSBiayvakia, Slovenia and Hungary - in relation
to EMU. We also included in this analysis Sloveama Slovakia, even though these states joined
the Eurozone on 1st of January 2007 and 1st ofadgr2009, respectively, in order to estimate the
relevance of the obtained result.

By comparing the obtained results for each stabenfithe four indicators of the real
convergence, we will build an aggregated index thiitmeasure the opportunity for adoption of
the single European currency by each of the abosetioned ten states. The work methodology
proposed is as follows: as we will analyze the @ouey optimum criteria, we will grant to these
states points from 1 to 10 and, in the end, thelsstascore will indicate the most suitable state f
adoption of single European currency, and the getatcore will allow identification of the state
with the smallest degree of currency optimum iatieh to EMU (including 12 states).

2. EVALUATION OF THE REAL CONVERGENCE OF THE CENTRA L AND
EAST EUROPEAN STATES

GDP/capita can be considered as the indicator linohgy in the best way the differences of
economic and social development appearing in tiséges due to the fact that it represents a
summation of several factors, as for example: tinectire of the national economy, different
productivities registered in various fields of ecary, technological degree, distribution of the
employed population in the economic fields or olesvfof the production factors. This offers a
general image of the work productivity measuredmaicro-economic level, of the population
purchasing power, and, at the same time, underimesompetitiveness of the national economy.

According to this indicator, among the ten analyztates (Table 1), the ones with best
performances in 2006 were Slovenia and Czech Repubth a GDP/capita of 80.62% and
72.09%, respectively, at level of Eurozone, whileghe rest of the states the purchasing power is
smaller than 60% from the level registered in ENti¢, smallest values being registered in Bulgaria
(33.72%), Romania (34.11%) and Poland (48.06%)dmparison to 2005, the smallest growth
rhythms for this indicator were registered in Rorma(l.71%), Poland (1.26%), and Hungary
(2.10%), and the greatest in Estonia (8.03%), bat6i78%) and Slovakia (6.15%).
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Table 1. GDP/capita in the ex-communist states andurozone for 2006

State GDPfcapita Points
PPS %

Slovenia 20,800 80.62 1
Czech Republic 18,600 72.09 2
Estonia 15,900 61.63 3
Hungary 15,300 59.30 4
Slovakia 14,900 57.75 5
Lithuania 13,500 52.33 6
Latvia 13,100 50.78 1
Poland 12,400 48.06 8
Romania 8,800 34.11 9
Bulgaria 8,700 33.72 10
Eurozone 25,800 100 —

Source processed acc. to Eurostat, 2008

Therefore, we ascertain that the reduction in teeetbpment differences is slower in the
poor states as Romania and Poland, that are testastates from the analyzed group, and this can
be as a result of the extended structural chariggsthese states' economies must go through and
this calls for an important investing process amdige and long term financial effort.

The degree of economic opening is computed as popiion of the amount of goods and
service imports and exports, and GDP, and the aels¥ of this indicator is given by the fact that
according to optimum currency areas theory, theenaor economy is open the more appropriate is
to adhere to a monetary union, because the poficyational currency depreciation in the purpose
of exportation stimulation is not enough, the expancluding an important volume of imports.
This point of view was decisive in the developmehEuropean Union when it was discussed the
problem concerning the adoption of a single curyamauder condition that a single market already
exists (European Commission 1990).

This indicator was considered by Ronald I. McKinresan important criterium that must
be used when it is decided the creation of a moyataion (McKinnon, 1963), producing an
answer for the challenge launched by Robert Murmeieans of the theory of optimum currency
areas (Mundell, 1961). McKinnon supports the nates$ adopting a single currency by the states
that register a high degree of economic opening.

The data from Table 2 concerning year 2006, shatttie ex-communist states have a high
degree of economic opening, of over 100%, with ptioa of the largest states from the analyzed
group: Romania, with an indicator value of abou%/&nd Poland, with 82%, respectively. The
highest values are registered in Slovakia (175%f{oa (174%) and Hungary (154%).

The place occupied by Poland and Romania acknoetetlte hypothesis that says that the
more extended a state is, more closed is its ecgnasnit happens in case of EU, Japan and United
States that register values under 33%.

Another criterion reflecting the real convergenced,aat the same time, justifying the
extension of the Eurozone, is the degree of tratlegration of the ex-communist states in the
Community trade (Table 3).

As the trade exchanges among the member statdd afdEmore intense, the greater are the
advantages of using a single currency, due to idepgdearance of the currency risk and reduction
of the cost generated by the currency exchangéheédsame time, the trade integration implies also
a better synchronization of the business cycled, this reduces the risk of asymmetrical shock
appearance that could impose taking different @@tssas concerning the monetary policy.
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From this point of view, the most apropriate foopton of the Euro currency are Czech
Republic, Slovakia, Poland, Latvia and Hungary, l&eiRomania, Lithuania and Bulgaria would
register small advantages as a result of EMU adhesi

Table 2. The degree of economic opening, in 2006

Export Import Degree of
State goods and services goods and services econo.mlc Points
opening

% of GDP % of GDP % of GDP
Slovakia 84.2 91 175.2 1
Estonia 83.2 90.7 173.9 2
Hungary 77.8 76.7 154.5 3
Czech Republic 76.3 71.9 148.2 4
Bulgaria 63.7 83.7 147.4 5
Slovenia 65.7 69 134.7 6
Lithuania 59 71.6 130.6 7
Latvia 43.3 68 111.3 8
Poland 40.2 42 82.2 9
Romania 33 45.3 78.3 1(

Source processed acc. to Eurostat, 2008

Table 3. Integration degree of the trade performedn the ex-communist states as part of EU
trade in 2006

Weight of the
State intra-Community trade Points
% of total external trade
Czech Republic 83.06 1
Slovakia 81.03 2
Poland 75.78 3
Latvia 75.11 4
Hungary 74.63 5
Slovenia 73.25 6
Estonia 70.75 7
Romania 66.05 8
Lithuania 63.11 9
Bulgaria 60.95 10

Source processed acc. to Eurostat 2007a, 2007b

The additional information concerning the real cengence and synchronization of the
business cycles are offered by the national straceconomies in comparison to the Eurozone
(Table 4).

Analyzing the contribution of the main activities achievement of Gross Value Added
(GVA) we observe that the states confronted wiimgition to the market economy have a different
economic structure in comparison to EMU, which w&akieved during administration by means of
a central plan, and as a result of: forced indalstation, trade exchanges directed mostly towards
communist state block, trailing of the economy drahking system under condition of lack of
competition, bankruptcy institution and quasi-isola from the occidental economies that promote
the economic and social progress.
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The smallest deviations from the structure of thieoZone are registered in Estonia, Latvia
and Hungary, and the greatest deviations are seéithuania, Czech Republic and Romania. In
Czech Republic, Slovakia, Lithuania and Romania, itidustry has a greater contribution to the
GVA achievement than in EMU, while the agricultuwrecupies an important place in Romania,
Bulgaria and Lithuania, states that out of thesasaas are found on the last places of the
established hierarchy based on the resemblan@igntas concerns economic structure. It can be
observed that Romanian economy is farthest fromEfli&) economy having a contribution five
time greater than the agriculture to GVA and a nsbdbare of services: almost 56% against 71.6%
registered by the Eurozone economy.

The great contribution of agriculture to GVA acheewent is not implicitly a negative
aspect, but, both in Romania and also in Bulgahis, situation is reached under conditions of low
performance registered not only in agriculture, bigo in industrial sectors. As a result, it is
essential for these states to receive investmangetied to technology renewal in the purpose of
economic performance development.

Table 4. Contribution of the main activities in achieving G/A in the
ex-communist states in 2006

Agriculture, Industry .
) o ) Services Total
State hunting and fishing and construction Points
% Deviations| % Deviations % Deviations| Deviations
of GVA % of GVA % of GVA % %
Estonia 3.2 14 29.1 2.5 677 3.9 1.8 1
Latvia 3.7 1.9 21.4 5.2 74.9 33 10.4 2
Hungary 4.3 25 30.7 4.1 65/0 6.6 13.2 3
Poland 4.4 2.6 3Ly 5.1 63|9 1.7 15.4 4
Slovenia 25 0.7 34.1 7.5 63|14 8.2 16.4 5
Slovakia 4 2.2 35.(¢ 8.4 61.0 106 21.2 6
Bulgaria 8.5 6.7 315 4.9 60J0 11.6 23.2 7
Lithuania 5.5 3.7 34.9 8.3 5916 12,0 24.0 8
Czech Republic 2.9 1.1 38]3 11.7 58.8 1p.8 25.6 9
Romania 9.6 7.8 34.5 7.9 55,9 18.7 31.4 10
Eurozone 1.8 0.0 26.p 00 71.6 0.0 D.0 -
Source processed acc. to Eurostat 2008
Table 5. Opportunity level of adhesion to EMU of tle ex-communist countries
__|Degree .Of Trade Structural Oplzt\)/glu(r)];ty Ranking by opporfuunity
State GDPicapita economic integration |convergencd adhesion to level of adhesion
opening EMU to EMU of the _

Points Points Points Points Total points ex-communist countries
Estonia 3 2 7 13 1
Slovakia 5 1 2 6 14 2
Hungary 4 3 5 3 15 3
Czech Republic 2 4 1 9 16 4
Slovenia 1 6 6 5 18 5
Latvia 7 8 4 2 21 g
Poland 8 9 3 4 24 7
Lithuania 6 7 9 8 30 8
Bulgaria 10 5 10 7 32 9
Romania 9 10 8 1d 37 10
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Out of the comparing analysis and summing up thetpassigned to these ten states for
each indicator taken into account (Table 5) we ragrethat Estonia, Slovakia, Hungary, Czech
Republic and Slovenia have a high degree of real@@ence in comparison to Eurozone, while
Romania, Bulgaria, Lithuania, Poland and Latviasesy low levels of convergence.

The importance of the obtained result is proventhsy fact that Slovenia and Slovakia,
presently members of EMU, are part of the statessgmsing a high real convergence. Also, we
consider that the hierarchization of states acogrth the opportunity level for Eurozone adhesion,
established based on the indicators of real coevexy computed for 2006 will not suffer
significant modifications on medium and long terecéuse the macro-economical variables taken
into account, generally register little modificat®ofrom one year to another.

CONCLUSIONS

Starting from the assumption that a common moneialigy can be efficiently applied in a
group of national economies characterized by a heghl of real convergence that can support on
long term the nominal convergence, we can estirttageadhesion opportunity of ex-communist
states to Eurozone from analysis of the followingdicators: GDP/capita, economic opening degree,
weight of the bilateral trade with the communityatss as part of the total foreign trade and
structure of the national economy.

Such an analysis underlines two state groups, omelduding Estonia, Slovakia, Czech
Republic, Hungary and Slovenia — more close to EMiun the perspective of real economic
characteristics and also able to pass to the sitgiency in a reasonable period of time (among
these, Slovenia and Slovakia already adopted the)Eand another - including Latvia, Poland,
Lithuania, Bulgaria and Romania — characterized lipw real convergence against Eurozone.

For the economies of the second group, increaggerhational competitiveness represents
an essential feature, and Eurozone adhesion daefavar this fact because there are growing
constraints actioning over the macro-economicatpes. The macro-economical political decisions
in these states must support the systemic tranat@mof national economies, to support the
sparing process (by means of an appropriate figoity and an efficient and reformed fiscal
system), and also the investing system.

Out of these reasons we believe that adhesion ofaR@, Bulgaria, Lithuania and Poland
to Eurozone should take place after minimum tenrsydaom adhesion to EU, period of time
necessary to reduce the development gaps.
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