Sweden Won’t Join the EMU

I. 
Introduction 

On September 14th, 2003, Sweden had a referendum regarding the Euro. The Swedish people had the choice to vote for or against the adoption of the European Union’s single currency or keep the Swedish Krona. After all the votes were counted the side against the adoption of the Euro won the referendum 55.9% to 42 %.  In my paper, I am going to investigate the different parties who ran the campaign against the Euro and I am going to justify their reason for running the campaign.  I will also explore how other countries in the European Union who have already adopted the Euro have done so far in terms of their economy. I will especially focus on what outcome the single currency had on their trade, how it effected the countries’ commodity production, wages, and resource allocation. Then I am going to argue whether or not the same thing would have occurred to Sweden. 

II.
History 

Europe’s economy was in shambles after the end of World War II, the war left in its wake economic as well as human destruction throughout Europe, since the different countries had invested a lot of money and resources in financing the war. Political leaders in Europe realized that they needed to create greater cooperation, due to the fact of the devastated economy. The US Secretary of State, George C. Marshall, suggested that the US should assist Europe in their rebuilding, restructuring, and reconstruction. To help Europe, the US Congress passed the Marshall Plan, a $ 13 billion aid package. A 16- country organization was established as a result of the Marshall Plan. (http://lcweb.loc.gov/exhibits/marshall/mars.html) 

The US continued to work and assist Europe and in 1957, the Treaty of Rome was signed, which led to the creation of the European Community (EC), or as it is otherwise known as the European Economic Community (EEC), and the rational behind this union was that, if the countries of Europe were linked and dependent on each other financially, there would be less of a chance of them going to war again with each other.( http://www.eurunion.org/profile/brief.htm#four) 

The introduction of the European Monetary Union (EMU), took place in 1990, in which the main goal was to replace individual national currencies of the member countries with a single European currency.  However, this was not efficient enough, Europe needed further efforts at cooperation to be able to create improvement in corporation relations between countries and remove, or at least reduce, trade and labor market barriers. (http://www.eurunion.org/profile/brief.htm#four)

 In 1992, The Maastricht Treaty was signed. It updates and incorporates the 1957 Treaty of Rome, the founding act of the European Community, and incorporates the Single European Act past in 1992, which implements free movement of goods, people, and capital. Also, an economic decision to move to a common currency in Europe was taken. (http://www.eurunion.org/profile/brief.htm#four)

III.
The Treaty of Maastricht 


The treaty of Maastricht could be seen as the first step too a common currency.  European Community (EC), leaders met in Maastricht, the Netherlands, in December 1991 and approved the treaty. The goal of the meeting was to take the EC to a higher level, by reaching two goals: a political union and a monetary union. The Maastricht Treaty had left a number of issues waiting. Most of them concern the political side, but some also concern the actual operation of the monetary union. (http://europa.eu.int/comm/publications/booklets/eu_glance/12/txt_en.htm#5)



The prospect of political union brought up a number of issues, such as a common European citizenship, joint foreign, defence, immigration, and policing policies. Economically speaking, they decided to a single currency in Europe. .(http://europa.eu.int/comm/publications/booklets/eu_glance/12/txt_en.htm#5)


In other words, a conclusion of the Maastricht Treaty would be:   

a. It is designed to establish the single currency as one of the most stable currencies in the world.

b. Establishes economic and monetary decision making centres which are strong and balanced.

a)
For monetary union to be strong, it must include only countries, which are well managed economically, and can live up to the criteria set by EMU and European Central Bank (ECB).

 Criteria such as: 

· The country’s inflation rate must be no more than 1,5 % above the average of the three EU member states with the lowest inflation.

· The country must have maintained a stable exchange rate within the Exchange Rate Mechanism (ERM), without devaluing on its own initiative. 

· The country must have a public sector deficit no higher than 3% of its GDP.

· The country must have a public debt that is below or approaching a reference level of 60% of its GDP. (http://europa.eu.int/comm/publications/booklets/eu_glance/12/txt_en.htm#5)


This is the concept of convergence. In order to consider whether the degree of convergence is enough, the Treaty sets out the rules of good management, which must be followed. These are the convergence criteria, which in fact represent healthy economic principles in so far as inflation, interest rates, exchange‑rate stability, and government deficits and debts are concerned. This will help the member states to encourage a healthy and strong economy.

b)
The management of EMU must be stable: agreement with the criteria is not a test of qualification for membership but a commitment by the member states to hold on to an economic policy encouraging growth of employment and purchasing power. The Council of Economics and Finance Ministers is responsible for defining the guidelines of economic policy; it has means to apply pressure on participating countries to meet their budgetary goals. The European System of Central Banks (ESCB), which brings together the central banks of the member states and the European Central Bank (ECB), is independent: they cannot receive any instructions from either member states or the European institutions. The ECB determines the Union's monetary policy and its mission to guarantee price stability. (http://europa.eu.int/comm/publications/booklets/eu_glance/12/txt_en.htm#5) 

IV.
The Second Stage 

The second stage of the economic and monetary union started January 1,1994, where the Union members created a European Monetary Institute (EMI) which was set up in Frankfurt. The main reasons for the EMI was to build up the coordination of member states’ monetary policies, encourage the use of ECU and prepare the ground for the creation of the European Central bank in stage three.  In December 1995 the European Council met in Madrid. There they introduced the new name of the future European single currency, “Euro”, and they introduced the practical procedure for creating the Euro and the ways it can be implemented. 

V.
 Third Stage 

May, 1998, all the financial ministers from each of the member states’ of the European Union convened to decide which member state met the requirements for implementation of a single currency. The decision was based on the report from the Commission and the EMI. They all agreed that a majority of the member states were going to be able to achieve the required conditions by January 1, 1999. After all the head of states and governments had a meeting within the Council and after consulting with the European Parliament they established by majority vote which member states fulfilled the essential conditions for the single currency to be adopted. This is called the third stage of EMU.  At the beginning of the third stage a European Central Bank was established where the exchange rates between the member states’ currencies was for once and for all fixed to the Euro. The central bank was independent of national governments and its purpose was to manage the monetary policies of the Euro. All the member states that did not fulfill the requirements were allowed to join as soon as they satisfied the conditions, or when they took a political decision. The member states that decided to join had to adopt the Euro coins and notes and put then in circulation by January 1, 2002, at the latest.  However, the complete transactions of the member states to replace their national currency were on July 1, 2002. Between these two dates, prices had to be displayed both in ECUs and in the national currency in order for the people to get familiar and comfortable with the new currency.  The United Kingdom, Denmark and Sweden were the only countries that reserved their rights and choose not to join, stage three even though they met the economic criteria. 

VI.
EU Countries who Already Adopted the Euro

Twelve countries in the EU introduced the Euro notes and coins January 1, 2002: Austria, Belgium, Finland, France, Germany, Greece, Italy, Republic of Ireland, Luxemburg, The Netherlands, Portugal and Spain. As of now Denmark and Sweden have decided to stay out side the Euro area after having a referendum and the UK has not decided it is going to do.  

One of the main reasons for having a single currency is to eliminate exchange rate risks and associated transaction costs when EU members purchase goods and services across their borders. It also makes it much easer for businesses and consumers within the EU to compare prices and purchases across countries. In the long-term this could to lead a more efficient and competitive market where consumers would gain by lower prices and higher quality of goods and services and it would also increase the quantity of choice. Currency transaction costs, exchange rates and lack of price transparency all act as a barrier to trade; therefore it reduces trade between countries. 

(http://www.hm-treasury.gov.uk/media//37088/adessex03_exec_92.pdf)

There could also be a dynamic gain, which could be explained by Ricardian Model. According to Richardian Model, countries have who workers that produce a certain good inefficient are more likely to import that good. If the country’s labor is efficient in producing some other good, it is more likely that the country will export that good. A country’s productions pattern would be determined by the country’s comparative advantage.  Having a single currency would clarify which of the EU member states have comparative advantages in certain goods and services. 

Now more then a year after the twelve EU members adopted the Euro, the real life situation of the price advantages within the Euro zone is quite different from what people had predicted.  When the switch was made to the Euro, peoples wages in most countries were converted at the rate that their currency stood at against the Euro at that time. The prices of different commodities were also converted the same way.  However, after a while many of the stores tended to cheat and started to take advantage of the currency switch by raising prices on the sly while the wages remained the same.  This price discrimination is possible due to the fact that many of the commodities that are sold in a country are not “transferable”.  For example, every country sells milk and the price can be compared with that of other EU members. However, we will still have to buy the milk that is closest to home, so therefore the price difference does not decide where we are going to buy our milk. (http://finans.regeringen.se/emu/pdf/euro_and_prices.pdf)

 As it can be seen in graph 2:20 EMU members has experienced a high inflation after adopting the euro. The most increase was on processed food and then services.  
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(http://europa.eu.int/comm/economy_finance/publications/european_economy/2003/ee203en.pdf)

After adopting the Euro what has the effect been on corporations within the Euro zone and outside it? According the article “The Euro Is Good After All Corporation Evidence” written by Arturo Bris, Yrjo Koskinen and Mattias Nilson the transformation to the Euro has been very positive. They used corporate level data from the ten countries that adopted the Euro, the three EU countries (Denmark, Sweden, and the U.K.) that did not join EMU, as well as Norway and Switzerland to evaluate corporations’ growth and expansion within the Euro zone. Their conclusion was that large firms within the Euro zone had increased by 7.9% per year compared to firms in non-EMU countries. The effects of the Euro have been bigger for firms that were exposed to exchange risk before adoption of the common currency, firms from countries with previously weak currency and firms whose value decreased when their domestic currencies depreciated with respect to the euro. The reason for this value increase has been a reduction in currency risks that has consequently reduced companies’ cost of capital. 

VII.
Different Parties in Sweden


 In order to understand the reasons why the Swedish people voted as they did it is quite important to understand how the Swedish government is built up. The Swedish parliament has seven parties: Socialdemokraterna (S), Moderatern Samlingspartiet (M), Folkpartiet liberalerna (FP), Kristdemokraterna (KD), Vansterpartiet (V), Central Partiet (C) and Miljopartiet  de Grona (MP). However, there are many other parties in Sweden who did not make it into the parliament.  In order for the different parties to get in to the parliament the parties have to have 4% or more of the vote at the Swedish election. In the parliament there are 349 mandates seats, and how many mandates seats each party gets depends on the percent of the votes they got at the election. Sweden has an election every four years and at the last election, which took place in 2002, the Social Democrats got 39.9 % of the votes, which means that they got 144 seats in the parliament. In table 2 we can see the different distribution of the mandates from 1991 to 2002. In figure 3 we see the different percentage each party’s got in year 2002 election and what was the percentage change compared to the previous election. Down in the bottom of each column we can see how many seats each party has in the parliament, and in the upper right corner we can see the turnover in the election, which was 79.0%. 

Table 2

Mandate distribution  in Parliament Election 1991–2002
Distribution of seats in elections to the Riksdag, 1991–2002 

	Election Year
	s 
	m 
	fp 
	kd 
	c 
	v 
	mp 
	nyd
	Sum

	1991 
	138 
	80 
	33 
	26 
	31 
	16 
	- 
	25 
	349 

	1994 
	161 
	80 
	26 
	15 
	27 
	22 
	18 
	- 
	349 

	1998
	131
	82
	17
	42
	18
	43
	16
	-
	349

	2002
	144
	55
	48
	33
	22
	30
	17
	-
	349


Källa: SCB, riksdagsprotokoll och Valmyndigheten    (http://www.riksdagen.se/arbetar/siffror/mandatfo.htm)

Figure 3
[image: image2.png]2002-09-16 01:17:21

Jver ige Rapporterat :
iksdageval 578 au 5975 disure BIZDIS) G121 réstberdttigaie VLNATT RAFFORTERTIG
39.9% Valdeltagande: 79,01 (-1,3%)
G354 av 6720152 ristheritt igade

vt

-7.6%
15.1% +8.7%
13.3%

142
6.7%

~2.6% =
9.1% -3.6%
4.5% +0.32
Lo T —
C FP KD S MP NBP WR oG





(http://www.val.se/val/val_02/valnatt/00R/00.html)

VIII. 
How was the pre- referendum campaign financed and what parties ran the no campaign


During December 2002 all the party leaders in the parliament came together and reached the conclusion that 140 million Swedish Kronors ($ 14 million) will be allocated for EMU information. Of this 140 million, 90 million went to the campaign organizations, 30 million to different political parties in the Swedish parliament, 15 million to adult education initiatives and 5 million to the Swedish parliament’s EU information center. The campaign against the Euro received 48 million and the campaign for it received 42 million. Of the 48 million which was allocated for the No campaign, two allocation of 21 million were given out. The two parties who had most percentage vote against the EMU, which were the Green, and the Left party shared one of the allocations. The second 21 million was given to Partnership against EMU, whose most notable members are EMU critics from the Social Democratic Party, Christian Democrats and Centre Party. The 6 million that remained went to other organizations that applied for the funds. (http://www.iri-europe.org/documents/analyse+referendum+Sweden+September+14,+2003.doc)


Many of the people within the different parties were divided on the issue of Sweden joining the third stage of the EMU.  88% of Post-Communist (V) was against EMU, 99% of Environmental/Green Party (MP) was against EMU, 49% of the Social Democrat party (S) was against EMU, 81 % of the Farmer Union (FP) was against EMU, 62% of the Kristina Democrat party (KD) was against EMU and 24% of the Conservatives party was against EMU. (http://www.aftonbladet.se/vss/nyheter/story/0,2789,353048,00.html)

 IX.  What were the arguments for and against the Euro

   
Here are some of the arguments for and against Sweden joining the Euro.

· One of the major arguments for the Euro was that the Euro would help the Swedish increase economic growth. The opposing argument was that Sweden, according to the Organization for Economic Co-operation and Development (OECD), had a growth rate of 12.5 % since 1999 compared to 8.6% in the Euro zone. In  the OECD’s prediction for 2003 –2008, Swedish growth performance was predicted to be 0.5 % higher then the prediction for the Euro zone. (http://www.mmemu.org/fragasvar/pastaenden.asp)

· The Yes side argued that joining EMU would lead to reduced prices. The opposing argument was that so far in every country there has been price increases. They took Greece and Germany as an example, where the sky-high prices caused boycotts from the consumers. In Germany even the ECB’s leader, Wim Duisenber, acknowledged and apologized for the price increase. (http://www.mmemu.org/fragasvar/pastaenden.asp)

Swedes also feared that if the euro was to be introduced the general publics purchase power would decrease dramatically. The wages would be converted at the currant exchange rate, and the prices on goods too. However, after a while businesses would increase the prices gradually and the general public would be the biggest losers. Candidates against the introduction of the euro were arguing that the Swedish inflation has been laying beneath the euro-zones inflation most of the time; this can be seen in graph 3.27.  [image: image3.png]



(http://europa.eu.int/comm/economy_finance/publications/european_economy/2003/ee203en.pdf)

· EMU would lead to more jobs. The opposing argument was that the number of employment opportunities depends on economic flexibility and economical operations, not directly on what kind of currency you use. They also argued that during the first year of the Euro, 2002 the number of businesses that went into bankruptcy in Europe was 10.7% and that unemployment in the ten out of the twelve EMU countries was higher then in Sweden.  (http://www.mmemu.org/fragasvar/pastaenden.asp)

Graphs 2.18 and 3.28 clearly define the differences. However, we have to pay attention to the percentages that is given on each side of the graphs in order for us to be able to read the graphs properly.  
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· EMU would lead to lower interest rates and cheaper accommodation. The opposing argument was that nobody could tell if the interest rates in Sweden were going to be higher or lower than those in the EMU-countries. It all depends on long-term economic development. Since Sweden got a floating exchange rate and independent central bank the Swedish interest rate has at times been lower then the German interest rate. (http://www.mmemu.org/fragasvar/pastaenden.asp)

· The Swedish influence within the EU would decrease if Sweden says no to EMU. The opposing argument is that the only thing that Sweden will not have influenced on is the currency policy within the EMU. However, Sweden is still going to be fully represented in the EU’s deliberations over the Euro. (http://www.mmemu.org/fragasvar/pastaenden.asp)

· EMU increases the opportunity for Swedish corporations. Yes, it increases the opportunity for some companies.  Less then 1/5 of Swedish production goes to European countries. Companies involving in this production would certainly increase their revenues if Sweden entered the EMU. However, this would not benefit the other 4/5 of the corporations. The total profit made by simplification of EMU would add up to a total of somewhere between 4.5 and 6.8 billion kronors per year, or less then 0.2 to 0.3 % of the total BNP. (http://www.mmemu.org/fragasvar/pastaenden.asp)

· Another thing that many Swedes feared was that by entering the Euro zone it might force them to cut back their own extremely high standards of social welfare, which they absolutely did not want to happen.  (http://www.mmemu.org/fragasvar/pastaenden.asp)

X.
 The outcome of not joining the Euro  
On September 14th, 2003, the Swedish people voted strongly against joining the EMU in the referendum that took place. The turnout in the referendum was   80 % and roughly 56 % of the voters voted against the Euro while 42 % voted in favor. The consequence of the referendum is that Sweden will not take part in the monetary union. Consequently, the Swedish central bank, “the Riksbank”, will remain responsible for monetary policy in Sweden. They will continue to take the key decisions about interest rates in Sweden. The prime interest rate is one of the most important instruments for stabilizing the economy, and for ensuring that economic fluctuations in Sweden do not become too violent. (http://www.riksdagen.se/eu/teman/emu/sv/om_emu/stabilitet.asp)
XI.
Conclusion

In the short run, I don’t think that Sweden’s economy would be greatly harmed by not joining the third stage of the EMU. Right now the Euro zone is at its evolving stage; that could explain why prices and unemployment do not tell the truth about the Euro zone. The data that was presented to them by the “no” campaigners frightened much of the Swedish population. There is still an allocation of recourses, and therefore, also employment redistribution in the Euro zone. It might take a couple of years before this settles down. After the settling down, the prices will theoretically become more competitive and this competitiveness should reduce prices.  Having the Swedish population exposed to the problems within the Euro zone has greatly affected their vote on this matter. 


In the long term, I do think that it can become very attractive for corporations who produce primarily for the EU market to move to the Euro zone. This might have an effect on the Swedish economy. Not joining the EMU might also influence direct investments in Sweden. It might become less attractive for foreign investors to invest directly in Sweden because they are not in the EMU. Not having the Euro as a currency is a trade barrier. Corporations want as few barriers as possible. No barriers increase corporations growing possibilities; this is exactly what corporations are looking for. 


The decision has been made that Sweden will not join the other twelve countries in the EMU in the near future. Thus, the best thing to do currently is to concentrate on increasing Swedish exports to non-EU countries, which means that corporations that concentrate their Sweden will be safe for a long time to come.production primarily for non-EU countries are less likely to move away from Sweden. This way, the jobs and the economy of 
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