Introduction

In this essay author is going to elaborate on the various topics. First of all, criteria for the entrance to the European Union as a whole are going to be discussed through the in-deep analysis of the Copenhagen criteria as well as the monetary union joining criteria will be described in connection with the Maastricht criteria in Europe. Moreover the topic will be elaborated on the point what are the actual criteria for the leaving the European monetary union and cover the European union documents, such as Maastrict Treaty, Lisbon treaty and other EU documents in the way to find real evidence of what are the European union procedures in the question of leaving the eurozone and its connection with the situation of leaving the European union. Furthermore the work will emphasize the lack of criteria of leaving the European union and European monetary union and also the point that leaving the eurozone does not actually imply that a country must leave the European union altogether. Lastly, the Maastricht criteria will be studied more deeply in case to provide the real-live evidence for the deficiencies that have led to the current economic slowdown and crisis in the eurozone as a whole aiming to provide suggestions for the possible amendments to avoid the crisi situations in Europe in the nearest future.

Treaty and criteria analysis

After consulting the Maastricht Treaty as well as Lisbon Treaty it is very clear what are the criteria to enter the EMU and what are the penalties for not complying with the criteria. There is a wide discussion ongoing whether the criteria are fair and could be applicable to all EU member states. In my essay I will address this issue as well as the ways how a country could exit EMU if it finds it necessary. 

To begin with, I will describe the way in which a country could legally exit the eurozone. After surveying the Maastricht Treaty and Lisbon Treaty, surprisingly I did not find any word on exiting the EMU. It is impossible to revert to country’s previous currency at all. It seems that European Union is so confident that none of the countries will be willing to leave the eurozone, since, in their opinion, euro is a very strong currency and it will help to promote common goals that are set in both treaties (e.g. promotion of free movement of capital, labor, promotion of general economic and social development etc.). Or it could be the other way around. EU is afraid to leave an emergency exit open for the countries to leave the eurozone. Imagine if any country would leave eurozone. This is a very big incentive for others to leave as well. E.g. if today Greece would get out, then other troubled countries like Portugal, Italy and Spain would definitely follow.  I will get more into detail of the troubled countries and the flaws in the Maastricht criteria but for now it is clear that EU had no intensions of letting someone out of the EMU. 

So, how could a country get out of eurozone. There is a way to cheat EU that is described in several articles and papers. A country could, for example, introduce its own new currency. To promote the use of this currency the country would need to force all legal transactions to be made in this currency (e.g. taxes payable only in new currency). However it could become very messy. The country still needs to pay its debt in euro and no one knows how the value of the new currency will fluctuate. For example, if a strong country (like Germany or France) introduces it’s own currency and stops the circulation of euro in the country, then in general everyone will perceive the euro as a weaker currency, as now it is backed by only somewhat weaker countries. In this case the new currency of the country would appreciate (since the country still remains relatively strong), but the eurozone is under huge distrust of outside investors. Thus the country would benefit from the debt that it has in euro. Since euro depreciated, the country would need to pay less for its debt. This could be an incentive for other somewhat strong countries to exit, and this could lead to collapse of the euro. Here one could ask a reasonable question – why would a strong country exit the eurozone before any other weak country. The answer could be observable nowadays when Germany has to bail out Greece. Germans would rather exit the eurozone and let the Greece rest in peace, than to spend tons of money to keep the union together. And that could be the reason why strong countries will exit first (if anyone will exit at all). However the other scenario would be that Greece, Portugal, Italy and Spain, the most troubled countries in the eurozone, would face such big difficulties that noone will be willing to step up and they will have to leave the euro area. If one of them leaves, this is a big incentive for others to follow. 

After all this discussion it seems that EU authorities were not so confident and did not leave any exit window on purpose, not to stimulate such behavior. However there is nowhere written that a country cannot introduce another currency and to use it for official purposes. What is not forbidden by law is allowed. And even if there were some sanctions in the treaty to leave the EMU, European Union is very bad with enforcements. For example look at the Lisbon Treaty and the sanctions for not complying with the Maastricht criteria. It would take EU forever to punish the country that is not complying with fiscal deficit criteria. So far we have never seen anything worse that just warnings from EU. There were no fines paid, although France and Germany (who are supposed to be the strongest countries in the EU) broke the rule for several times. I believe that if they would leave the EMU, there would be no sanctions as well. Even if you do not comply with the criteria, you will not be kicked out from the eurozone.  So there is basically no way back, except for cheating on EU and introducing a new currency.

So, if it is not forbidden, then EU cannot do anything against it. Which would mean that the countries that have exited eurozone by introducing their own currency do not necessarily exit the European Union. 

A good question is why would anyone want to exit the eurozone. Because being a member in the euro area is not only about the benefits. It is also about the obligations. Maastrict criteria dictate the conditions how a country could become a member and how members of the EMU should behave. Although we haven’t yet seen any serious sanctions against the countries that do not comply with the criteria, every eurozone country has to at least show the improvements towards the necessary conditions, as they will face pressure from the EU as well as from the public. These criteria are the following:

· Inflation rate should not exceed that of the 1.5 percentage points higher of the three best performing countries in eurozone. 

· The ratio of annual government deficit to GDP should not exceed 3%

· The ratio of total public debt to GDP should not exceed 60%

· The country should have joined the ERM II and have not devalued its currency two years prior to joining the eurozone. 

· Finally, the long-term nominal interest rate should not be more that 2% that in 3 lowest inflation countries. 

Although the criteria seems very numerical and it is easy to judge whether a country fulfills the criteria or not, EU makes some exceptions. It is even stated, that even if the country cannot fulfill the criteria right now, it should show some improvements towards the criteria, and this would be acceptable by EU. We have seen that a lot of eurozone countries breach the criteria and do not get punished. For example the case of Italy with its total public debt, or the case of Greece with its current government expenditure show how countries can breach the criteria and not to be punished. One might ask another question – maybe those countries perform poorly just because they breach the criteria. It could be reasonable since EU states that criteria is fair and helps to sustain healthy economy. However, I could easily contradict it with the fact that even Germany and France, who are in general considered to be strong, breached the criteria and did it even more often than the other countries in the eurozone. 

Drawbacks of Maastricht criteria

So what are the drawbacks of the Maastricht criteria and why EU is not all about the benefits from currency stability, low interest rates and price stability? First of the reasons, and one of the most commonly mentioned in public, is the fact that the country loses its sovereignty when entering the EMU. That means that the countries will have to take care not only about themselves on the national level, but also about the other members of the eurozone. The countries will have to take into account the situation of others and will not be able to extract benefits just for themselves from any policy. This is especially true for economic policy making, as bigger and stronger countries like Germany will have to walk close by weaker and smaller countries like Greece, who historically tolerated higher inflation. 

The inflation criterion thus seems to be relatively unfair. For example one of the countries with stable low inflation is Finland, which had its inflation below 1% for quite a long period of time. This dramatically drags down the average of 3 lowest countries. If any other country would score the inflation below 1%, then it is most likely that the candidate country will have to try to get in with inflation of 2.5% or even lower. This number seems very low, especially for weaker countries like Baltics, Romania, etc. Those countries historically had relatively high and volatile inflation rate and scoring below 2.5% is very hard and unlikely. Turning back to the question, maybe those countries are too weak to enter because they do not fulfill the criteria? The answer is maybe. Look at Germany and France, who do not fulfill the criteria sometimes and still manage to be strong. So perhaps the strength is measured by other factors than the criteria measure.

Another strong argument is that the countries are unable to fight the recession. Not only a single country is not allowed to control monetary policy, but it also is not able to breach the Maastricht criteria (or in theory is not able) of the budget deficit. Usually when a country does well, it would not care about the criteria, but when the situation becomes worse, and the fear of recession is present, the fiscal criteria becomes a painful one. In particular two criteria are touched with this problem. The criterion of the total debt to GDP of 60% seems quite reasonable and a strong country in theory should not reach such a high level of debt. At least not having a debt of 60% and more shows that the country is able to perform good at least in the long run. However today we see that short run health of the country is very important as well and for some countries it is almost impossible to overcome financial difficulties especially in the current crisis with only 3% budget deficit. 

Adding to this discussion the criterion, which states that the interest rates should not exceed 2% than the average of the three “least inflation” countries we see that both fiscal and monitory policies are very limited if a country is aiming for Maastricht criteria and entrance to the eurozone. This leads to a thought that a country might get lost in what to pursue. Low interest rates or low inflation? Or if it is a crisis time can the country exceed the fiscal balance because everyone does so or the country should stick to it? 

Additionally, it is not worth to underestimate the difference in business cycles among all of the member countries when performing a common monetary policy. Since the interest rate is determined for all member countries simultaneously it could be problematic to find the “golden middle” interest rate that would be suitable for both economies in the upturn and in the downturn. Finally, in theory for the common economic area it is crucial to have the same legal framework as well as the labor mobility. The legal frameworks in the EU are highly different from each other and the labor mobility is rather limited due to language differences. 

In the past years all the problems with the EMU and the Maastricht criteria led to observable difficulties in several member countries. The latest example is the economic downturn in Greece. Common monetary policy and separate fiscal policy that is not controlled by EU as well as huge cultural differences let to huge imbalances in the Greek economy. 

Greece problem

Greece was assumed to be a touristic country with quite a weak economy. Through the time of economic rise the tourist business had its stable position and provided country with income, also the building and real estate business was on its place when byers from United Kingdom and Germany pursued houses and villas in the country. Therefore altogether Greek economy had its stable income. With the start of economic recession the number of tourists visiting the country fell dramatically, tourist sector as well as real estate sector shrank and the level of unemployment grew in a drastic terms. European union requirements obliged Greece to support the unemployed in two step way:

· Paying the unemployment fee;

· Providing the subsidy on the amount of 420 Euros.

This two-step payments were too hard for the economy to support and altogether this obligation lead Greek economy to public budget deficit of 20%, while the norms of the European union do not permit any European union country to have the public deficit superior to 2.7%. As soon as Greece was completely unable to support the European Union requirements financially, it had to announce the technical default or claim for the possible European union and International Monetary union financial support in the way of providing financial aid to the country. It was agreed that European union will provide this financial support for the shrinking Greek economy, but the major problem occurred in the way that some other members of European union were experiencing the same situation.  These countries were:

· Portugal;

· Spain;

· Romania;

· Etc.

It was completely inappropriate for the European union to support financially all the suffering countries as soon as the union did not have enough money to support this funding. Additionally there was one more point that worsened the situation within the country and masked the true extent of Greece deficit with the help of a derivatives deal that legally circumvented the EU Maastricht deficit rules. The problem is that the deal between Greece and Goldman Sachs that happened in 2002 and involved the so-called cross-currency swaps in which government debt issued in dollars and yen was swapped for euro debt for a certain period -- to be exchanged back into the original currencies at a later date. The special type of a swap was devised in the United Stated that was basing on fictional exchange rates. This situation provided Greece with the possibility to receive a higher sum than the actual euro market value of 10 billion dollars or yen and altogether  additional secret credit was provided to the country. Later, according to Eurostat data, Greece had experienced a deficit that was starting from 1.2 percent of GDP in 2002 and heightening every year. This means the real situation was purely not disclosed by masking it by this additional credit and deal provided by the Goldman Sachs. 
It is clearly seen that the EMU and the Maastricht Criteria are especially aimed at the developed countries who are very stable in their development and do not have any major shocks or imbalances in the economy. For example, Italy with its huge debt over 100% of GDP does not seem to be the appropriate candidate for such a country. Or Portugal, which was considered to be the poorest country, who accepted the euro in the first round. These countries still have a huge space for growth and improvements and for them the larger inflation or the larger budget deficit would be tolerable and even beneficial if it is well controlled. However, the Maastricht criteria seem to cut the growth potential for those countries and in also it cuts the space for improvements towards fulfillment of the Maastricht Criteria. Finally, it is important to mention that the strength of a country that is in the eurozone or pegged to euro could be weakened by the fact that euro appreciates with help of strong countries which harms exports and thus the economy. This is also a crucial point in the whole discussion and I believe that special support from EU should go to those countries that are affected by the problem. 

Suggestions

So what could European Union do to avoid further critics of the criteria and to reduce such a huge gap between top performing countries and the bottom performing countries? The first thing that comes to mind and that is the most discussed by the various theoretical and practical sources that consolidated monetary policy should be supported with the consolidated fiscal policy. Otherwise it is too hard to make right decisions for both strong and weak countries. For example EU could create a council that would enforce some part of the fiscal policy to all of the member countries, however this suggestion is quite hard to implement. Countries do not like to lose their sovereignty and most of them would vote against this suggestion. The other suggestion from my side would be to review the Maastricht criteria. As the practice has shown it is neither necessary nor sufficient condition to be a strong and successful country like Germany of France who could live with euro happily and to support the strength of the currency. Thus, I believe that major improvements in the Treaty should be made in terms of thinking why particular countries are strong and how this could be applied to other countries. It is also important to tailor the criteria for each of the separate countries. The country should look strong in general, not only based on the criteria. The country should have strong production orientation, strong exports, as well as stable growth and inflation. This will create less incentive for a single country to exit eurozone and to set an end to European Monetary Union. Also the new criteria should be applied to existing countries and both strong monitoring and support should be implemented to help current members to achieve the level of a strong country. As well it is very important to tailor all the decisions set by the European Union. They should keep in mind that all countries are different and there is a lot of parameters in which they differ, thus tailored decisions will give countries some flexibility in their actions and this will improve the whole situation dramatically.

Summary and conclusions

In my essay I analyze several problems related to European Union and in particular the European Monetary Union. I find that there is no easy way to get out of EMU and European Union on purpose did not mention any criteria to exit eurozone. Furthermore, I found that although it is very difficult, there is a way to introduce a new currency in a country and to say no to euro. You can never say no completely because the debt in euro should still be paid in euro, however all official operations and money in circulation could be substituted to the new currency. 

Then I discuss the Maastricht Criteria and find that being a member of eurozone and aiming for acceptance to the euro area is not all about the benefits. The criteria are very difficult to fulfill and even if a country fulfills them, it does not mean that the country is strong and could survive easily in the eurozone. In addition, I mentioned that the criteria are not appropriate for most of the current eurozone members as most of them breach the criteria for several times and even do not get punished. I also discussed each of the criteria and the problems connected with them. It turns out that the criteria are not tailored for each of the separate countries and for countries it is hard to control both fiscal and monetary policies as they are rather limited by the Maastricht Criteria. 

Then I discuss the case of Greece to show how a country that is in eurozone and is supposed to be strong and stable but turned out to be a weak one. Although the Maastricht Criteria supposed to be the one that shows the direction for the countries, EU is rather weak with its implementation and the criteria themselves are flawless. 

Finally, I suggest that EU should either introduce some fiscal consolidation, which would be very difficult or to change the Maastricht Criteria so that it would fit each separate country and would be tailored as well it would touch some other problems like production and exports apart from price stability and fiscal balances. 

I believe that European Union should take actions quite fast as euro is very weak right now and all of the problems that have occurred so far could lead to catastrophic consequences. If EU does not want the breakup of the European Monetary Union, then it should review the criteria and to take actions right now.

