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Abstract
Over time, the lack of a well-defined direction has made the project on which the entire
functioning of the euro area and the European Union are based has undergone various
transformations. The defaults of defining and functioning of the European Monetary Union have
led to financial crises of the European single currency. The future of the European Monetary
Union is uncertain at the moment. In order to avoid any new crisis in the euro area, politics
should focus on synchronizing the economies of the member states and redefining the European
project.
The purpose of this article is to identify the dysfunctions of the Eurozone and to formulate
possible solutions for a deeper European integration. To achieve this goal, we need to reach a
number of objectives that help us to conclude: to analyze the malfunctions that emerged in
defining the European project, to analyze the dysfunctions that led to the emergence of crises
inside the euro area and to identify a possible scenario to deepen European integration. In
achieving the objectives, we will use qualitative analysis methods, namely text analysis, and
scientific observation.
Key words: European Monetary Union; the euro area; integration; synchronized savings; the
euro crisis.
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Introduction
For a monetary area to work optimaly the economies of member states need to
resemble or converge towards the same goal. “Normally, this adjustment of the economy
takes place through the exchange rate. To join a monetary area, states have to decide how
the national economy wants to align with the economies of member countries”
(Aursulesei and Maha, 2019). Thus, states can choose a nominal or a real convergence.
The two convergence criteria work together for a common purpose. Even though
the European Commission and the European Central Bank are focusing on nominal
convergence to join the euro area, the real convergence criteria are also analyzed in the
relationship between the European Commission and national governments. This link
between the two criteria is given in particular by the fact that without fulfilling the
requirements of real convergence, states can’t implement and support nominal
convergence measures. The Eurozone is formed on the basis of a political decision,
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precisely for this reason not all the criteria, whether nominal or real, are respected. The
Member States put their interest first and then the interest of the whole union. We can see
these differences between the measures adopted by the Member States of the European
Monetary Union over time. Estonia, Latvia, Lithuania, Cyprus and Malta chose the
exchange rate stabilization as the main target for accession. Unlike these countries,
Hungary, Slovakia and Slovenia have chosen to stabilize their inflation and be more
permissive with the fluctuation of the exchange rate. The Czech Republic, Poland and
Romania are pursuing the inflation target in a context of fluctuating exchange rates. These
differences are due to the economic specificity of each state.
Over time, the European project has gone through a series of crises that have been
the result of a malfunction. The problems of the European Monetary Union have been
and are very diverse. Bad timing economies of member states and other shortcomings in
the European project led to the worst crisis within the EU: Eurozone crisis. The recent
crises in the Eurozone, whether financially or in the area itself, have shown that the
Member States of the monetary union have not tended towards a real sustainable
convergence
Even if the financial crisis is over, its effects are felt today. That is why, at present,
the European Monetary Union and the whole of the European Union are undergoing
redefinition.
Background
The theory of optimal monetary areas expresses the idea that as long as the
economic cycle of a member country of a monetary union is not synchronized with that
of the partner states, negative economic effects may be created at the moment when the
monetary policy autonomy is dropped (Bojeşteanu and Manu, 2011). Thus, one of the
primary conditions for joining a monetary union is the synchronization of business cycles
between member countries (Mongelli, 2002; Dumitru and Dumitru, 2010). If there is no
synchronicity of economic cycles within a monetary union, there is a risk that the common
monetary policy will have different effects in the member countries (Artis, 2003). Under
these conditions, the possibility of conflicts between the members of the monetary union
increases, when each monetary union develops a common monetary policy, each member
wishes to benefit as much as possible when implementing the act.
Nevertheless, the literature of the field of optimal monetary theory helps us with
solutions to protect the national economy in the event of an asymmetric shock as a result
of renouncing the autonomous monetary policy. These criteria of protection are nothing
more than the real convergence criteria: the mobility of production factors (Mundell,
1961), the economic opening of the state at international level (McKinnon, 1963), the
extent to which there is a diversification of national production (Kenen, 1969; Ingram,
1973), the same level of inflation as in the other Member States (Fleming, 1971), political
assumption, wage flexibility, etc. Specialist literature also shows that the countries that
are best responding to abandoning their own monetary policy in favor of a common one
are those whose income and prices are strongly correlated with the rest of the states in the
union (Alesina, Barro and Tenreyro, 2002).
In 1991 the Maastricht Treaty was signed, which stipulates that the countries of
the European Union have the obligation to renounce to the national currency and to join
the single European currency.
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All these measures, treaties and agreements led to the adoption on 1 January 1999
of the euro by 11 European countries: Belgium, Austria, Finland, France, Germany,
Ireland, Italy, Luxembourg, Portugal, the Netherlands and Spain. In January 2001, the
monetary union joined Greece, which also met the convergence criteria. On 1 January
2002, the national currencies of the Member States were withdrawn and replaced by the
common currency: the euro. This was followed by waves of countries that have joined
the euro area: Slovenia (2007), Cyprus and Malta (2008), Slovakia (2009), Estonia
(2011), Latvia (2014), Lithuania (2015). In addition to the Member States, there are other
countries that use the euro as a result of various agreements approved by the Council of
the European Union: Vatican and San Marino (agreement with Italy), Monaco (agreement
with France), Andorra (uses euro coins from France and Spain). Even if there is no
agreement with the Council of the European Union, the euro is also used in Montenegro,
Kosovo and in the former French, Portuguese and Spanish colonies that have remained
dependent on European countries. Even though it meets all the criteria for joining the euro
area, Denmark has refused to relinquish monetary sovereignty, so it has received a
derogation from not joining the single currency. Although it has not formally received
any derogation, Sweden does not want to join the single European currency (Aursulesei
and Maha, 2019).
We can see that the euro area is not characterized by a unitary economic cycle
between members (Acedo Montoya and De Haan, 2009). The recent crises that have taken
place inside the Eurozone have shown that the Member States of the monetary union did
not have real sustainable convergence (Dăianu et al., 2017).
In 2012, the British Prime Minister at that time, David Cameron, declared at the
World Economic Forum in Davos that each successful monetary union has some common
features: "a central bank that actually supports the currency and the financial system; a
perfect economic integration that shows flexibility when faced with economic shocks;
and a system of tax transfers and debts of common debts, able to control the tensions and
instability between certain countries and regions within the union "(***, 2012). In the
same speech, Cameron points out that at that time, the euro area did not meet any of the
conditions he listed.
The Eurozone is in a deadlock in terms of furthering the enlargement process.
Against the backdrop of the multitude of crises and conflicts within the union, the decision
to extend is extremely controversial. However, at the moment, a much more powerful
European geopolitics than the rest of the world is more important than the harmful effects
on the economy that are likely to arise in the event of an early accession of the candidate
states (Mihailovich, 2017).
Methods
As a result of the study of the specialized literature in this field, we came to the
conclusion that there are some criticisms in identifying the malfunctions inside the
European Monetary Union and defining a solution to get out of this impasse. Therefore,
the purpose of this article is to identify the main dysfunctions of the Eurozone and to
outline a possible solution for a much deeper European integration. In achieving the
objectives, we will use qualitative analysis methods, namely text analysis, and scientific
observation.
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A political compromise project
The project on which the functioning of the European Union is based, as well as
that of the European Monetary Union, lacks a concrete definition of its nature and the
purpose it pursues. Also, the European project suffers from the "rigid complexity of its
institutional structure" (Peet and La Guardia, 2017). By analyzing how the European
Union has evolved with the Eurozone, it is easy to deduce where this complexity arises,
but at the same time, the ambiguity of all the projects assumed.
The European project develops after "small step policy", which is not bad. This
policy provides greater convergence between states as it can take place at the lowest levels
of society. However, there is no constraint, a deadline to be met by states for achieving
certain goals. We can say that there are no concrete objectives either. Over time, various
common goals have been circulated: banking union, monetary union, financial union. But
how many of these three projects have been completed? There is a banking union, but it
is not an entity to which all Member States belong, the current members being the euro
member states and the EU states that have opted for it. In addition, during the economic
crisis, it was proved that this European body does not work in optimal parameters, and it
needs great redefinition. Monetary Union does not include all EU countries. And the
financial union still can not be said. At the moment, only France and Germany have begun
steps to converge financial policy.
The European Union is a political pact that brings together under its umbrella two
categories of members pursuing different interests and aiming at different outcomes.
Firstly, we have the group of people who see the European Union as a future federation.
They will strive for a deeper integration in all areas: a single currency, single fiscal
system, single army, all tending towards a political union. On the other hand, we have the
group of those who see in the European Union a confederation in which the states retain
their increased independence, adhering only to certain common policies.
This lack of definition of the European Union directly affects the euro area. States
of the "European Confederation" are not directly interested in joining a single currency.
Let's not forget that the monetary system is a very effective and very used means by the
state to influence the national economy.
Even though the Maastricht Treaty obliges all EU member states to aspire to
nominal convergence after accession, and at the time the criteria are met to give up the
national currency and to join the euro. Only 19 of the 28 member states have adopted the
single currency. Some states have declared officially that they do not want to adopt the
euro: following calls to the European Union, Britain and Denmark have been given a
waiver of not adhering to the single currency, the two countries have decided not to give
up the national currency. Although it has not formally received any derogation, Sweden
does not want to join the European single currency.
We also have the case of states that, even if they joined the European Union,
extend the moment of joining the Eurozone because of failure to meet the criteria of the
Maastricht Treaty. At the same time, even if they meet the nominal criteria, states expect
to see the "new euro zone," the post-crisis zone. Everyone is waiting for a new area, which
also emphasizes the real convergence, which diminishes the development discrepancies
between states.
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A union of crises
Accession to the Eurozone is a political decision but must resonate with the
economic reality of the state that wants to join. In the case of early adhesion, that
synchronization of economic cycles is not formed, and the economy of the whole
becomes vulnerable. This is precisely why the Eurozone crises have also emerged.
The Eurozone crisis has had very different triggering factors. Perhaps one of the
first crises-triggering factors was initiated by Germany and France itself. They agreed to
block any sanctions that could be imputed as a consequence of non-compliance with a
point in the Maastricht Treaty. The two countries have allowed the budget deficit to
exceed the 3% ceiling (Peet and La Guardia, 2017). Following a confrontation with the
European Commission, a much more permissive version of the Stability Pact was signed
in 2005. Effects have been seen over time; it is believed that that pact meant abandoning
a tax discipline. This new pact also allowed states that have limited budget deficits to
meet the euro membership criteria to relax their economy. With the new provisions, states
managed to get out of the excessive deficit by 2007 and even have budget surpluses. The
Eurozone states believed their finances were healthy, but they were dismantled by the
economic crisis that was about to start.
Starting in 2015, Jean-Claude Trichet, president of the European Central Bank,
has begun to alert Eurozone politicians. He claimed the growing financial instability. His
main accusations for politics were that there was a divergence of labor costs within the
union and that unsustainable increases in public sector salaries took place. In his opinion,
when the competitiveness of the European Monetary Union is declining, economic
growth is also affected. As the Eurozone is only a monetary union, there is no central
budget that states can use in times of crisis. While Eurozone countries increased their
indebtedness and public spending, Germany saved and lowered wages. Germany's
prudence later proved to be the saving of the euro at the time of the crisis.
During the crisis, but also after, we could see how member states that did not have
a synchronized economy with that of the entire monetary union have entered a real
financial collapse. The countries with the most significant problems were: Greece,
Ireland, Portugal, Spain and Italy (also known as PIIGS). Every economic decay of a state
has affected the entire euro area. All five countries recorded high budget deficits,
cumulated with increased indebtedness, social riots and political crises. Of all, Greece is
remarkable; it has managed to bring the European Monetary Union closest to a collapse.
Greece faced the external debt crisis, coupled with a mixed political crisis that led the
country to bankruptcy. Its only escape is the aid coming from Germany, coupled with a
series of extremely severe austerity measures imposed by the European Central Bank in
cooperation with the International Monetary Fund.
Future of the European Monetary Union
In a union of imbalances, if we were to imagine a future of the Eurozone, what
would it be? In the book The Eurozone crisis and the future of Europe (Dăianu, Basevi,
et al., 2016), Francesco Nicoli and Fabian Zulleg come up with three possible scenarios
that the European Monetary Union might follow.
The first scenario, called the "permanent impasse", gives us the image of a
monetary area blocked by veto actions adopted by member nations. At that time, the
European institutions could no longer operate optimally. States' actions could be justified
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by political cycles at national level, the rise of various nationalist parties and the loss of
confidence in the euro. Unfortunately, such a scenario could lead to the desire of some
countries to leave the Eurozone, which would destabilize the entire union.
The second scenario refers to a "long transition". It emerges from the name that
under this scenario, the European Monetary Union should start a series of reforms, but
they should be implemented gradually. The central role in this scenario is played by the
European Central Bank, which would coordinate and impulse states to reform. Such a
scenario would be long-lasting, as a consequence of creating economic instability in
Europe. Finally, the outcome could be a positive one, but with a high or negative
implementation cost, if civil society in member countries would be happy to wait for the
results of this small step policy.
The final scenario is that of a "comprehensive approach". This scenario would be
radical, which would require reform of the European Monetary Union. The Eurozone
would focus on much deeper integration, first to a fiscal union, and then to a federal state.
This path would have the most beneficial results; the European Monetary Union would
ultimately have a common but coherent policy. However, there are some impediments on
the way to such a Euro Area. What would happen to the member states of the European
Union but who refuse to adopt the euro? And the economies of the less developed
countries could synchronize so quickly with the strong economies in Europe?
Benefits and costs of joining the European Monetary Union
Accession to the European Union is also not conditional upon membership of the
European Monetary Union. However, the Member States of the European Union have
assumed that they will join the euro area at the appropriate time. To join the European
Monetary Union, states must meet the nominal criteria set out in the Maastricht Treaty,
but the most important thing is that they want this change. Abandoning the national
currency and adopting the common currency is a political decision, and states do not make
this a priority. Accession to the Eurozone comes with several costs for acceding countries.
Most often, the literature shows the benefits of joining the Eurozone, leaving costs on the
second level. Any monetary union also involves a cost. If the most benefits are felt at the
microeconomic level, the costs have repercussions across the national economy. To
consider the desire to join the monetary union as appropriate, the benefits must be higher
than costs. In the following, we will present the main costs incurred by countries when
joining the European Monetary Union.
Costs can occur at all levels of the economy. At the microeconomic level, entities
will have to adapt to currency change. Abandoning the national currency and switching
to a new currency, enforce the entrepreneur to adjust his business, leading to new
accounting software or necessary expensive updates on the existing one, new equipment.
At the same time, entities may also be affected by the emergence of new competitors on
the market or the emergence of new risks. If the national economy is not perfectly
synchronized with that of the monetary union to which it adheres, discrepancies may arise
which may later alter the trade relations between domestic traders and those in the rest of
the union. These discrepancies come on the background of a national currency
depreciated or appreciated at the moment of accession, a phenomenon that will create
imbalances and disadvantages for some market players (Golban and Silaşi, 2009, pp. 244245).
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At the macroeconomic level, the highest costs are observed. When countries
choose to join a monetary union, they assume that they will lose some important economic
and monetary policy instruments that will be controlled by a central institution, in our
case the European Central Bank. Perhaps the most essential missed instruments are the
handling of interest rates or exchange rates according to their own interests. Loss of
control over the two economic adjustment tools can generate vulnerabilities to
asymmetric shocks (Bovenberg, et al., 1991, pp. 389-391).
At the same time, at the level of the central authority, the influence of the Member
States may be different. More influential states will have a harder say in making decisions
than those with lower or less well-performing economies. So, in the case of economies
that are not very important, it may be their inability to impose their policy at Union level
if they are not supported by other member states (Mongelli, 2002, pp. 27-30).
In the case of a monetary union, any national changes that influence the economy
can spread rapidly to other member countries. If external challenges, outside the union,
states are more protected, members' crises are extremely vulnerable.
If a state renounces the national currency, and the central bank becomes only a
member of the central bank of the union, then the influence of the respective bank in the
world is also lost. A currency that is used in world trade offers an advantage to the issuing
state and its influence in world politics. But when this advantage is abandoned and a union
with a single currency moves, the state is also losing its influence (Golban and Silaşi,
2009, p. 246).
A final cost is related to the logistics to implement the change, namely the cost of
changing the national currency with the common currency and adapting to the new
currency. In case of a change of the national currency, the population and all institutions
have to adapt to the new currency. For example, all software that involves cash payments
should be modified to recognize the new currency. At the same time, costs also arise in
creating a national education campaign for the new currency.
Conclusions
In our opinion, the European Monetary Union should aim for a deepening of
integration. At present, there are many euro area dysfunctions, which are due to the lack
of a future plan unanimously accepted by the member countries. The first step should be
a redefinition of both the European Union and the European Monetary Union. A more
explicit plot of the role of each European institution and the creation of new common
policies in many areas. A next step would be to set a timeframe for adopting common
policies within the Eurozone and for synchronizing member states' economies. At the
same time assistance should be given to the adoption of the euro and EU Member States
but not Economic and Monetary Union members. Only when we speak of a euro area that
is moving towards an optimal monetary area should a process of enlargement of the area
begin with the integration of the other European states.
Due to the synchronization of savings, there would be no disruptions between
member states, and the risk of crises would be low. From now on, when the European
Monetary Union overlaps with the European Union, the integration process should
continue. The first step would be to establish a fiscal union, and then a political union.
As a result of our research into Euro Zone malfunctions, we can draw a series of
conclusions on this phenomenon. These conclusions can be based on further research, but
also on a general vision of the future of the European Monetary Union.
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The European project is a compromise between those who want a federal Europe
and those who want a confederal system. European institutions mostly have an advisory
role. They can not force a state to take certain measures. This compromise in defining
both the European Union and the European Monetary Union has led to their ambiguity.
Over time, the project has undergone adjustments, depending on the momentum of the
different member states.
The European project does not have a well-defined goal. The policy of small steps
adopted by European officials is a good strategy that allows all states to synchronize their
national economy with that of the union gradually. However, there is no purpose for these
steps and no adoption timetable.
The Eurozone crisis is a cumulation of dysfunctions. The crisis whose
repercussions are still felt today within the European Monetary Union has emerged amid
a number of inappropriate decisions by the Member States: excessive indebtedness, rising
public spending or refusal to save. The lack of synchronization of the economies during
the accession and the poor definition of the project are other factors triggering the internal
crisis.
The economies of European states are not synchronized. In order to join the
European Monetary Union, the emphasis is on the nominal convergence criteria set out
in the Maastricht Treaty. Because the real convergence criteria have not been given such
a great deal of importance within the Union, countries with economies that have not yet
been synchronized have also joined: Portugal, Italy, Ireland, Greece or Spain. As we have
seen, these countries have also been the countries that have led to a crisis in the Eurozone.
There are several scenarios about the future of the European Monetary Union.
Specialist literature offers us several scenarios that the European Monetary Union can
follow in the future: stagnation, a long transition, or a total and bold reform. The Eurozone
is currently in a redefinition deadlock and we can not predict what path to follow in the
future.
The European Monetary Union must aim for a deepening of integration. In the
future, the only option that the euro area and the European Union have is to define the
European project, to set out a common goal to follow, with a well-defined calendar. All
steps must result in a deepening of integration into a fiscal and political union.
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