
To remember from Michelle 

Turnovsky’s lecture

QUESTION: WHY DID THESE COUNTRIES GIVE UP 
THEIRMONETARY SOVEREIGNTY

• Fixed exchange rates are positive for the economy

WHY? Speculation is minimized; trade is less risky WHY? Speculation is minimized; trade is less risky 
and easier.

• Harmonizing and curbing inflation is essential for 
fixed exchange rates and the Euro

WHY? Huge disparities in prizes lead to trade 
imbalances and increase economic rifts. 
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• EURO member states, by agreeing to curb inflation 
(via the Maastricht criteria), give up the possibility to 
increase government spending in recession times or 
to counteract unemployment.

WHY? Inflation and unemployment are inversely WHY? Inflation and unemployment are inversely 
related. 

Example: 9/2006 inflation rate EU 1.7% US 3.8%

unemployment EU 8.5% US 4.7%

2010/4: US inflation 0.9%

unemployment 9.5%



Turnovsky-3

• EMS members lose sovereignty in domestic 
monetary policies

• EMU entails common: ECB, monetary policy, 
currency, macroeconomic policy

• Right now: 16 EMU members and 22 countries • Right now: 16 EMU members and 22 countries 
using the EURO

• EURO is good because
- Lower transaction costs and reduced speculation

- Greater market transparency and efficiency

- Used in 15% of world economy, carrying out 20% of world 
trade



Maastricht Criteria

word of the week



Maastricht criteria

• Inflation should not be higher than 1.5% 
above the average of the 3 countries with the 
lowest rates.

• Interest rates should not be higher than 2% 
above the 3 countries with the lowest rates.above the 3 countries with the lowest rates.

• Budget deficit should be less than 3% of GDP.

⇒Maastricht as a means to tighten 
commitment to EMU

⇒Intergovernmentalist vs. neofunctionalist
explanations



The Stability and Growth Pact

• Signed 1997, demand from Germany

• 2008-10: Gov’t deficit and debt crisis in PIIGGS 
countries

⇒Council threatens fines of 0.2% of GDP.⇒Council threatens fines of 0.2% of GDP.

⇒Pact will be revamped to account for special 
circumstances (recessions etc.)

⇒BUT: this past week (10/2010), F and G 
proposed severe punishments for failing to 
comply with SGP: loss of voting rights



Who fulfills Maastricht Criteria in 2009?

Public 

deficit
Public 

debt



State finances: Hardly anybody fulfills Maastricht 

Criteria in 2010



What about major accession states?



• EURO

An economic and 
cultural success story

Third largest Third largest 
international trading 
currency (with $ and 
Yen)

Culturally accepted and 
valued



European Economic Policies

The CAP



WHAT POLICIES?





WHO PAYS?



Common Agriculture Policy (CAP)
it’s all about food…

Introduced in 1962

Aims:

• Ensure European’s food supply

• Ensure fair consumer prizes• Ensure fair consumer prizes

• Ensure income stability for farmers

• Origin: WWII

• Protectionist policies required



How does CAP work?

• Taking produce off the market into storage

• Income support for farmers

• Subsidies - guaranteeing a minimum prize

• Import restrictions (Tariffs and quotas)• Import restrictions (Tariffs and quotas)



• Problems with CAP:

�Storage costs and inefficiency (“butter 

mountains”)

�Less incentive for farmers to adapt 

productionproduction

�Distortion of world market



CAP Reforms 1992, 1999, 2003

• 1992: From product subsidy to stronger direct 

income subsidy => direct compensation for prize cuts

• 1999: Supporting environmentally beneficial farming 

=> compensation tied to animal welfare, hygiene 

standards, protection of rural environment; 

participation of environmental groupsparticipation of environmental groups

• 2003: pre-accession ‘multifunctionality’ approach. 

DECOUPLED PAYMENTS plus RURAL DEVELOPMENT 

POLICY

• UNRESOLVED CONFLICT: FREE TRADE VS. 

PROTECTION AND SELF SUFFICIENCY.





Comparing farming in US and EU

2007: EU 27: 14478 farms in the EU



Pros and Cons

• Self sufficiency

• Job protection

• Focus on smaller farms 
and regional produce

• Positive environmental 

• Higher domestic prizes

• Consolidated market

• Historically a closed 

shop for development 
• Positive environmental 

impact

• Public steering capacity: 
Examples: Organic 
produce, genetically
modified food. 

shop for development 

countries



Who has driven agriculture 

policies?

• FR and G in the Council of Ministers?

• The European Commission?

• Interest groups/farmer lobbyists?• Interest groups/farmer lobbyists?

• => conflicts between supranational and 

intergovernmental interests


