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The Institute of Directors said today that the euro, European Economic and Monetary Union (EMU), was a political project and, moreover, the most integrationist development in the history of the European Union. But, even though it was primarily political, the economic implications of joining the euro were profound.

In an Economic Comment The euro: a political project with profound economic implications the IoD said that all the major levers of macroeconomic management would be profoundly affected if the UK were to join the euro. Specifically:

· Interest rates would be decided by the European Central Bank instead of the Monetary Policy Committee of the Bank of England;

· The pound would be irrevocably locked in with other Eurozone currencies instead of floating. Given the pound’s performance vis-à-vis the euro over the past three years, the risk was that the rate would be inappropriately high;

· Fiscal policy would be restrained by the EU’s Stability and Growth Pact instead of being left to a democratically elected Chancellor of the Exchequer;

· Gold and foreign exchange reserves would be pooled instead of being held nationally.   

The IoD added that there had undoubtedly been economic tensions in the Eurozone, with its 'one-size-fits-all' interest rate, since January 1999. According to the European Commission, three countries (Germany, France and Austria) should have had lower interest rates than delivered by the ECB in 2001, only two (Belgium and Italy) experienced the appropriate rate and the rest (seven countries) should have had higher interest rates. Moreover, Germany had recently narrowly missed a reprimand for breaching the Stability and Growth Pact. 
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Ruth Lea, Head of the Policy Unit and author of the Economic Comment, said:

 “Continental politicians are quite unequivocal about the political nature of the euro. They know it is a step, albeit a hugely significant step, towards the unification of Europe. Their honesty is in sharp contrast to the dissembling dishonesty surrounding the debate in the UK. But it has to be recognised that euro membership has hugely important economic implications. It is, without exaggeration, tantamount to handing the economy over from British institutions to EU-wide ones. And these EU-wide institutions simply cannot be as sensitive to the requirements of the British economy as British institutions can be. This risks economic instability. It risks boom and bust. 

"It is absolutely essential that there is sustainable convergence before we consider joining the euro. And the IoD's policy position remains unchanged: we should not join for the foreseeable future."
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Notes to Editors:

The Institute of Directors is a non-political organisation with 55,000 members in the UK, whose aim is to help directors fulfil their leadership responsibilities in creating wealth for the benefit of business and society as a whole. To this end the IoD provides an effective voice to represent the interests of its members to government and opinion-formers, and to bring the experience of business leaders to bear on the conduct of public affairs.

