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ABSTRACT

The Economic Monetary Union (EMU) was not only politically but also economically a novel

experiment. Starting in 2008-09, the EMU has been experiencing the economic crisis, giving rise to

the political, economic and academic debate on the desirability of making or breaking the Union.

This study has been undertaken to gain insight and make comprehensive information available to

those interested regarding the international developments that are taking place. An attempt has been

made to identify and measure the impact of the common currency by using macroeconomic

variable, social welfare expenditure as percentage of Revenue. The study makes use of descriptive

analysis. The inferences drawn and suggestions made are reported as conclusions of the study.
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1. INTRODUCTION
When the concept of Economic Monetary

Union (EMU) took shape in 1991, and

finally came into being in 2002, it was

treated as a unique and innovative idea

politically and economically.

Economically, it was expected to herald an

era of economic cooperation and to

generate the advantages of a single

currency in the form of transaction costs

and exchange rate risks reductions, price

transparency and competition

enhancement, and more opportunities for

regional trade and investment (Rani, 1995).

However, starting in 2008-09, the EMU

has experienced an economic crisis, the

most difficult moments of its existence,

which gave rise to the political, economic

and academic debate on the desirability of

making or breaking the Union (Rani,

2017) . As a result, hindsight and a

foresight-based examination of the concept,

theory and evidence of the outcome of the

Economic Monetary Union have gained

importance for researchers.

This article focuses on: (i) Two visible

groups of member states, namely,

Germany, Austria, France, Finland and

Belgium; are grouped as More Prosperous

European Economies (MPEE); and Italy,

Spain, Greece, Portugal and Ireland; are

grouped as Less Prosperous European

Economies (LPEE); and (ii) Economic



International Journal of Applied Science and Technology Research Excellence Vol 08 Issue 02, March-April 2019,
ISSN NO. 2250-2718(Print), 2250-2726(Online)

www.ijastre.org 26

variable, namely, Social Welfare

Expenditure as a percentage of Revenue

from 2008 to 2019. Further, the total

period has been divided in two smaller

periods, ‘Pre’ (2008-2013) and ‘Post’

(2014-2019).

2. REVIEW OF RELATED

LITERATURE

In the wake of arranging a list of monetary

incorporation that records worldwide

(GATT) and provincial (European)

coordination of the EU member states, the

author discussed the growth effects of

economic integration and tested for lasting

and brief development impacts in a

development bookkeeping outline work,

including a board of fifteen EU member-

states over the period 1950-2000

(Badinger, 2005) . On the other hand, the

dissatisfaction of people of Norway is

expressed in the fact that “Norway is rich

with its oil and marine assets and has

experienced almost nil impact of the

global financial crisis or the European debt

crisis.” The welfare state is still solid, and

there have been no uncommon cuts in

public spending. For quite a long time,

Norway has been at the highest point of

the UN rundown of the best nations to live

in. However, social and pay imbalance has

become firmly in the most recent 20 years,

even though it is the third wealthiest nation

per capita in Europe with relentless

development in GDP since 1998 (Nilsen,

2012) . Despite the economic and

democratic crisis in Europe, arrangements

are judicious and, in general, are

accomplishing their target. Be that as it

may, that goal is not to end the monetary

and budgetary crisis but rather to harvest

its rich gains (Halimi, 2011) . Moreover,

after the euro was introduced and gained

currency, one of the economic impacts of

the euro has been that private bond issues

and stock issue expanded very fast, helped

by lesser transaction costs, greater market

reach, and financial developments (Pagano

& Thadden, 2004) . A combination of

various deficiencies, such as deficiency of

awareness, deficiency of preparedness and

deficiency of managing a crisis, plays a

role in having cross-borders ramifications

(Wolf, 2014). A demand deficit, and hence

the economic depression, became the norm,

and a financial bubble added to an increase

in demand and was therefore desirable.

Nevertheless, the problem with bubbles is

that they do not last long and perish

eventually (Krugman, 2014). The problem

of free-rider nations hurts the health of the

EU, and there is a need to put restrictions

on the bailout of borrowers who borrow

excessively (Buiter, Corsetti, & Roubini,

1993). In the absence of national currency,

national fiscal policies and banking

regulations were the main tools in the

hands of national governments to take care
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of the countercyclical macroeconomic

policy (Gali, 2010) . There is not only a

correlation between in global financial

crisis and the sovereign debt crisis of EU

members, but also the significant

correlation between the pre-crisis rate of

domestic credit and current account deficit,

and the rate of decline in expenditure and

output during 2007-2009 (Shin, 2011) .

“There were a lot of abandoned projects,

and falling property prices gave a major

shock to domestic economic activity”

(Milesi-Ferreti, 2011) . “The common

currency areas create trade, but even the

trade itself creates currency areas” (Rani,

2014) . “The political structure of the EU

keeps on changing, putting a negative

impact on the economic dominance of the

EU in global markets. Brexit has

undermined the liberal political and

economic order of the EU” (Rani, 2017).

3. SIGNIFICANCE OF THE STUDY

Studying the conduct of problem-states in

the EU at the crucial time of current

developments is significant for the whole

world in general and India, in particular,

because the European community is an

unprecedented effort to share that most

coveted of all political attributes, national

sovereignty, and to pool that sovereignty

into a supranational institutional

framework. India is an important trade and

investment partner for the EU. It

represents a sizable and dynamic market.

Furthermore, as far as India is concerned,

the trade with 27 member bloc went past

the $120 billion marks in 2019, despite a

slowdown. It is an increase of 72% from

the past decade, including 38% growth

from the traditional powerhouses of the

EU- the UK, Germany and the Netherlands.

4. RESEARCH METHODOLOGY

Concerted efforts were made to gather

consistent data for the period 2008-2019.

A significant amount of data is taken from

EUROSTAT - the statistical division of

the official website of EU, www.europa.eu.

For an empirical and comparative study of

the data, the appropriate statistical tools

are used. The highest order statistical tools

used for testing the significance of

differences in data are tests on continuous

data, such as Levene’s Test and t-Test,

ANOVA, and Pearson Test. Where the

observed differences are found to be

significant, further analysis is done to gain

a better understanding of why variation

exists.

5. DESCRIPTIVE ANALYSIS

Descriptive statistical tools have been used

to understand the nuances of significant

macroeconomic variable and the impact of

EMU.

The social contribution data reflects the

welfare role played by the governments to

http://www.europa.eu
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improve the quality of life of their citizens.

The descriptive statistics results of social

contributions percentage of revenue for

selected member-states individually and

for the two groups, LPEE and MPEE are

presented for the total period from 2008 to

2019 in Table 5.1, for the period from

2008 to 2013 in Table 5.2, and the period

from 2014 to 2019 in Table 5.3. The data

presented in Table 5.1indicates that all the

governments of EU’s selected member-

states spent a substantial portion of

revenue as a social contribution. However,

Germany had spent the most on average

from 2008 to 2013 on social contribution,

while Ireland spent the least during that

period.

Table 5.1: Social Contribution (% of
Revenue), Overall Period (2008-2019)
Country μ σ C.V.

Austria 40.37 1.16 0.03

Belgium 35.11 1.00 0.03

Finland 31.01 1.61 0.05

France 42.65 1.19 0.03

Germany 57.34 1.81 0.03

Greece 33.45 1.99 0.06

Ireland 18.21 2.16 0.12

Italy 34.78 1.19 0.03

Portugal 31.23 1.26 0.04

Spain 48.21 4.67 0.10

MPEE 41.29 0.71 0.02

LPEE 33.18 1.88 0.06

Table 5.2: Social Contribution (% of
Revenue), Period (2008-2013)

Country μ σ C.V.

Austria 39.83 0.91 0.02

Belgium 34.62 0.87 0.03

Finland 29.82 0.84 0.03

France 41.51 0.38 0.01

Germany 58.60 0.45 0.01

Greece 31.87 2.53 0.08

Ireland 16.25 0.84 0.05

Italy 33.21 0.47 0.01

Portugal 30.60 0.41 0.01

Spain 43.12 3.14 0.07

MPEE 40.88 0.28 0.01

LPEE 31.01 1.40 0.05

Table 5.3: Social Contribution (% of
Revenue), Period (2014-2019)

Country μ σ C.V.

Austria 40.54 1.23 0.03

Belgium 35.27 1.03 0.03

Finland 31.40 1.63 0.05

France 43.03 1.12 0.03

Germany 56.92 1.92 0.03

Greece 33.97 1.61 0.05

Ireland 18.86 2.08 0.11

Italy 35.30 0.81 0.02

Portugal 31.44 1.39 0.04

Spain 49.91 3.81 0.08

MPEE 41.43 0.77 0.02

LPEE 33.90 1.43 0.04

Observation: Now, looking at the

coefficient of variation (C.V.) in social

contribution as percentage of revenue for
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the total period, it is observed that Ireland

had relatively the highest variation at 0.12,

followed by Spain at 0.10. As far as both

the groups are concerned, the variation

remained between 0.02 and 0.06. In LPEE

and MPEE, the relative coefficient of

variation had a difference equal to three

times. LPEE had a coefficient of variation

of 0.06, while MPEE had 0.02.

6. CORRELATION ANALYSIS

The results of Bi-Variate Correlation

Analysis & Post- and Pre- Correlation

Index between MPEE and LPEE countries

for all variables are provided in Table 6.

The bivariate correlation coefficient here

shows the correlation between a variable

for LPEE and MPEE countries. On the

other hand, the post- and pre- correlation

indices reflect the change in this

correlation in the post-period relative to

the pre-period.

Table 6: Bi-Variate Correlation
Coefficients & Post- and Pre-

Correlation Index (r) between MPEE
and LPEE

Variable
Study Periods

r
Total Pre Post

Social
Contribution 0.75 0.99 0.75 0.76

The correlation between LPEE and MPEE

countries has been positive for Social

Contribution in both the study periods.

However, the magnitude of this correlation

varies significantly across both study

periods.

As a percentage of revenue, social

contribution shows a high positive

correlation in the total period and post-

period (0.75 each). Nevertheless, the

correlation was very high (0.99) in the

social contribution expenditure of LPEE

and MPEE in the pre-period. Therefore, it

can be inferred that the correlation

between social contribution as a

percentage of revenue of LPEE and MPEE

has declined post-EMU. The same has

been endorsed by the less than one (0.76)

value of the post- and pre- correlation

index.

7. INFERENTIAL ANALYSIS

The study now puts the analysed data to

more rigorous testing and then further

analyses the results to draw a meaningful

conclusion. Patterns in the data are used to

draw the inferences, such as hypothesis

testing and correlation (i.e., finding

associations in the data). To test the

equality of Variances and equality of

Means of both the macroeconomic

variables, Levene’s Test and t-Test are

applied, respectively. All this treatment of

data has been consolidated in Table 7.

H01: Social Contribution as a

percentage of revenue is not same

in pre- and post- periods.
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A general opinion about the less

prosperous member states has been that

after joining the EU, certain members

started spending more on social welfare at

the cost of other member states by

depending on the grant-in-aid.

Table 7: Social Contribution (% of
Revenue), Select Member-States

Country

Levene's
Test

(Equality
of σ2)

t-test
(Equality of μ)

F t μ Diff.
Austria 1.30 -0.91 -0.71

Belgium 0.17 -0.98 -0.65

Finland 3.31 -2.18 -1.59

France 1.64 -2.25 -1.52

Germany 9.83 2.43 1.68

Greece 0.73 -1.35 -2.10

Ireland 3.02 -2.07 -2.61

Italy 2.62 -4.17 -2.09

Portugal 1.48 -1.00 -0.84

Spain 0.11 -2.76 -6.79

MPEE 2.68 -1.20 -0.56

LPEE 0.00 -3.04 -2.88

Levene’s Test: Levene’s Test for

equality/homogeneity of variances is

rejected in Germany at a 5.0 per cent

significance level and in the case of

Finland at a 10 per cent significance level.

So, for both Germany and Finland, the

tests used are the unequal variance t-test.

While for all other countries, equal

variance t-Test is used as the null

hypothesis of Levene’s Test cannot be

rejected at a 10 per cent significance level.

t-Test: t-Test result is significant. That is,

the null hypothesis of the equal mean

value of Social Contribution as a

percentage of Revenue is rejected in the

case of Germany at 4.0 per cent, Italy at

0.0 per cent, Spain at 2.0 per cent and

LPEE at 1.0 per cent, at 5.0 per cent

significance level. For Finland at 7.0 per

cent, France at 5.0 per cent and Ireland at

7.0 per cent, the null hypothesis is rejected

at a 10 per cent significance level. For the

rest of the members and MPEE as a group,

the social welfare contribution as a

percentage of revenue is not significantly

different in both the pre-and post- periods

as significance is more than 10 per cent.

Further Comments: Tables 5.1 - 5.3

distinctly show that Germany leads all the

member-states in social contribution as a

percentage of revenue, not only in the

overall period from 2008 to 2019 average

(57.34 per cent) but also in pre- from 2008

to 2013 average at 58.6 per cent and post-

from 2014 to 2019 average expenditure at

56.92 per cent of revenue which is spent as

social welfare expenditure. For all other

member-states, as seen in Table 7, the

expenditure on social contribution

increased post-EMU and hence mean

difference is harmful to all of them. The
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increase in social expenditure by LPEE

group post-EMU is much higher than the

MPEE group at 2.88 per cent compared to

0.56 per cent. However, due to a decrease

in social contribution expenditure by

Germany equivalent to 1.68 per cent, the

increase shown by other MPEE members

is not statistically significant as a group.

8. CONCLUSION

This study attempts to investigate the

impact of the economic monetary union on

the economies of member-states. The data

of Social Contribution from 2008 to 2019

years of EMU have been examined. A

cursory look at data related to social

contribution indicates that all the

governments of EU's selected member-

states spent a substantial portion of

revenue as a social contribution. However,

Germany had spent the most on average

from 2008 to 2019 on social welfare, while

Ireland spent the least during that period.

Germany is the isolated case among the

selected member-states, spending the

highest percentage of revenue as social

contribution throughout. The overall

average annual social contribution was

48.21 per cent for the entire duration.

Throughout, the MPEE group had a higher

percentage of their revenue allocated to

social contribution compared to LPEE.

The overall average annual social

contribution of MPEE had been 41.29 per

cent as against 33.18 per cent that of LPEE.

In the present study, an attempt has been

made to identify and measure the impact

of the common currency using a

macroeconomic variable, namely, social

welfare expenditure as percentage of

Revenue, and the findings of this study

provide useful insights on how the

Economic Monetary Union has impacted

the economies of various member-states of

EU. It will be appropriate to say that the

study faces some limitations. The results

could be enhanced in the future studies by

extending the pool of macroeconomic

variables and comparing and studying rate

of inflation, rate of interest, GDP, etc. to

get a deeper insight on the impact of

common currency.
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