COUNCILon
FOREIGN
RELATIONS

58 East 68th Street, New York, New York 10065
tel 212.434.9400 fax 212.434.9800 www.cfr.org

Teaching Notes

REGIONAL MONETARY
INTEGRATION

Regional Monetary Integration

By Peter B. Kenen

Adjunct Senior Fellow for International Economics, Council on Foreign
Relations

By Ellen E. Meade

Associate Professor of Economics, American University

Cambridge University Press
November 2007

$30.99 paperback

248 pages

Sl ISBN 978-0-5217-1150-0

Regional Monetary Integration surveys the prospects for monetary integration in various parts of the world.
Beginning with a brief review of the theory of optimal currency areas, the book goes on to examine the
structure and functioning of the European Monetary Union and then turns to the prospects for monetary
integration elsewhere in the world—North America, South America, and East Asia. Such cooperation may
take the form of full-fledged monetary unions or looser forms of monetary cooperation. The book emphasizes
the economic and institutional requirements for successful monetary integration, including the need for a
single central bank in the case of a full-fledged monetary union, and the corresponding need for multinational
institutions to safeguard its independence and assure its accountability. The book concludes with a discussion
of the implications of monetary integration for the United States and the U.S. dollar.

This book is suitable for the following types of courses:

e  Courses on international money and finance
e  Courses on European integration

e  Courses on international economic relations
e  Courses on comparative political economy

The Council on Foreign Relations Academic Initiative is designed to connect educators and students
at the college and graduate level with CEFR’s research and nonpartisan analysis. For more information, visit
www.cfr.org/ educators.



These teaching notes, discussion questions, and suggestions for further projects—including class debates,
memoranda to the president, and role playing—may be useful for students in any of the courses listed above.

Instructors of specialized or advanced-level courses may wish to supplement with additional readings. The
module and “Further Reading” section at the end of these notes are good places to start; additional
publications and relevant websites are listed in the book.

Discussion Questions

Courses on International Money and Finance

4.

To what extent does the European Union form an optimal currency area? Compare and contrast other
regions of the world with Europe as to their suitability for adopting a single currency.

Why is it important to examine the effects of different exchange rate regimes using de facto, rather
than de jure, measures of the regimes? What are the most important differences in macroeconomic
outcomes associated with different exchange rate regimes?

Why might a group of countries forming a monetary union decide to peg the union’s currency to a
basket that includes the currencies of countries outside the group? What would an external basket peg
imply for the monetary policy of the countries in the monetary union? What countries might favor
this option?

What is the economic rationale behind each of the Maastricht Treaty’s convergence criteria? Are these
criteria important for judging whether a country is ready to join a monetary union? If so, why?

Courses on European Integration

1.

To what extent does the European Union form an optimal currency area? What are the main benefits
to Europe from forming a monetary union and adopting the euro?

What are the main problems associated with the adoption of the euro by the accession countries in
Eastern Europe? Would you expect the accession countries to enter the monetary union soon or to
postpone entry to some later date?

What is the likely future development of the exchange rate between the euro and the U.S. dollar? In
what ways has Europe’s monetary union influenced the evolution of that exchange rate? Identify
specific channels through which the monetary union has affected the bilateral exchange rate.

Compare the nineteenth century monetary unions with Europe’s monetary union. In what ways is the
European monetary union different? Did those earlier unions constitute “true” monetary integration?
Why or why not?



Courses on International Economic Relations or Comparative Political Economy

1. Why is institutional architecture important for a monetary union? Why is the monetary union in
Europe more likely or viable than a monetary union among Asian countries?

2. To what extent has the European Central Bank been transparent about its monetary policy and
accountable for its actions? Some claim that Europe’s central bank is not democratically accountable.
Why do they say this?

3. To what extent did the creation of Europe’s monetary union reflect economic concerns and to what
extent did it reflect politics? How do concerns about sovereignty figure into the answer?

4. What is the best forum in which to discuss the external value of a monetary union’s currency? Should
the union’s exchange rate policy be handled by the single central bank or by the finance ministers of
the union’s members? How has Europe dealt with this issue?

Further Projects
Debate

Divide students into small teams and organize a debate on one or more of the issues raised in the book, for
example:

e  The pros and cons of having a single central bank set monetary policy for a group of countries

e  The prospects for monetary integration in Asia, ranging from closer coordination to full monetary
union

e The need for criteria to judge economic convergence for a group of countries wishing to form a
monetary union

o  Thelikelihood of the formation of new monetary unions outside of Europe

Memorandum to the President

Assign students to write a memorandum to the President of the United States on the possibility of a U.S.
monetary union with Canada and/or Mexico. The memorandum should provide reasons for expecting single
currency to be beneficial for North America, and should discuss practical issues such as how the union’s
central bank should be organized, to what governmental bodies should it be accountable, and what the new
currency should be called. In addition, the memorandum should address potential problems—such as income
disparity and immigration—and how they might be dealt with. In the end, assess the pros and cons of full
monetary integration, and recommend a course of action.



Role Playing

In this task, groups of students would represent different regions of the world and argue the case for monetary
union in each region at a mock board meeting of the International Monetary Fund. Divide students into small
groups, each assigned to represent the views of a regional country group. The students must then argue from
the perspective of that country group and make the case for monetary integration to other members of the
IMF’s board. After each group makes a presentation and takes questions from other IMF board members, the
board should vote on whether the regional unions should be approved.
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