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Abstract

The paper will show what has been achieved duhiegtold War in the world economy and
how those achievements can be used and are usdthmging participation of particular
groups of states in the international divisionaifdr, or using other words how they are able
to join the main stream of the economy.

The paper will rely on theories of IR and IER prdasey application in practice of some
theories formed by Rousseau, Mitrany, Samuelsonh&uwan, Stiglitz, Sachs, Krugman, Nye,
Keohane and it will reject some of the theorieschitare no longer reflecting the new realities
like the ones coined by Allais or Prebisch. It wabntinue the ideas presented in paper on
sequencing of international relations.



1. Introduction

The paper deals with changes in approach to woté&tnational management, where political
bipolarity is replaced by financial dualism (curcgnbipolarity), what means that hard
elements of security are being replaced graduallgdit elements and plans drafted in high
politics are being fulfilled in practice. This & happening in world which is globalized and
liberalized, where liberalization follows certainles introduced by most participants of the
international relations in their agreements conogrnmembership in the international
organizations as well as economic and financiainteg which were introduced within the
Bretton Woods system in 1944, ie. International Btary Fund, World Bank and founded
later General Agreement on Tariffs and Trade (19¢4f)aced by World Trade Organization
in 1995.

Founders of the Bretton Woods system — John MayKayhes (UK) and Harry Dexter
White (USA) supported by group of ten economistenfrother states (including Mexico and
Poland) drafted an idea of a system which was ssggpto work in two phases. First, forming
conditions for employment in national and relatweallosed and protective economies.
Second, in open environment where states resign fnmtection and increase their trust and
interest in growing international economic relati@nhancing social, economic and political
security.

The system had an inbuilt mechanism which was desigto eliminate negative
consequences of policies conducted by nationalgnted economies, showing in parallel to
national political decisions the prospects credgdegional/global liberalization. The model
of international relations designed in 1944 waspsgpd to stimulate processes which were
capable to of demonstrating that liberalization amdgration brings growth and wealth into
the economies embraced by them. It was stimulagespbcific structures introduced into the
world international relations, which were suppaetiand conducive to desired decisions,
which have strengthened development of market $oasewell as democracy in political life.

The effect of this process is obvious, althoughegere relatively high. Nevertheless, one
can imagine their scale when things were left tm¥o their own dynamics within conditions
which were not shaped to support achievement ofiésered results. Bipolarity in political,
economic and security systems was a stage whighedhielo make proper choices for its
participants on both stages of development of matgonal relation, namely:

« Between 1944 and 1989
* After 1989.

The article is focused on showing how the two stagere stimulating changes and in which
way they were supportive in undertaking certainiglens which led the world economics to
the point in which we stand today. This will be dises a background to draw possible
scenarios for the future.



2. What was achieved in economy during the Cold Wagperiod?

Ability to change is framed by the system in eastintry which defines the way decisions are
being taken and conditions determining the climatel mood of voters and those who
represent them in decision-taking institutions andies. Generally speaking, the mood and
climate is positive for some revolutionary changespecific conditions, either in positive
way indicating the future way of changes, or negdyi indicating what should be rejected.
This means that we can define three types of siustin which decisions changing
dramatically the economic policies can be undertake

* When the process is pointed against something/sodyelvhat or who is not desired
and wanted. This is the easiest way to make pdagke decisions in favor of certain
actions;

* When the process clearly shows that further dewssim the same direction can
improve wealth, prosperity, security;

 When the undertaken decisions, model of appliettiesl drugs the economy into a
crisis. Crisis always enforce decisions in favonefv solutions which otherwise bring
hesitations .

Both economic and political systems should be dmsd as self-regulating and self-
developing organisms able to react actively toregiempulses. The main concern here is the
ability of survival and relative stability in conins of permanent changing environment in
which they functioh In such conditions one of the crucial problems t& ascribed to
methods in which society is ready to approve densiwhich contain adjustments and
adaptations to surrounding changes. This can biewszhin cooperation of the two levels of
activities undertaken within state or non-statetituisons, which embrace institutions
(political and international) and norms (politicalilturef. The other problem is to keep
balance between elements which change and thos# ate in process of chariggLook at
chart 1).

In the past changes were fostered generally invtaygs: within the capabilities of the system,
which can be evaluated as internal capabilities @neffects of external forces of different
types: political or economic. With advancement efndcracy the role of external forces was
in rise, while abilities of national system were decrease. Internal changes are easier in
periods, which cause a turning point in politicel @ne fostered by changes introduced by two
or more political parties, which prevail on theipoal scene. External influences were in past
mainly caused by different types of crises or axdiaundertaken “to prevent” or “to

1 D. Easton, A System. Analysis of Political Lifehi€ago 1965, p. 32.

2G.A. Almond, S. Verba, The Civil Culture, Princetb963, p. 54.

% This was wisely worked out in post-communist tims in Poland followed by transformation of thelitical
and economic systems.
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counteract”, as well as to “act agaiffstThe general conclusion from analysis of charages
adaptation to new conditions was that it is easiaestructure the system using the external
forces, than relying only on internal ones. Thissvga up to development of democracy in
national economies.

Internal changes were possible as the politicalesysvas diversified and could enforce new
methods of governing through rejection of old ideas replacement of them by new ones,
matching more the new requirements created witkeiw, changed conditions. Nevertheless,
adjustments turned to be easier when internati@vakage was engaged. This leverage was
affected by institutional arrangements, which waneated to serve such purpose. Institutional
arrangements which did not fulfill expectationdlain them were eliminated or replaced by
new more effective ones. This could be seen in chs#ernational agreements on unification
of two or more kingdoms, ie.: Austro-Hungarian powenited Kingdom of Poland and
Lithuania; United Kingdom of Britain and Irelandic.. or in case of attempts to create
cooperative security system in Europe (the Leadgudlaiionsf. Negative elements were
unveiled in functioning and malfunctions replaced diher more effective solutions. The
mentioned systems were based on unequal condiioparticipation, in which one country
was dependent on decisions of the other one, winattly led to imposition of certain
decisions. Such decisions, when dependence wassmleel, helped to use power in
international relations with their growing role eftXVIl century when the notion was
invented by Hugo Grotius (called father of intefoaal lawf).

Chart 1. Model of political and economic adjustmers

‘—

Internal environment
of the political &
economic systems

Undertaken Continuity

Political and decisions, of changes
economic systems adaptation, >
development,

External environment stabilizatiot

of the political &
economic systen

Source: own arrangement

Evolution of states, of defense systems, familyntérnational organizations, all this led to
new solutions in  which interdependence was créatederdependence diminishes the
possibilities of using international relations asce imposing certain decisions by one

* This can be proved by numerous illustrations framactice. Some examples are shown within the psooés
integration of the eastern bloc after WWII.

® Look also: Z. Brzetiski, Wybér dominacja czy przywodztwo (The choicdobgl domination or global
leadership), Krakéw 2004, p. 23-34.

® In the Polish literature the term was used fissptof. F. Kasparek in Lvov in XVIII century).

" T.G.Weiss, D.P. Forsythe, R.A. Coate, The Unitedidis and Changing World Politics, Oxford 20013@8-
330.
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country on another one against its interests. Ssooneces of conflicts were eliminated with
evolution of the system and increased action Iingitihe resistance to certain external shocks
as the economies/states were more and more imposadernal forces, stimulating changes.
Protective measures of different type were intrediidike elimination of platforms causing
sensitivity to external pressures or shocks, statibn measures were introduced as well as
forming conditions in which main differences dengliabout rate of growth or speed of
development stage by stage were made alike ifqumle

This process started with a small group of cousitrggresenting highest level of development
(EEC-6) in Europe, supported by the US (Marshalbnpl UK with EFTA and
Commonwealth. Strong support was given along witbwgng network of international
organizations, representing different fields of pex@tion (coordination) as well as universal
and common ones (UN). The organizations were oftatually dependent or membership in
one of them had to be preceded by membership (agrae with another one. This was so fi.
in case of IMF, World Bank and the EUThe dynamic of integration within the bipolar
division was accelerated in West by threat comnognfthe East. Bipolarity was stimulating
security integration within all existing structuress the West as well as on the Eastern part of
the international scene.

Enough to look at the simple diagram, which in anlsglic way shows organizations of

Western and Eastern bloc and countries which plagxthin role in shaping the mutual
relations of the states.

Diagram 1. Western and Eastern scene after WWII

Western side of the scene after the WWII Eastern paof the scene after the WW I

Leadership/superpowddSA | Leadership/superpowddSSR

NATO (1949)| COMECON (establishment: 1949, statute: 1959)

ESCC(1951), EEC (1957Warsaw Pact (reaction to FRG NATO members
(1955)

Important states | Important states

UK| Poland

Francé

Germany

& Churchill in his famous speech in announced needrerition of “United States of Europe”. This wag the
only moment when Britain was giving ideas on Eugpétegration. Second move in same direction @n b
ascribed to creation of internal market ().

® France was part of the anti-fascist coalition bigt ot participate in Potsdam and Yalta, where brscf
Europe were decided by the Great Three: Roosé¥eltrchill and Stalin.

¢ Germany has laid strength of its currency (Deuttinon the altar of integration.

4Poland was (is) the biggest country in Central Barffour times bigger) in comparison with mostiw states
here, it had the biggest opposition organized afidire communist regime in form of trade unionslitGoity”.
Any of the anti-communist moves (1956, 1968, 1914 8) where followed by WP intervention, which was
case with Hungarian uprising in 1956 (Red Army twéation), 1968 in Czechoslovakia (Warsaw Pact
intervention — embracing troops of the Hungariaslidh, Bulgarian and East German Armies).

Source: own arrangement

On the top on each side we have the two superppwéish were characterized by different
political and economic systems. US is a super stdieeh was inhabited and ruled by
emigrants from Europe. Inhabitants of the US taal@ymore diversified than they were if we

8 K. Zukrowska, Szerokie otwarcie. Polska gospodarka tywalym otoczeniu midzynarodowym (Wide
opening. Polish economy in active internationaliemment), Warszawa 1994, p.20-63.



study their roots which are linked with all couasriin the world not only European states. In
terms of military integration and political coopgoa the two blocks were strongly
differentiated. Same as in case of economic coatin and integration. On the western side
there was NATO, which was called into life in 1948hat was decided by Washington
Charter. ESCC and EEC were considered as orgamsasitimulating economic integration.
There was also OEEC (1949) before the EEC and BE8&€E established, which was founded
to coordinate Marshall Plan transfers from the 0&trope, helping Europe to rebuild from
Il WW damages and prepare for European integratidhis organization is not listed in the
diagram as it did not have and equivalent in thsteza part of the globe. It is worth
mentioning it here as it shows additional linksviestn US and Europe. Both organizations:
ESCC and EEC were structured differently. ESCC wasipranational organization, while
EEC an intergovernmental organization. Both weiledanto life after failure of establishing
Political Community and Defense Community. Impotteountries in addition to US, which
submitted first aid transfers within Marshall Pldime financial sources were coordinated and
transferred by a special organization establistoedtifat purpose: OEEC. It was aimed at
reconstructing economies after WWIl as well as aregyw states obtaining transfers to
integrate in future. Integration was proceeded m@bng to a model invented by Balassa
which embraced stages of economic integration fie® trade agreement, through customs
union, single internal market and monetary uffloiihe economic and financial integration
was considered in this process as natural platforestablish political integratidh In other
words, the assumption was to reach certain leveitefnational economic integration among
states in order to create a second stable andgstemter cooperating with the USA market
thus creating conditions for coordination and mamagnt of activities, helping remaining
centers, which lack needed political power to jtie main stream of world economy and
enable them catching up in development.

Eastern bloc was more homogeneous. USSR was fangji@pon central planned economic
system, which was also labeled as order-distribusiystem. In political life the system was
simply organized in a form of communist party diotahip. If there were satellite parties
(like in Poland: Peasants and Democrats) they glayatic role and were overwhelmed by
decisions taken by majority. In addition to the BS®ost of the states were small, in most
cases below 10 million of inhabitants. Poland h&drillion. The difference between Poland
and remaining states in the region can be limitesize, lack of national minorities (in case of
Poland?), strong anti-Soviet sentiments, bad relationsorisally with neighbors (division of
Poland between Russia, Austria and Germany). Befodeof war, before liberation of Poland
from the German occupation (Warsaw) went throughlupmsing which was organized by a
government on emigration (in Londdh In period 1945-1989 Poland went through a number
of political crises, which were not known common&g single crises in other states were
covered better by media as they were halted bytanjliinvasion (within so called WP

® OEEC was transformed in 1960 into OECD — Orgaitindor Economic Cooperation and Development. From
aid money transfers coordination it moved towailderhlization of trade and liberalization of capttansfers. It
is a specific organization which works as a thiaklt indicating possible ways to change the ecormwig¢he
member-states, what is done in form of annual tspahich cover specialized fields of the economy.

195, tadyka, Z teorii integracji gospodarczej (Fribreories of economic integration), Warsaw 2001, 15-
196.

1 A.M.EI-Agra, The European Union. Economics andgies$, London 2001, p. 579-586.

12 poles were rather left outside Poland than othé&onal minorities were included into the Polisitisty after
decisions of dividing Europe into national statésraWWiII, after Yalta and Potsdam, when shape sind of
states were decided by Churchill, Roosevelt antinSta

13 This government was functioning until the systeofiange in Poland in 1989. This was the only couthiat
had such government abroad, illustrating attitudeards the imposed communist system.



support). Such dates in Poland indicate attempghefnation to change: 1956,1968, 1970,
1980, 1989. Poland has elected its new democratiergment in 1989, before the fall of the
Berlin Wall. Being the first state in East Centeairope to join the democratic society. Others
followed later.

Looking at the institutions we can see that integnain the Eastern bloc was not so easy.
COMECON was called into life as response to esthbient of NATO but its status was
approved ten years later. Warsaw Pact was establligf response to German membership in
NATO, what was explained as reaction to “remil#ation” of Germany. Those facts show
that politically enforced integration was not easipproved by states in the East despite the
fact that all countries were functioning accordingsame model of political standards as well
as those introduced in economic field.

General observations lead us to certain conclusibngas easier to integrate “against” than
“in favor”. This remark concerns both poles of mt&ional relations. Western bloc was
integrating as an attempt to counterbalance thiemagotential, while eastern integration was
stimulated by moves in western integration. Newess, the system in east, which excluded
market and competition as well as democracy anch@shanism of political competition was
deprived of basic mechanisms which enforce progtassuch circumstances the eastern bloc
could keep path with the west only in a short pgrdirectly after the war, when economies
were developing from WWII disasters. Further ont@ascountries and their economies could
compete only militarily but in longer run such etfon military sphere was additionally
increasing the deficit on consumer goods markestatdizing further the economies.
Controlled prices were limiting the possibility tdbtain equilibrium between supply and
demand, what in case of limited competitivenessdbistrial products and falling prices of
raw materials gave limited prospects of financihg build-up of military potentidf. The
military effort in eastern bloc was financed byrgase of money in circulation, ie. by printing
money when needed. This was additionally increafieggap between demand and supply,
creating so called “inflationary overhang”.

Poland has played a specific role in Eastern Bhtat was caused by its size and general
attitude towards the system that was imposed #fierWWII. A reading of two statuses:
COMECON and WP also lead to interesting conclusi&@tatus of COMECON is written in
communist jargon, while status of Warsaw Pact istevr as copy-cat of Washington Charter.
Moreover, the latter document states that all coestare entitled to join no matter what
system they represent and that the organizatiorbeasitosed down when an whole-European
security system is establisftedThe difference in the two documents can be empthi
partially by dates in which they were prepared. WPL955, while COMECON in 1957.
Nevertheless, 1955 is only 2 years after the deatBtalin, while 1957 is later than the first
political “thaw” after 1956.

In sum the two methods applied in east and in testwvere creating problems in economies
of countries from the two spheres of influence: U&#d USSR. Those problems enforced
negotiations on arms reduction, which in turn lednicrease of confidence between east and

1% The situation was opposite in case of market exie® were military production was creating higineomes
responsive to overproduction of the industry. lhestwords military sector which is financed whally state
procurement (specific structure, where state is anapolistic buyer) as side effect of its productimas
increasing demand and thus stabilizing the maiketertheless it effected in increase of inflatigniticrease of
expenditures of the state, what in turn createdtitget deficit and had an impact on increasetefdst rate.

15 E.J. Osmaczyk, Encyklopedia spraw gdzynarodowych i ONZ, Warsaw 1975, p. 3706-3707.



west and in longer run, enabled the realizatioN@i Economic Order that was launched and
planned by the UN in the 1970’ies.

Now integration of the world economy as well asgoess of regional integration were
stimulated externally by two factors as it washe past: internal and external. Starting from
internal elements one should mention changes with86R, namely dissolution of the
superpower into independent republics, which argamized within Commonwealth of
Independent States (CIS) as well as within two entn free trade agreements, both
established in 2000: GUUAM and East-European anirmA€ustoms Unidfi. The first
surrounds Ukraine, while the second Russia. In 2@ regional groupings were established
within the area of “old USSR”. Most of the decissdmere are driven by independence forces,
often strongly supported by the EU (Partnership @otperation Agreements — signed in
different years, with the earliest signed by Russid Ukraine in 1994, what came into force
in 1997). In some cases there is also personakapdrtise support from the USA or such
organizations as World Bank, IMF, etc.

At the same time Europe accelerates integratiodeapening and widening. Both seem to be
unprecedented. Deepening embraces creation ofesiBgtopean internal market (Single
European Act — 1997), move towards European Moydiaion — EMU, which is a step
towards political integration. Despite such chandgasope is not unanimous and convinced
about need to integrate politically at top of thenmtmoned processes. Widening embraced ten
new members in May 2004 , two more post-communméges have joined in 2007. others are
expected to join later. This covers Turkey (decismn negotiations taken in middle of
December 2004), and finally remaining Balkan stéitess Croatia, Bosnia and Monte Negro,
Albania, etc...

2004 brought also a decision on signing by 25 EUmbwer-states the draft of new
constitutional treaty, this was done in NovemberRiome. Ratification of this treaty was
slowed down by rejection of the document by Fraaed Holland in 2005. This document
was ratified by 15 states, while 3 more had cotepleheir ratification procedure (Finland,
Germany, Slovakia). In most cases ratification e@spleted in form of approval by national
parliaments (only 3 were approved in referendunairgpGermany, Luxembourg). In sum 18
states have ratified or nearly ratified, 7 havetpmsed ratification, 2 have rejected the
constitutional treaty. On 13 December 2007 a newsioe of the treaty was signed by
member states, the version is called a treaty sifdn.

At the same time USA is engaged in creation of FTFARree Trade of Americas Agreement,
which should embrace all countries situated in Mamt and Southern America’s. The
Agreement was supposed to be signed in 2005. lisded not only liberalization of goods
transfers but also capital and services. The natjmtis and remaining procedures were
postponed here, everything seems to be suspendea\wwigor can come with the change of
presidency in the US, when the democrats will taker (either it will be H. Clinton or B.
Obama, or perhaps both of them as a team workuopeggher).

The two biggest markets: EU and USA agree withian$atlantic Partnership (1995 and
2001) to manage world economy leading it to stajiewth and eliminating sources of
tensions and turbulences, while at the same tiney ttreate political tensions among

16 J. Kukutka, Stosunki Midzynarodowe 1945-2000, Warszawa 2002, p. 237.



themselveY. One of the source of tensions is the attitudeatd& American war in Irag,
second seems to concern mutual relation betweemgitavalue of exchange rate of US$
and €, third deals with future of NATO and mutuglhtions between politically integrated EU
and NATO (political and military identity in Europes-a-vis US).

At the same time all mentioned centers: US, EU Ruodsia with CIS are integrated against
new enemy, which is terrorism. The group also idekiJapan and China. New threat requires
new responses and new protection, which is notiabai within the old security system. An
effective protection against terrorism can be ol#diwithin closer cooperation of internal
security systems of the international society al agespionage systems. Effectiveness here
can be obtained by increased exchange of informaéie well as exchange of its evaluation.
This in turn requires either new approach to seécwithin NATO as well as establishment of
new external links with countries that at this pare not tied up with NATO. In other words
NATO has to become global in a specific manner,twdags not imply that all countries will
become NATO members and NATO with time passing vefilace UN. It means that such
ties as with Russia or Ukraine should be estaldidiyeNATO also with China, Japan, India
(listing the most important) and other Asian stateswell as with countries from remaining
regions.

The two poles the US and USSR where politics aridamyi relations shaped the balance have
been replaced after 1989 by dominance of two nevecg, which try to keep balance in the
field of economic issues. The security problemsteieg decided (in most cases) on global
level. EU and NATO are intertwined by common mershgr and common infrastructure.
All NATO members are owners of the infrastructusbjle the EU is not supplied by needed
infrastructure separately and has to rely in tleklfon the agreement made in “Berlin Plus”
Agreement from December 2062

3. What happened after 1989?

After 1989 institutionalization of the internatidnalations widened and deepened. In short
GATT was replaced by the WTO in 1995 as a resuliesfisions taken within the Uruguay

Round of GATT (September 1986-April 1994). Thererevdeep changes in the European
integration what has embraced both widening angeatgag as well as some institutional

arrangements of the process have been changedh&&Been transformed into EU (Treaty
of Maastricht), where also phases for introductdothe EMU were marked. This move was
proceeded by approval of SEA (Single European A887) — which has liberalized mutual

relations among the EEC member states at that(fi)ein four basic areas: transfer of goods,
services, capital and movement of people. Singlofigan Capital market formed primary

conditions for creation of EMU. Continuing the pess of EU enlargement it was growing in
sequences:

* In 1990 by the former GDR by reunification of tlveot German states what did not
increase the number of member states but causédrial expansion of the EEC;

e In 1995 by 3 EFTAN’s: Austria, Finland and Sweden;

M. Gracik, Stosunki transatlantyckie-instytucjonalny wsmi wspétpracy (Transatlantic relations —
institutional dimension of cooperation), in: Europa gospodarce, polityce i kulturzéwiatowej. Miedzy
dziedzictwem a przyszioia (Europe in economy, politics and world culture t@een inheritance and future),
ed. J. Ogiski, Warsaw 2004, p. 223-238.

18 M. Reichard, Some Legal Issues Concerning the BI® Berlin Plus Agreement, Nordic Journal of
International Law. Vol. 73, No.: 1. February 2094 37-67.
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e In 2004 by 10 new members an unprecedented moveaemdf a group of first post
communist states (Czech Republic, Estonia, Hungbayyia, Lithuania, Poland,
Republic of Slovakia and Slovenia) and 2 small raarkini-economies (Cyprus and
Malta);

* In 2007 by 2 new states: Bulgaria and Romania.

In parallel NATO has approved in Rome (1991) “opeor policy”, what led to enlargements

in 1999 by three states: Czech Republic, HungadyRwiand and further on by rest of states
which after have joined the EU. On Prague summ0@2 decision was taken to include next
seven new members, what has happened shortly béferea004 EU enlargement in May

2004. Seven new NATO members have joined on 24 M&@04. This enlargement

embraced: Bulgaria, Estonia, Lithuania, Latvia, Ram, Republic of Slovakia, Slovenia,

other states also declared their interest in jginithose are: Albania, Croatia, Macedonia,
Georgia, Montenegro, Ukraine. Finland and Swedeo aonsider their membership in

NATO. According to testing polls more Swedish peopte in opposition to such decisions
than those who support it (46% against and 22%a@t)p Finland has received strong critics
from Russia after some considerations of such nmoade by their politicians, nevertheless,
such options comes and goes.

Looking closer into the Bretton Woods system orgations: UN has enlarged from 22
members in 1940 and 51 — in 1945 the number iseckto 192 members currently in 2008,
IMF — from 22 in 1944 to 184 in 2008, while Worlduik from 22 in 1944 to 183 in 2008.
WTO has smaller number of members, in 2008 the meeship increased to 151. This
difference can be explained by need of adjustimtace laws, liberalizing trade and prices
adjusting them to world level (with some exceptijons

Why countries wanted to join WTO, WB, IMF, NATO attte EU? What has changed their
attitude towards external relations, towards tewdntries, towards their neighbors and finally
what made them think that opening will not expdsent to impulses, shocks — danger of
which otherwise could be omitted. The answer hersiinple but embraces two types of
arguments:

* On the one hand, countries became interdependéat, eveates best guarantees that
stronger states will not use power in their owreiiest but have to take into account
also interests of their partners;

* On the other hand, countries noticed that integmatiopening, international
cooperation, which leads towards creation of homogs integrated market stabilizes
their economy, reduces fluctuation of exchangesragéiminates down turns of the
market cycles, making phases of growth longer andhnmore gentle.

Opening and integration conducted on bilateraljoreg), sub-regional and global level has
proved that not only economies representing simidael of development can integrate but
also economies representing different level of tigweaent can be embraced by this process.
Nevertheless, integration of economies representiifigrentiated level of development

requires certain adjustments in institutions, lamnd rules of functioning. This was proved by
first moves towards integration according to thedelavorked out by B. Balassa in his theory
of Economic integration dated in 1981Most of the ideas, which form background of the
paper, are presented as international trade tleoilmernational relations theories,

19B. Balassa, The Theory of Economic Integrationmewood. Ill Richard D. Irwin 1961.
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transformation theories. The concept which can drsidered as background of the ideas
presented here relies strongly on ideas presengtddM. Keynes, H.D. White, D. Mitrany, B.
Balassa, A. Moravscik, P. Samuelson, R. MundelK&hane, J. Nye and P. Krugman.

Globalization followed by liberalization and institonalization of international relations can
be measured in different ways. Most important iathes can be divided into several groups,
which embrace:

* Indicators illustrating scope of opening of the remmy;

* Indicators illustrating number of regional groupirmgciding about reduction of
barriers to trade and remaining economic relati@apital flows, services transfers,
movement of labor);

* Indicators showing the growth of wealth of peoplehe world, ie. falling number of
people who live below costs of 1US$ per day;

* Indicators showing shape of changes of the manjaecin which periods of growth
climb and become longer, while periods of slow daarely slip into values below 0,
going into minus values, and are much shorter éir ghroportions towards phases of
growth;

» Indicators of financial crises have improved, whah be assigned to exchange rate
policies and regimes;

* Indicators and analysis made by the IMF show thatter period is needed to double
the income per capita in comparison with 1970, 1980

All this leads us to a question can the Europeadeahof integration, which is working so
well in one continent, be applied in other contiiseaind further on world-wide scale? And if
the answer here is positive, what conditions caratee that attempts of application of such
model can be successful? Is our knowledge alatignmal economies and relations between
them sufficient to make such decisions, leadingatols global liberalization in four areas?
What can be used as an argument that this can work?

The answer here is positive. The last enlargemehtdhe EU can be used as prove of
correctness here. Moreover, transformation of t&-pommunist states also proves that the
positive answer here is what we can expect frorhghacess. Nevertheless, there are certain
conditions which states have to fulfill. They ndeddemonstrate will that they want to join
the main stream, what means opening up, less endon, more foreign capital, quick
adjustments of law, institutions, reductions oftonss duties and non-tariff barriers as well as
alike-tariff barriers. How this can be done, by adesirating will, level of readiness for such
move and self-determination. This can be done ontonditions when third economies will
make obvious what they want and show in which viagy twvant to achieve it.

Options here are numerous. States can integrateedly and further continuing this process
can move towards sub-regional integration. Modeintégration embracing equals makes
them feel better but not necessary finds solutfonslevelopment in case of underdeveloped.
It passes the test positively for developed but footunderdeveloped. Nevertheless, less
developed can integrate with equals as a move sempggetheir liberalization agreement with

highly developed or as a precondition of an agregmgth highly developed. In both cases a
market of less developed economy receives impuwigesh stimulate structural changes and
growth. One has to underline that impulses arengnin case of sequencing of liberalization
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moves in which first moves towards liberalizatiore anade between equals, what can be
followed by an agreement between unequals. Econpnaictice supports us with number of

proves indicating that creation of a FTA among @coies representing more or less similar
level of development is not so healthy and helfpdulits participants as creation of a FTA

between economies representing unequal level oéldpment. This can be illustrated by

creation of customs union (in reality FTA) betwetty'® Mercosur economies, as well as
creation of a FTA between US and Canadian econowmiissMexico. Same experience can

be seen in sequencing of creation of a FTA betweaividual East Central European states
and the EU market and among them within CEFTA. Hegeeement creating CEFTA was

signed a year later but in most cases liberalinatient faster within CEFTA than in relations

between individual CEFTA-ns and the EU market. Thés the case except Poland, where
liberalization with the European Community was caemeed earlier than in case of CEFTA.

As we see both options are applicable. Both brimguadifferent results. Both have different
impact on the rate of growth of the economy in tjoaes In case of the Polish economy
departure from the transformation depression oeduas early as in May 2001, while in
remaining economies the depression was postponed &lso lasted longer and the rate of
growth was lower. In sum, the economic and socadtx were higher than in Poland.
Nevertheless, all strategies applied in an econaeguire specific conditions. Poland had
such conditions, while other states did not.

After building a FTA or along with building a FTAoantries who liberalize their economies
can introduce liberalization of capital flows aslivees in areas of remaining two liberties flow
of services and labor.

In current conditions world has two big markets ®ith its common currency euro and the
US (with remaining NAFTA economies) with the US ldol Those two currencies are kept as
main currency reserves around the world. ShardefuS$ as currency reserve is relatively
higher in developed economies, share of euro #ively higher in developing economies.
Share of US$ in reserves reaches , while sharairof is. Remaining share is made by the
British Pound and Japanese Yen.

Table 1. Currency composition of official exchangeeserves in years 1995-2007 in %

Currency | 1995 1996 1997 1998 1999 2000 2001 2002 0320| 2004 2005 2006 2007

59.0 62.1 65.2 69.3 70.9 705 70.7 66.5 6p.8 659 6.46 65.7 64.6

uss$
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SF 0.3 0.2 0.4 0.3] 0.4 0.3 0.B 0/4 0.2 Q.2 1 D.2 0.2

13.6 11.7 10.2 6.1 1.6 1.4 12 1.4 1.9 1.8 .9 1.5 2.0
Other

Source: 1995-1999, 2006-200MF: Currency Composition of Official Foreign ExchangeesBrves
1999-2005ECB: The Accumulation of Foreign Reserves

The above data illustrates that euro from the $tad a good position to become a reserve
currency. The share of US$ as a component of affatirrency reserves increased since 1995
but went down since 1999, when euro has been untextl Nevertheless, the share is still
high and highest (amounting to 64,6%). This is sgpite falling value of the American
currency. Share of the European currency has iseceaince 1999 from 17,9% to 25,8%.
Share of British pound sterling is also in a risaf 2,9% in 1999 to 4,2% in 2007. Japanese
Yen has lost its share since 1999 from 6,4% to 2,B&maining currencies also have lost
their position in foreign official currency resesve

The world economy characterizes by specific featusdich are following:

* Most of the capital flows are made between ricmeaaies and there is strong demand
of capital in developing economies;

» Production moves to the economies which represemér level of development as
costs of labor enhances competitiveness and enahbles of new products in less
developed markets;

* Rich economies start to face a problem of incregsurrent account deficit (US, small
deficit occurs in the EU).

Most of the moves show that what was invele®. Balassa for Europe or other regions
can be applied on global scale.

Diagram 2. Model of B. Balassa integration

Contents Free trade area Customs Union Internal mdset Common
currency
Reduction of trade barriers X
Common trade policy X X
Four liberties X X X
Monetary union X X X X

Source: B. Balassa.

The question here is how to create a global intemmaaket, what should be the stages here,
which can be considered as most probable and agipleat the same time by the societies
engaged? Should this be achieved by regional mavbg some sub-regional agreements, or
should world move towards one single market andiadoonomies in groups when they
fulfill the criteria of joining? Answers to thoseigstions are not given and can be only found
by discussion on this issue. Experience showsbibidt ways are possible here.
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There is about 220 free economic zones, when onddvatso take into account bilateral free
trade arrangements the number of liberalized tra@as would rise rapidly to more than
1000. Dynamics of free trade agreements is showimeitoelow presented table.

Table 2. Free trade agreement In Different Regiong2007)

Signatories in Free trade agreements Customs unions
regions Entered into life Being negotiated Entered inte lif| Being negotiated
North and South 66 16 1 -
Americas

Asia and Pacific 28 22 6 -
Central and Eastern 8 - 1 -
Europe and Central

Asia

Western Europe and 67 23 4 -
Mediterranean

Africa 20 6 6 5
In total 189 67 18 5

Source: Own arrangement based on WTO statistics.

All regions are engaged in liberalizing their traBeyger markets are more attractive for FDI
flows than smaller ones. Is trade liberalizatiomgao be followed by nest stages which are
given in the B. Balassa model? Some economist& thet this is inevitable, others recall the
ideas of end of XIX century and say that this timever and current situation is not at all
supportive to introduce common currency. Who igaxdy the time will show. Most of the
international evidences show that common currengy only is in our reach but also
inevitable. This is shown in the following paragnap

4. Quo vadis world economy? Possible Approaches

Currency union as a global challenge can be appeshmn two ways. On the one hand one
can look at the EMU (European Monetary Union) asdale in the global economy. On the
other hand, one can consider that the world is ihgadwards a currency union, which will
end with single world currency. Both approachesehaxcommon denominator, which is the
experience of the European Union in introducing ammmon currency, preceded by
preparations which helped to converge the econoofietates that have participated in the
process of deepening of integration, while creating EMU, with its introductory and
transition phases. Additionally economists havengai some more knowledge with the
experience gained by the reunification of the twerr@an states, where use of common
currency played a crucial role in the process. Moee, some new comprehension was also
obtained by the process of systemic transformatidhe East and Central European states as
well as by their preparation to the EU membersing aurther on of some of them to the
EMU.

As far as the first approach is concerned, EMU tmeca second pillar with the US dollar
which stabilizes the world finances. The US econdnfgr more precisely the US and
Canadian economies together or even NAFTA) for lbmg were the biggest single market,

% The US dollar became one of the main reserve rcigs after introduction of the Bretton Woods sysia
1944, what was followed by establishment of GAT glace of planned WTO) in 1948. WTO was only cedat
in result of the Uruguay Round in 1995, when mastisions were undertaken on liberalization of thalav
trade, what included as well the sequencing and afeliberalization of trade in developing economiét also
has introduced condition for liberalization of dapflows, transfers of services as well as intglial property.
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which played a role of stimulus and stabilizertw world economy. With creation in staffes
of the European Economic Union — what embracedooustunion, internal market and
currency union — the EU has taken over the roleigdest and wealthiest market in the world.
Both the US and the EU have meaningful impact airthartners as far as mutual trade,
capital transfers and legal arrangements are coedeMost of the trade and capital transfers
is done between the two, when we add also thaletveith third countries, this will embrace
ca 40% of world trade. Such asymmetry in world dgw@ent and weight of the two markets
indicates that the US and the EU can on the onel e mutual relations to introduce
changes in their own economies, while on the setamd they can play an important role in
shaping the solutions introduced ie. in the WTQGmoeconomies of their partners. In both
cases use of external environment is deliberatetydéd by individual states, what means
that they on their own take decision how quick ¢thanges should be and what role in this
process should be played by the external markeg$or

Why this seems to be important on world scale? arsver here is simple, not all states can
easily introduce solutions worked out on their owuich can function smoothly in newly
born democracies. International cooperation in &éné& can be considered as a solution which
can accelerate introduction of institutional angalesolutions, which proved to be correct in
practical use of advanced democracies. The Europeammunity in its external relations was
offering privileged access to its own market to sthostates who wanted to cooperate.
Enlargement of the EC followed by deepening ofgraion had impact on third states and
their desire to cooperate closer and introduce s@utions to the institutional ties connecting
their economies with the EC market. Moreover, girgjbbal currency can bring material and
not-material gains by reducing risk, transactiostgpetc.

The second approach concerning creation of worltkveurrency union can be considered as
continuation of the first one. Cooperative stagentérnational relations clearly shows that
offering access to wealthy markets and differeintiain development makes cooperation
followed by institutional solutions an attractiowhich can be can be conditioned by
introduced changes in economic policies, instindio solutions (internal and external
liberalization), changes in legal system. The mmpen the economy is, the more space is
created for market forces, while at the same tilme impact of politicians with their
interventionists and political solutions are redlite needed minimum.

When internal market of the EC was created in 198%his solution was seen as a future
model for the world economy. Now it becomes mord arore clear that liberalization of
world economy will not end on creation of the wordwide internal market but with a
currency union. Such a move was planned duringl8&7 Paris Monetary Conferefite
Single currency eases receipt of external signdiktwoften can be used to stimulate the
economy”. Fear that opening of the economy can lead to @oancrises, or can increase
vulnerability to shocks or increase dept of ecormunyicles — seems to be unrealistic as all
mentioned threats were reduced if not totally elmbed. Practice from last two decades
shows that in all continents, in all regions, thage of the cycle has changedhe phase of

I Those stages were modeled by B. Balassa wholsatigrionetary union requires consecutive steps, ariry

a free trade area, customs union, creation of esingrket with four liberties of transfers and fipain top of
that a single currency. This model shows that dlaharency will need same moves and similar stages,
nevertheless, the whole process of achieving tmabe much shorter and compressed by specificragtances.

22 ook also in some earlier writings of J.S.Miflrinciples of Political Economyl860, p. 614.

% R. Cooper,Key Currencies after the EurGhe World Economy, 22 January 1999, p. 1-23.

24 Analysis of this can be found in following publims: R. BarroMakroekonomiaPWE, Warszawa 1997
oraz A. Heston, R. Summers, B. Aten, P&¥arld Table Version 6,2/enter for International Comparisons of
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growth has become longer, falls of production wanminated and replaced by short periods
of lower, but still positive, rates of growth This was possible as a result of several
conditions which accompanied the new stage of anamdevelopment. Those conditions are
following:

» Big size of market (not necessarily limited to aatil and geographic borders)
what means free trade within the region (or suliereg) free trade) where return
to protection is impossible (reversibility of litzdization is legally eliminated);

» Stable and predictable budgetary policy;

» Convertibility of the currency and independent CalrBank;

« Control over inflation;

* Reduction of state aid, budget deficit, reformsfin&ncing health, education,
pension systems;

* Liberalization of trade;

» Liberalization of inflow of foreign capital;

e Low taxes;

» Concentration of state expenses on field which dtabe creation of human
capital and innovativeness;

* Same solutions (unique solutions) for domesticfaneign firms.

World — wide operating single currency seems tanatiral consequence of world — wide
single market with four liberalizations of trangfewhat covers goods, people, services and
capital. Both can be considered as continuationarfd — wide liberal model of the economy.
Both approaches seem to be possible but at the a®@epplication of such visions is a far
away goal. Nevertheless, some signs can be fowtdha world economy is moving towards

Production, Income and Prices at the UniversityPehnsylvania (2006), czy A. Maddisdfonitoring the
World EconomyOECD, Paris (2007).
% Except the example of Japan in the beginning ®fl®00’s.
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such direction step by step, region by region.dme cases this process is more advanced
from institutional point of view (like in Africa) i some cases it is advanced both
institutionally and practically. In remaining casthe process is suspended but can get its
momentum with a small impulse, which may come soon.

4.1. Consequence of Currency Union

Consequences of currency union are multifold. Marnetnion makes transactions easier,
lowers their costs, may increase in result numbdoemeficial economic transactions. The
currency union enables acceleration of changes ath advanced market economies
participating in such endeavor as well as in caighip economies, no matter what stage of
development they are. However, positive resultsuch a move are not foreseen as automatic
and do not occur in all types of conditions, wireathown in this paper. The regional, sub-
regional or global currency union has to includardaes prepared for that move, which can
be measured by openness of their economy, embraaingfers of goods, capital, services as
well as people, ie. all production factors. Moregvehas to be followed by fulfillment of the
so called conversion criteria (monetary and fi$€as well as what was applied in case of
East and Central European states — fulfillmenhef@openhagen critefia

Such approach to conditions of creating a curramggn requires approval of all countries
participating in this project. In other words, irg@sts have to be expressed by the countries
who already have stabilized currency and have @reacated a currency union, as well as
those who want to join, fulfilling before that motlee requirements which accompany such a
step. Those interests are obvious, although vegnahey are hidden in rhetoric of experts
who strongly believe in theories of their youth,ig¥thactuality has passed away with changes
in economy on both levels: national as well asriregonal.

Currency union creates conditions in which asymimetnocks will disappear. The mutual
fluctuations of exchange rates will be eliminatddymmetrical shocks, if they occur can be
mitigated by undertaken fiscal action, concentratechon-tradable goods. There is a chance
also of moving down the level of wagés

Not all economies would be interested to join themmon currency. Each country should take
a decision on itself either to join or stay apaoti the currency union.

In long run a currency union can be conducivetabize the political structures in catching
up economies, creating there conditions for stahdi and expanding a middle class,
considered as one of the feature of stable econs'ysterﬁg. Nevertheless, not all economists

% Monetary criteria are adjustable In accordanckest performing three economies and should noessrthe
average of best three results by 2,0% in caseflatiom criteria and 1,5% in case of interest ratgeria. Fiscal
criteria are fixed. The budget deficit should neteed -3% share of the GNP, while public debt sthdel lower
than 60% of its share in the GNP. Additionally thehange rate should be stable, what is provedsbstable
value (limited to #5% of fluctuation within the Exchange Rate Meckan{ERM-2).

2" Copenhagen criteria were simple. Country joining EU must be able to face competition on the ntarke
shoulder the burdens of membership, be a stableoctaey with well functioning institutions. Copenlesg
criteria were formulated during the EC summit irp€ohagen in 1993.

R. N. CooperProposal for a Common Currency Among Rich Demoesa®Vorking Paper 127, June 2006, p.
12.

% R.I. McKinnon, The Rules of the Game: Internationtoney and Exchange Rates, Cambridge, MA: MIT
Press 1996, and also R. Portes, H. Réwe emergence of the Euro as an International GuayeEconomic
Policy (April), 1998, s. 307-343
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see monetary union as a goal which can increase#ato effective on world scale. Some of
them like M. Brodo and H. James - see such anadem XIX century utopia, time of which
has passéd They support such vision by arguments concerhiniged progress in meeting
criteria of OCA (Optimal Currency Area) formed by Rlundell (1961), R. I. McKinnon
(1963), and P. B. Kenen (1988) Nevertheless, this argument seems to be relativeak as
OCA, presented in the quoted works creates a ttiearenodel which is not met in practice
by any single market. Although the model indicadesired direction of changes, according
current studies even states who use single curddmyhe USA economy are not considered
as fully meeting the OCA requirements.

4.2. Interests in Creating Global Currency Union

Some of the interests to join the EMU were pregisetated by the international finance and
economic experts in the period of Cold War, otheame into being as a result of badly
tailored financial, economic policy applied in matal economies individually. This concerns
the fiscal decisions as well as monetary ones, widitides also the exchange rate policy
which leads the currency from a fixed peg towardsremand more liberalized forms of

defining the exchange rate value ending with tHiefioat®’. One of the preconditions to join

the currency union is to introduce laws which makenational bank independent from

political influences, what is considered as ondhef measures to eliminate interventionists
approach to the monetary policy beyond measuresoe@p as suitable in an open market
economy, ie. lowering or increasing gently the l@fanterest rate.

Interest to create a global currency union canobed in both group of economies: advanced
market democracies as well as all catching up eoe®) no matter what level of
development they represent. Nevertheless, notalliriterests are well defined nor spelled
cautiously. Basic interests can be linked with sgveain conditions, which are following:

* Majority of the currency reserves in all countriasthe world are kept in the US
dollars and euro as most of the transactions aneleded with those two biggest
world markets, also aid transfers and emigrantrimedransfers or international credits
are also made in those two currentles

* With trade liberalization focused on tariff redwctj control of quantity limits as well
as harmonization of institutional, technical aslvesl sanitary, veterinary or chemical

%M. Brodo, H. James, One World Money, Then and Npaper on international workshop on “Regional and
International Currency Arrangements” 24-25 Febr20§6, Oesterreichische Nationalbank in Vienna.

3 R. Mundell,A Theory of Optimum Currency Areasmerican Economic Review 1961, No.: 51,4, pp.: 657-
665; P.B. McKenenThe Theory of Optimal Currencies Areas: An Ecledtiew, in: R.A. Mundell, A.K.
Swoboda (ed,)Monetary Problems in the International Econgr@icago 1969, University of Chicago Press,
pp. 41-6Q R. McKinnon,Optimum Currency Areagmerican Economic review 1963, No.: 53,4, p. 714-72

% M. Obsfeld, One World, One Currency: Destination or Delusion®F 2000, Economic Forum,
http://www.imf.org/external/np/tr/2000/tr001108.htm

¥ G. Galati, Ph. Wooldridg&he euro as a reserve currency: a challenge tgtieeeminence of the US dollar?
Bank of International Settlements Working Paper:Ri8, October 2006; E-G. LinThe Euro’s Challenge to
the Dollar: Different Views from Economists and dance from COFER (Currency Composition of Foreign
Exchange Reserves) and Other DdMF, Working Paper/06/153.
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components standards — exchange rate policiesigguartance as measures which
can increase (temporary) competitiveness or degrigashis can be also translated as
measure which is used to either open up an marketodect it from imports brought
from abroad;

With advancement of the process of restructuringhef world economy, moving
industrial production to economies less advancetkirelopment, where costs of labor
are relatively low and productivity increases fastan in most developed economies,
what in turn increases the returns on investmeotsntries representing lower level of
development experience appreciation of their caies) while those who represent
higher level of development experience depreciatibtheir currencies. The paradox
here is that depreciating currency is the one hiickvtransactions are concluded and
national banks keep their currency reserves;

In case of advanced economies their interest wdiddto stop the process of
depreciation of their currencies as continuatiothef process in long run is conducive
to return of inflationary pressure caused by newrs® of protection of their

economies, increasing prices if imported goods afl as resulted by increasing
current account deficit;

Advanced market democracies can see in a globedroey union a solution which can
limit further their financial aid towards develogirconomies, which is a burden for
their budgets and for their tax payers — replaging at least partially — by FDI
transfers;

Advanced market economies see in the perspectigeeafing a global currency union
a solution which will help less developed economiegheir catching up process
having impact on both political as well as econogtianges, based on liberalization
imposed internal as well as in external relatiorts ¥hird economies;

Catching up economies, which have collected inrtineserves huge amounts of

foreign currencies and keep buying them as anvetgionists measure which helps to

keep a higher value of those currencies enablitighbaccess to EU and US markets,
are not able to continue such policy for ever. Siztheir currency reserves as well as

falling value of the currencies in which reservasénbeen kept, increases interests of
those economies to think about solutions whichreaprse this trend;

Common currency is in interest of catching up eooies as it can open up for them
export markets. They need to find first that degelb economies have moved from a
position of exporters to a position of importersd @his is an opportunity for them,
especially when developed economies are engagechpital, exports and “anti-
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dumping” procedures adopted by the WTO as well yashb EU work in favor of
developing economies — protecting their intereseib with lower prices at home and
with higher prices abroad.

Interests, as can be seen from the above enumerati® obvious in all states, what does not
mean that all mentioned arguments are approved cmiymas well that there will be a global
enthusiasm to support such idea and undertakeasubhallenge. Nevertheless economists, if
we look back to such ideas, had a single worldetway in mind already one century ago. The
concept is not net. Ways of achieving such point are much more ektiedrand advanced
today, than they were when the concept came intogbh&he idea comes to day light in
certain occasions but most economists are busywoly developments in some segments of
the world economy not looking at it from the madevel. There are numerous signs,
addressed by media, that the US locomotive is gp&s energy and power and can have a
negative impact on the economic cycle in the weddl€®. Such news, mentioning the Big
Crises of 1930’s tunes emotions in both ways, ecaf international economic thinkers it
shows the need to introduce a single world currehcgase of some other economists who
specialize in financial issues, monetary policiediscal policies it may bring the opposite
reactions, especially when the problem is seentaatificially separated from the
background of international economics.

There is more and more rumor that the currenttutgins which regulate the functioning of
financial system have to be reformed. Such remarksaddressed towards the ECB, policy
applied by B. Bernanke (chair of the Federal Regemonetary policy of Japan, exchange
rate policy of the US (resulting by huge currentaamt deficit). This leads to a conclusion
that representatives of the &*&hould, as it was done in 1985 come with an coateil
action to overcome the problems occurring on wérdncial markets. This can be done, as
some economists suggest, by sequenced introdusti@ommon pegs in form of currency
baskets in ie. ASEAN, as well as remaining Asiamnecnies, Africa, Latin American
economies, etc. According to conducted studieshia &rea such a move would deepen
mutual cooperation in regions, limiting at the satmae the vulnerability of national
currencies towards changes of value of the exclsarges of remaining currencies in the
region. J. Williamsot{, from Peterson Institute, estimated that correspertions among the
three international currencies put into a commameticy basket, which will suit all ASEAN

+ 3 economies would be following:

* USS$ - 40,2%;
€ 31,6%;

3 R. Gilpin, The Political Economy of International Relatior@rinceton University Press, Princeton, New
Jersey 1987, s. 118-168; E. V. Bowd&fgney, Banking and Financial SysteWest Publishing Company St.
Paul, New York, Los Angeles, San Francisco 19891%36; J. Ziemiecki, KZukrowska, Konkurencja a
transformacja w Polsce. Wybrane aspekty politykspgalarczej SGH 2004, s. 69-73; P. Langleworld
Financial Orders. An Historical International Padliial Economy Routledge 2002, 41-79.

% The Wall Street Journa¥.02.2008Financial Times7.02.2008.

3% Some suggest that the group should have widergbaskd what can be guaranteed by G-20.

37J. Williamson is the author of Washington Consenswdel of budget changes applied in most ecormimie
the world today.
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« Japanese Yen — 28,3%

Calculated shares represent transactions conclwledoperating ASEAN + 3 economies in
mentioned three currencies. Adoption of commoneanay basket would guarantee that no
change in third — country exchange rates wouldudisthe trading relationships among the
East Asian countries themselves. In East Asia nobsthe exchange rates float but the
solutions applied here are still far from what fingl experts would call free float. Countries
intervene mainly because of collective actionshey tfear losing competitiveness vis-a-vis
their regional peers, and they each have reactqrbdging their currencies to the US dollar.
Reactions here were suboptimal, while a commondideksuch case could be considered as
much better solution.

Problems occurring in ASEAN, where in November 2@&ctision was made to create an
internal market with four liberties of transferstae EC model have practices after launching
the Single European Act in 1987, are still distahdeom the stage in which EC has
introduced EMU. Nevertheless, economies here, isirdgion started some years ago closer
cooperation if financial field and clearly see néedctontinue such cooperation, starting with
full liberalization of transfers of the productidactors. There are also some unofficial talks
on introduction of amero an American currency. Nthadess, the process of liberalization
within the FTAA (Free Trade Agreement of the Amasgwas slowed down, despite it was
planned to lead towards a free trade of the two rgas in 2005.

Reviewing literature on prospects to introduce emcy unions on separate continents,
regional single currencies or a global approadhab problem, one can see that ideas here are
relatively differentiated. Nevertheless, previoughined experience in this area shows that
there are possibilities to accelerate this prosessomparison with the dynamics in which
EMU was launched in EU.

4.3. Ways to Achieve a Global Currency Union

There are several ways to achieve a global currenmn. On the one hand the two pillars of
the world financial system ie. US dollar zone arite teuro zone can enlarge by
states/economies which desire to join the two zombégs process has to be conducted in
agreement between the two markets, so that vuliligyad such approach are eliminated.

The second option is to create regional currencsasg the existing and created regional free
trade areas. Such an approach has its advantagellags disadvantages. The biggest
advantage is that states deciding to cooperatada af currency are not scared by their
stronger partners. Nevertheless, practice shows d¢baperation with stable and well

3 J. Williamson,A Currency Basket for East Asia, not Just ChiAagust 2005, Policy Briefs in International
Economics, PBO5-1, p.1-13.
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established markets brings quicker and more spdetacsolutions to the cooperating
economies than processes of liberalization angjiat®n among less developed equals. What
can be done here, to use the natural dimensiortabéssfrom same region to integrate,
combining this with integration with a market regeating higher level of development?
Solution is relatively simple. First stage of sutegration should be done on regional level,
what should lead towards a regional internal mar&etit is planned in ASEAN (November
2007) and as it was achieved by the EC. While sttabage would lead to liberalization in
four areas with a stronger market, leading towardsoduction of common currency,
according to formerly introduced conditions (comgesrce criteria and stabilization of
currency within ERM-2).

The third option is to create a common single cwyeamong the two pillars and approve
third economies to join in groups of economies Wwhéce considered to be ripe for such a
step, what can be proved by fulfilment of mutualMprked out and approved conditions,

similar to those which obliged during the EMU creat or preparation of the new member
states to joining the EMU. This option is seen askest possibility to bring global currency

on world scale into being.

All three options have their advantages as wellliaadvantages. The experiences of former
creation of currency unions show that in certaindittons need to stabilize the currency in a
special mechanism are not always necessary. TBig, iwhen a country which tries to join a
currency union has limited size of its economy,radtuices all institutional and legal
arrangements (as it was in case of the two Gerroanognies reunification), becomes part of
the applied political solution of another economay,is included into budgetary policy of such
state.

Past experience, achieved with the existing fregetrareas shows, that progress in creation of
free trade arrangements are slow, troublesomeiqadhyt, usually do not lead to expected
results. This was the case with Mercosur, SAAR®, @suany other free trade arrangements.
Much better effects were achieved by integratiostafes representing differentiated levels of
development ie. NAFTA and Eastern enlargement ®ffb®. Nevertheless, not all attempts
to integrate developing and developed economieg havught about positive effects and
ended with a success, enough to mention a longoivaurkey to create a free trade area with
the EU, what finally ended by a decision to incluties economy into a customs union.
Different experience was achieved by economies hvbecided to open up towards different
markets and economic groupings, using almost allla@ve opportunities in the economic
international relations as it was the case withl&Cand Viet Nam. Both those states have
gained in such process, successfully restructuheg economies as well as stimulating the
economic growth in longer period.

Conclusions deriving from these observation canfddewing. In most cases integration
among equals when not followed or preceded by rmatemn of states representing

39 K. Zukrowska (red.)Zréznicowanie rozwoju jako impuls prowzrostowy w gospod swiatowej Warszawa
2008, SGH, 69-84.
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differentiated levels of development brings aboumited results when economies of
integrating states are under-developed. Same experican be expected in case of forming a
monetary union, states which decide to participateuch an endeavor have to be labeled as
developed or catching up economies and shouldecosatditions for interaction with a group
of economies representing higher level of develagnikan the one they have achieved.
Integration among un-equals requires decisionsaointy with whom one should integrate
and on what conditions. Best solution, applied agnon-equals, has to take into account the
fact that states try to postpone all liberalizingues, they indicate that they are open but they
are closed. Similar reaction can be expected ie o&goining or creating a monetary union.
In other words conditions which a country has tgpass have to be precisely formulated and
defined. A country should be prepared to acquieen®eded conditions. This can be done by
introduction of convergence criteria, stabilizatiwinthe exchange rate, institutional and legal
arrangements which enable reaching introductogestd single currency.

In certain circumstances the catching up econoraesintroduce euro-ization/ dollarization
as a single decision (this is the case with Anddvtante Negro and Herzegovina. Such a
step is based on one-sided decision to join theetaoy union.

4.4. Possible Scenarios and Their Expected Conseqae

In 1988 The Economist predicted that in 2018 thahebe a global world currency. Fulfilling
such prognoses means that there are still onlyeh@syto go. The 21 century began with 159
currencies which were used by 189 UN members. B 208e number of currencies declined
to 147. If we assume that the speed of reductionuofencies will continue, each year 12
currencies should disappear. With such dynamieglittake 62 years to come to a single,
world currency, what means that single currencylmmtroduced in 2067, which will be the
year in which economists can celebrate a 200 arsawe of the 167 Paris International
Monetary Conference. There are also some otheukgiEns concerning common currency.
The one presented above is based on a simple assontipat it is possible to keep the
dynamics in which 12 currencies will disappear egelar. Such dynamics is not possible,
although in average terms it could be so. On theerohand the process of international
cooperation and trade liberalization is advancifigere are about 220 free trade areas and
customs unions, high number of participants inrmagonal economic organizations indicates
growing interest in closer international coopenatipreparation for further opening and
creation of FTA’'s. Free trade and capital flows @reconditions for a single currency
although this does not end the list of necessagyirements which have to be fulfilled here,
as was mentioned earlier. Liberalization of caditals can be achieved either in WTO or in
OECD (MAI — Multinational Agreement on Investmé&ht Trade liberalization requires some
decisions concerning agricultural products libewion. Cairns Grodp can serve as one of

“0 Negotiations were launched in 1995 and lasted %i88. Agreement is open to any non-member statfsrt.
The agreement embraces such issues as: taxes,ng&chate policies, competition law, investments for
development and corporations responsibilities, glinés for multinationals, etc...

1 Cairns — Cairns Group was established in 1986.aydtlembraces 20 states: Argentina, Austria, Baliv
Brazil, Canada, Chile, Colombia, Costa, Rica, Guala, Indonesia, Malaysia, New Zealand, Pakistan,
Paraguay, Peru, Philippines, South Africa, ThaiJdtdiguay. All (as average) have agriculture as kh#re of
their GDP (as compared to the EU’s — 3, or the US%; and world total's of 4%). Share of male lafwce of
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the steps increasing pressure of food exporterdshenEU and US who subsidize their
agricultural production and thus increase barrterenter their markets for food exports.
Liberalization of trade also demands some unificatin technical, technological and
environmental standards. The goal of trade libeasibn, seems to be still remote, but states
see interests in arriving with this solution andréhare some signs indicating that groups of
states have identified their common interests wiaeases their ability to articulate them on
the international level.

To a certain extent states are prepared to joinvbied-wide EMU, in others they are not.
This preparation embraces liberalization of trafe.far as industrial goods are concerned —
liberalization here is more advanced than in cdsegocultural products. Most experts stress
the need of liberalization of agricultural produ@s preconditions to remaining moves.
Interesting is a fact that in most cases, thekeis little discussion concerning foreign direct
investment transfers or even wider: capital tramssfall economies declaring desire to joint
common currency should be part of an internal ntadkeworld-wide scale. Transfers of
capital, in my opinion, should precede liberaliaatiof transfers of capital. Liberalization of
transfers of capital can be achieved within them@evork of the OECD. Remaining
liberalization of transfers (services and peopk) be done with a little delay. Most of the
catching up economies do not have similar problestts their fiscal and monetary policies as
those which occurred in European states. In suchiristances the task here is simpler than it
was in case of the East and Central European edeaom

Nevertheless, problems may occur in some othesafiea

* Agricultural products exporting economies can fagaroblem of appreciation of their
currencies, resulting from the fact that with grogviwealth consumption of food in
catching up economies increases;

* Main raw materials producers and exporters wilefacsimilar situation, with growing
prices their gains from exports will increase, whanh lead towards appreciation of
their local currencies;

those working in agriculture is 22,4% and food agglicultural products make 19% of their exportd. tAls
means that value added in agriculture is relativegih in this group of states mounting to 7,379 werker.
Those states use an argument that with reductidrawfers to their exports this could increase. Ehklevel is
21,695 per worker, what means shows the spacénéo€airns Group to move up with this indicator. (®e:
World Bank, World Development Indicators 2006), fPriVersion and Online Database; World Trade
Organization International Trade Statistics 200&) Eiewswire on-line).
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» US economy faces a huge current account deficighwiindermines the value of US$
and should be dealt with internationally. There@mions that solution here could be
found by a new Plaza Agreemé&nt

Currently, observing what is happening in preparato regional currency unions, one can

say that monetary unions will be introduced in oagi This will be so with NAFTA, ASEAN

+ 3, African monetary unions. Nevertheless, obskraetivities can be also considered as
preparations for a single global currency, intragtbas a transitional phase. Single currency
has to be proceeded by full trade liberalizatiorwadl as by liberalization of exchange rate

policy, which has to be relatively stable. In masises such stabilization is achieved by
different solutions applied in exchange rate mamagg and exchange rate policy. There are
several solutions, which are considered as beipglpoin this area, they embrace:

» Dollar peg;
» Other currency peg;

» Basket of currencies peg.

In most cases they are not ready to introduceflhdk nor in most cases they are still not able
to apply a managed float. This has to come witletand cooperation with the EU and the
US. Well managed transition of towards monetarypnr@mbracing groups of economies can
be approved by both developed and developing ecmsoithis is decided by the fact that:

* In case of developed economies appreciation otchicey up economy can influence
the value of their currencies, which will be resdltby appreciation of catching up
economies according to the model observed fir®.tBalassa and P. Samuel&Hn

* In case of developing economies, common currenggsgihem advantages at least of
two types. On the one hand it should stop depiieaiabf currencies in group of
advanced market economies. On the other hand|liupgrade as value is concerned
the monetary reserves, kept by this economieséstoqn.

Decisions to liberalize trade, capital flows, daland services transfers can be undertaken
within the Doha Round, which until now is considete be a first failure of multilateralism
since the period of the 1930’s, between wars.

“2W. R. Cline,The Case for a New Plaza Agreemédttlicy Briefs in the International Economics.tinge for
the International Economics, December 2005, Nr PB@!. C. Fred. Bergstefglobal Balance and Currency
Misalignmentsoutline remarks at the World Economic Forum, Bav@witzerland, January 2008.

“3 Called after their name a Balassa-Samuelson effect

26



5. Conclusions

The challenge is real and possible but has to leeeded by liberalization of economic
relations among individual economies, who showregts in forming a monetary union. This
liberalization according to the B. Balassa modgpegienced within EMU, has to embrace
liberalization of trade (including agricultural gi® and food), services, capital flows and
people movement. Generally, such a goal can bexguhed in two ways: either by creating
regional monetary unions around euro, dollar ang ge alternatively euro, dollar and pound
(or euro, dollar, yen and pound) which with advanest can be transformed into a world
global currency called bancor as J.M. Keynes has #eor using fi. first letters of existing

currencies around which such currency unions wbeldtreated : dey, dep, deyp (from first
letters of dollar, euro, yen, pound). A second \eading to single world currency can look
different: biggest and most important currenciesdus international transaction can form a
currency union — letting remaining currencies tom jon groups or one by one, using the
experience here which was gained by the EC in rilargements policies. In both cases

liberalization of mutual economic relations is cdesed as a precondition. The questions
here would be:

How liberalization is advanced to prepare econontiesform a global/regional
monetary union?

To what extent states are ready to give up theiomal monetary policies?

Are interests to organize a global/regional moryetarions strong enough to drive
international community and states into that dicers?

Will benefits of such a move surpass national cosit?

Is there any pattern which can be used to orgahz&Vorld Central Bank? Can IMF,
WB, WTO play an important role in this process loere is need to organize new
institutions based on other principles than thasslun case of the existing ones?

As usually there is no unanimity among economisidien they try to answer to those
guestions. Opinions are diversified, rarely ecorstsnstudied problems which are mentioned
here in the context of world single currency. Netleey have thatched them all in one
approach. Although information concerning all thasseies can be easily found in literature —
it is spread in articles, mentioned in books, meféin interviews, etc.. In most cases problems
were considered separately as issues on their dhis.was the case with liberalization of
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economic relations (question of regional groupiagsvell as WTO), this was so with reforms
of the IMF and WB, as well as with exchange ratbcgoAdvancement of liberalization of
economic relations is highest in case of the EUatvigfollowed by NAFTA (where common
currency was envisaged in several plans) as welbyaASEAN+3 (which planned in
November 2007 to form a single Asian market withurfdiberties). Advancement of
liberalization at this point of international retats does not show which way of achieving
single currency will be used: either in stages fagrthree unions and ending with one or by
immediate dive into a single currency which wiliratt others to join.

My prediction is to set up a single currency conrmrthe three mentioned markets and have
others to join, helping them in such a processntmduce reforms and changes into their
internal policies. The alternative solution, basedhree/four currency regional unions brings
about some dangers. First it can replace nati@msidns by regional ones, what is a solution
which in any respect can be considered as a desired Second it can postpone changes in
regions. Thirdly it can delay the process of comipgo a single world-wide currency.

When economies can start forming a single worldewddrrency? The answer is simple here,
such move requires:

* Harmonization of economic cycles on world scale #glis already achieved;

» Liberalization in 4 spheres, what is advanced dredprocess is accelerating within
WTO as well as within the regional as well as sedponal arrangements;

* Working a plan how monetary world policy has tocoaducted?

» Working out the criteria of admittance and methoflsontrol how advanced they are;

* Working out an institutional form of decision magim this specific area,

» Date when world single currency should be launcHaal®s of achieving consecutive
phases listed on the road-map to create the concomoancy.

Until now we have one main experience in creatingonetary union in our experiences of
international economic relations, to which we refemmonly as an example which helps us
to understand how such a move can be accomplishedch approach correct or we have had
some other experiences of such type which can levied? There were several examples in
history which can be followed. One of them is idwotion of a common currency in the
regions which were forming one internal market gliéhistorical, political decisions. This
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was the case with Germany or the USA, taking fsamples. But those experiences are
gained in periods when economic or financial relaiwere not so well established as they
are now. We also have some experiences of singisides on euro-ization or dollarization
undertaken by individual states, which are mentloinethis text. Finally we have an example
of the reunification of the two German states, veheawmmon currency played a crucial role.
This last move was accompanied by all remainingisidjents embracing harmonization in
such fields as law, institutions, political strugs. In such circumstances we arrive at the
point where a question should be asked: can then&eunification experience be used on a
larger scale? If so, on what conditions? What cdddthe scale of such move concerning
number of states and size of their economies?

Answer to those questions require detailed studiethe topics. Nevertheless, trying to be
brief in giving some general views on this subfmoe can say that:

* Such a move should be preceded by creation of gebigurrency union (regional or
world-wide) and followed by consecutive enlargersdny states/economies who are
ready to do so;

» States who will be included into that enlargemestisuld be divided into groups
representing similar level of development, simifamoblems and demanding in
consequence similar approaches in applied pol{besthe margin, one should say
that in most cases some of the economies in quegti@inly African ones) do not
have problems with public debt, budget debt olatndh;

* In case of economies, representing relatively level of development (including low
level of infrastructure development) — opening lo¢it economies can be done in
parallel with introduction of common currency.

The advancement of trade and capital movementalilzation as well as applied exchange
rate policies have made the environment of exchaaigs less vulnerable what can be used
as one of the crucial arguments in favor of furtfieancial integration of the financial and
capital markef¥. The approach represented here divides econontegéneral two groups:

» First with developed enterprises and also someastructure. This group requires
some adjustments prior to liberalization of thesomomies, where both micro and
macro approach should be applied in preparations;

“ K. Rogoff, Why not a Global CurrencyThe American Economic Review, Vol. 91, No. 2, Rapand
Proceedings of the Hundred Thirteen Annual Meetihthe American Economic Association, May 2001, pp.
243-247.
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* Second with no enterprises and very limited infragtire. This group requires a
macro approach in liberalization, the whole proctssuld be easy;

In both groups problems may occur on the level exfislon-taking process. Moreover, both
groups of economies demand adjustments in the tavirsstitutional fields what has to be
done in a transitional period on individual terméere the Commission has to evaluate the
scale and scope of required changes as well asgsm applying them in practice.

Concluding one has to say that if there will bepgrpof majority of states (group of states) to
create a global currency union, such a move hasetproceeded by creation of currency
union among biggest markets (when they are readysdoh move), ie. NAFTA+EU and
further followed by the ASEAN, while in parallel@womies such as New Zealand, Australia,
Mercosur can prepare for joining. Similar procedst®uld be prepared and introduced
towards less developed economies. Moreover, it sesfvicesable to start all processes in
parallel announcing openly where the policies aeadng and what is the goal of such
moves. The general idea on launching global cayresinould be framed within decisions
taken in G-7/8 or even better G?20G-20 should be considered as more influentiairfoto
decide on this issue than G27Within G-7 states demonstrate minor interesttichsmove
but this can be considered as part of the stralégy.interest is obvious on both sides.

Goal leading towards introduction of a common aucyedictates certain moves in applied
macro-policies on national level what can be defias open coordination moves (if you want
to join a certain regime, you need to apply cersalutions, but when you do it and how it is
your problem. International organizations offerghéh this area but it is the choice of a
country to what extent it will rely on availablelgtions and offered help).

All changes in the international relations in pdrit®44-1989 and after 1989 until now show
that international coordination of relations amatgtes went through a deep reform. Now
states are freer to make their own choice concgrpolicies applied, dynamics of changes
they want to introduce and use of “external power’supporting such moves. All this

indicates that methods to manage the world intemat relations have changed deeply. In
period 1944-1989 they were more coordinated with ok power, where hard elements of
security were utilized. There were certain diffe@sin use of power inside the two spheres
of influence defined by the Potsdam - Yalta decisjovhich have created the foundations for
bipolarity. The Western bloc used power-politicdsude the core of developed economies.
Model of functioning of the economy turned to bereneffective in this block than the one

used in the Eastern one. Same opinions can be gvdre political model, which after the

4> G-20 current membership is: Argentina, AustraBaazil, China, France, Germany, India, Indonesialy)
Japan, Mexico, Russia, Saudi Arabia, South Affiarea, Turkey, The United Kingdom, the United Staded
the European Union. The Managing Director of theFlldind President of the World Bank, as well as the
Chairpersons of the International Monetary and iérel Committee and Development Committee of thé IM
and World Bank, participate fully in the discussion

“°B. Carin, G. SmithMaking Change Happen at the Global Lev@ttober 2003, p.15.
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collapse of the system in East became a dominayisigm in world politics. The Eastern bloc
in years 1944-1989 was using power in both cirolesountries belonging to it: the core as
well as the peripheries. Today, almost 20 yearsr af®989, with still some exceptions,
prevailing method in management of the internafioelations is done within institutional
frames which exist and expand as well as withirméa which are being formed and
negotiated. Democracy and market mechanism hasirvg@olitics and economy over uni-
party model applied in command-distributive systd@imis has increased the number of states
who have joined the main stream economy, demoisirdte possibilities and strength of the
system as far as growth and catching up is conderiibey have also unveiled lack of
effectiveness of the system which was imposed emthfter IWW.

Bipolarity was replaced thus by non-polarity. In@n-polar system, characterized with single
model of functioning of the economy as well as Enmodel in politics, what in both cases
does not exclude some specific solutions, matchatgpnal, cultural, regional philosophies
and tailored to specific needs of the individualtet states demonstrate more interests to
cooperate internationally. Such solutions are coivdufor their growth, development and
catching up.

Two main currencies, the American dollar and theoRean euro, in such circumstances can
be considered as a transitional period which semgw era, in which number of currencies
operating in world economy is being reduced andlffinthis will lead towards a more
cooperative solutions with World Central Bank ame @urrency. Dynamics of reaching each
stage of international relations was not too fé#istay continue in the future but there are
certain signals (ready to sign, advanced agreemesdsly to follow patterns of change,
advanced regional agreements, established sulmedgimgreements as well as
institutionalized relations) which with some dematon of political will can be used in
accelerating the whole process. States tied ughegéy strong interdependencies feel safer
undertaking some moves which open up their ecoreame bring them into the main stream
of the world economy. They are more optimistic geiag that they are needed by other
countries and changes helping them to grow areterest of the surrounding world. They
have more guarantees than in the past which shawthiey will be able to pay back the
credits they will take to built their economies @smpetitive entities which can cooperate
closely with remaining partners in the world ecoyom

In sum changes in world international managementb&aconsidered as something obvious.
The future is closely tied up with continuationocaintrolled liberalization and controlled here
means that this process is not a wild one (as swities of liberalization call it) and countries
willing to join the main stream economy need toverthat they are able to do that without
harming themselves, what in practice means they tieed to follow certain guidelines,
which can be given and checked if they are fullilley the EU or some other approve
international regime. The EU has gained big expegean this area and has approval to do so
given by its partners, enough to mention the CaloAgreement (approved in 2000) with 79
ACP states, and remaining agreements signed witlr gbuntries on all continents.

Warsaw 3.03.2008.
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