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Preface

Preface

Founded in Frankfurt on July 1,1998, the European Cen-
tral Bank (ECB) started to supervise the euro. which was
launched in January 1899. The euro entered circulation official-
ly in January 2002, Adl currencies of countries in the euro zone
had been repiaced by the euro by the end of June, 2002, As a
common currency shared by 12 nations, being substitate for
their original currencies, real notes rather than units of ac-
count, the euro is far more than a new currency. The euro has
exerted and will continue to exert profound impact on interna-
tional finance. This book analyzes the euro’s impact on the
world finance from the micro, meso and macro views. In addi-
tion. some suggestions on China’s handling the advent of the
euro are put forward.

The research of the euro’s impact on world finance is im-
portant in terms of theory and practice. First of all, the inte-
gration of the European economy, especially the advent of the
euro, is based on Mundell’s theory of optimum currency areas.
In fact, there were few examples which could be used to justify
the theory. Thus, the euro becomes a perfect demonstration.
Besides, R. C. Merton and Z. Bodie’s theory on functions of
modern banks, international monetary systemn and Monetary
Policy Transmission Mechanisin were studied with the euro and
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the European economy as exampies.

Next, the twenty years’ reform and opening-up has con-
nected China’s economy closely to the whole world. The study
of the euro leads to important implications for China’s further
development. For one thing, the curo brings different effects
that mean a lot to us. These effects also direct future efforts of
other regional economy unification. For the other, the changes
the euro has brought to the global financial settings require us
to react timely and properly. As economic researchers in Chi-
na, we ought to undertake the responsibilities of finding out
right solutions for China.

As the EU is expanding its eastern boundary, and the tran-
sitional period of the euro is coming to an end, studies on the
euro’s impact on world financial industry should be conducted
in a deeper and more extensive way. There were few scholars
who had gone deep into the research and published relative
books. In terms of the research fields, more studies from home
or abroad are focused on the fluctuation of the euro’s rate, the
euro’s impact on the world’s economy or its impact on a certain
financial market. This book not only shows you the apparent
effects the euro brings but also relates them to various theories
in order to find out the real initiatives, Meanwhile, we study
the euro’s impact from an angle never attempted by previous re-
searchers. We devote many pages to the euro's impact on Chi-
na. Based on our research, the following conclusions can be
made. First, the euro promotes the financial integration. chan-
ges of financial system and the formation of universal banks in
the curo zone. Second. the curo has grown to be an interna-
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tional currency. which constitutes a threat to USD. The euro
helps to integrate the European financial markets and improve
their position in the world. Third, unified monetary policy
contributes to the convergence of member countries’ macro-e-
conomy indicators. The difference of national financial systems
has little impact on credit channel, or even no impact at all.
The above studies and conclusions are results of a “Shang-
hai Twilight Scheme” Project that the author undertakes, “The
Euro’s Impact on the World Financial Industry”. The topic was
approved after experts’ assessment and the author’s defence
three years ago. The author was conferred the title “Twilight
Scholar” then. During the project, the author's three postgrad-
uate students, Shou Qi, Yu Cheng and He Jingjing devoted to
sub-sections of the studies, based on which they prepared and
completed their degree dissertations. Xu jing also contributed
to the writing of one of the chapters. Upon the completion of
the project, Professor Dai Guogiang., Dean of Finance College
at Shanghai University of Finance and Economics, and Profcs-
sor Lin Xupzi, Dean of International Business Administration
College at Shanghai International Studies University, carefully
read the results of the research and gave their appraisals. 1 am
more than grateful for their efforts and helpful suggestions.

THE FOLLOWING ARE THE THREE MAIN PARTS
COVERED IN THE BOOK.

I. With the advent of the euro, the financial system of The
euro zone has been greatly transformed and the banking indus-
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try of The euro zone grows universal as well. Starting from this
spectacular phenomenon, this part takes the traditional finan-
cial medium theory, the information medium theory, the func-
tional medium theory and the financial function theory as a the-
oretical background to sup;;ort that the long life span of a bank
lies in its special form and value, and the banking industry is to
transform from commercial to universal with the securitization
trend. Relating theories to practices, this part in turn studies
the strategies of universal banking on the curo zone from both
macro and micro levels. It firstly points out that the unification
and structural changes of the curo financial system creates mac-
ro financial conditions for the implementation of the universal
strategies, further generalizes the ‘concrete information into a
set of main practical strategies from a micro financial view and
then gives an overall evaluation. Later, we turn to China’s
banking industry, secking sohutions for the development of its

own universal banks.

I1. From either political or economic perspective, the euro has
become a very important currency in the international
monetary system, whose position keeps being strengthened.
While the Japanese Yen is declining in importance. The euro is
very likely to play as essential a role as US dollar in the future.
The curo may help some nations change their exchange rate
mechanism and configuration of foreign exchange reserve. Fi-
nancial markets in Europe are integrated rapidly after the ad-
vent of the euro. In particular, the European bond market has
surpassed its American counferpart, A pan-European market
helps to activate transactions and increase the volume. Though
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not all market develops at the same speed, the day of integra-
tion is not too far. The euro also has a great impact on the un-
derground financial market, namely more challenges. In Eu-
rope, a competition between London and Frankfurt for the
“largest European financial center” has already started yet.

Iff. The financial system’s impact on credit channel, to some
extent. has the influence on the effect of monetary policy. In
order to implement the unified monetary policy in the euro
zone, even the European Union in the future, the European
Central Bank has to take into consideration the relationship be-
tween the national financial system and credit channel. This
part attempts some extension of the simple credit channel mod-
el of Bernanke & Blinder. According to Schmidt’s definition.
financtal system is composed of Financial Sector, Financial Pat-
tern and Corporate Governance. After the numeralization of
the national financial systems of the 14 EU countrics, Category
Index is defined as the indicator of national financial systems.
Then the regression is inducted to count the effect of credit
channel in the 14 EU countrigs which is used to do the correla-
tion analysis between the Category Index. All of those lead to
the conclusion that the difference of national financial systems
has little impact on credit channel. or even no impact at all.
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