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The introduction of the euro has acted as a powerful catalyst to the process of stock
market integration by removing exchange rate risk on the bulk of financial flows
within the Euro-area countries and stimulating demand for cross-border financial
services. Although the elimination of currency exchange risk and the high degree
of integration probably have substantial positive effects on the competitiveness of
the EMU economies, their implications for financial developments and economic
growth are somewhat ambiguous.

Using cross country regressions for the period 1989 to 2009, which encompasses
10 years before and 10 years after the creation of the euro area in 1999, the first
objective of this paper is to study how the adoption of the euro as the common
currency in eleven euro area countries has affected equity market’s developments
(measured by stock market liquidity, size volatility, and integration with world
capital markets). The second objective is to study the impact of euro on economic
growth and its components; capital accumulation, productivity improvement and
saving, in these countries.

Keywords: euro, equity markets, economic growth, euro-area

145



