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A. Euro-zone crisis: reasons for the 

crisis and its management  

Stages of a regional economic integration 

 Inadequate original design of the euro-zone‘s 

institutional structure 

Triggers of the crisis 

From ad-hoc to more systemic management of 

the crisis 

Mini case-study of the Greek crisis 



A. Euro-zone crisis: reasons for the crisis 

and its management  
Stages of regional economic integration  

– Free trade area = preferential trade agreement but 
each partner keeps its own trade policy with third 
countries 

– Customs Union = tree trade area + one trade 
policy 

– Single Market = customs union + the 4 freedoms: 
goods & services, capital, labour, establishment of 
firms 

– Common Market = single market + common 
policies 

– EMU = common market + single monetary policy 
and coordinated national economic policies 

 



A. Euro-zone crisis: reasons for the crisis 

and its management 
 Inadequate original design 

– Optimal currency area as a conceptual framework 

for monetary union (how the union addresses 

asymmetric shocks) 

– Is the EU an optimal currency area? 

 



A. Euro-zone crisis: reasons for the crisis 

and its management  
Key design failure No.1 : 

– Growth and Stability Pact was designed as the key 

fiscal and crisis prevention mechanism; its actual  

implementation was rather poor  

– Maastricht treaty does not provide for a debt 

resolution mechanism (it assumed good functioning 

of the GSP)  

Key design failure No. 2: 

– Maastricht treaty  includes the so-called “non bail-

out” provision  

– It was assumed that under good GSP functioning 

there will be no need for bailing out countries  



A. Euro-zone crisis: reasons for the crisis 

and its management 
There is a consensus today that the original 

institutional structure was  inadequte.....  

 ... but, why the EU members agreed to 

introduce it into the Maastricht Treaty? 

– Monetary union was a political / economic project  

– Political reasons 

Poor performance of earlier EU monetary arrangements 

Germany considered as too strong within this process  

– Economic reasons  

For Germany, better access to neighboring markets 

For others, especially France, monetary union was seen 

as an instrument keep unified Germany European  



A. Euro-zone crisis: reasons for the 

crisis and its management 
What actually went wrong? 

– A conventional answer is that “southern” 

members have broken GSP / fiscal rules of the EU; 

not convincing    

The first countries that broke GSP was Germany 

How to explain the problems of Spain and Portugal 

The crisis is not just a fiscal crisis 

– A more thorough answer is that large capital flows 

to “southern” members were not channeled to 

states but to the private sector 

 All euro treated countries as safe havens; chip money   

 The crisis is typical BoP and banking crisis 



B. Euro-zone crisis: reasons for the 

crisis and its management  

Triggers of the euro-zone‘s crisis 

– At the end of 2008, financial crisis was 

transformed into a full-fledged economic crisis 

– As monetary policy exhausted its efficiency, there 

was a need for substantial fiscal intervention 

– Due to institutional weakness of the fiscal policy at 

the EU level, the response was sub-optimal   

Fiscal impetus at a member states level equivalent to 

EUR 170 bn 

Fiscal impetus at the EU level (EIB loans equivalent to 

30 bn EUR ; cohesion funds 

 



A. Euro-zone crisis: reasons for the crisis 

and its management 

Government balance (% of GDP)

2007 2008 2009 2010 2007 2008 2009 2010

 Belgium -0.2 -1.2 -4.5 -6.1  Bulgaria 0.1 1.5 -0.5 -0.3

 Germany -0.2 -0.1 -3.9 -5.9  Czech Republic -0.6 -1.5 -4.3 -4.9

 Ireland 0.2 -7.1 -12.0 -15.6  Denmark 4.5 3.6 -1.5 -3.9

 Greece -3.6 -5.0 -5.1 -5.7  Estonia 2.7 -3.0 -3.0 -3.9

 Spain 2.2 -3.8 -8.6 -9.8  Latvia -0.4 -4.0 -11.1 -13.6

 France -2.7 -3.4 -6.6 -7.0  Lithuania -1.0 -3.2 -5.4 -8.0

 Italy -1.5 -2.7 -4.5 -4.8  Hungary -4.9 -3.4 -3.4 -3.9

 Cyprus 3.4 0.9 -1.9 -2.6  Poland -1.9 -3.9 -6.6 -7.3

 Luxembourg 3.6 2.6 -1.5 -2.8  Romania -2.5 -5.4 -5.1 -5.6

 Malta -2.2 -4.7 -3.6 -3.2  Sweden 3.8 2.5 -2.6 -3.9

 Netherlands 0.3 1.0 -3.4 -6.1  United Kingdom -2.7 -5.5 -11.5 -13.8

 Austria -0.5 -0.4 -4.2 -5.3

 Portugal -2.6 -2.6 -6.5 -6.7

 Slovenia 0.5 -0.9 -5.5 -6.5

 Slovakia -1.9 -2.2 -4.7 -5.4  Euro area -0.6 -1.9 -5.3 -6.5

 Finland 5.2 4.2 -0.8 -2.9  EU27 -0.8 -2.3 -6.0 -7.3

As a consequence, public finance deficits increased 
dramatically…….. 



A. Euro-zone crisis: reasons for the crisis 

and its management 
….. and so did the public debts 



A. Euro-zone crisis: reasons for the 

crisis and its management 



A. Euro-zone crisis: reasons for the 

crisis and its management 
What were the options available for addressing 

the Greek crisis? 

– To leave the country into a sovereign default  

Bad for the EMU reputation and especially for Greece 

Big losses for German, French and some other banks 

– To bail-out the country through an IMF stand-by 
arrangement 

Reputation problem for the EMU 

IMF provides BOP not fiscal support   

– To bail-out the country with an arrangement 
designed and financed by the EU / EMU  

Lack of instruments for such an arrangement 

Inadequate institutional capacities of the euro zone 

 



A. Euro-zone crisis: reasons for the 

crisis and its management  
Ad-hoc approach taken to bail-out Greece….  

– Stand-by arrangement („troika“ was born)  

– Financing amounting to 110 bn EUR arranged 

through bilateral loans of euro-zone member states 

(80 bn EUR) and the IMF (30 bn EUR)   

– EFSF as a temporary crisis resolution mechanism 

was initiated 

– ECB started to purchase bonds of countries in 

problems (a hotly debated presedens 

 ... and later on Portugal and Ireland 

– IMF again part of the deal 

– Funding done via EFSF  



A. Euro-zone crisis: reasons for the 

crisis and its management 
Systemic management of the crisis  

– Phase I (May 2010 – summer 2011) 

Crisis was limited to peripheral member states 

Drastic reform of the crises prevention mechanisms  

Decision taken for establishing ESM as a permanent 

crisis resolution mechanism 

– Phase II (since summer 2011) 

Crisis entered into core countries, thus stronger 

measures were needed (“fire walls” were not enough) 

ECB more towards the role of the “lender of last resort” 

Introduction of the Fiscal Pact 

ESM became operational 

Banking union announced   

 

  

 



A. Euro-zone crisis: reasons for the 

crisis and its management  

During the crisis, EU member states have 

significantly changed their overall framework 

of macroeconomic and fiscal governance 

 In contrast to the pre-crisis framework based 

on GSP provisions, the new system consists  of 

the following key elements (European 

semester) 

– Six-pack (applies to EU 27) 

– Two pack (applies to euro zone members) 

– Fiscal Compact (EU 27 minus UK and Czech 

Republic) 

 



B. Euro-zone crisis: reasons for the 

crisis and its management  



A. Euro-zone crisis: reasons for the 

crisis and its management  
 In contrast to old GSP (it was strongly focused 

on fiscal issues), the new economic governance 

introduces improvements in several respects  

– Coordination throughout the year based on the 

European semester (coordination of plans with 

clear timetable) 

– More responsive budgeting (better rules and better 

enforcement of the rules) 

– Strengthened surveillance in euro area (response to 

potential contagion effect) 

– Monitoring extended to macroeconomic imbalances 

(Alert Mechanism Report, in-depth review, fines)  

 



B. Euro-zone crisis: reasons for the 

crisis and its management  

Mini case-study of the 2010 and 2012 Greek 

arrangements with creditors 

– Structure of Greek debt before the 2010 outbreak 

of the crisis – debt by and large towards private 

sector  

– Between 2010 and 2012, official creditors replaced 

private creditors; partial write-off of private debt .  

– Today, debt still extremely high – around 170 % of 

GDP but within the structure official creditors 

dominate; write-off of official debt in violation of 

the Maastricht „non bail out“ clause    



B. New model for a sustainable 

solution of the euro-zone crsis  

Where do we stand now in managing the 

crisis?  

Problems faced by the euro-zone these days 

 „New Greek crisis“  

Key features of the new / reformed model 

– Short-term ingredients 

– Medium-term ingredients 

– Long-term ingredients 

 



B. New model for a sustainable 

solution of the euro-zone crisis  

Where do we stand now in managing the crisis?  

– The immediate danger of the euro-zone dissolution 

has been removed – crucial role of the ECB 

– Confidence of international financial market has 

improved; Ireland and Portugal out of programs  

– Several important systemic improvements of the 

institutional framework have been made…..  

Crisis prevention mechanism significantly improved 

Crisis resolution mechanisms introduced 

Banking union underway and „bail-in“ principle  

Substantial adjustments in several members underway 

– .... but the appetite for further reforms reduced  



B. New model for a sustainable 

solution of the euro-zone crisis   
Problems faced by the euro-zone in early 2015 

– The euro-zone came largely out of the recession but 

the growth is still fragile and very unequal  

– Unemployment, especially of youth, is high and will 

stay on that level in spite of the growth pick up 

– Financial market tensions have eased, but banks 

still  hesitant to lend (strong market fragmentation) 

– Deflation underway with questionable QE effects 

– The model of crisis management not sustainable on 

economic and political ground (Greece, others) 

– Sovereign debt increased to non-sustainable long 

term levels 

 

 

 



B. New model for a sustainable 

solution of the euro-zone crisis  

 „New Greek crisis“ 

– Failure of the „troika“ program and growing 

political pressures in the country – EU can not 

afford a decade of GDP decline 

– Change of the political landscape in Greece after 

the elections (impact on other countries) 

– Comparison of the potential default of Greece in 

2010 and now  

– Creek crisis will have strong implications on new 

institutional arrangements  (debt write-offs, who 

after troika, etc.t-   



B. New model for a sustainable 

solution of the euro-zone crisis   



B. New model for a sustainable 

solution of the euro-zone crisis  

 „Short-term ingredients“ of a new model – key 

role of the ECB 

– Countries with their own currency may avoid a 

liquidity crisis with the liquidity provided by a 

central bank 

– In a monetary union the same would be possible if 

the union’s central bank would be ready to buy 

public debt of member states during the crisis 

– Due to poor economic growth and fear of deflation, 

ECB started significant monetary policy easing – 

better late then not at all   

 

 



B. New model for a sustainable 

solution of the euro-zone crisis 
 „Medium-term ingredients“ of the new model 

– banking union and changes in the macro-

economic policy mix 

– For the time being, the crisis is wrongly treated as 

a fiscal crisis  of “southern” countries 

The policy mix focused on strong austerity and 

structural reforms in the  “southern” members; high 

price paid in terms of growth and employment 

Practically no adjustment on the “northern” side  ; 

crisis is treated as a fiscal crisis, with high price on 

growth and employment 

The approach is becoming socially unacceptable and 

politically explosive (extreme right; euro-scepticism)      

 

 



B. New model for a sustainable 

solution of the euro-zone crisis   
 „Medium-term ingredients“ of the new model – 

banking union and changes in the macro-

economic policy mix 

– What is needed in economic terms is to address the 

crisis as a BoP crisis – adjustments both in the 

“south” and in the “north” 

Adjustment of the “south” must be based on the 

resumption of growth and with fiscal consolidation over 

longer period of time (too fast fiscal  consolidation and 

internal devaluation kill growth) and with further 

competitiveness enhancement measures 

Adjustment  of the “north” with increased public 

investment and spending  

 



B. New model for a sustainable 

solution of the euro-zone crisis  
 „Long-term ingredients“ – stabilization of 

public finances 

– What are the options for reducing unsustainable 

public debt to more sustainable levels 

Budget surpluses (it would very long)  

Sales of public assets (not enough) 

Debt restructuring (would increase problems in banks; 

ESM too small for funding recapitalization)  

Debt write-off (big political problem for creditor states) 

Debt monetization (ECB monetary base would increase, 

but not the money supply (multiplier close to zero) 

– Full fledged fiscal and thus political union (with 

euro-zone budget, ministry of finance, eurobonds) 

 

 


