
Introduction: 

Throughout the past century, Europe has changed dramatically. It has 

transformed from a war-torn continent into an area in which nations harmonically 

coexist, cooperate and collectively prosper. Since the end of the Second World War, 

the nations of Europe have progressively increased their political and economic ties 

and have managed to foster a peaceful environment in which nations can thrive. A 

key development was the adoption of a common currency, the euro, and the creation 

of the European Monetary Union (EMU); aiming in fostering a European identity, 

guaranteeing price stability, eliminating exchange rate risk and creating more liquid 

and integrated capital markets (Fernandez-Villaverde, 2013). The current financial 

and fiscal crisis; however, has put all that Europeans have accomplished throughout 

the years on the verge of collapse. Many of the nations of Europe remain in deep 

recession, not having recovered from the effects of the 2008 financial collapse and the 

subsequent debt crisis. Many of them continue to face deflationary pressures, high 

unemployment rates and large national debts. Furthermore, the EMU, and the 

European Union in general, are suffering from a legitimacy crisis, with citizens and 

politicians alike having lost their faith in their institutions.   

The 2008 crisis has presented how weak and undemocratic of an institution 

the EMU really is. It has bolstered its structural limitations and has portrayed how 

these can affect its member-states. In this research paper I am attempting to prove that 

the essence of the problem of the EU, which led to this big euro-crisis, is that it is just 

a monetary union and not a fiscal union. Its member-states have adopted a common 

currency and a common central bank (they have tied their monetary policies) but they 

have different budgets and ministries of finance (they are not tied fiscally). This could 

have catastrophic effects when the members of the union are in different states of the 



business cycle. I am arguing that the above has made member-states of the union 

more prone to sharper and longer crises. Moreover, I argue that it has limited their 

capability of producing effective and timely responses to such crises. I claim that, if 

the EMU is to survive the passage of time, it should address these limitations. Hence, 

in a sense, I am practically attempting to answer the question of what is needed in 

order for the European Union to survive the crisis it has found itself in and prevent 

new ones.  

 In order to achieve the above, firstly, am going to identify and examine the 

structural limitations of the union that weaken it as an institution. In particular, I will 

examine how these make the member-states of the union more susceptible to harsher 

and longer crises. After doing the above, I am going to examine how its structural 

weaknesses limit its member-states’ ability to successfully mitigate economic crises. 

In doing the above, I will compare the responsive capabilities of the EMU in the 2008 

crisis with that of another common currency area: the Untied States. More 

specifically, I am going to present how the effects of this crisis were alleviated in 

individual states of the two union through an Ireland/Nevada comparison. I am going 

to assess the extent to which the two states have exited the crisis by comparing their 

pre-2008 GDP growth rates to their current GDP growth rates, as well as 

unemployment rates. Finally, I am going to propose solutions for the structural 

weaknesses of the union. After doing all of the above, I am going to draw conclusions 

based on my findings. 

 It is crucial to stress the importance of this topic. The recent Brexit vote has 

rebought this topic to prominence and has ensured people that the collapse of the 

EMU is not as far fetched of a scenario as people though. The truth is that if the EMU 

does not do what necessary to address its structural limitations it will eventually have 



to break up. It follows that the fate of the European economy and the world economy 

as a whole are at stake. The economic effects of a European break-up would be 

immense on its member-states. “The Economist” claims that a possible break-up of 

the EU would cause economic chaos. According to it, what would follow would be 

“plunging global share prices, a flight to quality, runs on banks, and a collapse in 

output.” Being that EU is a major player in the world economy (it is a major trading 

partner for countries across the globe and its collective GDP is greater than that of the 

USA), in today’s world of increasing interdependence, these effects would spread like 

wildfire to other regions and soon enough we would be talking about an economic 

collapse of the world financial system. Apart from the obvious economic effects, a 

EU break-up, the world would suffer in many other ways. The European Union has 

been a major player in the fight against terrorism, in the protection of the environment 

and in the resolution of the immigration issue from Syria, just to name a few. If the 

EMU was to break-up, its collective services in all these areas would be greatly 

missed. Finally, one cannot underestimate the beauty of what the European Union has 

already accomplished. Countries with massive differences, them being cultural and 

historical, have managed to set their differences aside and cooperate. Countries that 

have been historical enemies and have been involved in a number of armed conflicts 

against each other, such as France and Germany, now share a common currency, have 

opened up their borders and have tied their security and foreign policies. If the EMU 

does not address its structural limitations it is putting all it has accomplished at risk.  

 

The structural weaknesses of the union: 

To start with, as explained above, the essence of the problem of the European 

Union is that it is just a monetary union and not a fiscal union. Its member-nations 



have adopted a common currency and a common central bank (they have tied their 

monetary policies) but they have different budgets and different ministries of finance 

(they are not tied fiscally). Unfortunately, the guiding principle of European 

unification was that of subsidiarity, according to which, “the power to levy taxes, to 

spend on public goods and services, and to regulate behavior of the sector should be 

decentralized whenever possible, and remain in the realm of autonomous sovereign 

countries” (Keusching, 2013). The above has led to the formation of an 

“incompatibility triangle”, to use Sergio Rossi’s and Bernard Dafflon’s term, which is 

comprised of one single currency, free movement of factors of production across 

borders and autonomous fiscal policies carried out by individual sovereign countries 

(Rossi, 2012).  

The introduction of a shared currency is not a simple matter. When adopting 

one, countries need to abide by strict economic constraints to ensure the smooth 

functioning of the currency union. In his analysis, Keuschnigg supports that the 

smooth functioning of a every common currency area is based on the following 

principles: “(i) flexible and non-rigid labor markets; (ii) labor mobility across regions; 

(iii) central fiscal institutions to provide insurance against asymmetric shocks; and 

(iv) strict fiscal rules to prevent negative spillovers of national fiscal policy on other 

member countries.” (Keusching, 2013) The above are necessary to ensure economic 

stability across regions and to ensure adequate responses to crisis. Despite the above, 

the eurozone does not fully posses any of those criteria. 

In fact, only a few members of the union have reformed their labor markets to 

allow for the significant level of wage flexibility necessary to compensate for the 

absence of exchange rates as an adjustment mechanism across the union’s member-

states. Similarly, labor mobility, which is necessary to account for the economic 



imbalances that can arise from differences in unemployment rates and overall labor 

market conditions of member-states, tends to be low. The above occurs due to the 

significant linguistic and cultural differences that exist between the countries of the 

EMU. Furthermore, there is no central fiscal authority present in the EU that can 

successfully provide insurance against asymmetric shocks. In this way, the EMU is 

unable to dampen the effects of regional economic fluctuations by shifting regional 

tax rates and government spending (fiscal stabilization). Finally, although the 

Maastricht treaty does impose certain fiscal rules on member-states (members need to 

limit deficits to 3% and debt levels to 60% of GDP), these have not been strictly 

monitored and imposed by the member-states of the union. In effect, member states 

have been allowed to accumulate large fiscal deficits and accumulate sovereign debt, 

something that could cause negative spillovers to other countries of the union 

(Keusching, 2013). 

The lack of all of the above has had profound effects on the union and has 

heavily shaped its member-states’ experience with the recent crisis. To start with, the 

lack of flexible labor markets and of labor mobility has led to the creation of large 

trade imbalances between the nations of the union. These have increased its economic 

volatility and have made some of its members more susceptible to sharper crisis. 

Apart from the above, the structure of the union has also greatly limited its member-

states' ability to mitigate these crises and provide effective solutions to them. 

 

How has the eurozone made states more prone to crises: 

Firstly, as explained above, the lack or labor market flexibility, in combination 

with the lack of labor mobility, has produced certain economic imbalances between 

the EMU’s memebers that have increased the overall volatility of the eurozone. But 



what exactly are these imbalances and how have they been created? To start with, it is 

important to clarify that the eurozone is not comprised of economically uniform 

nations. Quite the contrary. It is comprised of 19 very different countries; with 

differing economic structures and degrees of industry development. As a result, there 

are large differences in economic competitiveness between member-states of the 

EMU; and in particular between the nations of the European north and the nations of 

the European south. The above could be seen through the diverging trends in unit 

labor costs between the nations of the two areas (Keuschnigg, 2013). The above 

implies that producers of less economically competitive nations cannot compete with 

their counterparts in more economically competitive nations. As a result, more 

economically competitive nations, such as Germany, tend to run consistent trade 

surpluses in their balance of payments. Unavoidably, these large trade surpluses are 

bound to result in trade deficits in the less competitive economies in the south of the 

continent (for example in Spain, Greece, Portugal) (Prieg, 2011). The development of 

the current account balance to GDP of Greece, Portugal, Spain, Ireland and Germany 

are displayed bellow in figure 1. These consistent trade deficits were financed through 

credit bubbles (Grauwe, 2013, Losch, 2013) and eventually led to the accumulation of 

net foreign debt by the least economically competitive nations and net foreign claims 

by the more economically competitive ones (Keuschnigg, 2013). 



 

Generally speaking, in order to address consistent trade deficits, nations need 

to devalue in such a way as to make their exports cheaper and imports more 

expensive, allowing “the country to settle on a sustainable path of income growth 

consistent with national productivity” (Keuschnigg, 2013). In order to achieve the 

above, nation can choose to devalue externally, by manipulating their exchange rate 

in such a way as to devalue their currency. In fixed exchange rate systems, such as the 

eurozone; however, exchange rates are permanently fixed. In effect, less competitive 

nations are only allowed to pursue an internal devaluation, through painful supply 

side policies that aim in increased wage and labor market flexibility and decreasing 

unit labor costs. It is important to mention that such policies lead to substantial 

decreases in national income and surges in unemployment, as they entail the 

termination of employment in all non-competitive sectors of the economy and 

reallocation to more competitive ones (Keuschnigg, 2012, Keuschnigg, 2013, Losch, 

2013). The economic and political costs associated with such policies are; therefore, 

very large, making them extremely unpopular options for politicians. The limited 

labor mobility makes matter worse as it implies that the excess labor will not be able 

to relocate from economically booming to economically suppressed areas 
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(Keuschnigg, 2012). Hence, nations who implement internal devaluations will have to 

face large economic costs, as well as the social costs associated with them, for years 

to come. It follows that the structure of the EMU makes politicians even less likely to 

adopt these unpopular policies. 

Having said all of the above, it becomes evident that the ‘half-baked’ nature of 

the EMU causes large trade imbalances and also limits the responsive capacity of 

nations to address such imbalances. It is no coincidence that the before the creation of 

the euro, countries such as Greece, Spain, Portugal, Ireland and Cyprus, now 

notorious for their deficits, used to rarely ever run deficits in their current account 

balance. In fact, these countries had appeared among the top-ten trade surplus running 

countries fourteen times during the pre-euro part of the 1990s (Pettis, 2013). In 1993 

Spain, run a current account deficit to GDP equal to just -1.1%. Similarly, in 1995 and 

1997, Spain run a deficit of just -0.9% and -0.7%, respectively. After the 

establishment of the euro-zone, which was created in 1999, Spain’s deficit started to 

rise. In 2000, Spain’s deficit reached to -4.4%, progressively increasing. With the 

introduction of the euro things worsened and by 2005, its defect had reached -7.5%, 

by 2006, -9.0% and by 2007 the deficit had reached -9.6% of the GDP (Trading 

Economics, 2017).The exact same could be said for Portugal, another southern 

European country which, although it hadn’t mismanaged its finances is now stricken 

by the crisis. Portugal’s current account deficit as a percentage of its GDP in 1990 

was equal to -0.2%. In 1993, Portugal even run a surplus of +0.2%. In 2000; however, 

after the creation of the euro, Portugal’s deficit had reached -10.8%; and later, in 

2006, Portugal’s deficit had peaked at -10.7% (Trading Economics, 2017).. The above 

are not a mere coincidence but are closely related to the structural short fallings of the 

union.  



The trade imbalances presented above greatly increased the economic 

volatility of the union. Member states running consistent deficits and accumulating 

debt were way more prone to the creation of bubbles and; hence, to economic shocks 

resulting to harsher and longer crisis. The 2008 crisis and the subsequent eurozone 

crisis pose evidence to the above. In contrary to popular belief, the 2010 economic 

crisis that hit Greece, Cyprus, Italy, Spain, Portugal and Ireland was not mainly 

caused by massive stockpiles of debt by rather due to the inability to these countries 

to finance their external imbalances. In fact, with the exception of Greece, these 

countries had not accumulated large and unsustainable amounts of public debt 

(Christodoulakis, 2016, Grawre, 2013). As Krugman puts it, the crisis “had very little 

to do with fiscal irresponsibility.” (Krugman, 2011). Rather, the crisis in southern 

Europe was triggered from the sudden stoppage of the large capital inflows necessary 

to cover the large trade deficits (products of the eurozone’s structure) that these 

countries run on (Christodoulakis, 2016). The significance of the above is massive, as 

it proves that the economic collapse of the so-called PIGS (Portugal, Ireland, Greece, 

Spain) was not purely the product of poor political decision-making, but rather of the 

structural limitations of the monetary union. 

 

How the eurozone limited the ability of crises mitigation: 

In addition to making it more prone to crises, the loose structure of the union 

has also limited its states’ capacity to successfully mitigate these crises. When the 

housing market bubble burst, confidence in the PIGS, countries in which large 

bubbles had been accumulated, was lost. In effect, investors started withdrawing their 

funds from their economies and started selling their government bonds at an 

unprecedented rate, pushing interest rates at unsustainably high levels. To make 



matters worse, they did not reinvest the money they pulled out in the same economies. 

Instead they transferred them to ‘safer’ options, such as Germany (Grauwe, 2013). 

The above led to massive outflows of funds from the countries of the PIGS, leading to 

the creation of liquidity crisis. As explained above, the presence of these liquidity 

crisis left these countries unable to finance their large deficits, pushing them into 

crisis.  

The structure of the EMU left these countries with no means to fight these 

economic crises. Their presence in the monetary union meant that they were subject 

to the interest rate set by the European Central Bank. As a result, they could not 

implement expansionary monetary policies that would pull them out of the recession. 

Meanwhile, the existence of the liquidity crises and the loss of confidence in their 

economy impeded national governments from implementing expansionary fiscal 

policies. Governments lacked the funds to increase their government spending and 

decrease tax rates in order to use fiscal stabilizers to coop with the recession. It 

follows that nations were left with no effective means to fight these recessions. 

In effect, their only viable option was to turn to lenders of last resort, such as 

the IMF and their European counterparts, whose economic assistance came was 

conditional to the implementation of harsh austerity measures. Soon enough, southern 

European countries were found trapped in a vicious cycle of austerity. Their 

governments were forced to slice down their budgets, decrease social safety nets, 

minimize government investment, let off public workers, decrease wages and increase 

taxation. People became stricter with their lowered budget and, as a result, 

consumption and investment decreased. This led to closures of businesses which led 

to higher unemployment rates which led to more people being depended to the state 

for unemployment benefits, training courses etc. Also, due to decreasing incomes, tax 



revenues gradually dropped, as less and less people were are able to pay their ever-

increasing taxes. As a result, in order to meet the demands of their lenders, states were 

once again forced to slice their budget. This led to a further decrease in government 

spending and so on. In this way austerity policies pushed these nations into deeper 

recessions and made them more dependent loans; thus, worsening their debt pay up 

prospects (Grauwe, 2013).  

It becomes evident that the membership in the EMU limited the ability of 

states to mitigate the crisis. The union simply lacked the necessary institutions to 

provide an abrupt and effective solution to the economic downturn. To makes matters 

worse, the political rigidities present within the European Union, greatly delayed the 

establishment of such mechanisms. It is worth mentioning that institutions such as the 

EFSF were only created at 2010, two entire years after the crisis’ outbreak. In effect, 

the crisis was not faced in a timely fashion and negative spillovers were not 

contained. As a result, the crisis spread from Greece, Spain, Ireland and Cyprus to 

Italy, France and even Germany, causing an economic slowdown in the entire 

continent (Keuschnigg, 2013, Grauwe, 2011). 

The limitations of the EMU in addressing the crisis can be demonstrated by an 

examination of the United States’ experience with the crisis. The United States, 

despite being the country from which the crisis had originated, managed to exit it 

swiftly and fairly painlessly. The above is because they possessed the appropriate 

mechanism to mitigate the crisis immediately after its outbreak. The existence of a 

common fiscal budget allowed for fiscal stabilizers to take effect. In this way, taxes 

were decreased and spending was increased in states that were facing economic 

problems, pushing them out of recession. Furthermore, the United States possessed a 

mechanism that turned state debt into national debt. In this way, their individual states 



did not have to flirt with solvency and implement austerity policies that aggravated 

their recessions. Furthermore, the existence of independent mechanisms allowed for a 

swift response; thus, preventing negative spillovers from state to state. All of the 

above led to the mitigation of the crisis in a swift and timely manner. 

The above can be seen by a comparison of the crisis experiences of Nevada 

and Ireland. The states of Ireland and Nevada have much in common. Firstly, both are 

members of large currency unions, with the former being part of the euro-zone and 

the latter being part of the dollar-zone (Krugman, 2013). Furthermore, both were 

booming economies in the past decades. In fact, in 2002 both Nevada and Ireland 

faced GDP growth rates equal to 5.6%. Similarly, in 2006, Nevada faced a growth 

rate equal to 5.4% and Ireland faced a growth rate equal to 5.9% (World Bank, 2017, 

FRED, 2017). It is evident that the two states were experiencing similar economic 

booms. Furthermore, in both of those states, the large growth experienced was 

connected to real estate markets. Thus, in both states huge housing bubbles had been 

created, which busted painfully (Krugman, 2011). Finally, both are small states, with 

relatively small domestic and liberal economies, which are dependent on exports of 

goods and services to their neighbors. The only difference is that Nevada’s neighbors 

are other U.S. states, whereas Ireland’s neighbors are other E.U. member-states. 

Despite their similarities; however, these two states had completely different 

crisis experiences. Nevada was able to exit the crisis much more quickly and much 

less painfully than Ireland. The figures support the above assumption. With just one 

look in the unemployment rates of the two states, it instantly becomes visible that the 

economy of Nevada recovered much faster than that of Ireland. As explained above, 

in 2007 (pre-crisis) unemployment rate of the two states were the same (4.8%). By 

2009, the unemployment rate of both countries had more than tripled, with that of 



Nevada reaching 12.4% and that of Ireland reaching 12.0%. With one look in the data 

of 2013; however, it becomes visible that Nevada’s unemployment rate had started 

decreasing. By October 2013 Nevada’s unemployment rate had fallen to 8.9%. On the 

other hand, that of Ireland had increased to 13%. Fast-forwarding to October 2015, 

Nevada’s unemployment rate has continued falling, reaching 7.2%, whereas that of 

Ireland has just started falling, only reaching 9.4% (BLS, 2017, OECD, 2017). The 

unemployment rates of the two states are also portrayed graphically in figure 2, 

bellow. 

 

It becomes obvious that although Nevada and Ireland have very similar 

economies and have had very similar economic experiences throughout the last 

decades, Nevada was able to exit the crisis much faster and much less painfully. As 

Paul Krugman's states: “...even as both Ireland and Nevada have been especially hard-

luck cases within their respective currency zones, Nevada’s medium-term prospects 

look much better.” (Krugman, 2011) Nevada’s experience portrays how the 

economies of the PIGS would have acted, had the EMU possessed the necessary 

mechanisms to mitigate crises that the United States posses. 
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 How to address the shortcomings of the union: 

 The answer to the troubles of the EMU is quite simple. Since its problems 

originate from the fact that it is a monetary union lacking fiscal unification, the best 

way to address its shortcomings would be through completing its integration process 

and establishing a full-on fiscal union. The establishment of a fiscal union would 

assist the reaching of a macroeconomic equilibriums, would address the issue of trade 

imbalances and lead to an overall decrease the volatility of the union. Furthermore, 

the establishment of a common fiscal budget and a common ministry of finances 

would also allow fund transfers to take place in order to stabilize crisis in states 

swiftly and painlessly, in the same way that the crisis was managed in Nevada, while 

avoiding negative spillovers (Bordo , 2013, Grauwe, 2011, Keuschnigg, 2013).  

Despite the fruitfulness of such a solution; however, its implementation is an 

unrealistic prospect. As explained above, as of recent, the people of Europe, them 

being both citizens and political leaders, have lost faith on the E.U. as an institution. 

The European spirit that once dominated the continent has been washed away and 

been replaced with a massive anti-European sentiment that is spreading across the 

continent like wildfire. Nationalism is on the rise while anti-European protests are 

erupting in every side of the continent. The new generations do not view the E.U. as 

the symbol of peace and prosperity it was intended to be but rather as one of 

oppression, economic austerity and misery. Despite all of the above, there are; 

however, certain small-scale measures, alternatives to a full-on fiscal union, which 

could address some major shortcomings of the union and which could realistically be 

implemented in the near future.  



To start with, the trade imbalances between the members of the eurozone need 

to be addressed. This is the only way to decrease the economic volatility of the union. 

It is important to mention that, since the outbreak of the crisis, European institutions 

have already undertaken two measures in order to achieve the above. Firstly, they 

have forced the less economically competitive members of the union to implement the 

internal devaluations necessary to decrease their unit labor costs. Secondly, they have 

attempted to address these trade imbalances by forcing them to implement harsh 

austerity measures, aiming in containing aggregate demand and imports. 

Both policies; however, have had a limited degree of success. The regression 

analyses, conducted by macroeconomist Nikos Christodoulakis, suggests a small 

correlation between net exports (% of GDP) and unit labor costs as well as between 

net exports (% of GDP) and general government primary balances (Christodoulakis, 

2013). Particularly regarding the case of austerity measures, Christodoulakis found 

that although they have significantly helped in addressing the current accounts 

balances of less economically competitive countries, they have done so through 

decreasing imports but not raising exports. According to him, the limited success of 

these policies portrays the need for further policies, aiming at inducing healthy 

investment in these countries. He claims that “...most of the Euro Area economies 

suffer from extensive underinvestment after the global crisis and the need to 

undertake EU-wide initiatives to restore investment activity is more urgent than ever.” 

(Christodoulakis, 2013) A more powerful and well-funded European Investment Bank 

could provide solutions to the above, by funding investment project which would 

increase these countries’ producing capabilities and decrease their dependence of 

foreign imports while expanding their exporting sectors.  



To continue, the EMU is in need of a transfer mechanism that will account for 

the fiscal imbalances between its member-states and will help harmonize the 

differences in their business cycles through the use of fiscal stabilization. The above 

should make up for the lack of a common fiscal budget. Therefore, it is need of fund-

transfer mechanism that will enable the transfer of funds from economically booming 

states to economically troubled nations (Christodoulakis, 2016). The same would hold 

for nations that run consistent fiscal surpluses. Furthermore, these transfers should be 

unconditional and should not be deemed as loans, just like it happens between US 

states. In this way, states would not be further burdened with new debt. This would 

make up for the member-states’ inability to use their monetary policy in order to 

mitigate crises, in cases of liquidity crises, and would provide them with an 

alternative to lenders of last resort. 

It is important to stress that this mechanism should differ from the already 

existing ESM. Firstly, the interest rates applied to ESM/EFSF loans have historically 

been unsustainably high. These high interest rates not only make it harder for troubled 

governments to reduce their budget deficits and slow down their debt accumulation 

but also deteriorate the future investment prospects of these countries. By charging 

such large premiums, the ESM/EFSF portray to the financial markets that these 

countries are not risk-free and the their governments may not succeed balancing their 

budget  (Grauwe, 2011). This perpetuates the financial markets’ distrust of such 

economies and, in the words of Paul De Grauwe, “...in a self-fulfilling way, increases 

their risk of default.” (Grauwe, 2011) Furthermore, ESM lending is subject to the 

implementation of harsh austerity measures and painful adjustments that drive 

countries further into recession and increased their possibility of debt solvency, like 

shown above (Christodoulakis, 2016, Rossi, 2012).  



Of coarse, these mechanisms should be accompanied by tighter monitoring 

and enforcement of fiscal regulations within the union (Christodoulakis, 2016, 

Keussching, 2012). An institution should be created with the mission of enforcing the 

fiscal and debt limits set by the Maastricht treaty. When nations exceed the pre-set 

limits, they should be punished and forced to reestablish balance (Keussching, 2013). 

This is the only way that negative spillovers, resulting from bad national policy, can 

be avoided. Moreover, the above will also provide a solution to the moral hazard issue 

present in the union. The fiscal monitoring of nations would prevent them from 

engaging in actions which would negatively affect the entire union, such as 

accumulating large quantities of debt. In addition to the above, institutions need to be 

created with the mission of monitoring the banking sectors of member-nations. These 

should impose constraints on lending and deem which banks need to be recapitalized, 

in order for the European banking sector to become more robust and reduce cross-

country contagion (Keussching, 2012).  

  

 

 Necessity for political coordination: 

In order for further steps to be undertaken; however, there is a need for a 

political change in Europe. Currently, political thought in the EMU is divided into 

two different camps. The first one advocates for German-style polticoeconomic 

narratives of pure fiscal discipline. It calls for the undertaking of inexplicably harsh 

austerity measures, aiming in not only addressing the imbalances present in the union 

and imposing fiscal discipline, but also in punishing the PIGS for their lack of fiscal 

discipline throughout the past decade. The second camp is comprised by the troubled 

economies of the European south, whose citizens have been fed up with the harsh 



austerity measures they have been subjected to for almost a decade now. They now 

view the union as responsible for the economic hardship they have induced for so 

long. This has pushed their political arenas closer to the extremes, with them 

experiencing a rise in the support of populist, right and left parties with anti-European 

narratives. 

 In order for the EMU to move forward with the necessary steps that will 

provide answers to its shortcomings and will help it last the passage of time; the 

differences between these two camps need to mediate. Representatives of both camps 

need to get past their differences, meet and negotiate in a spirit of solidarity and 

cooperation. In this way, they could get past their differences and the necessary 

atmosphere for the union to once again prosper could be fostered. In order for the 

above to happen; however, the continent is in need of aspiring and visionary 

politicians, with large gravitas. This is something that the European political scene is 

currently lacking. That is not to say that there are no such politicians in the EU; but 

that rather the public usually overlooks them. In contrary to popular belief, I believe 

that Brexit could help make the European Union stronger. With the withdrawal of 

traditionally eurosceptic powers from the EU, the right climate could be fostered to 

finally pursue its further unification. Hence, the European public needs to turn its 

back on populism and embrace the figures who can mediate these diverging camps 

and steer the monetary union on a path to prosperity. 

 

 Conclusions: 

 Having said all of the above, it becomes evident that the structure of the 

European Monetary Union has definitely negatively impacted its member-states. The 

economic differences existing between them and the existence of rigidities throughout 



the continents labor markets, especially in the countries of the European south, has led 

to the formation of large trade imbalances between the members of the EMU. The 

failure of the member-states of the union to address them led to the accumulation of 

large amounts of debt by less economically competitive counties. This made them 

more economically volatile and prone to harsher and longer crisis. Furthermore, its 

lack of mechanisms to address crises effectively and swiftly, made the mitigation of 

crisis harder for individual member-states. In 2008, economically troubled nations of 

the Eurozone lacked the ability to use both fiscal and monetary polices to address the 

crisis. The lack of European forced to turn to lenders of last resort whose help comes 

with harsh austerity measures, which deteriorated their growth prospects. Apart from 

suboptimal responses to the crisis, the above also led to delayed ones. As a result, the 

effects of the crisis were not contained and negative spillovers occurred.  

 If the Eurozone is to survive the passage of time and avoid other such crisis, it 

needs to further fiscally integrate. The political climate apparent in the Eurozone is 

not ideal for fiscal unification. Certain small scale measures could; however, be 

implemented which would provide quick and effective solutions to the shortcomings 

of the union. These include the establishment of a fund transfer mechanism that 

enables and facilitates the transfer of funds to economically troubled nations of the 

union, without that being deemed as loans. Furthermore, the already undertaken 

austerity policies, aiming in decreasing trade imbalances between union-members, 

should be accompanied by sound investment projects that will increase the productive 

capabilities of deficit running nations. Finally, both these policies should be 

accompanied by tighter fiscal and banking supervision, which would prevent the 

accumulation of large amounts of debts and the creation of bubbles respectively.  
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