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Abstract 

 

The European debt crisis halted the economic integration within 

the European Union and – even more so – within the euro area. 

Given the deep structural differences across the EU, the COVID-

19 pandemic is likely to reinforce this disintegration tendency. 

This makes the union more and more vulnerable to shocks, with 

the costs of keeping the union together increasingly burden-

some for the taxpayers in the creditor countries, casting doubts 

about the future of the block. 

 

Zusammenfassung 

 

Die europäische Schuldenkrise bezeichnet das Ende der ökono-

mischen Integration innerhalb der Europäischen Union und - 

noch wichtiger - innerhalb der Eurozone. Angesichts der tiefen 

strukturellen Unterschiede innerhalb der EU wird die COVID-19-

Pandemie diese Desintegrationstendenz möglicherweise noch 

verstärken. Dadurch wird die Union immer anfälliger für 

Schocks, wobei die Kosten des Zusammenhalts der Gemein-

schaft für die Steuerzahler in den Gläubigerländern zunehmend 

belastend sind und Zweifel an der Zukunft der Gemeinschaft 

aufkommen lassen. 
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What is economic integration good for? 

 

The European Union (EU) aims to create an integrated economic community 

where national borders do not impede trade or the movement of production 

factors. A functioning single market may contribute to economic growth and 

prosperity by stimulating competition, improving efficiency, raising quality, 

and lowering prices. Integrated markets can also enhance the shock absorp-

tion capacity of the union, i.e. through better access to international capital 

and credit markets.  

 

Moreover, economic integration is a vital precondition for a union with fixed 

exchange rates and common monetary policy. This is what the standard the-

ory of the Optimum Currency Area (OCA) implies: a currency area is optimal, 

if a sufficient degree of real economic integration between regions – in terms 

of integrated goods, services and factor markets – is achieved.1 Otherwise 

the loss of economic stability weighs more than the gain in monetary effi-

ciency from participating in the fixed exchange rate system.2 

 

In fact, the European Monetary Union (EMU) is far from fulfilling the initial 

economic expectations of many member states. Productivity growth has 

slowed down, leaving members like Italy with a GDP per capita as low as in 

1999. The expected process of real economic convergence turned to eco-

nomic divergence, and particularly the performance of Southern Europe has 

not met expectations.3 Also, EMU is far from being the promised “stability 

union”, with excessive public debt accumulation in many (Southern) member 

states. 

 

In what follows, this paper shows a data-based evidence of the ongoing real 

disintegration within the E(M)U. It then describes the mainstream strategies 

to “complete” the union and discusses the underlying drawbacks. 

 

 

 

 

 

 

 

 

 
1 Nominal integration in terms of prices and interest rates is less vital as a precondition for a 
well-functioning currency union and should rather be the consequence of real integration.  
2 See, for instance, Krugman et al. [“International Economics: Theory and Policy, Pearson Ed-
ucation Limited, UK, 2018]. 
3 See, for instance, del Hoyo et al. (2017), Real convergence in the euro area: a long-term 
perspective, ECB Occasional Paper Series No. 203. 
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Economic (dis)integration within E(M)U 

 

Our measurement of the degree of economic integration refers to the “EU 

symmetry” dimension of broader EU integration, as measured in the EU-In-

dex by König and Ohr (2013). Following their approach, we calculate pairwise 

correlations between the country’s value of each indicator (as explained be-

low) and its population weighted average value of the remaining EU mem-

bers. The pairwise correlations are calculated on a yearly basis as a moving 

average over a period of 20 quarters.4 The current data availability permits 

us to analyse the correlation coefficients between 2004 and 2019 (with raw 

data starting in the first quarter of 2000). 

 

We calculate pairwise correlations for a set of nine indicators. Among them, 

the headline and core inflation, as well as the 10-year government bond yield 

are used to assess nominal integration. The remaining indicators, i.e. real 

GDP growth, change in (youth) unemployment rate, in labor productivity, in 

industrial production, and the balance of government budget as a percent-

age of GDP, are aimed at measuring the real integration process.5  

 

In the tables below, we show averages of country-level correlation coeffi-

cients calculated for important country’s aggregates, namely, EU, Euro, 

Southern EU and Northern EU. Where suitable we comment on remarkable 

single country developments.6 

 

In interpreting the numbers, beyond looking at the absolute values of the 

correlation coefficients, it is also important to focus on the underlying ten-

dency of the coefficients over time. Regarding the levels, the comparison of 

the coefficients between country groups or single countries should be in-

sightful to detect differences in the advancement of economic integration. In 

general terms, a country is integrated with the rest of the union for suffi-

ciently high values of correlation coefficients. For low or negative coeffi-

cients, disintegration is the case. The analysis of the tendency of coefficients 

over time is useful in tracking the direction of the process. We speak about 

an ongoing integration process, provided that the correlation coefficients 

 
4 For more methodological details, see König and Ohr (2013) “Different efforts in European 
economic integration: Implications of the EU Index”, Journal of Common Market Studies, 
51(6): 1074-1090. In developing their EU-Index, König and Ohr consider four different dimen-
sions of integration, namely EU single market, EU homogeneity (convergence), EU symmetry 
and EU (legal and institutional) conformity. Among them, EU symmetry is a crucial economic 
precondition for an area forming a monetary union. 
5 The distinction between indicators measuring nominal and real integration is not strict, as 
some indicators, like government finances, could be considered under nominal integration as 
well. However, given that government expenditures and revenues are likely to reflect the un-
derlying real developments in a country, we classify it among the real-integration indicators. 
6 All single-country correlation coefficients are available upon request. 
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tend to increase, as this implies that the underlying developments between 

the country and the corresponding EU average are becoming more symmet-

ric. The more symmetric the co-movement of business cycles, the more suit-

able the common monetary policy for all member states. To the contrary, 

disintegration takes place if correlation coefficients fall over time. 

 

 

Real disintegration 

 

In terms of real GDP growth, EU countries became more symmetric in the 

decade before the 2008 crisis, but in terms of levels the process has never 

reached a meaningful degree of integration. Moreover, after the European 

sovereign debt crisis the process has reversed or at least has not deepened 

compared with the pre-crisis levels (Tab. 1). These dynamics were wide-

spread, with real disintegration taking place both especially in Southern and 

– even more – in Northern EU members. 

 
Table 1: Averages of country-level correlation coefficients with the respective EU aggregate – 

real GDP growth rates 

 EU average Euro Southern EU Northern EU 

2000-2004 0.13 0.16 0.24 0.27 

2001-2005 0.18 0.17 0.20 0.19 

2002-2006 0.28 0.32 0.46 0.41 

2003-2007 0.28 0.32 0.29 0.42 

2004-2008 0.53 0.55 0.52 0.64 

2005-2009 0.68 0.71 0.75 0.83 

2006-2010 0.68 0.71 0.74 0.82 

2007-2011 0.67 0.69 0.71 0.81 

2008-2012 0.66 0.69 0.71 0.82 

2009-2013 0.66 0.69 0.72 0.83 

2010-2014 0.41 0.45 0.47 0.52 

2011-2015 0.18 0.15 0.29 -0.02 

2012-2016 0.20 0.17 0.27 -0.07 

2013-2017 0.14 0.13 0.20 -0.10 

2014-2018 0.10 0.04 0.11 -0.20 

2015-2019 0.14 0.11 0.20 -0.10 

Source: Own calculations, Flossbach von Storch Research Institute, based on Macrobond 

Note: In what follows, EU average refers to 27 EU members (EU-28 excluding Luxembourg), 

Euro includes 18 Euro countries, Southern EU is the average across Greece, Italy, Portugal and 

Spain, and Northern EU across Austria, Finland, Germany and the Netherlands. 
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At the single-country level, the most drastic developments occurred in the 

Netherlands and in Germany. Their above-average alignment with the euro 

area average in the period before the European sovereign debt crisis turned 

into a strong above-average divergence thereafter, with increasingly nega-

tive correlation coefficients (Fig. 1). 
 

Figure 1: Correlation coefficients for real GDP growth rates 

 

Source: Own calculations, Flossbach von Storch Research Institute, based on Macrobond 

 

 

A similar disintegration took place in the field of industrial production (Tab. 

2), with the difference that industrial production dynamics across the EU 

have never reached the degree of alignment observed for real GDP growth. 

This finding is insofar meaningful that it provides evidence of the impractica-

bility of the endogeneity hypothesis of the integration process, according to 

which the progressive alignment of the internal market and of productive 

structures would allow the union to generate internal forces making it in-

creasingly integrated. 
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Table 2: Averages of country-level correlation coefficients with the respective EU aggregate – 

industrial production growth rates 

 

 EU average Euro Southern EU Northern EU 

2000-2004 0.18 0.26 0.32 0.33 

2001-2005 0.15 0.27 0.44 0.22 

2002-2006 0.11 0.24 0.53 0.16 

2003-2007 0.13 0.22 0.50 0.14 

2004-2008 0.54 0.56 0.62 0.64 

2005-2009 0.47 0.48 0.57 0.54 

2006-2010 0.53 0.52 0.62 0.54 

2007-2011 0.55 0.52 0.60 0.55 

2008-2012 0.53 0.50 0.59 0.55 

2009-2013 0.28 0.29 0.52 0.19 

2010-2014 0.32 0.34 0.56 0.18 

2011-2015 0.23 0.29 0.51 0.08 

2012-2016 0.19 0.26 0.46 0.08 

2013-2017 0.16 0.22 0.39 -0.01 

2014-2018 0.14 0.17 0.37 -0.07 

2015-2019 0.20 0.22 0.43 0.09 

Source: Own calculations, Flossbach von Storch Research Institute, based on Macrobond 

 

 

The developments described so far are at least partly reflected in the stag-

nating or even progressively weakening integration of labor productivity 

growth (Tab.3). Germany offers again a negative example here: the country’s 

correlation coefficient with the EU average was the highest (0.91) in 2006 

and has declined since to a low of 0.26 in 2019 (Fig. 2).7  

 

 

 

 

 

 

 

 

 

 

 

 
7 This decline in correlation was due to Germany’s productivity performing increasingly worse 
than the EU average. 
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Table 3: Averages of country-level correlation coefficients with the respective EU aggregate – 

labor productivity growth rates 

 

 EU average Euro South North 

2000-2004 0.64 0.67 0.69 0.74 

2001-2005 0.67 0.70 0.74 0.76 

2002-2006 0.68 0.72 0.77 0.76 

2003-2007 0.68 0.72 0.77 0.76 

2004-2008 0.67 0.70 0.76 0.73 

2005-2009 0.68 0.71 0.81 0.76 

2006-2010 0.66 0.69 0.83 0.73 

2007-2011 0.66 0.68 0.84 0.70 

2008-2012 0.65 0.67 0.84 0.66 

2009-2013 0.67 0.68 0.84 0.67 

2010-2014 0.65 0.65 0.81 0.57 

2011-2015 0.64 0.63 0.79 0.53 

2012-2016 0.66 0.65 0.77 0.60 

2013-2017 0.66 0.65 0.77 0.57 

2014-2018 0.65 0.62 0.75 0.52 

2015-2019 0.64 0.61 0.71 0.51 

Source: Own calculations, Flossbach von Storch Research Institute, based on Macrobond 

 

 
Figure 2: Correlation coefficients for productivity growth 

 

 

Source: Own calculations, Flossbach von Storch Research Institute, based on Macrobond 
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Real disintegration took also place in the labor markets (Tab. 4 and 5). The 

levels of correlation coefficients prove that the labor markets were barely 

integrated with acute disintegration taking place especially within the euro 

area. These developments could be seen as a direct consequence of the pre-

viously described phenomena. Behind the diverging growth fortunes, there 

was a weak economic performance of Southern EU members relative to the 

rest of the EU. This in turn contributed to the deterioration in structural and 

technological characteristics in the South, which eventually led to a substan-

tial increase in unemployment rates in the wake of the Great Financial Crisis 

and later in the events of the European sovereign debt crisis.8  

 

The labor-market disconnect between EU members is reflected with partic-

ular severity in youth unemployment rate dynamics (Tab. 5). Correlation co-

efficients declined remarkably after the 2008 crisis and are extremely low or 

even negative (Euro). 

 
Table 4: Averages of country-level correlation coefficients with the respective EU aggregate – 

unemployment rate growth 

 

 EU average Euro South North 

2000-2004 0.11 0.17 0.22 0.27 

2001-2005 0.06 0.12 0.06 0.15 

2002-2006 0.30 0.30 0.23 0.46 

2003-2007 0.35 0.34 0.22 0.56 

2004-2008 0.32 0.29 0.20 0.37 

2005-2009 0.58 0.56 0.49 0.52 

2006-2010 0.61 0.58 0.48 0.62 

2007-2011 0.59 0.57 0.43 0.63 

2008-2012 0.55 0.52 0.31 0.59 

2009-2013 0.59 0.58 0.37 0.52 

2010-2014 0.21 0.18 0.45 0.09 

2011-2015 0.15 0.14 0.55 0.05 

2012-2016 0.12 0.12 0.52 0.14 

2013-2017 0.07 0.07 0.32 0.22 

2014-2018 -0.03 -0.01 0.06 0.12 

2015-2019 0.05 0.05 0.03 0.19 

Source: Own calculations, Flossbach von Storch Research Institute, based on Macrobond 

 

 

 

 
8 See Bolea et al. (2018) „From convergence to divergence? Some new insights into the evo-

lution of the European Union“, Structural Change and Economic Dynamics, 47: 82-95. 
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Table 5: Averages of country-level correlation coefficients with the respective EU aggregate – 

youth unemployment rate growth 

 EU average Euro South North 

2000-2004 0.08 0.13 0.16 0.08 

2001-2005 0.06 0.12 0.05 0.10 

2002-2006 0.23 0.27 0.09 0.42 

2003-2007 0.28 0.29 0.17 0.47 

2004-2008 0.29 0.31 0.17 0.32 

2005-2009 0.47 0.45 0.30 0.49 

2006-2010 0.47 0.47 0.31 0.57 

2007-2011 0.45 0.46 0.31 0.54 

2008-2012 0.38 0.39 0.12 0.51 

2009-2013 0.42 0.40 0.17 0.40 

2010-2014 0.11 0.09 0.34 -0.05 

2011-2015 0.07 0.04 0.39 -0.17 

2012-2016 0.06 0.05 0.25 -0.14 

2013-2017 0.07 0.08 0.11 0.02 

2014-2018 0.02 0.07 0.01 -0.06 

2015-2019 -0.01 0.04 -0.11 0.01 

Source: Own calculations, Flossbach von Storch Research Institute, based on Macrobond 

 
Table 6: Averages of country-level correlation coefficients with the respective EU aggregate – 

government budget balance as a percentage of GDP  

 EU average Euro South North 

2000-2004 0.21 0.12 0.09 0.29 

2001-2005 0.24 0.14 0.14 0.23 

2002-2006 0.36 0.33 0.28 0.40 

2003-2007 0.55 0.57 0.64 0.68 

2004-2008 0.51 0.53 0.57 0.65 

2005-2009 0.70 0.72 0.76 0.82 

2006-2010 0.64 0.67 0.69 0.78 

2007-2011 0.62 0.62 0.69 0.77 

2008-2012 0.50 0.50 0.53 0.71 

2009-2013 0.38 0.39 0.36 0.63 

2010-2014 0.25 0.28 0.17 0.50 

2011-2015 -0.14 -0.14 -0.23 -0.11 

2012-2016 -0.11 -0.13 -0.20 0.00 

2013-2017 -0.09 -0.14 -0.27 0.03 

2014-2018 0.05 0.02 0.01 0.15 

2015-2019 0.14 0.12 0.17 0.16 

Source: Own calculations, Flossbach von Storch Research Institute, based on Macrobond 
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The growing real disintegration observed in the post-debt-crisis era eventu-

ally led to differing developments in government finances within the union, 

with permanently high deficits in the South and improving government bal-

ances in the North. This divergence is reflected in the falling correlation co-

efficients for the government budget balances over that period (Tab. 6). 

 

Based on this last piece of evidence, a valuable prediction with important 

implications for the future can be made. Given the accumulated real asym-

metries so far and a non-negligible likelihood that the shock brought about 

with the COVID-19 pandemic could magnify centrifugal forces set in motion 

within the E(M)U, the exigence of fiscal support in more vulnerable econo-

mies is most likely to increase in the years to come. Without more help 

through fiscal transfers, the rising disintegration could unleash political 

forces bringing the union to a collapse. 

 

 

Nominal integration 

 

There is some evidence that nominal developments became increasingly syn-

chronized within the EU. However, given that the union disintegrated in real 

terms, it follows that such nominal integration was not driven by purely eco-

nomic forces, but most likely by monetary policy efforts by the ECB to coun-

teract centrifugal real economic forces.  

 

Between 2004 and 2019, the correlation coefficients of both headline and 

especially core inflation (excluding thus energy and food prices, character-

ized by volatile price developments) increased for the EU as a whole and the 

euro area (Tab. 7 and 8). Also Southern EU countries moved closer to the rest 

of the EU. Instead, Northern EU countries are a remarkable exception here – 

although the moderate alignment of their headline inflation with the EU av-

erage increased initially, it declined again after the break-out of the European 

sovereign debt crisis. The general disconnection tendency in the core infla-

tion observed in Northern EU countries was further reinforced over the 

years. 

 

 

 

 

 

 

 

 

 

The exigence of fiscal 

support in more vul-

nerable economies is 

most likely to in-

crease in the years to 

come. 



 
 

 

 11  

Table 7: Averages of country-level correlation coefficients with the respective EU aggregate – 

headline inflation rate 

 EU average Euro Southern EU Northern EU 

2000-2004 0.45 0.44 0.42 0.42 

2001-2005 0.45 0.46 0.48 0.41 

2002-2006 0.40 0.41 0.48 0.33 

2003-2007 0.45 0.48 0.59 0.34 

2004-2008 0.60 0.64 0.77 0.51 

2005-2009 0.61 0.64 0.80 0.54 

2006-2010 0.61 0.64 0.79 0.58 

2007-2011 0.61 0.64 0.76 0.60 

2008-2012 0.60 0.63 0.67 0.65 

2009-2013 0.51 0.51 0.56 0.54 

2010-2014 0.62 0.63 0.68 0.62 

2011-2015 0.66 0.68 0.68 0.65 

2012-2016 0.62 0.64 0.61 0.57 

2013-2017 0.56 0.58 0.59 0.34 

2014-2018 0.63 0.64 0.72 0.38 

2015-2019 0.61 0.63 0.74 0.40 

Source: Own calculations, Flossbach von Storch Research Institute, based on Macrobond 

 

Table 8: Averages of country-level correlation coefficients with the respective EU aggregate – 

core inflation rate  

 EU average Euro Southern EU Northern EU 

2000-2004 0.13 0.16 0.73 -0.03 

2001-2005 0.18 0.20 0.82 0.00 

2002-2006 0.19 0.21 0.83 -0.05 

2003-2007 0.22 0.23 0.81 -0.09 

2004-2008 0.23 0.27 0.78 -0.10 

2005-2009 0.18 0.23 0.73 -0.11 

2006-2010 0.18 0.24 0.68 -0.14 

2007-2011 0.14 0.20 0.59 -0.23 

2008-2012 0.10 0.18 0.49 -0.24 

2009-2013 0.11 0.16 0.49 -0.26 

2010-2014 0.19 0.21 0.53 -0.27 

2011-2015 0.23 0.24 0.55 -0.29 

2012-2016 0.26 0.28 0.56 -0.30 

2013-2017 0.39 0.40 0.65 -0.13 

2014-2018 0.44 0.45 0.71 -0.08 

2015-2019 0.51 0.54 0.76 0.10 

Source: Own calculations, Flossbach von Storch Research Institute, based on Macrobond 
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The political commitment of the ECB to save the euro – and implicitly also 

the EU – at any price is reflected in the rising correlation coefficients for 10-

year government bond yields (Tab. 9). Although the ECB’s extensive inter-

ventions – especially since the European sovereign debt crisis – might have 

reduced the financial volatility within the system, they have not removed the 

fundamental weaknesses in real economic conditions. Moreover, due to the 

strong moral hazard incentives indigenous in most of its unconventional in-

struments, it might have even aggravated such weaknesses. The rapidly in-

creasing indebtedness across the euro area is a strong indication of this phe-

nomenon, especially in Southern EU. 

 
Table 9: Average pairwise correlation coefficients – 10-year government bond yields 

 

 EU average Euro Southern EU Northern EU 

2000-2004 0.62 0.64 0.84 0.85 

2001-2005 0.68 0.75 0.92 0.92 

2002-2006 0.65 0.71 0.95 0.93 

2003-2007 0.60 0.66 0.80 0.91 

2004-2008 0.57 0.62 0.61 0.88 

2005-2009 0.54 0.60 0.48 0.89 

2006-2010 0.44 0.53 0.57 0.73 

2007-2011 0.33 0.46 0.79 0.30 

2008-2012 0.26 0.38 0.73 0.06 

2009-2013 0.25 0.36 0.67 0.05 

2010-2014 0.37 0.40 0.73 0.11 

2011-2015 0.41 0.43 0.72 0.16 

2012-2016 0.37 0.42 0.69 0.04 

2013-2017 0.49 0.50 0.47 0.66 

2014-2018 0.62 0.64 0.63 0.76 

2015-2019 0.70 0.72 0.57 0.90 

Source: Own calculations, Flossbach von Storch Research Institute, based on Macrobond 
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Extensive monetary 

financing of insolvent 

or illiquid states, 

banks, companies or 

private households 

can – at least tempo-

rary – neutralize the 

destructive power of 

financial markets. 

The political rag rug 

 

As the proponents of an ever-deeper integration are conscious of the un-

pleasant consequence that economic disintegration within E(M)U could un-

leash political forces destroying the union, efforts have been increased over 

the recent years to prevent this. Three strategies are being pursued in paral-

lel: 

 

1) Efforts to enhance structural adjustment of the member states, 

2) European Central Bank (ECB) as lender of last resort, 

3) Fiscal union with mutualisation of (public) debt.9 

 

Within the first strategy, different instruments have been promoted so far to 

support national governments in pursuing the necessary structural adjust-

ments. Among them, the so-called European semester is aimed at coordinat-

ing single member’s economic policies, by preventing excessive macroeco-

nomic imbalances across the EU, by ensuring that structural reforms are im-

plemented and by boosting investment. While this first strategy could be 

viewed as the economically most meaningful way to achieve a lasting cohe-

sion of the union, the results discussed above show that it is not particularly 

helpful in implementation. Consequently, the political will to push the inte-

gration project forward at all costs has shifted the focus to the other two 

strategies. 

 

The second strategy is regarded as particularly vital for members of the euro 

area, which so far issue debt in a currency, over which they do not have any 

direct control. It is often argued that if the ECB were obliged to provide un-

limited liquidity not only to banks but also to governments, this would pro-

vide bondholders an implicit insurance against the default of sovereign debt-

ors, thereby reducing the fragility of an incomplete monetary union. Indeed, 

extensive monetary financing of insolvent or illiquid states, banks, companies 

or private households can – at least temporary – neutralize the destructive 

power of financial markets that became evident during the euro crisis of 

2010-12. 

 

Following up on ECB President Draghi’s famous promise to do “whatever it 

takes” to protect the euro, the ECB in September 2012 assumed eventually 

the role of lender of last resort to governments. It formally committed itself 

to purchase unlimited amounts of selected government bonds in crisis situa-

tions under the conditions of the so-called Outright Monetary Transactions 

(OMT) programme.  

 
9 For a textbook elaboration of these strategies, see Chapter 6 in De Grauwe, P. (2018) “Eco-
nomics of Monetary Union”, 10th edition, Oxford University Press.  
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A crucial condition of this strategy to work is that the central bank’s commit-

ment to act is never questioned by investors. However, there are several 

ways in which a loss of credibility of action might occur. It might come from 

outside due to deteriorating fundamentals or unsustainable fiscal stances of 

governments. Or it might be sparked by excessive inflationary pressures 

upon a substantial increase in liquidity in the system. The current strong ex-

pansion of money supply due to massive asset purchases by the ECB under 

the new Pandemic Emergency Purchase Program (PEPP), combined with lim-

ited practical options to withdraw liquidity at will, makes this scenario in the 

long-run increasingly likely.  

 

Whereas the second strategy could be implemented almost unilaterally by 

the ECB, the last one is more cumbersome, as it requires reaching consensus 

on political matters, on which there is still insufficient agreement. Indeed, 

given that establishing a fiscal union would imply permanent transfers of fi-

nancial resources from stronger to weaker members, opposition in the for-

mer countries still prevents the break-through to a full “transfer union”. For 

that reason, the proponents of this strategy have opted for a step-by-step 

introduction of elements of a transfer union by stealth. The two main ele-

ments include the instrument of common bond issuance (also known as Eu-

robonds) and the establishment of a banking union.10  

 

Both instruments have faced fierce resistance in most of the economically 

stronger EU countries, although a substantial step towards Eurobonds was 

made with the common €750 billion debt issuance under the recent EU post-

pandemic recovery fund (“Next Generation EU”). This resistance is justifiable 

on the ground of the aforementioned moral hazard risk, deriving from the 

incentive for countries and banks to rely on the implicit insurance offered at 

the union’s level. Against all official assurance, it is hard to believe that the 

new debt issuance of the EU will remain a temporary emergency tool and will 

not become a permanent measure once it is backed by European taxation.  

 

 

Conclusions 

 

The European Economic and Monetary Union is very far from being an opti-

mal currency area. Since the previous integration efforts have not brought 

meaningful improvement in this matter, massive political interference is now 

in place to correct for the many imperfections. Without this strong political 

support, the union would most likely already have fallen apart. Indeed, in 

 
10 Some elements of the banking union, however, are worth pursuing. This is especially the 
case of the so-called liability cascade in the bank resolution, with clearly defined sequence 
applying for the liability of bank owners and creditors. 

It is hard to believe 

that the new debt is-
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will not become a 

permanent measure. 
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2010-12, EMU was almost destroyed by centrifugal financial forces. The re-

positioning of the European Central Bank as a monetary financier of all enti-

ties in danger of bankruptcy has reduced the risks of EMU to collapse and 

neutralized the disciplinary role of financial markets. Now, the stepwise cre-

ation of a fully-fledged transfer union is supposed to neutralize the political 

discontent emanating from growing real economic disintegration. Through 

these measures, the life of EMU can be prolonged, but not saved. However, 

three forces could eventually kill EMU: First, high and persistent inflation un-

leashed by monetary financing of bankrupt entities, which could debase the 

euro and eventually induce people to substitute it by alternative means for 

the store of value and transactions; second, failure of recipient countries to 

use transfers wisely with a view to reduce real economic disparities; and 

third, political rebellion of taxpayers in paying countries against the waste of 

their taxes in recipient countries. Each of these forces is on its own powerful 

enough to cause a lasting damage on EMU. But taken together, they can be 

overwhelming.  

 

 

 

 

 

 

Three forces could 

eventually kill EMU. 
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