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EU and EMU design & 21°' Century crises

2000 - 2008. The euro stable childhood: A EU & EA without resilience (EU single
market & EA monetary union; domestic fiscal + SGP; no-bail-cut-and-re-EL--debt)

2008 - 2009. Financial crisis: the need for financial resilience (begins development

of the banking and capital European unions)

2010 - 2012. Euro-Debt crisis: the need for sovereign debt resilience (first EU partial
default and EA bail-out; EFSF & creation European Stability Mechanism)

2019 - 2021. COVID-19 crisis: EU =~ EA & the need for resilience to aggregate shocks
(Post Brexit NGEU, with risk-sharing (SURE), EU support for heath security and green

& digital transitions, and first large EU eurobonds emission with EC "Treasury’)

2022 - 2023: Russian invasion of Ukraine & first EA inflation: the need for a EU &
EA with resilience, for a geopolitical EU of 304 (+ defence and energy, migration,
cost of debt overhang (old and NGEU), and other long-term EU financial commitments:

Ukraine reconstruction + enlargement transfers)
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With 1/3 of the EA debt liab. in EU instiutions

Eurosystem, ESM/EFSF, European Commission holdings of Member
States government liabilities, % of end 2022 total government debt
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With 2+% EA debt/GDP liab. in EU instiutions

Eurosystem, ESM/EFSF, European Commission holdings of Member
States government liabilities (bonds + loans), % of 2021 GDP
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bad MS fiscal policies
threatening
joint fiscal commitments

(& joint monetary stability)

joint monetary
supporting EU debts!







not easy to assess...
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1. 60% Debt/GDP is too tight, particularly if

— The EU financial market is integrated and eurobonds are
safe and/or there is “debt revenue” (Reis 2020)

— There are no unwritten liabilities in the DSA that can
threaten its S.

2. Debt + needed to deal with DSA unwritten
liabilities (e.g. PAYG system in Spain, last year ESM sem.)

3. Sis fundamentally state-contingent

(& a well-designed Fund contract accounts for it...)
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Decomposing the evolution of Italy’s sovereign debt
(past & cntfct.: value debt/GDP = real cost- primary surplus = r-g -s
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Let’s talk: Surveillance, DSA - LSA & IFIs

EU has an unparallel surveillance system

Yet, it can do better:
- DSA of common reference
- Liability Sustainability Analysis,

- Empowering IFIs; in particular the EFB
- Politics out of DSA

- DSA with current policies, but also counterfactual
DSAs with alternative policies or reforms.



Let’s talk: NGEU-style programmes

The EC, EIB or MS can have their policy oriented
debt programmes (e.g. digital, green, defence)...

The DSA must account for all the debts of MS,
including their share of EU debts
(if policy oriented programmes have
expected fiscal returns

count them too as part of S)
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Let’s talk: sticks & carrots in the New SGP?

Peer pressure has worked
but it may be less effective in the future
(populism on the rise %4 )
similarly, fines may be even less credible

BUT there can be effective /7 / /
well-designed Fund contracts
for countries at risk
for other countries to benefit
and can be designed with SGP constraints W












