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Brief  Facts
• 17 institutionally and linguistically diverse countries

• Population: 317 million (USA 300 million)

• GDP: €9.4 trillion (only ten percent leaves the bloc and goes to rest of  EU)

• Germany accounts for 26.7 percent (Ireland 1.8 percent)

• Global trade: 14.6 percent (second largest in the world)

• Exports: 21.7 percent

• Imports: 20.9 percent

• The Eurozone is effectively a closed market economy 

• Trade has become a zero-sum game amongst 17 diverse nation-states sharing the same 
currency. 



EMU – Institutional Heterogeneity 

Source: JP Morgan, Eye on the Market (2012)



Origins of  Eurozone Crisis



Current Account as % of  GDP

Source: EU Commission (2012)



Net International Investment as % of  GDP

Source: EU Commission (2012)



Private Credit Flow as % of  GDP

Source: EU Commission (2012)



Private Debt as % of  GDP

Source: EU Commission (2012)



Harmonized Competitiveness Indicators

Source: ECB (2011)



Germany has engaged in an internal 

devaluation since 2000. This was 

achieved through coordinated wage 

restraint (collective bargaining) and 

government led supply-side reforms

(Hartz I-IV mini-jobs)



In GIPSI countries it is not why ‘wage 

costs’ are too high but why 

‘productivity’ is so low. New research 

identifies casualization of  the 

workforce (fixed-term contracts and 

irregular employment) as a causal 

factor (Hein & Trassow, 2010; Lucidi

& Kleinknecht, 2011).



General point: A one size fits all 

monetary policy and a convergence in 

interest rates masked institutional 

diversity between regions of  the 

Eurozone. Expansionary effects of  

EMU monetary impulses led to an 

explosion in cheap credit.



When interbank lending dried up the 

credit bubble burst and countries 

relying on capital inflows collapsed. 

The currency union and structural 

differences between core and 

periphery exposed. 



Impact of  Eurozone Crisis



Europe lacked the political capacity to 

adopt a transnational coordinated

response to a banking crisis. National 

interests prevailed. Financial crisis 

quickly became a sovereign debt crisis.



Impact of  Bank Bailouts (Public Debt as % of  GDP)

Source: EU Commission (2012)



Fiscal Deficits as % of  GDP

2007 2008 2009 2010 2011

Ireland 0.1 -7.3 -14 -12 -8.3

Greece -6.5 -9.8 -15.6 -10.3 -9.1

Spain 1.9 -4.5 -11.3 -9.3 -8.5

Portugal -1.9 -3.7 -7.4 -7.8 -5.1

Italy -1.6 -2.7 -5.4 -4.6 -3.9

Germany 0.2 -0.1 -3.2 -4.3 -1



Outcome: Sovereign Debt Crisis

Ten year government bond yields. JP Morgan 

(2012)



Shifting the entire burden of  

adjustment on to debtor regions of  

the Eurozone. In return for financial 

funding the Troika imposes, monitors 

and ensures compliance of  internal 

devaluation.



The Social Impact of  Internal 

Devaluation



National Adjustment in GIPSI Countries

• Fiscal: expenditure reduction

• Labour market: increase flexibilisation 

• Industrial relations: de-regulation 

• Productivity: structural reforms  

• Wages: reduce unit labour costs 

• One-size-fits all rule of  thumb ‘supply side’ 
reforms - implicit in neoclassical economics. 



Unemployment 

Source: EU Commission (2012)



Unemployed Per Job Vacancy

Source: EU Commission (2012)



At Risk of  Poverty (% of  Population)

Source: EU Commission (2012)



Ireland

• 2008-2009:

€10bn adjustment: income levy, public service pension levy (pay cut), 

health and education cuts

• 2010:

€4bn adjustment. All expenditure based, social welfare and public pay cuts. 

• 2011:

€6bn adjustment: flat rate tax, social welfare, capital and other spending 

measures.

• 2012: 

€3.8bn adjustment. 60 percent spending based, focus on indirect taxes

Since 2008: €23bn adjustment (or 16 percent of  GDP)



Policy Implications for GIPSI Countries

• Economic growth is contracting 

• Unemployment is rising

• Increased precarity

• Increased inequality

• Debt-GDP ratio is rising 

• Nominal fiscal deficits remain constant

• Countries remain priced out of  financial markets

• By all accounts, internal devaluation is not working 
- and leads to uneven distributional implications. 



Political Consequences







Spain

Source: El Pais (2011)



Ireland

Source: Niamh Hardiman (2011)



The democratic state in Europe is 

facing a legitimation crisis. 

‘Responsible’ governments 

implementing ‘irresponsible’ 

economics. No difference in policy 

outcomes between parties. External 

imposition by Troika.



Exiting the Euro-Crisis

• It is assumed the end game is a federal Europe
– Fiscal union

– Banking union

– Regional transfers

• But the political conditions to democratically legitimate 
this do not exist. 

• The political adjustment and social implications will 
remain at the national level.

• To save Europe we need to either reverse the troika 
adjustment program or return to the EMS



Conclusion

• The real Eurozone crisis is social

– Rising inequality

– Rising unemployment 

– Rising nationalism

– Legitimacy deficit at national and European level

• Market liberalisation will not solve these problems

• GIPSI countries need more flexibility at national 

level to respond to domestic problems. 
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