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Highlights

The European Union's heads of state and government have chosen euro-area
governance reform as a topic for immediate discussion and swift decisions. Any
serious discussion must start from an analysis of what went wrong. The superfi-
cial analysis has been that the crisis in Greece and elsewhere resulted from a
failure to implement existing rules. There is some truth in this, but the crisis also
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FIVE LESSONS LEARNED

Five lessons have been learned – starting with the
most basic ones. 

1 Top-down government by statistics does not
work (especially, but unfortunately not only,
when they are wrong)

The Greek crisis has shown that the system in



has created problems from the very beginning. 



out by the Commission (European Commission,
2008).

To be fair, the ‘it’s all fiscal’ assumption is nowhere



5 Policy coherence is often lacking and owner-
ship of the euro rules is generally tenuous

Ultimately, the success of the euro depends on,
first, an (implicit) commitment to have in place
policies that are consistent with membership of
the monetary union and, second, on ownership of
the (explicit) principles and rules underpinning
EMU. This primarily involves governments but also
private agents. 

Coherence has often been absent since the euro
came into existence. Most governments after
1999 considered that euro-area management
could be delegated to central bankers and minis-
ters of finance but did not imply any significant
change to most domestic policies. Very few coun-
tries (Finland was an exception) bothered dis-
cussing if participation in a monetary union also
had implications for wage-setting. Several thought
they could reject further integration of product
markets, let alone labour markets7.

Ownership of the rules has remained very uneven
and generally tenuous. To take only one example,
from 1997 (when the country qualified) to 2007,
the government balance in France fluctuated
between a 1.5 percent of GDP deficit and a 4.1 per-
cent deficit whereas the SGP’s stated target is that
it should have been ‘close to balance or in surplus’.
This is prima facie evidence that this country –
among several others – has had no ownership of
the target it was committed to. 

Ten years into the euro, it is time to realise that
participation in a monetary union has significant
implications for policy much beyond the obser-
vance of the explicit treaty rules.

THREE DIMENSIONS OF GOVERNANCE REFORM

These lessons suggest that the Van Rompuy Task
Force should not limit itself to proposing the
strengthening of existing provisions, but should
address unresolved underlying tensions, and
present strategic options for reform. The crisis has
exposed fault lines in the governance of the euro
area, and limiting reform ambitions to tinkering

7. As observed by Mario
Monti (2010), the twelve
worse offenders as regards
the delay for transposing
directives are all members
of the euro area.

8. Quote from Monnet’s
memoirs,  quoted by Padoa-
Schioppa (2010).
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with the SGP would be widely seen as being symp-
tomatic of a worrying inability to reform.

However, Europe's political situation is not
favourable for fundamental reform. A few years
after the failure of the constitutional project and
the ensuing odyssey of the Lisbon treaty, and at a
time when none of the EU's founding member
states (except Luxembourg) show an appetite for
further integration, the Monnet philosophy accord-
ing to which ‘l’Europe se fera dans les crises et elle
sera la somme des solutions apportées à ces
crises’8 applies partially at best. It is true that the
Greek disaster of spring 2010 was an opportunity
to invent a crisis-management regime that did not
exist previously, but it is equally true that consid-
erable resistance to such a move was demon-
strated along the way. It is pure fantasy to imagine
that the crisis provides an opportunity for making
long-held federalist dreams into a reality. 

A realistic reform agenda must therefore ditch
long-held federalist dreams – such as a significant
increase in the EU budget, significant horizontal
transfers or a much tighter coordination of
national economic policies – and attempt to rec-
oncile the need for serious reform with the lack of
political momentum.

On the basis of lessons learned, three dimensions
of reform are worth highlighting. 

1 What policy framework?

The crisis calls for a redefinition of the euro-area
policy framework. As well as price stability, which
is assigned to the European Central Bank, in its
first ten years EMU has had budgetary discipline
as its main objective. Another objective, the ‘proper
functioning of economic and monetary union’,
was mentioned in Article 121 (ex-99), but was ill-
defined in the treaty and was not made opera-
tional through secondary legislation. 

The European Commission has (rightly) indicated
that macroeconomic surveillance should be
expanded ‘beyond the budgetary dimension to
address other macroeconomic imbalances’





9. See the remarks by
Herman Van Rompuy
following the second
meeting of the task force on
7 June 2010.
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A move to a more asymmetric system can also be
observed when considering the macroeconomic
imbalances objective. In fact, as other euro-area
members are bound to increasingly monitor their
competitiveness relative to Germany, Germany
could end up in the role of anchor for wage-setting.

It is a strategic choice for the EU if governance
reforms should accompany and even encourage
decentralisation by providing an umbrella frame-
work for national rules and institutions, and by
rewarding countries with better institutions or
rules. There are strong economic and political-
economy arguments in favour of such an approach,
because decentralisation may be the best way to
strengthen the ownership of policy rules.

Were this to happen, there would remain a signifi-
cant but much-transformed role for the European
institutions: the Commission and especially Euro-
stat would need to be equipped with enhanced
capabilities for monitoring and evaluation, in order
to ensure the comparability of national situations
and to help disseminate good practices. They
would also need to make the degree of intrusive-



was incomplete because it was entirely based on
crisis prevention and had no room for crisis man-
agement and resolution. When the crisis hit, it was
felt that to let a member country default was too
risky, and there was no choice but to invent on the
spot a crisis-management regime. With the cre-
ation of the European Financial Stability Facility
(EFSF), the rules of the game of this crisis-man-
agement regime have been rather clearly spelled
out, especially as they draw on the principles and
procedures of the IMF. But this raises a new ques-
tion, which is how to redefine the relationship
between ex ante surveillance and ex post crisis
resolution. On this, the IMF has no answer.

As regards debt crises, it is hardly imaginable to
return to the previous regime. Therefore, a full
crisis-resolution regime needs to be defined,
which sets out in detail the principles and modal-
ities of assistance, debt restructuring and possi-
bly exit. If exit is (sensibly) ruled out because of
its potential spillover effects, then this only
strengthens the case, as proposed by Germany
(Federal Ministry of Finance, 2010), for defining
the debt-resolution regime. As the EU is a commu-
nity of law, there is a strong case for establishing
rules and procedures for a statutory European
Debt Resolution Mechanism. Current reluctance to
create expectations of an imminent default should
not be an excuse for refusing to work out the prin-
ciples on which EMU reform needs to be based.
Half measures now would only perpetuate the
incomplete character of the system. 

The definition of a crisis-resolution regime would
make room for innovative crisis-prevention solu-
tions, such as the proposal of Jacques Delpla and
Jakob von Weizsäcker (2010), who suggest cre-
ating a dual bond market, distinguishing for each
country between ‘blue debt’ amounting to 60 per-
cent of GDP at most, for which participant coun-
tries would have joint and several responsibility,
and ‘red debt’ above the 60 percent threshold, for
which each country would be individually respon-
sible and on which partial default would be possi-
ble. Such a scheme would give markets a greater
incentive to price default risk fully at the margin.

CONCLUSIONS

Discussions on euro-area governance have been
going on at least since the first negotiations on
the creation of the euro. They have not been set-
tled because of ambiguities in the positions of the
key participating countries, especially France and
Germany, and because of ambiguities in the com-
promises they have reached (Pisani-Ferry, 2005).
But something new has happened. As Keynes
reportedly asked, ‘When the facts change, I change
my mind. What do you do?’ This crisis is indeed an
opportunity for clarification. In order not to waste
it, the Van Rompuy Task Force and the European
Council should resist the temptation to patch up
divergences and tinker with the existing policy
framework. Rather, they should take the opportu-
nity to address fundamental questions about the
operational principles upon which EMU is based. 
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