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provided it meets certain conditions, 
could mitigate or even prevent full-
blown crises, thereby saving money 
and jobs. �e same logic applies to 
the direct recapitalisation instrument 
for banks.

3 TRANSFORMING THE EUROPEAN 
STABILITY MECHANISM INTO A 
EUROPEAN MONETARY FUND

The weaknesses of EMU 2.0 can be cor-
rected by turning the European Stability 
Mechanism into a European Monetary 
Fund. The EMF should be fully capa-
ble of acting as the fiscal counterpart 
of the ECB to guarantee the financial 
stability of the euro area in the event of 
a sovereign or banking crisis, or a threat 
of a crisis. This risk sharing function of 
the EMF must go hand-in-hand with 
the reduction of the risk of sovereign 
and banking crises. The creation of the 
SSM, which reduces the risk of banking 
crises, was an important step forward. 
Giving the EMF the responsibility 
for dealing with insolvent sovereigns 
would be equally important to reduce 
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3. Véron (2017) favours 

sovereign concentration 

charges or limits because 

these address the home 

bias problem and thus 

reduce the concentration 

risk. Moreover, concen-

tration limits would not 

put euro-area banks at a 

disadvantage compared to 

other banks.

4. The ECB is sole deci-

sion-maker on the granting 

or removal of all banking 

licenses in the banking 
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8. They note that “Germany 

needs to accept the idea of 

more risk sharing in the euro 

area – but should insist that 

this is done in a way that 

maintains sound incentives, 

does not become a vehicle 

of permanent redistribution 

and increases the credibility 

of the no-bailout rule for 

sovereigns and of the bail-in 

framework for banks… 

[and] France needs to accept 

the idea of more market 
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