
The third section below argues that the crisis indeed revealed a systemic
problem of the euro experiment. The limitations on risk sharing between
member states that the architects of the euro area consciously introduced
can generate negative feedback loops between the domestic banking sys-
tem and national public finances. If one has this systemic interpretation,
then one also needs to explain why these dangerous limitations were intro-
duced in the first place and what helped to prevent the catastrophic sce-
nario which could have ensued from this.

The euro area has undergone massive reforms, with emergency funds
that dwarf the lending capacity of the International Monetary Fund and a
banking union that makes the ECB the largest bank regulator and supervi-
sor in the Basel Committee. These reforms have been extremely conten-
tious. Emergency lending comes with heavy-handed and intrusive condi-
tions of structural reform and fiscal retrenchment attached. The “beneficia-
ries” of this treatment complain about the severe hardship that one-sided
adjustment imposes, not matched by equally heavy-handed treatment of
the banks in creditor countries. The countries that guarantee the emer-
gency lending in turn complain about the fiscal risks on their taxpayers and
consider refusing to participate: the Slovakian government refused to take
part in the first bailout programme for Greece. The banking union is less
contentious but criticised by some for being too little too late while others
see it as already going too far in regulation and the socialisation of risks.
The fourth section evaluates the reforms in light of the earlier diagnosis of
a fragile system. It has arguably become more robust but it remains crisis-
prone – and we have to explain why the member states left it at that.

By way of conclusion, I discuss the apparent need to complete the mone-
tary union with a fiscal union and consider the political down-side of mone-
tary solidarity euro area-style. While I find that there is more risk-sharing
than meets the eye, not meeting the eye of the general public and even
government members is a considerable political problem. This reinforces
the view that the maxim of monetary integration must be to maintain politi-
cal unity in economic diversity rather than pushing for ever closer union.

2. Why the euro looked like a good idea

It is worth recalling that governments did not sleep-walk into adopting the
euro under fair weather conditions but integrated against the odds of voter
scepticism and market disbelief. This is the significance of the 1992/93 cri-
sis of the European Exchange Rate Mechanism (ERM). The economic
background was that the fall of the Iron Curtain and German unification in
1990 had given a boost to European economies which led to divergent in-
flation rates. In order to keep the fixed, but adjustable, exchange rate pari-
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