
weakening other large bondholders, pension funds and insurers through
falling bond prices. An intriguing idea to promote diversified holdings has
been put forward by Nicolas Véron: “sovereign concentration charges”
would require banks to hold capital against bond holdings from any one
government if they exceed a certain share (eg one third) of their tier-1
(loss-absorbing) capital.40 The charge would apply irrespective of whether
the bonds have been issued by their own or, say, the German government,
This risk weighting method would not discourage bond holdings by banks
as such, but it would give incentives to hold them in relatively safe propor-
tions. Such a regulatory measure would decisively contribute to private
pooling of fiscal risks.

5. Instead of conclusions: unity in diversity as the norm

The euro is a supranational money without a state. And this is key for
those who believe that the euro area crisis was not a problem of a few mis-
behaving countries. Their labelling as PIIGS, periphery, Southern Europe
(which includes Ireland) insinuates uniformity where no such uniformity is
to be found: Greece shared with Spain high growth and a high current ac-
count deficit but not a housing boom and a positive fiscal balance; Portugal
was the one country that did not enjoy a post-accession boom and was
tipped over the edge by the deep recession; Cyprus was, like Ireland, a
high-income country with an overheating economy, fuelled by problematic
practices of tax competition. As different as their vulnerabilities were, their
crises all showed a similar pattern: a diabolic loop which they entered from
different starting points. This means that the national crises had a systemic
component and were not all the fault of past and present governments. If
one had required banks to take the losses from their reckless lending, Aus-
trian, French and German bond markets could have panicked as well.

Some observers who share this diagnosis think the euro area is doomed
if it does not turn itself into a fiscal federation. A budget at the euro area
level requires democratic representation, and it is not clear how a develop-
ment can be set in motion towards such a democratic united states of Eu-
rope. Why should voters endorse steps towards ever closer union when
the benefits are so uncertain? In the history of nation states, such ques-
tions were usually settled by force: state-building benefitted those who
won the war. But the EU is an authority without an army, created to pro-
mote peace and cooperation through economic integration. It must con-
vince, not coerce.

It is impossible to claim that a federal budget would do away with finan-
cial instability. It is quite likely that it would help to eliminate the symptom of
negative feedback loops. But the US still has severe financial crises, in
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