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•  Euro	   area	   in	   the	   global	   economy:	   snapshot	   and	  
projec7ons	  

•  The	  euro	  crisis:	  causes,	  solu7ons,	  prospects	  
•  What	  should	  be	  done?	  
•  Interna7onal	   consequences	   of	   the	   euro	   crisis,	  
especially	  on	  Asia	  



THE	   EUROZONE	   CRISIS	   AND	   ITS	  
IMPACT	  ON	  ASIA	  
•  Eurozone	  and	  wider	  Europe	  in	  the	  global	  economy	  
	  
-  “ShiD	   to	   the	   East”:	   sharp	   divergence	   of	   economic	  

performance	  aDer	  GFC	  
-  Accelerates	   long-‐run	   convergence	   of	   emerging	   markets,	  

especially	  in	  Asia,	  on	  West	  
-  Policy	   outlook:	   Western	   pessimism,	   Asian	   op7mism	   –	   but	  

growth	  slowdown	  this	  year	  
-  Worse	  global	  growth	  prospects	  if	  US	  falls	  off	  fiscal	  cliff	  and/or	  

euro	  destabilizes	  further	  	  

	  



GDP	  Since	  the	  Crisis	  

















	  
The	  official	  debt	  explosion	  
despite	  	  the	  Maastricht	  Treaty	  
ceiling	  of	  60%	  Debt/GDP	  	  
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•  The	  euro	  crisis:	  causes,	  solu7ons,	  prospects	  
	  
-‐  The	  euro:	  a	  poli7cal	  project	  with	  huge	  economic	  birth	  defects	  
	  
-‐  A	  triple	  crisis:	  currency,	  sovereign	  debt,	  bank	  debt	  
	  
-‐  Half-‐baked	   solu7ons	   followed	   by	   policy	   centralisa7on:	   1)	  

greater	   “firepower”;	   2)	   fiscal	   compact;	   3)	   banking	   union;	   4)	  
mutualisa7on	  of	  sovereign	  debt?;	  5)	  poli7cal	  union?	  



	  	  	  	  	  	  	  	  	  	  	  	  	  	  THE	  GLOBAL	  OUTLOOK	  

Produc=vity	  levels	  were	  middling	  in	  the	  South	  and	  low	  in	  the	  East	  
Average	  produc7vity	  in	  2002,	  thousands	  of	  2005	  US$	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  

	   	   	   	  	  
	  
	  
	  
	  
	  
Source:	  World	  Bank	  staff,	  based	  on	  Eurostat.	  
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	  	  	  	  	  	  	  	  	  	  	  	  	  	  THE	  GLOBAL	  OUTLOOK	  

The	  East	  had	  been	  catching	  up,	  but	  the	  South	  was	  falling	  behind	  
Average	  produc7vity	  growth	  in	  EU27,	  annual	  rates,	  2002-‐2007	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  

	   	   	   	  	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
Source:	  World	  Bank	  staff,	  based	  on	  Eurostat.	  
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THE	  EUROZONE	  CRISIS	  AND	  ITS	  
IMPACT	  ON	  ASIA	  

•  The	   euro	   crisis:	   causes,	   solu7ons,	   consequences	  
(cont.)	  

	  
-‐  Why	   I	   don’t	   think	   it	   will	   work:	   1)	   not	   enough	   firepower;	   2)	  

fiscal	  rules	  will	  be	  weak	  and	  oDen	  broken;	  3)	  popular	  backlash	  
against	  further	  policy	  centralisa7on	  

-‐  Scenario	   1:	   Euro	   survives	   in	   present	   form	   but	   with	   semi-‐
permanent	  crises	  and	  anaemic	  economies	  

-‐  Scenario	  2:	  Euro	  breaks	  up	  –	  how	  and	  when?	  
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•  What	  should	  be	  done?	  
	  
-‐  A	  Plan	  B:	  
1)  Get	  back	  to	  macroeconomic	  –	  monetary	  and	  fiscal	  –	  basics	  
2)  Unfinished	   business	   on	   structural	   reforms	   –	   an	   incomplete	  

Single	  Market	  
3)  Decentralise	   exis7ng	   policy	   competences	   and	   encourage	  

policy	  compe77on	  
-‐	  Big	  Europe	  not	  Small	  Europe	  



Source:	  Jagadeesh	  Gokhale,	  Measuring	  the	  Unfunded	  
Obliga3ons	  of	  European	  Countries	  Policy	  Report	  No.	  23	  
January	  2009,	  Na7onal	  Center	  for	  Policy	  Analysis	  

THE	  TRUE	  DEBT	  OF	  EUROPE	  
(Official	  +	  Pension	  +	  Health	  +	  Welfare;	  as	  %	  of	  GNP)	  

	  
Greece 875% 
France 549%  

Portugal 492% 
United Kingdom 442%  

Germany 418%  
Ireland 405%  

Italy 364%  
Spain 244%  
EU 25  434%  
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IMPACT	  ON	  ASIA	  

•  Consequences	  of	  euro	  crisis	  for	  Asia	  
	  
-‐  Scenario	   1:	   Euro	   intact,	   but	   anaemic	   eurozone	   market	   for	  

emerging-‐market	  exports	  
-‐  Scenario	   2:	   Euro	   break-‐up	   –	   contagion	   through	   trade	   and	  

financial	   markets;	   country	   capacity	   to	   respond;	   different	  
levels	  of	  impact	  on	  different	  parts	  of	  Asia	  

-‐  Need	   for	   con7ngency	  planning	  –	  don’t	   assume	   the	  euro	  will	  
survive	  in	  present	  form	  


