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Why the euro will sumvive 
With low public debt and deficit, and limited fiscal problem, the eurozone pips US, UK and Japan economically 
-, 

T 
HB eurozone's economy 
is strongw, more robust 
and sounder than the 
US. the Japanese and 
the British economies. 
This has wcaped head- 
i i n ~ ~ . b u t t s ~  
true. 

Public debt and deficit measured 
agafns-gross domestic product (GDP) 
is lower. Contrary to the United States 
and Britain, the euroume is not nm- 
nfng a deficit on its.current account 
visa-vis other countries making it 
hostage to foreign aditon. 

Unemployment is high (11 per 
cent). but a redktlc comparison 
shows that despite lower oftidal fig- 
uregduetoomiWngworLersnokmg- 
er looking for a job, Amedmn unem- 
ploymentbatMasbad. 

Growth is clearly higher in rhe US 
(2 per cent] but achieved through 

several fzilbons of dollars. 
~ W h a t e v e r ~ e n c e ~ I s f t .  
pushing the private sector towards 
delewaging debt, thereby keeping 
demand low. 

The -one facas many chaReng- 
ea that mwtbe dealtwithatthesame 
We.  But even OlJlea together, they do 
not consthum an SnsurmounW o b  
etacle. 

The fkst is public debt andlor d&- 
dts. The evozone as a d o t e  is doing 
well. Ihe public debt Is 91.8 per cent 
of GDP ampared to morn than 100 
per writ for the US, 91.2 per c ~ p t  for 
Britain and 230 per cent for Japan. 
llle budget deEdt Is f o r m  at 3.2 
per centfor 2012 with tbe  orr respond- 
ing 5gims being 7.6 per cent for the 
US, 6.7 per cent for Britain and 8.1 
per cent for Japan. 

Furthennore. both the debt and 
defldt are expeoted to be on a fdling 
trajectory. In fact the eurozone is 
dose to a surph~ on the primarg bal- 
ance - defined as the budget baance 
excluding net interest payments, a 
luxmy none of the other three econo- 
mies WOYJ 

'Ihe fhd problem is conhed to 
three to four cotmrxietx mainly GIWW 
andItaIyandtoalesser errdentspah 
a n d P ~ T h e p r o M e m s a r e d -  
e r t h a n t h e p i c h m ~ b y m a n y f i -  
naudrrl newspapere. Italy's debt b 
123 per cent of GDP, but itq deficit 
w'2psrcentImdcasrtorslllto 1.1 
per cent in 2013. Momover, Italy has 
a snrph~ on its primary balance. 

Spain's debt 18 80.9 per cent and 
its dedcit 6.1 per cent and expected to 
bemargh&lowcwinZO13.Weread 
a lot of bad n m  h m  Greece. But the 
good news is that It8 debt ratio is sta- 
Mliefne around 165 per dent of GDP 
anditsprlmaryb.lance ism surplus. 

Looking at Lcal consolidation 
among indtwddbed co1111ak3 over 
2011-2013. the top dme come from 
the euromne (Spain. Po*, and 
Greece) dl hpmvhg by more thsn 
5 per cent of GDP with Italy be- 
low5percent-the5fthonthelist. 
TheUSIs~thwitharorndanim- 
provement darotmd 2.5 per ccwt fol- 
lowedbyBritPimwithjust.bope2per 
cent and Japan about ntl. 
IMs rsveals a gigantic elfort la un- 

derwa i the eurozone. under polili- 
cal adeconomic stress rarebseen in 
modem economic hbmry. 

Topreventfbtrpefiscalproblems 
byindi-memberstates.the- 
zone has agreed on a heal stabWy 
treaty inhwludng had disdpllne. A 

lltmus test of how the Europeans 
judgeitcemevrrhenIrelandsubmltted 
its mtifhtion to a referendum. Some 
60percentofvotwsvoted~.  

The Europeans realise the gravity 
of Bscd disdpIlne, but as the new 
Ftench Prssident Francohr H o W e  
has made dear. they .Is0 want to 
~sbahDcebetrvsealpornthaad 
a-. 

There ate nnnours about a &XaI 
union mwedng memk states &om 
Iendiig above-a specified c d b g  
through the establishment of a 
central h&ituUon to wUch member 
states have karl&mad . 

The second big pr0blS&- 
ing crisis. Hardest hit were IreJand 
t h a t s ~ t o b e w o r ~ i f e e l Z w t o f  
the modsr and Spain wid& hap re- 
celVedsuppolttopropupItsbEnk8. 
?he 100 billion eum (SS160 b W  
provided to Spain is -le for 
the eurozone's rescue funds. A 
n& of ItaltaD baalts were recent- 

g?2gWg2g$,2~ 
inbet tsrshrpe ,be&gleee~to  
b o r a e d p r o ~ h .  

Whentqe+crisisstartedacoupleof 
yews ago, it was obvious that a 
number of banks. in partimh Ger- 
man and French banlrs, would be hit 
hard if the Southern Europeau corn- 
Mes ftdblwd. 

That was indeed one of the Bxpk- 
nations for the tactic that was fol- 
lowmi-bqhg Ume forthe creditor 

banh to improve their balance 
sheets and thus enabiing them to 
withstand lases when forced towrite 
off some of their dab.  

'Ihis~loohtohaveaebieved 
its purpose. Europe's major banlrs 
remainatloatdespdtethelrlxtcbss 
lending to Sodern BtlropeYl can- 
~ l b a t w a s p r r t b r ~ l e f o r  
the*intbefimtpl.ee. 

The way ahead is to build some 
kind of- union with a mfra- 
Il#dm@ator, ahibutfmd. and8 
h D e a n  Union 0 d e m  hsw- 
ance-kksiop - m c t b a t  should 
hove been introduced long ago. 

-w 
The third pwblem is tbe ga in com- 
pett-ss bshrasn Nortgm Bu- 
rope and Sonthern Europe. The hard 
euthIsthatCrsece,~,Spain,and 
POW@ rulfer itom archa& econo- 
m & ~ w i t h i k e n c # s , ~ -  
uons and m o n o p o ~  iqmingheavy 
transadoh coslp on the economy. 

'Ihm is no easy way around it. 
but to refom the k o m y  and go 
thro@a~ofyearsofprotes t s  
&om those being deprived of their 

tha eurozone md depmfaung e- 
nal Currsnces. That wiU keep these 
countries going for a iimited number 
Of~MdchentheyWUIbbbackto 

~ s o ' n 2 s r r m s ~ 2  

Umt is. pam more for imports and 
gattinsLessforexpott9. 

This is difficult to swallow and 
s o m e o ~ ~ t o ~ I t , b u t  
tlieir membarship of the emzone 
wiJl torte these countries to embark 
upon iafoxmfi which aebully should 
have been undertaken many years 
a g o . W I t h o U t s l l c h ~ t h e y w i g  
continue on a downward spiral 
w h e w  they are within or outside 
theeuraume. 

~ o n ~ a M i y m E n d t b e p o 8 -  
cy responses implemented or in tbe 
pipehe, tbe sm&oard for N6lbg 

~ * t o o u t s i d e e E o n d  
sh&ComparsdtotheUSecono- 
my.theeumzonedoesnotaeemtobe 
far off this mark. Its economic and 
ind- skuawe may not be per- 
fectb cowuous, but Is good enom 
to warrant a satMactory s m .  
+ Labour mobility. C o n d o n d  w b  
dom says that the European cleore- 
board bi bad, but comparhns with 
t b s U S s h o w s t h a t t h s ~ C e L  
notso~afterall.Onestudyawu- 
pleofyssnragofhdsthatintheus, 
2.8percentof~~kingageresidents 
move Pram one region to mottm. Ths 
corrasponding 6gure for the EU is 
1.21percentEvenintbsUSwith 
high unemployment only one out of 
35 workers move. 'IW does not sup- 
port the thssrs of isbonr m o w  as a 

major fador for adjustment Inside an 
economic and monetary union. In 
fact, a study a ~ouple of years later 
ehOWBdthat~2007to2010when 
labour mow should have played a 
r o l e i a a ~ i t a m e t o m a l -  
most abrupt halt with the lowest 
5gure esncS 1945. 
4 Capital mket The euKuone lacks 
a banking union. but as outlined 
.bore,itisonftsway.And(RWhe 
cam mOV8memtr and Wts ot es- 
tabbbmmt. the mmbwd may not 
be bad. 
4 Fiscal tannsks. Many obeervers 
pointtothedsizeofintra-mm 
zone 5scal trawbm combined with 
absence of rules for fiscal discipline 
~1 a mador writ for the cakdtles - 
andtheyareEorrea.TbiewaswdI 
lmownwhenthetrea&sweredrafl- 
edbutthesentimentwarrthatmem- 
kSt8Wwouldrdher~~totheIlml~ 
set rOr public M t s  a d  public debt 
insalbediatheq:alas,tb4ydid 
notdoso.WiththenewBsalpact 
pbably followed by a genuine deca 
man tadembg sovedpty to a 
csntrai InsUtution, thls bridge may be 
d. 

Whsn the treaties were drafted 
and the single currency was intro- 
duced the global economy was very 
strong. That colollred the outlook. lur- 
i n g ~ ~ a n d p o ~ f a t o a c o m -  
placent armde. H d  they known that 
atWIMowa5nandalcrislswouldhit 
the world III 2007-2008, they would 

sure& have chosen mother road 
Observing the euromne fMng the 

crisis - part of it due to the US 
sub-prime bomb, part of it due to its 
own failures and shortcomings - 
wms observers ma$ ask too much of 
the emzone compared to other 6 
nomlc and monetary unions. The 
idea that a member state ean leave 
and sllbeeque4nuy depreciate its own 
currencybfnthe backofthebrmtnds. 

~ 0 v e r l o a k t h e r u G t t t u r ~ -  
ation is not an end in itself. It h. a 
policy inslmmat to acbleve e m o -  
mic goals. l%we is nothing depmda- 
t[oa can bring about that cannot be 
s c h l e v e d t h r o u g h ~ d m ~ ~  
policies. The plain fact is, however, that 

evenifctIsls management couldhave 
been better, the ensozone has not 
donesobadly. Itishmhgita emno- 
my around under agonisfng condi- 
tions. Debt and deficits are being 
brought undar conwok something the 
US.B~itah.andJspsnhavebsenuna- 
ble to do. 

Theme+berstatesaresupporting 
~chother.ThepohUcdwiUOstay 
together and weather the storm is 
vbibLIoraUwhowantto8eeit. 

Z%s writer is visiting senior 
r a ~ ~ ~ r c h ~ ~ .  Im'trcte qf 

Southsast Asian St&&, Singapore 
and adiunct ~rofesor. Sin- 

Source: The Business Times O Singapore Press Holdings Limited. Permission required for reproduction. 


