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Eurozone’s crisis of leadership

Complacency pervades the eurozone’s political ailthe. They are failing to determine a
comprehensive set of banking, financial and figaaicies, combined with clear implementing timebne
to resolve the region’s triple crisis of lethal sogign debt, slumping growth and rising threatsdtitical
stability.

Unless today’s ad hoc approaches are replacedlyswiith a credible strategy, the eurozone
could face a lost decade of growth, just as Latimefica did in the 1980s and Japan in the 1990s.

The debacle in Cyprus highlights the disastrouskssty plaster management that has
characterised the response by Europe’s leadersaimomic problems ever since Greece announced its
budget crisis way back in December 2009. At tintkes,combined forces of the eurozone’s leadership,
including its politicians, the technocrats at thedpean Commission, the European Central Banktzad t
IMF, resemble the gang that could not shoot sttaigh

Unfortunate precedents were set last week to resbly chaos in Cyprus’s finances by penalising
bank depositors and establishing capital contrathimvthe eurozone. As a result, confidence cowdd b
weakened in banks in a number of the zone’s merobentries and could further erode the financial
health and prospects for growth in Greece, Itabytiyal and Spain.

Mismanagement of sovereign debt difficulties isliag an increasing number of the 17 countries
in the eurozone into serious growth difficultiestdl eurozone unemployment now exceeds 19 million,
representing a 12 per cent jobless rate, and iditngavell above 20 million. The numbers in several
countries are extraordinarily high (over 26 pertcdar example in Spain and Greece) and present
policies offer little hope for the jobless. At animhum, the ECB should respond by cutting interatts.

Inevitably, the combination of rising debt and gtbvproblems are taking a political toll. The
environment, as we are starting to see in Greguain&nd in Italy, is rife for populist movementsda
direct challenges to democratic institutions.

Could France be the next country to join the cagwehrd? Its economy is stagnating, the budget
deficit is rising, the jobless rate exceeds 10qgeet and President Hollande is seen to be fladimogind in
search of support for his ever-changing policy apphes. His popularity is eroding and more largdesc
public protests are likely. France, the zone’s sdamost powerful member, is now in a weak positmn
influence eurozone-wide policies and set them amsm




Germany should be leading the region, but Angelakileseems content to do no more than the
absolute minimum before elections in September.#tsevowed to maintain the eurozone but has been
largely unwilling to support crucial actions — faxample, ensuring a firm timetable for the
establishment of a eurozone banking union under E2Bership. In time, Germany’s economy will
suffer significantly unless it steps up to lead zbae on to a confidence-building strategic course.

Such a course needs to start by granting the E@Batithority to supervise the zone’s banks
effectively. The Cyprus crisis demonstrated hoveesal it is for the eurozone to have a centralkivan
regulatory authority that separates governmentsbamits and that has meaningful powers on resolution
and deposit insurance.

Over time, there can be no hope of sustaining tine enless there is a realistic fiscal compact in
place. The Europeans have talked about this fong@ time, but have failed to implement it. Thiddee
is a fundamental flaw in the whole single curreitBa.

Further, a strategic plan now requires strong, 2Zame-wide financial support systems. The
ECB’s Outright Monetary Transactions alongside Eheopean Stability Mechanism need to become
fully operational. A vital step is that the ECB aa8M clarify for potential borrowers and the masktte
conditions under which funds can be drawn.

A banking union-fiscal pact-financial support sté@t will not be credible unless accompanied by
implementing timetables agreed by all eurozone govents. This would provide leaders in each of the
national governments with a policy framework updmich to formulate sound national economic growth
policies — ones that will demand prudent budgedmag and substantive structural adjustments to make
their economies more internationally competitivleTiest of leadership will be the ability of thase
power in Europe to convince their electorates thatr policy agendas will revive growth over time.
European leaders now need to embrace the kind wseahat proved so successful, for example, for
Brazil in the early 1994, South Korea in 1998 anwk€y in 2001.

At stake is more than the economic and politicalltheof much of Europe. The prospect of more
confusion and inadequate leadership in the eurgozmmenpting recession and rising joblessness, will
spill over and damage prospects for Europe’s laiditg partners, including China and the UnitedeStat
It will also add strains to the international ficéal system.

The overall consequences of continued complacenuyng the eurozone’s leaders will have
profound global consequences, perhaps for yeacsrtee. And those who may still believe that leading
economies and markets can delink from Europe usterate the inter-connectiveness of all our
economies today.
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“Required reading at all levels of finance.” —Henry Kissinger

The new edition of Mr. Rhodes’s book contains dgme that relates the
lessons of past sovereign debt crises to todayt&eue crisis.
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