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I am delighted to welcome you to the conference “Europe at the Crossroads: A Union of Austerity or

Growth Convergence?,” organized by the Levy Economics Institute and Economia Civile with support

from the Ford Foundation, the Friedrich-Ebert-Stiftung, and Marinopoulos AE. This conference is one

of the public outreach activities of the joint Ford–Levy Institute Project on Financial Instability, which

draws on Hyman Minsky’s extensive work on the structure of financial systems to ensure stability, and

on the role of government in achieving a growing and equitable economy. 

Among other key topics, the conference will address the continuing debate surrounding the eurozone’s

systemic instability; proposals for banking union; regulation and supervision of financial institutions;

monetary, fiscal, and trade policy in Europe, and the spillover effects for the US and the global economy;

the impact of austerity policies on US and European markets; and the sustainability of government

deficits and debt. 

I trust you will enjoy the presentations that follow. As always, your comments and suggestions are 

welcome. 

Dimitri B. Papadimitriou 

President, Levy Economics Institute 

Foreword
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Dimitri B. Papadimitriou, President, Levy Institute

9:45 a.m. − 12:00 p.m. SESSION 1

European Monetary Policy and Market Flexibility

Moderator: Nikos Chrysoloras, Greece and Cyprus Bureau Chief, 

Bloomberg News

Emilios Avgouleas, Chair, International Banking Law and Finance,

University of Edinburgh

“Free Movement of Capital in an Imperfect Monetary Union: Any

Remedies?”

Lex Hoogduin, Professor of Complexity and Uncertainty, University of
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Mario Tonveronachi, Professor of Financial Systems, University of Siena

“Making the ECB the Central Bank of a Nonfederal State”

1:30−3:30 p.m. SESSION 2

How to Build a Stable European Financial System: The Central 

Banker’s View

Moderator:Viktoria Dendrinou, Correspondent, The Wall Street Journal

Patrick Honohan, Governor, Central Bank of Ireland

“Better Eurosystem Performance: What Roles for Financial Engineering,

Monetary Policy and Politics?”

Marek Belka, Governor, National Bank of Poland

“Monetary Policy in a Non-euro EU Country: Challenges and

Opportunities”

Lubomír Lízal, Member of the Board, Czech National Bank
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“European Economics: Waiting for the Credit Impulse to Kick In”
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“Macroeconomcic Policies for European Growth”
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“After Austerity: Measuring the Impact of a Job Guarantee Policy for Greece”
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Welcome and Introduction

DIMITRI B. PAPADIMITRIOU

President, Levy Institute

Good morning, ladies and gentlemen. I want to

welcome you and thank you for coming. I want to

express a special welcome to our speakers, some

of whom have come from faraway places, to this

second Hyman Minsky Conference coorganized

by the Levy Economics Institute in New York and

Economia Civile, with the support of the Ford

Foundation, the Friedrich-Ebert-Stiftung, and

Marinopoulos AE.

Many thanks are also due to Chronis

Polychroniou for his tireless efforts in dealing

with the logistical details here in Athens, and, of

course, many thanks also to our media sponsors,

among which Ethnos, Imerisia, Eleftheros, Ependysi, Typos tis Kyriakis, Eleftherotypia, Direction,

Capital.gr, and Hit&Run.gr

The conference is one of the international activities of the Levy Economics Institute—specifically, the

Institute’s research program on monetary policy and financial structure, headed by the Institute’s long-

time senior scholar, Jan Kregel. Kregel, who was chosen by the president of the United Nations General

Assembly’s Commission on Reform of the International Financial System, served as rapporteur. He’s a

close follower of Hyman Minsky. Minsky, for those of you who do not know enough about him, was a

maverick economist who is well known in the economics profession for his work on financial instability

and employment policies, and [whose] many and prescient contributions to economics have finally been

recognized not only in the United States and Europe, but all over the world. 

The Levy Institute, for those of you who have not followed our work, was established in 1986 as a

unit of Bard College in New York. It is an independent, nonprofit, nonpartisan public policy think tank

that encourages diversity of opinion in the examination of economic issues profoundly affecting coun-

tries all over the world. We’re concerned with financial instability; the capital development of the econ-

omy; growth and employment; the purchasing power of workers; the distribution of income, wealth, and

well-being; and gender equality. Our focus is on generating viable, effective public policy responses to

pressing economic problems. In our conferences and other events, we bring together academics, business

leaders, policymakers, and concerned citizens to debate—and many times, to argue against—dominant

ideas in the hope of serving the public interest. We invite you to take a look at some of our work that has

been printed and is available outside on the tables. Those publications are related to the topics of this con-

ference, and, if you don’t wish to take paper with you, you can visit our website, where, just for statisti-

cal purposes, … more than 750,000 pages per month have been downloaded.
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The purpose of this conference is to broaden the discussion relating to the crisis in Greece and the

eurozone to [include] a wider audience interested in understanding the root causes of these crises from

the perspective of careful research and analysis, and to consider alternative policies. My colleagues and I

have argued [since] as early as 2010 that the diagnosis of the crisis and the corrective actions demanded

by the troika and [implemented] by three successive governments in Greece were ill conceived. As we

hope to show tomorrow through our specially constructed macroeconomic model for Greece, the

prospects for the country, despite the incipient recovery, are not very encouraging should business con-

tinue as usual. 

The simulated trajectories of the financial balances for the three main sectors of the economy for the

next three years differ significantly from those suggested by the troika and the Greek government. High

public deficits and debt, together with bad policies, have created unstable markets. The ineffective and dis-

astrous austerity policy responses and miscalculated fiscal multipliers have delivered catastrophic levels

of unemployment, economic downturn, declining fortunes, high levels of poverty, and despair. Euphoric

periods with accommodative monetary and fiscal policy helped increase both the government and pri-

vate sector’s borrowing and debt, linked to the deterioration in the balance of payments. Indeed, there is

a connection linking the internal sectors—that is, private and public—with the external sector. And

although this connection—or macroeconomic identity, as it is known in economics—is not a theory, it

informs policy. My colleague Jan Kregel and others will elaborate on this issue in the panels to follow.

A year ago, we organized a similar conference here in this facility to investigate   the cause of the

continuation of the economic and financial crisis, and to determine the effectiveness of the policies that

had been followed. Now, a year later, the eurozone’s periphery member-states’ sovereign debt has grown

larger, despite the austerity imposed by Berlin and Brussels. Debt dynamics are complex, but the debt level

of the Southern European periphery is accumulating at an accelerating pace—for Greece, for example,

it is €340 billion, representing over 170 percent of GDP. 

What has become clear, however, is that austerity means falling employment, wages, and pensions

that are reducing consumption and retail sales and hence government revenues, necessitating higher

taxes that further reduce income and output, continuously increasing the debt-to-GDP ratio. For the

eurozone as a whole, public debt is over 95 percent of GDP, much higher than the artificial 60 percent of

the Maastricht Treaty and the level Germany insists be followed. 

As the bigger economies like France, Italy, and Spain are also under the grip of austerity, the entire

continent would ultimately see government revenues collapsing. Worse, exports to neighbors are hurt by

a reduction of demand, as has happened in Greece. Lower wages and prices in one member country

engenders competitive deflation and compounds the problem, as each country tries to gain advantage in

order to promote growth through exports. What is most remarkable is that the European Union’s largest

exporter—that is, Germany—does not yet appear to recognize that its insistence on fiscal austerity for

all of its neighbors and the promotion of a beggar-thy-neighbor, export-led strategy can neither last very

long nor will be accepted by those charged with running the global economy. Furthermore, stagnant

external demand will take a toll in Germany. 

Many, including ourselves, have long suggested that the union of growth convergence, which is the

theme of our conference, requires a mechanism for redirecting demand to the trade-deficit nations—for

example, by having surplus nations spend euros on direct investment. Such a mechanism could be set up

quickly under the aegis of the European Investment Bank. Effective incentives to recycle current account

surpluses via foreign direct investment, equity flows, foreign aid, or imports could be easily crafted. 
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But these suggestions have fallen on deaf ears in Berlin and in Brussels. As we will show tomorrow,

the strategy of internal devaluation that has achieved a [nearly] 30 percent reduction in real wages, sur-

passing the troika’s initial target of 15 percent, has made Greece very competitive, but it has failed to

increase exports significantly. Instead, it has proved to be detrimental to living standards and domestic

consumption, the most important stabilizing driver of the economy. In Greece, the path of exports, as the

evidence shows, was unstable before the crisis, and it’s still unstable now despite the increase in tourism,

[which is] not sufficient to offset the precipitous decline of private and public consumption and invest-

ment.

To be sure, exports are important; but domestic demand is crucial. Even China, the largest export-

oriented economy, has begun reorienting its economy toward increasing and stabilizing its domestic

demand, and this should be the emphasis for Greece and the other countries of the European South. The

government has mounted a considerable public relations campaign celebrating the achievement of a pri-

mary budget surplus last year and a small growth rate announced last Friday to engender optimism that

the country has finally turned the corner. 

That optimism, however, as we will show, is not well founded. Despite encouraging signs of an incip-

ient economic recovery, Greece remains mired in the deepest of economic depressions and is now bur-

dened by a mountain of debt, with its strategic options limited. Reducing the stubbornly high

unemployment and reversing the declining fortunes of households are urgent public policy priorities.

Economic growth and increased domestic demand will not come about from private sector expenditures

while the household sector continues tightening its belt. The business sector is without viable options for

financing investment and the banking sector is still shaky, with a large stock of nonperforming loans.

Despite the millions of tourists visiting the country, tourism will not save Greece. High unemployment

and declining production have pushed Greece into deflation territory, [and it’s] unclear if it will be a rel-

atively short-term phenomenon. 

The business-as-usual approach must come to an end. The Southern European nations, and espe-

cially Greece, need a pro-growth and employment policy. As we will show tomorrow, there are ways that

these goals can be achieved.

All of what I have said up till now is drawn from the work of Hyman Minsky and Wynne Godley,

both distinguished scholars at the Levy Institute for many years. Hyman Minsky documented the impor-

tance of not being fooled by the illusion of small government, while Wynne Godley, who was the archi-

tect of macroeconomic models, provided the means to simulate the results of bad and good policy with

peerless accuracy. This conference is, in a way, a tribute to their contributions. Thank you again very

much for coming, and enjoy the conference.
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Keynote Speaker

YANNIS DRAGASAKIS

MP (SYRIZA) and Vice President of the Hellenic Parliament

I’m glad I have the opportunity to be with you

today. I would like to thank the Levy Institute and

Mr. Papadimitriou personally for their invitation.

I was informed about what has been said so far

in the conference. I think that many things have

been explored and many things have been finan-

cially analyzed. And I think what I have to do is,

most probably, taking into consideration these

analyses, to try to add a political dimension to

what is going to happen in the future. I was also

informed that we could have a Q&A session,

which is something I prefer since I represent a

political party and maybe there are questions for

clarification—and we politicians have to listen more than talk. However, I think we could split the time

available into two parts: first, I would like to say a couple of words, and then we are going to have a Q&A

session.

I would like to start with something mentioned in the program of this conference: “Europe at the

Crossroads.” I would like to add that the whole world is at an historic crossroads, especially here in Greece.

We see wars in our neighborhood, civil wars, huge social problems—unemployment being the most

important one—and ecological problems coming from the past but also from the future because of cli-

mate change, and I think that all debates end with saying that something has to change in the course of

the world, in the course of Europe, in the course of every European country. 

I wouldn’t like to offer a code or a ready-made recipe; I would like to say that among the things that

have to be done are a few, but critical, fundamental changes. For example, politics has to come to the

foreground against financial Darwinism, religious fanaticism, and nationalistic blindness. Another

change: the rules of democracy should be over and above the rules of money, profits, and the markets.

And the consensus of the people has to come to the front, and substitute for the oligarchies, even in the

case [where] these oligarchies are formally elected in democratic processes. This is the only way to cre-

ate the political framework aligned for implementing financial solutions according to the needs of the

many. 

To achieve these fundamental changes, the peoples have to come to the foreground. Social move-

ments have to become stronger. The role of citizens has to be reinforced, and the left has to overcome its

fragmentation and the dogmas of the past and become the leading principal in this struggle for the

changes necessary in our times. 
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The SYRIZA party has identified this. We have taken positive steps, and most probably these have led

us to this position, of becoming the preferred party of the majority of Greeks. SYRIZA is already a ref-

erence point in Europe, and it seems that SYRIZA is not going to remain alone in this difficult but hope-

ful course. It seems that there are developments in many other countries of the European South, and not

only there. And despite the fact that these procedures are just in the first stage, they indicate that there is

going to be a further direction—they confirm a strategy. We have to come out of the crisis not by intro-

version; we have to become open to the world, to the movements and the peoples faced with similar

problems. And in our case, I would say, it’s the European peoples that have to fight for this change—in

the European South, but not only there.

This historic nature of these developments is something that holds true in Greece. This is the fourth

major bankruptcy of the Greek state [since] its founding. However, the debt problem is a symptom of

deeper causes. The crisis has brought up the problems of Greek capitalism, and the so-called Greek klep-

tocracy and the pathogenesis of decades or centuries. The Memoranda were not the right recipe for [cur-

ing] these diseases. They have exacerbated the situation, and now the Greek society is faced with crime

and destruction that is warlike. It’s as if we were in war—as if we were in a war zone. 

After this brief introduction, I would like to touch upon three problems: First, the Memoranda have

to be abolished. Why? We shouldn’t engage in a discussion of an extension of the Memoranda or even

their modification. 

Second: reforms. What do we mean by reforms? What has been the result of the reforms in Greece

so far, and what kind of reforms do we need? How are we going to implement them?

Thirdly, I’m going to raise the issue of negotiation, which has to happen—real negotiations with the

EU. As regards the Memoranda of Understanding, of course there are some signs of recovery. If they were

confirmed, that would be welcome. But we shouldn’t deceive ourselves. Even if the recession is over, the

end of recession doesn’t mean the end of the crisis. I think you have analyzed this extensively. Mainly, it

doesn’t even mean a reduction in unemployment. According to estimations, to say that the crisis is over—

that is to say, that the GDP of the country is back to 2009 levels—people say that it will take many years,

and anyway, this is not going to happen before 2025 or 2026.

However, the Memoranda have to be abolished, not only because of their financial and social results.

There are certain aspects that haven’t been discussed extensively; however, they’re important as regards

international developments as well. 

First of all, these Memoranda were imposed without a social dialogue, with no public debate about

alternative policies, which might be there, I don’t know. Even today, those who were responsible for the

Memoranda accept that, yes, there were alternatives back then. The Memoranda have never achieved any

social legitimacy and their acceptance was a result of blackmail: you either vote for the Memorandum,

or you go bankrupt. Of course, this is not a justification for the MPs that voted in favor. So the need to

abolish the Memoranda is based not only on the bad results, but also on the fundamental principles of

democracy, people’s sovereignty, and the very principles of the European Union—unless these principles

are no longer of interest.

Secondly, the Memoranda have to be abolished because, right from the start, or even later, there was

never an estimation of the social consequences of the measures implemented. What was also not ensured

was a “fair” distribution of the burden. I would like to read a declaration or part of something [Jean-

Claude] Juncker said in front of the European Parliament before voting. Mr. Juncker said, “I propose that
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all financial support programs in the future should be evaluated not only on their financial viability, but

also on their social consequences. The social consequences of structural reforms have to be publicly dis-

cussed.” And, finally, he said, “It is incompatible with the social market economy in a crisis to have ren-

tiers and speculators becoming richer, whereas at the same time people with a pension cannot pay for their

daily needs.” Is it still true? Is it true for the future? And how about the past?

Thirdly, there is a debate, and there are many leaks and whisperings, about the exact role of the troika

and the Greek political leadership as regards various financial centers. Some people say that it was not

done by the troika, it was [requested] by the Greek government; or the other way around; or, “This was

not our intention, this happened by accident, and some mistakes were made.” So what’s interesting is

that we have active participation of international agents such as [German Finance Minister Wolfgang]

Schäuble, who said many bad things about the national financial Greek elites; or [Timothy] Geithner, the

former [treasury secretary] of the US, who spoke about the role of the Europeans, or some of the

Europeans, that handle the Greek issue. 

Anyway, I have to say that an impression was created that finally what we call the MOU

[Memorandum of Understanding] was not just a financial program; it was something beyond a finan-

cial program. It was like a weapon of mass destruction to destroy growth and rights. It was a form of col-

lective punishment against the Greek people. So it is obvious that the Memoranda have to be abolished,

and we have to explore the terms and conditions under which they were imposed. We have to investigate

the deficits. What was the reason for these deficits? Why weapons purchases, and what was the role of cer-

tain people in army procurements, for example? We have to investigate the reasons for the increase of the

debt through time. This was also a commitment by [then prime minister Antonis] Samaras before the

elections; however, he didn’t do anything about it afterwards. So it’s even EU regulations that call for this

type of investigation, and there is also a similar proposal for Greece to investigate the proposals of

[Cephas] Lumina in his report for the UN about financial rights in Greece. 

Some quarters maybe are afraid that their liability will be uncovered. Instead of fighting against the

problems, they fight against SYRIZA, not only on the logical level—that would be okay. They just spread

fear—they proceed to fearmongering against our party. However, our party is a hope for Greeks. Elections,

or premature elections, [are] the right democratic way out. So I have to say that the proposal made by

[Alexis] Tsipris, our president, in his meeting with the president of the republic is an answer to this fear-

mongering, because it’s a full, comprehensive proposal as regards elections and the Memorandum. 

For us, for the SYRIZA party, what is important is not just to abolish the Memoranda; we want to

substitute for them a comprehensive plan of recovery of our society and our democracy, of transform-

ing the state and the economy [into] a socially fair and ecologically viable model. Going back to the pre-

crisis situation is not something to wish for, and anyway, it’s not feasible. SYRIZA was referring to the

pathogenesis of the system even before the Memoranda. Our work as regards our party program started

in 2008, sometime before the collapse of Lehman Brothers. We realized that the oncoming crisis would

be very strong, with a long duration, and we estimated—quite correctly—that the left had to intervene

not only in the trade union movement and not only in defense. We have to intervene as a vehicle of an

alternative policy [as well]. 

The SYRIZA party’s program is not just a program against the Memoranda, and it is not just a pro-

gram against austerity. It’s a program that goes further, in the sense that it has as its objective not just to

achieve growth, but also to achieve a new development model for Greece—a new productive model for
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our country—because the crisis we are experiencing is not just a managment crisis. It is a crisis of the pre-

vailing model.

I [don’t want] to get into details as regards the program of our party. Let me just mention our three

major priorities: First priority: to deal with the social problem, starting with the problems of extreme

poverty and unemployment. Our president presented a package of specific proposals that can be imple-

mented directly as regards this program. These proposals, I have to say, were seen in a positive light, and

not just by our friends. 

Our second priority is the institutional reformation of the country and our society with radical

changes, which I’m going to mention right away.

Third priority: last but not least, the production model of our country. What do we produce? How

and for whom? This problem is not something new; it’s a timeless problem. However, for many reasons,

after the war we managed to survive on shipping, tourism, construction, and a little bit of the rest.

However, this model is no longer viable. Moreover, there are technological and other developments that

have to be taken into consideration. Therefore, we have to redesign the production map of our country

and mainly upgrade our production basis. 

Now let me come to the so-called “reforms.” I would like to explain that I’m going to use this term.

What has happened so far was not real reform; it was deregulation, a dismantling of the labor market and

the state. And not everything in Greece has to be reformed. We have to create new institutions. Some

things have to start from scratch and be fully redesigned, such as our taxation system. However, in the

Greek and foreign press we read certain views. Some people try to give advice to the Greek people to be

patient for a couple of years; or sometimes they make proposals to us, to our party as well, to go on with

reforms. As regards being patient, I don’t think that there is room for this for the Greek people. Patience

means being equally responsible and guilty, because coming out of the crisis is not a matter of time; it’s

a matter of changing policies. 

Now, what are the results of the reforms so far? Can we say anything about the labor market? Today,

it’s actually a jungle out there. What is the situation of the state? Do we have a functional state or is every-

thing in chaos? We have to reopen the debate. What are the necessary reforms for the Greek society? We

have to prioritize them and implement them. 

A first reason for the failure of the reforms so far is, in my view, the wrong explanation for the cri-

sis and its causes. For example, the central problem of the Greek state was not its size; it was its lack of

credibility, low social effectiveness, and clientele relations. Of course, this is a very important problem, but

it’s not the only problem. We have unequal distribution of the burdens. State resources are used in favor

of the strong and not the weak. Some practices are accepted practices that lead to stealing public wealth.

Another problem is outside taxes, but also some internal factors corroding what is a public good.

Have things changed with the Memoranda? No, because the objective of the Memoranda was to

reduce wages and not to improve the state. The state became more ineffective, more biased, more class-

oriented, more unshielded to private interests, less rational. This is why we need reforms of another type. 

SYRIZA had proposed a comprehensive program of real reforms covering the state, the political system,

and society. By the term real reforms I mean transformations and radical breakthroughs that are required in

the society. Those will start [with] and presuppose a government based on SYRIZA, and it’s going to be actu-

ally reforms and changes that will aim at combating poverty and inequalities and corruption, transforming

the state, tax justice, and combating the problem of unemployment on the basis of a new, productive model. 
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The second reason why the reforms have failed, I think, has been the wrong prioritization, and the

fact that they were attempted from the outside and from top to bottom. This must become a lesson for

the future, because even popular reforms must be the outcome of dialogue, and then they must be imple-

mented in a manner that will inspire and involve the stakeholders themselves. On this basis and in this

spirit I would like to say, in SYRIZA, we are ready and willing to discuss with other political forces and

with scientific and social entities, but also international bodies, and to include in our program any reform

and any international experience or good practice contributing to the achievement of the goals that I

already mentioned, the goals of our program—that is, the needs of society.

I would like to mention briefly, very briefly, the main fields in which, in my view, such interventions

must take place—either reforms or radical breakthroughs and modernizations. First of all: institutional

reorganization of the state and the political system—emancipation of the state and the political system

from interest mechanisms. And, of course, impunity has to be ended. It is funny, for those who have

established the law on the responsibility of ministers … to appear as those who want to abolish this law.

The second field is that of corruption and the shaping of new relations between politics and [the]

economy. In a way, … privileges and the dark journeys of money [will be brought to an end]. The land-

scape has to become new. There have to be new terms for entrepreneurship and new conditions for both

private and public entrepreneurship.

The third field is the reorganization and upgrading of public administration. We have to put an end

to client relations and the partisan armies that occupy the state every time that the government changes.

We need to put an end to the parallel administration and parallel state structures. We have to establish

reliability, credibility, meritocracy, accountability, and social control.

The fourth field is the creation of a new tax system that will be simple and just, based on a property

register that will make no exceptions for [anyone]. If we do not create an objective and solid foundation

proving the tax-paying ability of anyone, we will just be repairing an irreparable system.

The fifth field is the banks. Of course, this is a huge issue. Concerning the systemic banks, owner-

ship and stakeholding for the big banks by the Financial Stability Fund allows us to start with exercising

the right of the main stakeholder, but also taking into account the rights of other eventual stakeholders.

But this is not enough. We need to create a parallel banking system, I would say, that would be flexible,

and we must breach the gap and the absence of long-term lending, of borrowing, by creating a public

development bank…. We must also create a network of small, flexible, special-purpose banks, either on

a corporate or other basis. And we must strengthen forms, structures, and instruments—financial instru-

ments and investment instruments—beyond the banking system.

The sixth field is the reconstruction of the social state, public education, and social security, because,

unfortunately, a big part of those has been destroyed and therefore has to be reconstructed.

The seventh field is to restore labor rights—first of all, the right of collective bargaining and the

shaping of effective forms of employment. 

Field number eight: reforms and institutional amendments and changes that will upgrade the pro-

duction basis, that will promote space planning and regional forms of development.

Nine: institutional and other changes that will promote ecological transformation and the creation

of new, sustainable production and consumption models and behaviors. 

And, finally, one more field should be the one where social institutions and social frameworks need

to be established to support the social economy, an economy of solidarity, and also development of 
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individual and collective initiatives and other forms and institutions that will facilitate the involvement

of people and local societies in the development choices, and development and growth in general. 

I shall close with the third and last subject on which I would like to express a few thoughts. 

We are often discussing public debt as if this were the only topic that needs to be discussed with our

European partners. Well, debt, of course, is a significant issue. But there is a more general topic that has

to do with our participation in the EU and eurozone. No country member of the eurozone, through

national efforts and national domestic changes, can handle the crisis, not even big countries, and even

more so countries like ours in their current condition. This is the result of the fact that critical policy tools

such as the banks and the currency and so on are not national anymore, and they have been assigned to

European institutions. Therefore, if we do not have pan-European policies, national margins, by defini-

tion, are limited. 

Let me mention an example: if, for example, instead of tax cooperation in Europe there is tax com-

petition? If tax havens can be tolerated in the heart of Europe, if other countries offer protection to tax

evaders of other countries, then how can one treat radically and effectively tax evasion in any country,

especially tax evasion by the rich? The same goes for the more general policy. If we do not tackle the fun-

damental economic asymmetry in the European Union between surplus and deficit countries; if there is

no European policy for debt mutualization, relying on the European Central Bank; if addressing unem-

ployment and poverty do not become the main objectives for the fiscal pact, equal to the objective of

deficit and fiscal adjustments; if such changes do not take place in Europe, tackling problems in each

country separately will only have limited results. That’s why SYRIZA considers as part of its program

and as part of its action its cooperation with other countries in Europe in order to change Europe. So we

have a process, a very specific negotiation framework, which was announced at the international [trade]

fair in Salonika. 

I’m not going to enter into details about specific measures, but I wish to make a remark on a recently

discussed issue regarding sustainability of the Greek debt. This has nothing to do with our political party’s

views; this has to do with a broad consensus in Greece and across the world that considers that our debt

is not sustainable. We cannot adjust reality to the desires of some people because they are not ready to

discuss the debt. There are some issues that have objective dimensions, and this is the case for the debt

as well. I guess your conference has discussed documented propositions on this issue. The foundation for

the negotiations can only be of mutual benefit. If we bypass these principles, there are going to be

approaches [that are mutually disastrous], which is not desirable. And, of course, a united Europe is not

feasible, is not possible, when some member-states cannot reproduce their societies and have sustainable

involvement.

As the SYRIZA program mentioned in the June 2012 elections—because a lot has been said about

the views of SYRIZA—so ever since 2012 we have been stating that the goal for SYRIZA is a new, hon-

orable, and honest agreement with the peoples of the European Union that will allow Greece to apply a

framework of radical breakthroughs and reforms to the directions that I mentioned before. That was our

position back then, and it still remains the same. But in order to have such a sustainable new relationship,

we must make sure that our debt is sustainable. We must make sure that servicing of the debt does not

crash society. And we must also discuss the fiscal targets, because even if the debt is settled we cannot have

such unrealistic targets, like those applied today that require fiscal surpluses even beyond 7 percent. We

must also discuss the terms for financing of the economy, because the economy has lost its resources,

 



15

Levy Economics Institute of Bard College

either because their sources were destroyed or were moved to other countries outside the European Union

because there is no system to guarantee the deposits, to safeguard the deposits, throughout Europe. So I

mean this is not just a bilateral relation between Greece, or between the SYRIZA government, and the rest

of Europe; this is a question for all peoples across Europe. What kind of Europe do we want to have—a

Europe of equal states, or a protectorate of destroyed societies? Nobody would be interested in such a Europe.

Can we succeed? Can we achieve all this? This, many people ask. If we view this as a side project, the

answer is not certain. But if we view this as a project for and from society itself, and if SYRIZA becomes

a government that fights with the people and not just for the people, I think we can succeed. 

Thank you.

Q&A

Q: Thank you for this speech. One question and one remark: I attended the conference both yesterday and

today, and as a European I am deeply sad about the course, the journey, of the European Union. I’m pro-

European, but Europe, the way it is going, is not Monet’s Europe, as was said yesterday. And today we said

that Germany is strong-minded and stubborn, and is not going to make any compromises. On the other

hand, there are countries such as Japan, which has now [experienced] 23 years of recession. Megan

Greene, speaking yesterday, said that the eurozone will enter a 10-year recession. Therefore, the five years

of the Greek recession are enough. This is the first question. And second, given that in a couple of years

we may not have the euro anymore, has your plan included any alternative? I mean, perhaps some depend-

ence on China, Russia, the US, Japan? If the euro stops existing, shall we go to dollars, for example? 

YD: Thank you for the question. Well, of course, our times and the crisis we are going through are open

to many possibilities. We may speak of more or less likely scenarios, but we cannot exclude anything. I

must tell you that for many years now we have been discussing everything and we have been hearing

everything and listening to everything, and we have concluded that the national and the left position is

that we must fight within Europe. If Europe does not exist in the future, or if other facts take place, one

must be ready to address them. 

Perhaps our approach is different in terms of the wording of the question. Our view is that there’s

not one Europe currently, and there’s not one Germany. Europe is the filter of conflict among different

views, different ideas, and different prospects. When we stated in 2010, for the first time, that the solu-

tion for the debt is that the ECB buys sovereign bonds, we were considered to be irrational and beyond

any reasonable context of discussion. And yesterday we heard [ECB President Mario] Draghi saying that

this cannot be excluded. And eventually, they may do that in the ECB when Italy needs measures beyond

those adopted today. When we stated that austerity will bring about recession not only in the South, but

even in the core, in the heart of Europe, that sounded an exaggeration. And a few months ago, then Mr.

Schäuble would exclude that. 

Or let me state something more simple: when people were saying that the crisis is only in Greece, we

were saying that the crisis is European for the reasons that I explained before; because, since policy tools

are in Europe, anything that happens in a European country is European. And then Ireland and Portugal

followed, and so on. So we perceive our participation in Europe not in static terms, but in dynamic terms,

and we participate in this fight in Europe. We adopt views and positions vis-à-vis the conflicting views.
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We are trying to subvert the correlations that put at risk the future of Europe and the future of the

European peoples.

But, of course, we cannot predetermine the outcome. But, as I said before, we do have signs, we do

have indications, of a confirmation stating that societies will not remain inactive. The argument that we

have a very strong country and the leadership of this country cannot hear everything is a challenge, and

we have challenged that because if we have a SYRIZA government in the future, and another govern-

ment in Spain, for example, one could speak of such developments. I’m just raising these examples as illus-

trative examples, because we might see other countries in the future in the same conditions. 

So, to summarize, concerns are well understood. We do share some of these concerns—the questions

are real. But we consider the direction in which we have moved so far contains the facts that allow us to

fight for a positive scenario, and a positive scenario would be to be able to shift Greece—shift Europe—

in the direction of justice and solidarity.

Now, if a large country would exit the eurozone, that would be a new fact. But the question is, shall

we invest in such possibilities and bet on those, or shall we work towards a direction which, as I said

before, would be useful and beneficial for everyone? So we opt for the second way.

Q: You spoke of the 10 priorities that you have set in the SYRIZA party in case you become the govern-

ing party in this country. Have you assessed … the time required for each one of these propositions, or

for all of them? 

YD: The 10 priorities are the 10 fields where there must be interventions of a very full nature, a very full

character. Well, we discussed this from the very first moment, because those of us who are on the left, up

until the crisis and also because of the dimensions of the political parties, at least my party—the coali-

tion of the left was at around 2 or 3 percent—and since we were interested in the practical impact of

what we were saying, mainly we were adopting a declaration speech, that we want a society of justice, we

want respect for the environment. We were only making statements and declarations, and we did not

have any pressure back then to go for applied policies. But when SYRIZA took off and gained such high

percentages in the elections, and when we took over governing responsibilities, we were concerned [about]

this time frame. When would that be feasible, or what can be done in these specific circumstances? This

has been very productive and fruitful, and it is still fruitful because it is an ongoing effort. And I believe

that the left also needs to resolve historical problems of the past, because there may be revolutionary con-

ditions; but without any revolutionary conditions, how can you promote your ideas? The risk would be

that you may forget the values of the left, or there is a risk that you may insist on your values in an

emblematic manner without correlating … them to the current needs. Thus, they would just remain

wishful thinking.

So the outcome has been that, first, we need to make the values of the left—or the basic human val-

ues adopted by the left—we must turn them into applicable policies. So what does justice mean for Greece

in 2015? How can this be expressed, in what priorities, what measures?

Second, in terms of the time frame, we had to plan our actions at least in three dimensions of time.

That was more or less a slogan: what we will do in the first phase, the first months, and the first years. This

is the triptych on which we have been working. We have set up teams on a SYRIZA level, and after shap-

ing the general positions in each sector, then we shall proceed with government action plans to be able
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to know what we shall do the first days, then the first months, then the first years. All propositions

announced by Alexis Tsipris at the world fair [Thessaloniki International Trade Fair], we want them to

become draft laws. We would like to table all those propositions as draft laws to the Parliament, even if

they are rejected, because that will mean that we will have a stock of legal interventions to work with

when we become the government. This is how we work on this.

Now, there are also issues such as the new production model. This is a 20-year affair if we want to

transform the economy with ecological models and new production models; but from the very first day

we must start doing something. We have “red” business loans, or other pending issues in different fields,

and we must start with our planning. Because without planning, specific issues cannot be resolved. 

It is also the institutions related to those plans, because now the political party may provide some

guidelines, but in the future it should be the state or the society that should be mobilized through insti-

tutions. But [this is] not to give you the impression that SYRIZA has everything ready in the drawer. I’m

just describing to you our intentions and directions, and they can be implemented in different ways and

different times. But we do proceed. We’ve made progress.

Q:… I wanted to comment on something concerning the European problem, because everybody keeps

saying that it is the debt and slow reforms—that it is the accounting of things in the European framework.

So I would like to ask you, do you agree with me? The problem of undergrowth—is it just accounting fig-

ures, or something more? Can we reach development through reforms in real education? … Could our

problem be the high rate of racism? Could undergrowth be due to the problem of sports, especially what

we [have seen] recently in the football field, in the field of soccer? Because there are football clubs, a cou-

ple of them, that control the whole sport? So could it be a matter of culture on the broad level? Could it

not just be a matter of accounting figures? Do you agree with me on the magic global stimulus, incen-

tive? You must give incentives to people to do something, because throughout this period of the

Memoranda, the bailout programs, I have not seen you discussing the ideas of young people, of univer-

sity students—just confrontations on the Memoranda, the debt, the reforms. So do you agree with me

that incentives are required? Do you agree that real incentives must be provided if we really want to do

something?

YD: I thank you, but since you are a student, you can answer all these questions on your own, by your-

self, through studying, through learning. Because our generation, in a way, needs to learn. You see, our

generation is not very proud of everything that has happened during this generation; and the new, young

generation is the first one that will live in worse conditions. So our role is not the role of a professor or a

teacher to its students; it is the bridge with the new generation, with the young generation. 

But since you’re asking, let me say, there are no figures—there are no numbers. There might be num-

bers behind relations that concern our lives. Debt, for example, especially accumulated debt, is consumed

capital, and consumed funds that somebody has to pay out. It is overpriced and it is overspending—it is

kickbacks, lost money, tax evasion, money that escaped abroad. So behind the debt figure there is a major

problem of distribution and redistribution, allocation and reallocation. If we are called [on] to pay this

old debt, there’s no future. We cannot at the same time serve the debt of the past and at the same time

finance growth. So … we should see what is hidden behind figures. 
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The second remark I could make is that you are raising the subject of values—the value framework

and the incentives. What should the incentive be? Should the incentive be profit? Because this has led us

to Darwinism and the jungle, and whoever manages to eat the other is considered to be the winner. Well,

I believe we have a past here that we need to deal with, one that is called neoliberalism. It is not just an

accidental movement, and it should not be underestimated. It has done great work, and it has shaped con-

sciousness on the basis of these ideas—according to which, freedom is everything, and not justice. We do

want freedom, but freedom without justice is freedom in exploitation. 

For example, they speak of competition as the supreme value. But competition is done also through

partnerships, and not just through wars. Or they have fostered the idea of individualism, that … we do

not need common good, or common ways—each person can do it on his own. And consumerism has

become a religion. You spoke of incentives. Well, owning two cars or three cars or different consumption

goods as measures of culture or civilization—among other things that you mentioned, this is what I got,

and I think that this stresses the fact that we should not view growth only in strict monetary economic

terms, but also in value terms and political terms. And especially in Greece, this is a most relevant topic. 

You mentioned a term that is not mine, but it is a very descriptive term. We do not have exactly cap-

italism in Greece; we have a special type of this that is plutocratic. This is what Marx would call [pro-

duction forms of] surplus value. These are forms of wealth acquisition through stealing—stealing taxes,

stealing public property, appropriation of the coastline or forests. There are such regional phenomena

everywhere, but in our country these are the central paths that shape the dominant system that we have

today.

I wish you luck in your success in your studies and in your fights.

Q: [My] dear friend Yannis, a while ago, was in our country—you were on the same panel—and he heard

said that the new social democracy had collapsed because the structural changes performed were only

superficial, and when the neoliberal narrative became leadership, this was all carried apart. And in the past,

you [SYRIZA] were being accused of being terrorists and dangerous for the course of the country, and

so on. This argument, of course, collapsed like a paper towel when your percentages went up, and now

you are claiming the power. So the style of intervention has changed, and there are views stating that

your politics will, of course, be better administered compared to the past, and therefore SYRIZA would

become a systemic political party. 

So I’m asking you about your vision. The Greek case, or the European case—where is it head-

ing? Does this still exist, or are you pulling this apart?

YD:Well, since you said what they were saying about us, this is what they used to say in the morning. In

the morning, we are terrorists. In the afternoon, we are incorporated into the system. In the evening, they

are complaining because we are not consenting with them. These are just forms of confrontation when

confrontation cannot take place in the field of ideas and programs. I’m pointing this out because we,

SYRIZA, would never claim that we are infallible. On the contrary, we say that this program is an ongo-

ing process, and we are always open to ideas. 

But in Greece we do have a problem in this field of dialogue. We have always had this problem. Now

it has become more acute. What you’re raising is a major issue, a major topic, that concerns the whole of

society, of course, because everybody is currently asking about the vision; but this is most relevant to the
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left. Well, I could not give you an answer because answers to such questions are actually given in prac-

tice, and sometimes it is only afterwards, ex post, that one realizes what the vision has been. 

So what was the vision that led to the rebellion in the technical university? One could say that this

was bread, education, and freedom. But no, that was a more general need for emancipation and protec-

tion of dignity, which was violated back then. And sometimes when we read history, we see a historical

moment that is not just for the left but for the whole Greek people, which was the moment of the Greek

resistance. And we wonder, what made people put their lives at risk in order to protect their life and their

dignity? So I mean that, perhaps, in our times the vision may be not crystallized—it may not have the crys-

tal-clear shape and form it used to have in other times.  

We joined the left, we went onboard … a train, without wondering who the driver was or what the

itinerary would be. We did that. The times were different, perhaps because of the bankruptcy of the older

models. And these are the times that will display their own visions, but this can only be done through par-

ticipation in common affairs, because we are all interested in survival, changes in the state and society,

protection of dignity, and everything that I tried to say before. 

Q: I would like to confirm that this conference was very interesting, touching upon many issues. There

were criticisms and emotional touches; issues of finance and the labor market were touched upon. What

was missing—and I think that it is missing in the debate—is the issue of production. And since you men-

tioned production when you mentioned your program, I would like to ask the following question: is it

feasible in the future to have a discussion in the EU about a European union on production issues? This

could be a complement to the European architecture the way it is now. 

YD: Thank you very much indeed. This need is deeply felt, and it’s not just production. We also have the

issue of industry and industrial policy, especially from the southern countries. France is concerned as

well.

The problem, however, is that debating is not enough. The existing policies and the architecture of

the European Union are not favorable to a redistribution of labor. For example, in the case of industry,

some countries only offer tourism services or shipping services. This country should also form a pro-

duction basis. So I think that this issue should become a claim. That is, we have to start by saying that this

Europe, with its existing distribution of labor and some importing and exporting countries, surplus

countries and deficit countries—and these two do not communicate—this type of Europe has no future.

And one can prove it in financial terms as well.

The debate that is not happening is about what Keynes proposed after the Second World War, a type

of a clearing union to recycle surpluses. If this does not happen, then we are going to have a Europe with

internal [asymmetries], and I don’t think that this Europe will be able to survive. 

However, there’s always this political dilemma: somebody could say, “We can do nothing in Europe—

let’s get out.” Some other place: “Okay, we can survive and do whatever we can—only tourism, for exam-

ple.” We are trying to find something in the middle, which is a program of claims. Claims will bring us

in touch with other peoples with similar claims; that is, we’re going to have alliances. This is one pole. 

Austerity is the one pole; surplus and recycling these situations is the other pole. Is the pole claim-

ing an exit from austerity and unemployment? So, yes, there is this road. It is a debate, but we could also
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do something about it—take action and form alliances. It is not just an academic discussion; of course,

this type of academic discussion is also [worthy].

However, there are particularities in the case of Greece. That is, let’s say that we do have a plan for pro-

duction reform. It seems, however, that we are going to be led to a monoculture of tourism. It is our nat-

ural competitive advantage. Yes, that’s the competitive advantage of Greece—this is our competitive edge.

However, we could destroy it if we develop tourism without a plan and protection of the environment. Or

we shouldn’t only cultivate, so to say, tourism, because we are going to have this export-dependence model

repeated—we are going to repeat the model that led to this crisis. So it’s very important to start planning. 

We have worked on this. Many people have worked on this—scholars, and I think that our univer-

sities have a more active role to play in the future. So it seems that there are sectors or clusters of activi-

ties where Greece has potential; for example, foodstuffs, energy, selected industrial activities, knowledge

and technology around energy. So these sectors can be successful, and I think that there are things hap-

pening in a haphazard way and without having public support or a public plan. There are projects in the

national technical university. So yes, indeed, this issue is real, and we have to be more aggressive, not just

debating. We have to plan things, starting with what we have and what we can do.…
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Avgouleas described the European Union’s (EU) stance on the freedom of capital as “maximalistic,”

covering both long-term and short-term capital flows. He observed that the prudential case for the restric-

tion of capital flows is rather limited, and will become even more limited in the future because bank

supervision and resolution will be under a single supervisory mechanism operated by the European

Central Bank (ECB). He stated that if a country wanted to invoke the prudential restriction to stop cap-

ital flight, such a move would occur after a financial instability event had already occurred and would thus

be too late. Avgouleas also discussed three flawed assumptions in the current policy regime: (1) short-term

capital flows are as beneficial as long-term capital flows, (2) a currency union will not experience “runs”

on member-states, and (3) there can be no balance-of-payments crisis in the sense of those that have

occurred between a fixed exchange rate system within the Economic and Monetary Union (EMU), and,

as a result, exchange rate shocks have disappeared. 

Next, after reviewing the events that led to the current eurozone crisis, Avgouleas asked what a mem-

ber-state could do to protect itself in the absence of stabilization mechanisms. Turning to the some of the

restrictions on short-term capital flows permitted under European law, he noted that all fundamental free-

doms are subject to a general exemption that is referred to as “the general interest.” A restriction on short-

term capital flows based on a general interest exemption must meet the following criteria: (1) a country

must objectively face fiscal crisis due to macroeconomic shock (e.g., entering the excessive budget deficit

procedure under the European Stability and Growth Pact, or SGP); (2) the measures must be provisional,

and thus proportionate; and (3) the restrictions should not extend to either commercial or trade pay-

ments, to foreign direct investment commitments, or to any other prior payments. 

Avgouleas stated that widening the prudential carve-out rule is not feasible for several reasons. For

example, he argued that a carve-out would apply the brakes to outflows resulting from a panic but that

it would be ineffective. Restricting capital flows will not, he argued, counter an economic shock, even if

the restrictions meet all of the criteria listed. He suggested that what is needed is an EMU treasury and

limited debt mutualization. Debt mutualization would involve some countries paying more than others.

An internal payments mechanism could redress this by having high-risk, deficit countries assign their

share of the ECB’s profit to the low-risk, surplus countries to offset the higher interest rate paid for their

public borrowing. The benefits of this approach include nondefaultable bonds, a lower interest rate on

these same bonds, and the fact that creditors will see a lower risk of default on mutually issued bonds.

At the very least, Avgouleas argued, the benefits of bail-ins may be exaggerated. In his view, bail-ins

will increase the cost of bank refinance. But if that’s the case, and if member-states have no real confidence

in the effectiveness of the pan-European resolution mechanisms, the next step is subsidization.

Subsidization, however, like capital restrictions, is yet another threat to the coherence and orderly func-

tioning of the internal market. 

Avgouleas concluded that a single member-state might independently restrict short-term capital

flows, a move that is probably legal and likely to create fragmentation in the internal market. If nothing

is done, the currency union will face a slow, drawn-out process of internal market disintegration. The

solution is to mutualize member-states’ debt and establish, if not a common monetary union treasury, a

set of fiscal governance mechanisms that would amount to a single monetary union treasury. 

HOOGDUIN focused his remarks on the ECB’s mandate, performance, and possible challenges in the

future. He began with an overview of the bank’s objectives as defined in the Maastricht Treaty. Its primary

objective is to maintain price stability and to support the economic policies of the EU. However, the
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treaty does not define “price stability” explicitly. Today, price stability is defined as an increase in a har-

monized index of consumer prices that is close to but below 2 percent in the medium term. Hoogduin

noted that the ECB intends this definition to be symmetrical (i.e., avoiding both inflation and deflation).

Under the treaty, participating EMU countries are required to meet the convergence criteria on a sus-

tainable basis. The treaty also stipulates that the euro area is a market economy. The ECB’s involvement

in financial markets, and markets in general, is based on the philosophy that markets function well and

interference should be minimal. However, in the short or medium term, the ECB believes it can positively

influence real variables affected by market friction. Within this framework, structural reforms are seen

as a way to improve welfare and the transmission of monetary policy. The ECB’s primary policy instru-

ment is the short-term interest rate; specifically, the overnight interest rate. 

Turning to the performance of the ECB, Hoogduin described the Maastricht/ECB framework as

being in a state of disarray. According to his diagnosis, there is now a “nonregime.” Two things caused the

framework to deteriorate: noncompliance with the convergence criteria and a strong asymmetric shock

resulting from the worldwide financial crisis. The shock caused divergence among the euro-area

economies, thus putting the ECB in the position of acting as a common central bank in an environment

in which the conditions necessary to do so were no longer met. In this sense, the ECB itself was a victim

of the crisis. 

In recent years, the ECB’s operational framework has changed to include a zero or below-zero inter-

est rate. Monetary policy has become ineffective, and Europe now finds itself in a “no-flation” situation,

with deflation in some countries. Therefore, the ECB is not meeting its primary objective. There is also

what Hoogduin referred to as “a spread problem” (i.e., a wide range of inflation rates). He noted that the

ECB cannot do anything to raise inflation in individual countries; it can only try to raise the average rate

of inflation. 

Hoogduin observed that there are no simple solutions. The use of nonstandard measures and the

extension of standard measures have led the ECB to depart from its original design. The ECB might

engage in quantitative easing (QE), but this is unlikely to work if the goal is to create inflation. QE could

lead to the formation of bubbles in the financial sector or lead to market distortions. Such measures also

change the incentives for market behavior or financial institutions. Hoogduin noted that financial ana-

lysts are currently very interested in when and if Mario Draghi will start buying assets, and in which

assets will be most profitable. 

There is also the question of whether the ECB’s policies strengthen the potential for growth or weaken

it. Some argue that monetary policy has become too focused on the financial sector: it has become asym-

metric, meaning that when financial markets are strong, monetary policy does little, but the moment

that financial markets get into trouble, there is a rapid reduction in interest rates. This leads to high

returns on financial assets (so long as the process continues) but makes investing in physical assets rela-

tively less attractive. Finally, these policies may increase the inequality of the wealth distribution.

As an alternative to its current policies, Hoogduin suggested that the ECB, rather than implement-

ing nonstandard policies, could announce that it cannot deliver price stability until the euro’s underly-

ing problems have been dealt with. One could also argue that the euro area as a whole requires a renewed

convergence process and a redefinition of price stability, leaving out countries with lower inflation since

low inflation may be the result of restructuring to improve competitiveness. There is also the option of

applying a policy of maximum flexibility within the SGP, and relaxing the rules. Hoogduin expressed his
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understanding for resistance to debt reduction and debt options in the core countries. Finally, he noted

that the role of wage policies (i.e., promoting higher nominal wages in the core countries) has received

very little attention until recently. 

Longer term, Hoogduin argued for a redefinition of the monetary policy framework. One issue that

should seriously be considered is that the definition of inflation is too narrow. We have not, said

Hoogduin, made sufficient distinction between different types of capital: productive capital, financial

assets, and durable consumption assets. Housing should be seen as a durable consumption asset and

included in the consumer price index (CPI). Hoogduin argued that if housing had been included in the

CPI, inflation and interest rates would have been higher, and we might have avoided the last boom. There

is also a clear need to extend macroprudential policies. 

The question remains as to how the ECB will move forward. There was a well-defined framework for

monetary policy—and, more generally, for financial, budgetary, and economic policy—before the crisis.

Today, that framework lies in tatters. Hoogduin concluded that Europe is currently operating under an

ad hoc regime. It remains unclear how and where to exit this regime. 

TONVERONACHI noted that it is now a widely held view that the design of the euro area is incom-

plete because it lacks political union. However, political unification seems more remote today than when

the Maastricht Treaty was signed in 1992. He observed that the current crisis has produced both frag-

mentation in the economy and financial markets, and political fragmentation in the euro area. 

The design of the euro area includes two types of inconsistencies. First, the ECB is modeled as if it

serves a federal state, when it actually serves a nonfederal coalition of states. Second, there is the goal of

creating a single monetary and financial market, but no common set of risk-free assets.

The ECB is the only central bank in the developed world that relies only on banks to manage liquidity.

This means that it leaves the private banking system to determine the size of its balance sheet net of bank

deposits at the central bank. Thus, after the increase in the ECB’s balance sheets in 2012, banks then

decided autonomously how they would redeposit this money at the central bank, how much to use, and

when and how much to repay the central bank. Despite a charter that allows the ECB to use open mar-

ket operations in theory, in reality there are political and ideological problems. 

Turning to the central focus of his remarks, Tonveronachi noted that the euro area does not have a

single financial market. In place of such a market Europe experienced a degree of convergence before the

crisis, but that convergence is fragile. A single financial market requires a single, unique user; a single

issuer; or risk-free assets. Risk-free assets common to all financial intermediaries, not only banks, are

necessary for efficient market pricing. Absent a single-risk issuer, local financial conditions remain linked

to local sovereigns. A banking union alone, he observed, cannot create a single financial market. 

Tonveronachi next offered a proposal that could be implemented within the current political frame-

work with no treaty changes or alterations to the ECB’s charter. Under his proposal, the ECB would issue

“debt certificates” covering the entire maturity spectrum. The ECB would balance these issues with the

secondary-market acquisition of sovereign bonds of the E variety in proportion to each country’s con-

tribution to the ECB’s capital. After a certain point, the ECB would stop accepting sovereign bonds for

its refinancing operations and use only its own debt certificates instead. This would encourage financial

intermediaries to exchange sovereign bonds held for liquidity. To limit the role of the debt certificates’ 



25

Levy Economics Institute of Bard College

liquidity function to inside the euro area, only financial operators incorporated as firms in the euro area

could hold and trade them. Debt certificates would serve as a benchmark for liquidity management in

the euro area, not for investment purposes. Thus, a secondary market for these certificates would be cre-

ated, and the ECB could use this secondary market for its open market operations. If implemented, and

if the ECB were able to contain inflation, the proposal would create certificates that would be free of

credit risk. 

Tonveronachi argued that the proposal complies with current treaties because the acquisition of

bonds in secondary markets is currently permitted. In addition, acquiring these bonds for liquidity man-

agement would comply with the spirit of the Maastricht Treaty because it is necessary for the function-

ing of the single financial market. Further, the balance sheet of the ECB currently shows the number of

these debt certificate issued as zero. They are described as part of a structural intervention for open mar-

ket operations, but they have never been used. In the treaties and in the charter of the ECB, there are no

limits on the amount or type of certificates that the central bank can issue. Thus, there is no prohibition

against creating debt certificates. 

The last problem is political, said Tonveronachi. Some may object to the ECB holding sovereign debt

on its balance sheet. The concern is that, if there were a debt restructuring, or failure to repay debt in some

cases, the ECB would lose capital. Tonveronachi noted that a central bank that issues paper money has a

capital position that is always positive—that is, a central bank is by definition in a Minsky hedge posi-

tion and its capital position is always positive.



26

Europe at the Crossroads: A Union of Austerity or Growth Convergence?

MODERATOR:

VIKTORIA DENDRINOU

The Wall Street Journal

PATRICK HONOHAN

Central Bank of Ireland

MAREK BELKA

National Bank of Poland

LUBOMÍR LÍZAL

Czech National Bank

HONOHAN addressed the issue of financial engi-

neering, monetary policy initiatives, and the inter-

play between the two. Financial engineering and

monetary policy are recurring topics in discus-

sions of the euro-area crisis. Debt, he observed, is

at the heart of all of these crises. It is therefore nat-

ural that we should think about monetary policy

and financial engineering as potential solutions.

Debt is a central issue in Europe for two reasons:

official indebtedness has become very high, espe-

cially after the crisis; and debt ratios are falling

slowly because of a low nominal GDP trend, real

growth, and inflation. 

In terms of financial engineering, there has

been a major initiative in leveraging investments

by European Union (EU) creditor countries into a

new fund, the European Stability Mechanism

(ESM), which has produced very substantial loans

to stressed sovereigns, including Greece, Ireland,

and others. In addition, Honohan noted that today

the European Central Bank (ECB) has negative

nominal interest rates. 

Marek Belka, Viktoria Dendrinou, Patrick Honohan, Lubomír Lízal

SESSION 2

How to Build a Stable European Financial System: The Central Banker’s View
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Honohan stressed that a number of actions have been taken that would have been considered radi-

cal a short while ago, including such things as purchases by the ECB of high-yield assets, asset-backed

securities, bundles of SME (small and medium enterprise) loans, and residential mortgages. Further, the

ECB is lending to banks on a long-term secure basis but at a four-year maturity—a move that would

have been considered extraordinary before the crisis. 

Broadly speaking, the solution for the debt problem has been to make more loans, Honohan noted.

But, he asked, is that “the best form of financial engineering to solve an overindebtedness problem? And,

would it not be sensible to link repayments to some form of alternative risk sharing?” For example, bank

bonds could be converted to equity or canceled in the event of a bank nearing a situation of insolvency.

There is also the idea that a multilateral entity like the ESM investing in bank equity could change the risk

structure. Central bank purchases of a targeted quantity of sovereign debt are another idea currently on

the table. There is also European Commission President Jean-Claude Juncker’s recent collateralized debt

obligation (CDO) proposal, to leverage a certain amount of public sector injections to achieve an increase

in infrastructure finance. 

Honohan argued that while the ECB has been criticized, monetary policy clearly has a role to play.

Inflation remains below target. Thus, future action cannot be through interest rates but must occur using

the balance sheet. He stressed that the size of the balance sheet (i.e., the amount of liquidity in the sys-

tem) and the composition of the balance sheet both matter. To oversimplify, he suggested that there are

two course of action: either acquire long-term assets, or acquire risky assets. 

This leads to the question of how financial markets will be affected if “bits of credit risk and bits of

term” are removed from the market. This is an important consideration with regard to quantitative eas-

ing. For example, he asked, if the ECB buys bonds, in which countries would it have to buy to have an

impact? Some argue that it does not matter—all purchases provide liquidity to the market. Honohan

disagrees with this assessment and sees markets as segmented. It is, in his opinion, important to consider

what is being purchased and not simply how much. 

Turning to other types of financial engineering initiatives, Honohan described financial engineer-

ing as a practice that seeks to bundle or unbundle risks in order to transfer or enable the transfer of risks

to those best placed to absorb them. Honohan described two examples of risk-sharing plans. The prob-

lem, he noted, is how such plans are received by policymakers in different parts of the euro area. The

envisioned benefits are seen as being skewed toward certain countries—and in fact, he said, the benefits

probably are skewed. There are also clear moral hazard problems. And finally, the Maastricht Treaty pre-

scribes actions that would turn the euro area into a transfer union. 

In closing, Honohan observed that the obstacles to greater use of financial engineering include such

things as contract credibility issues. If contracts are not honored, financial engineering is useless. He also

noted the absence of sufficiently flexible institutional legal structures to allow these types of financial

engineering schemes to be fully realized. And, finally, there are trust issues, and trust issues are about

politics. 

BELKA noted that his perspective on the euro crisis reflects the experience of Poland, a non-euro

EU country. He focused his remarks on why some countries in the European Union choose not to join

the eurozone, even when, as in the case of Poland, they comply with the Maastricht criteria. He observed

that many countries outside the common currency have formal independence but limited autonomy

because of their strong economic ties to the euro area. Such countries set their own interest rates and use



28

Europe at the Crossroads: A Union of Austerity or Growth Convergence?

exchange rate policy, at least in theory, independently. However, in practice, financial globalization and

general economic interdependence limit their autonomy. 

Preserving monetary policy independence is part of the argument for staying outside the euro.

However, if, like Poland, a country has a positive interest rate differential compared to its euro-area neigh-

bors, it is likely to experience large inflows and outflows of capital. Belka noted that many economists

regard the idea that individual countries can retain any reasonable degree of monetary autonomy as illu-

sory. However, he added, what should not work in theory, sometimes works in practice.

Belka suggested that non-euro EU countries are here to stay because they learned from the crisis.

These countries have limited independence: their economic ties with the euro area are extremely strong.

For example, 75 percent of Poland’s exports go to the EU, 40 percent go to the euro area, and 25 percent

go to Germany. Poland has large inflows of foreign direct investment, approximately 85 percent origi-

nating in Europe. More than half of the country’s banking sector is owned by banks domiciled in 

euro-area countries. Further, financial globalization goes beyond European integration. To this point,

Belka observed that US monetary policy basically shapes what happens in credit spreads and risk pre-

miums globally. The challenge, then, is maintaining price and financial stability, continuing real conver-

gence to the euro area, and persuading large, advanced economies to take into account the spillover effects

of their policies. Belka next summarized some of the actions taken by Poland to meet these challenges in

recent years. 

He explained that a country such as Poland can pursue macroeconomic policies to prevent mone-

tary policy from being destabilized by unsound fiscal policy. Active macroprudential policy is also an

important element. Belka noted the need for enhanced international liquidity supports. In the case of

Poland, he said, “we are banging [on] the door of the ECB” in hopes of establishing a swap line between

the euro and Poland’s currency.

As mentioned earlier, Poland has seen substantial capital inflows, which have lately been mitigated.

The inflows are largely due to the interest rate disparity, which makes it attractive to invest in Polish treas-

ury bonds. Poland is a “catching-up” country, with relatively high growth dynamics. The problem is how

to reconcile this with exchange rate stability, or at least limited exchange rate volatility. The euro-to-zloty

exchange rate has been volatile in the past; however, this volatility has been reduced in recent years, partly

as a result of Poland’s foreign reserve management policy. Poland began this practice in 2011, and it has

since moderated the swings in its currency’s exchange rate. Belka observed that treasury bond yields are

coming down, which is not a surprise, as “everything is coming down in today’s world.” The Warsaw

Stock Exchange Index shows no signs of an asset bubble, he added. This is due to actions initiated in

2009, when Poland took steps to create a more stable housing mortgage market. The lesson Belka drew

from Poland’s experience is that it is possible to prevent financial instability, avert asset bubbles, and

maintain a relatively stable exchange rate as a first line of defense against capital inflows. 

Belka noted that none of the available policy tools have been completely effective, yet Poland has

managed to weather the storm. He referred to Poland’s policy as “a strategy of leaning against the wind.”

Central bankers try to find a middle ground between an interest rate that is low enough not to attract too

much carry trade and high enough not to destabilize domestic savers and investment behavior. A float-

ing exchange rate is helpful in many ways, and, Belka remarked, it is good to show the flag on the foreign

exchange market from time to time so that short-term investors (i.e., speculators) do not start to believe

that they live in a world where there is no risk. 
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Macroprudential policy is also quite important. Poland is in the early stages of creating a macro-

prudential regime, and some of its experiments are proving to be successful. For example, Polish banks

were persuaded to drop foreign exchange mortgage loans, and it worked without the need to implement

any drastic measures to eliminate this kind of lending. Similarly, Poland is currently implementing more

macroprudential instruments to reduce the risk of asset bubbles in the real estate market in the future.

Overall, Belka concluded that, for the time being, Poland has good reason to stay outside the eurozone. 

LÍZAL observed that banking union is one of the proposals that has been widely discussed as a way

to improve financial stability. Whether a banking union is “good” or “bad” depends on whether you are

“in” or “out” of the eurozone, and, by association, the banking union. He noted that the benefits of bank-

ing union would clearly be greater for states with more fragile financial systems. Some have argued that

a benefit of banking union is the effective transmission of monetary policy, but Lízal disagreed insofar

as a small open economy, such as the Czech Republic, can do quite a bit with monetary policy on its own.

Despite a protracted recession, he observed that the Czech financial sector is healthy, and has even been

providing liquidity externally. As a country outside the eurozone, a banking union would benefit the

Czech Republic insofar as it would help to resolve some of the issues within the eurozone. 

Lízal next discussed the potential of a banking union to prevent banking crises in the future. He

noted that the scope of the mechanisms (e.g., resolution funds) designed to address future crises may be

adequate to address a small crisis but wholly inadequate to deal with a large one. Ultimately, he observed,

a lender of last resort will be necessary. However, he pointed out that the creation of such an entity is a

political issue and thus cannot be resolved by the creation of a banking union. 

A banking union should help to eliminate the vicious cycle between the banking sector and sover-

eigns. If new regulations are created that require more capital or higher reserves but continue to treat gov-

ernment bonds as riskless, it is important to recall that the last crisis revealed that government bonds are

not without risk. Lízal also observed that there has been very little discussion of risks coming from out-

side the eurozone. The Baltic countries, for example, have close ties to the Russian economy and would

therefore suffer much more than other countries if the Russian economy were to falter. 

Lízal next discussed the implications of a banking union that functions as a central bank or as a reg-

ulator. In the Czech Republic, virtually all the banks are foreign owned, with the majority of the owners

based in the eurozone. This makes home-host issues very important. For example, healthy domestic

banks that are foreign owned might be used to prop up their parent banks outside the Czech Republic.

This has not happened yet, but it is a risk. In this sense, joining a banking union when an individual

country already has a healthy banking sector is not a very appealing proposition. However, joining the

banking union is a requirement for eurozone membership. 

In terms of financial stability and macroprudential policies, the goal is to increase the stability of the

financial sector, whether you are in the eurozone or not. Macroprudential policies are an important part

of this effort. The Czech banking sector is resilient and has been made more so with recent improve-

ments, including the introduction of buffers (i.e., loss-absorbing capacity) and larger capital require-

ments for systemically important banks. 

Turning to stress testing, Lízal recalled that the Czech Republic experienced a banking crisis in the

1990s that led to the implementation of frequent stress testing well before such practices were adopted

at the European level. The Czech Republic’s stress tests tend to focus on severe, low-probability risks. For

example, a recent scenario modeled the impact of deflation in Europe on the Czech banking sector, with
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a period of low inflation or deflation in Europe leading to another recession. The test revealed that the

Czech banking sector could weather such a scenario provided it had access to additional capital. These

kinds of results, said Lízal, lead us to conclude that even with an uncertain future, the risks of financial

instability in the Czech Republic are relatively moderate. 

Lízal observed that the current financial crisis resulted in an increase in public debt to levels that

threatened financial stability. He offered an alternative calculation of the debt of various countries that

includes public and private sector debt as well as the implicit debt (i.e., the promised benefits under the

social welfare and pension systems and the expected costs of health care in the future) of each country.

He cautioned that the implicit debt is typically much larger than the explicit obligations. And, as these

implicit debts become explicit in the future, there will arise a real problem, not with financial stability,

but potentially for monetary policy.

There is also the issue of low inflation, which increases the cost of the debt and in turn poses a threat

to financial stability. Lízal related how the Czech Republic was in a very bad situation in 2013, with infla-

tion close to -1 percent, a level similar to that in Greece and Bulgaria. The Czech Republic adopted an

approach proposed by Sven Larson, a member of the Swedish Central Bank (the approach was not offi-

cial Bank policy). Larson argued that in the presence of zero interest rates and a set of deflationary fac-

tors, the exchange rate might serve to anchor the inflation expectation, and, by a commitment to a

depreciated exchange rate, it is possible to increase inflation; this has worked in the Czech Republic.

Lízal concluded that small open economies that are close to the eurozone might have problems set-

ting truly independent monetary policy, but in bad economic times, if such countries use a variety of tools,

national governments can be quite effective. On balance, it can be beneficial to have the option to retain

control of national monetary policy. 
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HOLLAND observed that it is commonplace to

blame the current crisis on the design flaws of the

euro. However, he has long argued that the design

fault is much deeper, and is found in such factors

as the supernationalism of Jean Monnet and 

his support for the European Coal and Steel

Community, the creation of the European

Economic Community, the European Free Trade

Association, and political distractions contempo-

raneous to the signing of the Treaty of Rome. After

reviewing aspects of the historical evolution of the

eurozone, Holland examined options for the

future. He noted that while the design of the euro

was clearly flawed, until the eurozone debt crisis,

the design seemed to work: interest rates on gov-

ernment bonds were almost synchronized at low

levels, and there was no great divergence. 

Holland argued that under the euro, Europe

has been locked into Germany’s policy preferences,

and a Germany with a profoundly deflationary

bias. The obsession of the Bundesbank historically

has been that public spending risks inflation, a fear

that some connect to the rise of Adolf Hitler.

Stuart Holland, Megan Greene, George Skafidas, Eckhard Hein, Michalis Nikiforos

SESSION 3

Can the Periphery Countries Return to Growth?
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Holland argued that this is a false association, and that, in fact, deflationary policies accompanied the pop-

ular support for the Nazi Party in the early 1930s. 

Holland observed that the historical opportunities for a confederal Europe, not a dictatorial troika,

were missed repeatedly, as was the chance for joint European planning. He cited the example of Robert

Marjolin, the first French vice president of the European Commission (EC), who proposed a medium-

term economic policy committee to analyze emerging internal contradictions in Europe. This is but one

example of how many of the problems faced by Europe today could have been foreseen and avoided, but

were not. Similarly, Jacques Delors, president of the EC from 1985 to 1995, invited Holland to set out an

alternative agenda for Europe. The Single European Act of 1986 followed—the first revision of the Treaty

of Rome. The Act committed Europe to something totally ignored in recent debates  : economic and social

cohesion. 

Holland stated that he never believed that Europe would achieve cohesion through fiscal transfers

between member-states. In his opinion, the American New Deal provides a better paradigm. President

Roosevelt did not reduce unemployment using classic Keynesian fiscal stimulus; he did it by using bonds,

to shift savings during a depression into fixed-interest bond borrowing and investment. Holland related

that he recommended to Delors that a European Investment Fund (EIF) be created that could issue bonds

and recycle global surpluses. The EIF is now the sister institution of the European Investment Bank (EIB)

in the EIB Group. Thus, this capacity currently exists. However, it has done virtually nothing since Delors

set it up in 1994, although it remains available. Put another way, said Holland, the bonds that are so

anathema to German Chancellor Angela Merkel and Finance Minister Wolfgang Schäuble do not need

national guarantees, fiscal transfers, or treaty revisions. They could be exploited today to address many

of the issues in the eurozone.

Holland next turned to EC President Jean-Claude Juncker’s €315 billion investment and recovery

plan for the eurozone. He noted that the 60 percent Maastricht debt limit has been described as recon-

ciling stability with growth. However, the issue of EIB and EIF bonds from a low base would have mul-

tiplier effects, which could be very high; EIB investment multipliers have ranged from 2.5 percent to 3

percent. And then, attached to that, there are fiscal and income multipliers. The money to purchase such

bonds could come from recycling global surpluses, not, for example, from Germany. To this point, on

September 25, 2014, the BRICs stated that if Europe would issue eurobonds for recovery and growth,

they would invest in them. There are currently vast global surpluses of uninvested savings. 

Holland noted that there is one great asset that never appears in the press: EIB bonds do not count

as national debt. This is an enormous asset, because the criteria in the 1997 Amsterdam Special Action

Programme for growth and employment are wide-ranging, and include investment in health, education,

urban renewal, the environment, and green technologies; whereas the press is now focusing on what the

criteria will be for this investment-led recovery Holland pointedly recalled that the European Council has

already defined a set of policy priorities, but this has been forgotten in the current debate.

Holland concluded that Europe already has a public sector borrowing requirement with vast poten-

tial. There is no need to invent new tools or authority—they are already in place. What is needed, he said,

is action—now. 

GREENE addressed the issue of whether the periphery can return to growth. She stated at the outset

that the periphery can return to growth, but that she remains skeptical as to whether this will happen. She
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suggested that it would take approximately a decade, not unlike the Japanese-style lost decade, with

extremely low growth and extremely low inflation. 

She observed that the approach to the eurozone crisis thus far has been to try to make weaker

economies behave more like Germany. However, Germany’s growth model is based on a high level of

national savings. Germany has exported its savings in the form of investments to other countries, pri-

marily in the eurozone, for the past 15 years. The policy goal has been for weaker economies to undergo

an internal devaluation by cutting wages and prices, with the expectation that prices will fall and com-

petitiveness will rise. This adjustment process is happening in the weaker countries, but not in the stronger

ones.

This strategy, Greene reported, has not worked well for the periphery, nor has it been working well

for Germany lately. Germany has seen its exports, industrial production, and new orders fall, yet many

German policymakers remain in denial about this fact. Greene argued that if Europe is to avoid a

Japanese-style lost decade, a totally different approach to this crisis is needed—an approach in which the

adjustment is much more symmetric. 

She then turned to what Germany needs to do differently. The country suffers from chronic under-

investment domestically. Yet, today, Germany faces record low borrowing costs. What better time to bor-

row and rebuild its decrepit infrastructure? Greene noted that Germany is not against investing

domestically, but it does face questions about how to do it. Germany remains wedded to fiscal orthodoxy.

Its leadership has announced some measures to increase investment domestically and perhaps increase

government borrowing, but these initiatives will not take effect until 2016. This is not nearly enough or

fast enough, said Greene. Part of the problem is that Germany does not really think it needs growth. In

addition, Germany believes the current crisis is the result of other countries’ mistakes; therefore, Germany

does not think that it can really do anything about the crisis. Finally, Greene offered a political explana-

tion of why a shift in this approach to the crisis is unlikely. Alternative für Deutschland, an anti-euro

party in Germany, has gained considerable support lately and is putting considerable pressure on Merkel

and Schauble.

Going forward, Greene suggested that three things are needed. First, there must be a different

approach to the crisis, but, in her assessment, this is unlikely to happen. Second, the European Central

Bank (ECB) needs to step in and purchase sovereign debt. However, Greene thinks this is also unlikely,

since sovereign yields across the eurozone are, at present, very low relative to fundamentals. If the ECB

did take action, Greene argued that it would help in two ways: (1) it would cause the euro to depreciate

to a significant degree, and (2) it would buy time and space for policymakers to implement difficult,

unpopular structural reforms. The problem in Europe, Greene suggested, is that policymakers are only

going to push through reforms if they have no other choice. However, as long as the ECB buys them time

and space, policymakers will not be willing to implement difficult reforms.

Turning to the results of recent ECB stress tests, Greene noted that there is an ample supply of credit

in the eurozone, but the problem continues to be a lack of credit demand. Companies are hording cash

while they try to figure out what is going to happen next. This will be exacerbated over the next year,

given the election cycle in Europe. Political instability, therefore, will be a big risk for the region.

The third thing the eurozone needs is a massive debt conference whereby all the countries in the

region meet and decide to write down the net present value of the debt. But despite huge retrenchment
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by countries in the eurozone periphery, public debt-to-GDP ratios have gone up and up since the onset

of the crisis.

There are, Greene offered, three ways to deal with high public debt. One way is economic growth, but

there will be relatively little growth in Europe over the next decade; another is inflation, but there will be

relatively little inflation over the next decade as well. The third way is to write down some of the debt. This

is what is needed, said Greene, so that countries can start anew. A writedown would deal with the debt-

stock problem, although it would not in and of itself deal with the stock-flow problem. It would, how-

ever, unlock some of the transmission mechanisms for monetary policy and get credit flowing in the

system again. In closing, Greene said she expects to see a debt conference in the next 10 years, and that it

will be hugely disruptive to markets. 

NIKIFOROS addressed the relation of the “twin deficits” of the Greek economy (i.e., the causal rela-

tion between the public and the external deficits of the Greek economy). He argued that in the period after

1995, because of the monetary unification process, and, later, the adoption of a common currency, the

direction of the causality between the foreign deficits and the public deficits in Greece runs from the for-

mer to the latter. In other words, the growing foreign deficits explain the growing public deficits.

Nikiforos began by reviewing the relevant accounting identities. He noted that these identities require

that a current account deficit must be matched by a deficit in the private sector or the government sec-

tor. He recalled that there are several theories on how the causality between these three variables oper-

ates. The most common hypothesis offered by neoclassical economists is the “twin deficits” theory, in

which it is the fiscal deficit that causes the external deficit. The literature provides two main transmission

mechanisms. First, based on the loanable funds theory, a high fiscal deficit increases the demand for loan-

able funds. This drives up the interest rate and causes capital inflows; as a result, the exchange rate appre-

ciates and lowers the current account balance. The second is a more direct mechanism, wherein the fiscal

deficit increases demand. Higher demand leads to increased prices, which in turn reduces the current

account balance.

Nikiforos argued that in Greece, after the Maastricht Treaty was signed in 1992, the external deficit

drove the public deficit. Thus, for reasons exogenous to the fiscal stance of the government, the country’s

foreign position deteriorated. In a case such as this, the fiscal deficit adjusts to stabilize the economy. This

can happen either through automatic stabilizers or through active policy decisions. He noted that a nec-

essary condition for such an adjustment is a sufficient inflow of foreign capital and the ability of the gov-

ernment to borrow at a relatively low interest rate, as was the case with Greece in the period following the

signing of the Maastricht Treaty in 1992.

Next, using a financial balances approach, Nikiforos examined the development of the Greek econ-

omy since the 1980s. His team’s initial analysis led to the hypothesis that in the period after 1995 the

causality between the two deficits ran from the foreign deficits toward the public deficits, and the foreign

deficit displayed autonomous behavior. Nikiforos explained that after Maastricht, monetary, fiscal, and

exchange rate policies focused on low inflation. Consistent with these goals, Greece made a concerted

effort to comply with the Maastricht rules, and achieved a very low inflation rate in the 2000s. 

The 1990s were a critical period for the development of the Greek economy, he observed. The decade

began with the signing of the Maastricht Treaty, and the initiation of monetary unification. In 1993, the

controls on long-term capital movements were removed, and in 1994 the controls on short-term capital

movements were also removed. The result was that inflows of capital from all over the world could come
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to Greece freely. In 1995, the governor of the Bank of Greece announced that the Bank’s main objective

would be a further decrease in the inflation rate and the implementation of the “hard drachma” policy. 

Between the collapse of the Bretton Woods system in the early 1970s and the early 1990s there was

a generally stable real effective exchange rate. After the early ‘90s and until 2010, Greece recorded a real

currency appreciation of almost 40 percent. Greece has never been a very export-dynamic or export-led

economy, Nikiforos noted, and a 40 percent increase in the real effective exchange rate is something that

no economy could cope with.

Comparing the real effective exchange rate with the current account deficit, Nikiforos observed a

strong correlation between the two. When the real effective exchange rate appreciates, the current account

deficit starts to increase simultaneously. He noted that there is widespread consensus in the literature on

Greece that 1995 is a year that marks a structural break for the country’s economy, usually with a posi-

tive connotation. Greek policymakers and the Greek economists of the time were aware of the pressures

on the foreign sector of the economy due to both the “hard drachma” policy and the policies imple-

mented under the Maastricht Treaty. 

However, it was not only Greek economists or Greek policymakers who were overly optimistic at

the time. Many economists, both within and outside of Greece, dismissed looming problems. A conver-

gence argument was made that because of scarcity of capital in the European South, and an abundance

of capital in the European North, there would be higher returns to capital in the South than in the North.

Nikiforos and his team also tested this hypothesis econometrically, and found that, after 1995, the causal-

ity ran from the foreign deficits to the public deficits, not the reverse. 

To conclude, because of the policies that were adopted following the Maastricht Treaty, the increases

in the public debt during that period came from increasing pressure on the external sector. So from a pol-

icy point of view, the only way to achieve sustainable fiscal consolidation is to try to deal with this

extremely large foreign deficit. Nikiforos concluded that this is the sole path to simultaneous growth and

fiscal consolidation in the Greek economy. 

The research HEIN presented was funded by the European Commission and the Seventh Framework

Programme. He proceeded with his remarks based on three premises: (1) current policies to deal with the

crisis and the imbalances have failed, (2) the dissolution of the eurozone or the breakup of the euro is not

a desirable option, and (3) we are unlikely to have a fully developed currency union in the near future.

Hein then discussed the possibilities for dealing with two related problems: rebalancing the euro area, and

dealing with the problem of effective demand failure. He explained that the rate of growth of an econ-

omy depends on both its price competitiveness and its competitiveness in terms of the quality and com-

position of its output or exports. Using this framework, the current account imbalances can be seen from

two perspectives: either inflation differentials are too high, or they are a result of inappropriate income

elasticities in the demand for exports and imports.

Hein stated that the goal of policymaking must be to achieve high noninflationary demand growth

in the euro area as a whole, preventing export-led mercantilist and debt-led consumption development

(i.e., prevent the type of development currently seen in Europe). In the short run, he argued for stimu-

lating aggregate demand and growth in the current account surplus countries relative to the euro-area

average trend and adjusting inflation differentials through the adjustment of nominal unit labor cost

growth. In the long run, Hein argued that Europe must improve the nonprice competitiveness of the

countries that previously ran current account deficit countries and develop stable financing mechanisms
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for the current account deficits that might remain as a result of some economies catching up in terms of

productivity. 

Hein next offered his proposal for a policy package to address these issues. All of its elements would

be coordinated between policy areas (e.g., monetary, fiscal, and so on) and geographically coordinated with

a strategy of industrial and regional development in order to enable the periphery countries to catch up.

Wage policies under this proposal would contribute to stabilizing income shares and inflation at the

euro-area target rate. Specifically, said Hein, nominal wages should grow at the long-term trend rate of

productivity growth of each respective country plus the inflation target for the euro area as a whole.

Under his proposal, labor market flexibilization and increasing competitiveness through nominal wage

restraint would be abandoned. Instead, policies would focus on the reregulation of the labor market, the

stabilization of trade unions, and the involvement of governments. 

Regarding the role of the ECB and monetary policy, Hein argued that monetary policy should refrain

from fine-tuning inflation, employment, or growth, as it will not provide the level of stimulus needed.

Instead, monetary policy should target low real interest rates for distributional reasons, and focus on

financial stability using measures such as credit standards, reserve requirements, and credit controls. And,

most important, the ECB should act as a lender of last resort to the banking system and euro-area mem-

ber countries. 

Returning to the theme of rebalancing the euro area, Hein said that the major burden for rebalanc-

ing falls on demand management and therefore fiscal policies. Under his proposal, fiscal policy would

focus on real stabilization of full employment and improving the distribution of income. A balanced

current account as a long-run target for each of the member countries would mean that the government

deficit in each country should in the long run be equal to the excess of private saving over investment at

high levels of employment. Hein’s policy proposal implies abandoning the Stability and Growth Pact and

austerity policies, but it does not mean abandoning coordination. He next discussed the desirability of

balanced current accounts in a currency union that is as heterogeneous as the euro area. 

With this proposal in place, Hein explained that the catching-up process for the South would have

three prerequisites: (1) the prevention of unsustainable credit-driven bubbles and consumption booms,

focusing capital inflows on productivity-enhancing investment; (2) the development of export capacities

to improve the balance-of-payments constrained growth rates of the South within an integrated regional

and industrial development strategy; and (3) the financing of current account deficits related to suc-

cessful catching up. Regarding this last prerequisite, Hein’s proposal uses financial regulations such as

liquidity requirements, financial transaction tracks, and so on to influence the maturity of private capi-

tal inflows to the catching-up countries. In addition, he recommends pooling large parts of investment

spending at the European Union (EU) level and focusing on the catching-up countries. These efforts

could fund one or more of the proposals that have been made, such as member-country contributions,

EU taxes, and EU debt.

Hein concluded that while we do not have a perfect solution for all the challenges Europe faces, the

progressive movement can put forward a package that integrates the macro aspects or the policy mix

between monetary, fiscal, and wage policies with the idea of industrial and regional policies in order to

facilitate catching up. 
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BARTSCH opened her remarks with an analysis of

some of the long-term factors preventing the

European recovery, and the possibility of secular

stagnation in Europe. Secular stagnation risks

include deleveraging across several sectors, both

public and private, as well as risks stemming from

an ageing population, energy costs, and geopolit-

ical tensions. She also discussed the German econ-

omy, noting that while it is operating near full

employment and appears to have no major

impediments in terms of credit availability, there is

a profound degree of underinvestment in both the

private and the public sector. Bartsch also

addressed the role of structural reforms, notably

the liberalization of product and labor markets in

Europe. She observed that problems in the labor

market are exacerbated by the current low-infla-

tion, or “no-flation,” situation. Finally, she dis-

cussed monetary policy options to foster the

recovery, through the creation of what she

described as a “credit impulse.”

Bartsch observed that the 10-year outlook for

the euro area is a real growth rate slightly above 
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1 percent annually. She noted that this low growth rate is not cast in stone and could be increased with

the implementation of structural reforms. She suggested that Europe has an enormous amount of entre-

preneurial talent and human capital that could be made more productive through structural reform. The

region also exhibits a declining trend in total factor productivity, which will not improve without the

renewal in the capital stock. 

Weak investment in both the core and the periphery countries is a profound concern, said Bartsch.

She noted that investment spending in Germany has been very weak for at least a decade and will even-

tually affect all of Europe. This low level of investment, she explained, is one of the main reasons why

Germany should not be overly proud of its current account surplus. A financial balances approach shows

that for the last 10 years the German corporate sector has been a net saver. It is very unusual, Bartsch

observed, for a corporate sector to be a net saver—the corporate sector should be bursting with new

ideas, new technologies, and new products, and thus be a net investor. 

Looking at ways to change the low potential output growth, Bartsch presented estimates developed

by the Organisation for Economic Co-operation and Development (OECD). These estimates illustrate

the maximum impact on GDP per capita over a 10-year horizon, assuming countries embarked on a set

of regulatory changes devised by OECD economists, and indicate that the average euro-area economy

could see a 15 percent gain in GDP per capita over a 10-year period. Bartsch pointed out that many of

the recommended regulatory changes focus on the liberalization of closed services sectors and regulated

professions, but do not include labor market deregulation. 

Bartsch explained that she is less fearful of a Japanese-style “lost decade” and more concerned that

Europe faces a future of low-growth, no-flation equilibrium. This scenario includes headwinds from the

debt overhang in the public and private sectors, which are hampered by a comparatively slow deleverag-

ing process in Europe, which could have the effect of holding back credit creation. 

A useful indicator of credit creation is the number of new loans originated for small- and medium-

size enterprises, which for the first time in seven years are positive on a year-on-year basis. Bartsch noted

that, unlike the United States, the credit cycle in Europe lags behind the economic cycle. Thus, the credit

cycle cannot really jump-start the European economy; rather, it must support it. Bartsch argued that

Europe needs European Central Bank (ECB) policies to drive bank funding costs down and ensure that

banks are adequately capitalized. Competition in the banking system would force banks to pass lower

funding costs to their customers. Initially, this will likely cause a refinancing wave, reducing the debt serv-

ice burden and freeing funds for other purposes; but eventually, it will support credit growth.

Bartsch next presented an analysis of financial fragmentation carried out by Morgan Stanley. They

created synthetic cost-of-financing indicators for euro-area countries, for both the household and cor-

porate sectors. The analysis showed that fragmentation was only an issue for the corporate sector, where

the discrepancy between funding costs by country sometimes differed by more than 500 basis points.

These costs came down materially with the Outright Monetary Transactions promised by ECB President

Mario Draghi. Bartsch’s expectation is that this will continue with the targeted longer-term refinancing

operations that the ECB is offering because these are very attractive for the banking systems in the periph-

ery. She next briefly reviewed some of the external issues that have caused the recovery to sputter, includ-

ing the downturn in, and sanctions against, Russia, and the associated geopolitical uncertainty. These

events contributed to a marked slowdown in some of the bigger emerging economies.
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However, she also noted that there are some signs of improvement. Manufacturing, services, and

retail companies are revising their expectations upward. There are indications that the economy is gradually

turning a corner, and it appears Europe is on track for gradual recovery (i.e., growth in the euro area increased

from 0.2 percent quarter-on-quarter in late 2014 to twice that rate, 0.4 percent quarter-on-quarter, by the

end of 2015). On the whole, she predicted that the euro area will have an average growth rate of roughly

1.5 percent for the period 2015–16. This growth rate will leave the region vulnerable to further shocks.

Thus, she concluded, there is a clear need for the ECB to continue its expansionary policies. 

BOFINGER focused his remarks on threats to the European recovery and how to put the regional

economy back on track. The German prescription, he noted, consists of consolidation and unspecified

structural reforms. Thus far, it seems that Germany sees its contribution to the European growth process

strictly in terms of having a balanced budget. Bofinger began with a discussion of development of the

euro-area economy and then offered policy suggestions going forward. 

He noted that until 2007–8, the euro area was doing fairly well, but then faltered in its recovery com-

pared to other regions of the world. He explained that Europe fared poorly after 2007–8 because the euro

area was unable or unwilling to provide the fiscal stimulus required to address the crisis. Countries such

as the United States and the UK had already implemented the structural reforms many have called for in

Europe, but it was the aggressive fiscal stimulus policies launched by these countries that made the dif-

ference in their recovery. 

Turning to an analysis of financial balances, Bofinger used an indicator of the private financial bal-

ance (i.e., the current account balance minus the fiscal balance) to show that there were positive private

sector balances as a result of the crisis, which is unusual: according to standard textbook economics, these

private sector balances should be zero. He argued that Europe failed to implement an adequate fiscal pol-

icy response to offset private deleveraging in the euro area, which in turn had a negative impact on growth.

The same observation applies to the ECB’s slow monetary policy response. Remarkably, the ECB actu-

ally increased interest rates at the beginning of 2011. Likewise, the ECB’s quantitative easing response

was weak. In sum, Bofinger observed, the euro area suffered from an insufficient fiscal policy response

as well as an inadequate monetary response.

Today, Bofinger noted, the situation has stabilized, and there are some positive developments. Some

have attributed these improvements to structural reforms, often citing Spain as an example. However,

Bofinger suggested that the current stability is because consolidation has stopped. A number of countries

have realized that too much consolidation is dangerous and that some amount of deficit is needed. Another

hopeful sign is that the ECB has realized it must expand its balance sheet, which means a very strong

increase in the monetary base—though Bofinger expressed some concerns as to how banks could respond

to the ECB’s policy. ECB purchases of government bonds, he noted, pose mainly political risks. Some of the

resistance to this move stems from low long-term interest rates in Germany. ECB purchases could threaten

German private pension schemes—the main source of household wealth in Germany. Bofinger suggested

that the positive economic impact of buying government bonds would not be worth the political problems

it would create. Overall, he noted that the ECB has had a positive impact in addressing the crisis.

Even with positive signs of growth, underlying problems remain. It is expected that unemployment

rates in countries such as Spain and Greece will remain very high until 2016. Debt levels are also likely

to remain well above normal. Similarly, the International Monetary Fund’s forecast debt-to-GDP ratio

for the European Union (EU) will remain very high, which means that countries will be very vulnerable
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to panic in the financial markets. Reviewing the levels of public debt within the EU, Bofinger described

the consolidation effort as absurd—debt levels are higher today than in 2009–10. Bofinger next discussed

some of the policy alternatives that have been advanced to address the current situation. 

Structural reforms have been put forward as a strategy to spur growth. Yet there seems to be little evi-

dence such measures work. For example, Germany is the worst performer out of more than 30 countries

in terms of structural reforms—it has one of the most heavily regulated labor markets in the world. In

contrast, France is regarded as a poor implementer of the sorts of policies many argue are necessary for

growth, but in terms of GDP growth France is not doing much worse than the UK—the country seen as

ideal with regard to structural reforms. Yet the UK has run very high fiscal deficits, its currency has depre-

ciated, and it has implemented very aggressive quantitative easing measures. 

Bofinger explained that Germany’s success relies on wage moderation (i.e., flat wages). The problem

is that the German model cannot be applied to all euro-area countries because it only works if no other

country employs it. If all European countries implemented this strategy, the result would be deflation. It

is therefore very dangerous to use Germany as a model. 

Rather, Europe needs more investment. The reason Europe does not have more investment is because

of poor demand, but it risks reduced competitiveness in the future if it does not invest. Bofinger argued

that if the private sector does not invest and there is strong deleveraging, investment must come from the

public sector. He proposed applying the “golden rule” for investment, noting that safeguards could be

added to reduce waste and ensure proper selection and management of public projects. Structural reforms

could be included, if needed, as a way to satisfy German public opinion. Thus, he concluded, Europe

should pursue a two-pillar strategy of structural reforms plus investment. Paired with increased invest-

ment, structural reforms might have an impact. 

STOCKHAMMER argued that it is the region’s neoliberal-inspired economic policy regime that cre-

ated the current crisis. He asked, why did a crisis that started in the United States due to the overexten-

sion of credit lead to a more severe crisis in Europe than in the States? Further, why did this crisis become

a sovereign debt crisis for European countries but not for other countries?

He began with the observation that Europe has two growth models: export-driven growth and debt-

driven models. Both are intrinsically unstable, require increasing levels of debt, and are thus unsustain-

able. The main difference between the two models is that the debt-driven growth model requires rising

debt within a country, whereas the export-driven growth model requires debt to increase externally (i.e.,

rising trading partner debt). In addition, Europe has an economic policy regime that severely restricts how

governments react to crises. The EU also introduced a separation between monetary and fiscal policy

that modifies the effects of monetary policy. 

Stockhammer next reviewed the levels of household debt and the current account balances to illus-

trate the presence of export-led and debt-led growth regimes in Europe. In Germany, for example, roughly

three-quarters of aggregate demand growth in the decade prior to the crisis came from net exports. In

contrast, the United States and the southern European countries (i.e., debt-driven countries) ran large

current account deficits. The United States and the UK responded to the crisis with massive quantitative

easing programs and strong countercyclical fiscal policies. In contrast, the European policy regime—

essentially the Stability and Growth Pact (SGP)—made it more difficult for countries to run deficits. As

a result, the crisis worsened in European countries and soon became a sovereign debt crisis, unlike in

other countries with high debt levels.
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Stockhammer argued that several factors are contributing to the ongoing crisis. Current treaties are

a big part of the problem, he noted, and must be part of the policy debate. Under the current policy

regime there is no central fiscal policy, and limited national fiscal policy. Further, European monetary pol-

icy has had a strict anti-inflationary strategy and placed less emphasis on growth or real targets com-

pared to, for example, the United States and the UK. Thus, the European system is effectively a system in

which economic policy is tied to the mast of the Maastricht Treaty and the SPG. Under the current pol-

icy regime, the only area where there is potential flexibility is labor markets. However, Keynesians have

long argued that labor market flexibility does not work. In chapter 19 of his General Theory, Keynes is

quite explicit that in a recession with high unemployment, cutting wages is counterproductive. Wage sta-

bility is an important source of demand, and wage cuts can lead to a debt-type deflation process.

Stockhammer noted that the troika’s policy package is misguided, in that the main adjustment burden

has been put on the deficit/crisis countries, not the surplus countries, further confounding a recovery. 

Reviewing the current state of the European recovery, he noted modest growth in exports but

observed that internal demand in the euro area remains roughly 5 percent less than what it was in 2008—

Europe has essentially flat domestic demand. Household debt in the euro area has also remained flat,

and therefore it is unlikely that Europe will see much credit growth or increasing aggregate demand.

Further, the ECB’s quantitative easing program has been far more cautious than the measures imple-

mented by the Bank of England or the Federal Reserve—reflecting, Stockhammer suggested, the ECB’s

reluctance to take on the role of lender of last resort for governments. The ECB does, however, seem to

accept its role as lender of last resort for the private sector. From a post-Keynesian point of view, the ECB

misunderstands the roles of money and government debt. Insofar as the ECB refuses to act as lender of

last resort for governments (i.e., buying government debt when no one else wants to buy it), it weakens

the ability of states to react to the crisis. Thus, in Europe, the effects of quantitative easing are expected

to be very different compared to countries that integrate monetary and fiscal policy. 

Stockhammer argued that Europe needs a fundamental rethinking of its economic policy package;

a more inflationary adjustment policy, with more of the adjustment coming from the surplus countries;

and, implementation of a common minimum wage to strengthen the region’s social protection and labor

systems. European monetary policy should pursue a higher inflation target, one that would promote

rebalancing without creating a depression in the periphery. The ECB should underwrite government

debt much more explicitly than it presently does and should monetize a substantial part of member-

states’ debt. Unless Europe’s economic policy regime enables countries to pursue expansionary fiscal poli-

cies in crisis, Stockhammer warned, it faces a troubled future, and, eventually, a growing share of

Europeans will question the usefulness of the euro. 

TERZI began with the observation that the largest threat to economic recovery in Europe is the con-

tinuation of self-inflicted fiscal pain. The European Commission’s (EC) outlook for the euro area in early

2014 described a European recovery as “imminent.” However, in its latest outlook, the recovery is

described as “not only subdued, but also fragile.” Terzi suggested that the commission’s optimism is over-

stated and based on “less negative” trends in Europe, not positive signs of growth. He noted that while

deficits have declined in recent years, it is not because growth is higher. Overall, GDP growth is signifi-

cantly lower (as is inflation) and unemployment rates are significantly higher. 

The rationale for using the fiscal instrument to promote growth, he explained, is that net government

spending creates demand and thus stimulates the economy. However, some argue that if a government
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loses fiscal space (i.e., exceeds its budget constraint), it can no longer use the fiscal instrument to counter

a slowdown. This argument states that it is inevitable that the economy will slow down as fiscal space con-

tracts, and government should then turn to measures such as structural and long-run policies, promote

lower production costs, and reduce debt levels. This perspective allows that austerity slows down the

economy, but it also maintains that the faster reforms are implemented, the sooner austerity can end.

Seen from this standpoint, austerity is a painful but necessary response to limited fiscal space.

Terzi next explained how our model of the economy drives what we define as feasible policy options.

Thus, it is important to note that the EC and European Central Bank (ECB) models are flawed in two sig-

nificant ways. Both models neglect the fact that government budget constraints are institutionally driven

and subject to change, and government borrowing for expenditures adds to private savings rather than

absorbing private savings. These two misconceptions are connected to the idea of sound finance, and the

rules based on this approach. 

The “sound finance” perspective is informed by the fear that a government acting as both money cre-

ator and spender may pose a threat. Government, the argument runs, is biased toward overspending.

Thus, governments are likely to create deficits and, to avoid inflation, they will borrow to absorb savings

rather than print money. When the debt becomes unsustainable, governments have no other option but

to monetize and then inflate away the debt. The European solution to this problem, Terzi noted, is a two-

pillar constraint: transfer the monetary power to an actor with no spending authority, and set deficits or

debt limits on the spending authority. 

Terzi underscored that this constraint was designed to prevent inflation. However, this offers little jus-

tification for austerity, given that, today, Europe needs inflation. Quite the contrary, this seems to support

the argument that Europe ought to monetize its debt to promote recovery. However, Terzi explained that

monetization is really not enough, as it consists of withdrawing a central bank liability with an interest

rate and swapping it for another liability that carries a yield. He noted that there is in reality no budget

constraint, as all government debts are fundamentally sustainable so long as a central bank controls the

bid and ask price for treasury securities. 

Turning to the second flaw in the EC/ECB models (i.e., government borrowing to support spending

funds private savings), Terzi stated that savings do not really fund—savings are funded. When government

borrows and spends, he explained, it boosts the stock of net financial assets of the private sector. He next

provided a brief analysis of actual private savings in the euro area from 1999 to 2014, and concluded that

but for net exports, Europe would have experienced greater economic contraction than it did.

Historically, the fiscal instrument can operate in several ways, adjusting freely or restricted by pol-

icy decisions. Prior to 2010, the euro area let deficits adjust insofar as excessive deficits were national con-

cerns. Since 2010, the euro area has irresponsibly blocked the fiscal instrument, said Terzi, as excessive

deficits started to raise questions in the bond market. He argued that Europe may persist in its desire to

live in the “fantasy world” of balanced budgets for a time, but not indefinitely, because balanced budgets

are not sustainable. Further, policies aimed at deficit reduction underestimate the direct stagnation effects

they have, and overestimate the expansionary power of monetization. In addition, current policies pres-

sure governments to downsize. Terzi argued that it is not just the size of the deficit that matters, but also

the size of the government sector. He closed with policy suggestions going forward. For example, Europe

might benefit from a fiscal instrument at the Economic and Monetary Union level within a credible

framework, perhaps designed to be pro quota in a way that does not require a transfer union. 
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TOBIN opened his remarks with the observation

that policies focused on growth, investment, and

austerity have not delivered jobs, but have instead

harmed labor markets. He reviewed some of the

key labor market issues and challenges Europe

currently faces, focusing on the effects of the pol-

icy responses to date. His presentation also

included policy alternatives advanced by the ILO. 

Economic growth in Europe has been rela-

tively stagnant, with little employment growth

except in specific countries. The countries experi-

encing job growth are those that responded

quickly to the employment impacts of the crisis.

Today, said Tobin, the risk of detachment from the

labor force as a result of long-term unemployment

is one of the biggest threats to Europe. Twelve mil-

lion people in Europe have been looking for a job

for more than a year; of these, nearly nine million

have been looking for work for more than two

years and roughly two million are youths. Tobin

also discussed the impact of income support pro-

grams and employability measures (i.e., active

labor force programs) during the crisis. He noted
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that there has been increased funding for income support but that more employability-oriented meas-

ures are needed, and these kinds of programs have seen a marked decline. He explained that while some

countries have committed resources to training the unemployed there remains a disconnect between

unemployment levels, training, and the difficulty employers have in finding suitably trained employees.

Even in countries with astronomical levels of unemployment, such as Greece, employers report difficulty

in finding qualified workers. 

The health of small- and medium-size enterprises (SMEs) is important for job growth, Tobin

explained, because these firms drive growth in Europe. For example, the share of employment in

microfirms (i.e., firms with fewer than 10 people) is quite high in crisis-hit countries like Greece, Portugal,

Spain, and Italy. Thus, SMEs, in particular microfirms, are very important for job creation. But these

firms are not receiving the support that they need, even while many large banks have been recapitalized. 

Tobin observed that one of the key risks of a prolonged recession is people taking jobs that do not

match their education or training, or that do not pay in proportion to their education and skills. Yet,

people who find any work at all are regarded as the “lucky ones.” The nine million unemployed who have

been looking for work for more than two years risk leaving the labor market entirely. This can lead to

social exclusion and skills erosion. Tobin warned that these kinds of changes in the workforce and within

society affect the strength and health of public finances, which are very much determined by people

working and paying taxes. Sadly, this point seems to have been lost in the current debate. 

Turning to policy options, Tobin began with a discussion of structural reforms to ease the adminis-

trative burdens of starting a new business. He noted that much of the assistance businesses receive is

front-loaded, with very little support provided after the business is founded. In addition, “competive-

ness” is often described solely in terms of cutting wages. However, wage cuts are counterproductive for

an economy that is principally based on consumption and domestic demand (e.g., Greece). 

Tobin emphasized that policies to improve the labor supply require designing and delivering serv-

ices using effective targeting. It is the “disadvantage,” not necessarily the disadvantaged groups that must

be targeted. In terms of implementation and delivery, institutions must be strengthened; specifically,

through the provision of public employment services to ensure that there is sufficient capacity to deliver

programs efficiently and effectively.

He also discussed the pressing need to strengthen the linkages between income support, training, and

employment activation. Training programs must be demand-driven to ensure that the newly trained

meet the needs of employers, and social partners must be involved in designing such programs. He noted

that program evaluation is a critically important function that is often cut in difficult financial times.

However, data collection and evaluation are often neglected because policymakers think they know what

works. The fact is, Tobin argued, we do not know what actually works, and evaluation is one of our most

useful tools. 

In terms of funding, these proposals require a relatively small amount of funding, which could be

obtained by slowing the pace of fiscal consolidation or changing the composition of consolidation.

Further, the cost of these programs must be viewed and evaluated as investments that bear future returns.

Finally, he underscored the cost of inaction. Consider the 12 million people looking for a job for more

than a year. If these people fall out of the labor force, the future costs will be profound. Growth and

investment are not sufficient, said Tobin. Europe needs a comprehensive labor market and social policy,

coordinated across countries, to complement these strategies. 
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ANTONOPOULOS presented research developed at the Levy Institute. She began with the current cri-

sis in Greece, and provided an overview of labor market trends and conditions. She noted that con-

struction and manufacturing, and wholesale and retail trade have suffered immensely. The number of

unemployed in Greece rose from roughly 369,000 to more than 1.3 million in a matter of a few years, with

huge increases in the poverty rate and greater vulnerability of falling into poverty. In January, Greek offi-

cials promised that 440,000 jobs would be created over the next two years. This was followed by another

promise of 700,000 new private sector jobs within the next five years. Even under the most optimistic job-

creation scenario, such as the 600,000 jobs estimated in a recent report issued by McKinsey & Company,

800,000 people will remain unemployed, and some of these will have been without a job for up to eight

years. A bold policy strategy is urgently needed, she argued.

The late Levy Distinguished Scholar Hyman P. Minsky put forward the argument that it is the respon-

sibility of the social state to guarantee a job when the private sector does not provide viable employment.

The basic principles of his employer-of-last-resort proposal are: it is the responsibility of the state to offer

the unemployed immediate access to a job, especially for people experiencing long-term unemployment

and for low-income households; and a minimum monthly wage as well as social security and health care

benefits. The central idea is that the monthly wage comes with all the rights attached to a job, and the pro-

gram provides fiscal stimulus (i.e., it is an automatic stabilization mechanism). Antonopoulos argued

that austerity has been tried and has failed to deliver job growth. The problem thus far has been that

both fiscal policy and monetary policy responses have been procyclical. The job guarantee program is a

much-needed countercyclical antidote to these policies.

She noted that the idea behind the program is to engage the newly employed job recipients in pro-

ductive work that benefits the community, using a bottom-up process to define the reconstruction goals

for Greece. Greece’s most important resource, she argued, is not money or finance—labor is what cre-

ates wealth. In addition, the program is a way of moving from the individualistic “I” who is depressed and

isolated into a community of “we” that has a transformative social purpose. Antonpoulos emphasized that

what is distinctive about the employer-of-last-resort policy is its focus on the social dimensions of work.

Work, she said, is fundamentally a social relation. 

Antonopoulos next explained the macroeconomic impact of a fiscal expansion under a job guaran-

tee program in terms of overall employment, GDP growth, tax revenue, and the distributional impact on

the economy. The data were drawn from a pilot program implemented in Greece in early 2012.

Undertaken in collaboration with the Institute of Labour of the National Federation of Trade Unions, the

study used data on the characteristics of the people who applied under the pilot program, as well as Labor

Force Survey and other demographic data sets. The macroeconomic simulation was based on input-out-

put tables and standard multiplier analysis was used.

She then described the results of four job guarantee scenarios: (1) 200,000 directly created jobs,

which is comparable to the number of people who applied to the 2012 pilot program; (2) 300,000 jobs,

which is based on the number of unemployed whose characteristics matched those of the applicants to

the 2012 pilot; (3) 440,000 jobs, which is equivalent to the number of job opportunities the Greek gov-

ernment had recently announced it planned to create over the next two years; and (4) 550,000 jobs, based

on the mean and median methodology described earlier in Antonopoulos’s presentation. She then

described the results of these four scenarios in terms of costs, total employment increases, and impacts

on GDP. 
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Antonopoulos noted that the first scenario of 200,000 jobs indirectly creates an additional 62,000

jobs. Likewise, the scenario for 550,000 jobs creates an additional 219,000, due to increased demand. The

participants also pay taxes, which helps to offset the total cost of the program. Therefore, based on cur-

rent wages, the net cost to directly create 200,000 jobs would be €1.2 billion, or €3.3 billion to create

550,000 jobs. 

In terms of financing the program, she noted that there are a number of viable proposals that have

been put forward, including funding from the European Investment Bank in the form of European invest-

ment bonds, and the establishment of a European unemployment fund. There are also funding propos-

als based on renegotiating Greece’s debt agreements, and using the funds from, for example, a debt

moratorium to fund an employment program. 
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MODERATOR:

JOANNA KAKISSIS 

National Public Radio (US)

HEINER FLASSBECK

UNCTAD, and Deputy Finance Minister,

Germany

JAN KREGEL

Levy Institute

STEPHEN KINSELLA

University of Limerick

FLASSBECK offered a quick “yes” to the question

of whether there is an impossible alliance between

growth and austerity. He observed that, until

recently, everyone understood this fact. He offered

that the reason for implementing austerity is more

political than economic. Turning to historical

cases in which austerity policies seem to have suc-

ceeded, he explained that such policies did not

actually succeed. In the past, when countries expe-

rienced a financial crisis—and these were usually

currency crises in reality—the International

Monetary Fund (IMF) prescribed austerity and

the country in crisis devalued its currency.

Austerity was, and remains, the IMF’s standard

policy response: when austerity was imposed, the

vast majority of the crisis countries devalued their

currencies dramatically, reviving their economies

despite the negative effects of austerity. However,

devaluation is obviously more complicated in a

monetary union.

Flassbeck next discussed structural reforms,

noting that, most of the time, such policies are

essentially wage cuts in place of devaluation. He
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stated emphatically that this is a terrible policy, one that represents the end stage of the Economic and

Monetary Union (EMU). The time remaining to save Europe is dwindling, he warned. 

Surveying current economic conditions, Flassbeck described Europe as being in a state of disaster,

noting negative trends in industrial production, unemployment, and deflation. He asked why Europe is

experiencing deflation, given that the European Central Bank’s (ECB’s) stance is as aggressive and expan-

sionist as it can be. He suggested that there is a basic misunderstanding in the current debate—a debate

that is more about economic ideologies than economic theories, a debate that is more theological than

scientific. 

Flassbeck explained that deflation in Europe originated with Germany. From the outset, Germany

pursued deflation, not inflation. While the Maastricht Treaty called for an inflation target of 2 percent,

Germany began its own neoclassical experiment of cutting wages. Thus, the origin of the crisis was wages,

and nothing else. Flassbeck explained that prices reflect wages—specifically, unit labor costs. He then com-

pared unit labor costs across the European Union (EU), and noted how lower unit labor costs, especially

in Germany, resulted in losses for other countries, such as Greece. The difference in unit labor costs is

more important, he argued, than such things as the price elasticity of exports or the current account bal-

ance. Thus, by undercutting its neighbors—in effect, devaluing—Germany exported its unemployment

from the beginning of the currency union. Today, Germany is close to full employment, while other coun-

tries have rising unemployment. The coordination of wages requires exactly the contrary, Flassbeck argued.

Therefore, wage suppression must be reversed to achieve anything like a solution for the eurozone.

In terms of the adjustment process, Flassbeck warned that there is no easy way out. Structural reforms

are the main vehicle for cutting wages, and real wages have fallen dramatically since their peak in 2008–

9. If workers do not have the wages to buy the goods they produce, more workers will become unemployed

and the cycle will continue. The impacts of declining wages are clearly visible in the export shares of the

southern European countries, including France and Italy. In these countries, the export share of the econ-

omy is approximately 25 percent and the remaining 75 percent is domestic demand. If nominal wages are

cut by 20 percent, consumers will cut their expenditures by 20 percent, and declining investment, pro-

duction, and employment will follow. 

Based on the results of policies to date, Flassbeck argued that any rational person would conclude

that this approach has not worked. The danger, he warned, is not of a “lost decade” for Europe but of no

Europe. If unemployment reaches 20 or 25 percent, he predicted that right-wing, anti-Europe political

parties will almost certainly come to power in France and Italy. 

The solution to this crisis will not be found in academic descriptions of the problem, said Flassbeck.

Political power is needed. One country, such as Greece, cannot change Europe’s policy alone. A coalition,

perhaps of the southern EU countries, is needed. In order to negotiate, this coalition must wield a cred-

ible weapon, such as leaving the euro. If a coalition is not able to at least threaten an exit, Flassbeck pre-

dicted, it would have no real power to negotiate and nothing will change. The only way to change

European leadership’s thinking is to threaten an exit and a devaluation. He noted that if an exit occurred,

Germany would lose millions of jobs—and German creditors very much need their debtors. 

Flassbeck offered three policy proposals for the immediate future. He advocated expansionary mon-

etary policy, a wage adjustment over a period of 10 to 20 years, and, last, a huge fiscal stimulus program.

Fiscal stimulus must be implemented explicitly, he said, and Germany must take the lead. Stimulus should

take the form of an investment program. But, Flassbeck noted, investment takes too long, so a tax cut
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would be needed to stimulate expenditure—mainly in Germany and perhaps in other countries where

the deficits are very high. He offered that this should create a turnaround in the European economy in

one year’s time. If these kinds of policies are adopted, said Flassbeck, there is some hope of avoiding the

worst outcome: political victory for the right wing. 

Drawing upon his long observation of the Bundesbank’s policies and its leadership, KREGEL sug-

gested that current German policy can be interpreted as an attempt to profit from the crisis and build the

kind of Europe that it has always intended but did not achieve through the EMU or the Maastricht Treaty.

He began his presentation with a brief overview of the creation of the euro, recalling that the EMU devel-

oped in fits and starts, passing through a number of policy experiments until panic pushed the process

of integration forward. He noted that Germany had insisted that rapid monetary integration and the

creation of a single currency could not and should not take place. In a sense, these concerns anticipated

the current crisis. For example, one observer wrote in the 1990s, “In a single currency system, without

devaluation, negative external shocks will have to be met with increased downward flexibility in wages

and conditions in labor markets.” 

Thus, Kregel argued, Germany could not stop the euro, so it adapted to the euro by reducing its fis-

cal deficits, cutting its social welfare system, holding wage increases below productivity, and so on. Today,

Kregel suggested, Germany is using the current crisis to push for the kind of political integration it orig-

inally believed was necessary for the success of the euro. He also observed that in the absence of political

integration, Germany pushed for controls to ensure that all of the other members of the euro would

introduce policies similar to its own (e.g., Articles 104 and 123). For example, the rationale for the Stability

and Growth Pact (SGP) reforms—the so-called “Six Pack” measures—was to avoid the moral hazard

that Germany believed would be created by the gap between monetary and political unification. 

The conditions that were imposed on fiscal policy and monetary policy reflect the absence of a polit-

ical system that would impose these sorts of systems, said Kregel. By creating what is a de facto fixed

exchange rate system without the backing of a national government means that government debt is effec-

tively the same as private debt within this system. There is no longer any such thing as sovereign debt: the

validation of the debt comes from the stability conditions—from the fiscal condition of the debtor gov-

ernment. 

This sort of system, and the requirements to make the euro a sovereign debt, can be fruitfully ana-

lyzed using Minsky’s definition of financial fragility. The fiscal conditions that are presently required for

monetary stability, Kregel argued, are not conducive to stability of the system or stability of the currency.

He explained that for a sovereign to have risk-free debt, it must run what Minsky called a hedge finance

scheme. Specifically, a sovereign must run a large financial surplus if it is always going to be able to repay

its debt.

Kregel explained that this requires the private sector to increase its tax payments. Therefore, the pri-

vate sector has to either reduce consumption or increase savings. Also, the financial balances in any closed

economic system means that the private sector and the government sector balances must to sum to zero.

Thus, for governments to run surpluses, the private sector has to run deficits: savings must be less than

investment. The private sector has to become increasingly indebted. We find, therefore, a basic incom-

patibility: both of these sectors cannot be net savers. 

The external sector offers a way out of this problem, said Kregel. Within the EU area, the fiscal bal-

ance that is required for sovereign government debt to be risk free requires a current account surplus
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that at least offsets any private sector deficit, and the external surplus is crucial in determining the abil-

ity of private and government sectors to repay their debts. This requirement shifts financial fragility to

the external sector. In the case of Greece, the most important external sector is the rest of the EU. Greece

has little ability to increase exports rapidly, so the solution to the euro crisis or the Greek crisis cannot be

found in Greece alone but in the surplus countries. Kregel noted that it remains a question whether this

solution is stable. Would it enable eurozone governments to make their sovereign debt risk free? The

answer to this is no. 

Relying on external demand can provide stability; however, this is the definition of a Ponzi scheme,

and Ponzi schemes are not stable. Thus, given the way the euro area is constructed and the requirements

of the SGP, the survival of the euro requires, by definition, that the rest of the world continue to main-

tain a Ponzi scheme on a continuous basis. As John Maynard Keynes said in 1946, “It is obvious that no

country can go on forever covering with new lending a chronic surplus on current account without even-

tually forcing a default on the other parties.” 

Kregel concluded that we have seen similar dynamics before in the form of dollar scarcity in the

postwar period, and we know exactly how that turned out. Unfortunately, Germany, which was on the

deficit side of the dollar-scarcity problem, now finds itself on the surplus side, and there is no more pos-

sibility of it succeeding today than there was after World War II. 

KINSELLA suggested that Ireland illustrates some of the principles discussed by several of the previ-

ous speakers. However, he noted that Ireland has an uncommon industrial structure and a particular

growth model that is unusual. Austerity is said to have “worked” in Ireland, and some hold up Ireland as

an argument for austerity. However, Kinsella cautioned that austerity did not in fact “work” in Ireland—

as the data show. 

He began his presentation by describing the run-up to the crisis, recalling a growing asset bubble,

exploding household debt, a massive transfer of private debt to the sovereign in 2008, falling GDP, rising

unemployment, and so on. Despite these events, Ireland is growing again. How can it be, Kinsella asked,

that both Ireland and Greece engaged in broad-based austerity, and Ireland grew but Greece did not?

The explanation for Ireland’s resurgence is not to be found in its precrisis fiscal policy, he observed,

as this sheds little light on the country’s fiscal health following the crisis (in 2006, Ireland’s net debt-to-

GDP ratio was 24 percent). He explained that Ireland, with a GDP of €175 billion, was a relatively small

country that, in effect, assumed the assets and liabilities of a banking system worth around €400 billion,

and suffered the consequences thereof. Ireland’s response to the crisis, Kinsella offered, holds a number

of lessons.

In the midst of massive consolidation, Ireland maintained most of its social protection system; it

also has a very progressive income tax system. One of the main contributions of the government was to

retain, throughout the crisis, roughly the same level of expenditure on social protection. Thus, the reduc-

tion in income inequality came from wealthier groups taxed under a relatively progressive system, which

also served to reduce social tensions somewhat. Further, the people most likely to riot were not in Ireland.

Kinsella explained that export-led growth has been Ireland’s model since the 1950s: Ireland exports its

people, mainly younger workers. Ireland also experienced a sharp increase in productivity following the

crisis, partly as a result of introducing more flexible work practices rather than cutting wages. Kinsella

noted that wages, apart from the public sector, are actually relatively sticky in the Irish case, even though

unit labor costs have fallen. 
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The share of the Irish economy that relies on exports was also an important factor in Ireland’s

unusual recovery. Kinsella explained that Ireland, Luxemburg, Hong Kong, and Singapore have more

than 100 percent of their GDP in exports. Countries with more than 90 percent of their GDP in exports

include Hungary, the Maldives, Slovakia, the UAE, and the Seychelles. These are the countries where aus-

terity is feasible, he suggested, because their export sectors are big enough that the rest of the world can

accommodate such shocks. Ireland experienced just such a dramatic shock in 2010: the banks were bailed

out, and the rest of the world essentially accommodated Ireland during that shock. Kinsella argued that

Ireland’s massive open sector is what actually allowed this accommodation to occur. 

In terms of relative openness, Ireland far exceeds Greece and Portugal. In contrast, any country in

the eurozone that does not have a massive multinational presence the way Ireland does, and imposes

wage cuts in a situation of ever-decreasing nominal demand, will experience decline. Using the

International Chamber of Commerce Open Markets Index, Kinsella illustrated how openness is the key

variable to determine whether an austerity policy is going to work. He noted that none of these facts

were taken into account in the discussion about what to do in regard to Portugal, Spain, and Greece fol-

lowing the initial crisis. 

In conclusion, the structure of the Irish economy today, particularly with respect to its multinational

presence, is anomalous. Thus, one-size-fits-all policies just do not work, and Greece is an excellent exam-

ple of that. Kinsella also noted that Ireland paid lip service to a lot of structural reforms but, in reality, it

implemented very few of them. Ireland fixed the fiscal situation and the banks, but it did relatively little

in terms of structural reform. Kinsella concluded that one-size-fits-all policies do not work, and that 

target-driven policies—particularly with respect to small, open economies—actually provide more, not

less, uncertainty.
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MODERATOR:

SUZANNE DALEY

The New York Times

GIORGOS ARGITIS

University of Athens

PANAGIOTIS LIARGOVAS

Budget Office, Hellenic Parliament

DIMITRI B. PAPADIMITRIOU

Levy Institute

ARGITIS observed that the recent developments in

Greek economy lead one to question the current

policy strategy, especially in terms of the labor

market. He noted that in 2010 and 2011 many

argued that Greece’s was debt sustainable. Today,

the same arguments are being made. However, an

analysis conducted by the Institute of Labour

(INE) shows that Greece’s debt is not sustainable,

and that there are better alternatives for resolving

the debt crisis.  

Using the work of Distinguished Scholar

Hyman P. Minsky as the basis of his analytical

framework, Argitis described four solvency states

for a government. Ultra-Ponzi is the weakest state;

the government is dependent on the markets to

finance its debt obligations and refinance its cur-

rent liabilities, and there is high credit risk and risk

of default. Ponzi is the second solvency state, with

relatively lower credit risk; there is a primary sur-

plus that is smaller than the interest payments on

the accumulated debt. This forces the government

to capitalize part of the interest payments, thus
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increasing its debt and also increasing its credit risk. In a speculative state, the primary surplus covers

interest and potentially part of the maturing debt; credit risk is low and depends on the monetary and

macroeconomic environment of the economy. The level of solvency risk does not prevent refinancing

maturing debt. Hedge status is the most stable of the four solvency states, with no risk associated with

refinancing. 

Argitis next presented an analysis of the solvency of the Greek government carried out by the INE.

The analysis showed that the government was in an ultra-Ponzi state between 2009 and the end of 2013.

He noted that, assuming Greece achieves the required primary surpluses under the second bailout agree-

ment—and it is unclear if this is realistic—there is an expectation for surpluses of 3.5 percent or 4.5 per-

cent of GDP up until 2020. If we assume that Greece achieves this target, and given its current progress

in terms of debt obligations, the country could reach the lower limit of speculative status. Argitis cau-

tioned that this scenario is based strictly on theoretical analysis. He noted that a recent forecast by the

International Monetary Fund of the growth rates needed for Greece to achieve primary surpluses in the

medium term requires a growth rate of approximately 5.5 percent through 2020; however, for Greece to

achieve solvency, it will need to attain a growth rate of roughly 7 percent. In other words, Greece would

have to grow at a rate similar to China to achieve a primary surplus without any fiscal adjustment. He sug-

gested that this seems to be the hidden assumption of the troika—additional rounds of financing sup-

port scheme will require additional fiscal adjustment and internal devaluation. Argitis argued that

analyzing the solvency of the government sector based on interest and surpluses serves as a better basis

for developing debt-management options. 

He presented two scenarios to reduce Greece’s debt obligations and interest payments by 30 percent

and 50 percent, respectively. If Greece’s debt obligations and interest were reduced by 50 percent, the

[required] growth rate would fall by roughly 2 percent. At this level, the solvency of the economy and sus-

tainability of the debt would be restored and the public sector would shift into speculative status; while

if interest payments are reduced to 50 percent, it can even move into the hedge status. 

This analysis reveals the significant lack of realism in the current debate on how to handle the Greek

debt crisis. It shows that Greece’s level of debt is unsustainable, and that additional borrowing and aus-

terity will undermine, not repair, the Greek economy. It also shows the direction that realistic economic

policy should take for Greece to exit the debt trap, particularly in terms of servicing the debt and inter-

est payments. However, Argitis noted, if there are additional bailouts, these will likely require changes in

the labor market, social security system, and fiscal system, further undermining the economic, social,

and political stability of Greece.

He next outlined the INE’s proposal for managing Greece’s debt. The proposal aims to (1) reconfigure

Greece’s debt obligations on the basis of a sustainable primary surplus and sustainable public debt; (2)

implement a public employment guarantee program; and (3) reregulate the labor market, to provide

greater protections for “informal” employees and strengthen collective bargaining. INE also suggests

restructuring the tax system to vary business taxes based on firms’ adoption of these three reforms. 

Argitis concluded that if implemented, the proposal would generate the resources needed to fulfill

Greece’s debt obligations in a sustainable manner while promoting social stability and national dignity—

without undermining the stability of the eurozone. 

LIARGOVAS echoed the observation that there has been a lack of realism regarding Greece’s debt and

the assumptions made regarding its sustainability, specifically in the area of primary surpluses. He began
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with a discussion of the results of past fiscal adjustment policies to better understand this lack of realism.

He offered an overview of a number of methodological issues pertaining to forecasts, program imple-

mentation, and related issues. He noted that it was not his goal to offer a definitive assessment of the

success or failure of fiscal adjustment policies. However, he added, it is difficult to ignore the overall

effects of the policies implemented in recent years. 

Among the impacts of austerity, Liargovas noted that Greece’s output has fallen 26.9 percent com-

pared to 2008; unemployment stands at approximately 27 percent; and poverty has risen to nearly 36

percent. However, austerity was not limited to Greece: it was implemented in a number of other coun-

tries as well. Clearly, there is something different about Greece’s experience under austerity compared to

other countries (e.g., Ireland, Portugal, and Cyprus) that implemented fiscal adjustment programs dur-

ing the same period. Liargovas suggested that instead of clearing away debt and opening a path to growth,

countries suffered in proportion to the depth of the austerity policies they imposed—Greece most of all.

He then turned to a discussion of some of the specific forces that undermined the Greek recovery under

austerity.

Liargovas noted that Greece had embraced austerity previously but it had never done so in the pres-

ence of such a deep recession. For example, during the 1990s Greece undertook debt reduction measures,

but because of positive expectations for growth (under the euro), the economy grew. In 2010, the expec-

tations for the Greek economy were precisely the reverse—so debt reduction led to uncertainty, and con-

sumption and investment declined. 

The mixture of the policies implemented also played a role. Many contended that reduced public

spending would lead to economic growth. However, the spending cuts that Greece implemented were then

followed by tax increases. Corruption and the continued influence of groups seeking to protect their eco-

nomic interests undercut many debt-reduction efforts, and explain the emphasis on taxation rather than

spending cuts. Reductions in public spending, Liargovas noted, affect corrupt interests, so tax increases

were pursued—regardless of the negative impact on the economy and society. 

The role of domestic and international institutions is another important dimension in the Greek

crisis. A recent study showed that the protracted crisis in Greece was due in part to the weakness of insti-

tutions and weak governance compared to Cyprus. For example, the lack of a stable, effective tax system

was an obstacle to efficient tax collection. Similar observations could be made regarding the labor and

goods markets. Further, Liargovas argued that European institutions were not ready to tackle the crisis,

as the euro-area governance framework is still evolving and as a result its responses were too little too late. 

Turning to the question of the fairness of the adjustment program, it is clear that the levels of long-

term unemployment, poverty, and poverty risk are so high as to fail any test of fairness. Citing examples

of fiscal adjustment in Sweden and Finland, he observed that when a fiscal adjustment program is fair (i.e.,

if vulnerable populations are protected), the efficiency of the program is greater. Greece’s policies do not

fare well when measured against this standard.

The last factor that has undermined the Greek recovery is exports. In 2011–13, Greek exports

increased 1.5 percent, while Spain and Portugal increased their exports 8 percent and 10.3 percent, respec-

tively. Liargovas suggested that if some or all of the preceding impediments to the Greek recovery had

been removed, Greece might also have seen an increase in its exports. But in the presence of so many

obstacles, exports have contributed little to the country’s recovery. 
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Though Greece reported a positive growth rate in 2012, Liargovas cautioned that is unclear if it is sus-

tainable. There are a number of near-term threats to the recovery. He argued that for growth to take root,

Greece requires debt relief. Debt is not simply a Greek issue, he stated, it is a European issue, as there are

other countries with debt higher than 100 percent of GDP. The sustainability of growth also depends on

the quality and continuity of various reform initiatives, as discussed above. Political stability is another

important element, and there is also the possibility of external shocks, which can impede policy efforts.

Liargovas noted that European history offers many examples of disruptive shocks. Finally, he concluded,

there is the broader question of whether the Greek recovery is an isolated problem or part of a wider

European problem of competitiveness and fiscal governance. 

Contrary to a recent wave of optimism in some quarters, PAPADIMITRIOU argued that Greece is not

headed for a recovery. Critiquing recent claims of an economic turnaround, he offered a range of statis-

tics demonstrating that the troika’s optimism is unfounded. For example, real GDP has fallen to 2001 lev-

els (24 percent lower than its prerecession peak), effectively wiping out all of the economic gains of more

than a decade. Nominal wages have decreased by 24. 8 percent and real wages have decreased 28.7 per-

cent since the 2010 peak. Likewise, unit labor costs for Greece have dropped by 16 percent, and are now

close to Germany’s unit labor costs. In terms of employment, more than one million jobs have been lost

since the beginning of the crisis and there are rising trends in migration and long-term unemployment.

Greece has also seen a dramatic increase in poverty. 

Turning to the components of GDP, Papadimitriou noted that exports have been the major deter-

minant of a recovery in output but are thus far insufficient to offset the declines in consumption. Private

investment in manufacturing and construction has also declined. Greece’s financial balances show that

the government deficit has been decreasing steadily, and the current account has certainly been improv-

ing. However, despite the enormous amount of aid given to the financial sector there has been little

progress in terms of increasing output or employment. Household deleveraging continues at a significant

pace. There is a significant volume of nonperforming loans—roughly $95 billion yet to be resolved. 

In terms of the Greek government’s receipts, social security contributions have been declining,

because employment is much lower. In contrast, taxes on income and wealth seem to have remained sta-

ble. But considered in terms of the roughly 30 percent drop in income since the onset of the crisis, this

actually indicates a relative increase in taxes. Government expenditures have been decreasing, mostly as

a result of reduced social benefits such as unemployment insurance. Papadimitriou noted that given the

increasing levels of unemployment, this trend is going in the wrong direction. Overall, he argued that the

data offer little indication of recovery. 

He then turned to the results of simulations based on the Levy Institute’s stock-flow consistent

macroeconometric model to examine the trajectories of Greece’s financial balances for the next three

years. He first presented a baseline scenario that shows that the government deficit will under no cir-

cumstances approach a 4.5 percent surplus, and is therefore insufficient to service Greece’s debt. While

there is an improvement in the current account and the private sector, the baseline results show only a

modest growth rate, far too small to absorb the number of unemployed. The baseline scenario is there-

fore a jobless recovery—a huge shortfall in terms of jobs, and very anemic growth.

The first of the three alternative policy scenarios is a new “New Deal” for Greece. In this scenario,

Greece would receive a transfer, funded by the European Union, of €19.8 billion over three years, at the
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rate of €1,650 million per quarter. These funds could be spent for additional public consumption and

targeted investment to promote growth in the production of goods and services, some of which would

be destined for export. Alternatively, these funds could be used for a direct public job creation program

covering at least 300,000 unemployed workers. 

Under the second scenario, interest payments to public sector investors would be suspended and the

public debt frozen until 2010 GDP levels were restored. The scenario assumes that payments to public

investors such as the European Central Bank, estimated at €4 billion of the total interest payments owed,

would be suspended, while private sector investors would continue to be paid. Finally, the third scenario

combines scenarios 1 and 2.

Papadimitriou explained that the largest improvements in unemployment occur under the com-

bined scenario. However, these results do not include a direct job creation program; total employment

growth would be much stronger if it did. 

In terms of the real GDP growth rate, the baseline scenario projects that for 2014 it would be 0.5 per-

cent, reaching 1.93 percent in 2017. Under the combined scenario, Greece would achieve a 2.21 growth

rate by 2017.

Under the baseline scenario Greece shows a nearly balanced budget by 2017–18, including debt pay-

ments. However, this is not much of a recovery, since unemployment would remain very high and growth

rates would remain quite low. In contrast, under the combined scenario Greece shows a 5.7 percent sur-

plus by 2017–18. There are also significant differences in terms of the current account balances under each

of the scenarios. Under the baseline scenario Greece has a €6.5 billion surplus, and €13.4 billion under

the combined scenario.

On the question of whether these policy alternatives are feasible, Papadimitriou was unequivocal:

there is no question that they are plausible. One need only recall Germany under the Marshall Plan.

Germany received both a loan (never repaid) and a gigantic debt write-off—over 100 percent of GDP—

and a suspension of interest payments on the remainder. In conclusion, Papadimitriou paraphrased

Minsky’s view that the German theology of small and efficient government is a foolish illusion. 
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ant and adviser for the United Nations Development Programme (UNDP), International Labour

Organization (ILO), and other UN entities. Antonopoulos’s areas of expertise are gender and macro-
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micro impacts of employment guarantee programs that particularly benefit women. Since 2011, she has

collaborated with the Labour Institute of the General Confederation of Greek Workers on a public serv-

ice job creation program that was adopted by the Ministry of Labour and put into effect in 2012. Building

on that experience, she proposed a fully developed job guarantee proposal for Greece, leading a team of

researchers that has received significant policy attention. In 2011, she also codirected a joint project of the

Levy Institute, UNDP, and ILO that fully integrates women’s unpaid work in official poverty measures,

with case studies for Mexico, Chile, and Argentina. Her latest publications include The “Great Recession”:

Gender Perspectives and Gender Impacts of the Global Economic Crisis (ed.; Routledge, 2013); “Explaining

Long-Term Exchange Rate Behavior in the United States and Japan,” in J. K. Moudud, C. Bina, and P. L.

Mason, eds., Alternative Theories of Competition: Challenges to the Orthodoxy (Routledge, 2012); Unpaid

Work and the Economy: Poverty, Time Use and Gender in Developing Countries (ed.; Palgrave Macmillan,

2010); and An Alternative Theory of Long-run Exchange Rate Determination (VDM Verlag, 2009).

Antonopoulos holds a Ph.D. in economics from The New School for Social Research.
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include the Greek economy, Post Keynesian – Minskyan macroeconomic/monetary theory and policy, and
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Elga Bartsch is Morgan Stanley’s chief European economist. The main focus of her research is the euro
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Research. Having studied at the University of Hannover and the London School of Economics, Bartsch

received a degree in economics from Kiel University, where she graduated top of her class. Subsequently,

she completed a Ph.D. in economics at the Kiel Institute. Her dissertation, “Liability for Environmental
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Marek Belka is governor of the National Bank of Poland. Born in 1952, Belka specializes in applied eco-
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was appointed head of Poland’s central bank in June 2010, he was director of the European department
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moving on in 1981 to become a lecturer at the University of Saarbrücken. Between 1984 and 1990, he was
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Suzanne Daley became a foreign correspondent covering Europe for The New York Times in March 2010.

Previously, she was the national editor of the Times, taking over just weeks after Hurricane Katrina flat-

tened New Orleans in 2005. During her tenure, the national desk covered events ranging from the mas-

sacre at Virginia Tech to the collapse of the Minneapolis bridge, and won a Pulitzer for the series “The

DNA Age,” which chronicled how the study of genetics was changing life for average Americans. Before

taking over the national desk, Daley was named education editor in 2002. In 2004, she was also given

responsibility for the coverage of social trends like those in child rearing, religion, and technology’s

impacts, and was part of the team that planned the new Thursday Styles section of the newspaper the fol-

lowing year. Before that, Daley was chief of the Paris bureau from August 1999 to July 2002, and served

as bureau chief in Johannesburg starting in June 1995, shortly after Nelson Mandela was elected presi-

dent. She served as deputy metropolitan editor from September 1993 to June 1995, and was the first assis-

tant metropolitan editor from November 1991 to September 1993, during which time the desk won a

Pulitzer for its coverage of the first terrorist attack on the World Trade Center. She was metropolitan
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was born and raised in Athens, Greece.

YANNIS DRAGASAKIS 
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Zolotas (November 1989 – April 1990). Dragasakis was elected MP for the Second Electoral District of
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member of the Representatives’ Mission of the Hellenic Parliament at Organization for Security and 

Co-operation in Europe.
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International Monetary Fund. Flassbeck graduated in economics from Saarland University in 1976, con-
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obtained a Ph.D. in economics from the Free University, Berlin, in 1987.
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ior fellow at the German Marshall Fund, and a visiting research fellow at Trinity College Dublin. She was

previously the founder and chief economist of Maverick Intelligence, which advised governments and

companies on political, policy, and macroeconomic developments in Europe. Prior to that, Greene was

director of European economic research at Roubini Global Economics and the eurozone crisis expert at
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Economics, Journal of Post Keynesian Economics, Metroeconomica, Review of Political Economy, and

Structural Change and Economic Dynamics. Among his latest books are The Demise of Finance-dominated

Capitalism: Explaining the Financial and Economic Crises (coeditor and author; Edward Elgar, forthcom-

ing), Distribution and Growth after Keynes: A Post-Keynesian Guide (Edward Elgar, 2014), The

Macroeconomics of Finance-dominated Capitalism—And Its Crisis (Edward Elgar, 2012), A Modern Guide
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World Economy in Crisis—The Return of Keynesianism? (coeditor and author; Metropolis, 2010).

STUART HOLLAND 
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UK Treasury, and Shadow Minister for Development Cooperation. In his 20s he was personal adviser on
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Conference that was endorsed by Andreas Papandreou and François Mitterrand and led to the commit-

ment to economic and social cohesion in the Single European Act of 1986, which, since the onset of the
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the recent debate on eurobonds. In 1997, António Guterres gained acceptance by the European Council
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Investment Fund could attract global surpluses to cofinance the investment-led recovery program that
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adviser to the first president of the European Central Bank (Wim Duisenberg), chief economist at Robeco

(Dutch asset manager), and head of IRIS (the research arm of Robeco and Rabobank for retail clients).
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Policies at the University of Peloponnese, and is head of the Parliamentary Budget Office at the Hellenic

Parliament. He has served as economic adviser to the Greek Ministry of Finance, the Greek Ministry of
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