A BLEAK FUTURE FOR THE 'EURO'?

	SCENARIO


	INITIAL CONDITION
	CONSEQUENCES
	POLITICAL REPERCUSSIONS

	Fiscal

centralization
	EU proves not to be OCA:

Asymmetrical development of economic conjuncture between member states
	Fiscal centralization

(increased EU taxes + redistribution)
	Stronger political union, but without strong European identity among citizens or strong 'European' political parties  (  

serious risk of secession by adversely affected states



	Monetary

Discipline
	EU may be OCA  + avoid fiscal centralization, but backed by Stability Pact, ECB adopts 'tight' monetary policy
	'Draconian' labour market + social welfare reforms by national governments (blamed on EU / ECB)
	In absence of strong 'European' parties, such reforms likely to prove politically unacceptable  (  shift of electoral support to anti-EU protest + populist movements 

(  secession risks as above



	Loose

Money


	ECB proves subject to influence of national governments unwilling to tolerate monetary discipline or impose structural reforms


	ECB follows 'loose' monetary policy + inflation rates are higher (than is normal in Germany)
	High risk of rejection of EMU by German public + elites + of German withdrawal
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