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"BLESSED iV he Zho e[pecWeWh noWhing," Vaid D.H. LaZUence, "foU he

Vhall noW be diVappoinWed." LaZUence mXVW haYe had Whe eXUo in mind. AfWeU

foXU VXmmiWV in 12 monWhV, a VolXWion Wo iWV pUoblemV UemainV elXViYe.

That is unsurprising given the problems' severit\. The\ form a trifecta: solvenc\,

as concerns continue mounting about the Club Med's abilit\ to repa\ its debts;

liquidit\, as default risks undermine confidence in euro]one banks; and

competitiveness, as the roots of southern Europe's crisis lie in low productivit\

and high labour costs compared with German\ and Europe's stronger economies.

To address these issues, euro]one leaders are likel\ to increase funding for

bailouts.

That ma\ mean bringing forward the European Stabilisation Mechanism,

intended to replace the European Financial Stabilit\ Fund in 2013, and defining

an increased role in bailouts for the European Central Bank and the International

Monetar\ Fund.

The enhanced IMF role, funded partl\ b\ the stronger euro countries, would

bring greater assurance that bailout funds would ultimatel\ be recovered, as the

IMF has absolute priorit\ over other claimants. The IMF also has a proven record

in imposing tough conditions on borrowers.

At the same time, leaders will endorse more stringent rules for the European

economies. As far as German Chancellor Angela Merkel is concerned, those

rules must include credible sanctions against countries that fail to compl\.
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FLQDOO\, WKHUH DUH SUHVVXUHV WR VWUHQJWKHQ WKH EXURSHDQ BDQNLQJ AXWKRULW\, DQG

DVVRFLDWH WR LW VRPH PHDQV RI UHVWUXFWXULQJ ZHDN EDQNV. TKH ECB'V ORRVHQLQJ,

ODVW TKXUVGD\, RI FROODWHUDO UHTXLUHPHQWV IRU EDQNV VHHNLQJ DFFHVV WR OLTXLGLW\

ZRXOG FRPSOHPHQW WKDW.

YHW WKHVH PHDVXUHV DUH XQOLNHO\ WR EH VXIILFLHQW. TKHUH VLPSO\ LVQ'W WKH ZLOO LQ WKH

VWURQJHU HXUR]RQH HFRQRPLHV WR EHDU WKH ILVFDO SDLQ EDLOLQJ RXW WKH COXE MHG

ZRXOG LQYROYH. MRUHRYHU, WKH IMF KDV VDLG LW ZLOO QRW FDUU\ PRUH WKDQ RQH-WKLUG

RI DQ\ EDLORXW'V RYHUDOO FRVWV. TKH FKDVP EHWZHHQ GHPDQGV DQG UHVRXUFHV

WKHUHIRUH UHPDLQV.

AV D UHVXOW, EXURSHDQ EDQNV ZLOO UHPDLQ KLJKO\ H[SRVHG WR COXE MHG GHEW,

ZHDNHQLQJ EDODQFH VKHHWV DQG FULSSOLQJ WKHLU OHQGLQJ. BXW JRYHUQPHQWV LQ

VRXWKHUQ EXURSH, ZKHUH EDQNV DUH PRVW H[SRVHG, GR QRW KDYH WKH IXQGV WR

UHFDSLWDOLVH WKHLU EDQNV, ZKLOH LQ WKH QRUWK WKHUH LV VWLOO D UHOXFWDQFH WR IXOO\

UHFRJQLVH ORVVHV DQG UHVWUXFWXUH EDQNV DFFRUGLQJO\.

AV IRU QHZ ILVFDO UXOHV, HYHQ LI JLYHQ WUHDW\ VWDWXV, H[SHULHQFH LQ 2002-05, ZKHQ

GHUPDQ\ DQG FUDQFH OHG LQ ZHDNHQLQJ H[LVWLQJ UXOHV, FDVWV GRXEW RQ WKHLU

HIIHFWLYHQHVV.

TZR IXUWKHU IDFWRUV DGG WR WKH SUREOHPV. FLUVW, GRPHVWLF SROLWLFDO FRQVWUDLQWV DUH

EHFRPLQJ HYHU PRUH ELQGLQJ. FUDQFH KDV SUHVLGHQWLDO HOHFWLRQV LQ ASULO, DQG

PUHVLGHQW NLFRODV SDUNR]\, ZKR WKH SRFLDOLVWV DFFXVH RI FDYLQJ LQ WR GHUPDQ\, LV

WUDLOLQJ EDGO\ LQ WKH SROOV. AV IRU GHUPDQ\, WKH EDLORXW LV VWUDLQLQJ WKH JRYHUQLQJ

FRDOLWLRQ, ZLWK WKH MXQLRU SDUWQHU, WKH FUHH DHPRFUDWV, LQFUHDVLQJO\

XQFRPIRUWDEOH ZLWK ULVNV WR GHUPDQ WD[SD\HUV. AQG, LQ WKH COXE MHG FRXQWULHV,

GRPHVWLF SROLWLFV LV LPSHGLQJ SURJUHVV ZLWK GHVSHUDWHO\ QHHGHG VWUXFWXUDO

UHIRUPV.

TKLV LV HVSHFLDOO\ WUXH LQ IWDO\, ZKHUH PULPH MLQLVWHU MDULR MRQWL'V ILVFDO

"PDQRHXYUH", UHOHDVHG RQ MRQGD\, HJUHJLRXVO\ IDLOV WR WDFNOH VWUXFWXUDO

LPSHGLPHQWV WR IWDO\'V HFRQRPLF JURZWK.

SHFRQG, UHODWLRQV EHWZHHQ WKH HXUR]RQH DQG WKH UHVW RI WKH EXURSHDQ UQLRQ DUH

LQFUHDVLQJO\ IUDXJKW. SDUNR]\ ZRXOG EH KDSS\ WR VHH BULWDLQ VLGHOLQHG. BXW

GHUPDQ\ QHHGV BULWDLQ WR FRXQWHU FUHQFK LQWHUYHQWLRQLVP, DQG ZRUULHV DERXW

PDUJLQDOLVLQJ WKH EU'V HDVWHUQ IULQJH. YHW DQ\ EU-ZLGH VROXWLRQ ZRXOG EH HYHQ
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more comple[ and uncertain than one involving solel\ the euro]one, forcing a

euro]one-onl\ solution that further fractures the EU. So onl\ those e[pecting

nothing are likel\ to be satisfied this Christmas.


