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Trade Relations: 

Is Eurozone an Optimal Currency Area? 

Source: Krugman, Obstfeld, Melitz (2012) 



Factor Mobility: Labour 

Is Eurozone an Optimal Currency Area? 

Source: Krugman, Obstfeld, Melitz (2012) 



Diversification of Productive Structures(1): 

Is Eurozone an Optimal Currency Area? 
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Source: Botta (2014b) 



	
  	
   2006	
   2007	
   2008	
   2009	
   2010	
   2011	
   2012	
  

Dispersion	
  in	
  innovation	
  performances	
  (Theil	
  
index)	
   0,034	
   0,033	
   0,028	
   0,030	
   0,026	
   0,029	
   0,031	
  

“Within-­‐group”	
  difference	
   0,012	
   0,011	
   0,007	
   0,009	
   0,007	
   0,010	
   0,009	
  

(percentage	
  of	
  total)	
   (34%)	
   (33,3%)	
   (25,5%)	
   (28,9%)	
   (26,6%)	
   (34,7%)	
   (30,9%)	
  

“Between-­‐group”	
  difference	
   0,022	
   0,022	
   0,021	
   0,021	
   0,019	
   0,019	
   0,022	
  

(percentage	
  of	
  total)	
   (66%)	
   (66,7%)	
   (74,5%)	
   (71,1%)	
   (73,4%)	
   (65,3%)	
   (69,1%)	
  

	
  	
   2004-­‐2008	
   2008-­‐2012	
  

Beta	
  convergence	
   -­‐0,54	
   0,33	
  

Beta	
  convergence	
  (excl.	
  Greece)	
   	
  	
   	
  	
   	
  	
   -­‐0,004	
  

Is Eurozone an Optimal Currency Area? 
Diversification of Productive Structures(2): 

Source: Botta (2014b) 



Converging/diverging economic trends 

Is Eurozone an Optimal Currency Area? 
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Finance-led macroeconomic convergence/divergence(1): 

Is Eurozone an Optimal Currency Area? 
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Is Eurozone an Optimal Currency Area? 
Finance-led macroeconomic convergence/divergence(2): 

Source: Krugman, Obstfeld, Melitz (2012) 



Is Eurozone an Optimal Currency Area? 
Finance-led macroeconomic convergence/divergence(3): 
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Is Eurozone an Optimal Currency Area? 
Finance-led macroeconomic convergence/divergence(4): 

Source: Krugman, Obstfeld, Melitz (2012) 



“…the Stability and Growth Pact (SGP) did not succeed in securing fiscal 
discipline. Good economic times before the crisis were not used to achieve 
sustainable budgetary positions. Revenue windfalls were spent instead of being 
used to foster fiscal consolidation, violations of the deficit criterion were only 
slowly corrected and the debt criterion was largely ignored […] as a 
consequence, public fi nances of many euro area Member States were ill-
prepared when the financial crisis erupted in the summer of 2007(ECB, 
Monthly Bullettin, May 2012) ”. 
 
“…the lack of solidarity and discipline of some of the EMU states and the 
inability to find binding sanction-proven rules for public budget deficits and 
debt is the reason for the present problems (Kosters, 2009)” 
 
 

Is Eurozone an Optimal Currency Area? 
Who is to blame(1)? 



Is Eurozone an Optimal Currency Area? 
Who is to blame(2)? 

Public debt level and increase since 
2007 (% of GDP) 

Source: Wyplosz (2013) 

“It is striking that the crisis has hit countries that 
started out with debts in excess of 100% of GDP 
and/or experienced an increase of more than 25% 
in the debt/GDP ratio. Greece underwent both 
and was the first country affected. Where 
excessive demand has been supported by budget 
deficits, as in Greece and Portugal, the link is 
obvious, and so is the case of Italy that did not 
manage to significantly reduce its debt ratio for 
over well a decade. Where demand was 
supported by credit growth, as in Ireland and 
Spain, the link is subtler since both countries had 
been fiscally disciplined in the years leading in 
the crisis. This observation calls for extending 
the definition of fiscal discipline in a monetary 
union. Ireland and Spain were disciplined until 
their banks were in need of rescue. The ensuing 
massive bank bailouts directly increased the 
public debt….(Wyplosz, 2013)” 



Is Eurozone an Optimal Currency Area? 
Who is to blame? A country-specific perspective 

Greece 

Source: Hein, Truger and van Treeck (2011) 



Is Eurozone an Optimal Currency Area? 
Who is to blame? A country-specific perspective 

Portugal 

Source: Hein, Truger and van Treeck (2011)  



Is Eurozone an Optimal Currency Area? 
Who is to blame? A country-specific perspective 

Italy 

Source: Hein, Truger and van Treeck (2011) 



Is Eurozone an Optimal Currency Area? 
Who is to blame? A more country-specific perspective 

Spain and Ireland 

Source: Hein, Truger and  
              van Treeck (2011) 



Is Eurozone an optimal currency area? 
An international comparison of some macroeconomic data 

Botta (2014a) 



What does it happens in monetarily sovereign 
countries… 
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Some relevant institutional DETAILS 

Is Eurozone an Optimal Currency Area? 

Lack of a federal Government: “a full monetary and economic union is unattainable 
without a political union; and the letter pre-supposes fiscal integration and not just fiscal 
harminization […] it is a dangerous error to believe that monetary and economic union can 
precede a political union […] the creation of a monetary union and Community control over 
national budgets generates pressures wgich lead to a breakdown of the whole system it will 
prevent the development of a political union, not promote it (Kaldor, 1971)” 
 
“...economic sovereignty has several dimensions, two of them particularly relevant to the problem 
of managing aggregate demand and maintaining full employment. Fiscal and monetary policies 
must go hand in hand, and if there is to be an ‘optimal policy mix’, they should have the same 
domain. There should be a treasury, empowered to tax and spend, opposite each central bank, 
whether to cooperate with monetary policy or merely to quarrel with it (Kenen, 1969)”  
  

Lack of a full-fledged Central Bank: there is not a bank union with ECB acting as 
regulatory instituions and lender of last resort (Palley, 2011) 
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