
other periphery countries. Troubled banks then
request further government support to meet
capital adequacy requirements, which in turn
stresses the sovereign balance sheets.

Can the existential threats facing the
Eurozone be overcome? Several meaningful 
measures have recently been proposed and
adopted by member nations. Though true
fiscal policy integration is unlikely in the near
term, a fiscal compact under consideration
would establish long-term fiscal discipline
and possibly overcome the defects of the



By Brian T. Kench, Ph.D.

T



By Brian T. Kench, Ph.D.



by John Robert Stinespring, Ph.D.

The Olympics is not the only place to see 
extraordinary performances and the breaking
of long-held records this summer. This August 
marks the fourth consecutive one with an
unemployment rate in the U.S. above 8 percent, 





other periphery countries. Troubled banks then
request further government support to meet
capital adequacy requirements, which in turn
stresses the sovereign balance sheets.

Can the existential threats facing the
Eurozone be overcome? Several meaningful 
measures have recently been proposed and
adopted by member nations. Though true
fiscal policy integration is unlikely in the near
term, a fiscal compact under consideration
would establish long-term fiscal discipline
and possibly overcome the defects of the
much maligned Stability and Growth Pact. 
Additionally, the push to establish Eurozone
wide supervision of banking and a region-wide
depository insurance program under the aegis
of the ECB is critical. European leaders have
also rightly decided to replace the temporary

bailout fund (EFSF — European Stability and
Financial Stability Facility) with a permanent
bailout mechanism (ESM — European Stability
Mechanism; with access to €500 billion by July

2014) to facilitate recapitalization of troubled
banks in member states.

However, establishing region-wide
convergence in productivity and income
(thus reducing the likelihood of dangerous
and unsustainable internal imbalances) is still 
problematic. Without implementing significant
structural reforms aimed at reducing product
and labor market restrictions, the southern
periphery will find it difficult to attract
productivity enhancing investments. Absent
nominal exchange rate devaluation, relative
competitiveness can only be restored by
increasing product and labor market flexibility. 
Utilizing the crisis as an opportunity, troubled
peripheral economies should implement long
delayed structural reforms and enhance the
long-term stability of the currency union.

Write to Prof. Jayakumar at 
vjayakumar@ut.edu.
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