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Trichet confirmed that the Greek 
budgetary crisis would only need 
to be resolved at a domestic level. 
Unfolding events have clearly 
spoken otherwise. 

Ireland said it did not need 
help at the end of 2010 too, but 
shortly afterwards was forced to 
negotiate a €85bn bailout fund. 
Portugal’s José Sócrates tried to convince the mar-
kets that his country could pull through on its own, 
and now even Spain finds itself in exactly the same 
situation, complicated further because its banks are 
already in receipt of European Union aid. 

One major problem with the creation of the 
euro was that the financial integration was not 
accompanied by political integration and it did 
not have a safety net. If there was the slightest 
asymmetrical shock in a eurozone country, there 
was always the risk that capital would rapidly 
disappear from that country.

The other more recent problem is the absence of 
a political consensus on the euro’s irreversibility. 
An increasing number of European officials appear 
willing to sacrifice Greece to save other eurozone 
countries. The Finnish Foreign Minister recently 
warned his country to prepare for the disintegration 
of the euro. Euro sceptics can also be found in 
Germany, where the debate over the merits of 
Greece staying in the European Monetary Union 
is intensifying – and increasingly, the fate of other 
peripheral countries has become a talking point too.

It is high time European governments acted 

decisively in order to achieve 
greater integration. They must 
no longer be seen running 
behind the curve and they 
must stop fuelling the euro’s 
instability by fostering political 
instability. 

Mr Draghi says that he will 
do whatever it takes to bring 

down the premiums slapped on peripheral debts. It 
is still not clear how he will achieve this, but ideas 
are plenty. For instance, there could be new Very 
Long-Term Refinancing Operations (VLTROs) or an 
extension on previous VLTROs, reactivation of the 
Securities Markets Programme (SMP), unlimited 
bond purchases to impose a ceiling on Italian BTP 
and Spanish Bono yields, or perhaps a concentration 
of purchases at the short end of the curve. There are 
some positive signs towards the creation of a banking 
union, but progress remains far too cautious. 

The ECB still enjoys a fair amount of credibility, 
and Mr Draghi has succeeded in calming the mar-
kets because of this. But if the central bank’s next 
measures, due to be announced this month, fall 
short of expectations, and if the markets realise the 
central bank does not have the resources to see its 
ambitions through, the bull run enjoyed by the 
markets this summer (20% rally staged by equity 
markets, contraction of intra-EMU government 
bond spreads) could give way to a more bearish 
spell. In the short term, the ball is in the ECB’s court.

Rene Defossez is fixed income strategist at Natixis.
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There is undeniable tension within the European 
Central Bank and across eurozone governments 
in relation to the euro. With this in mind, perhaps 
ECB president Mario Draghi was right to convince 
the markets the euro remains irreversible – even 
though he risked fuelling further uncertainty by 
doing so, due to the lack of political consensus. 

Indeed, while the euro’s irreversibility is still 
enshrined in treaties, today’s markets are not par-
ticularly convinced. All of the risks neutralised by 
the creation of the euro (e.g currency, liquidity and 
solvency) have resurfaced, resulting in wider intra-
Economic and Monetary Union (EMU) spreads and 
bid-ask spreads for peripheral debts. 

Looking back on events, it is easy to forget euro-
zone leaders’ statements over the past two years, 
solemnly declaring their countries would not seek 
help from their European partners. In January 
2010, George Papandreou announced that Greece 
did not need bilateral loans, and Jean-Claude 
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