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Experience of EMU

• The evolution of the European Monetary and Economic Union (EMU) had 
inspired regional monetary integration and even monetary unification in 
various parts of the world.

• EMU has been a considerable achievement. 

• However, Starting 2008, Europe had to deal with double crisis. The 
subprime crisis, which started in the United States, followed by the Euro 
sovereign debt crisis. 

• The Euro debt crisis highlighted the problems and tensions that inevitably 
arise within a monetary union 

• The adverse effects of the debt crisis is raising fears that monetary unions 
are inherently unsustainable, and possibly demotivating other countries 
that may have ambition of forming monetary unions.

• The objective of this presentation is to examine the experience of EMU 
and draw lessons for COMESA monetary integration programme.  
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Experience of EMU…

• From late 2009, fears of a sovereign debt crisis were evident
o As a result of the rising private and government debt levels 

o IMF reported in April 2012 that in advanced economies, the ratio of 
household debt to income rose by an average of over 30 percentage 
points to over 130 percent while the average government debt rose 
from 60% to over 90% of GDP.

o Wave of downgrading of government debt in some European states.

• In particular, Greece’s increasing financial problems in early 2010 marked 
the beginning of a previously inconceivable development of a sovereign 
debt crisis of a euro area country. 

• Confronted with a global economic recession in 2008, many countries in 
Europe instituted fiscal expansions to stimulate economic growth. 4



Fig 1: Public debt as % of GDP, 2007-2010 (Source: Eurostat)
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Experience of EMU…
• Market forces failed to signal concerns about fiscal sustainability at an early 

stage. 

• But reacted collectively and very abruptly, driving up risks premiums and 
financial costs of countries considered vulnerable. 

• In Greece for instance, 
o Data cheating
o Revelation of the true Greek fiscal situation 
o Abrupt market reaction - serious doubts on ability to repay

• This greatly affected Greece’s access to capital markets - impossible for the 
government to refinance itself
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Experience of EMU…

• Consequently – contagion effect  to other euro area countries 
through various channels including trade links, cross-border 
financial exposures, flight to quality, emergency reform-induced 
political instability and expectation effects.

• The notable challenges for Greece included: low labour 
productivity and structural and policy factors that inhibited labour
mobility; wage inflexibility; increase of unit labour costs; less 
competitive labour force; concentration of economic activities in 
few industries such as maritime shipping and tourism, high 
inflation and increase of indebtness and tax evasion.

• These problems were revealed through wider current account 
deficit. E.g see figure for 2010 current account deficits
o The domestic booms resulting from low interest rates and capital 

inflows, in conjunction with existing labour market rigidities, led to large 
wage increases in excess of productivity growth, triggering a loss in price 
competitiveness and thereby impairing export performance
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Experience of EMU…

Fig 2: Current Account Deficits 2010

• Curre
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Experience of EMU…

• Between November 2010 and August 2011, the crisis had spread to Ireland, 
Portugal, Spain and Italy - referred to as the (“PIIGS”)

• In Spain, the challenge was not high debt level but was as a result of bursting of 
the housing bubble, high unemployment and recession, resulting in high public 
finance expenditure.

• The challenge of Portugal and Ireland was the collapse of the banking sector. 

• In addition, Euro zone weak economic governance framework including weak 
surveillance and enforcement mechanism and the absence of rescue instruments, 
worsened the situation.

• Slow response further escalated the problem

• Response of providing capital and taking over bad assets also contributed 
substantially to growing government debt and further weakened sustainability of 
public finances

• Unfortunately, especially in the most affected countries, the strong increase in 
unemployment and the implied deterioration in public finances via automatic 
stabilizers have persisted, and the growth prospects still remain minimal. 
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Experience of EMU…
• In summary, the underlying causes of the Euro debt crisis were:

o Country-specific problems where in 
o Greece – unsustainable fiscal deficit and endemic corruption
o Ireland and Portugal – banking crisis
o Spain – burst of housing bubble

o Banking crisis fuelling sovereign debt crisis and vice versa
o Fiscal positions deteriorate from anticyclical policies

o Mispricing of risk and misallocation of capital
o EMU Centralised monetary policy but sovereignty of fiscal and economic 

policies - brought about a convergence of interest rates and increased capital 
inflow among euro area members. 

o Big drop in real interest rates in PIIGS after entry into the euro area and 
inflowing capital fuelled unsustainable developments (excessive credit and 
housing bubble)

o Imbalances in the euro area
o Reduced pressure for economic reform to improve competitiveness, as 

countries could easily finance their current account deficits through an 
abundance of capital inflows.

o Lack of coherent and credible crisis response by European governments
o No crisis resolution mechanism in place – the European Financial Stability 

Facility (EFSF) had to be created in midst of crisis 
o The EU did not have strong sanctions and this was proven when some member 

states violated the target for debt. Rules were not strong and were compounded by 
a weak mechanism of enforcement. 
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10-year government  bond yields (% per annum), October 1990 – December 
2011  - (Source: Eurostat)



Measures to stabilize the Euro Area
• Measures to stabilize the Euro area have entailed strengthening of financial 

market legislation, measures to enhance financial stability and non standard 
measures. Key among them includes:

o Creation of Euro Plus pact which aims at stability and credibility of 
reform commitments at the highest political level. Europlus pact will 
facilitate competitiveness and growth. 

• Creation of bilateral loans with the European Commission as the manager 
and further support from the IMF;

• New surveillance of macro-economic imbalance which aims at stability by 
improving competitiveness;

• Crisis management through European Financial Stability Facility - EFSF ( 
temporary) and the European Stability Mechanism - ESM (permanent), and 
European Semester;

• The ESM and EFSF are all subject to strict conditionalities and strict 
structural adjustments, and strengthened the enforcement of sanctions 
including automatism of the same. 12



Measures..
o Automatism entails semi-automaticity in sanctions which are easier to 

implement whereby the Council can only stop the implementation of sanctions 
against non-compliant members by a qualified majority. 

o The European semester is where by member states are required to consult the 
European Union for its opinion before adopting their budgets; 

o Macro-economic surveillance procedure in which a scorecard and thresholds 
are developed. 

o The European Commission (EC) analyses the fundamentals for the deficit levels 
in every member state and proposes the necessary structural reforms;

• Economic reforms that include:
o Reforms in taxation (eliminating deductions and fighting  tax evasion), 
o Pensions and welfare reforms (increase retirement age and  reform 

unemployment benefits), 
o Reforms in public procurement and labour markets reforms to enhance 

flexibility
o Financial sector reforms such as prudential regulation and 
o Public sector reforms such as reorganization of local government, privatization 

etc; 13



Measures..

• Strengthening of the  Stability and Growth pact (creation of new 
fiscal pact) through  the preventive and corrective arms and 
introduction of new fiscal  rules which include; 
o Introduction of national debt breaks  in their national  

Constitutions
o Introduced  obligations to reduce debt levels above 60 % of 

GDP by 1/20 every  year

• Provision of exit strategy in case of default;

• Sanctions to include political and sovereignty intrusions;
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Measures..

• Financial market legislation is addressing the 
following among others:
o Strengthening of supervisory framework and creation 

of European supervisory authority  for the  Financial 
Sector,  European Systemic Risk Board, a bank union, 
among others; 

o Extension of supervisory framework through new 
bodies such as European Supervisory authority,.

o Strengthening of the  Stability and Growth pact 
through  the preventive and corrective arms; 

o Reform the Eurostat (enhanced powers over data 
access) aimed at enhancement of surveillance and 
enforcement mechanisms. 
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Initial Indicative outcomes
• A number of countries have successfully exited the 

reform programme and are now a success story e.g.  
Ireland, Spain and Cyprus are among countries with the 
highest growth rates in Europe in 2015.

• Overall, EMU and the single currency brought real 
economic benefits including – saving foreign exchange 
costs, boosted cross border trade, reduced transaction 
costs and ensured price transparency, leading to greater 
competition and larger productivity gains, and higher 
economic growth and reduced poverty.

• The single currency also solved the problem of foreign 
exchange instability and currency turmoil, making 
monetary policy more effective
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Now Brexit - Likely Implications 
• The Eurozone and the EU will have critical decisions to make when 

dealing with Britain’s exit from the euro following Brexit vote on 23 
June 2016 and the ongoing migrantion crisis. 

• While those challenges play out, the survival of the EMU hangs in 
the balance.

• Although it may be too early to tell, the immediate implication of 
Brexit has been increased uncertainty and falling confidence: 
o The British pound depreciation against major international currencies 

to an all time low 
o The UK FTSE 100 have been having a bearish run
o There have been increased capital outflows
o Decline in FDI into Britain – postponed investment decisions
o Higher inflation (through exchange rate depreciation), high interest 

rates
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Now Brexit - Likely Implications ….
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• Trade in G&S of EU with UK have been stable but have started to fall
• COMESA trade with UK is also likely to decline in the medium term – need for new 

agreements



UK exports of financial services are large but have started 
to drop.

Exports of financial services, as a percentage of GDP1

EBOPS: extended balance of payments services (classification).

Source: OECD (2016), "Trade in services by partner country", in OECD International Trade and Balance of Payments
(database), April.
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Now Brexit - Likely Implications ….

• In Summary, the likely implications of Brexit may include the following:

• In the long term Brexit may lead to
o Skills deficits– effect of strict immigration policy
o Smaller work force 
o Decline in inward FDI
o Lower productivity
o Higher unemployment
o Fall in trade,  
o Increased in tariffs, 
o Increase in fiscal deficit
o Decline in GDP and welfare
o Possible isolation from the EU market on retaliation
o Possibility of more Exits from the EU and its disintegration  

• For COMESA, in the long term Brexit may lead to:
o Decline in FDI from Britain
o Increase in tariffs
o Fall in tourism revenue from Britain
o Delayed trade deals may shift focus to other destinations
o Diversification of exports – to meet other market needs
o Continued uncertainty, markets volatility and slower growth if the effects are wide spread20



Lessons for COMESA

• There are a number of important lessons from the EMU for COMESA
Monetary Integration programme. 

1) Satisfy conditions required for an optimum currency area (OCA)
o The most affected countries are the southern European 

countries that during the accession to the monetary union had 
not met OCA conditions

o Financial disturbances associated with capital flows do not 
necessarily become more symmetric under a MU. Even with a 
common monetary policy, its policy transmission mechanism 
and impact differ

o For COMESA, we need to ensure that countries satisfy 
preconditions (OCA) required for a smoothly functioning 
monetary union are met before moving to a regional currency. 
Continue with monetary integration programme to monitor 
minimum OCA conditions 21



Lessons for COMESA …

2. Macroeconomic convergence is important 
o A monetary union may not guarantee convergence. 

o Lack of economic convergence between the north rich European countries 
and the periphery poorer European countries, and the differences in their 
initial conditions that seemed not to support the entire region being an 
optimal currency area played a significant part in the crisis.   

o During the transition to the euro, the periphery countries experienced 
some temporary boast in economic growth following decline in interest 
rates. 

o However, this boast in growth was not sustainable because it was not 
supported by structural and institutional reforms required for investments 
driven growth. 

o Instead, adverse effects of destabilizing capital flows, relatively high 
inflation and none competitive growth, lead to the inevitable sudden 
stop. 

o For COMESA, some convergence of economic structures and levels of 
economic development need to be achieved before moving to deep 
regional monetary integration in order to avoid domestic distortions 
being amplified by a monetary union, leading to further divergence. 22



Lessons for COMESA …
3) Need for fiscal discipline is crucial. 
o Lack of fiscal discipline in some of the problem countries’ seems to have fueled 

the debt crisis and made it difficult to seek net fiscal transfers from the growing 
Euro Area countries. 

o COMESA member countries should not  be lulled into a false sense of budget 
complacency by the low long-term market interest rates at which they 
presently find themselves but instead implement appropriate fiscal reforms. 

o Considering the high proportion of some COMESA member countries budget 
deficits that is financed from abroad, they would be making serious policy 
mistakes not to pay heed to budget financing vulnerability.

4) Coordination and Harmonization of fiscal and monetary policies
o The experience of Europe indicate that it is difficult to  sustain monetary union 

of independent states without  the coordination and harmonization of fiscal 
and monetary policies. 

o Some currently argue that a currency union in the end amounts to some form 
of fiscal union. This understanding has led to a revision of the European 
economic governance framework - stricter rules and more immediate threats 
of financial sanctions. 

o Fiscal transfers as an element of a fiscal union, remains a highly contentious 
issue and faces considerable resistance in Europe. 

o For COMESA, it is better for institutional and procedural reforms affecting fiscal 
policy to precede the move to deep monetary integration rather than follow it23



Lessons for COMESA
5) Establishment of a single market for goods, capital, money and 
labour among members.  
• Financial market integration, the harmonization of legal systems, 

the creation of COMESA wide large value payment systems and 
security settlement, availability of COMESA wide statistics will be 
necessary before the launch of a common currency.

• For COMESA region, implementing and enlarging the COMESA
Customs Union, Free Trade Area and moving towards a COMESA
Common Market even if initially it may be by a few countries will be 
an important step towards labor market flexibility.

oMember countries should initiate structural and institutional 
reforms to encourage labor mobility across the sub-regions

o Leveraging on existing frameworks between neighboring 
countries and extending this to the sub regional level before 
the entire region create an understanding. Alternatively, 
African Union is working on a continental pass port in order 
to allow more people in the continent to move more freely.  24



Lessons for COMESA …

6) Labor market flexibility 
o Just before the debt crisis, Europe was hit by massive 

asymmetric shocks. The inability and reluctance of labour
to move from crisis countries to growing Euro Area 
countries resulted in high unemployment in these 
countries. 

o Wages have also not been flexible to accommodate 
asymmetric shocks even in absence of labor mobility. 
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Lessons for COMESA …

7) Importance of maintaining financial stability
o Decentralizing bank regulation within a monetary union can lead to 

competitive deregulation, blurred cross border supervision and lead to less 
competitive tendencies with the ultimate price being financial instability. 

o Tighten banking supervision shield’s economies against the risk of an unstable 
lending boom after forming a monetary union.

o Increasingly integrated banking system across Europe has brought to the fore 
the need for bank supervision and regulation at the level of a monetary union, 
together with common deposit insurance and a common resolution authority. 

o Provision of sufficient liquidity and an adequate capitalization of the banking 
sector as well as mechanisms to facilitate the liquidation of insolvent banks are 
key for maintaining financial sector stability.

o For COMESA, it is important to consider monetary unification only if unification 
of financial supervision and regulation is a component of the package - passing 
the responsibility for the supervision of financial markets to a regional 
authority.
o The starting point should be to encourage establishment and strengthening 

of supervisory colleges 26



Lessons for COMESA …
8) The need to have working strong institution to foster economic convergence 
and formal coordination of member countries economies

o The Euro debt crisis have shown that monetary unions will tend to be 
fragile if institutions are weak or non-existent (e.g. Data mis-reporting by 
Greece)

o Strong institutions battle the twin concerns of moral hazard and free rider 
problem, which is a natural outcome of monetary unions as member states 
strive to balance between national interests and the monetary union 
obligations. 

o For COMESA, the need to build strong institution will be paramount,  have 
high political commitment to ensure compliance with the fiscal rules. 
o The need to start setting up regulatory architecture to keep pace with 

financial integration is critical. Close cooperation of national regulators 
through supervisory colleges will be a good starting point.

o Consideration should be given  to a crisis prevention and resolution 
mechanism , and an effective surveillnce and monitoring mechanism 
e.g. strengthening the  COSWAP facility 
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Lessons for COMESA …
9) Need to be on the look out for excessive credit and housing bubble

o That excessive credit and housing market bubbles, whose bursting are at the core of 
Spain’s and Ireland’s present budget difficulties, can give rise to the need for massive 
fiscal retrenchment.

o Although this may not be an immediate concern for most COMESA member 
countries, excessive credit growth and expansion of the housing sector should be 
closely monitored as the regional economies grow and integrate.

10) Improve competitiveness
o All the reforms in Europe suggests that competitive economies are able to survive 

even difficult times. To improve competitiveness, there is need for economic reforms 
to start early, that will help members to become more resilient to external shocks 
going forward.

o There is need for a transition period to allow the member states reduce their debt to 
sustainable levels before the commencement of the strict rules on debt

11) Another highly relevant lesson from the European experience is how painful budget 
adjustment has been for the affected countries
o Being in the Euro has precluded member countries from the use of an independent 

monetary and exchange rate policy as an offset to the adverse impact of budget 
tightening on economic activity and employment leading to very painful adjustment 
in terms of high unemployment, economic recession and failing living standards 
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Lessons for COMESA …

12) Market confidence is critical  
o Market sentiment can change very rapidly shifting from shortsighted 

approaches to very acute forward-looking views. Potential 
vulnerabilities and contingencies can be very highly weighed. 

o Hence, transparency and clarity regarding the fiscal stance and the 
presentation of current and prospective policies are of paramount 
importance for COMESA member countries. 

o Rating agencies still remain important 

13) Avoid overburdening fiscal policy 
o Countries without debt or deficit problems at the beginning of the 

Euro crisis have complicated a great deal their budgetary positions 
by overburdening fiscal policies with multiple objectives:
o Restoring financial stability and clearing up of ailing banks: more private 

sector involvement should be considered. 
o Using of discretionary fiscal policies as a bad substitute for structural 

reforms.
o Excessive social protection against the inability to convey the need for long-

term fiscal sustainability of public finances.
o Although COMESA member countries are not in a debt crisis, 

individual member countries tackling over indebtedness should 
avoid such pit falls 29



Lessons for COMESA …
14) Gradual approach towards a Monetary Union

• COMESA member countries should pursue a gradual approach to monetary 
integration that allows for flexibility and room for adjustment 
o A gradual approach will also allow for a careful assessment of the benefits 

and costs of monetary union  (e.g. Benefits v/v systemic risk and regulatory 
challenges)

• Monetary Integration and Economic integration should move together. Full 
benefits of free movement of goods, services, people and capital can only be 
realized by eliminating exchange rate uncertainty and transaction costs of 
different currencies. High degree of policy coordination are needed for trade 
and common market policies. This will allow countries in the region attain real 
economic convergence as a pre-cursor to the regional single currency

• More importantly, a common political consensus expressing the desire to 
achieve, maintain and implement a monetary union must be a commitment by 
all participating countries. High level political commitment required for a 
monetary union will have been established and tested 30



Lessons for COMESA …

15) Avoid key EMU mistakes

• Check imbalance between Economic (no central budgetary authority; no effective 
coordination of economic policies) and Monetary (leaving ECB alone to address 
crisis effectively)

• Should have abundant faith in functioning, and disciplining effects, of markets 

• Single banking supervision and resolution: should have been introduced at start 

• Accepting States into currency union that were not ready 

• Ignoring consumers’ interest in cash changeover: perceived inflation ( expensive 
euro) – could have been addressed 

• Economic policy prescriptions (austerity before structural measures) was a 
mistake 31



Conclusion

• EMU has been a considerable achievement. Yet it remains fragile. 

• Even with vulnerability, EMU remains a viable project to take Europe to the next 
level. 

• Populism on the rise, which questions globalisation, cross border cooperation and 
international trade.

• Seems to challenge the corner stone of economic and monetary unions world over.

• The world is on crossroads, with benefits of globalizations (reduced poverty) on 
one hand and populism/nationalism on the other. The world must decide!!!

• COMESA needs deeper monetary integration and financial cooperation grounded 
on real economic integration of the regional economies.

• A gradual approach towards a Monetary Union ensuring macroeconomic 
convergence, establishment of strong institutions and high level political 
commitment is recommended.

32



END

33


