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I am honoured, proud and moved by this special distinction bestowed upon me
today. Especially that you made this decision on the 50th anniversary of your
university. My emotion is even greater since I have always sympathised with
Borussia Dortmund, and of course – like almost all Germans and Poles, I am
much more interested in football than politics. Ich bin ein Dortmunder –
every typical Polish football fan might say without hesitation. I don’t know
if you know that from the Poles – past and present – who have played for
Borussia, you could make up quite a decent first eleven. Few today remember
that Dortmund has been not only Piszczek, Lewandowski, Błaszczykowski, but
also Ebi Smolarek or, in the older days, Heinz Kwiatkowski, Kapituliński,
Schlebrowski, Kelbassa, Michałek and Niepekło. This is why today I am happy
together with you: that you are top of the league, that you have won the
Revierderby and that you are a whole 9 points above, well… you know who!

Stop! – my wife would shout, if she were here, as she always repeats that I
shouldn’t reduce my whole life to football. But I started off with football
not only because I am crazy about it. To be honest, I always dreamt of a
career as a football player, not a politician, but I simply lacked the
talent. However, I have played long enough as an amateur, and I have been
involved long enough as a fan of my beloved club, Lechia Gdańsk (by the way,
we also won our derby and are also league leaders!), to understand the
phenomenon and significance of the emotions that come with tribal conflicts,
the phenomenon of the brutal division between “us” and “them”. A division in
which thinking is replaced by feelings, where rational arguments give way to
myths, symbols and colours – tribal colours, club colours or national
colours, and where the leader is more important than views and values. I have
experienced how easy it is to fall into the trap of simplified identity,
built on the negation of other communities. Other – and therefore alien, and
therefore hostile. The division between “us” and “them” justifies the worst
emotions, including hatred and contempt. As a very young man, I fell into
this trap more than once, and I must admit that I wasn’t the best-behaved of
boys. I observed from close-up the process (in fact, I took part in it) of
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spreading certain behaviours from the stadium to the street, from sport to
politics. And a lot of time had to pass, before I understood that the job of
every individual in the public sphere, in politics and in social life, is to
avoid, or at least limit, conflict and violence.

It wasn’t an easy process. I remember that, back in the eighties, when we
came out into the streets to demonstrate against the communists, and fight
with the police, I rebelled, deep in my heart, against the words of the
Polish Pope: “overcome evil with good”. Because to overcome – I thought – was
to defeat and destroy the opponent. And that the only sensible answer to
violence, is violence. It turned out, however, that real victory means not
giving in to this logic. The experience of Polish Solidarność, my experience
– similarly to the beautiful stories of Ghandi, Mandela and others – has
shown that you can win by rejecting the tragic, truly devilish alternative:
either “us” or “them”. Because if we don’t reject it, as Timothy Snyder has
noted, the first and most important matter in politics becomes the question:
“who are we, and who are they?” rather than: “what is the world like and what
we can do about it?” When we accept that politics is about “us and them”,
only about “us and them”, we also accept that fear and anxiety form the basis
of politics. Some think that such emotions can be the source of their power;
the truth is that when we surrender to them, we become – against our will –
an easy and malleable material in the hands of potential autocrats. I can see
this – in all its clarity – in Europe today. Please don’t ask me about names,
because I won’t say them anyway – and besides, you know full well who I’m
talking about.

The informal anthem of Solidarność used to be a song called Prayer at Sunrise
by Natan Tenenbaum, a Polish Jew, who had to flee Poland as a result of the
anti-Semitic campaign unleashed by the communist government exactly 50 years
ago, when your university was being founded. We sang the lyrics:

“Oh Lord, deliver me from contempt, and from hatred shield me God”, slowly
learning the real meaning of these words. The fact that millions of people
believed in these words, and thousands believed that you can fight without
resorting to violence, became our first, and most important, gateway to
Europe.

Because the European Union – the way I understand it – is founded on positive
thinking and positive values. There would not be our Europe – and there will
not be our Europe – without reconciliation, without solidarity and without
mutual respect.

You don’t need to graduate in engineering or architecture from the Technical
University of Dortmund to understand that in politics, bridges are more
important than walls, though we know how much easier and faster it is to
raise a wall, than to build a bridge. I am convinced that this is the reason
why you have taken the trouble of studying: to avoid the temptation of
simplifying and cutting corners. That in the spiritual, but also the
political dimension, you will always be builders of bridges, and not walls.

Once again, I would like to thank you very much for this distinction and
beautiful laudation. Listening to a laudation about yourself is always the



most pleasant part of such ceremonies. For a moment, you can believe that you
are much better than you really are. And, please allow me, dear friends, to
accept today not only the noble title of honoris causa doctorate, but also to
uphold the maxim of your first ever honorary laureate, president Johannes
Rau: “To reconcile, not divide”. Thank you.
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UN Climate talks: EU plays
instrumental role in making the Paris
Agreement operational

The Paris rulebook will enable the Parties to the Paris Agreement to
implement, track and progressively enhance their contributions to tackling
climate change, in order to meet the Agreement’s long-term goals.

Commissioner for Climate Action and Energy Miguel Arias Cañete said: “In
Europe, and working united as Europeans,we have reached a balanced deal on
the rules to turn the ParisAgreement into action.TheEU played an instrumental
role in reaching this outcome, working withallies from both developed and
developing countries and with major economies, in particular China, to raise
ambition and strengthen global efforts to fight climate change. We have
responded to the urgency of science by acknowledging positively the IPCC
special report on global warming of 1.5°C. This wasakey ask for the EUand its
allies. The Paris rulebook is fundamental for enabling and encouraging
climate action at all levels worldwide – and success here also means success
for multilateralism and the rules-based global order. The EU will continue to
lead by turning our commitments into concrete action,leaving on one behind in
the transition to a climate-neutral future;and inspiring other countries to
make this necessary transition. I would like to thank Minister Kurtyka and
the Polish COP Presidency for a job well done, and to Minister Köstingerand
her teamfrom the Austrian Presidency for helping the EU stay united and
leading.”

EU action

The EU’s nationally determined contribution (NDC) under the Paris Agreement
is to reduce greenhouse gas (GHG) emissions by at least 40% by 2030 compared
to 1990, under its wider 2030 climate and energy framework. All key
legislation for implementing the 2030 emissions target has already been
adopted, including the increased EU’s 2030 targets on renewable energy and
energy efficiency – which if fully implemented could lead to an EU GHG
emissions cut of some 45% by 2030, the Commission has estimated – as well as
the modernisation of the EU Emissions Trading System and 2030 targets for all
Member States to cut emissions in sectors such as transport, buildings,
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agriculture and waste.

Back in November 2016 – just before the Paris Agreement entered into force –
the Commission presented the Clean Energy for All Europeans Package, aimed at
setting the most advanced regulatory framework that will make the European
energy sector more secure, more market-oriented and more sustainable.
We acknowledge that this transition is going to be more difficult for some
regions than others – notably those regions, where the economy is based on
coal production.
The Commission, together with these legislative proposals, outlined a special
initiative to work with coal and carbon-intensive regions in transition so
that they can also benefit from the clean energy transition. The clean energy
transition is a transition for all Europeans and its socio-economic impacts
must be carefully managed.

EU ambition also goes beyond 2030. Following the invitation by the EU
leaders, the Commission on 28 November presented a strategic long-term
vision for a prosperous, modern, competitive and climate-neutral European
economy by 2050.

The strategic vision, which follows wide stakeholder consultation and takes
into account the recent IPCC special report on 1.5°C, is an ambitious vision
for ensuring a prosperous, modern, competitive and secure economy, providing
sustainable growth and jobs and improving the quality of life of EU citizens.

The strategic vision, which the Commission presented to global partners at
COP24, will kick-start an EU-wide debate which should allow the EU to adopt a
long-term strategy and submit it to the UNFCCC by 2020. To this end, the
European Council invites the Council to work on the elements outlined in the
Communication.

The EU also remains committed to the collective global goal to mobilise USD
100 billion a year by 2020 and through to 2025 to finance climate action in
developing countries, from a variety of public and private sources. In 2017,
the EU, its Member States and the European Investment Bank together provided
a total EUR 20.4 billion in climate finance, around a 50% increase from 2012.

Key outcomes

The Paris Agreement rulebook contains detailed rules and guidelines for
implementing the landmark global accord adopted in 2015, covering all key
areas including transparency, finance, mitigation and adaptation.

Key COP24 outcomes include:

The first ever universal system for the Parties to track and report
progress in climate action, which provides flexibilities to those
countries that genuinely need it. This will inspire all Parties to
improve their practices over time and communicate the progress made in
clear and comparable terms.
A good, consensual outcome on adaptation issues. The Parties now have
guidance and a registry to communicate their actions as regards to
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adapting to the impacts of climate change.
As to the global stocktake process, the next moment to review collective
action, which the EU considered vital for the Paris Agreement, the
result provides a solid basis for further elaboration on the details of
the process. The global stocktake will invite Parties to regularly
review progress and the level of ambition based on the latest available
science.
Finally, with the decisions on finance and technology, there is now a
solid package that the EU trusts will provide reassurances to our
partners on our commitment to continued global solidarity and support.

Background

The 24th Conference of the Parties to the UN Framework Convention on Climate
Change (UNFCCC) – ‘COP24′ – took place from 2-14 December in Katowice,
Poland, presided over by the Polish government. It brought together ministers
and government officials, as well as a wide range of stakeholder
representatives.

The Paris Agreement, adopted in December 2015, sets out a global action plan
to put the world on track to avoid dangerous climate change by limiting
global warming to well below 2°C above pre-industrial levels and pursuing
efforts to limit the temperature rise to 1.5°C. It entered into force on 4
November 2016. 195 UNFCCC Parties have signed the Agreement and 184 have now
ratified it.

 

Read more:

Paris Agreement

Long-term vision for a prosperous, modern competitive and climate neutral
economy by 2050

European Council Conclusions 13-14 December 2018

UN Climate talks: EU plays
instrumental role in making the Paris
Agreement operational

The Paris rulebook will enable the Parties to the Paris Agreement to
implement, track and progressively enhance their contributions to tackling
climate change, in order to meet the Agreement’s long-term goals.
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Commissioner for Climate Action and Energy Miguel Arias Cañete said: “In
Europe, and working united as Europeans, we have reached a balanced deal on
the rules to turn the Paris Agreement into action.The EU played an
instrumental role in reaching this outcome, working with allies from both
developed and developing countries and with major economies, in particular
China, to raise ambition and strengthen global efforts to fight climate
change. We have responded to the urgency of science by acknowledging
positively the IPCC special report on global warming of 1.5°C. This was a key
ask for the EU and its allies. The Paris rulebook is fundamental for enabling
and encouraging climate action at all levels worldwide – and success here
also means success for multilateralism and the rules-based global order. The
EU will continue to lead by turning our commitments into concrete
action, leaving no one behind in the transition to a climate-neutral
future; and inspiring other countries to make this necessary transition. I
would like to thank Minister Kurtyka and the Polish COP Presidency for a job
well done, and to Minister Köstinger and her team from the Austrian
Presidency for helping the EU stay united and leading.”

EU action

The EU’s nationally determined contribution (NDC) under the Paris Agreement
is to reduce greenhouse gas (GHG) emissions by at least 40% by 2030 compared
to 1990, under its wider 2030 climate and energy framework. All key
legislation for implementing the 2030 emissions target has already been
adopted, including the increased EU’s 2030 targets on renewable energy and
energy efficiency – which if fully implemented could lead to an EU GHG
emissions cut of some 45% by 2030, the Commission has estimated – as well as
the modernisation of the EU Emissions Trading System and 2030 targets for all
Member States to cut emissions in sectors such as transport, buildings,
agriculture and waste.

Back in November 2016 – just before the Paris Agreement entered into force –
the Commission presented the Clean Energy for All Europeans Package, aimed at
setting the most advanced regulatory framework that will make the European
energy sector more secure, more market-oriented and more sustainable.
We acknowledge that this transition is going to be more difficult for some
regions than others – notably those regions, where the economy is based on
coal production.
The Commission, together with these legislative proposals, outlined a special
initiative to work with coal and carbon-intensive regions in transition so
that they can also benefit from the clean energy transition. The clean energy
transition is a transition for all Europeans and its socio-economic impacts
must be carefully managed.

EU ambition also goes beyond 2030. Following the invitation by the EU
leaders, the Commission on 28 November presented a strategic long-term
vision for a prosperous, modern, competitive and climate-neutral European
economy by 2050.

The strategic vision, which follows wide stakeholder consultation and takes
into account the recent IPCC special report on 1.5°C, is an ambitious vision
for ensuring a prosperous, modern, competitive and secure economy, providing
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sustainable growth and jobs and improving the quality of life of EU citizens.

The strategic vision, which the Commission presented to global partners at
COP24, will kick-start an EU-wide debate which should allow the EU to adopt a
long-term strategy and submit it to the UNFCCC by 2020. To this end, the
European Council invites the Council to work on the elements outlined in the
Communication.

The EU also remains committed to the collective global goal to mobilise USD
100 billion a year by 2020 and through to 2025 to finance climate action in
developing countries, from a variety of public and private sources. In 2017,
the EU, its Member States and the European Investment Bank together provided
a total EUR 20.4 billion in climate finance, around a 50% increase from 2012.

Key outcomes

The Paris Agreement rulebook contains detailed rules and guidelines for
implementing the landmark global accord adopted in 2015, covering all key
areas including transparency, finance, mitigation and adaptation.

Key COP24 outcomes include:

The first ever universal system for the Parties to track and report
progress in climate action, which provides flexibilities to those
countries that genuinely need it. This will inspire all Parties to
improve their practices over time and communicate the progress made in
clear and comparable terms.
A good, consensual outcome on adaptation issues. The Parties now have
guidance and a registry to communicate their actions as regards to
adapting to the impacts of climate change.
As to the global stocktake process, the next moment to review collective
action, which the EU considered vital for the Paris Agreement, the
result provides a solid basis for further elaboration on the details of
the process. The global stocktake will invite Parties to regularly
review progress and the level of ambition based on the latest available
science.
Finally, with the decisions on finance and technology, there is now a
solid package that the EU trusts will provide reassurances to our
partners on our commitment to continued global solidarity and support.

Background

The 24th Conference of the Parties to the UN Framework Convention on Climate
Change (UNFCCC) – ‘COP24′ – took place from 2-14 December in Katowice,
Poland, presided over by the Polish government. It brought together ministers
and government officials, as well as a wide range of stakeholder
representatives.

The Paris Agreement, adopted in December 2015, sets out a global action plan
to put the world on track to avoid dangerous climate change by limiting
global warming to well below 2°C above pre-industrial levels and pursuing
efforts to limit the temperature rise to 1.5°C. It entered into force on 4
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November 2016. 195 UNFCCC Parties have signed the Agreement and 184 have now
ratified it.

 

Read more:

Paris Agreement

Long-term vision for a prosperous, modern competitive and climate neutral
economy by 2050

European Council Conclusions 13-14 December 2018

Mario Draghi: Europe and the euro 20
years on

Speech by Mario Draghi, President of the ECB, at
Laurea Honoris Causa in Economics by University of
Sant’Anna, Pisa, 15 December 2018
Next month, we will celebrate the 20th anniversary of the launch of the euro.

The two decades in which the euro has existed have perhaps been exceptional.
The first was the culmination of a 30-year upswing in the global financial
cycle, while the second saw the worst economic and financial crisis since the
1930s. But, exceptional as they were, these two periods can teach us some
useful lessons about what still needs to be done.

Monetary Union has succeeded in many ways, but it has not delivered the gains
that were expected in all countries. This is partly the result of domestic
policy choices and partly the result of Monetary Union being incomplete,
which led to insufficient stabilisation during the crisis.

The way ahead, therefore, is to identify the changes that are necessary to
make our Monetary Union work for the benefit of all member countries.

We need to make these changes as soon as possible, but we also need to
explain why they are important to the people of Europe.

The rationale for one market, one money
The Single Market is often seen simply as an expression of the globalisation
process, which over time has even eliminated exchange rate flexibility. But
the Single Market and globalisation are not the same thing.
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Globalisation has led to higher overall welfare for all economies, and for
emerging markets in particular. But it is now clear that the rules that
accompanied this process were not sufficient to prevent it from causing
severe distortions. Open markets have heightened economic insecurity for
people exposed to intensified competition, and added to their sense of being
“left behind” in a world where the great wealth created has been concentrated
in a few hands.

From the outset, however, the Single Market was designed to reap the benefits
of openness while also tempering its costs for the most vulnerable; to
promote growth while protecting the people of Europe from the injustices of
untrammelled free markets. This was undoubtedly also the vision of Jacques
Delors, the architect of the Single Market.

The Single Market was conceived during a period of weakness in the European
economy. Annual growth had averaged just 2.2% from 1973 until 1985 in the 12
countries that would go on to form the euro area[1], down from 5.3% between
1960 and 1973. Growth potential had also fallen from about 5% per year at the
beginning of the 1970s to around 2% per year by the beginning of the
following decade.

The typical response of governments to low growth was to increase fiscal
deficits. From 1973 to 1985, public deficits in the euro area 12 averaged
3.5% of GDP, while in Italy the average was 9% of GDP. Unemployment rose from
2.6% in 1973 to 9.2% in 1985 for the euro area 12. In Italy, it climbed from
5.9% to 8.2% over the same period.

But the EU had a powerful tool at its disposal to raise growth: the common
market. 

One reason that growth potential had decelerated was that intra-EU trade
growth had stalled in the early 1970s, because the common market covered
mainly intermediate goods where growth was already saturated. Trade in
sectors with high R&D and skill content was restricted by non-tariff
barriers, preventing productivity spillovers.[2]

The Single Market offered a way to remove these barriers, reverse the decline
in economic potential, and bring more people back into work.

Yet the Single Market was never just about this. It also aimed to protect
people from some of the costs of the changes that would inevitably arise.
This, in turn, would create a more favourable political environment for
advancing the process of European integration, following the setbacks of the
1970s.

Unlike the wider process of globalisation, the Single Market allowed Europe
to impose its values on economic integration – to build a market that, to the
extent possible, was free but just. Product rules could be used to protect
consumers from lax standards in other countries, and protect producers from
unfair competition. And production rules could be used to protect workers by
putting a floor on “social dumping” and upholding labour standards.
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This is why the launch of the Single Market agenda in the mid-1980s went hand
in hand with a strengthening of common rule-making in the EU and of powers of
judicial review. The opening of markets was accompanied by the creation of a
strong European authority to safeguard fair competition; product standards
became tighter, with the introduction of the geographical indication
protections for specific foods, for example. And safeguards central to the
European social model were progressively embedded in EU law, in areas where
the EU had the power to act.

The Charter of Fundamental Rights has prevented a “race to the bottom” in
terms of workers’ rights. Legislation was adopted to curtail unfair labour
practices, such as the revision of the Posted Workers Directive this year. EU
legislation also protects those in less secure employment. One example is the
Directive on part-time work in 1997, which sought equal treatment for part-
time and fixed-term employees. Last year the EU institutions endorsed the
European Pillar of Social Rights to support equal opportunities and access to
the labour market, fair working conditions, social protection and inclusion.

EU legislation has not led to a complete harmonisation of labour protections
across Europe. But it has meant that the gap in labour standards across
countries has gradually narrowed, even as lower-income countries have joined
the EU. Research finds a process of upward convergence in significant areas
of social expenditure in the EU since 1980, although this has tailed off in
recent years.[3] The same cannot be said at the international level.

But the Single Market required greater exchange rate stability than a free
trade area, and this resulted in significant trade-offs for economic policy.
These were well-articulated by Tommaso Padoa-Schioppa in his famous
“inconsistent quartet”.[4] If European countries wanted to have the benefits
of managed open trade, they could not simultaneously have capital mobility,
independent monetary policy and fixed exchange rates.

Governments initially responded to this conundrum by maintaining fixed
exchange rates and introducing capital controls on short-term flows, which
allowed a degree of monetary policy autonomy. But as financial integration
deepened and capital controls were progressively eliminated during the 1980s,
fixed exchange rates became unsustainable.

Due to the international financial storms raging at the time, the countries
that had pegged their currencies to the Deutsche Mark (DM) within the
European Monetary System (EMS) had to periodically decide either to maintain
an independent monetary policy and devalue, or to maintain parity with the DM
and lose any sovereignty over their monetary policy.

Given the frequency with which policymakers had to make these decisions, some
countries lost both the benefits of exchange-rate stability and their
monetary policy independence. The social costs were high. This process came
to an end with the ERM crisis in 1992-3, when it ceased to be credible for
countries entering a recession to follow German interest rate rises.

At the same time, devaluing repeatedly was becoming incompatible with the
deep Single Market that countries were trying to build.
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Indeed, the prevailing view on devaluations was captured well by Nobel
laureate Robert Mundell, who developed his theory of optimal currency areas
in the belief that, “I could not see why countries that were in the process
of forming a common market should saddle themselves with a new barrier to
trade in the form of uncertainty about exchange rates”.[5] Exchange rate
flexibility would have undermined the Single Market in two ways.

First, it would have weakened incentives for firms to raise productivity,
because they could have lifted competitiveness – if only temporarily – by
devaluing rather than increasing output per head.[6] Yet Europe had witnessed
time and again that such actions did not lead to lasting welfare gains.

From the launch of the EMS in 1979 to the ERM crisis in 1992, the Italian
lira was devalued seven times against the DM, losing around half of its value
cumulatively vis-à-vis the German currency. Yet average annual productivity
growth[7] in Italy was lower than in the euro area 12 over this period,
Italy’s GDP growth rate was roughly the same as that of its European peers,
and its unemployment rate went up by 1.3 percentage points. At the same time,
consumer prices in Italy grew cumulatively by 223%, compared with 103% in the
euro area 12.[8]

Second, support for the Single Market would be undermined in the long run if
firms that did invest in raising productivity could be deprived of some of
the benefits by “beggar-thy-neighbour” behaviour through competitive
devaluations in other countries. Open markets would not have lasted.

Europe had experienced the problems created by exchange rate flexibility in
the 1960s with the common agricultural market. Absent a single currency, the
common agricultural policy was based on prices quoted in units of account.
But successive currency crises, in particular a revaluation of the DM and a
devaluation of the French franc in 1969, jeopardised trust in the market, as
the farmers affected demanded compensation for their losses.

The issue was smoothed over by introducing monetary compensatory amounts to
mitigate sudden changes in farm prices caused by abrupt adjustments in
exchange rates. But the system proved difficult to implement and sustain as
it was virtually impossible to avoid distortions of production and trade,
which poisoned intra-Community relations.[9]

So, faced with an “inconsistent quartet” of policy choices, a single currency
provided, at least in principle, a way to resolve them. It would allow
countries to maintain stable exchange rates and therefore benefit from
openness within the Single Market, while managing as far as possible its
costs.

Not all countries that had joined the Single Market also joined the euro, of
course. Some countries, such as Denmark, pegged their exchange rates to the
euro. For other countries, the Single Market represented the gateway to the
euro. Five additional countries[10] joined the euro in its first decade and
three more in its second, but other smaller economies have stayed out so far.

Finally, there is the United Kingdom, the only large economy inside the
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Single Market that chose to stay out of the euro area. The United Kingdom is
a particular case, not only for political reasons but also for structural
reasons, such as the relatively low exchange rate pass-through it had in the
past.[11]

The benefits of one market, one money today
We should consider what gains have been made as a result of having one market
with one money.

With the euro protecting the Single Market, trade growth has increased, with
intra-EU exports rising from 13% of EU GDP in 1992 to 20% today. Intra-euro
area trade has risen both in absolute terms and as a share of total trade
with advanced economies[12], even as emerging market economies have entered
the global market. Foreign direct investment (FDI) flows within Europe have
also grown[13], with inflows from the rest of the EU to Italy increasing by
36% from 1992 to 2010.[14]

Behind the growth of intra-EU trade lies perhaps an even more important
development, which is the much closer intertwining of European economies
through the deepening of value chains. Since the start of the 2000s, supply
chain linkages between countries within the EU have intensified at a faster
pace and were more resilient during the crisis, compared with their supply
chain linkages with countries outside the Single Market.[15]

The removal of customs barriers as part of the Single Market agenda has
facilitated multiple border crossings during the production process. Europe-
wide standards have boosted intra-EU value chains by providing more certainty
for firms about the quality of production in other countries and encouraging
the fragmentation of the production process that is typical of value
chains.[16] And the single currency has further enhanced the process by
eliminating the costs of foreign exchange payments and settlements and of
hedging exchange rate risk.

Participation in these value chains has brought gains for all countries,
especially in terms of productivity spillovers. The imported inputs used in
value chains generate a tangible boost to productivity.[17] And higher
productivity in turn leads to higher wages. Integration within value chains
is associated with an increase in hourly compensation for all skill
groups.[18]

Moreover, integrating into value chains has improved risk-sharing among
European countries, since it has allowed the gains (and losses) of trade with
the rest of the world to be more evenly spread. Within the EU, close to 20%
of export-supported jobs are located in a country other than the one that
exports the final product.[19]

Around half a million Italian workers are involved in the production
processes of companies located in other EU countries that export to the rest
of the world.[20] Italian firms themselves participate strongly in global
value chains and this is positively associated with labour productivity.[21]
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It is often this link to value chains that allows in particular the SMEs that
are so typical of Italy’s manufacturing sector to survive and grow. In a
world that is increasingly dominated by scale, this permits Italy to retain
one of its fundamental characteristics. Italy, through the Single Market and
the single currency, is deeply integrated into the European production
process.

The closer intertwining of European economies has had two significant effects
on exchange rate relationships for euro area countries

First, the cost of not being able to devalue within Monetary Union has
fallen. ECB analysis finds that misalignments of real effective exchange
rates are smaller – albeit more persistent – for euro area countries than
those between advanced economies or countries linked by pegged exchange
rates, and these misalignments have actually become smaller in the second
decade of EMU relative to the first decade.[22]

At the same time, value chains have blunted the short-run benefits of
competitive devaluations.[23] Since exports contain a greater share of
imports, any boost to external demand associated with a hypothetical
devaluation is now offset by higher input costs from imported intermediates.
As a result, participation in value chains has been found to reduce the
responsiveness of export volumes to movements in the exchange rate.[24]

So, any country hypothetically looking to devalue to regain competitiveness
would have to do so to a much larger extent than was necessary in previous
decades. And devaluations of such size would not only threaten the existence
of the Single Market. They would also result in a substantial loss of welfare
within the country carrying out the devaluation owing to the greater negative
impact it would have via higher import prices. And studies on non-EU
countries suggest that the welfare loss would be greatest for the poorest in
society, since poorer households tend to spend a larger share of their income
on tradeable goods than richer households.[25] This is also typically the case
in euro area countries.

But does being outside the euro provide additional benefits in terms of
monetary policy sovereignty? This is not so obvious.

First, the single currency has actually allowed countries to regain monetary
sovereignty compared with the fixed exchange rate regimes of the past.
Decision-making over monetary policy, which effectively belonged to Germany
under the EMS, is now shared among all euro area countries. And the size of
euro financial markets has made the euro area less vulnerable to US
spillovers, even as global financial integration has accelerated.

Second, it is worth noting that the supposed advantages of monetary
sovereignty – such as the ability to engage in monetary financing of
government spending – do not appear to be valued highly by countries that are
members of the Single Market but not the euro. Such countries have a weighted
average public debt of 68% of GDP (44% of GDP if the United Kingdom is
excluded), compared with 89% for countries that use the single currency.
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In any case, as the history of Italy has shown, monetary financing of
government debt did not lead to real long-term benefits.[26] In periods where
debt monetisation was more common in Italy, such as in the 1970s, maintaining
a growth rate similar to its European peers required repeated devaluations.
Inflation reached unsustainable levels and hit the most vulnerable in
society.

Convergence and divergence in the euro area
But if it is true that the supposed advantages associated with the freedom of
being outside Monetary Union belong to a memory that has been obscured by
time and the dramas of the recent crisis, it is also true that in some
countries various benefits that were expected from EMU have not yet
materialised.

It was not mistaken, and nor is it today, to expect higher growth and
employment to emerge from the “culture of stability” that Monetary Union
would bring about. But it was inconceivable that joining Monetary Union alone
would be sufficient to achieve this. We needed and continue to need much
more.

To the founders of EMU, it was clear that establishing a well-functioning
monetary union would be a long and gradual process. Historical experience
suggested that opening markets could lead to differentiated gains, with some
regions profiting more than others. This had been the experience of both
Italy and Germany after unification in the 19th century.[27]

Several euro area countries have achieved significant convergence,
particularly the Baltic countries, Slovakia and, to a lesser extent, Malta
and Slovenia. In these countries, the gap between real GDP per capita and the
euro area mean has been reduced by around one-third since 1999.[28] Others
that also started far from the euro area average – such as Portugal and
Greece – have on balance been unable to close the gap considerably.

But such divergences are not exclusive to the euro area. GDP per capita in
the richest state in the United States is around twice that of the poorest
state, which is roughly the same gap as in the euro area.[29] And the
dispersion of growth rates across euro area countries has fallen considerably
over time and, since 2014, has been comparable to the dispersion across US
states.

So what has driven the different convergence trajectory of countries, and how
much is it related to membership of the euro? Convergence can be thought of
in two ways.

The first is convergence of real GDP per capita levels. This is a long-term
process which is driven by factors such as rates of FDI, productivity growth
and institutional quality. Such factors can be fostered by sharing a single
currency, but they are not determined by it. Domestic policies, structural
and institutional reforms, and contributions from EU structural funds are
what play a crucial role here.
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The second concept of convergence relates to growth rates, i.e. how much
business cycles across countries are synchronised, especially when major
shocks hit. This is determined more by monetary union membership, since the
design of a monetary union affects the capacity of countries to adjust and
stabilise demand during recessions.

In the case of Italy, we see both long-term and cyclical factors at play.
Between 1990 and 1999 – that is, before the introduction of the euro – Italy
already had the lowest cumulative per capita GDP growth of the original euro
area members. From 1999 to 2008, it again had the lowest per capita GDP
growth of all euro area members. From 2008 to 2017, it recorded the second
lowest cumulative growth, behind Greece. And, if we look further back, the
growth we saw in the 1980s was borrowed from the future, having been based on
debt that was left for future generations to bear.

So, low growth in Italy is a phenomenon that dates back a very long time
before the euro. This is a supply-side problem, which is clear if one looks
at regional performance. There is a correlation between GDP per capita in
different Italian regions and some structural indicators, such as – just to
take an example – the ease of doing business index compiled by the World
Bank: the values for the poorer regions are generally lower than those of
richer regions.

At the same time, the fact that Italy – and other countries – diverged
further from the euro area average during the crisis highlights two important
points. First, that structurally weaker countries are more vulnerable to
economic slowdowns than others; and second, that our Monetary Union remains
incomplete in some key respects.

There is a fair amount of evidence that countries that implemented decisive
structural policies recovered faster from the crisis than others. In
countries that made such changes, the labour market is now more responsive to
growth,[30] and the improved economic conditions have led to gains in
employment.[31] But alongside structural policies, different layers of
protection are necessary to ensure that countries can stabilise their
economies during crises.

Without appropriate backstops at the euro area level, individual countries in
a monetary union can be exposed to self-fulfilling dynamics in sovereign debt
markets. Such overshooting can aggravate adverse debt dynamics in downturns,
inducing procyclicality in national fiscal policies, as we saw in 2011-12.
Typically, sovereign borrowing costs should fall in a recession, but at that
time economies representing one-third of euro area GDP saw their borrowing
costs become positively correlated with risk aversion.[32] The result was a
lack of stabilisation that harmed both growth and fiscal sustainability.

So it is the structurally weaker countries that most need EMU to have
instruments to diversify the risk of crises and counteract their effect on
the economy. I have talked before about how countries like Italy, which had
been weakened by decades of low growth and had no fiscal space when the
crisis began, saw a crisis of confidence in government debt turn into a
credit crisis with major repercussions for employment and growth.[33]
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Deepening private risk-sharing through financial markets is one key element
in preventing such events from recurring. In the United States, around 70% of
shocks are mitigated and shared across the individual states through
integrated financial markets, whereas in the euro area the share is only
25%.[34] It is therefore also in the interest of the weaker countries in the
euro area to complete banking union and to proceed with the construction of a
genuine capital market.

But national budgets will never lose their function as the main stabilisation
tool during crises. In the euro area, around 50% of an unemployment shock is
absorbed through the automatic stabilisers in national public budgets,
significantly more than in the United States.[35] The use of automatic
stabilisers, however, depends on countries not being constrained by their
debt level. So the necessary fiscal space will have to be created again so
that budget interventions can be made in the event of a crisis.

Yet national fiscal policies also need a complement at the European level. We
need an institutional architecture that gives all countries the necessary
support to ensure that their economies are not exposed to procyclical market
behaviour during downturns. This will only be possible if the support is
temporary and does not constitute a permanent transfer between countries,
which would result in a failure to put in place the necessary fiscal
consolidation, let alone the fundamental structural reforms needed for a
return to growth.

Conclusion
It is not a technocratic desire to see convergence across countries and the
smooth functioning of Monetary Union that has led me to frequently mention
the importance of structural reforms in recent years. Each country has its
own reform agenda, but such reforms are the only way to create the conditions
for sustainable growth in wages, productivity and employment and to underpin
our welfare state.

In large part these measures have to be undertaken at the national level, but
they can be supported at the European level by the recent decisions to launch
an instrument for convergence and competitiveness.

However, to tackle future cyclical crises, the two layers of protection
against shocks – the diversification of risk through the private financial
system on the one hand, and public countercyclical support through national
budgets and the fiscal capacity of the EU budget on the other – need to
interact in a complete and efficient manner.

The more progress we make in completing the banking union and capital markets
union, the less urgent – although still necessary – it becomes to construct a
fiscal capacity, which could at times serve to complement national
stabilisers. Inaction on both fronts heightens the fragility of Monetary
Union in times of great crisis and the divergence between countries
increases.

It is clear that completing Monetary Union is the best way to prepare the
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transition to a form of union that is more complete. Monetary Union, a
necessary consequence of the Single Market, has become an integral and
defining aspect – with its symbols and its constraints – of the political
project whose central aim is a Europe that is united in freedom, peace,
democracy and prosperity.

It was an exceptional response – or to paraphrase Robert Kagan[36] an anti-
historical response – to a century that had seen dictatorships, war and
misery, and in that respect was not dissimilar to previous centuries. A
unified Europe was part of that world order, itself the result of exceptional
circumstances, which followed the Second World War.

The intervening years have confirmed the rationality of the choices made at
the European and the global level. The challenges that have arisen have
become ever more global in nature and need to be tackled together, not alone.
And this is even more true for Europeans, both at the level of their
individual nations and for the continent as a whole: rich but relatively
small; strategically exposed, militarily weak.

Yet today, for many, the memories that inspired those choices seem distant
and irrelevant, and the rationale behind them has been undermined by the
misery created by the great financial crisis of the past decade. It does not
matter that we are emerging from the crisis. Elsewhere in the world, the
fascination with illiberal prescriptions and regimes is spreading; we are
seeing little steps back in history.

And this is why our European project is even more important today. It is only
by continuing to make progress, freeing up individual energies but also
fostering social equity, that we will save it through our democracies, with a
unity of purpose.
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reform package, as well as the updated EU bioeconomy strategy.
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greenhouse gas emissions reduction. Ministers will be informed about the
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for trucks, and the EU’s new climate action strategy for 2050.
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