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• We have long highlighted 
eurozone (EZ) divergences and 
lack of burden-sharing as risks to 
European Economic and 
Monetary Union (EMU)

Years of living divergently under the same roof

Source: IMF

Source: Hellenic Observatory, The European Institute
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Years of living divergently under the same roof

• Rigid wages and labor market 
while global demand shocks 
did not lead to a slowdown in 
wage growth.

• High wage growth cum low 
productivity growth led to an 
increase in unit labor costs 
that exacerbated the initial 
competitiveness loss. 

• Thus, in Spain, Portugal and 
Italy the external adjustment 
mechanism has worked in 
destabilizing – rather than 
stabilizing ways: the 
misalignment of the currency 
has continued and become 
worse since the onset of the 
EMU.

Source: AMECO
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The calm before the storm…
• So strong was the apparent 

convergence in national risk 
premia, despite divergent 
macroeconomic performance 
and imbalances, that the Global 
Crash of 2008 seemed to 
enhance EZ financial stability

• These risks finally surfaced with 
a vengeance in Q2 2010, after 
being suppressed in the first 
decade of EMU by booming 
global liquidity, credit and 
growth

Source: Bloomberg
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The calm before the storm…

• These risks finally surfaced with 
a vengeance in Q2 2010, after 
being suppressed in the first 
decade of EMU by booming 
global liquidity, credit and 
growth.

• EZ officials and politicians 
congratulated themselves on 
the shelter EMU offered during 
the storm; and small countries 
in trouble looked for EZ succor 
(Iceland, Baltics, Balkans). 

• It took the revelation that 
Greece’s fiscal deficit was far 
worse than stated and a 
resulting breakdown in political 
unity to precipitate a 
divergence in national risk 
premia that threatened to tear 
apart the EZ. Source: Bloomberg
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Scenario analysis: three main blocks
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Scenario analysis: 8 scenarios
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Macro scenario analysis
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Scenario analysis: breakdown
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Scenario analysis: breakdown
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Breakdown: inflation and growth
GDP growth % 
(ranges) Breakdown

Period 2010-2012 Period 2013-2020

1 2 3 4 1 2 3 4

Greece -3.5 to -4 -3 to -3.5 0.9 to 1.3 1.1 to 1.4

Portugal -0.5 to 0 -0.3 to 0.1 0.7 to 0.9 0.6 to 0.8 0.7 to 0.9

Ireland 0.0 to 0.4 0.6 to 0.8 1 to 1.5 0.8 to 1.2 1.2 to 1.6

Spain -0.5 to 0 -0.2 to 0.2 0.8 to 1 0.7 to 0.9 1.1 to 1.5

Italy 0.0 to 0.4 0.2 to 0.5 0.5 to 0.8 0.1 to 0.5 1.0 to 1.2 0.9 to 1.1 1.0 to 1.3 1.2 to 1.4

Belgium 0.8 to 1..0 1.0 to 1.2 1.2 to 1.4 1 to 1.2 1.2 to 1.4 1.0 to 1.3 1.3 to 1.5 1.2 to 1.4

Austria 0.9 to 1.1 1.0 to 1.2 1.3 to 1.5 1.1 to 1.3 1.3 to 1.5 1.4 to 1.6 1.5 to 1.7 1.4 to 1.6

Netherlands 0.9 to 1.1 1.1 to 1.3 1.3 to 1.5 1.1 to 1.3 1.3 to 1.5 1.4 to 1.6 1.5 to 1.7 1.4 to 1.6

France 0.8 to 1..0 1.0 to 1.2 1.2 to 1.4 1 to 1.2 1.2 to 1.4 1.0 to 1.3 1.3 to 1.5 1.2 to 1.4

Germany 0.9 to 1.1 1.1 to 1.3 1.3 to 1.5 1.1 to 1.3 1.3 to 1.5 1.4 to 1.6 1.5 to 1.7 1.4 to 1.6

Inflation % (ranges) Breakdown

Period 2010-2012 Period 2013-2020

1 2 3 4 1 2 3 4

Greece 10.0 to 12.0 7.0 to 8.0

Portugal 10.0 to 12.0 2.0 to 2.5 10.0 to 12.0 7.0 to 8.0 1.9 to 2.1 7.0 to 8.0

Ireland 7.0 to 10.0 2.0 to 2.5 7.0 to 10.0 5.0 to 7.0 1.9 to 2.1 5.0 to 7.0

Spain 8.0 to 11.0 2.0 to 2.5 8.0 to 11.0 6.0 to 8.0 1.9 to 2.1 6.0 to 8.0

Italy 12.0 to 15.0 2.0 to 2.5 2.0 to 2.5 12.0 to 15.0 10.0 to 13.0 1.9 to 2.1 1.9 to 2.1 10.0 to 13.0

Belgium 4.0 to 5.0 2.0 to 2.5 2.0 to 2.5 4.0 to 5.0 2.5 to 3.5 1.9 to 2.1 1.9 to 2.2 2.5 to 3.5

Austria 3.0 to 4.0 2.0 to 2.5 2.0 to 2.5 3.0 to 4.0 2.5 to 3.5 1.9 to 2.1 1.9 to 2.2 2.5 to 3.5

Netherlands 3.0 to 4.0 2.0 to 2.5 2.0 to 2.5 3.0 to 4.0 2.5 to 3.5 1.9 to 2.1 1.9 to 2.2 2.5 to 3.5

France 4.0 to 5.0 2.0 to 2.5 2.0 to 2.5 4.0 to 5.0 2.5 to 3.5 1.9 to 2.1 1.9 to 2.2 2.5 to 3.5

Germany 2.5 to 3.5 2.0 to 2.5 2.0 to 2.5 2.5 to 3.5 1.5 to 2.0 1.7 to 2.0 1.7 to 2.0 1.5 to 2.0ROUBINI G
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Scenario analysis: muddle through
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Scenario analysis: muddle through

Central scenario in the short term
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Muddle through: inflation and growth
GDP growth % (ranges) Muddle Through

Period 2010-2012 Period 2013-2020

5&6 5&6

Greece -2.3 to -2.7 0.8 to 1.2

Portugal 0.3 to 0.5 0.7 to 0.9

Ireland 0.7 to 0.9 1.0 to 1.3

Spain 0.3 to 0.5 0.8 to 1.2

Italy 0.8 to 1.0 1.0 to 1.3

Belgium 1.4 to 1.6 1.4 to 1.6

Austria 1.2 to 1.4 1.5 to 1.7

Netherlands 1.4 to 1.6 1.5 to 1.7

France 1.2 to 1.4 1.4 to 1.6

Germany 1.4 to 1.6 1.5 to 1.7

Inflation % (ranges) Muddle Through

Period 2010-2012 Period 2013-2020

5&6 5&6

Greece 3.0 to 3.5 2.0 to 2.5

Portugal 1.4 to 1.6 1.5 to 1.7

Ireland -0.1 to 0.4 0.9 to 1.1

Spain 1.4 to 1.6 1.5 to 1.7

Italy 1.5 to 1.7 1.5 to 1.7

Belgium 1.5 to 1.7 1.7 to 1.9

Austria 1.4 to 1.6 1.6 to 1.8

Netherlands 1.4 to 1.6 1.6 to 1.8

France 1.5 to 1.7 1.7 to 1.9

Germany 1.3 to 1.5 1.5 to 1.7ROUBINI G
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Scenario analysis: deeper integration
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Scenario analysis: deeper integration
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Deeper integration: inflation and growth
GDP growth % (ranges) Deeper Integration

Period 2010-2012 Period 2013-2020

7&8 7&8

Greece -2.0 to -2.7 1.0 to 1.5

Portugal 0.4 to 0.5 0.8 to 1.0

Ireland 0.7 to 0.9 1.0 to 1.5

Spain 0.4 to 0.6 1.0 to 1.4

Italy 0.8 to 1.0 1.0 to 1.3

Belgium 1.3 to 1.5 1.5 to 1.7

Austria 1.4 to 1.6 1.6 to 1.8

Netherlands 1.4 to 1.6 1.6 to 1.8

France 1.2 to 1.4 1.5 to 1.7

Germany 1.3 to 1.5 1.6 to 1.8

Inflation % (ranges) Deeper Integration

Period 2010-2012 Period 2013-2020

7&8 7&8

Greece 3.0 to 3.5 2.0  to 2.5

Portugal 1.4 to 1.6 1.5 to 1.7

Ireland -0.1 to 0.4 1.0 to 1.2

Spain 1.4 to 1.6 1.5 to 1.7

Italy 1.5 to 1.7 1.5 to 1.7

Belgium 1.5 to 1.7 1.7 to 1.9

Austria 1.4 to 1.6 1.6 to 1.8

Netherlands 1.4 to 1.6 1.6 to 1.8

France 1.5 to 1.7 1.7 to 1.9

Germany 1.3 to 1.5 1.5 to 1.7ROUBINI G
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Disclaimer / Terms & Conditions
http://www.roubini.com/terms-and-conditions.php

RGE analysis is the property of Roubini Global Economics, LLC for the internal use of RGE clients. Any redistribution, 
including summarizations or synopses, is expressly prohibited without prior agreement from RGE. All rights reserved, 
Roubini Global Economics, LLC. For questions about reprints or permission to excerpt or redistribute RGE content, clients 
should contact their RGE account representative.

Disclaimer of Liability and Warranty.

• RGE’s disclaimers of liability in this Section are in addition to any other disclaimers elsewhere.

• RGE has the right, but not the obligation, to monitor, modify, restrict the contribution of and/or remove User-Supplied 
Content, in RGE's sole discretion. RGE has no liability or responsibility to Users for performance or nonperformance of such 
activities. RGE is not responsible to you for your reliance on or use of any content or materials constituting all or part of any 
RGE Content, any User-Supplied Content, or any other aspect of the Service. You understand and agree that any loss or 
damage of any kind that occurs as a result of the use of any User-Supplied Content that you access through your use of the 
Service, is your sole risk and responsibility. By viewing the Service, you may be exposed to content that you rely upon to your 
detriment. You take sole responsibility for such exposure and reliance.

• Because user authentication on the Internet is difficult, RGE cannot and does not confirm that each User is who they claim 
to be. Because we do not and can not be involved in user-to-user dealings, nor do we control the behavior of participants on 
any portion of the Service, you release RGE (and our licensors, agents and employees) from claims, demands and damages 
(actual and consequential, direct and indirect) of every kind and nature, known and unknown, suspected and unsuspected, 
disclosed and undisclosed, arising out of or in any way connected with any dispute among or between you and one or more 
Users. If you are a California resident, you waive California Civil Code Section 1542, which says: "A general release does not 
extend to claims which the creditor does not know or suspect to exist in his favor at the time of executing the release, which 
if known by him must have materially affected his settlement with the debtor."

• THE SERVICE IS PROVIDED ON AN "AS IS" BASIS WITHOUT ANY WARRANTIES OF ANY KIND. RGE, TO THE FULLEST EXTENT 
PERMITTED BY LAW, DISCLAIMS ALL WARRANTIES, WHETHER EXPRESS OR IMPLIED, ROUBINI G
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GDP growth 
% Deeper Integration Muddle Through Breakdown

Period 
2010-2012

Period 
2013-2020

Period 
2010-2012

Period 
2013-2020 Period 2010-2012 Period 2013-2020

7&8 7&8 5&6 5&6 1 2 3 4 1 2 3 4

Greece -2.3 1.3 -2.5 1 -3.8 -3.3 1.1 1.3

Portugal 0.45 0.9 1.4 1.8 -0.3 -0.1 0.8 1.7 0.8

Ireland 0.8 1.3 1.8 1.2 0.2 0.7 1.2 1 1.4

Spain 0.5 1.2 1.4 1 -0.3 0.0 0.9 0.8 1.2

Italy 0.9 1.2 1.9 1.2 0.2 0.3 0.6 0.3 1.1 1 1.1 1.3

Belgium 1.5 1.6 1.5 1.5 0.9 1.1 1.3 1.1 1.3 1.1 1.4 1.3

Austria 1.5 1.7 1.3 1.6 1.0 1.1 1.4 1.2 1.4 1.5 1.6 1.5

Netherlands 1.5 1.7 1.5 1.6 1.0 1.2 1.4 1.2 1.4 1.5 1.6 1.5

France 1.3 1.6 1.3 1.5 0.9 1.1 1.3 1.1 1.3 1.2 1.4 1.3

Germany 1.4 1.7 1.5 1.6 1.0 1.2 1.4 1.2 1.4 1.5 1.6 1.5

Point forecasts: growth
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Point forecasts: inflation

Inflation % 
(ranges) Deeper Integration Muddle Through Breakdown

Period 
2010-2012

Period 
2013-2020

Period 
2010-2012

Period 
2013-2020 Period 2010-2012 Period 2013-2020

7&8 7&8 5&6 5&6 1.0 2 3 4 1 2 3 4

Greece 3.2 2.2 3.2 2.2 11 7.5

Portugal 1.5 1.6 1.5 1.6 11 2.3 11 7.5 2 7.5

Ireland 0.5 1.1 0.5 1 8.5 2.3 8.5 6 2 6

Spain 1.5 1.6 1.5 1.6 9.5 2.3 9.5 7 2 7

Italy 1.6 1.6 1.6 1.6 13.5 2.2 2.3 13.5 11.5 2 2 11.5

Belgium 1.6 1.8 1.6 1.8 4.5 2.2 2.3 4.5 3 2 2.1 3

Austria 1.5 1.7 1.5 1.7 3.5 2.2 2.3 3.5 3 2 2.1 3

Netherlands 1.5 1.7 1.5 1.7 3.5 2.2 2.3 3.5 3 2 2.1 3

France 1.6 1.8 1.6 1.8 4.5 2.2 2.3 4.5 3 2 2.1 3

Germany 1.4 1.6 1.4 1.6 3.0 2.2 2.3 3 1.8 1.9 1.9 1.8
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