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This is an open ended talk. At this stage it is not possible to provide any straightforward 
conclusions about the current euro crisis and its impacts on the European periphery. We will 
need some time more to reach sound conclusions about the fundamental causes of the crisis, 
including any institutional or political wrongdoings. 

However, we do know a few relevant things and although our interpretation can only be 
provisional, we really need to start working on it as the solution to the crisis is much related to 
a correct identification of its causes. In other words, we need to agree in the most plausible 
perspective on the crisis in order to discuss the ways to overcome it in a more sensible way. 

These remarks are particularly relevant as the discussion of the causes of the crisis is too 
much politicized, in both the core and the peripheral countries. Some authors even point out 
to “cultural” differences in order to explain the financial distresses of the Eurozone. 

To have a deeper perspective of the current crisis we need to go back in time. 

The talk is loosely organized as follows [slide 2]: 

 Why the euro was created 

 How it was designed 

 How it was viewed in Portugal 

 Will it work? 

 

The path to the euro, 1944-1992 [slide 3] 

We need to understand the creation of the European single currency in the context of 
European integration. In fact, the creation of the European institutions was started with a few 
institutional developments left behind and the two more important were precisely the military 
and the monetary ones. 

In 1952, the French Parliament refused to ratify the European Defence Community that the 
European governments had been negotiating for a while and the Six lived for many decades 
under the umbrella formed by the NATO, and the US, British and French nuclear power. This 
feature has survived virtually unchallenged right to the present time. 

In monetary terms, the Six and the rest of Western Europe also abstained to follow its own 
path and agreed to the terms of the Bretton Woods and the dollar standard system, of which 
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the European Payments Union, created in 1950, was part, together with the OEEC and the 
Marshal Plan.  

The US monetary umbrella came to an end, first in 1971, when President Nixon ended the 
gold convertibility of the dollar, and finally in 1973, when a large number of Bretton Woods 
countries ceased to intervene in the monetary markets in order to defend each other currencies  
as it was need under the agreements. The world changed considerably since then, 

The road to the euro was to a large extent the road to replace the Bretton Woods system, 
amidst a much troubled World economy. 

In 1969, after the departure of De Gaulle, a renewed optimism came to the European 
integration with the perspective of the first enlargement to the UK, Ireland and Denmark. In 
1970, Pierre Werner, the Luxembourg Prime Minister was assigned the task to write a report 
on the creation of a single European currency, which led to the introducing of limits to 
exchange rate fluctuations and central bank intervention in the monetary markets, or the 
Snake, established in 1972.  

In 1979, the European Monetary System and the Exchange Rate Mechanism were put in 
place, reinforcing previous arrangements.  

It took some years for the following steps, as the early 1980s were rather troubled in general 
European politics, and finally, following the appeasement of Margaret Thatcher at 
Fontainebleau, the Single European Act, and the second and third enlargements, in 1988, the 
then President of the Commission, Jacques Delors, published a report stating the path to the 
Economic and Monetary Union, which ended in the creation of the euro 11 years after. 

But this is just the rosy picture.  

 

European monetary troubles [slide 4] 

The path to the euro was not without troubles, even before the end of Bretton Woods. 

1968: following the students’ demonstrations, the De Gaulle government went in a wage and 
public spending spree which ultimately led to devaluation of the French Frank and loss of 
competitiveness of Frances partners, notably Germany. 

1978-1987: the functioning of the ERM was not without troubles [slide 5] 

1986-1992: the end of capital controls, initialized by the US and UK governments and 
generalized across the Western World afterwards, was incompatible with both monetary 
independence and fixed exchange rates. This became known as the monetary policy trilemma 
[slide 6]. 

1990-1991: the German unification led to a German budget crisis, which was countered by a 
hike in interest rates by the Bundesbank and, consequently, imposed pressure on the other 
main European currencies, notably the British Sterling and the French Frank. In order to avoid 
devaluation and the leaving of the ERM, which Britain had just joined in October 1990, the 
UK Treasury increased interest rates successively to 10, 12 and 15%, which eventually was 
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not enough and led to the abandonment of the pound with losses counted in the billions. 
Troubles also came in France and Italy [back to slide 4]. 

German Government thus proved that bad monetary behaviour was not a question of southern 
“cultural bias”.  

Ultimately, fluctuations with in the Exchange Rate Mechanism were increased from +-2.5% 
to +-15%. 

 

The monetary trilemma again [slide 7] 

The most plausible option according to one author (Higgins 1993): reducing unemployment.  

 

Why was monetary integration the option? [slide 8] 

 

Meanwhile, in Portugal… [slide 9] 

 

Two major Social Democrat players [slide 10] 

Miguel Beleza, the Social Democrat Finance Minister that set the value of the Escudo in the 
Exchange Rate Mechanism, arguably too high. 

Jorge Braga de Macedo, the Social Democrat Finance Minister that abolished all capital 
controls. 

 

One major Socialist palyer [slide 11] 

Sousa Franco, Socialist Finance Minister that followed his predecessors’ policies. 
Unemployment was not a major issue then, on the contrary. 

 

But trouble was in the making and got worst [slide 12] 

The current account deficit increased since the mid-1990s and particularly in the 2000s. 

 

Few cared about the external deficit [slide 13] 

O Impacto do Euro: a book published in 1999 with contributions from some of the most 
influent Portuguese economist, including the current Finance Minister, where there is no 
mention whatsoever to current account deficits troubles. The themes in the book are all about 
institutions or what is termed as the “new economic regime”, external shocks, fiscal policy, 
labour market, financial market, macroeconomic and sectorial analysis, and income 
distribution. No single word about the external deficit. 

 



4 
 

Except … [slide 14] 

In a 2007 paper, Olivier Blanchard, presently IMF Chief Economist, and an author of a few 
papers on Portugal, looked to the current account deficits, to conclude that Governments 
should not take direct action to correct deficits, but only indirect action in the labour and 
product markets, to promote automatic “adjustments”. A rather optimistic perspective, one 
has to conclude. 

 

The crisis finally hit [slide 15] 

 

The sad and the happy people [slide 16] 

 

The “Balanced Program to cope with the major challenges of the Portuguese economy” 
that is not working [slides 16 to 20] 

 

Conclusion [slide 21] 

 

The ECB is not doing its job [slides 22 and 23] 

 

* * * 
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