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Key Finding 
Europe needs reforms that combine risk-sharing with market discipline 
 
Policy Application 
Political leaders should “repair the roof of the euro area” while the sun is shining. 
After years of crisis management, the euro area is now experiencing a robust economic recovery. 
However, the currency union continues to suffer from weaknesses rooted in its incomplete fiscal and 
financial architecture. In particular, the “doom loop” between banks and governments continues to 
pose a threat; an incomplete banking union and fragmented capital markets prevent the euro area 
from reaping the full benefits of monetary integration. Fiscal rules are non-transparent, pro-cyclical 
and divisive, and have not been very effective in reducing public debts. The euro area’s inability to 
deal with insolvent countries other than through crisis loans conditioned on harsh fiscal adjustment 
has fueled nationalist and populist movements in both debtor and creditor countries. Unsurprisingly, 
this is no time for complacency. Instead, a brightening economic is the right time for completing the 
architecture of the euro area.   
Together with a group of German and French economists, I have developed a blueprint for a reform 
package that is economically viable and should be politically acceptable. The core of our analysis is 
that well-designed risk-sharing arrangements and improved incentives, in the form of better rules and 
more market discipline, should now be viewed as complements, not substitutes. Achieving this 
complementarity, however, is not straightforward in practice. It calls for stabilisation and insurance 
mechanisms that are effective and will not give rise to permanent transfers. We propose a package of 
reforms of fiscal and financial institutions that together achieve this goal. 
 
Read more: Bénassy-Quéré, A. et al.,“How to reconcile risk sharing and market discipline in the euro 
area”, VOXeu, 17 January 2018. Available at https://voxeu.org/article/how-reconcile-risk-sharing-and-
market-discipline-euro-area 
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