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 Underlying causes of the global crisis 

 Why the crisis is likely to continue 

 Short term policies wont help 

 Longer term policies will help 

 Prerequisites for successful longer term 
reforms 



 Excessive credit growth and household debt 
accumulation in many AME’s 

 Due to financial innovation, easy monetary 
policies and fixed exchange rates in EME’s 
and the euro area 

 Leading to a dangerous buildup of 
“imbalances” 

 And a serious economic crisis affecting 
everyone, even those without “imbalances”  



 The initial private sector “imbalances”are 
still there 

 While sovereign debt levels have risen 
alarmingly 

 The financial system is now exposed to 
private sector debt (US) and government 
debt (Europe and China) 

 And inflation is on the rise, as demand 
expands (EME’s) and supply contracts 
(AME’s) 

 And all of these problems will interact  

 

  



 Fiscal restraint, not expansion, is demanded 
from  highly indebted sovereigns 

 Arguably, the stakes are highest in Europe 

 Expansionary monetary policy has reached 
its limits in AME’s (policy rates at zero) and 
EME’s (rising inflation)  

 Policies to save jobs in contracting industries 
wont work 



 Improved international cooperation could 
help, but has its limits 

 Explicit debt restructuring could help, but 
also has its limits 

 For highly indebted sovereigns, improved 
fiscal frameworks and structural reforms 
are “the only game in town”  

 In Italy, you have the future in your own 
hands 



 Credible fiscal frameworks and the “common 
pool” problem 

 Vested interests making companies, workers, 
and property owners averse to structural 
reforms 

 The pain of normal downturns made worse by 
rising inequality 

 But prospects of a severe crisis can mobilize 
action 



 Decide on your priorities for fiscal 
consolidation and structural reforms 

 Decide on your implementation strategy; 
especially sequencing, timing and how to 
deal with vested interests 

 Ensure structural reforms are compatible 
with fiscal consolidation 

 Having decided on a plan, be proactive not 
reactive 

 



 The importance of education, engagement 
and perseverance 

 The importance of “fairness”; those with 
vested interests must  be confronted and 
tax evasion ended 

 The importance of “trust”;one set of vested 
interests must not be replaced by another 

 The importance of incentives; carrots and 
sticks 

 



 Plans for fiscal consolidation and structural 
reforms will comfort financial markets near 
term 

 Similarly, they will raise Italian growth 
prospects over time 

 The democratic process will be enhanced by 
more inclusive processes 

 And Italy’s status within Europe will be 
significantly improved 



 A failure to reform heightens the likelihood 
of a catastrophic crisis for Italy  

 A failure to reform in Italy could cause the 
failure of the euro project as a whole 

 A severe crisis in Italy could raise 
dangerous political tensions; North vs 
South, rich vs poor, and left vs right  

 



 Recognize that economic failure can have 
serious political consequences 

         “The best lack all conviction while the 
worst are full of passionate intensity” 

                                           W B Yeats 

 Recognize that the time to act is now 

         “If not him, who? If not now, when? 

Ronald Reagan’s campaign slogan 

 

 


