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Out of the Eurozone  crisis :  scaling and legitimizing the increase in solidarity. 

By Jacques Mazier, Pascal Petit and Dominique Plihon (Paris Nord University) 

 

I  Introduction : an overview of the impasse facing the EU after three decades 
of integration and how to  check the feasibility of some ways out. 

One has to take a mid long term view of the challenges that the EU had to face to 
assess how to get out of its actual impasse.  The 70s stand as a major turning phase 
where two challenges emerged. The first one is directly linked with the collapse of the 
gold exchange standard  and the necessity to restructure the international relations 
accordingly. The neoliberal option giving full priority to markets mechanisms , largely  
boosted  by the US and the UK governments , became the dominant motto within the 
EU and conditioned the integration process. The second  challenge  has to do with 
the recognition of the limits to growth; e.g. the fact that current processes of 
production and consumption were not sustainable as some resources were non 
renewable and  some activities were deteriorating the environment.  A report to the 
US president  1as well as the report of the Club of Rome (1972)2 were both very clear 
on the emergency to respond to these challenges. One has to say that these 
warnings were  set aside as if it were a controversial issue until the last decade , the 
years 2000s when  the deterioration of the environment discredited most of the 
discourses denying the deeply  negative impact of human activities on the climate 
and the environment.  

Still one could have thought that the neo liberalization of markets could have taken 
care of both challenges, setting up a new governance of the world economy which 
would have faced the environmental challenge.  It rapidly turned out in the 2000s  
that such would not be the case.  

 The first reason for such inaction is that  market liberalization benefitted in the first 
place to the financial sector, inducing a mobility of capital and a pressure in favor of 
short term financial results  for the shareholders. This short termism  clearly 
hampered taking into account the long term investments required by the 
environmental challenge. This liberalization of finance did not help either the process 
of EU integration, meaning that mobile industries were tempted to localize worldwide 
their production processes, according to wage levels and other competitive 
advantages. Specific EU investments schemes such as the structural funds were not 
large enough to overcome the competition from low wage (or low energy prices) 
countries.  This process of internationalization/delocalization was also fueled by the 
internationalization of trading houses  (like Wall Mart and the like) and audit firms as 
well as other specific business services.  The same process of liberalization of 
finance, allowing capital mobility, boosted speculative runs on the various currencies. 
Exchange rates crises soon appeared in the 1990s as the most pressing danger.  
The 1997 financial crisis showed how unsteady was this liberal globalization of 
finance.  One has to recall that the eurozone was created , clearly prematurely, under 

                                                             
1 The Charney Report to Jimmy Carter (1979) was both pretty clear and pressing for action.  
2 Limits to growth by Dennis and Donatella Meadows, Jorgen Randers and William Berhens. 
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such pressure of speculative runs3. Needless to say that the collapse of the soviet 
block at the turn of the 1990s pushed further the trend of product market liberalization 
and especially its financial dimension.  This globalized finance was not any better in 
supporting  investments in innovative industries. Financial  support for dot.com  
enterprises led way to speculative runs ending in the dot.com crisis of 2001. The 
shortsightedness of the finance industry, being so bluntly demonstrated in the 
domain of innovative investments, the financial industry turned in the years 2000s 
towards more traditional fields, eg lending to government and administrative bodies 
or households but with new instruments, diluting the risks or passing it over to official 
bodies  warranting the loans.  These “innovations” of the finance industry altogether 
fueled various speculative runs, in particular in housing. Construction thus fueled 
economic growth in countries like the US, Spain or Ireland (the country models for 
the OECD  at the turn of the century). No wonder that it led as rapidly to a financial 
crisis,  initiated by the US sub prime crisis in 2007. The same exhilarating financial 
activity (to quote Nobel prize winner Schiller)  had fueled debt increases of public 
bodies , from cities and local administrations to national governments which could 
also have been good candidates to initiate the financial crisis. Chiefly this widespread 
rise in indebtment weakened the capacity of these public bodies to react to the 
detrimental effects of the financial crisis. The social costs of an increased 
unemployment induced by the economic recession that followed the global financial 
crisis and the costs of bailing out enterprises (most of them financial) bankrupted  by 
this very financial crisis, raised public expenditures to unprecedented levels, which 
had to be faced by further indebtment. EU countries, especially from the south of 
Europe, were differently affected and more or less able to borrow at reasonable 
rates. It fueled speculative runs against the weakest EU countries, betting that they 
will be forced out of the eurozone.  In less than three years the global financial crisis 
had led to a crisis of the euro. Since then the EU and especially the eurozone has 
been marred in a lasting economic stagnation which is largely due to the austerity 
policy imposed on all members suppressing all room for manoeuvre to get out of the 
crisis. This has been widely reckoned , even by orthodox economists4.  Major 
institutions are also reconsidering the relevance of such policy. The ECB has itself 
slightly moved away from this strict austerity policy , announcing in mid 2012 it will 
help countries under speculative attacks, all of which led to a pause in the euro crisis. 
Still progresses  are too slow and austerity policies are still too binding and uniquely 
aimed at down pressing wages to get out of stagnation, giving credit to a threat of 
deflation. Meanwhile In this process of stagnation inequalities among EU countries 
have increased, especially in terms of competitiveness, e.g in their abilities to find 
their place in the international economy in which they are by now largely integrated. 
Consequently only a german bloc is still for the time being net creditor while other 
member countries are running increasing trade deficits, all of which leads to forecast 
a widening of the gap between EU members if the same policy is maintained (see 
table 1). 

 

 

                                                             
3 Whereby  most European currencies had to align with the deutsche mar,k , by then the strongest european 
currency,  against the dollar.  
4 Last but not least was the Nobel price winner Christopher Sims at an international  conference held in Lindau 
in Germany this august 2014. 
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Table 1: Per capita GDP relative to the European average without new policies 

 estimate projections 

 2013 2020 2030 

Nordic countries 138 153 173 

Germany 123 133 147 

Other Western Europe (NL, BE, LU, AT, CH) 136 135 135 

UK 118 109 88 

    

France 113 102 87 

Italy 94 94 87 

Spain 94 89 87 

Other Southern Europe (GR, PO, IE) 84 82 80 

    

Poland 66 67 82 

Other Eastern Europe 51 53 60 

          Source: CAM scenario N2, January 2014 

The present contribution wants to stress that there are ways , quite feasible, e.g. 
without running risks of  dramatic economic collapses, to get out of this impasse, 
while the pursuit of austerity policies runs the risks of provoking major social and 
economic crisis.  

We hereafter consider three alternative ways out.  

One will investigate to which extent a more open approach on public debts, based on 
both a wider solidarity between EU members and a wider range of publicly controlled 
financial instruments could do the job (section 2).  

The other way out will appreciate how the straight jacket of a unique euro could be 
overcome in allowing strictly monitored adjustments of “national” currencies (section 
3).  

The third option will stress the opportunity to quit austerity policies for investment 
schemes, fully legitimized and pragmatic in helping both to face the environmental 
challenge and to reduce the competitive gap between member countries (section 4). 

To set out these assessments we shall draw on the work of calibration done in an 
European project AUGUR (www.augurproject.eu). The project used a world model 
(CAM) of  blocs5 with  detailed coverage of trade and the balance of payments with 
separate subsystems for primary products, energy, manufactures, services, income 
transfers and capital movements that make it possible to investigate the influence of 
world markets and financial flows on each bloc and the transmission of policy 
adjustments across blocs (see Cripps 2014). The impact of exchange rate 
movements on each component of the current account is represented explicitly and 
the model is closed by assumptions about adjustment of domestic spending and 
inflation in each bloc. Long-term accumulation of government debt, bank lending and 

                                                             
5 The model distinguishes 5 sub-regions of Europe (North, South, East, West and the UK), 4 large countries 
(USA, Japan, China, India) and 10 other country groups in the rest of the world. 
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deposits, exchange reserves and other external assets and liabilities is tracked in 
money terms and as a ratio to GDP. Projected outcomes include employment, 
productivity, per capita income and government spending on goods and services. 

2. Sharing the debt burden 

 The majority of EU member states are now highly-indebted in the sense that the 

ratio of government debt to GDP exceeds the 60% ceiling laid down by the Stability 

and Growth Pact and budget deficits are far in excess of the 0.5-1.0% objective 

prescribed by the Stability Pact. As budget cuts are perpetuating stagnation, it is very 

difficult for governments to bring deficits down to the prescribed level and debt-to-

GDP ratios may remain high or even increase for a long time to come. Table 2 shows 

the projected outcome under the assumption that current policies and institutions are 

maintained unchanged. Debt ratios in most countries remain at around their present 

level or increase in the period up to 2020 and decline gradually thereafter. Budget 

deficits fall in the next few years in response to cuts and stabilize or increase slowly 

in the 2020s. 

 

Table 2: Government debt and deficits without new policies 

 
Government debt as % of GDP 

Government surplus or deficit as % 
of GDP 

 2013 2020 2030 2013 2020 2030 

Europe 87 90 74 -4.5 -0.8 -1.7 

       

Nordic countries 45 49 60 1.6 1.7 0.7 

Germany 78 63 60 -1.0 0.5 -1.0 

Other Western Europe 
(NL, BE, LU, AT, CH) 74 83 73 -4.1 -1.8 -2.6 

UK 93 92 83 -6.1 -1.1 -2.1 

       

France 92 108 98 -5.0 -2.0 -2.7 

Italy 133 127 93 -6.3 -1.6 -2.8 

Spain 93 124 87 -9.6 -1.9 -1.8 

Other Southern 
Europe (GR, PO, IE) 155 181 121 -9.6 -1.8 -1.6 

       

Poland 65 60 45 -5.1 -0.9 -2.7 

Other Eastern Europe 52 54 43 -3.4 -0.2 -1.6 

   Source: CAM scenario N2, January 2014 

 

The prospects are that the new fiscal policy rules will no more be enforced than those 

in force before 2008. A major concern is ongoing financial risks. Highly-indebted 

member states will remain under pressure and largely unprotected in the event of a 

new crisis. No government will want to ask for assistance from the ESM given the 
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strict conditions and de facto loss of sovereignty that this implies. There is a risk of 

financial instability as Southern countries of the eurozone, including France, may be 

under speculative attacks since they will not be able to reduce the burden of their 

sovereign debt. 

To summarize, the above projections suggest that the perpetuation of policies aiming 

at reducing deficits and debts of governments is not sustainable for three reasons. 

First, it will have a depressing impact on the eurozone with high social costs. Second, 

heterogeneity and imbalances will increase among countries in the eurozone. Third, 

there is a high risk of new crises on government bond markets in the future.  

A way out of such a difficult situation is a more open approach of the management of 

government debt based on a wider solidarity among countries members of the 

eurozone. In fact, three types of policies could be implemented to achieve a process 

of mutualization of government debts in the euro area : (1) the restructuration of 

government debts; (2) intervention of the ECB on the government bond market; (3) 

issuance of eurobonds . 

i/ Restructuring government debts. Several Southern countries of the eurozone 

have accumulated unsustainable public debts because their high level of debt 

reduces economic growth and prevents the use of fiscal policy, the only 

macroeconomic instrument left in a monetary union. The implication is that public 

debts must be restructured in these countries. Several proposals have been put 

forward. One plan involves the creation of an agency that would acquire at face value 

50% of existing public debts and swap them into zero-interest perpetuities6. This 

means that the corresponding debts are wiped out. To that effect, the agency 

borrows on the financial markets the amount needed to acquire the debts. The 

agency best suited for this task is the ECB, because as all major central banks it has 

a good credibility, can sustain large losses, and is the only institution which can 

mobilize large resources on the markets. 

ii/ Intervention of the ECB on government bonds markets. The ECB plays its role 

of lender of last resort in a very restrictive way with respect to governments. In 

September 2012, the ECB announced a new Outright Monetary Transactions (OMT) 

program which consists of buying short-term and medium-term government bonds. 

This OMT program – contrary to the FED and the BoE – takes only place on the 

secondary market, and the ECB does not have any official target for interest rates on 

government bonds. Furthermore, it is conditional to the acceptance of adjustment 

programs imposed by the Troika in accordance with the ESM. This is one of the 

causes of the depth of the sovereign debt crisis in the euro area. Therefore, a change 

in the ECB doctrine is necessary. The ECB has to become an active player on the 

government bond market, including the primary market, as it has been the case in the 

US and the UK. Such a policy would have two positive effects. First, it would put a 

downward pressure on government bond rates and reduce the cost of debt. Second, 

                                                             
6 Mutual Agreememnt for Public Debt Restructuring in the Eurozone, Madre Plan, CEPR, May 2014. 
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it would reduce the probability of crisis on the bond market in the future, thanks to the 

interventions of the ECB as a LDR. 

iii/ The common issue of Eurobonds is a third promising way to deal with the 

question of public debt in the EU. Each country’s debt would be guaranteed by all the 

others. The rationale is that the overall level of European debt is not so high, when 

compared to the US and Japan; but it is distributed in an uneven way. The biggest 

savings from such a policy of debt mutualization would accrue to Southern European 

countries and help them to limit their debt burden. Different schemes have been 

proposed. One is to have Eurobonds issued jointly up to the value of 60% of each 

eurozone member state’s GDP. A more progressive solution is to issue guaranteed 

debt above the 60% threshold because the cost of that share of the public debt is 

more expensive since markets consider it more risky. Eurobonds can also be a useful 

instrument to finance common policies at the European level (see section 4).  

3 Towards a multiple-euro regime 

The main structural problem of the euro zone lies in its large heterogeneity which 

makes it impossible for southern countries to compete against the German block at 

the same exchange rate parity. Adjusting the real exchange rate through the so-

called internal devaluations implies unacceptable social costs. Hence, the 

reintroduction of an adjustment of nominal exchange rates within the euro zone could 

imply a positive competitiveness shock that could help troubled countries to deal with 

the crisis and, in the medium run, stay or come back in the euro zone in a sustainable 

way. This, of course, would have to be accompanied by other policies, especially on 

the supply side. Different versions of this multi-euro zone can be proposed (Mazier 

and Valdecantos, 2014a; 2014b).  

 

Different versions of multi-euro regime 

First, a multi-euro zone can be considered where national euros are reintroduced at 

the national or regional level while a global euro is preserved to support the role of 

the current euro in financial markets as an international store of value. The global 

euro will be floating against the dollar and determined as the result of the interaction 

between supply and demand of euro-denominated bonds. Issuances of European 

bonds for foreign creditors are only denominated in global euro and can be bought by 

domestic banks whereas private agents (firms and households) purchase only bonds 

denominated in national euro. National euros against global euro exchange rates are 

fixed, but adjustable according to different types of criterion reflecting the intra-

European performance of the country against the rest of the zone (intra-European 

current account or stocks of foreign reserves).  

Second, a simple return to the European Monetary System (EMS) of the 1980s and 

1990s can be taken up. As in the previous case there will be a split up of the euro 

zone into national euros, but, instead of keeping a global euro used as an 

international currency, there will be a European Currency Unit (ECU) playing the role 
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of a simple unit of account. The ECU will be a basket currency composed of the 

national euros according to the weight of each country. The ECU will be the 

reference to which national euros are pegged following the same mechanism as in 

the previous case (fixed but adjustable exchange rates of national euros against ECU 

according to different criterion of external performance). But national euros will now 

be floating against the dollar. 

Third, another solution is a system in which Germany leaves the euro zone and lets 

its currency float while the remaining European countries keep the euro, which would, 

either be pegged to the German currency with a fixed, but adjustable, exchange rate 

or float freely against the dollar. 

Last, a euro-bancor model can be considered. This proposal is more ambitious as it 

borrows from the experience of the EMS, from Keynes’ proposals on bancor and 

International Clearing Union (ICU) and from the current existence of the ECB and the 

SEPA. First, it borrows from the EMS the existence of a non-material unit of account 

to which national currencies are pegged and which is now called euro-bancor (a 

basket currency of national currencies). Second, in Keynes’ proposal countries 

accumulated bancor balances according to their external performance (increasing 

bancor account at the ICU for countries with trade surpluses, decreasing stock of 

bancors for countries running trade deficits). The idea of accumulating balances of a 

fictitious currency as a result of international transactions is the same that we 

observe in the current TARGET2 system at the ECB.  It implies that most of the 

institutions that are required to implement a regime of this nature (a clearing union, 

an international unit of account and a system that registers the transactions within the 

region) already exist (the ECB could play the role of the ICU and the SEPA is the 

system that registers all the transactions) or have existed and could easily be 

restored (the ECU, that would play the role of the bancor). 

European currencies are pegged to the Euro-bancor (thereby fixed with respect to 

each other) but they float against the dollar. This feature of the system is also 

borrowed from the EMS. The adjustment criterion of European currencies vis-à-vis 

the Euro-bancor depends on the intra-regional external performance of each country, 

unlike the case of the EMS where the overall performance was considered. As 

regards the balance sheet of national European central banks, even though they are 

engaged in a fixed exchange rate arrangement, the fact that the currency to which 

they are pegged (the Euro-bancor) does not have a physical existence, there is no 

need to accumulate reserves. This is one of the advantages of Keynes’ proposal – 

the lack of a need to hoard foreign reserves could prevent potential flows of effective 

demand from leaking outside the system7.  

                                                             
7 In Keynes’ original proposal, international capital movements were forbidden. In our proposal, we do not 
need to do this as because we are assuming that the central bank purchases any excess supply of domestic 
bonds that may result from a sudden capital outflow. This assumption allows us to introduce the bancor 
proposal without forbidding capital movements, which seems something impossible to do in the current 
context of global financialisation. Phrased differently, we consider more likely to ask central banks to do 
“whatever it takes” to let this system work than eliminating global finance.   
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The role of the Clearing Union (the ECB in practice) can be developed more in detail. 

The Clearing union is the institution where all the payments are cleared. Thus, every 

country would have an account at the clearing union. This account would be an asset 

for each national central bank and a liability for the clearing union, just as it happens 

in the current TARGET2 system. However, some other Keynes’ proposals can be 

introduced. First, in order to make the external adjustment process more symmetric 

than it is today, this system would make both debtor and creditor countries share the 

burden of the debts8. All countries would pay interests on their bancor balances, shall 

them be positive or negative. This rule should encourage countries to make their 

accounts at the clearing union be as close to zero as possible. Second, the funds 

collected by the clearing union, which result from the interest payments on Euro-

bancor balances, could be redistributed in favour of countries in deficit to help them in 

strengthening their supply side by more investment. 

 

Simulations 

Simulations have been made using a four country SFC model of the world economy 

with the euro zone split in two countries, Spain for the South and Germany for the 

German block. A first set of simulations present a comparative analysis of different 

exchange rate regimes (from the current system of the euro zone to multiple euros) 

after a negative competitiveness shock in South Europe due to the overvaluation of 

the euro for South Europe. Results show that after some delay a depreciation of the 

Spanish currency against the dollar induces an improvement of the trade balance 

and of the GDP (at the detriment of Germany). However a multiple euro framework or 

a return to the EMS might produce recurrent exchange rate adjustments (unless 

criterions adjustment would be based on stock of foreign reserves or would allow 

small but persistent current deficits). Results would be better in case of Germany 

leaving the euro zone. 

Other simulations present the same shock for different euro-bancor regimes, always 

compared with the current system (EMU, Economic and Monetary Union). The euro-

bancor regime also improves the South European countries thanks to exchange rate 

adjustments and payment of interests by the surplus country. Euro-bancor 1 is the 

basic one with a large devaluation threshold, euro-bancor 2 with a smaller one. As 

previously, if the adjustment criterion is too strict (euro-bancor 3), the model could be 

more instable. Euro-bancor 4 includes a supply shock effect for the South country, 

euro-bancor 5 introduces a higher propensity to import for Germany.   

On the whole, beyond the different monetary regimes which can be adopted, the 

reintroduction of the possibility of exchange rate adjustments for South European 

countries gives significant room of manoeuvre. Its main advantage is to be focused 

                                                             
8 As it has been widely pointed out, in the current setting of both the international monetary system and the 
euro area, the external adjustment process is asymmetric because only debtor countries are forced to 
introduce the structural policies aimed at correcting the imbalances. 
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on manufacturing sector and more generally on tradable goods which are the key 

driver of intra-European imbalances. By itself it is not sufficient and must be 

completed by other measures, on the supply side to consolidate the initial positive 

shock and on income distribution to avoid an inflationist drift.  

But the transition to a new exchange rate regime faces two main difficulties. First, the 

external debt in euros will have to be re-negociated in order to avoid a too large 

increase of the debt burden in case of depreciation of the new national currency. 

Since a large part of this debt is intra-European, it will be possible to find a 

compromise, even if it raises some tensions between European countries. Second, 

the risk of financial crisis with capital flights is important as soon as the possibility of a 

split of the euro will reappear. The introduction of technical measures of capital 

controls is possible but their efficiency is limited. The conclusion is that it will be 

difficult to avoid a financial crisis. The crisis can be short if the new monetary regime 

is correctly designed with more realistic national exchange rates avoiding 

misalignments and with more favourable perspective of growth than the current 

impasse. 

 

4  A recovery plan based on a pro environment  investment scheme.  

There is a third way out of the present impasse of the EU which could easily be 
combined with the two policies presented in the above sections. The one we want to 
investigate rapidly hereafter can straightforwardly be seen as a specific case of the 
policies of project bonds introduced in section 2. The specificity of this way out is to 
bank on the rising pressure of the environmental challenge, which gives related 
investment schemes  a full legitimacy across the board of countries and also hints at  
workable designs of investment.   For over three decades political discourses have 
alternatively stressed the dual challenges of a successful integration in a world 
economy in a steady process of liberalization and of a necessary turn towards more 
sustainable development paths following the warnings given by scientists in the 70s. 
This second alternative has for a long time remained pure rhetoric. Integration in the 
world economy has been the over dominant motto in its most crude form , searching 
for cost competitiveness in pressing wages down and for non price competitiveness 
in supporting hi-tech multinational firms and R&D,  all of which fueled income 
inequality and unemployment.  Meanwhile the threat of speculative runs on 
currencies in a world of global liberalized finance led a majority of EU countries to 
adopt a single currency despite the distortions it implied. In the years 2000 the 
deterioration of the environment became more obvious, leading the UN to take action 
and international agreements to develop, such as the Kyoto agreement (protocol), to 
reduce CO2 emissions while the voice of. Climate skepticism is strongly declining9; 
The reports of the IPCC gained  increasing attention. The financial crisis of 2007 and 
the ensuing public debt crisis of the early 2010s led to a reinforcement of austerity 
policies especially in the EU. But these policies rapidly turned out to be such a dead 

                                                             
9 http://www.ft.com/intl/cms/s/0/46a65844-05f4-11e4-8b94-00144feab7de.html#axzz3CuHNaaUq 
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end that even some conservatives politicians and orthodox institutions called for 
alternative policies. 

The problem then is how to define alternative policies. It is difficult to rally EU 
members to help financing or allow public indebtment to support household 
consumption which would increase chiefly imports without boosting the 
competitiveness of the country. Agreement to support investment schemes would be 
easier to reach but it remains highly conditional, raising issues that are opposed to 
industrial policies. The scheme has to be effective (no transfers to firms or 
households without controlling that they are effectively used for what they are 
purposed. The investment under view has to be legitimate, meaning that it should 
concur objectively to boost the competitiveness of firms without harming households. 
All this implies some kind of control all along and loss of sovereignty which is difficult 
to accept. The experience of the “structural funds” thus showed the pros and cons 
and finally ended by stricter requirements on the objects and conditions of realization 
of the subsidized  investments. At the time being  investment schemes  around 
environmental issues seem best positioned to meet such stricter standards. Still they 
have to be easily tractable, to be fairly allocated and simply controlled. Focusing on 
one environmental variable such as CO2 emissions is in that sense a strong 
advantage, even if discarding other environment variables can be counterproductive 
(be it neglect of biodiversity, increasing threats of nuclear accidents or changing the 
role of agriculture).Aglietta and Hourcade (2012) gives an example of a simple 
decarbonisation scheme which is meeting the above requirements. The criterium to 
support an investment is then the reduction of CO2 emissions it allows. A premium is 
fixed at EU level which is equivalent to a carbon price but is not determined on any 
market but fixed by the authorities which are managing the investment fund. Recent 
past has shown that market mechanisms work very poorly in an economic  world still 
strongly dominated by a liberalized and internationalized finance, therefore caring 
most exclusively for short or mid term projects when  environmental issues call 
mainly for long term investments. Moreover the investments in question concern all 
sectors of an economy from energy, transport, housing, agriculture and basic 
industries. Supports to these industries therefore impact in terms of jobs and incomes 
throughout all activities, notwithstanding their direct impact on the well being of all the 
users of the productions under view.   One of the simplest design of such investment 
scheme would be to create an European Ecological Fund  EEF which would receive 
contributions  from member states of a small percentage point of their GDP. A more 
sophisticated scheme  (if EU members are more daring) would be to use Eurobonds 
to finance it. The EEF would  monitor the distribution of these subventions, taking into 
account a) the CO2 emissions saved, the sectors of activity (to distribute between 
housing, energy producing, …) and the level of development of the country of the 
investor (to allow some redistributive effect). The levels of the contribution of MS to 
this fund would correspond to some implicit carbon price. It opens a evolutionary 
processus by which MS successively rise the “price” of carbon in order to meet an 
overall target of reduction of CO2 emissions.  

A key issue is then to know if the initiative launched by the EEF would exert a 
sufficient impact to lead to a cumulative process of pro environment investments. The 
simulations done in the AUGUR project provides a calibration which supports the 
idea that it is possible for such scheme to gain some momentum. An increase of 
public spending of around 1% across the board of all activities clearly changes the 
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horizon. The simulation aims at reducing unemployment within a 5%-8% range and 
to reduce the productivity gap between MS. The contributions vary among MS to 
meet the redistributive objective but overall the new efforts are of an order of 
magnitude similar to the present contributions to the EU budget.  It s not negligible 
but should be compared to the national plans of economic recovery launched in the 
various MS. For instance in France when the contribution to the 2013 EU budget was 
of some 22 billions of euros, the Pact of responsibility of 2014 would cost twice as 
much (some 46 billions according to Le Monde.). It thus requires sizable but feasible 
efforts by MS. The potential factors for such cumulative dynamics is that the pro 
environment scheme has a full legitimacy (increasing with the observation of the 
environment problems around the world) and a transparent tractable design, where 
the effectiveness of the investments, their distributive impacts among activities and 
countries  can be monitored in transparent ways, forging a learning process whereby 
trust will continuously increase. No alternative investment scheme can make the 
same claims.  
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