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Primary deficits are gradually improving 
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Current account, GIIPS 
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GDP, GIIPS 
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Unit labour costs have declined from their 
peak 
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Probable success cases 
GDP: Estonia, Latvia, Ireland and Iceland 
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Government debt: Estonia, Latvia, Ireland and 
Iceland 
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Debt consolidation is a slow process 
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Sovereign yield spreads vis-à-vis Germany (10 y) 
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Euro area bank CDS prices 
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Possible design for a banking union 
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Micro supervision 
• Administrative duties 
• Costs small 

Crisis resolution 
• Administrative duties 
• ”bail-in” from investors  
• No bank support 

Deposit insurance 
• Administrative duties 
• Funded by fees from banks  
• Final responsibility to         
governments? (Systemic 
crisis) 

Bank support (”bail out”) 
• Expensive, politically difficult 
• Case by case political decisions 
(ESM?) 

Should include: 

Outside the banking union: 

The system in the United States: 
 
FDIC:  
• Supervision, resolution and deposit 
insurance 
• No finance from government budget 
 
TARP 
• Discretionary political arrangement 
• Financing from federal budget 
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