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European reform: ‘no sense of urgency...
but it’s urgent’

Eurozone reform is once again overshadowed by Brexit and Thursday's
Euro Summit was no exception. In the last two years, new reforms have
been postponed again and again. The sense of urgency is still there, but
disagreements among member states are unlikely to be bridged this
year

Source: Shutterstock

Eurozone reform was on the agenda, but not top of mind

With Brexit and migration completely overshadowing this week's EU summit, you might not
have noticed that monetary union reform was also on the agenda at the so-called Euro-
summit, a lunch meeting at the end of almost two long days. As expected, no decisions were
made but the plan to have further reform of the monetary union centre stage at the
December summit was confirmed. In June, EU leaders decided they would revisit the reform
agenda at the end of the year. Whether the December Summit will really bring a breakthrough
is far from certain. Final words by European Council President Donald Tusk were not really
encouraging as he stated that technical work had to be accelerated and that he hoped that
today's discussion would inspire the Eurogroup to act more dynamically. European language
for “a lot has still to be done”.
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Any breakthrough is far from certain

Thursday's meeting focused more on containing existing problems than on shaping the future.
The economic uncertainty that the Eurozone faces was not lessened by the summit. As the
Brexit negotiations will go down to the wire, downside risks to the outlook remain. Concerns
about the Italian budget are also there, which was discussed just briefly at the Euro Summit as
that remains a matter for the Commission and not European leaders for the moment.

While European Commission President Juncker said at the press conference that there is “no
sense of urgency, but it's urgent” about Eurozone reform, the question remains whether
meaningful strengthening of the Eurozone can be achieved. More concrete steps towards
completing the banking union still need to be taken, but President Juncker says that only a
handful had been agreed so “there remains ample work until December”. The danger, of
course, is that the December Summit could be overshadowed again by the Brexit debate,
postponing Eurozone reforms to 2019.

Major steps still have to be taken

The recent reshuffling of France's government didn't change the direction for Emmanuel
Macron, whose intentions remain unchanged since the September 2017 Sorbonne declaration.
During the Meseberg Summit in June, France and Germany agreed on the creation of a
Eurozone budget for 2021 and on deciding the rest in December. This includes further steps in
the banking union. However, only the initial exploration phase of a European Deposit Insurance
Scheme has been announced so far and the Franco-German proposals received lots of
criticism from other Eurozone countries, particularly the Nordic countries plus the Netherlands.

Recent political developments in Germany have also done little to become overly optimistic
about bold reforms in December. Firstly, the interpretation of what a Eurozone budget could
mean still differs across countries. The latest news on German Finance Minister Scholz's non-
paper on a European Unemployment Stabilisation Fund and the immediate criticism from
coalition partners suggest that little is left from the title of the official coalition agreement “A
new dawn for Europe”. There is currently even some speculation in Berlin that the German
government is actually looking at the Spring Summit 2019 and not the December Summit this
year to agree on Eurozone reforms. But then really...



THINK economic and financial analysis

4 scenarios for the Eurozone future
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No reforms without a new existential crisis first?

All of this means that the so-called window of opportunity to agree on bold Eurozone reforms,
which opened up after the French presidential election and before the German elections last
year, is almost closed again. It is not completely locked, though. Except for making the ESM the
backstop for the Single Resolution Fund, some additional upgrading of the ESM and lip

service to finalise banking union, very little progress should be expected at the December
summit. It increasingly looks as if the Eurozone will first need a new existential crisis before

agreeing on bold reforms.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING") solely for
information purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to requlation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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