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1) Positions & Results – February-April 2010 – Greece 

• The European Commission calls for intervention by the Euro group and 
wants to avoid IMF Involvement.  
 

• France wants to avoid IMF involvement.  

• The ECB wants the capacity to buy bonds and access to a bigger budget. 

• Germany wants to avoid EU involvement.  

Results: 

On May 2, 2010, the Euro zone countries and the IMF agree on a 110 billion euro (80 billion 

from the Eurozone, 30 billion from the IMF) three-year bailout package for Greece. Along 

with tax hikes, the bailout agreement calls for intensive cuts to the Greek budget, especially 

to pensions and public sector compensation.  

In May 9, 2010, the Council creates the European Financial Stability Mechanism (EFSM) to 

preserve financial stability in Europe. The Mechanism foresees the possibility of granting 

Union financial assistance to a Member State in difficulties caused by exceptional 

occurrences beyond its control.  

Within the framework of this mechanism, the Commission is allowed to contract borrowings 

up to €60 billion on the capital markets on behalf of the European Union. In addition, the 

Mechanism includes a special purpose vehicle (SPV), the European Financial Stability 

Facility (EFSF), which is established by intergovernmental agreement among all Euro area 

member states. The EFSF is authorized to lend up to €440 billion. Together, the EFSF and 

EFSM have a lending capacity of €500 billion.   

Both the EFSM and EFSF frameworks state that strong economic policy conditions should 

be imposed on the receiving country in case of activation of this mechanism. 

The EFSM decision-making is as follows: a 

member state applies for financial aid to the 

Commission, which informs the ECB and 

the Parliament (EP) and proposes a 

package of financial aid and conditionality 

for the member country to the Council. The 

Council then dictates a decision and, in 

case of a favorable reply, the Commission 
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manages the package. 

The EFSF is managed by a board of representatives from the 17 Euro zone member states 

along with a Chief Executive Officer and includes appointed observers from the European 

Commission and ECB. The EFSF is technically not directly accountable to the EP but a 

close working relationship is expected. 
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2) Positions & Results - May 2011 – Portugal and Ireland get bailout 

• The European Commission and ECB call for a larger EFSF. 

• France calls for further integration.  

• Germany wants to avoid larger EFSF and calls for a competitiveness pact. 

Results: 

On March 25, 2011, the European Council agrees on the details of the permanent 

European Stability Mechanism (ESM), which is to have a maximum lending capacity 

increased to €500 million and is designed to take over the EFSF and the EFSM after they 

expire. The agreement states that the ESM will be financed by all EU members, and that 

any country utilizing the mechanism for financial assistance can only do so under strict 

conditions. The mechanism allows for Collective Action Clauses to be standardized by July 

2013.  

On May 3, 2011, Portugal reaches a bailout deal worth €78 billion with the European Union 

and the IMF, becoming the third European nation to be bailed out of a sovereign debt crisis.  
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3) Positions & Results - October 2011 – Italian Bond Yields Rise and 
Greece Debt  

• France is against a private sector haircut and wants ECB funding for the EFSF. 

• The ECB is against a private sector haircut and buys Spanish and Italian bonds.  

• Germany wants a private sector haircut and is against ECB funding and expansion 

of the EFSF.  

Results: 

The Summit held in Brussels results in an agreement on a “three-pronged approach”: to 

stabilize Greece, revive confidence in the markets, and strengthen the banking system. 

Private banks holding Greek debt accept a write-off of 50% of their returns. The EFSF 

bailout fund is to be boosted to €1 trillion from the €250 million left in the fund, by leveraging 

the fund itself through guarantees and insurance to investors buying Euro zone debt, as 

well as through a special investment vehicle that could attract investment from countries 

like China or Brazil. European banks are required to raise around €106 billion Euros in new 

capital by June 2012.  
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4) Positions & Results – December 2011 – Greek Referendum 
Announced after Greek bailout agreement 

• European Commission pushes for Eurobonds.  

• France is against the Commission’s review of national budgets.   
 

• The ECB reduces interest rates. 

• Germany is against the ECB becoming the lender of last resort and reaffirms its 

stance on the necessity for incentives to reform and for more fiscal discipline. 

Results: 

With the crisis having turned the corner past Greece to knock at the door of the rest of 

Europe, European leaders convene at the European Summit in Brussels on December 8, 

2011 to create measures that will keep the crisis at bay and avoid a breakup of the 

European Union. On December 9, European leaders announce that 26 out of the 27 EU 

member states have committed to a tax and budget agreement. The United Kingdom, led 

by Prime Minister David Cameron, opts not to join the “fiscal compact”. 

The fiscal compact (to take effect March 2012), including penalties for countries that break 

deficit rules, will have to be implemented through a treaty between countries since 

unanimity is needed for the agreement to be established within the EU treaty. The compact 

is comprised of a cap of 0.5% of GDP on countries’ annual deficits, automatic penalties for 

nations whose public deficits exceed 3% of GDP, and formalization of these more stringent 

rules in each country’s respective constitution.  

The starting date of the European Stability Mechanism is advanced one year, to July 2012, 

and its lending capacity of €500 billion is to be reassessed. Furthermore, the Euro zone and 

EU countries pledge €200 billion to the IMF.  
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Epilogue 

The Council Summit held on June 28, 2012 was a turning point, at least on paper. With the 

threat of contagion and a further crippling crisis lurking at the door of the core economic EU 

countries, the EU finally step up, with a three-in-one approach to tackle the crisis head-on. 

Key decisions and actions must now be taken to implement the Summit’s conclusions; their 

design and implementation will greatly affect the future of the Euro zone. 

 “The three results [of the last summit] can be summed up to one: the euro civilization is 
still alive and kicking. [1] The emergency measures to overcome the Spanish-Italian 
turmoil [(]direct bank rescues… and direct purchases of (sovereign) bonds[)]; [2] The 
growth agenda drawn up by socialist France; [3] The prospect of a banking, economic 
and even political union [(]the ECB would lead the first of the three, undertaking the new 
supervision of the credit institutions [)].” 

 Translated from: El País, Xavier Vidal-Folch – “Tres en uno” – June 29, 2012 

This potential fulcrum reflects, in effect, the practical recognition of an important conclusion. 

The European sovereign debt crisis has clearly shown that the EU must become more than 

an economic union in order to survive and provide a prosperous environment for its 

members. In a speech in August 2011, EU Council President Herman Van Rompuy said:  

“ The enemy of the European Idea, of peace and of solidarity is populism: “everyone for 
himself” or “me first”.  

This paper has shown that the corrective actions of the main players were often made with 

a shortsighted approach lacking in European scope and inspiration. Though the economic 

hemorrhage has been been stopped temporarily, the national approach of the players 

involved has generated a serious threat to the EU. For the European Union to move 

forward, economic integration must go hand in hand with fiscal integration and 

organizational-instrumental reform in order to allow for more fluid governance working in the 

best interests of all citizens of the union. Indeed, in the same speech, Van Rompuy stated:  

“ There can be no continued European integration without an added extra. Without that 
spirit which can be summed up in two sayings: “together we are strong” and “unity in 
diversity”. The scheming mind that seeks only economic and financial value will not 
succeed. More is required. Europe is not just self seeking.” 
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