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155 years of Italian GDP
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IMF rosy forecasts
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What if? The «progressive» Italian 
economist’s standard scenario
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I know it is unbelievable, but here it is...
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Where do these figures come from?
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Translation: «Follow our disinterested advice: bring 
your money to UBS!»
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Conclusion and moral

 Mario Nuti, associate editor of the Cambridge 
Journal of Economics, intervened with six other 
heterodox colleagues, pointing out the absurdity of 
this scenario.

 The answer was: «I was trying to fight populism».

 ...
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Populism then...
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Nicholas Kaldor
(1971)

It is a dangerous error to believe that monetary 
and economic union can precede a political 
union. For if  the creation of  a monetary union 
and Community control over national budgets 
generates pressures which lead to a breakdown 
of  the whole system it will prevent the 
development of  a political union, not promote 
it.

«The dynamic effects of  the common market», 
The New Statesman
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...and now!
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Motivation: the need for a professional
analysis of an exit scenario

 It is not an «action plan» for managing a euro exit 
or a euro collapse.

 A professional assessment of the macroeconomic 
consequences.

 Is that true that it will be worst than WWII?

 An assessment is needed, because historical 
experience and scientific literature provide a 
completely different picture.
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Why it can’t last: monetary integration vs. 
real disintegration
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Why it can’t last: monetary integration vs. 
real disintegration
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PERIOD
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Why it should not last (unless you 
legitimately like neoliberal policies)...
 Factor mobility as a panacea: the (flawed) neoliberal 

foundations of Europe:
 ignores the destabilising effects of capital movements on income 

distribution (huge literature, including the IMF! Furceri and 
Lungani, 2015), favoring private indebtedness (Perugini et al, 2015, 
«Inequality, debt and financial crises»), thereby leading to crises 
used  to alter the income distribution further (Diwan, 2001).

 ignores the destabilising effects of labor movements: skill-biased 
internal migration (Fatas, 1998; Pasimeni, 2014).

 The «vincolo esterno» as a Trojan horse for neoliberal 
policies
 the advantage of tying one’s hand (Giavazzi and Pagano, 1991), 

provided austerity is expansionary...

 the single currency as a «challenge to the European social model» 
(Featherstone, 2001).
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NPL/GDP: when adjustment can occur 
only through income...
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Model features

 Standard AS/AD model, 140 equations, 55 exogenous 
variables

 Disaggregation of trade among 7 main partner areas

 BEER estimation (Clark and McDonald, 1998) of the 
currency misalignment (as in Coudert et al., 2013)

 Endogenization of the recessionary «balance sheets effects» 
of a large devaluation (Cespédes, 2005; Nordvig, 2014; see 
also Durand and Villemot, 2016)

 Sovereign debt spread as a function of macroeconomic 
fundamentals (Gödl and Kleinert, 2016)
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Model performance: 2015 growth rate
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Model performance: costs of austerity 
policies (Monti’s legacy)
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asimmetrie
(2014)

MEF
(2017)



Beyond the EU 28/06/2017

Alberto Bagnai, Università G. d'Annunzio 11

Bilateral trade flows
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Relevant exposure (Nordvig, 2014)
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Redenomination risk (Durand and 
Villemot, 2016)
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Currency misalignment estimates
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Scenarios

a) Base case

b) Banking crisis

c) Banking crisis under active fiscal policies

28/06/2017 Beyond the EU 25

Scenarios
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Is that weird? Not at all! (V-shaped 
adjustment)/1
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Is that weird? Not at all! (V-shaped 
adjustment)/1
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Is that weird? Not at all! (Real interest 
rates) /2
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Is that weird? Not at all! (No 
hyperinflation) /3
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Robustness checks
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Conclusions

 The euro will collapse because it fosters member 
countries’ divergence

 The political culture of catastrophism (Majone) 
prevents the institutions from studying the outcomes 
of such an event (bringing about a major political risks)

 The media, by spreading fake news, are the major 
threat to our democracy

 With different politicians and different medias the 
costs of a dissolution would be manageable

 For every additional euro of costs, don’t blame 
populism...
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