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Out of sight shouldn’t  
mean out of mind

To the casual observer, it might appear that the ‘eurozone crisis’ has 
ended. It’s vanished from TV news bulletins and newspaper front pages 
– and the term is now rarely used by Prime Ministers or Presidents.

However, this doesn’t mean businesses can afford to drop their guard against 
renewed turmoil in the euro currency bloc. A BBC poll1 of top economists conducted 
in January 2014 found that over 50% think the crisis is not over. And even among 
those who think it has finished, many believe it will flare up again. This view was 
reinforced by leading academic Paul De Grauwe, Professor of Economics at  
the London School of Economics, who stated that European politicians are  
in a state of denial2.

Even George Osborne, UK Chancellor of the Exchequer, didn’t do much to dispel 
that myth when, in his Budget 2014 speech, he referred to “instability within the 
eurozone” as cause for concern for the UK economy.

Rumbling tensions…
Views such as this reflect the fact that – beneath the apparently calm surface – the 
eurozone is still afflicted by many profound tensions, including a rumbling debt 
crisis, a renewed banking crisis potentially in the making, a crisis of divergent growth 
rates and severe problems with its labour market and global competitiveness. 

However, that’s not all. Alongside these deep-seated existential threats, the eurozone 
also has to contend with several emerging challenges which, in combination,  
have the effect of increasing the risk of further crises and contagion across  
markets and regions.

…exacerbated by new factors
Given recent events on the European Union’s immediate borders in the Ukraine, 
the most obvious challenge is rising political tensions. But these aren’t limited to 
Russia’s flexing of its muscles. Further political upheaval is threatened by this year’s 
European Parliament elections in May, taking place against a background of high 
youth unemployment, austerity fatigue and painfully slow growth in many  
members countries, coupled with rising popular support for far-right, nationalist  
and anti-EU parties.

1 http://www.bbc.co.uk/news/business-25561477

2  http://www.fuw.ch/article/the-calm-in-the-eurozone-will-only-be-temporary/
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There are also renewed stresses in the EU’s banking sector 
along with the potential for shocks to emerge this autumn 
when the European Central Bank (ECB) publishes the findings 
of its balance sheet health checks on Europe’s largest banks 
before taking up a supervisory role. 

Additional political and economic disruption could spring from 
the forthcoming ruling from the European Courts (referred 
by Germany’s Constitutional Court) on the legality of the 
ECB’s bond-buying programme and safety net for the euro. If 
the judgment goes against the ECB, the bond markets might 
renew their assault on the eurozone’s less financially robust 
members. And while the ECB has consistently said it is buying 
time for countries to put their houses in order by curbing debts 
and enacting economic reforms, Italy and France could both be 
potential flashpoints.

All these factors are contributing to perhaps the biggest threat 
of all: a deflationary spiral. If deflation took hold, it could  
raise the prospect of a Japan-style lost decade and making 
national debts even harder to pay off.

“Europe is under threat. Markets have improved  
but the economic situation for most countries has  
not improved: the levels of growth, jobs and GDP  
are way worse than before the crisis.” 
 Axel Weber, Chairman of UBS, February 2014
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The daunting economic  
backdrop

All of these events are unfolding against an economic backdrop that 
hardly inspires confidence. With certain sectors showing sluggish  
to limited growth, Italy exhibiting a less than inspired commitment  
to sorting out its finances and Greece’s fragile government struggling 
to sustain its austerity drive, the eurozone economy is still giving  
clear causes for concern. 

Other issues are deepening the economic strife and undermining confidence  
more generally across the currency bloc.

To recap, the roots of the eurozone crisis can be traced back to even before the Greek 
debt crisis, to the Euro’s inception in 1999. Since its creation, the eurozone has 
suffered from two underlying problems that have still gone unchecked to this day.
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The first is diverging competitiveness between a 
select group of countries – including Germany and the 
Netherlands – that are running a current account surplus, 
and a larger grouping running a current account deficit, 
including France, Greece, Italy, Portugal and Spain.

The second related problem is an over-reliance on debt 
– high levels of public (and private in some peripheral 
economies) debt. Exasperating the problem however, is the 
lack of a complete financial infrastructure appropriate for a 
monetary union. Monetary policy has been allocated to the 
ECB, but fiscal policy still lies in national hands. 

The sizeable and persistent imbalance in trade flows 
that has historically existed between different eurozone 
members has been supported by a complementary flow of 
credit from the surplus countries to the deficit countries. 

This trend has caused a build-up in public and private 
debt, while also delaying any significant correction in 
competitiveness, and papering over the eurozone’s as-yet-
unaddressed structural problems. Several countries are 
still struggling to repay this debt, heightening the austerity 
fatigue in those states and exacerbating political tensions. 

The Eurozone growth gap

GDP growth figures published by 
in February 2014 by Eurostat, the 
EU’s statistics office, underlined the 
bloc’s economic strains. They showed 
that during 2013, total GDP in the 
eurozone contracted by 0.4%, while 
in the EU as a whole it increased by 
0.1%. At the same time, preliminary 
national figures showed that 
Germany’s economy grew by 0.4% in 
2013, while Italy’s shrank by 1.9% – 
despite returning to marginal growth 
in the final quarter of the year.



What does this mean for  
business and industry?

The message is clear: despite the recent relative silence from politicians 
and the media, many of the ingredients for a renewed fiscal and even 
banking crisis are still present within the eurozone. If this were to 
come about, it would be likely to follow into political upheavals in 
some member states which in turn would have major repercussions  
for businesses and industries alike.

As with all types of risk, they are never guaranteed to come to fruition. But 
organisations with an exposure to the eurozone – and even to the EU more generally 
– would be well-advised to assess a range of scenarios and have contingency plans in 
place to deal with them. If a crisis does erupt, it may well do so with breath-taking 
speed, meaning those organisations that have thought through the scenarios with 
optimal responses will be better-placed to weather the storm relatively unscathed.

Scenarios for a new crisis and subsequent resolution… 
The Outright Monetary Transactions (an ECB program) plus the commitment of 
Mario Draghi to “do whatever it takes” has calmed markets dramatically over the 
medium term. But what this hasn’t done is rule out the possibility, or inevitably,  
of a number of scenarios evolving.

Originally, a country exit from the Eurozone, such as Greece, was thought of as 
a highly likely outcome. So likely in fact, that many organisations still rely on 
this example as the only scenario worth planning for. Of course, a fresh crisis in 
the eurozone could potentially result in a wide array of very different political 
and economic outcomes. However, they all share a common theme: that a harsh 
adjustment to a new fiscal reality will be unavoidable, regardless of what path the 
politicians follow. 

A negative scenario would have an impact beyond the eurozone, with countries such 
as the UK and US seeing knock-on effects such as falls in exports and strains in their 
banking sectors. There might also be increased levels of capital outflows and inflows 
as global investors look for a ‘safe haven’. Countries such as China would have to deal 
with a decline in a significant proportion of their export markets.

…and four scenarios to forestall a crisis before it happens
At the other end of the spectrum, further academic debate is already under way 
about potential actions that could be taken to overcome the current state of affairs 
in the eurozone, thereby preventing a renewed crisis from erupting in the first place. 
Although theoretically possible, these steps would be difficult to implement in their 
purest form but could still be up for consideration:
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Restrictive financial policy  
for the euro
This scenario consists of the 
imposition of strict controls on 
budgetary expenditure to reduce 
public spending and borrowing,  
and – where feasible – an increase  
in government revenues. 

Reducing sovereign debt
In all the peripheral economies 
attention has focused on reducing 
sovereign debt. In Greece, this 
was also complemented by debt 
restructuring.

Devaluation of the Euro
In this scenario the Euro is devalued 
to boost the competitiveness of the 
eurozone economy and member 
countries, stimulate economic  
activity and increase government 
revenues to the state budgets. 

Solidarity
Appropriate institutions are 
established to take responsibility  
for the supervision and coordination 
of economic and fiscal policy across 
all European Union member states. 
Fiscal union means that a significant 
component of members’ budgetary 
policy is transferred from the  
national to the EU level. 

Looking across all four of these scenarios 
there are, conceptually, two main 
dimensions to reforming the eurozone, 
given its current evolving circumstances. 
The first is political integration.  
The second is fiscal transfers between 
member states. Neither could be  
achieved without significant political 
strains at a national level.
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What would be the impact  
on business?

Any worst-case outcome from the scenarios we have described –  
or contagion caused by their compounding issues – would inevitably 
impact all organisations, sectors and markets in some way both across 
the EU, and even in other markets worldwide. Here are some of the 
potential effects:

•  A drop in revenues by an order of magnitude bigger than most companies have 
previously experienced: in some sectors of the most directly affected territories,  
a 50% fall in revenue value is not out of the question;

•  A significant fall in the value of the Euro would mean non-euro liabilities – 
including commodity prices – would increase for all non-hedged exposures;

• Bank lending into departing nations will seize up;

• Supply contracts may not be honoured by failing suppliers;

• Leases and long-term commitments may need to be renegotiated upwards;

• Pricing changes, negotiations and contract amendments will be required;

•  Statutory and management reporting will become more complex, with additional 
layers of consolidation; and

•  People skills and talent retention may become more difficult due to challenges  
in the labour market.

Clearly, these impacts would pose severe challenges to most organisations. 
Furthermore, companies will need to navigate through them while continuing 
to manage the ongoing effects of global megatrends that, in combination, are 
already reshaping the global business environment. We believe the most important 
megatrends are listed in the accompanying information panel.

Getting in shape to ride out the shocks…
Against this backdrop, we believe all companies should take steps to identify their 
own level of readiness. Analysis should be conducted to ensure they are fully 
prepared, while also focusing on opportunities they may be able to capitalise upon. 
The right approach will provide organisations with measurable insights that will 
enable them to reduce their exposure, gain wider assurance and enhance their 
market competitiveness.

Five global megatrends

Demographic shifts

Shift in global economic power

Accelerating urbanisation

 Resource scarcity and  
climate change

Technological breakthroughs
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To achieve these goals, we believe 
companies need to use a variety of 
assessment techniques and tools.  
These should include:

•  Analysis of current eurozone trends 
using historical economic information 
and PwC’s main scenario projections. 
This would focus on understanding 
macroeconomic forecasts and trends 
– both qualitative and quantitative – 
and analysing data with conceptual 
tools, enabling modelling based on 
proven metrics.

•  Cross section analysis of the present 
regions and markets enabling 
identification of new and emerging 
trends by industry sector, across the 
domains of strategic, operational  
and financial.

•   Scenario exercises and alternative 
futures planning. The perspectives 
applied here should be both 
analytical (involving planning for 
what may happen with suitable 
response plans); and normative 
(planning for what should happen 
with suitable response plans).

…through a thorough 
functional readiness 
assessment
To be fully effective, the analysis and 
readiness assessment must focus on 
the key functional parts of a company 
– including operational, strategic, 
financial and crisis response – while 
also taking into account the effects of 
the megatrends mentioned above that 
are reshaping the macroeconomic and 
geopolitical landscape. 

The assessment should examine 
eurozone-related risks and associated 
actions within and across the key 
functions, including areas such as 
finance and treasury, tax and legal, 
sales and procurement, and people and 
Information Technology.

If the assessment is well-designed and 
conducted effectively, it will enable the 
organisation to clarify its own current 
level preparedness for a eurozone crisis; 
the level of preparedness it needs; and 
the steps it needs to take to bridge the 
gap between the two. Furthermore, 
by providing an objective, simple and 
powerfully demonstrative assessment 
of the key indicators for Boards and top 
management teams, the analysis will 
not only highlight where additional 
investment and resources are required, 
but will also identify which functions 
are already adding value in terms of the 
organisations eurozone readiness.
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Conclusion: no time to lose 

By definition, crises blow up quickly, and leave the unprepared with 
little time to respond. If and when the next eurozone crisis occurs,  
it will have precisely those characteristics.

Organisations are already aware of the risks. PwC’s Global CEO Survey published 
in 2014 highlights that Boards and top management teams are – quite rightly – still 
concerned about the potential for a renewed crisis in the eurozone, and about how 
the resulting shockwaves could affect their organisation and customer base.

The sooner organisations act on these concerns by conducting a thorough assessment 
of their eurozone readiness, the better for them and all their stakeholders. From 
Board to employees to customers to shareholders, every party with an interest  
in a business wants – and indeed expects – it to be as fully prepared as possible  
for renewed turmoil. 

Like reports of Mark Twain’s death, predictions of the collapse of the eurozone have 
proved consistently premature. But that doesn’t mean they will continue to be wrong. 
For organisations exposed to the eurozone, it’s time to plan for the best and prepare 
for the worst – and to make sure your organisation is fit for business. And there  
is no time to lose.
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