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Letter from the Director
Dear delegates,
Hello, my name is Jeffrey Shen, and I am the director of the EU for CAHSMUN 2018. I am
currently a junior at Pinetree Secondary, and this will be my first time directing at a
conference! CAHSMUN has special meaning for me, because it was my first ever conference
that I attended, back in 2016. Since then, I have been very involved in MUN, attending and
staffing at numerous conferences. MUN has helped me grow as a person, educated me about
global issues, and has introduced me to amazing people. Outside of MUN, I enjoy cooking,
debating, and listening to new Indie bands of Spotify.
The two topics that I have chosen for this conference are extremely pertinent issues right now,
within the EU: monetary reform and sectionalism. Because the EU is both a monetary and
political union, I wanted a topic to cover each portion of the union. Throughout the
conference, I hope that these two topics will give you a better understanding about the
purpose of the EU, and why it is one of the most influential unions in the world.
I hope that you have as much fun researching and writing position papers as I have, writing
these two backgrounders. My goal is to make EU at CAHSMUN 2018 a positive and
supportive environment, both for experienced and new delegates. If you have any questions or
concerns, please do not hesitate to contact either myself, or my fellow dais members. Looking
forward to meeting all of you!
Best of luck,
Jeffrey Shen
Director of EU—CAHSMUN 2018
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Committee Description
The European Union (EU) is a monetary and political union, consisting of 28 states located
across the European continent. The purpose of the union was to instill economic stability into
the region, first as a trading union, from the European Coal and Steel Community (ECSC)
and the European Economic Community (EEC). The original members were Belgium, France,
Italy, Luxembourg, the Netherlands, and West Germany. Since its founding, the union has
become a single market, through the standardizing of laws and political systems that apply to
all member states. Goals of the union are to ensure the free flow of goods, people, workers,
and capital. Furthermore, the Schengen Area was established as a passport-free zone, meaning
that people can move from country to country freely.
A monetary union, known as the Eurozone was implemented 1999, consisting of 19 states,
who have all abolished their own currencies for a common euro currency. The European
Union has a nominal gross domestic product (GDP) of 16 trillion USD, and has very high
Human Development Index (HDI), according to the United Nations (UN). The union has
strong and stable external relations with the rest of the international community, through
representing itself through the United Nations, the World Trade Organization (WTO), the
G7, and the G20. Furthermore, due to the economic strength and growing economies of many
member states, the EU has been described as an emerging global superpower.

Topic A: Reform of the Monetary Union
Overview
The European Union is in need of reform. Following the 2008 financial crisis and subsequent
Eurozone Debt Crisis, many nations are struggling to stay afloat. Leading up to the financial
crisis, years of overbudgeting, government over-spending, and the formation of a housing
bubble in many nations were among the main reasons for the problem. After the crash, many
Southern European nation such as Greece, Spain, and Cyprus were unable to pay back the
debts, leading to bank failures and the crippling of many economies across Europe.1
Currently, the Union is working on several bailout programs for struggling nations such as
Greece. In exchange, these nations need to heavily reform their fiscal policy: from government
spending on social services to investing within industries. However, a new turn of events
involves the intervention of the International Monetary Union (IMF) to facilitate this bailout
1
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program.2 However, this partnership has not yet been successful due to the differences of
opinion and policies, as well as reluctance and hesitance on behalf of the IMF has not made
matters simpler. Moreover, the Financial crisis has left much of these nations with huge
amounts of unemployment –particularly youth unemployment. Governments worry that an
entire generation of workers would be forgotten with declining skills.
Aside from debt issues plaguing the region, the fear of a potential banking crisis is a prevalent
issue within the EU as well. With plummeting shares and the need of government bailout
programs, reforms on the part of the banking sector, in cooperation with federal governments
in necessary. While there is not a one-step fix solution to any of this, future steps can be taken
to ensure the continued future of the monetary union.

Timeline
November 1 1993 – The European Union is formed.
January 1 2001 – Greece joins the Eurozone.3
November 2004 – Greece admits that it lied to gain entry into the Euro, and that the deficit
had never been below 3pc since 1999, which was a requirement in order to join the EU.4
March 2005 – The cost of the 2004 Athens Olympics creates a heavy burden for the Greek
government. This marks their first austerity policy to cut the budget and attempt to control
the country’s deficit.
2009 – The European debt crisis begins as a result of the Great Recession.
May 2 2010 – Greece receives its first bailout package of 110 billion euros from the IMF and
other Eurozone leaders.
July 2011 – Greece receives a second bailout of 110 billion euros. This package was designed
to solve the Greek debt crisis, and prevent the crisis to spread to other (much larger) Eurozone
economies.

2
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May 25 2012 – Spain’s fourth largest bank, Bankia, asks the government for a 19-billion-euro
bailout. A month later, the Spanish government formally asks for up to 100 billion euros in
loans from other Eurozone members to stabilize its banking system.
January 2014 – The IMF announces that Spain’s national unemployment rate has reached
25.4 percent and is expected to remain above 20 percent for the next five years.5

Historical Analysis
After countries such as Spain and Greece joined the euro, they experienced an economic
‘boom’, which ultimately led to a housing bubble, similar to the one happening in the United
States at the time. The bubble was financed by cheap loans from state banks to developers as
well as individual home buyers. Between 2004 and 2008 in Spain, housing prices grew 44
percent on average. Moreover, many of the nations struggling with debt today have had a
history of overspending and poor budgeting. Spain, for instance, had much regional debt in
social services, health, education programs. Banks were enabling this high-spending through
giving out high loans.
Greece was in a very similar situation. After joining the euro in 2001, the new currency kept
interest at a very low rate, making borrowing a very easy task. In the decade leading up to the
financial crash, public spending was excessively high. Greece has spent 2.1 percent of its GDP
on defense, compared to an EU average of 1.6 percent at the time, with a debt-to-GDP ratio of
179 percent.6 The majority of their international market loans heavily relied on French and
German banks. By 2004, the Greek government spent more than 15 billion USD for the event,
and is seen as one of the main contributors to the Greek crisis that started decades before
2008.
This ultimately led to the unprecedented European debt crisis, which has been ongoing since
2009. Several members of the European Union –primarily Greece, Portugal, Spain, and
Cyprus, were unable to repay debt nationally without the assistance of other members of the
EU or the IMF.7 The crisis began due to the bubble-pop of 2008, which resulted in bond losses
that precipitated bailouts. The bailouts made deficits worse. Several countries in the Eurozone
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had high private debts that moved into sovereign debts due to a slowing economy and
expensive bailouts.
There were concerns about sovereign default as countries within the Eurozone were no longer
able to repay their debts, leading to rising interest rates which further exacerbated existing
deficits.8 Because of this, there was much debate within the EU as to whether or not they
should bailout these countries. In the end, they agreed, on the condition that struggling
countries would reform their fiscal policy. This led to the realization of a problem – that the
Eurozone has a single currency but fiscal-policies varying from country-to-country. This
makes it difficult for countries to respond to a financial crisis, like the one that started in 2008.
This led to Union putting in place mechanisms to support such as the European Financial
Stability Facility. The European Central Bank lowered interest rates which led to the calming
of markets and bailout support.
After the crisis, Eurozone members have implemented numerous measures to manage the
short-term effects of 2008. Policy proposals have ranged from austerity policies, tightening of
governmental spending, and bailouts. They strongly believe that the best way for the future is
for these struggling nations to be making tough reforms, and cut public spending. Since then,
two bailouts have already been formed as part of the relief package for Greece. Since 2008, the
EU has asked for financial assistance from the International Monetary Fund (IMF). The first
of this was the IMF financing Iceland in 2008, after its banking system had collapsed. Starting
in 2010, credit has been provided to many members of the Eurozone, including Greece and
Portugal.

Current Situation
Since the global financial crisis, which ultimately led to the Eurozone Crisis, stagnating
economic growth has spread throughout the union, affecting all of its members to some
degree. The alarming statistics have led many economists to believe that the EU is in serious
need of reform. Slowing economic growth and increasing unemployment are some of the
main problems that the Union is facing. Some governments have imposed austerity measures
in order to control deficits.9 Solving the Eurozone crisis once and for all requires the support
of all participating nations. Alleviating the debts of nations such as Greece and Cyprus, will
require the efforts of both these countries and others in the Union.

8
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The Greek Debt Crisis
The European Union has since negotiated a plan to alleviate the debt that Greece is currently
paying, through an 86 billion Euro package in July 2015. This is now an unprecedented third
bailout that the Union has had to provide for Greece. Without this deal, Greece would
ultimately have to leave the Eurozone and revert back to the Greek drachma, which was the
Greek currency prior to joining the monetary union.10 If this were to occur, the Greek
currency would immediately plummet, lowering the cost of exports. Furthermore, this would
cause economic instability across Europe. Foreign owners of Greek debt would have to pay for
the cost of a plummeting currency; foreign banks would likely go bankrupt and they would
increase taxes on their own citizens to mitigate their financial harms.
Plummeting currency would lead to hyperinflation, which would mean that Greece would not
be able to attract foreign direct investment due to its unstable economy. Most importantly,
interest rates would rise to the countries now indebted, leading to poor credit and high
interest-rates for the euro, weakening the euro as a currency. In conclusion, if nations such as
Greece or other potential EU nations struggling with debt, such as Italy and Spain, left the
Eurozone, Europe would not be able to afford it.
However, the issue of the third bailout is unfortunately not as simple as just ‘helping out
Greece.’ Many nations are not willing to contribute to Greece’s bailout unless the
International Monetary Fund (IMF) is a part of it.11 The reasoning behind this decision from
nations such as the Netherlands and Germany is that the IMF adds structure and rigidity to
counteract the ‘sometimes too flexible and lenient’ EU. However, getting the IMF to sign off
on Greece’s third bailout has been a struggle. Officials are hesitant as to whether this is a wise
decision, and whether Greece is able to actually manage their fiscal policy and limit debt in the
future.
In May of 2017, Eurozone finance ministers failed to agree to stick to Greece’s debt-relief
plan. Meeting with the IMF in Brussels was a difficult task, discussing a 7.3-billion-euro loan
that needed to be paid off in July. Eurozone members and the IMF were unable to set aside
differences, and ultimately, the meeting did not end with an agreement. Greece will need to
carry out heavy reforms, before the IMF can agree to pay off their debt. Payments were being
held up for months, resulting in the Greek government agreeing to cut extra pensions and
agreeing to tax increases, as part of their end of the bargain.
10
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Unemployment in the EU
However, crippling debt is not the only problem in many southern nations in the EU.
Unemployment rates have rapidly increased, especially for the youth of countries such as
Greece and Spain. According to the OECD, time is ‘running out’ for the workers.
Currently, millions of workers are without a job. Long-term unemployment is the biggest
worry for the future of these nations. This had led to skill depreciation, making it difficult for
workers to return to work. As of April 2017, there are more than 4.5 million Spaniards
unemployed.12 The Spanish prime minister, Mariano Rajoy, has promised to that at least 20
million will be employed by 2020, however, this has not happened since 2007, one year before
the global financial crisis. More concerning is that fact that workers have the highest rates of
unemployment, at 39.1 percent in April of 2017. With university graduates without a job,
their futures cannot be certain. While the youth unemployment rates have dropped from 43.9
percent back in June of 2016, it simply is not enough.
One of the largest employment generators is the construction sector. The 2008 Financial crisis
led to the loss of more than million jobs since then, however that numbers seems to be
decreasing with the rejuvenation of the Spanish construction sector. While many factors seem
to be improving, such as the development of certain industries and the cooperation from the
government, political instability and unexpected economics could jeopardize this.

Banking Crisis in the EU
Following Brexit, the UK experienced a collapse in bank shares; however, the issues in
banking did not simply stop there.13 The contagion of the banking crisis has spread to other
parts of the EU already, with Germany’s Deutsche Bank and the Italian Banca Monte dei
Paschi di Siena. The latter, had estimated that its 10-billion-euro liquidity would run out in
less than a year in 2016, and stock-trading had halted as shares fell 19.1 percent below their
previous close. Italy’s government approved a 20-billion-euro package for Monte dei Paschi,
and aid has been provided for the Deutsche Bank as well. However, aid is not unlimited, and
banks will need to look to reform their policies and framework to ensure stability in the
future. Moreover, many fear that if aid fails, that it may lead to events reminiscent to the
bankruptcy of Lehman Brothers back in 2008.

12
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Possible Solutions
Seeing as one of the roots of the problems that led to the financial crash of 2008 was due to
banking, reforms in this area is absolutely vital, in order to preserve or improve the economic
stability of the EU.14 A post-crisis regulatory agenda needs to be created, ensuring that the
framework can address challenges and support the economy. Banks have the important role of
financing the economy. There are vital in funding individuals as well as businesses. The EU
has pursued reforms of financial regulatory system, to ensure that they can withstand
potential crises without crippling. However, most of these reforms are yet to be put into place.
Reforms to the banking system include many more requirements and enforcements on highrisk market areas, such as counterparty credit risk. Creating methods that actually reflect the
risks to which banks can be harmed by are essential to the EU’s financial stability.
Moreover, a minimum for the amount of capital within banks, for Global Systemically
Important Institutions (G-SIIs), those large enough institutions that has the ability of
triggering a financial crisis, is necessary. This will strengthen the EU’s ability to protect its
financial stability and prevent burdens being dropped onto taxpayers. Furthermore, this will
lead to national stability and help bank’s issuance of loss-absorbing debt instruments.
Moreover, improving banks’ capacity to fund infrastructure projects will boost economic
development and lead to more job opportunities.
Due to concern of the high unemployment rates across many European nations, the
European Commission established the Youth Guarantee in 2013, promising to provide the
youth (people under the age of 25) of each nation to receive some sort of employment
within four months of becoming unemployed. This could be formal employment, further
education, apprenticeships, or training for certain job positions.15 So far, the Youth
Guarantee has helped 16 million youth enter programs since 2014, with over 10 million
gaining access to stable employment.
However, to close the gap of unemployment in Europe even more, relies on the budgeting of
federal governments. National budgets need to recognize the importance of avoiding
unemployment, especially within youth, and increase spending on plans through the
European Social Fund and the Youth Employment Initiative. This requires partnerships
14

http://www.investopedia.com/articles/insights/110316/european-banking-crisis-explained-db.asp
http://www.theeuropean-magazine.com/ekkehard-ernst--2/8885-the-key-to-reduce-unemployment-in-theeurozone
15

CAHSMUN 2018

EU Backgrounder A

8

between the government, private businesses, as well as educational institutions. Members of
the EU need to establish their Youth Guarantee through financial public-support, and needs
to develop a plan that works and is specific to that country.
Europe and the IMF have been meetings over repaying the 86-billion-euro bailout program
created in July of 2015. European leaders are anxious about convincing the IMF that the
bailout is the right and effective approach to solving the problems. While the IMF seems to be
‘on board’, there will still need to be a lot more negotiation before the entirety of the bail can
be carry out. The main dispute is the fact that the EU demands for Greece to maintain a
budget surplus of 3.5 percent until 2028, something very difficult for the Greek government to
manage. The IMF claims that this is an impossible task, and that the nation does not need
more austerity. While the IMF is more focused on reform, the EU is more so on austerity.
Reaching a consensus and more discussion is definitely needed in order for the 86-billioneuro bailout to be successfully carried out.16

Bloc Positions
Slovakia and Baltic States
These nations believe that they are too poor to pay for the mistake of Greece. Moreover, they
believe that Greece should have followed the austerity measures that were laid out in the
original bailout plan. While Slovakia’s finance minister has stated in the past that Greece
exiting the Eurozone may be a viable option, most Eurozone members in this region recognize
the significant impact that it would have on their own economies, and urge Greece to reform
its fiscal policy instead.17
Since joining the monetary union, Latvia has become one of the fastest growing economies.
These nations feel as though austerity measures were put onto these nations as well, but they
were able to reform and ultimately pull themselves out of financial difficulty. While these
nations would not be affected by a Greek exit out of the Eurozone, they recognize that smaller
countries will. Ultimately, they feel limited understanding or sympathy towards the crisis
occurring within Greece, and call for reform of Greek fiscal-policy.

16
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Spain, Cyprus, and Portugal
All three of these nations have all received bailout from the EU at some time or another since
2008. However, all three nations have since imposed austerity measures in order to curb
deficits. They believe that Greece needs to be stricter in their spending, and feel as though it is
unfair to compare themselves to Greece, as they have all made reforms that were necessary for
their economies, and feel as though Greece needs to do the same, with the Spanish Prime
Minister saying that Greece must listen to the EU.18

Greece, Italy, and France
These nations agree that flexibility is needed when it comes to dealing with the issue at hand.
They feel as though the debt crisis cannot be entirely blamed on Greece, and that the EU is
partially responsible for the current economic state. Moreover, these nations believe that it is
best to strike a deal that is will work not only in the short term, but in the long term as well,
and that Greece needs to take part in this decision, and that they should be agreeing to a deal
that is feasible and realistic.

Germany, Finland, Netherlands, Austria and Belgium
Germany has played a key role in the bailout of Greece.19 However, if has made it very clear
that it will not support Greece, unless heavy reform takes place. This includes reform of its
fiscal policy, government spending on social services, etc. Both France and Germany feel that
it is necessary for Greece to stay in the Eurozone, knowing that if they do leave, that it will
have global consequences. France agrees that a bailout program and monetary support from
the EU as well as other international organizations is necessary to alleviate the issues right
now in Greece.
Other nations in the Eurozone, such as Finland, the Netherlands, Austria and Belgium have
showed their support to Germany. Many of these nations, however, do not show a very
cheerful or optimistic attitude towards the issue. Many finance ministers are saying that it is
ultimately up to Greece to take initiative and propose reformative measures. If not, they
believe that no matter how much funding is given to them, it will not be a sustainable
solution.

18
19
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Discussion Questions
1.)! How did many European nations get into its current debt situation, what is the EU
currently doing to solve the problem and what can the EU do in the future to prevent
these types of events to happen again?
2.)! What steps can the EU take in ensuring that the third Greek bailout runs smoothly?
3.)! Why is unemployment an issue that is not being resolved by the union currently and
what steps can individual governments take in order to facilitate for opportunities?
4.)! Is Greece likely able to maintain a budget surplus of 3.5 percent for the next ten years.
If so, is it a reasonable requirement for Greece to agree to? If not, should new
agreements be asked of Greece instead?
5.)! What steps can be taken to improve the liquidity within EU banks, and improve trade
and movement within these banks?
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