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July 15, 2011, by David T. Hardy, Principal, Financial Strategies & Forecasting Group

It seems that the media is getting ready to blame the European banking collapse on the Greek government because of its lack of fiscal reform. While they try to blame it solely on Greece and Greece alone we are going to look at a few things that they missed.

We've come close before: Greece was a failed government, not the cause of the European banking crisis.

I think you would be surprised at what our readers would say about that.

And of course what's been missed is this,

The most significant thing the European Central Bank could do to help Europe's weakest economies was to have a currency of its own. Without that, European nations had little incentive to reform.

But don't take my word for it. The ECB actually said so! From January of the year 2002 onward the ECB stated,

[T]he European Central Bank (ECB) will undertake a policy of purchasing government bonds in an independent European currency, with the aim of supporting economic activity through a general increase in government spending, which would be financed by borrowing through the issuance of bonds at a lower interest rate.

And they have been very much successful. The problem is that the EU is now in a serious recession. Since 2010 the Euro lost 24% of its value against the U.S. dollar and now sits at around 1.20.

In order give some idea of how bad the situation has become, just check out the chart of the Euro and its relative value to the U.S. dollar against its trading partner, the U.S. dollar. What you are seeing is a downward spiral.

Now, the euro may never break its current 52.26% to U.S. dollar relationship. But it has been doing a lot worse than that.

The ECB has also done a bad job of managing the European Central Bank's bond buying program. Over the past few years their bond buying program has ballooned to an astonishing 2.5 trillion. The problem is that they will have to pay it back.

The ECB is only borrowing from the international market because the U.S. Treasury doesn't want to pay them back.

The Federal Reserve was able to pay off the U.S.
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