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The Eurozone project has seen better days, which is 
why the future of the euro isn’t a bright one.

In fact, as all the latest speculation about Greece 
either abandoning the euro currency – or being booted 
out of the Eurozone outright – is demonstrating, “the 
market” is about to apply a level of pressure well beyond 
what the Eurozone and European Union (EU) were 
designed to handle. 

The number of sovereign states in the EU that are 
facing difficulty selling new debt, or even a rollover of 
current debt, is growing. 

The Eurozone and the EU are both in trouble. Clearly, 
the structure that exists today is flawed and will not 
withstand the rigors and pressures that are headed directly its way.

The ability to kick the can down the road is about to end, and with it some hard decisions will 
need to be made by the political and wealthy elite.

Let’s take a closer look.

But first, if you’re interested in a way to make potential profits, no matter what the euro does, 
click here for our latest report, The “Rich Trick” Strategy That Beats Growth Stocks By 3,000%.

Just a moment ago, I mentioned that “the market” is ready to expose the flaws in the euro 
mechanism. The truth is that this is already happening. The risk-adjusted interest rates demanded 
by the market is now significantly higher than what the market would charge a major AAA-rated 
corporation for money that it borrowed via a bond issue.

As recently as a few months ago, we reached a point where the credit-default-swap (CDS) 
pricing on Western European states is higher than Eastern European states. 
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In case you are wondering, this is a first.

Simply put, bond-risk managers want to be paid a higher rate of return to insure Western 
Europe than Eastern Europe. This is a significant and statistically important point. The Eastern 
European states are only partially absorbed into the European Union. Of all the participating 
members, it’s this group of Eastern states that could leave the EU the easiest and quickest of the 
participating members.

This could all help determine the future of the euro. Indeed, if you look at the big picture, the 
individual European states will need to consider a return to independent sovereign rule in the 
extreme – or at the very least a return to separate national currencies, thereby ending the Eurozone 
and euro currency experiments.

The number of governments that have experienced a change since this economic crisis started 
is growing. 

That list includes all of the island nations of Europe – Iceland, Great Britain and even Ireland. 
(Just yesterday (Tuesday), in fact, Ireland underscored the challenges it faces and stunned 
observers by disclosing a plan that will have it raiding private pension accounts in order to finance 
the spending on its job-growth strategy.)

Even in the heart of continental Europe, the number of nations experiencing wrenching change 
is steadily growing. Belgium has not had a government in almost a year. And Portugal’s austerity 
challenges are so large in scope that not even Socrates could save it – Prime Minister Jose Socrates, 
that is. He resigned and is being replaced. 

In France, President Nicolas Sarkozy, the most visible leader of the French government, is 
experiencing career-low approval ratings. His party has committed a series of political gaffes, 
leaving it weakened and distracted in domestic politics. The current Sarkozy government is 
focused on G20 political events, trying to generate a positive spin on something. President Sarkozy 
is not expected to survive the next political round of national elections.

The European (Dis)Union – The Dissolution of the EU

In Germany, the heart of industrialized Europe, we’re seeing a series of changes in the makeup 
of the state-level governments. The current national government of German Chancellor Angela 
Merkel is expected to fall, with a new coalition of parties forming a government to replace her 
central conservative government. 

Going forward – no matter who is in charge – you can expect to see a German government 
that’s more willing than ever to make “tough calls.” For instance, as a direct result of the 
nuclear-power plant disaster in n Japan, Germany will experience an ever-increasing pressure to 
turn off all 17 of its own nuclear plants – a move that will prove very costly for consumers.

In the months and years to come, you can expect to see Germany start to focus more on what 
is best for Germany – to the exclusion of what is best for Europe – even though that self-interest 
will come at the expense of the rest of Europe.
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Germany is going to be far less likely to agree to additional bailouts for other European 
countries. In fact, the era of unlimited access to Germany’s hefty balance sheet is just about over. 

The implications for the EU’s overleveraged “PIIG” nations (Portugal, Ireland, Italy and Greece) 
– which no doubt believed they would always have access to Germany’s deep pockets – have yet 
to be fully determined. But to modify an old Wall Street adage – “Bulls make money, bears make 
money, PIIGS get slaughtered” – when Europe must do without Germany’s deep pockets, investors 
can expect casualties.

So while the idea of unity in Europe may have merit, and the future of a unified Europe is still 
open to discussion, the cold reality is that the EU, as it currently exists, is on life support. And in its 
current state, the union and the currency won’t even make it to the end of 2012 – at least not in my 
opinion.

One major problem I see is that the European Central Bank (ECB), which handles the monetary 
policy for the 17 Eurozone member states, is not properly capitalized to handle the demands being 
made upon it. 

The ECB is tasked with providing independent monetary actions in an environment of 
extremely intense political and economic negotiations between historically sovereign states. 
Needless to say, the most sensitive topic is how much each of the more-affluent member states will 
provide in the way of financial support to weaker sister states (a key reason that Germany is going 
to become so much more protective of its national balance sheet).

The Irish Connection and the Future of the Euro

Since its beginnings last summer, the European debt crisis has been a major cause for concern, 
with global investors worrying that it might cause a double-dip downturn in world economies and 
financial markets. 

But as I told some of Money Morning’s top editors and writers during one of our regularly 
scheduled “private briefings”, the drawn-out nature of this affair has helped diminish its impact. At 
that same time, however, I told the editors about a particular set of circumstances that could serve 
as the catalyst needed to transform the European debt crisis into a full-fledged conflagration – an 
inferno intense enough to bring about the dissolution of the euro-currency structure.

The catalyst I identified was Ireland.

And Ireland will play a key role in determining the future of the euro.

In the midst of the growing sovereign debt crisis last year, Ireland was forced to seek a bailout 
because of an economy that shrank 15% from where it was in 2007. Needless to say, debt, too, was 
a problem: Government borrowings – about 25% of gross domestic product (GDP) at the end of 
2007 – are projected to peak at 116% of GDP in 2014.

“I think we can deal with it,” new Irish Prime Minister Enda Kenny said during a meeting of the 
Council on Foreign Relations in New York last week. “The scale of the challenge is enormous but 
so is the opportunity.”

The new government was brought into power to renegotiate the deal the last government 
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agreed to with the ECB and International Monetary Fund (IMF). This agreement is both technically 
in effect and technically not fully agreed upon. In other words, it’s in kind of a “limbo” status, 
leaving the Irish government room to demand renegotiations. Prime Minister Kenny is seeking a 
reduction on the average 5.8% interest rate his country is paying on that aid.

In much the same way that Iceland had banks that were larger than its entire domestic 
economy, the Irish banks had grown their own balance sheets beyond the size of the nation they 
represented. As a result of this levering up process, the tab for bailing out the banking sector could 
swell to $101 billion – or $21,610 for each of Ireland’s 4.5 million citizens.

In other words, in a country with a nominal gross domestic product (GDP) of about $230 
billion, this banking mess has left “the people” on the hook for debts well beyond anything that 
they could hope to pay back.

Little wonder that Ireland’s new government appears so willing to rob the private pension 
funds of its citizenry.

In briefing Money Morning’s editors, I said that if Ireland’s leaders proved themselves willing 
and able to indebt the country’s future generations – to force those generations to cover bad loans 
made by what had been the country’s “private-sector” banking business – I could see the European 
debt crisis intensifying in a way most observers just weren’t seeing.

Those banks are now being nationalized, and the risks absorbed by the balance of the people.

Making matters worse is the reality that renegotiating the bailout package may be easier said 
than done.

Germany’s Merkel is now in a position where she can’t afford to appear to be bailing out any 
of the EU’s PIIG-member states. At the same time, it seems that Kenny’s new Irish government has 
staked its future on providing a reduction in the costs of the bailout.

The bottom line: Neither the Germans nor the Irish appear to have an acceptable compromise 
to present to the home crowds.

On top of all this, looming quickly is the big sovereign-debt rollover for Italy and Spain, which 
combined owe about $400 billion. It is a sum that “the market” is not likely going to want to 
provide on terms either government will find acceptable.

This leaves the already-broke ECB, and its new “bad-bank” twin, the European Stabilizing Fund 
(ESF), along with the IMF, to ride to the rescue. The rescue will not be piecemeal, but will, in fact, 
be a major package for most of the liquidity-starved states.

The cost will most likely come in the form of giving up individual sovereign rights, while 
protecting the banking system from itself.

And if this all can’t be ironed out, then the future of the euro will be very, very clear. And so 
will the currency’s epitaph.

Finally, the future of the euro is unstable, to say the least, and investors should be preparing 
their portfolios for years of chaos ahead in the European Union. To learn about a specific 
Europe-proof investment strategy, click here for our latest presentation. 
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Action To Take – From The Editor

With impoverished debtor nations and exhausted lender states, the European Union has some 
very difficult decisions ahead. And investors should take precautions to protect their portfolios 
against the fallout of a potential EU implosion, while also positioning themselves to profit in the 
event of a euro crash. 

When looking at European stocks, watch out for companies that are overexposed to the EU’s 
largest debtor or lender states. These will be the first to pull out – or get booted out – in the event 
of a collapse. 

As for the euro itself, now is the time to start betting against the EU currency. And in this 
situation, when you want to play the fall of a currency, but not the rise of another, a short ETF is a 
better choice than jumping directly into the foreign exchange market. 

ProShares UltraShort Euro (NYSE: EUO) is one excellent option. This ETF delivers a return of 
-200% on the performance of the euro – meaning when the euro goes down, EUO will go up twice 
as much. And with the euro and the EU about to face some very adverse situations, the EUO could 
see remarkable gains in coming months. 

A note to investors: Like other inverse ETFs, EUO is factored in daily increments. And the 
compounding of these daily changes can cause specific shares to lag the profits or losses seen in 
the underlying asset – in this case, the euro. This is especially true in volatile markets. Keep a close 
eye on your inverse ETF investments, and if a significant difference begins to develop, sell and buy 
back in.
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