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Premise
This is not the first time that sovereign and financial crises have occurred concurrently. There are, however, important differences between Europe and the U.S.. In the U.S., the financial crisis was the primary source of the crisis and extra government spending tamed it by  supporting imperilled banks. In  Europe, banks absorbed government debt. What if the likely recession increases that debt burden?  As the S&P downgrading explicitely stated, fiscal discipline cannot be enough.
Discussion

The U.S. crisis started in the over-heated financial markets and then extended to the real economy via housing, wealth reduction, job losses and insufficient private spending. To stop this malicious sequence, the financial sector was strongly helped by TARP 1 and 2 and also by massive government spending that attenuated the size and the length of the recession.  In 2009, the real GDP contraction in the U.S. was about half of that faced  by Germany.  U.S. data also showed that the government debt-to-GDP ratio was not a major concern before the last recession and current policies seem to have addressed the issue in a counter-cyclical way. 
The other side of the story has to do with Eurozone difficulties, especially those related to Greek insolvency on one side and to the contagion risks implied by large (e.g. Italy) sovereign debts. This second type of transmission differs from the ‘Anglo-Saxon’ case since the sovereign-financial mix mostly stems from permanent excess government spending, i.e. from a government debt that does not result from temporary, counter-cyclical, interventions.  In the southern-European case, government debt seems to be the effect of permanent excess spending to achieve policy consensus. 
In the meantime, it was also convenient  for German and French banks to lend money to Greece which had high debt but would also prove more rewarding than safer allocations. Needless to say, the euro was then totally safe.  In other words, the sovereign crisis is affecting the quality and the risk of the lending banks: not only domestic but also core-European and  non-European.  While this should put in perspective fiscal differences between a ‘core’ and a ‘periphery’ E.U., it does not immunize core countries from risks, as France’s downgrading and Germany’s slowing growth should make evident.

After last December’s meeting, Eurozone countries agreed to update the old Stability Pact, which in practice was broken by not applying to Germany and France the excess deficit sanctions in 2003. Still, the new treaty is neither approved nor well defined, except for being based on a fiscal compact:  roughly demanding debt coordination rules, irrespective of  any recession clause. 
Just after the S&P downgradings for France and Austria (one notch each) and for Italy and Spain (both for two notches), Ms. Merkel stressed the need to   implement the  fiscal compact as it is, i.e. without considering the S&P statement that “a reform process based on a pillar of fiscal austerity alone risks becoming self-defeating, as domestic demand  falls in line with consumers’ rising concerns about job security and disposable incomes, eroding national tax revenues”.  
A further paradox is that several of the banks in peril belong to those countries supporting austerity more as a virtue than as a stabilization policy. Is there any logic in that, especially when E.U. felons are deeply amending their past? 

