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The Corridor Model – A European Social Stability Pact 

Klaus Busch 

Basic Idea of the Model 

• The basic idea underlying the corridor model, developed in the 1990s, is the maintenance of a 

close connection between levels of economic and welfare state development in the EU member 

states. 

• During periods of crisis in which drastic cuts are made in social security systems European 

regulation of this kind is crucial. 

This concept can also be used to prevent social dumping between member states  and to facilitate 

welfare state catch-up processes on the part of less developed member states.  
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Four Aims of the concept 

(1) Clamping down on social dumping policies. Individual countries would not be able to gain a 

competitive advantage by maintaining a social expenditure ratio which is below average given their level 

of per capita income.  

 

(2) This form of social policy regulation would make it possible to avoid the less developed economies 

becoming economically overburdened. They would have to provide only a level of social expenditure in 

keeping with their incom level. 

 

(3)In the course of the less developed countries’ economic catch-up process social expenditure ratios in 

the EU would converge; spending on old age, illness, incapacity to work and unemployment would be 

brought into line not only relatively but also absolutely. The corridors of lower and middle income 

groups would therefore move upwards on the regression line.  

 

(4) Quantitative regulation of social policy at the EU level would initially be confined to a minimum, with 

no redistributive elements. Since only aggregated magnitudes (social expenditure ratios) would be 

regulated in this way member state autonomy in the allocation of social spending to various areas 

(pensions, health care, unemployment, family support) would be unaffected.  
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Quantity and Quality 

There is a close connection between the quantity of financial expenditure and the quality of provision 

with regard to the various functions of the welfare state. This can also be demonstrated empirically for 

the health care sector. As a result, the quantitative approach of the corridor model does not conflict 

with qualitative claims on the welfare state.  

 
 

Criticism 

The criticism that the corridor model cannot be reconciled with a progressive welfare state philosophy is 

a misunderstanding. The model neither prescribes nor sanctions upper limits for the welfare state.  

 

Outlook 

• The euro-crisis has by no means been surmounted. More and more countries are in need of 

rescue. After support loans were granted to Greece, Ireland and Portugal have applied for EU 

assistance.  Other countries are infected by the crisis. 

• Since this lending is coupled with tough austerity conditions, leading to drastic cuts in social 

security provisions, the future of the European Social Model is in doubt. 

• The European Left urgently requires a consistent and comprehensive alternative approach with 

regard to growth policy, the architecture of the EU’s economic regime, European coordination 

of wage policy, the financing of public debt and the coordination of welfare states in the EU.  
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• This would enable it to oppose the newly invigorated neoliberal economic philosophy in the 

political arena. The model proposed here is a contribution to this debate which is so important 

for the future of Europe. 
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S&D contribution on ‘Equality and efficiency through economic 

empowerment’ 

 

Anna  Colombo 
 

 

Since the very beginning of the current crisis, starting in the past EP mandate, the Group of 

Socialists & Democrats has promoted an alternative economic model geared towards growth, jobs 

and social justice in Europe, the reduction of economic instability and insecurity, and the closing of 

the democratic deficit in order to put the interests and the voice of citizens at the heart of policy-

making. (*) 

A credible European reform has to tackle the twin problem of policy imbalances and of weak 

and undemocratic governance, as both are clearly interrelated. 

The sharpest lesson of the Eurozone crisis, which of course is a consequence of the global 2008 

financial crisis and of the inadequacy of a market deregulation model, is that monetary union 

without economic and social union is unstable, socially regressive, vulnerable to external shocks 

and incompatible with the goals and values of the Union. 

 

Real Convergence 

A real economic convergence in each Member State, but also between regions, should become a 

priority target in Europe, to be achieved through the EU Semester mechanisms. 

“Inequality in Europe has risen quite substantially since the mid 1980s. While the EU 

enlargement process has contributed to this, it is not the only explanation since inequality has also 

increased within a “core” of 8 European countries including the Scandinavian countries, considered 

as the 'bastion’ of equalitarianism). Large income gains among the 10% top earners appear to be a 

main driver behind this evolution”. Also in the EU the global crisis is inter alia the consequence of 

sharps and growing inequalities, and increasing unbalances in the tax ratio between capital and 

labour. 

From the mid 1990s to end 2008, Gini PPPs-based increased from 0.291 to 0.312 in the EU, 

relating to countries where data are available: Denmark, Finland, France, Germany, Greece, Italy, 

Luxembourg, the Netherlands, Sweden and UK. (**) 

Real convergence is absolutely necessary as a simply nominal one has proved ineffective and 

totally unrealistic at this stage. We need to reform the EU's fiscal rules with the aim of protecting 

public investments, also through a "golden rule" excluding productive investment and national 

contributions to the EU budget from the SGP computation of deficits. We also want the creation of 

a European fiscal capacity in the form of an anti-cyclical fund financed with own resources. S&D 

also aims at setting up steps towards a mutualisation of debt at EU level, through a redemption 
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Fund, the issuance of eurobills and in the longer term the issuance of Eurobonds. The fight against 

tax fraud, tax evasion and tax avoidance are also a priority.  

 

Social Europe 

The S&D Group welcomed the declarations by the PES EPSCO Ministers of 4/10/2012 and 

27/2/2013. In particular, we managed to win crucial votes in the EP to call for: 

 

- A Social Progress Pact complementing the Stability and Growth Pact 

- A Social Protocol to ensure the equal prominence of social rights and economic freedoms 

- An Employment and Social Investment Programme 

- Common Social Standards 

- A Strengthened European Dialogue  

- A more balanced and democratic governance system in which the social dimension is fully 

integrated. 

 

Since the beginning of the crisis the lack of effective social governance has allowed social exclusion 

and inequalities to grow even further, and the burden of austerity in tough times to fall hardest on 

the least advantaged and on public services. Yet social and economic progress are interdependent. 

Europe's global competitiveness depends on its capacity to strengthen its social model.  

Greater participation in employment, social investment and fairer taxation can help reduce 

inequality and the fight against poverty across Europe. Socio-economic disparities are a big 

problem for the stability both of the currency union and of the European Union as a political 

project.  

Social imbalances need therefore to be detected and recognised collectively at an early stage. 

This means that macro-economic coordination and surveillance within EMU must include social 

indicators and targets for assessing progress, and not only economic and financial ones. Example 

and spill over effects in early childhood : International organisations supported by scholars from 

various disciplines such as economics (Nobel Prize Heckman), neuro-sciences and sociology 

(Esping-Andersen), outline that inequalities in life achievements (education, health, working status, 

earnings and well-being) are to a large extent moulded by disadvantages in cognitive, physical and 

socio-emotional development during the early years.  

As a result, provision of high quality care and education before compulsory school age is 

universally considered as a prominent egalitarian policy. However, one generation’s opportunities 

(children) are shaped by gaps in the ‘outcomes’ of the previous generation (with a major role for 

woman) in a cycle perpetuating the inter-generational transmission of disadvantage. Therefore, 

equalizing children’s opportunities would also imply equalizing at least partially the outcomes of 

their parents'. This would include interventions such as taxation, adequate housing, working hours 

and conditions, as well as social safety nets i.e. income transfers (***). 

As far as social dialogue is concerned, our political family needs an in depth reflection in this 

moment of rapid transformation of our economies while we call for a strong re industrialisation 
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through research and innovation both in products and process of production. We have to recognise 

that for too many years, with only rare exceptions, the Trade Union movement has been in a 

defensive position - partly justified by the fierce attacks against salaries and labour revenues - on, 

and only, the redistributive front. We need to discuss how to foster dialogue and effective 

participation in the general and specific transformation process of undertakings (****). This cannot 

be done without a strong intervention of local and national governments and EU Institutions, to 

support the necessary modernisations and the new organisational experiences. 

 

Democratic control by the European Parliament 

The Euro is the currency of the European Union (art. 3.4 TUE) and the European Parliament is 

therefore its parliament.  

In this sense, we have to be unambiguous: European democracy must be strengthened.  

There must be no division of the European Union, the "Community method" is the indispensable 

basis for effective and democratic EU decision-making. All related legislation must be adopted 

under co-decision. 

To strengthen democratic legitimacy and accountability, the European Parliament must have 

stronger legislative and scrutiny powers, just as national parliaments must be better able to hold 

their governments to account for their European actions. This is a precondition for any further step 

toward a Banking Union, a Fiscal Union, an Economic Union and a Social Union.  

 

------------------------------------------------------------- 

 

(*) For an EMU at the service of European Citizens - adopted by the S&D Bureau on 30.4.2013 

 

(**)OECD ECONOMICS DEPARTMENT WORKING PAPERS No. 952 (2012) - INCOME INEQUALITY IN 

THE EUROPEAN UNION 

 

(***) Morabito and Vandenbroeck “Embedding the Equality Dimension in MDGs: Intergenerational 

Transmission of       Inequalities & Implications for Post-2015 UN Development Agenda’, published 

online by UNICEF and UNWOMEN, 30 October 2012: 

http://www.worldwewant2015.org/node/283346 

 

(****) Bruno Trentin "La Cité du travail - le fordisme et la Gauche". Ed. Fayard 2012 

 

 

 

 

 

 

 

http://www.worldwewant2015.org/node/283346


 
 
 

11 
 
 

Crises are the great federators of history1 

 

Anna Diamantopoulou 
 

This past month has marked the third anniversary of Greece's request for international financial 

assistance. The Pandora's Box was opened and ever since its contents spread over the whole continent.  

This crisis has turned out to be the great catalyst exposing national deficiencies and ills of prevailing 

political and banking systems. Prejudices, stereotypes, ultra nationalism, radicalism are firmly 

reappearing.  A toxic environment has been breeding. European cohesion has been eroding, social 

divergence is growing; true solidarity evaporated. Europe is experiencing an intensifying crisis of 

orientation and may be on the edge of a disturbing political conflict.  The EU, this unprecedented unique 

political formation succeeded to turn enemies to friends. The landscape though is rapidly getting 

distorted.  If things go unabated, we may be witnessing a reversal with those friends turning into 

enemies...again, a nation vs. nation, the north vs. the south, the periphery vs. the center; us vs 

them...The credibility of the European project is at stake, the Union is loosing legitimacy from the 

bottom up!    

Who has the credibility to re-ignite the spark? Can  the center-left rise to the challenge? 

 

This is the time for a "call to arms". A time of urgent necessity for a continent-wide effort, transcending 

countries, political parties, civil society organizations, professionals, academics, and entrepreneurs 

creating a pan-european bottom up pressure to provide strong political legitimacy for change. We need 

to go back to the roots: the EU is in vital need of its demos, critical mass of popular support to empower 

EU leaders to accelerate the pace for further integration. Otherwise, Europe will inevitably collapse and 

dissolve under the pressure of a widespread social clash. 

 

We need to articulate a new vision, a "raison d'etre" for our collective future, with form and shape, 

and elements every citizen can identify and connect to.  A fresh, comprehensive, attractive, convincing, 

tangible narrative is needed that European citizens collectively and individually will embrace and adopt.  

 

I envision 5 fundamental pillars: 

 

1. Global strength in unity not in fragmentation: influential geopolitical presence. By 2050 Europe will 

comprise only 7% of the world population down from 20% in the 1950s. Helmut Schmidt the former 

German chancellor has reminded us that: “No European nation will account for more than 1% of the 

world's population". Europe’s GDP will only be a 10% of world production, down from 30% in the 1950s.  

With changing demographics, energy needs and supply, and shifting world power from the west to the 

east, one can easily imagine how each European State will look like on its own a few decades from now. 

                                                           
1
 Jean Monnett 
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To quote J.C Junker, former head of the Eurogroup, " A united Europe is our continents only chance to 

avoid falling off the world's radar".  

 

2. From the elites to the people: the legitimacy of democracy.  It is imperative we emphasize 

democratic legitimacy and accountability both at a European and at a national level and describe the 

ways and means for achieving it. A majority of Europeans (68%) feel that their voice does not count in 

Europe and are getting increasingly dissatisfied. Citizens feel that decisions that influence their lives are 

taken from a distant bureaucracy accountable to none.  Management of the crisis has revealed the 

feebleness of EU institutions -having been de facto relegated to the sidelines.  Some countries are more 

equal than others.  Decision-making at the EU level has bypassed institutions and landed in the hands of 

the most powerful EU countries, or more precisely, a single country. A model of Europe governed and 

dominated by a single central power is not viable to say the least. The approach, tactics and methods 

used are turning Germany into an isolated giant.  At the same time tensions and conflicts among people, 

institutions and countries are rapidly rising. Drastic changes are required to reform institutional 

structures making them accountable for implementing and monitoring policies and reforms; to go 

beyond the current practice of report- and recommendation- making for the EU Bureaucracy. 

 

3. Fundamental values precede finances: economic justice for all.  Europe is a global player and should 

be able to set rules in the financial sector. A strong banking union especially deposits insurance, and the 

tax on financial transactions currently under discussion would be positive steps in this direction. A 

narrative including those policies can ally European citizens.  Europe has both the mechanisms and the 

stature to rise against global financial system's unjust and hazardous practices. 

 

4. Fairness and opportunity to all: growth equitably shared.  A fiscal stimulus is sine qua non for 

igniting a solid recovery reminiscent at the same time that policies that promote equality could also be 

growth-enhancing. A three-prong approach consisting of: Investment in pan-European infrastructure 

networks, (transportation, energy, telecommunication); transformation of the ECB to a true Central 

Bank (with all associated functions and powers); and lastly but not least a genuine EU Budget. A EU 

Budget based on european resources, not mere country contributions totaling 1% of the European GDP 

serving as a true growth instrument. A budget allocated according to existing needs to smooth 

inequalities and promote cohesion. A well-defined economic justice agenda that will restore shared 

prosperity may be center's left last existential opportunity.  

 

5. Eliminate war demons: our peace and security project.  Unmistakably, EU’s greater achievement is 

peace. After six peaceful decades, how certain are we that this is not the beginning of an armless "war"? 

Nothing should be taken for granted.  A peace project is founded on the notion of mutual respect and a 

sense of belonging to a wider family with its own discreet identity and common rules.  It is true that we 

have not been actively enough to build a common European Identity. A European identity not 

competing but complementing and strengthening further sovereign national identities.  A 

(cosmopolitan) European identity deeply rooted in our common inheritance and based on all those 
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shared values and principles we all espouse. Let us be inspired again by the spirit of EU's founding 

fathers. 

 

This is the time to regenerate and mobilize Europe with a unifying new narrative, to deepen our bonds 

and transform into a real Community, a Federation of Nation States.  Let us make the center-left the 

catalyst and take the initiative, make the effort and trickle down the message of why we need more 

Europe. To eliminate once and for all any risk of dismantling the most noble and genuine 

accomplishment of Europe's political history.  To advert the likelihood of twenty-seven populist and 

ultra-nationalist parties (consistently scapegoating Europe and saying "no" to everything European) 

dominating the upcoming 2014 European Parliament elections.   

It is pertinent as ever, as we stand on the verge of greater integration or dissolution, to recapture the 

minds and souls of europeans and recall J. Monnet ingenious statement: "crises are the great 

federators of history"’. People tend to set aside their differences and work together when facing a 

grave, clear and present danger. Don't we all see it by now?  Let us make the center-left the catalyst for 

a unified Europe. 
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Feasibility of a Social Europe pledge in crisis-driven European Union, some ideas 

concerning a European minimum wage in order to combat poverty 

 

Irene Dingeldey 
 

The pre-crisis discourse concerning a social Europe was dominated by the ideas of a Social Investment 

State and Flexicurity. Whereas the new welfare state paradigm aimed at labour market integration of all 

adult workers by increasing skills and work incentives , the Flexicurity approach underlined the 

conciliation of Flexibility and social security. Already before the crisis the launching of the Europe 2020 

strategy acknowledged that policies according to these new ideas had not decreased the number of 

people living at risk of poverty. Particular matters of concern have been high rates of child poverty, of 

workless households but also of working poor households.  

As a response to the crisis the EU formulated stricter rules of economic governance and many 

countries implemented austerity policies in order to downsize public budgets and to decrease public 

debts. While some countries again returned to a rather successful macroeconomic performance others 

faced enduring problems. We saw unemployment at the rise again in many member countries. 

European social policy therefore has to face increasing social inequality and poverty rates within single 

countries as well as divergent developments between countries of the EU 27.   

Combating poverty and social inequality therefore seems to remain a priority goal for a Social 

Europe. As poverty has many causes, we may reflect on market income, namely wages, regulation, 

redistributive and social service policies of the welfare state and labour market participation of families.  

Thinking on what would be the role of a Social Europe in these areas we may concentrate on some 

normative reflections on minimum wage setting and its coordination with social policies. 

 

Causes of being poor 

Being poor may be related to the fact of having no or only low individual wage income and/or having 

(many) dependants living in the same household. Within that setting the family model plays an 

important role, namely the practice of a male earner model or an (egalitarian) dual earner model or the 

frequency of single parent families. 

Wages are usually set by individualised or collective wage negotiations. In general centralised 

and encompassing collective bargaining systems are seen as decreasing income inequality. Partly as a 

complementary regulation to deficiencies of free collective bargaining many European countries have 

introduced a minimum wage regulated at the national level. Minimum wage is supposed to have 

positive effects on the decrease of income dispersion and poverty. The respective standards however 

vary broadly. In general either collective bargaining on wage levels nor minimum setting procedures do 

include reflections on family needs.  

Most European member states have extensive universal child benefits, often in combination 

with tax credits, that top up wage earnings in order to compensate for the costs of children. In general, 
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however, universal child benefits are below the level of means tested transfers in the respective systems 

– assuming that parental earnings will make up for the difference. If this is not the case, also working 

families are directed towards means tested social benefits. These are calculated at different levels in the 

different countries but reflect the needs of the household according to the number of persons living 

there. Some countries have introduced in-work benefits perating at slightly different terms but 

reflecting the fact that families may be in need although at least one person is integrated into the labour 

market.  

If the level of means tested benefits or in-work-benefits is going to bring household income 

above the poverty line (generally defined as 2/3 of medium weighted household income) or if 

households relying on these benefits at least statistically count for the population at risk of poverty 

varies between the European member countries.  

So far policies to combating poverty in Europe do not address benefit levels nor include wage 

setting procedures. 

 

Which norm for setting minimum wages? 

So far, there are some suggestions concerning the setting of a European minimum wage at the level of 

2/3 of national minimum wage – thus reflecting the different income levels in the European member 

states. We might ask, however, if minimum wage setting may need coordination with social policy in 

order to combat poverty in family households effectively.  

If we consider the need of reproduction of the workforce we might acknowledge that a 

minimum wage level for full time employees should at least reflect the individually acknowledged 

minimum standard of living in the respective economic context. This may be regulated at 2/3 of medium 

wage – but should in form of net-income at least at least be equal to means tested benefits for singles.  

Hence, assuming an individual worker model, everybody should be able to live on its own wage – 

without transfer payments. If we consider, however, that also children are living in the respective 

households the minimum wage level would not be enough to make a living – although both partners 

were working full time.  

In order to solve this problem we might consider also the raising of children as a necessary 

element of the reproduction of the workforce. At least partially the respective costs should therefore 

also be reflected when setting minimum wage norms. Of course we may not expect that a minimum 

wage is going to cover the needs of a full family, namely parents and two children as former ideas of 

family wages for the male breadwinner norm did. According to the dual earner family model, however, a 

surplus with respect to the individual minimum standard of living should possibly reflect that a full time 

earner could maintain a child – or a couple, both working full time, could maintain two children without 

claiming means tested benefits.  

Such a minimum wage level above the individual minimum standard of living is supposed to 

assure a significant difference between income out of work and social transfers creating financial work 

incentives. Hence, universal child benefits should additionally compensate for the costs of children as a 

form of redistribution between parents and childless households. Last but not least the welfare state is 
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supposed to provide encompassing childcare facilities to enable both parents to take part in the labour 

market. 

Putting such considerations into practice as part of European policies the respective normative 

and procedural settings have to take into account the different traditions of welfare state policies as 

well as different levels of economic development in the member states. Thus, for example negotiations 

concerning a minimum wage between the social partners at European level should aim at setting an 

amount relative to national earnings and social benefit levels. As a side effect such policies could help to 

consolidate public budgets as recipients of means tested income benefits would decline. An element of 

coherence between the member states could be reflected by shared normative approach concerning 

minimum wage setting procedures and a decrease of in-work-poverty. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 
 

17 
 
 

Feasibility of a Social Europe pledge in the crisis-driven European Union 

 

Sina Frank 

 
The record is clear. The policy of prioritising austerity at the expense of social policies is not working. 

The economic situation in Europe and in the euro zone in particular, is deteriorating more and more. 

The crisis management strategy adopted by politicians, comprising austerity mandates and cuts in 

wages, pensions and welfare payments, has not only led to a downward spiral in economic terms, but is 

also having a devastating impact on people. Social risks are increasing and individuals and families are 

under constant worry. Unemployment – particularly among the young – is sky-high, living standards are 

falling, and signs of the crisis range from Athens soup kitchens to Portugal’s crowds protesting in the 

streets against austerity. 

Politics is about choices – and there is always a choice and always an alternative. In our opinion 

there is an urgent need to realign and find a new direction for the future. A long-term path towards 

growth and modernisation that will equip our continent for the future, create the jobs for the 21st 

century and make wealth possible for everyone is clearly long overdue.  

 

Europe needs a Marshall Plan for social and ecological change 
The DGB has put forward a proposal – A so called ”Marshall Plan for Europe” – which brings important 

points into the debate and gives them added emphasis. The aim is not only to offer an economic 

stimulus in times, when regular fiscal policy in Europe is constrained by debt brakes and fiscal treaties. 

The idea is also to make the European economy resilient and viable for the future. 

 

“Europe’s ability to compete in the future hinges on investments made in the present. Europe has all the 

resources it needs for this: people, knowledge, innovative power, capital, modern infrastructures, intact 

public and private-sector institutions, highly developed industrial and service centres, social security 

systems, a common market and a common currency. All of these things unite Europe. We have to work 

together to bundle these strengths and use them to transform our societies.”2 

 

To stop the recession immediately, there needs to be a quick increase in public and private demand. Our 

suggestion: 10 billion Euros a year should be invested in 2013 and 2014 in direct crisis-responses. We 

propose, for example, an “environmental bonus” of 10 percent of the purchase cost, if private 

households exchange household appliances that are at least 10 years old and have a poor energy rating 

with energy-efficient appliances. However, the main part of the plan focuses of cause on solving long 

                                                           
2
 See: A Marshall Plan for Europe. Proposal by the DGB for an economic stimulus,investment and development programme for 

Europe; in full length here (English, German and Spanish): http://www.dgb.de/themen/++co++985b632e-407e-11e2-b652-

00188b4dc422 

http://www.dgb.de/themen/++co++985b632e-407e-11e2-b652-00188b4dc422
http://www.dgb.de/themen/++co++985b632e-407e-11e2-b652-00188b4dc422
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term structural problems. In our opinion, a programme for all 27 EU countries for a 10-year period (from 

2013 to 2022) is needed which organizes direct public-sector investment, investment grants for 

companies and low interest loans worth 260 billion Euros per year. This would have a strong positive 

impact on growth and job-creation across Europe. The annual additional growth impetus could be 

totalling 400 billion Euros. This would correspond to an additional growth impetus of more than 3 

percent of the EU’s GDP in 2011. Also positive spill-over effects for employment are to be expected: Up 

to 11 million new jobs could be created. 

 However, the justifiable and paramount question is: Is there money to finance this necessary 

programme for social and ecological modernization available? The answer is: Yes.  

The money just has to be invested in to the right way: Due to the ongoing financial crisis, huge 
amounts of private financial wealth are searching for safe possibilities to invest. Our proposal for the 
funding of the Marshall Plan is, to build up a “European Future Fund”, controlled by the European 
Parliament and equipped with enough equity to function as a solvent debtor. This fund could issue 
bonds that would incur annual interest and attract private capital looking for investment possibilities. 
The interest obligations, the cost of which the Future Fund itself would have to cover, could be funded 
from revenue from a Financial Transaction Tax. The Marshall Plan for Europe from the German Trade 
Union Confederation is a truly European plan for a European recovery.  
 
Table: Long-term average costs and benefits of the Marshall Plan per year for EU-27 
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Public confidence in the European Union has fallen to historically low levels  
Indeed, there is a lot of talk about how to make the economy resilient and viable for the future and how 
the financial markets can regain confidence. At the same time, austerity has undermined citizens’ 
confidence and created high levels of insecurity. Public support in the European Union has fallen to 
historically low levels. There is an alarming decline in the trust in democratic institutions — political 
parties, Parliament and political leaders. This political disenchantment is leading to higher levels of voter 
abstentions. Commentators are prone to seeing the challenges of the moment in unnecessarily 
apocalyptic terms. It is possible that these problems, too, will pass, that Europe will muddle through 
somehow until it faces yet another set of challenges a generation down the road, which will again be 
described in a very dramatic fashion. But it is also possible that the European public is onto something 
and that this time, the pessimists might be right.  

In order for democracy to function, people need to have a real choice and a shared purpose. 
Keeping this direction will only reinforce the profound doubts about the ability of Europe to overcome 
the crisis and to generate well-being and prosperity. We cannot tolerate, under the pretence of 
budgetary constraints or competiveness, rising inequalities, extreme poverty, social exclusion, (youth-) 
unemployment and precarious jobs that are ethically unacceptable and which are creating a social 
emergency in Europe. Both democracy and the chance of creating good policy are undermined when 
ineffective and blatantly unjust policies are introduced. This is definitely a far cry from the united Europe 
we wanted - a democratic Europe that is concerned about societal well-being.  
 
The aim is: More Europe? 
The slogan “more Europe” is not only used in Brussels. But do the advocates of “more Europe” have 
always the same in mind? I have come to the conclusion that they do not. Some want it to be more 
communitarian, some more intergovernmental. In our opinion the triangle of institutions - Commission 
* Parliament * Council – should be readjusted. Since the crisis, there is a remarkable transition: The 
tendency for new agreements based on intergovernmental constructions, instead of using the 
community method. The EP has failed to exploit the opportunity of the moment and in the wake of the 
financial crisis of 2008 and of the economic crisis which followed from 2009 the Commission was quite 
paralyzed. Since then the dominant governance modus operandi was to muddle somehow through the 
crisis until one has to face yet another set of challenges down the road. Meanwhile the obvious lack of 
vision became a pressing problem. The big problem seems to be that the current discussion does not 
reflect on the asymmetries of a strong economic and fiscal integration and the lagging behind of the 
social dimension. As Joseph Stiglitz emphasises, European leaders have by default chosen economic and 
social competition rather than investment and solidarity, which they reject: “What is happening in 
Europe is a mutual suicide pact," Stiglitz was often quoted. 

As a trade unionist I believe that it is just no longer possible to support a unilateral direction 
towards more fiscal and economic integration without flagging up an alternative vision. I am not alone in 
my concern that the new economic governance structures could not strengthen but instead weaken 
parliamentary participation and the participation of the social partners.  
 

The social dimension of the EMU 
I believe that steps to strengthen the social dimension in the EMU are a necessity. However, from a 
trade union perspective, a discussion on the social dimension of the EMU is only acceptable if it triggers 
social progress and not social regression. On the basis of the already proposed Social Compact for 
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Europe3 the European Trade Union Confederation (ETUC) stressed this even more. Bernadette Ségol, 
ETUC general secretary, stated: “Our message is starting to get through: austerity has failed. We need to 
concentrate on growth. However, we are not naïve. Even if we note a change in rhetoric, different 
positions on growth are clashing. There has been no change of course. That is why we call on European 
leaders to engage in a discussion on our proposal for a social compact for Europe, before the European 
Council at the end of June. More than ever before, Europeans have a feeling that they share the same 
history. We must all be up to this challenge, together.”4  

The European Council of June 2013 will also deal with the social dimension of the Economic and 
Monetary Union (EMU). The European Council of December 2012 already announced its intention to 
strengthen both the social dimension and the social dialogue aspects of the EMU. The DGB welcomes 
the European Council’s intention to discuss these burning issues. However, I totally agree with Ronald 
Janssen, an economic adviser working in the trade union movement in Brussels, who claims that a social 
dimension that really matters is without a doubt about strong institutional guarantees putting strict 
limits to the process of economic governance: Janssen argues that simply placing improved social 
indicators and a renewed employment benchmarking process alongside economic governance is not 
sufficient: “What needs to be done is to strike at the very heart of the European Economic Governance. 
Social limits and principles need to be placed INSIDE its processes and procedures. In that way, the social 
dimension can be safeguarded from the very start.”5  
Good point, but now the aim must be to present some concrete proposals on how to do so. 

 
Conditionalities 
The DGB demands a strong social dimension of the EMU with binding limits and principles. Our concrete 

conditions for a wide support are as follows: 

- We ask for a Marshall plan for Europe. An ambitious investment and innovation programme 
must ensure that growth, employment, income and prosperity are created for everyone in 
Europe through future-oriented investments.  

- We do not weary of emphasising that the autonomy of the collective bargaining partners must 
not be violated, a Social Progress Protocol must be attached to the European treaties to 
guarantee the respect of fundamental social rights. 

- We plead that stricter measures against wage and social dumping have to be introduced 
throughout Europe, stimulating social cohesion and distributing social prosperity fairly.  

- We want to draw up proposals for a modern development of both workplace and board-level 
employee involvement 

- We call for democratic and transparent structuring and control possibilities, respect of the EU 
treaties 

- We demand a strong involvement of the social partners also regarding all measures of economic 
and fiscal policy which have a social impact 

- And finally we are in favour of calling for a new Convention, which will be responsible for 
preparing for Europe's future and the necessary revision of the Treaties, under broad 

                                                           
3
 See: http://www.etuc.org/a/10024 

4
 See: http://www.etuc.org/a/10027 

5
 See: Ronal Janssen: “A Social Dimension For A Genuine Economic Union”, in: Social Europe Journal (SEJ), http://www.social-

europe.eu/2013/03/a-social-dimension-for-a-genuine-economic-union/ , March 22, 2013  
 

http://www.social-europe.eu/2013/03/a-social-dimension-for-a-genuine-economic-union/
http://www.social-europe.eu/2013/03/a-social-dimension-for-a-genuine-economic-union/
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participation of the social partners/civil society; on European level as well as within the member 
states. 
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D'abord : faire reculer le chomage 

 

Gérard Fuchs6 
 

Après une année de gouvernement socialiste en France, une évidence s'impose : quelles que soient les 

mesures sociales prises depuis mai 2012 - et elles ont été nombreuses et fortes – l'électorat  n'est plus 

véritablement sensible qu'à un indicateur: celui du chômage. Là est, non sans logique, son attente 

prioritaire, là se forme aujourd'hui son appréciation, là se formera  demain son jugement de la capacité 

de la Gauche à améliorer la situation du pays. 

Or l'Union européenne, dont les décisions sont cruciales pour l'évolution économique du 

continent, ne mise aujourd'hui que sur une stratégie de désendettement fondée sur la réduction de la 

dépense publique, celle là même qui apporte aux citoyens à la fois des services publics, synonymes de 

vie meilleure, et des protections contre les aléas de la vie, en matière d'allocations chômage ou de 

remboursements de soins. 

Le résultat de cette stratégie, qui engendre inquiétude et baisse de la consommation, est une 

croissance proche de zéro et, par voie de conséquence, un chômage croissant notamment des jeunes, 

sans précédent depuis des décennies. 

La lutte contre ce chômage doit être la priorité des progressistes européens: à cause des détresses 

qu'il fait surgir bien sur; mais aussi à cause du  ressentiment citoyen qu'il fait naître, ressentiment tourné  

aujourd'hui contre l'impuissance d'une Europe  pourtant indispensable,  ressentiment qui pourrait se 

tourner demain, si l'on n'y prend garde,  contre l'impuissance de la démocratie elle même. 

 

*** 

 

Je veux proposer ici trois mesures simples et concrètes, la première pour limiter certains licenciements, 

la seconde pour faire gagner de la croissance à court terme, la dernière pour engager enfin la croissance 

durable qui n'existe aujourd'hui encore à Bruxelles que dans les discours. 

 

Mesure n°1: faire payer davantage aux entreprises en bonne santé qui annoncent des plans de 

licenciement, le coût social réel des mesures qu'elles envisagent. 

Ce coût dépasse en effet de façon évidente les indemnités contractuelles ou légales auxquelles ces 

entreprises  se trouvent aujourd'hui astreintes, que ce soit du fait de la durée réelle du chômage des 

salariés licenciés ou de ses conséquences familiales et psychologiques. 

Les entreprises concernées sont souvent des filiales de firmes multinationales, qui considèrent 

qu'elles peuvent obtenir ailleurs – dans des pays à bas salaires ou fiscalement moins disants – une 

production équivalente à moindre coût et donc davantage profitable; ce peut être aussi des entreprises 

rachetées par des Fonds spéculatifs « pirates » qui, après avoir ramassé des brevets, des primes locales 

                                                           
6
 Directeur du Département international de la Fondation Jean Jaurès. 
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ou du cash flow, veulent purement et simplement mettre la clé sous la porte. 

La proposition est alors, en pareilles situations,  de rajouter aux indemnités existantes des 

indemnités obligatoires de formation pour reconversion, cette formation tenant compte pour sa durée à 

la fois des compétences des salariés concernés et du profil des emplois de demain vers lesquels ils 

pourraient être orientés. Ce coût supplémentaire de licenciement pourrait alors conduire les groupes 

internationaux concernés à retarder, voire à éviter, des licenciements collectifs devenus du coup moins 

« rentables ». 

La nouvelle contrainte devrait aussi, pour être pleinement efficace, s'accompagner de droits 

nouveaux pour les salariés: 

– celui de pouvoir contrôler les comptes de l'entreprise; 

– celui de pouvoir faire appel pour celà à des experts extérieurs, beaucoup de décideurs ayant 

évidemment tendance à noircir les comptes pour mieux justifier leur choix. 

 

Mesure n°2: donner au « semestre budgétaire européen » actuellement prévu par les institutions de 

l'Union une dimension « jeu coopératif à somme positive » actuellement complètement ignorée à 

Bruxelles. 

Tel qu'il est aujourd'hui conçu, le « semestre budgétaire » a une dimension essentiellement 

normative et punitive: il permet à la Commission, une fois déposés par les Etats membres leurs avant 

projets de budgets nationaux, de vérifier leur conformité aux Traités européens et aux engagements 

nationaux spécifiques, au risque, en cas de non respect d'avertissements ou de sanctions. 

La proposition est que la Commission profite des informations reçues pour faire tourner le modèle 

macro économique qui lui sert à établir ses prévisions, calcule la croissance qui résulterait pour l'Union 

de la mise en oeuvre de ces avant projets, puis fasse étudier des variantes nationales dont l'effet pourrait 

se traduire par une amélioration et de la croissance et de l'Union et de chaque Etat. 

Dans le contexte actuel par exemple, il pourrait ressortir qu'une certaine hausse de la demande 

intérieure de la RFA  ( du fait de la mise en place d'un salaire minimum à bon niveau, de l'amélioration de 

certains éléments de protection sociale ou de toute autre mesure de même effet)  à la fois relancerait 

exportations et croissance chez les voisins puis, par l'effet de la hausse de leurs achats, la croissance de 

la RFA elle même. 

 Une variante optimale pourrait alors être proposée par la Commission au Parlement européen 

pour discussion et amendements éventuels. Elle serait ensuite adressée aux Etats membres dont  les 

parlements nationaux continueraient de décider en dernier ressort mais aussi en toute connaissance des 

améliorations coopératives possibles... 

 

Mesure n°3: relancer la mise en oeuvre par l'Union européenne d'une taxe carbone efficace, dans des 

conditions qui retirent aux entreprises concernées leur principal argument contre cette taxe: celui du 

risque de perte de compétitivité au niveau mondial. 

Aujourd'hui, les réticences des entreprises et les hésitations de l'Union ont conduit à désorganiser 

complètement le marché du carbone souhaité, qui a vu le prix de la tonne d'émission tomber à quelques 

euros, un niveau qui n'est évidemment plus susceptible d'induire les changements de comportement 
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recherchés pour les principaux émetteurs. 

La proposition est alors celle de l'instauration aux frontières extérieures de l'Union d'une taxation 

des biens en provenance de pays n'ayant pas accepté les engagements du protocole de Kyoto ou mis en 

oeuvre des mesures indépendantes d'effet comparable. 

 Les ressources dégagées par l'instauration de cette taxe aux frontières  devraient alors être 

affectées au budget de l'Union qu'elles viendraient accroître. Elle devraient être expressément affectées 

au  financement des politiques de soutien aux mesures d'investissement durable (économies d'énergie, 

réseaux électriques intelligents, réseaux de fibre optique, recherches pour le stockage de l'électricité,...) 

souvent évoquées ces dernières années, sans que soient jamais dégagés   les moyens nécessaires à leur 

mise en oeuvre. 

 

*** 

 

Les trois propositions ci dessus ont en commun: 

– de s'écarter des recettes actuelles de l'ultra libéralisme tout en demeurant dans le cadre de 

– l'économie de marché; 

– d'intégrer dans le calcul économique traditionnel des éléments du coût social  ou 

environnemental réel de décisions à courte vue, parce que prises aujourd'hui sans considération de ces 

coûts; 

– de renforcer dans plusieurs domaines la démocratie de l'Union et de relancer  ainsi l'adhésion de 

ses citoyens, grâce à la fois à une plus grande participation et aussi à l'apparition  de perspectives moins 

moroses. 
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Solidarity and the European Union 

 

André W.M. Gerrits 

 
‘Solidarity is part of how European society works and how Europe engages with the rest of the world.’7 

 

‘Solidarity is a duty. It is not a virtue, because a virtue is voluntary.’8 

 

‘Solidarity’ comes with the social market capitalism of Europe and is widely considered as an essential 

aspect of European integration. Solidarity is routinely mentioned in major relevant European Union 

documents, and it is generally believed to be an essential ingredient to solve the current Eurozone crisis. 

But how to conceptualize solidarity at the European level? Is it a moral value, a legal principle, a political 

option, or mainly a rhetorical device? And why should we feel especially concerned by appeals to 

solidarity between states and citizens in Europe? What kind of solidarity is conceivable, feasible, or 

required at the European level?  

 

Solidarity in EU rhetoric and practice 

Judging from the frequency with which it is being referred to in EU documents, Solidarity should be 

considered as a cornerstone of European integration. References to solidarity are numerous and varied. 

The very first article of the Treaty of Lisbon cites solidarity as one of the EU’s ‘common values’. In other 

parts of the Treaty ‘mutual solidarity’ and fair sharing of responsibility are presented as principles which 

govern relations among member states in the domains of external and security policies, and of freedom, 

security and justice. The ‘mutual defence clause’ of Article 42.7 of the Treaty on European Union 

requires members states to collaborate in the case of armed aggression; while the ‘Solidarity Clause’, 

framed in Article 222 of the Treaty on the Functioning of the European Union, formulates an explicit 

demand on the member states to come to each other’s assistance in the event of terrorist attacks, 

natural or man-made disasters.9    

Solidarity is as ambiguous and disputed, as it is prolific. Solidarity supports cooperation between 

member states and it fosters and maintains social equality within states.  It is mentioned as an aspect of 

social policy, of security policy, and as a mechanism of monetary union crisis management and 

structural sustainability. Most solidarity provisions in the European Union are intergovernmental in 

character; others are left at the discretion European institutions. Some entail binding commitments 

                                                           
7
 European Commission, ‘Opportunities, Access and Solidarity: Towards a New Social Vision for 21st Century Europe’. 

(Communication) COM 2007. 
8
 ‘Speech by Herman van Rompuy, President of the European Council, on the Occasion of the Departure of the President of the 

ECB’, Frankfurt, 19 October 2011 (http://www.consilium.europa.eu/uedocs/cms_Data/docs/pressdata/en/ec/125374.pdf) 
9
 Sara Myrdal and Mark Rhinard, ‘The European Union’s Solidarity Clause: Empty Letter or Effective Tool? An Analysis of Article 

222 of the Treaty on the Functioning of the European Union’. Occassional Ulpapers. Swedish Institute of International Affairs, 2, 
2010.  
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amongst member states, others again remain mostly rhetorical. In any case, shared solidarity is a pivotal 

element of how Europe works and how it perceives itself.  

 

National welfare state and European integration  

The issue of collective solidarity in the European Union is historically linked with the national welfare 

state. ‘Social Europe’ as the main manifestation of the EU’s ‘welfare role’, builds on the communal and 

protective functions of the national state.  

The ‘welfare state’ is crucial to Europe’s self-image, and the process of European integration is 

regularly presented as a prime mechanism to strengthen and protect the welfare state against the 

excesses of the market and the threat of globalization. In this respect, the Union serves its familiar goal: 

to enable national states to enhance their problem-solving capabilities. However, the social dimension 

of Europe remains among the most contentious aspects of integration. The welfare state is a crucial 

aspect of legitimacy by individual member states too. Various political orientations consider ‘Social 

Europe’ as an encroachment upon one of the most vital prerogatives of the national state. More 

importantly, many European citizens too tend to consider the European Union as a challenge rather 

than a support to their welfare provisions. They see a mismatch between the ‘market-making’ 

(liberalization) and the ‘marking-correcting’ policies (social protection) of the European Union. 

Regulations which may be inspired by perfectly sincere concerns of justice and fairness at the all-

European level are perceived as unfair and illegitimate at the national one (directive on services; 

minimum wage). And given the changing nature of the relation between decision making at the 

European and at the member states’ level (from ‘permissive consensuses’ to ‘constraining dissension’10) 

there is no reason to believe that ‘social Europe’ will become less controversial anytime soon.  

It is a truism to assert that the national welfare state is under pressure. The growing 

heterogeneity and open nature of modern society seriously challenge the three pillars of the welfare 

state: political choice, financial feasibility and solidarity. The welfare state functions as a relatively 

‘closed’ arrangement, limited to the citizens of a given state, and lawfully discriminating against those of 

others. Two major features of European integration seem inevitably at odds with these fundamentals. 

The cultural and socioeconomic diversity at the European level makes it difficult to recognize the ‘other’ 

with whom we are supposed to share the fruits and burdens of cooperation. The sense of communality 

that sustains the welfare state at the national level, is absent at the European one. Additionally, the 

complex, multi-layered and contested European ‘polity’, generally perceived as insufficiently democratic 

and accountable, seriously weakens the institutional dimension of solidarity, i.e. citizens’ allegiance to 

common institutions.11 Lack of identity and communality weakens the commitment (or moral 

justification) to distributive justice; deficiency of representativeness and accountability challenges the 

trust in a fair and responsible distribution. 

 

 

                                                           
10

 L. Hooghe and G. Marks, 'Calculation, Community and Cues', European Union Politics, 6 (2005) 4, 419–443. 
11

 See Yeal Tamir’s reflections on the national welfare state in Liberal Nationalism. Princeton: Princeton University Press, 1993. 
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Solidarity at the European level 

In a recent publication Notre Europe distinguishes between two driving ‘logics’ behind solidarity at the 

European level, one based on reciprocity, and another based on enlightened self-interest.  

Solidarity based on reciprocity resembles a joint insurance policy. It is a common exercise in risk sharing. 

Direct-reciprocity is at the basis of the Solidarity Clause and other facilities mentioned above.  

Enlightened self-interest is a more complex driver of solidarity. It demands considerable political 

foresight, because it is based on a longer-term identification between national and common (European) 

interests and ambitions. Solidarity based on self-interest mainly comes as financial redistribution. It is 

the inspiration behind the EU Common Agricultural Policies and the Cohesion Funds. Redistribution is 

considered fair and sound, because it will eventually impact positively on the donor countries too – in 

terms of investments, trade, and market opportunities.12  

For solidarity in Europe to be sustainable, one could argue that it needs a combination of 

enlightened self-interest and direct reciprocity. These may apply in particular to the common efforts 

concerning the current euro crisis. ‘The crisis has revealed what it takes to be in a Union’, Herman van 

Rompuy recently stressed. ‘In fact this is the very first real test of solidarity in the history of the Union!’  

If we accept Van Rompuy’s argument, solidarity in Europe has indeed reached new dimensions. ‘Wie is 

das möglich?’, Ulrich Beck pondered when the German Bundestag was discussing the second financial 

rescue package for Greece. ‘Was heist das eigentlich, wenn eine Demokratie über das Schicksal einder 

anderen Demokratie abstimmt?’13 In other words, solidarity seems more important in Europe than it has 

ever been before. 

At face value, one would argue that the form of solidarity exercised during the current euro 

crisis is mostly of the non-reciprocal or transactional kind: richer member states provide financial 

assistance to poorer member states in the common interest. A closer look, however, reveals an element 

of reciprocity too. The creditor nations’ agreement to these financial transfers is not based on the 

expectation that they may eventually benefit from comparable guarantees by the current creditor 

countries (the ‘insurance’ option), but rather on the idea that these measures are in their own longer 

term interests, i.e. on the expectation that these transfers serve the viability of the euro as a common 

currency. Reciprocity is to be found in the structural political and economic reforms which the creditor 

nations require the debtor countries to take.14  However, what creditor countries see as an opportunity, 

if not a necessity; debtor nations consider as unsolicited and unfair. Paradoxically, the creditor states 

tend to emphasize the cold transactional nature of their financial assistance. It is a matter of calculated 

domestic legitimacy. In order to ‘sell’ the transfer of tax payers’ money to the countries in crisis, they 

stress the demanding nature of these transfers, more so in any way than the inspirational force of 

solidarity. In Europe today, everybody seems angry and frustrated, creditor and debtor nations alike. 

                                                           
12

 In terms of solidarity, European agricultural policies are rather eccentric. They distort international free trade, are biased 
towards the richer member states (France); they harm the interests of many poorer non-European countries; and they seem 
incongruent with the ambition to make Europe ‘the most competitive and the most dynamic knowledge-based economy in the 
world’.) 
13

 Ulrich Beck, Das deutsche Europa. Berlin: Suhrkamp Verlag, 2012, 9.  
14

 Contributors and beneficiaries are far from simple categories in the current euro zone crisis. In various ways creditor nations 
have benefitted enormously from the financial and economic distress of the debtor member states.  
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Solidarity and capacity building  

The major reason why the current mechanisms of crisis management in the euro zone rather challenge 

than support solidarity within the Eurozone is because mutual trust is lacking. Trust is a necessary 

ingredient of mutually shared responsibility, which is vital for solidarity, whether based on reciprocity or 

self-interest. Given the heterogeneity of the union as well as the weak legitimacy of its institutions, trust 

and responsibility must be continuously maintained. And this goes beyond perceptions of the European 

Union. Euro scepticism in the current crisis seem to be noticeably based on the negative images and 

perceptions of other member states.  

How does Europe cope with the need to strengthen common solidarity while mutual trust and 

responsibility seem to be lacking? The answer is typically EU, namely by capacity building, by creating 

‘more Europe’. Within the context of the current crisis, the need for stronger and more sustainable 

forms of solidarity is primarily looked for in the legal and institutional sphere, in the creation or 

strengthening of regulatory and supervisory mechanisms.  

There is an inverse relationship between solidarity and coordination in the European Union 

today.  Capacity and institution building are considered as instruments to compensate for the 

inadequate level of solidarity. Is this a viable strategy? If solidarity is based on a combination of 

normative and institutional allegiance, the current measures do answer to the rational dimension of 

solidarity, to the expectation that resources will be spent appropriately and effectively? Creating new 

rules and mechanisms may help to repair the lack of trust and commonly felt responsibility, but it seems 

highly questionable if it can be the ultimate response to the lack of a deeper sense of communality, of 

shared Europeaness as a driver for solidarity in the European Union.  
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From the national crisis to the European crisis: the implications of the Greek 

case 

 

Zinovia Lialiouti 
 

Less than a decade ago, in an era of EU optimism and confidence, the Lisbon Treaty designated full 

employment and social progress among the principal aims of the European Union. It also emphatically 

referred to the Union’s commitment to promote social justice and protection alongside with economic, 

social and territorial cohesion, and solidarity among Member States. Today these declarations seem 

utopian and outdated and EU scepticism grows day by day.  

A special chapter in the current debate on the future of the Eurozone and the EU but also on the 

content of progressive politics today inevitably evolves around the so-called “Greek crisis”. The present 

note tries to sketch aspects of this crisis emphasizing the points that seem to threaten the social and 

political acquis on the European level. The economic and social features of the Greek crisis have been 

well discussed internationally, sometimes leading to clichés and stereotypes that obscure the true 

nature of the problem, but they remain no less dramatic to this day. 

As the European Commission has noted: “Greece is going through an economic and social crisis 

which is unprecedented in Europe in modern times” (COM 2012, 2). G.D.P. has fallen more than 11 

percent since the beginning of the crisis (end of 2008) and has continued to contract in 2012, while the 

prospects for 2013 are also discouraging. The social impact of the crisis has been also severe. The 

dramatic rise of unemployment from a 7.7% in 2008, to 17.7% in 2011 annual average (COM 2012, 19) -

with the Institute of Labour of GSEE predicting a staggering 24 per cent by the end of 2012- coupled with 

severe cuts in wages, pensions and welfare benefits were the most evident factors of social dismantling. 

An obvious result of these dramatic changes is the shrinking of the Greek middle class, a social stratum 

traditionally associated with political stability. 

It is no surprise that in this context of widespread frustration, euro-skepticism seems to grow. 

According to the Standard Eurobarometer 77 (Spring 2012), 100% of Greeks perceive the economic and 

the employment situation in the country as “bad”. At the same time, only 19% of the Greek people tend 

to “trust” the European Union (EU average 31%) and only 26% say that they have a positive image of the 

EU. Finally, 70% of Greeks state that they are “not satisfied” with the “way democracy works in the EU”, 

while 82% feel that their voice does not “count in the EU”. 

(Source: http://ec.europa.eu/public_opinion/archives/eb/eb77/eb77_anx_en.pdf). 

In the political and ideological realm, we should acknowledge that the current crisis, as it is 

often the case with crises of this sort, has encouraged a conservative shift in Greek political culture. The 

most obvious manifestations of this shift are the rise of nationalism and of xenophobia that are 

associated with the emergence of authoritative trends in the electorate. International public opinion has 

been preoccupied with the rise of the neo-Nazist party of Golden Dawn and with the alarming behaviour 

of its members and followers that obviously represent a challenge for Greek political institutions. The 
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predictions of most opinion polls according to which Golden Dawn could be the third party in 

parliamentary representation are ominous and not just for the future of democracy in Greece. 

However, there other important aspects in the conservative shift that should be taken into 

consideration by European progressive forces. I would like to sum up these aspects in the concept of the 

“technocratic” governance. This is directly related to the discrediting of the political personnel followed 

by an idealization of the so-called technocrats; The latter are assigned a privileged role in managing the 

crisis, because of their alleged effectiveness and the realism that supposedly set them apart from 

traditional political elites. It is worth emphasizing that the criticism of the political elites often results in 

public discourse in anti-party attitudes with anti-parliamentary and anti-democratic implications. 

Particularly the exaggerated references to populism and to the political cost that are said to dictate the 

actions of politicians ultimately involve  the very notion of representation and of accountability which 

are inherent in the relationship between elected politicians and their voters. It has also encouraged the 

substitution of the concept of ideology by the concepts of effectiveness and realism, as well as the 

substitution of the goal of social justice by the concepts of an individually perceived solidarity and 

philanthropy in the context of an idealized civil society. Moreover, it substitutes the concept of people 

by the concept of a responsible (and individualistically perceived) citizen, who is juxtaposed to the 

supposedly irrational and irresponsible action of collectivities. This sort of discourse has been widely 

propagated not only in the Greek case but also in the Italian one and represents a major challenge for 

social democracy and for every progressive policy proposal. Moreover, it is inherently anti-political. 

These post-crisis ideological developments in Greek political culture should be perhaps 

associated with current trends in the U.S. and the European continent regarding the emergence of a 

new conservative and potentially hegemonic discourse, which brings to the fore a different conception 

of citizenship. An interesting case-study in this direction, is the Tea Party movement in the U.S., which 

despite its relatively small electoral success, has had a major influence on the public agenda and the 

ideological orientation of the Republican Party. The Tea Party argues for a dichotomy between hard-

working citizens who are considered to be full members of the society and the “unworthy”, “free-

riders”, unproductive citizens who are not entitled to receive welfare benefits or to be recipients of 

other governmental redistributive policies. The concepts of labour and productivity are at the core of 

the Tea Party’s perceptions of citizenship and of representation. On the other side of the Atlantic, in 

Britain, the ideological scheme of the "Great Society" has brought to the fore the concept of individual 

responsibility, labour as a “purpose” of life and it has raised the values of volunteerism and 

philanthropy, while it demonized “state control” and the moral implications of welfare benefits in 

shaping the character of individuals. Therefore, it is worth exploring whether and how the crisis will lead 

to the consolidation of a conservative hegemony at the national and international levels and how 

current ideological processes will influence the content of terms such as politics, democracy and 

participation. 

Another important remark concerns the dichotomy between politics and the economy. As is also 

the case with the previously mentioned dichotomy between ideology and realism, it is profoundly 

political. To recall the speech act theory, this is a typical case where discourse shapes realities. However, 

the implications and the complexity of the current economic crisis seem to represent the revenge of 
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politics against those aspiring to its substitution by allegedly neutral, technical projects. The infeasibility 

of an absolute dichotomy between politics and the economy is a somewhat forgotten lesson of the 

twentieth century. 

It is worth recalling that the interwar period and the experiences related to World War II have had an 

important and lasting legacy in the perception of politics. The post-war consensus was built on the 

understanding that liberal democracy could only function on a minimum of economic and social 

prerequisites. It was this understanding that gave birth to the welfare state. The slogan “peace and 

prosperity” which referred to the need for political and social stability despite its anti-communist origins, 

was a leitmotif in the public discourse of the period equally shared by conservatives and liberals. On the 

other hand, poverty was believed to enfeeble people towards the danger of totalitarianism (Maier, 

1991). It was in this spirit, that Seymour Martin Lipset in his classical essay “Some Social Requisites of 

Democracy: Economic Development and Political Legitimacy” associated a nation’s wealth with the 

quality of democratic institutions and he concluded that: “increased wealth is not only related causally 

to the development of democracy by changing the social conditions of the workers, but it also affects 

the political role of the middle class…A large middle class plays a mitigating role in moderating conflict 

since it is able to reward moderate and democratic parties and penalize extremist groups” (Lipset, 

1959). Today, it is an open question whether this legacy remains alive in Europe and whether it can 

provide us with inspiration in overcoming the crisis. 

To sum up, we have tried to outline the ideological and political implications of the economic 

crisis in the Greek political culture, emphasizing the challenges arising for the quality of democracy and 

the perception of citizenship. We have also tried to highlight the implications by the re-invigoration of 

nationalism and populism in the context of the European Union and the tensions created between 

national and transnational identities under the pressure stemming from a harsh social and economic 

reality. However, this is not intended to be an ethnocentric approach to the crisis. On the contrary, our 

deepest aspiration is to employ this analysis as a case-study that highlights that the quality of democracy 

should be a priority at all times and that politics and policies need to be at the centre of the crisis 

debate. Our basic argument is that such a deep economic and social crisis is also inevitably a crisis of 

democracy. It is also a challenge for social democracy today to provide a coherent and intuitive 

interpretation of the crisis and an integrated policy proposal based on the need to balance economic 

sustainability with social cohesion and democracy.  
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Equality and efficiency through economic empowerment 

 

Diego Lopez Garrido 

 
The European Commission attributed the economic contraction of the European Union to a 

deteriorating labour market, private sector indebtedness and fiscal consolidation, occurring in a context 

of a weakening global economy, as underlined by the OECD in its Economic Outlook for November 2012. 

The OECD, despite its liberal tradition, criticised ineffective economic policies and recommended easing 

monetary policy, using the Eurozone and the USA as examples. 

The US example is particularly useful in terms of questioning the economic policy dictated from 

Brussels. In March 2012, US Secretary of the Treasury Timothy Geithner had already warned Europe of 

the perils of draconian budget cuts, pointing out that it was necessary to carefully calibrate financial 

support in combination with the pace of fiscal consolidation. He said this just around the same time that 

the Chairman of the Federal Reserve, Ben Bernanke, requested more incentives for employment. Unlike 

Draghi, Bernanke has always made it clear that he would act to support growth if the economic situation 

deteriorated. This explains his policy of exceptionally low interest rates (between 0.25 per cent and 0 

percent), to be maintained until the end of 2014, and his bond purchase programme. In December 2012, 

the Federal Reserve decided to continue its stimulus package as long as the unemployment rate 

remained above 6.5 per cent and provided forecasted inflation for one or two years did not exceed 2.5 

per cent. It also launched a long-term bond buying programme, based on purchases of 45 billion US 

dollars a month to be added to the 40 billion US dollars in monthly mortgage asset purchases. 

Thus, despite the fiscal cliff and the Congress blockade, the economic situation in the USA 

looked more promising than in the EU, which was facing numerous obstacles in triggering the recovery 

of an economy deeply damaged by the crisis. In January 2013, US unemployment – at 7.9 per cent – was 

at the same level as in September 2012.  

In the EU, results all round for 2012 were disappointing: not only was the region in recession, 

but the unemployment rate was at a totally unacceptable level. The latest Eurostat report on the 

harmonised unemployment rate available at the time of writing (early 2013) indicated that the EU27 

and Eurozone unemployment rates for 2012 were 10.8 per cent and 11.9 per cent, respectively, and 

23.6 per cent and 24.2 per cent, respectively, for those under 25 years of age. In 2011, the 

corresponding figures for overall unemployment were 10 per cent (EU27) and 10.6 per cent (Eurozone). 

This is the highest level in the history of the euro. That 2012 was a lost year for employment, therefore, 

goes without saying. 

As for economic growth, the figures were equally grim, as 2012 was a year of recession. 

Eurozone and EU27 GDP fell by 0.6 per cent and 0.3 per cent, respectively, halting the modest growth 

seen in 2010 (1.9 per cent for the Eurozone and 2 per cent for the EU27) and 2011 (1.4 per cent for the 

Eurozone and 1.5 per cent for the EU27). 
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Finally, the picture in relation to accumulated public debt was also disheartening. By the end of the third 

quarter of 2012, public debt as a share of GDP in the Eurozone and the EU27 had climbed to 90 per cent 

and 85 per cent, respectively; in the third quarter of 2011, the same figures were 86.6 per cent and 81.5 

per cent, respectively. A total of 22 member states recorded increases in their debt ratio, with the 

highest increases occurring in Cyprus (17.5 per cent), Ireland (13.4 per cent) and Spain (10.7 per cent). 

The EU27 economic indicators for the end of 2012 therefore painted a bleak picture: soaring 

unemployment (10.8 per cent of the active population), a slip back into recession (–0.3 per cent GDP) 

and a growing public debt ratio (85 per cent). The scenario for the Eurozone was worse and even more 

so for countries such as Italy, Portugal and Spain. This drama, furthermore, was unfolding in a rather 

fragile international context; nonetheless, since the overall global situation was generally positive, we 

cannot lay the blame there. 

The inference to be drawn is that the one-dimensional policy of austerity and deep cuts in 

welfare spending decreed by the EU, combined with the avoidance of any stimulus measure, has proved 

to be an outright failure. No signs on the horizon encourage any optimism that the austerity policy, if 

continued, will improve matters. This is hardly surprising, as to a large extent, this very policy is the root 

cause of the negative figures. 

In view of the disappointing second half results for 2012, the European Commission forecasted a 

further contraction of –0.3 per cent GDP for 2013 in the Eurozone and a rise in unemployment to 12.2 

per cent. Credit, meanwhile, is still tight and household consumption continues to fall.  

All this has only accentuated the substantial differences in growth, incomes and employment 

between the countries of the EU. The same divide is repeated in public debt financing: Austria, Finland, 

France, Germany and the Netherlands charge for their debt, whereas Ireland, Italy, Portugal and Spain 

are paying record interest rates. This explains the steady rise in public debt in the Eurozone in 2012 

(except in Greece and Finland), despite fiscal consolidation efforts. 

Draghi’s declaration before the Spanish Congress of Deputies on 12February 2013, indicating 

that the first positive results of adjustment could already be observed, is not, in fact, supported by the 

evidence. The unexpected economic contraction of the last quarter of 2012 has once again led to a loss 

of confidence. Any amelioration in the deficit situation or in the financial market means little to citizens, 

as long as improvements are not reflected in the real economy. 

This is an objective overview of a 2012 in which the EU invested all its efforts in trying to 

respond to one adverse development after another. 

This same year, nonetheless, witnessed the awakening of the citizens of Europe, mobilised by 

the welfare state crisis and uncertainties regarding their future. This is the real challenge facing the EU, 

as its public credibility, and more, will depend on how it weathers the storm, gets the economy back on 

track and leads the way out of the crisis, while respecting the values of freedom and progress that 

symbolise the European project. 

To reach these targets, the recent report on Europe released by Alternativas Foundation, 

headed by myself, proposes: 

 

− The EU needs to promote a new European social contract along the following lines: 
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• Adoption of a European emergency action plan, financed by mutualized debt and EIB 

loans, that promotes economic growth and employment, especially for young people.  

• Adoption of a European wage policy that reflects productivity gains and implementation 

of a European minimum wage. 

• Support for a social security system that ensures a high level of health, family, 

unemployment and retirement protection. Consideration of the possibility of implementing 

unemployment insurance to complement national subsidies in the Eurozone countries. 

• Implementation of guarantees to strengthen collective bargaining and worker 

codetermination. 

• Inclusion, in a reformed treaty, of a social progress clause that guarantees basic social 

rights and endorses the European social model. 

 

− The EU needs to offset the power of states with the power of citizens. To do this, it must 

take advantage of all the tools provided in the new Lisbon Treaty, including participatory 

democracy, enshrined in Article 11 of the Treaty on European Union and in the Charter of 

Fundamental Rights. By implicitly confirming that the will of the citizens and states of 

Europe is to build a common future in the EU, the principles of intergovernmental 

federalism proposed by the Lisbon Treaty will be advanced. 

 

− The exercise of European citizenship rights needs to be stimulated by encouraging 

participatory democracy, which allows, for instance, the presentation of popular legislative 

initiatives based on signatures collected in any number of states. In 2013, in fact, the EU 

celebrates the European Year of Citizens. 

 

− The EU needs to lead, building on the opportunities offered by information technology, the 

expropriation of new participatory rights for citizens who, bearing the brunt of a devastating 

crisis, are demanding a presence on the political scene and a meaningful relationship with 

their democratically elected representatives. Regular consultations of European citizens, 

free Internet access, control over decisions by powerful private interests and consumer 

rights are just some issues that the EU must urgently address. 

 

− The multiannual financial framework should be modified to coincide in time and duration 

with the European Parliament elections, so that citizens can vote according to electoral 

manifestos and regarding the distribution of European funds. 

 

− The growing influence of xenophobic and populist movements of the extreme right that 

threaten internal cohesion and common values must be tackled as a matter of urgency. This 

could be done in an ambitious programme that promotes, through the broadcast media, 

education initiatives in schools and social and cultural exchanges, values of freedom, 

democracy and respect for human rights and intra-EU solidarity. 
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The “NEET’s, the NOT’s and the nets” 

 

Yannis Mastrogeorgiou 
 

I am just over the generation of NEETs.  Just over the generation with so many qualifications, with so 

many dreams and great expectations for the future, but without jobs. I also belong to the generation of 

“Not' s”.  Meaning the generation that has almost no income, not sufficient income to create a family, to 

become a link in an economy that produces.I also belong to a generation that does not feel the 

existence and the confidence of a safety net that will help someone to get back to his feet again if he 

fails, that will push him or her to try again to succeed.I made this introduction using these three terms: 

“neet’s, not’s and nets”, because I believe that the way out of the crisis not only requires institutional 

changes that will restart the economy, but organized investment in human capital and in particular the 

young generation. Investment to the “millennials” as the cover of TIME magazine named the people 

who were born at early 90s. The scarring effects of long-term youth unemployment and social 

disengagement continue to challenge policymakers to develop successful and sustainable interventions. 

Moreover, the costs to the public purse of managing the economic and social consequences of inactivity 

among young people cannot be ignored. 

According to Eurostat higher levels of unemployment of young people in the EU in January, are 

recorded in Greece (60 % ), Spain (55.9%), Italy (38.4%) and Portugal (38.3%). We cannot give back life 

to European economic and social model if we do not give opportunities to the immobilized workforce. 

We cannot renew our confidence in the progressive narrative, unless we say and role and jobs for young 

people. 

On the one hand, the economic crisis has made entry into job markets more difficult for young 

people, and there is no prospect of a quick fix. On the other hand, the more structural shift towards 

increasingly competitive and permanently changing socio-economic environments, demands more from 

both individuals and public institutions as young people begin their careers. Specific measures focused 

on young people are essential so that they do not fall through a growing gap between mismatched 

institutions and the changing requirements of the global economy.  

But time is pressing, and we can't wait for taking measures on jobs until growth is sufficiently 

strong. Even if almost all our countries will have positive growth figures in 2014. For every day, talented, 

motivated, energetic young people keep knocking on doors. In most of European countries, the situation 

of youth unemployment is severe. Early unemployment and long-term unemployment can leave very 

deep scars. Overcoming this is the utmost priority today, for all European – and not only - leaders. We 

know unemployment is first of all a symptom: of a lack of resilience and of problems running deep. The 

differences on youth unemployment are huge within the Union. This proves that national policies 

matter most.Fixing these problems takes time. So in parallel we need to find ways to re-open 

opportunities for young people already now. 

Everyone must be mobilized: national governments, local authorities, companies big and small, 

social partners, and the European institutions too, where they can support. We all hope the social 
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partners could agree on a "job plan" before the June European Council. Just last year, the European 

Council redirected considerable amounts of EU funds, helping 800,000 young people in the eight most 

affected countries. In February it was set aside €6 billion specifically for that cause in the Union's next 

seven year budget. Not enough although. Europe has to deliver on the Youth guarantee scheme so that 

every young person is either in training, further education or employment within less than four months 

of leaving school as the Commission has proposed. We do not have the luxury of wasting 4 months! 

The need for progressives to update their economic policies and social institutions for a digital, 

globalized economy is clear. In the global economy, young people must be educated and prepared for 

rapid technological change and competition from workers around the world. This economy demands 

that all students attain at least a high-school diploma; that they be educated to global standards of 

excellence. It increasingly requires that they attain some higher-education or substantial on-the-job 

training. Progressives should make investment in education with the goal of achieving a world-class 

education for all a key pillar of their economic agendas. Specific measures are needed to tackle the 

barriers facing disadvantaged youths who are neither in employment, education or training. It is up to 

progressives to get the word out and steer funding to programmes such as second-chance schools in 

Europe.  Youths should work, train, or actively search while receiving assistance. 

A number of countries have introduced active labor market measures to stimulate the labor 

market demand for young people who are ‘work ready’. Such initiatives include: Wage and training 

subsidies or tax and national insurance breaks/credits to employers; Programmes which offer a bridge 

between education and work, such as training and work experience, the re-focusing or expansion of 

apprenticeship programmes and entrepreneurship training programmes; Youth guarantees, which 

ensure that young people have a job offer or an educational or training opportunity within a specified 

timeframe following their unemployment registration. Active labor market policies are unlikely to work 

for the most disadvantaged groups unless accompanied by re-engagement strategies. What is also 

important is than priority should be given to ensuring that young workers receive decent wages 

It is now widely accepted that the narrow politics of austerity, promoted by conservative 

governments and parties across the world, is failing. However, public support for tackling new social 

risks is weaker than ever. Politicians will have to demonstrate leadership to mobilize public support 

behind the transition to a different European socio – economic model. To secure in other words, the 

consent of the electorate for a different balance of resources and priorities in the European welfare 

states. 
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The social consequences of the Euro crisis 

 

Jenny Preunkert 

 

Introduction 

The current crisis15 resulted in enormous political efforts on the European level in order to ease the 

fiscal problems of some Euro member states. At the same time, the rate of unemployment and the 

number of poor people are increasing within these states. My thesis is that as a result of the 

government debt crises, not only the institutional deficits of the common currency became obvious, but 

they also lead to a growing social divergence within the Euro area. However, the European rescue 

measures to support the weak Euro states focus merely on economical aspects, while social problems 

are ignored and therefore rather exacerbated. Based on these considerations it will thus be argued that 

the social destabilizations in some Euro countries, in combination with the ignorance on the European 

level concerning these problems, will in the long run considerably threaten the institutional balance of 

the Euro and along with that the EU as a whole, and that a fundamental readjustment will be necessary. 

This point of view will be discussed firstly by analyzing the economic and social effects and then by 

analyzing the European rescue measure in order to stabilize these states. 

 

The economic and social problems within the Euro area 

We observe a strong economic and social differentiation within the EU in general and within the Euro 

zone in particular. First of all, huge differences in economic development can be discerned between the 

Euro member states. While some countries are under recession, the economy of other states is rapidly 

growing with the effect that the European average is a positive one. Concerning the social 

consequences, it has to be noted that they turn out dramatically in some states, while there are the 

positive developments in other states, which are however not that considerable, hence altogether there 

is a negative average. Combining the economic and social developments it became obvious that those 

states that have lost the trust of the financial market and have to pay increasing interest rates are the 

same time states that face negative economic growth and an increasing rate of unemployment. 

 

 

 

 

 

                                                           
15

 Within my analysis I focus on the Euro member states, which joined the Euro from the beginning, plus Greece. 
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Figure 2: Unemployment rate in some Euro member states 

Sources: Eurostat 2013 

 

At least until the end 2012, Greece, Ireland, Italy, Portugal, and Spain were hit especially hard by the 

crisis; these countries are confronted with a negative economic growth and increasing government 

debts on the one side and registered a notable rise in unemployment from between 2005 and 2012 and 

reached the highest levels in the Euro area on the other side. All in all, there is a grave economic and 

social polarization within the Euro-zone between states that have overcome the crisis positively in 

economic and social terms and other states that are hit by economic and social recession. 

 

Political reaction towards the Euro-crisis 

The current financial crisis showed the fragility of the institutional structure of the currency union and 

its inability to make up for certain problems, namely the government debt problems of some Euro 

member states (Preunkert/Vobruba 2011, Preunkert forthcoming). Therefore, the crisis resulted in a 

process of rethinking of the existing institutional framework by the Euro governments. The first step was 

that the governments defined the government debt crises of some Euro members as a crisis of the 

whole Euro area. From my findings, this redefinition of the government debt problems bases on two 

complementary considerations of members of the Euro area. Firstly, the bankruptcy of a state is 

considered an incalculable risk for the Euro area. It is feared that also other countries will get into 

further distress, and the consequences for the Euro itself are incalculable (German Council of Economic 

Experts 2012). The insecurities following a bankruptcy are therefore seen as incalculable. Secondly, it 

became obvious that the existing institutional order of the Euro was not able to prevent such debt 

problems or to solve them respectively (Eichengreen, 2012, Featherstone 2011, Gros, 2012, DeGrauwe 

2010, 2011). This lack of the institutional order in combination with the pressure to act to avert the 

insolvency was perceived as a crisis. Combining the two considerations, one can say that by the crisis it 

became obvious for all members of the Euro-zone that the states mutually depend on each other, a fact 

that had not been noticed before. In addition, the debt crisis of the states thus made it obvious that the 

existing structure failed to prevent state insolvencies. Based on this new knowledge, the governments 

developed step by step an approach how to support states in trouble (Eichengreen, 2012, Gros, 2012, 
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Salines, Glöckler and Truchlewski, 2012). Thus, the crisis has triggered the awareness of mutual 

dependency on a high level and the understanding that financial crises can only be overcome by 

European strategies. However, at the same time, there are indictors that the crisis has also led to an 

increase of mistrust of the population against the political elite (German Council of Economic Experts 

2012: 21) and a strengthening of nationalistic positions in the debtor and the security states, this means 

that the willingness to look for European solutions and to bear their costs has sunk. 

Analyzing the principles of the rescue measures, we can say, that (1) the assistance relies on the 

principle of individual responsibility, which means that a state has to make an enormous effort to 

overcome the crisis and only then it receives help from the others. (2) The assistance is given only in 

extreme emergency. (3) The assistance is only given on an economic basis and not one of solidarity, for 

example as credits and not as loans free of interest. (3) The state is forced to increase its income and to 

decrease its expenditures, which means a reduction of the social state. Social problems that possibly 

arise from this are seen as individual responsibility of the states in question. The assistance measures 

therefore do not directly cause the social problems, but there are no countermeasures or rather they 

add up to their accentuation. 

 

Summary: The dynamic of the Euro-crisis 

The measures of assistance therefore are an expansion of the existing institutional order, but they are at 

the same time compatible with the existing patterns of thought focusing on the needs of the market, 

stressing that in order to solve fiscal policy problems a state has to save and reduce outcomes and 

underlining the sole responsibility of the domestic governments to solve social problems on domestic 

level. The measures’ exact modalities however are not just an advancement of the existing order, but 

they are also the result of a bargaining process between the debtors, that are the states in need for 

assistance to avoid bankruptcy, and the sureties, that are states that provide credit. In this process, the 

debtors have to meet two objectives: They have to ask for credits in order to stay capable of acting. At 

the same time, they have to appease their population. The sureties find themselves obligated to sustain 

their payments to avoid bankruptcy, but at the same time they have to legitimate this face to face with 

their population. They hereby face the problem that they have to contradict their own EU-

announcements. Additionally, the population begins to oppose the transfer payments because they 

focus on their own problems that were caused by the crisis. In terms of negotiation, this means that the 

debtors thus have to try to beat down conditions in order to lower their costs. Their argument is their 

imminent insolvency and the consequent destabilization of the banking sector. The sureties find 

themselves obliged to realize the harshest conditions possible and also resist concessions out of fear 

that everyone would want to renegotiate. Until now, the governments of the weak debtors were 

successful in softening the principles of the ESFS gradually in order to achieve both, to maintain financial 

capacities to act and to be able to appease the population. In exchange, they had to accept harsh 

concessions and had to commit to abstain from debates on principles of the ESFS. On the other side, the 

sureties were able to present themselves as firm negotiators to their public and at the same time 

provide the debtors with credits. The question is however, how this will turn out in the long run. The 

resistance of the population is increasing in all states. In the weak states, for example, the question 
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about who is resisting the conditions of the emergency parachute the most strongly becomes decisive 

for elections. Consequently, the governments of these states see themselves in the rule to start a 

confrontation with the Euro partners. In addition, the social problems could lead to ever more riots and 

to a destabilization not only of the economy, but also of the politics in the weak debtor states. 

Simultaneously, the governments in the strong states could find themselves bound to adopt a hard line 

against the weak debtor states vis-à-vis their population. A danger of polarization arises, with which no 

more bargaining processes will be possible. 
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Abandoning fiscal austerity as a precondition for economic recovery and healthy 

public finances 
 

Ansgar Rannenberg 

 
I will argue that the ongoing fiscal austerity is a key obstacle to a revival of the European economy. The 

current policy damages the economy both in the short and in the long run and does not support the 

restoration of healthy public finances. I will also explain that the scope for reducing unemployment by 

increasing aggregate demand is likely bigger than current estimates of structural unemployment by the 

European Commission suggest.  

 

Fiscal austerity at the current juncture has especially strong effects on the Eurozone economy 

There is a near consensus among economists that the effect of fiscal policy changes on the economy 

depends on the state of the economy, and specifically on the response of the central bank. If in response 

to an economic and financial crisis, the central bank has already lowered the short-term interest rate to 

a near-zero level, it has no ability to provide further support to private expenditure and thus to offset 

the reduction in aggregate demand brought about by fiscal consolidation by lowering rates. By contrast, 

to the extendt that inflation decreases in response to the decline in aggregate demand, real interest 

rates will increase, thus further dampening private expenditure. Accordingly, the latest empirical 

evidence and standard economic models used by central banks say that the government spending 

multiplier likely exceeds 1.5 in the present situation (IMF (2012), Bachmann und Sims (2012), Acconia et 

al. (2011), Almunia et al. (2010), Auerbach und Gorodnichenko (2012), Batini et al. (2012), Baum et al. 

2012, Corsetti et al. (2012), Fazzari et al. (2012), Gerchert und Will (2012), Mittnik und Semmler (2012), 

Freedman et al. (2010), Christiano et al. (2009), Erceg and Linde (2012a,b), Coenen et al. (2012), and IMK 

(2013) for a meta-study). Even if, like in the Eurozone, the main refinancing rate has not yet reached 

zero, the insufficient pass-through of refinancing rate cuts to the cost of external funding of non-

financial firms due to the banking sector problems in crisis countries generates a comparable situation.  

Very few economists dispute the adverse effects of fiscal tightening (Alesina and Ardagna 2009), 

and their studies have been shown to suffer methodological problems (Guajardo et al. 2011). As shown 

by Perotti (2011), some frequently mentioned examples of expansionary austerity have taken place in 

small economies but in all cases these countries devalued their currency and were thus able to rely on 

exports as a main driver of growth in the aftermath of the consolidation, with interest rate reductions 

from high levels providing additional support.  

 

Spending cuts likely to increase debt-to-GDP ratio at current juncture 

Spending cuts or tax increases affect the government debt burden, as measured by the debt-to-GDP 

ratio, through various channels. A consolidation measure has a direct negative effect on the primary 
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deficit and thus debt accumulation, and an indirect positive effect through lower tax revenue and higher 

welfare spending associated with lower output. Additionally, as nominal GDP is in the denominator of 

the debt-ratio, a decline in GDP directly increases the debt-ratio. The European Commission has 

calculated how big the multiplier would have to be in order for a consolidation to cause an increase in 

the debt-ratio. These ”critical multipliers“ (Table 1) are typically much smaller than the likely range of 

the government spending multiplier in the current situation. Note that the calculation of the critical 

multipliers does not take into account that a demand-driven contraction in GDP is typically associated 

with a decline in inflation, which tends to increase the real value of debt.  

Furthermore, government bond markets appear to be focused on the short-term behavior of the debt-

ratio and GDP growth. Thus consolidation measures may actually increase bond yields by raising the 

debt-ratio and lowering growth. (Cottarelli and Jaramillo (2012)). 

 

 Debt ratio % (2011) Critical multiplier 

Italy 120 0.6 

Spain 69 0.9 

Portugal 108 0.7 

Greece 165 0.5 

Ireland 108 0.7 

Belgium 98 0.7 

Source: European Commission (2012) 

Table 1 

 

Austerity is doing long lasting damage 

Advocates of austerity often portray it as a choice of short term pain in order to achieve long-term gain. 

However, prolonged periods of high unemployment und low business investment caused by austerity 

may do long lasting damage via so-called hysteresis mechanisms. For instance, unemployment caused 

by consolidation may turn structural as the long term unemployed loose vital skills and work habits, and 

the young never gain them. Lower business investment implies slower growth of the physical capital 

stock and may slow the pace of technological change. Thus the weakening of economic activity caused 

by austerity may do long lasting damage to the productive capacity of the European Economy (Phelps 

(1972), Jackman et al. (1991), Ball (1999) Logeay and Tober (2006) (Tatsiramos (2009), van den Berg and 

van der Klaauw, (2001), Abiad et al. (2009), Rannenberg (2009)). This in turn will also have an effect on 

public finances. De Long and Summers (2012) show that even for small degrees of hysteresis and 

reasonable assumptions regarding the size of the fiscal multiplier, the present discounted value of tax 

revenue lost due to the decline in potential output exceeds the reduction in government spending.  
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Slack in the economy likely much higher than suggested by DG-ECFIN estimates 

Occasionally, it is argued that the scope of the recovery which could be achieved by reversing the most 

damaging austerity policies and thus expanding demand is limited as much of the increase in 

unemployment in the crisis countries is deemed structural. Specifically, the European Commission has 

undertaken substantial upward revisions of its estimate of structural unemployment, labeled NAWRU 

(Non-accelerating-Wage-inflation-Rate-of-Unemployment). For instance, as compared to its spring 2008 

estimate, DG-ECFIN has increased its estimate of the Spanish NAWRU by 12.2 percentage points to 22% 

in 2012 (Klär (2013)), while the actual unemployment rate stands at 26%. This implies that according to 

DG-ECFIN, a reduction in Spanish unemployment of more than 4 percentage points would cause 

unlimited acceleration of wage and price inflation. 

The econometric “cause” for the upward revisions in the NAWRU is that the theoretical framework DG-

ECFIN employs to estimate the NAWRU is a linear accelerationist wage Phillips Curve relating the change 

in average nominal wage growth to the deviation of actual unemployment from the NAWRU. If an 

increase in unemployment above the NAWRU is not accompanied by a continuous and sufficiently 

speedy decline in nominal wage growth, the estimated NAWRU has to increase in order to allow the 

equation to generate the observed wage behavior (Klär (2013)). However, a detailed economic 

explanation why the structure of the labor market has suddenly so massively deteriorated is lacking. 

Some of the newly unemployed in Spain and Ireland who worked in sectors artificially inflated by the 

housing bubble may not be easily re-employable without retraining, but their number as yet remains to 

be quantified.  

Furthermore, part of the increase in structural unemployment may simply be a consequence of 

unemployment hysteresis mechanisms alluded to in the previous section and would thus be reversed 

once the economy recovers and unemployment declines. According to estimates by Logeay and Tober 

(2006), an increase in actual unemployment by 1 percentage point causes an increase in structural 

unemployment of 0.25 percentage points.  

Another explanation why the downward trend in nominal wage growth necessary to prevent an 

increase of the NAWRU estimate within the Commission’s framework has not yet come forward could 

be that such a trend would quickly lead to nominal wage declines. Even in lightly regulated labor 

markets without a significant presence of unions, employers are reluctant to cut nominal wages unless 

the survival of the company is at stake. Wage cuts are considered unfair by employees and therefore 

hurt employees’ morale and thus productivity. A growing literature supports the existence of downward 

nominal wage rigidity (Bewley (1998, 1999), Fabiani et al. (2010), Galuščák et al. (2010), Babecky et al., 

Agell and Lundborg (2003),Falk and Fehr (1999)). Hence the estimated increase in the NAWRU might be 

an artifact of a mis-specified wage equation which does not take into account that once nominal wage 

growth enters negative territory, it becomes less responsive to slack in the labor market. 

Finally, there is evidence that unlike in the past, inflation expectations of price and wage setters 

are anchored closely to the inflation targets of central banks than they used to be, whereas the 

commission assumes that inflation expectations are adaptive and thus decline as inflation declines. 
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Stable inflation expectations would prevent a declining trend of nominal wage growth even if 

unemployment exceeds its structural level (IMF (2013)).  
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A back stop for divergences in the Eurozone 

 

Maria João Rodrigues* 

 
The Eurozone crisis has generated unprecedented divergences  between Member States, starting with 

spreads in public debt issuance and interest rates in private investment which were translated into 

divergences in investment and growth rates, followed by divergences in unemployment and poverty 

rates and are leading to the rise of anti- E and sometimes, anti- European movements and sometimes, 

anti-German movements. That is why the Eurozone crisis, in spite of several relevant measures which 

were introduced, is turning into a major crisis of the Economic and Monetary Union and of European 

integration. 

Clear reform efforts should be undertaken by the Member States under difficulties, but they 

cannot succeed if they are not complemented by major reforms of the EMU  in order to overcome its 

systemic flaws. A proper banking union and a proper fiscal union are crucial to reduce these divergences 

because they can reduce the differences of financing costs of private and public investment when they 

are no longer reasonable, which is the case now. 

To understand why, we will clarify the nature of the divergences within the Eurozone and we will 

compare the EMU with other monetary zones before elaborating on the kind of fiscal union which 

should be developed in Europe. 

 

1. What Kind of Divergences do we have in the Eurozone? 

These divergences between Member States  are explained by different capacities to cope with three 

different kinds of challenge: 

First challenge: cyclical divergences created by asymmetric shocks hitting particular regions or 

counties due to their pattern of productive specialization. This kind cyclical divergences of growth and 

employment will always exist due to a natural   - and desirable – variety of productive specializations. In 

other monetary zones, these divergences are reduced by federal instruments for macro-economic 

stabilization. In the EMU, the national instruments with this purpose were reduced to a small room of 

manoeuvre in the budgetary  policy and there are no instruments at European level. This means that if 

an Eurozone MS is hit by an asymmetric shock, there are few means to avoid the social impact in terms 

of wage and benefit cuts and job losses 

Second challenge: the higher pressure of globalization  and the need to move to a new growth 

model more knowledge-intensive and less carbon-intensive, adapting structures and preparing people 

to new jobs. This transition requires an important amount of new investments and of structural reforms 

– in business framework conditions, labour markets, social protection, education, innovation systems- 

which should be better coordinated at European level, because they have many spill-over effects. So far, 

the divergences between the Eurozone MS have increased by lack of investment means and coordinated 
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reforms. These structural divergences in competitiveness have led to macro-economic imbalances 

which were not identified and corrected in time. 

  Third challenge: the recent financial crisis leading  to a general credit crunch and magnifying the 

macro-economic imbalances which were already building up in the Eurozone.  More recently, the crisis 

of the Eurozone interconnecting high sovereign debt with high bank debt has created cumulative 

divergences between Member States regarding financing conditions, investment rate, growth rate, 

unemployment rate and sustainability of welfare systems. The instruments which were created so far- 

notably the European Stability Mechanism and the new ECB instruments -  are able to reduce the 

divergences regarding the financial conditions, but not the other divergences regarding growth and the 

social indicators. 

If these EMU flaws are nor addressed, the most likely sequence of events will be: 

 

- In the most vulnerable Eurozone countries: important reduction of wages, social benefits first; 

followed by important jobs losses triggering a recessive spiral; uncontrolled emigration 

- In  the other Eurozone countries, increasing pressure on their social standards; risks of social 

dumping 

- In the EU as a whole, erosion of the existing instruments to provide a social dimension; 

reduction of the aggregate internal demand, shrinking the internal market;  systemic pressure 

towards lower growth or recession 

 

2. How can we brake these divergences? 

A new policy sequence is needed to brake these divergences: 

 

- Refocusing on the comprehensive development objectives defined by the Europe 2020 Strategy 

and to be implemented by all Member States in the framework of the European Semester 

- Introducing additional social indicators for macro-economic surveillance 

- Developing a macro-economic coordination to improve the overall policy-mix with a symmetric 

approach ( deficit and surplus countries) 

- Improving the coordination of the major structural reforms 

- Improving the coordination of main priorities of economic social policies (using the integrated 

guidelines) 

- Improving the framework conditions for internal migrations wit better social integration 

(portability of rights, etc) 

- Developing forward-looking investments, notably social investments in training, active labour 

market policies, child care 

- Defining the room of manoeuvre for these investments in the investment rules of the  SGP 

 

Wage adjustments, job losses, migration, structural reforms but also investments, job creation and 

income transfers will also certainly be ingredients of the next life period of the EMU. But there is a big 

political choice to be made about the axis which will be preferred: 
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- Either a  Eurozone of internal divergences with deep internal contrasts regarding wages, social 

benefits, unemployment rates and migration  flows; 

- Or a  Eurozone of internal convergences, with more coordinated reforms and investments, and 

with upward trends in growth, employment, inclusion and social sustainability.   

Nevertheless, in the current financial situation, this can only be possible if a banking union makes real 

progress and if some kind of Eurozone fiscal capacity is defined. This second idea deserves further 

elaboration. 

 

3. Can Monetary Integration Work without Fiscal Integration ? 

What are the basic conditions for a monetary zone to work and survive? A rich and long international 

experience tell us two basic conditions are required: 

 

- sufficiently integrated markets and mobility of factors to facilitate a  certain degree of 

convergence between the competitiveness of the Member States 

- monetary integration must be coupled with a considerable degree of fiscal integration. 

 

The current European debate recognises these two conditions but is divided about the importance to be 

given to the convergence objective as well as about the meaning to be given to fiscal integration: 

 

- for some, this is just about defining and enforcing a common fiscal discipline; 

- for others, this is also about coupling this common fiscal discipline with a common budget based 

on some common taxes and with better instruments to issue and manage public debt. 

 

The available international experience shows that fiscal unions with shared currency have a basic set of 

similar features: 

 

- common principles of fiscal discipline in the sub-central governments 

-  in this common framework, sub-central governments enjoy different degrees of  fiscal 

autonomy to meet their financial obligations with their own fiscal resources 

- a central government with a relevant budget based on own tax resources and a Treasury 

responsible to issue common debt. 

 

The roles of this central government budget are usually the following: 

a macro-economic stabilisation and anti-cyclical function to protect regions under asymmetric 

shock, whatever their relative level of wealth (richer or poorer regions); 

- a mutualisation of  risks if there is mutualisation of the decision-making, notably on issuing 

public debt 

- a redistributive function, involving a transfer of resources from more competitive and wealthy 

regions to less competitive and wealthy ones. A VFI (vertical fiscal imbalance) between income 
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and spending is accepted to enable this redistribution, provided free rider and moral hazard are 

prevented. 

 

 

4. What Kind of Fiscal Capacity is needed in the EMU? 

The fiscal union in the European Economic and Monetary Union has precise principles of a common 

fiscal discipline, but: 

- its macro-economic stabilisation function remains very weak, because its instruments at 

national level are now reduced to very a tight fiscal room of manoeuvre and they are not 

complemented by instruments at European level 

-  it is  silent about the need of a Eurozone budget and its possible roles. The discussion about 

equipping the euro-zone with some kind of “fiscal capacity” has just started.     

-  it is still incipient about the possible ways to mutualise risks and decision-making about debt 

issuance. The European Stability Mechanism is used to issue euro-bonds at small scale but the 

discussion of conditions to issue euro-bonds at larger scale is being postponed 

- The EU Community budget plays a re-distributive role but only at a small scale. 

 

In order to reduce dangerous internal divergences, the EMU should be equipped with a proper fiscal 

capacity able to cushion asymmetric shocks, whatever the Member State, and able to promote catching-

up and structural convergence between Member States by focusing on capacity building. The financial 

resources of this fiscal capacity (preferably own resources) can provide a basis for borrowing via 

Eurobonds in order to finance European investments, complementing the national ones. This can 

become an embryo of European Treasury. 

Of course, such a development of the Economic and Monetary Union should be based on a New 

Deal whereby Member States should accept: 

 

- stronger European supervision on their banks, if a common bank resolution and deposit 

guarantee  is build up 

- stronger coordination of their economic and social policies and reforms, if a fiscal capacity is 

build up 

- stronger sharing of sovereignty at European level, if the decisions are taken in more democratic 

terms. 

 

The recently created Eurozone Summit should start dealing with these issues and be accountable in face 

of a stronger democratic role to be played by the European Parliament and national parliaments. 
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From real capitalism to finance capitalism and (hopefully) back  

The role of the navigation map 
 

Stephan Schulmeister 
 

Real capitalism and finance capitalism 

There exist three types of participation in the production process, labour, real capital and finance 

capital, and, hence, three types of interests (table 1). The “purely” economic interests of real and 

finance capital stay in direct conflict with one another. High profitability of real investments call for low 

interest rates and exchange rates, and for stable financial markets, by contrast, financial speculation 

profits from exactly the opposite conditions. Even though the interests of real capital and labour are 

different as regards the distribution of income, both factors have a common interest in generating a 

high overall income and, hence, in a strong and stable production growth. 

One cannot identify “classes” of “real capitalists” and “finance capitalists” in modern society: 

Non-financial corporations as well as employees own financial assets and have therefore also finance 

capital interests. It depends on the framework conditions of the system if striving for profit concentrates 

on investment and innovation in the real sphere or in the financial sphere. In the first case, real 

capitalism prevails, in the second case finance capitalism (table 2). 

Real capitalism consists of many conditions which complement each other like a (tacit) coalition 

between the interests of labour and real capital (against the interests of finance capital). As a 

consequence, industrial relations are shaped by close cooperation (“social partnership”). Market and 

government, competition and cooperation are regarded as complementary. 

During real-capitalistic periods (e. g., ~1890 to 1914; ~1950 to the mid-1970s; China since the 

early 1980s) those economic theories dominate or are at least influential which underline the crisis-

prone nature of capitalism (Marxian or Keynesian theories). These theories legitimize a strong 

government, an active economic policy and market regulations. Stable exchange rates and low interest 

rates focus striving for profits on the real economy (figures 1 and 2). 

The ideological basis of finance capitalism is provided by (neo)liberal theories which call for 

liberalizing financial markets, for weakening the welfare state and for breaking the “monopoly power of 

unions”. These theories (“navigation maps”) legitimate a (tacit) coalition between the interests of real 

and finance capital against the interests of labour. These theories become popular among entrepreneurs 

in reaction to the political developments during the preceding real-capitalistic period: Persistent full 

employment shifts power from business to trade unions and from conservative to social-democratic 

parties (as over the 1960s – figure 1). In this sense, the success of real capitalism lays the ground for its 

fall. 
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Under a finance-capitalistic regime, the volatility of exchange rates and commodities prices as 

well the high level of interest rates (figures 1 to 5) dampen the activities of non-financial business in the 

real sphere of the economy and make financial speculation and accumulation more attractive.  

The weak growth of real investment causes unemployment and the public debt to rise which in turn 

strengthens the game “let your money work”. The discrepancy between the market value of financial 

assets and their underlying in the real economy widens during “bull markets” more and more, it is 

“corrected” in the subsequent “bear markets”. If several “bear markets” coincide as 2007/09 (figure 5) 

or 1929/33, the related wealth devaluation leads into a deep crisis and, consequently, into the process 

of self-destruction of finance capitalism. 

 

The two key problems: Unemployment and public indebtedness 

The dynamics of job creation depends on the dynamics of real capital accumulation and of technical 

progress. The latter is to a large extent the result of (basic) innovations stemming from the “world of 

engineers” (interacting with the economic system). The dynamics of real capital accumulation depends 

primarily on the (expected) profitability of activities in the goods markets as compared to those in the 

financial markets. Hence, real-capitalistic conditions foster the process of job creation, finance-

capitalistic conditions dampen it. 

Hence, the essence of persistent unemployment can be sketched by analogy to the musical chair 

game: There are 100 chairs, 110 people want to get one, and those persons who do not get a chair are 

the least qualified. If they are (re)qualified they might get a chair in the next rounds, yet, at the expense 

of others. 

From this perspective, high unemployment and persistent unemployment is due to a shortage 

of jobs. To overcome the problem, job creation must become less risky and more profitable for 

entrepreneurs. This calls for real-capitalistic framework conditions. Lower wages can’t do the job. 

The ratio of public debt to GDP was declining in (Western) Europe for 20 years from 70% to 40% when 

the welfare state was strongly built up, and it has been rising to almost 90% since the late 1970s in spite 

of consolidation efforts (figure 1). These developments cast doubt on the mainstream belief that the 

government has control over its fiscal stance, independent of the macroeconomic conditions. 

From a systemic perspective one has to analyse the interaction between the financial balances 

of all sectors of an economy. If, e.g., the business sector reduces its deficit in a recession then the 

government suffers from a rising deficit due to the operation of the automatic stabilizers. If the business 

sector increases its deficit again for financing real investments, then the government can easily improve 

on its balance during the recovery (figure 6). The recession in Germany in 1967 and the subsequent 

recovery are a good example (figure 6). 

Over the medium and long run these conditions ensure that the business sector takes over 

household saving in the form of investment credits and transforms it into real capital and jobs (figure 7). 

As a consequence, the government’s budget remains in balance and the debt-to-GDP ratio declines 

since the rate of interest lies below the rate of economic growth (figure 1). 

Finance-capitalistic conditions change the dynamics of debts/assets in three respects. First, 

recessions occur more frequently than in a real-capitalistic regime. Second, recoveries become 
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progressively weaker as financial instability dampens real investments. Third, the rate of interest is 

higher than the rate of growth. 

Hence, finance-capitalistic conditions inevitably lead to a fundamental inconsistency between 

the (planned) financial balances and creditor/debtor positions of the different sectors. This conclusion is 

in line with the empirical evidence. Since the 1970s, the incentive conditions induced non-financial 

business to reduce its deficit und to become a surplus sector in the 2000s (figure 6). 

In other words: Real investments were reduced in favour of financial investments, the stock of 

real assets has been declining relative to value added whereas the accumulation of financial assets has 

risen dramatically (figure 7). As a consequence, job creation and economic growth has slowed down, 

unemployment rose so that even stability-oriented countries like Germany have been running persistent 

budget deficits (figure 6). Given the positive interest-growth-differential, the public debt-to-GDP ratio 

has risen steadily (figure 1). 

 

A New Deal for Europe 

The transition from “finance-capitalistic” to “real-capitalistic” framework conditions usually takes many 

depressive years as governance according to the old navigation map makes things only worse. Such a 

transition phase calls for a New Deal which changes the direction of the course even without guidance 

by a new theory. 

A similar challenge was met after WW II (and in part already earlier through Roosevelt’s New 

Deal): By learning the lessons from the Great Depression, economists and politicians were able to design 

new framework conditions which formed the basis for the “golden age of capitalism”. Why shouldn’t we 

be able to learn the lessons before a depression takes place? 

The most urgent challenge concerns the euro crisis. It can only be overcome if interest rates in all 

euro countries are stabilized at a sustainable level. To this end, the ESM should be transformed into the 

European Monetary Fund (EMF). Its scope is fourfold (Schulmeister, 2012): 

 

 The EMF provides euro governments with financial means by selling Eurobonds in the capital 

markets and by offering to deposit money at a Euro-Account at the EMF. Both types of liabilities of 

the EMF are guaranteed by all euro countries to an unlimited extent.  

 The EMF stabilizes Eurobond interest rates at a level below the level of medium-term economic 

growth (in nominal terms). 

 The EMF provides funds for the euro states according to clear criteria (“conditionality”) which are 

not exclusively restrictive. 

 The EMF overcomes the split between euro countries caused by widening interest rate differentials 

and strengthens thereby the cohesion and credibility of the EMU. 

 

Real-capitalistic incentive conditions, also call for stable exchange rates. As a first step, the central banks 

of the US, the euro area, Japan and China should commit themselves to stabilize their exchange rates 

within tight target zones (taking the Swiss National Bank as example........). 
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As regards crude oil prices (and all other fossil combustibles), one has to take into account two 

peculiarities. First, crude oil is an exhaustible resource. Second, the use of crude oil is the most 

important cause of climate change. Economic theory suggests therefore that oil prices should become 

permanently more expensive than all other goods. In reality, however, the wide fluctuations of crude oil 

prices bring about a waste of this resource, a deterioration of the environment and hamper investment 

in energy saving technologies. 

To give a concrete example: OECD studies conclude that the price of greenhouse gas emissions should 

rise to 370€ per ton CO2-eq if the increase in climate temperature is to be restricted to 2C. These 

additional costs would translate into an oil price for users of 248$. If this target is to be reached by 2020, 

the oil price needs to rise by roughly 12% per year. Such a stable and reliable price development could 

be brought about in the EU by introducing a flexible tax which amounts to the difference between the 

world market price and the target price according to the long-term price path. It might trigger a wave of 

investments in energy saving, from isolation of buildings to new forms of mobility. 

A New Deal for Europe should include many other components, in particular as regards the 

additional regulations of financial markets/actors and public investments in infrastructure, education 

and environment. As I have already written more than 1500 words, I stop here and can only refer to a 

book on the New Deal for Europe (Schulmeister, 2010). 
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Table 1: Labour, real capital, finance capital 

 

 
 

Table 2: Real capitalism and finance capitalism 

 

 

No welfare state 

No trade unions

Weak welfare state

Weak trade unions

Strong welfare state 

Strong trade unions

Political interests

Strong central bank

Restrictive monetary policy

Privatisation of social security

Anticyclical policy

Growth policy:

Infrastructure

Education, etc.

Full employment policy

Social security

Education

Public services

Economic interest in 

state/government

Real capitalLabor or finance capitalReal capitalPotential coalition partners 

Rising interest ratesRising wagesConflicts of interests

High profitability of financial 

investments:

- High interest rates

- High exchange rates

- Unstable financial markets

High Profitability of real 

investments: 

- Low interest rates

- Low exchange rates

- Stable financial    markets

Full employment 

Real wage increases 

Economic interests

Finance CapitalReal CapitalLabour

Real capitalism  Finance capitalism 

Implicit coalition Labour & real capital Real capital & finance capital 

Business/unions Corporatism Conflict 

State/market Complementary  Antagonistic 

Targets of economic policy 
Many: From full employment, high growth 

to social security and „fair“ distribution 

Price stability, „sound“ public finances, 

regulation of policy, de-regulation of 

markets 

„Power center“ of economic policy Government Central bank 

Economic paradigm Keynesianism Monetarism/Neoliberalism 

Diagnosis/Therapy Systemic Symptom-oriented 

Financial conditions 

Interest rate < growth rate, „calm“ stock 

markets, stable exchange rates and 

commodities prices 

Interest rate > growth rate, boom und bust 

on stock markets, unstable exchange 

rates and commodities prices 

Striv ing for profits focuses on Real economy (Positive-sum game) Finance economy (Zero-sum game) 

Economic model Social and regulated market economy „Pure“ market economy 

Technical/social innovations Incoherence Coherence

General objectives of policy
Equality of chances, free development of 

the indiv idual, social coherence

The indiv idual as architect of his/her own 

fortune
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Figure 1: Long-term economic development in Western Europe 

 

 

 
1) 3-years moving average. 

 

Figure 2: Dollar exchange rates and global economic growth 
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Figure 3: Financial transactions in the world economy 
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Figure 4a: Asset price dynamics 
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Figure 4b: Asset price dynamics 
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Figure 5: Asset price dynamics 

 
 

Figure 6:  Financial balances in Germany 

 

 
Source: Deutsche Bundesbank (corrected for unwinding the "Treuhandanstalt" in 1995 and for proceeds 

of the UMTS licence auction in 2000). 
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Figure 7: Real and financial accumulation of non-financial business in Germany 
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Progress towards a Social Europe in the crisis-driven European Union 

 

Gerhard Stahl16 
 

 

Introduction 

The European Union is in recession (real GDP contracted by 0,3% in 2012) and a lot of regions and cities 

are in a social crisis because of unsustainably high unemployment and its devastating consequences for 

society. In the EU, over 26 million people are jobless and in the euro area alone the number of 

unemployed has increased since 2008 by more than 9 million. Youth unemployment rates in Spain and 

Greece are over 50%. 

 

 

I.  Progress towards a Social Europe in this crisis-driven EU depends on two developments: 

(a) As a first step, convincing answers have to be given to overcome the EURO crisis, which is the 

European consequence of the international financial and economic crisis.  The latest opinion polls show 

that people will lose their trust in the EU and its Member States' governments if the economic crisis 

cannot be overcome. 

(b) Only on the basis of coherent answers to the EURO crisis can further, more long-term, ideas for a 

Social Europe be presented in a credible manner. 

These policy responses must take into account certain fundamental changes. In a highly 

integrated EU, and especially within the EMU, the right balance between national answers (i.e. national 

sovereignty) and common European answers must be newly found. A European fiscal and banking union 

and, hopefully, a European Social Union are on one side of this equilibrium, and subsidiarity, multi-level 

governance, decentralisation and regional and local self-government are on the other. The concrete 

answers which address the economic and social challenges of the EU will have clear redistributive 

consequences. To have the necessary legitimacy to make these redistributive choices (e.g. concerning 

the appropriate balance between national social security schemes and additional European 

instruments), we need the democratic involvement of European citizens. 

 

II. The EURO crisis 

Developing the appropriate answers to the EURO crisis is proving difficult because of the very different 

short-term consequences of the crisis in different parts of the Union. 

The starting point for answering the EURO crisis must be the recognition that it is the fourth 

phase of the financial crisis which exploded in the US in 2007/2008. 

 

 

                                                           
16

 This article expresses the personal opinion of the author. 
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1st Phase 

The unsustainable model of an international financial market based on high profits and high risks, and 

on liberalisation of financial markets without an appropriate legal framework assuring transparency and 

control, brought the international economy to the brink of a world economic crisis. 

 

2nd Phase 

In a more or less coordinated effort, public authorities internationally took responsibility for 

counteracting the economic downturn with expansive budgetary policies. 

 

3rd Phase 

The stimulus packages and the takeover by governments of highly indebted banks led to a situation 

wherein the financial crisis, which had become an economic crisis, transformed itself into a sovereign 

debt crisis. The solvency of some public authorities was called into question. 

 

4th Phase 

The sovereign debt crisis led, in the EU, to a political crisis, the so called EURO crisis, because it became 

evident that there were no longer common answers to the common problems. 

Whereas in the 3rd phase a common approach by EU Member States and EU institutions was 

possible, this common reaction has not been achieved in the sovereign debt crisis. 

The main reason for this is the fact that the sovereign debt crisis has created short-term 

winners and probably long-term losers.  

After a period of integration into a common financial and monetary union with almost uniform 

interest rates, achieved during the first eight years of the EMU, the financial crisis and the national 

policy responses to the sovereign debt crisis changed the monetary union completely. Renationalisation 

of the financial markets took place, resulting in unbearable risk premiums for some countries and 

endangering the EMU as a whole. 

The political answer to Greece's financing problems was the decisive turning point for the 

sovereign debt crisis in the EU. 

A demand in the public debate for Greece to leave the EMU, a demand which was very 

prominent amongst leading German economists, prepared the ground for a political decision for a 

substantial write-off of Greek bonds. As a consequence of this policy choice, a speculative safe-haven 

phenomenon was confirmed, guaranteeing speculative capital flows to the core of the EU and especially 

to Germany. Furthermore, it helped the US to recuperate international capital which had lost confidence 

in a common EU response. Moreover, this policy prepared the ground for further crises and rescues like 

that of Cyprus. This policy has confirmed that core European countries, such as Germany, Austria and 

the Netherlands, are short-term crisis winners. For example, in the latest issues of state bonds, Austria 

had the lowest interest rates it has ever had to pay for 7 and 10-year bonds, only 0,79% and 1,6% 

respectively. By contrast, Portugal, which succeeded in its re-entry to the financial market, had to offer 

5,6% for its 10-year bonds. To take another example, we can see that the speculative capital influx has 

also created substantial benefits for Germany. Several calculations confirm that the annual benefits for 
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Germany are worth at least €40 billion, due to negative real interest rates for public financing and 

substantially lower private-sector interest rates compared to other EU Member States. Not included in 

these figures are the advantages for German exports of a euro currency exchange rate which became 

more competitive because of the crisis plus the long-term benefits of labour immigration for the 

German economy. It can be justified that at least 1% of Germany 's GDP growth is a short-term benefit 

of the crisis. In other words, Germany might be in recession were it not for the crisis and the short-term 

benefits it has brought. 

In public discourse and in the political debate, the reality is presented very differently: the 

taxpayers of the core countries of the EU are presented as the victims who have to pay, via ESM rescue 

measures, for the sins of the spendthrift periphery. 

That all the ESM rescue measures are only guarantees which would have to be paid back, at 

interest rates which are higher than the refinancing rates of the core countries, is a fact that is 

overlooked and it is also forgotten that countries such as Spain had a public surplus before the financial 

crisis. 

Other inconsistencies are not properly addressed either. For example, those who argue that, 

with uniformly low interest rates prior to the financial crisis, the financial markets gave the wrong signal 

to southern countries also defend the financial markets today as appropriately reflecting differences in 

the competitiveness of EU Member States. 

They use the speculative risk premium as an additional argument for demanding from the 

peripheral countries cuts in wages and public expenditure in order to regain competitiveness. 

 

The answer to the EURO crisis needs an honest and coherent approach which demands a new 

narrative: 

 

a) Misallocation of resources, macroeconomic imbalances and sectoral crises, like that of the property 

market, have been the consequence of a policy which relied too much on the financial markets and 

which did not allow a European coordination of national economic policy. 

When the EMU architecture was created and the euro introduced, the macroeconomic risks to 

the financial markets were overlooked. The EU as a whole followed an Anglo-Saxon approach of 

promoting the benefits of liberalised financial markets. As a consequence, whereas euro area bank 

liabilities in relation to GDP were 250% in 1999, they had reached 350% ten years later. 

The economic model which allowed for these developments was not the choice of any individual 

EU country; it reflected the mainstream policy approach of the EU as a whole. 

 

b) The policy answer to overcome the problems we have cannot therefore be presented in moralistic 

terms, as a matter of 'sinners' having to take individual responsibility for their wrongdoing. 

The EU as a whole has failed to address the weaknesses of an economic-policy model based on 

an insufficiently regulated market and the illusion of national sovereignty in an inter-linked common 

market. 
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c)  To overcome the economic crisis in the EU we need to halt the process of disintegration, the short-

term crisis winners will have to accept common EU instruments which stop speculative capital 

movements and EU solidarity instruments will have to be strengthened. A certain amount of 

mutualisation of public debt will be needed (Eurobonds) and there must be a European investment 

programme to strengthen the EU's growth potential. Moreover, the countries in difficulty, the deficit 

countries, will have to take adequate measures to improve their competitiveness as a concomitant of 

support. 

The experience with German unification and Germany's Agenda 2010 social and labour-market 

reforms shows that structural reform can increase competitiveness if the policy is accompanied by 

substantial public transfers, social guarantees, a long-term vision of industrial policy and support for 

implementation. 

 

 

III. Long term proposal for a Social Europe. 

A proper understanding of an economic and monetary union leads to the recognition that transfer 

instruments are needed to support those citizens whose regions are negatively affected by economic 

change. There is no existing economic and monetary union in the world which does not have substantial 

interpersonal and interregional transfer mechanisms. 

The EU treaty has, as one of its guiding principles, the assurance of economic, social and 

territorial cohesion. 

EU policies and national policies must contribute to achieving this objective. The existing EU 

instrument is its cohesion policy but this is insufficient as it has a budget of only 0.3% of aggregate EU 

GDP.  

Already in 1977, the MacDougall report argued for an EU-wide system of unemployment 

benefit. 

Ideas on these lines have been taken up in the recent report on Employment and Social 

Conditions and in the Roadmap towards a Genuine Economic and Monetary Union. A fiscal capacity is 

proposed which would depend directly on labour market developments. This fiscal capacity would 

work as a complement to, or even as a substitute for, national unemployment insurance systems. 

With such an additional fiscal capacity, the EU would be able to truly answer the objectives of 

cohesion. Social cohesion would be considerably strengthened via support related to citizens who are 

unemployed, while economic and territorial cohesion would continue to be addressed with the existing 

structural instruments of cohesion policy and EIB investment financing.  

It is clear that European public opinion will support such a policy that involves giving more 

resources to the EU only if the objectives are prescribed clearly, and provided that the potential 

benefits are effectively communicated, including: 

  

 Reduction in high, socially unacceptable unemployment levels, especially in the hardest-hit 

places in the EU 
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 A new economic model that is not overly-dependent on financial services but which instead 

focuses on constructing a solid industrial basis for the EU which ensures both competitiveness 

and solidarity 

 A European Union that becomes a coherent economic and political actor internationally, able to 

defend the general European interest against other economic powerhouses such as the US, 

China and the BRICs 

 A European Union that supports decentralisation, subsidiarity and regional and local self-

government for all policies which are not strategic for the defence of the common European 

interest. 

 

Implementation of the stability and growth pact and the new economic governance  must be adapted in 

order to achieve these objectives and outcomes.   
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More Europe but less Europeans 

 

Steven Van Hecke 

 
The development of a Social Europe (as an equivalent to the existing economic Europe and as a 

complement to the single market) has since a long time being hampered by indifference, if not 

obstruction from certain member states. Like in other policy domains in which no basic agreement has 

been found, this has led to a Europe à la carte with a number of member states having opt-outs (or 

strictly speaking: opt-ins) whereas applicant member states have to stick to a fixed menu. 

The eurocrisis has brought new asymmetries to the forefront, in particular the one between the 

members of the eurozone and those that do not have the euro as their currency. Members outside the 

eurozone feel at least partly excluded from whereas EU institutions (like the European Parliament) with 

representatives from all member states take decisions that primarily concern Eurozone countries. 

Besides there exists a strong tendency to strengthen the Economic and Monetary Union (EMU) with a 

new financial and economic governance system. Some find it even necessary or desirable to deepen 

EMU with a Political Union. While not all Eurozone members seem to be interested in such a union, it is 

everything but clear who will be part of this political union. 

In order to keep all member states on board or to avoid vetoes from opposing countries, the EU 

risks to end up with a light version of such a political union, similar to the social Europe or union. What 

the EU need is to free itself from the desire to please everyone (but satisfy no-one) but instead leave 

room for those member states that want to go further on the integration path. This would some 

member states allow to build a genuine union (financial, economic as well as political and social) while 

other member states would have the choice not to do so. In other words, reluctant member states 

should be held accountable: either they support further integration or they stay outside of it.  

This decision should not be Brussels-made but offered to the public in the member states 

concerned (by elections or referenda). It is then legitimate for a country not to take part in some areas 

of integration like it is legitimate after public consultation to join afterwards. Such a model of 

differentiated integration would make the Union more democratic and stronger for those countries that 

wish to take part and less intervening for those countries that do not want it. Moreover the EU is 

already experienced with such a system. This proposal would make these asymmetries (and the ways in 

which they are handled by the institutions) official and part of a new integration policy. 

 

 

 

 

 

 


