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David Grodzki                                          Quo Vadis, Europe?

IntroductIon

Quo vadis, Europe?1 This simple question is surprisingly loaded, and might easily 
be the most important question that can be asked with regards to the European 
Union’s future. In the past few days (2–9 November) a number of conferences 

have been held on the issue in Budapest, and drawing a conclusion, or even summariz-
ing the positions of the participants is a task of sheer impossibility, with each participant 
offering their own understanding of where the EU might be heading to. One of these 
conferences was entitled “Navigating Uncharted Territory – the Future of the EU”, hosted 
by the Hungarian Institute of International Affairs (HIIA), and whilst the reference to 
maritime navigation might seem a little odd at first, the overall course of the conference 
perfectly well illustrated the fact that no clear course has been set. Moreover, it seems that 
EU leaders really “move in the dark, without the help of any guidance”. The EU resembles 
a ship being pushed by waves one way or another, exactly because it lacks a ‘captain’ lead-
ing the way. No real leadership can be claimed currently in a wide variety of important 
EU issues; some of which are more urgent than others, such as the eurozone crisis, which 
enjoys higher priority than the necessity to address the democracy deficit. For the sake 
of clarity and in order to provide a rather simplified view, they can be very roughly sum-
marized in the following structure:

National and European commitments: 
• Budgets
• EU competences
• Eurozone crisis (in the periphery)
• Institutional overhaul

Two more issues deserve to be mentioned in this context, even though they have not 
been mentioned during the discussions at the HIIA conference at all:

• EU leadership
• Multi-speed integration

Both the question of leadership and the support for or against a multi-speed integration 
process in the EU are closely linked to each other and the issues mentioned above. 
Depending on who emerges as the real leader within the EU, areas such as the budget, the 
division of competences between member states and the EU, and the role of the various 
EU institutions will be affected. Similarly, whether the EU will continue to widen or 
deepen the integration process will be very dependent upon which politician will play the 
most important role in Brussels.

The various issues, themselves, are all well-known and have been discussed for 
years. However, currently an issue, such as the next Multi-Annual Financial Framework 
(MFF) for 2014–2020 has become even more heatedly debated because it coincides with 

1 Literally “Where are you headed to, Europe?”.
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the biggest economic and financial problems Europe has faced since the 1930s. Similarly, 
an issue such as the transfer of competences from national governments to the European 
Commission – in particular the currently discussed transfer of competences over budgets 
and finances to Brussels and the creation of a “super-commissioner” (a term that is flawed 
in itself) for Economic, Monetary and Common Currency Affairs (a post that is held by 
the Finnish Commissioner Olli Rehn at the moment)2 –, could hardly come at a worse 
time, given the tendency of many national governments actually demanding a return of 
competences from Brussels to national governments. The question of any further transfer 
of competences in turn resonates loudly due to the issue of economic inequality, in 
particular in terms of the competitiveness gap between the eurozone periphery (broadly 
speaking the so-called PIIGS countries)3 and the eurozone core (Germany, and to a smaller 
extent France, the Benelux countries and Austria). Furthermore it seems evident that 
any future integration will have to be accompanied by moves to tackle the “democracy 
deficit” of the EU, e.g. developments towards the further strengthening of the role of 
the European Parliament and potentially even the election of the Commission President 
by the EU’s citizens. The two additional issues that I have added above refer to two 
essential questions that need to be answered before much of the above mentioned can be 
fully realised, namely, who leads the EU and how is the European integration meant to 
continue? Both issues will be addressed later on in the analysis, but it should not come as 
a surprise that there is no agreement presently whatsoever as to who SHOULD and who 
DOES lead the EU. Nor is there more common ground with regards to whether a further 
fragmentation of the European integration process, due to more smaller scale integration 
processes in the framework of enhanced cooperation, is harmful or beneficial for the EU 
as a whole, not to mention individual member states.  

trouble In ParadIse:
the eurozone PerIPhery close to the FInancIal collaPse

The eurozone crisis, or more correctly, the European sovereign-debt crisis that 
has forced the EU, together with the International Monetary Fund (IMF), to 
consecutively bail out Greece, Ireland, Portugal and then Greece again, can be 

roughly traced back to late 2009, even though its roots go back much further. However, 
the eurozone crisis is very deeply intertwined with other recent developments such as 
the global financial crisis (beginning in 2007), the global recession (since 2008, now in 
its fifth year), and causes such as the extremely low interest rates on credits between 

2 The major difference between the current competences of the commissioner and the “super-
commissioner” would be that the latter would have the competence to reject a national budget of a 
member state without the agreement of the European Parliament or the college of commissioners – 
very similar to the EU commissioner for competition.

3 The acronym PIIGS might be deemed offensive by some; however, it is widely used among political 
scientists, journalists and analysts. For example, Forbes, The New York Times or The Economist have 
repeatedly run stories on the PIIGS, for example: “The PIIGS that won’t Fly”. The Economist, http://
www.economist.com/node/15838029, 18 May 2010.

http://www.economist.com/node/15838029
http://www.economist.com/node/15838029
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2002–2008, which facilitated and masked the widening of trade imbalances between EU 
member states. Other factors, such as real estate bubbles, but also misunderstandings and 
misinterpretations of the developments on financial markets by individual member state 
governments, play a significant role in the developments of the past few years. 

This study is not a framework for a detailed analysis of the different reasons behind the 
economic and budgetary problems of the struggling eurozone countries, however, a short 
summary is necessary to be provided of each country’s specific issues and situations, in 
order to ensure a proper understanding of why current European efforts to alleviate and 
remedy the crisis are producing vastly different results in the various target countries.

Comparing Greece to Ireland, or Portugal to Greece, or finally Ireland to Portugal 
is a very difficult task indeed, as the countries have little in common. Geographically, 
one might consider both Greece and Portugal to be “southern economies”, but that is 
certainly not true of Ireland. Whilst historically both Greece and Portugal shook off 
authoritarianism to eventually become EU members, Ireland had been democratically 
ruled since its independence in 1949. All three countries share a somewhat similar 
economic profile, which focuses strongly on the tertiary sector, and to a significantly 
smaller extent also on the industrial sector. In both Portugal and Ireland, almost a third 
of the work force is employed in the secondary sector, and in both Greece and Portugal, 
one-in-ten still works in the agricultural sector. Their GDP in 2011 was quite comparable, 
too, ranging from around $204 billion (bn) (ca. €159bn) for Ireland, $208bn for Greece 
to $252bn for Portugal. Whilst it seems that they share a number of common features, 
the cause for each country’s current situation is rather individual, clearly indicating that 
a one-fits-all solution, as advocated by Germany and other pro-austerity member states, 
might not provide the same outcome in each case.

Greece: Where austerIty Makes Matters even Worse

The most troubled and most severely affected among the eurozone crisis countries 
is Greece. Whilst the most popular (and easiest) explanation for the country’s 
current situation is that upon entering the common currency it falsified data to 

fulfil the Maastricht criteria and thus was found eligible for eurozone membership, such 
an explanation might fall short of revealing the real problem. 

Greece’s biggest problem is its relative lack of competitiveness,4 especially compared 
to major eurozone economies such as Germany. In the past two years alone Greece has lost 
six positions in the prestigious World Economic Forum Global Competitiveness ranking, 
standing at 96 of 144 assessed countries, behind Armenia, Moldova or Albania. For a 
better picture, it might be useful to compare Greece to the other two troubled economies 
stabilised through EU/IMF bailout money: Ireland ranks 27th (+2), whilst Portugal is listed 
as 49th (-5).5

4 Klaus Schwab: Global Competitiveness Report 2012. Geneva: World Economic Forum, 
2012. Electronic version: World Economic Forum, http://www3.weforum.org/docs/WEF_
GlobalCompetitivenessReport_2012-13.pdf.

5 The top ten of the most competitive economies is comprised of non-EU countries Singapore (2), 
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While there is little doubt that excessive spending and very easy credit conditions have 
contributed to the near-bankruptcy of the country, one has to bear in mind that Greece 
enjoyed 14 years of economic growth before it was struck by the crisis in 2008.6 Investors 
and banks therefore had little reason to expect any major problems with their investments 
in the country. When Greece’s application to join the eurozone was endorsed (1999), its 
official deficit was reported as 2.5 percent. The claim that Greece had provided false 
data to Brussels refers to a change in how government expenditures were calculated and 
was only introduced four years after Greece joined the eurozone. The government, then 
formed by the New Democracy party, had decided to add the costs of military spending 
to previous budgets – by changing recording expenditures upon payment of the deposit 
instead of payment upon delivery – thus driving up the deficit numbers for the time between 
1999 and 2004. The reported deficit for 1999 therefore increased from 2.5 percent to 3.07 
percent.7 Whether all previously provided Greek data to Eurostat was indeed accurate or 
at least partially adjusted through “creative accounting” is a completely different matter 
and one that ought to be investigated and answered by the European Commission and the 
Greek government.

Undoubtedly membership in the eurozone has almost entirely removed options 
for the Greek government to boost the country’s economic competitiveness through a 
devaluation of its currency. This step has been taken in the past by a number of eurozone 
countries before the introduction of the common currency, in particular Italy and Portugal. 
Currently, the European Central Bank (ECB) is responsible for the setting of interest rates 
in the eurozone, which only allows a eurozone-wide adjustment of the inflation rate, not 
a regional one. In competition with the northern economies, Greece therefore finds itself 
forced to look for other measures to level the playing field, such as increasing its energy 
efficiency, higher industrial and manufacturing efficiency and better energy intensity, and 
either lower wages or longer working hours. However, whilst theoretically it might seem 
plausible that longer working hours should contribute to stronger economic output, such 
measures only have a positive impact if they are combined with an increasing productivity, 
and it is in particular this issue that deserves more attention. Greeks are already putting 
in the longest working hours per week, averaging 42.2 hours per week, compared to less 
than 36 hours/week in Germany. However, the average productivity of Greece’s economy 
lacks far behind Germany, France, the Netherlands or Ireland.8 Given an EU average of 
100, Germany’s economy would register a figure of 123.7, whereas Greece’s would be 
rated as 76.3th.

Switzerland (1), the US (7), Hong-Kong (9), Japan (10) and the EU members Finland (3), Sweden 
(4), the Netherlands (5) and Germany (6). “The Global Competitiveness Index 2012–2013 Rankings 
and 2011–2012 Comparisons”. World Economic Forum, http://www3.weforum.org/docs/CSI/2012-13/
GCR_Rankings_2012-13.pdf.

6 “Annual National Accounts: Year 2011 (2nd Estimation)”. Hellenic Statistical Authority, 
ht t p: //w w w.st at is t ics .g r/por t a l /page/por t a l / ESY E/ BUCK ET/A0702/ PressReleases /
A0702_SEL15_DT_AN_00_2011_02_F_EN.pdf.

7 “Greece did Not Cause the Euro Crisis”. The Guardian, http://www.guardian.co.uk/global/2012/
apr/26/greece-europe-north-south-divide, 26 April 2012.

8 “Hours Worked in the Labour Market – 2011”. Office for National Statistics, http://www.ons.gov.uk/
ons/dcp171776_247259.pdf,
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Productivity is therefore one pillar to restore and revive the Greek economy and help 
the country reduce its sovereign debt levels. In order to increase the productivity of the 
country’s economy, efforts will need to be undertaken to modernise its industrial and 
agricultural sector. It is exactly here that any Greek efforts to turn the tide are going to 
founder as the government lacks the funds to introduce any large-scale and well-funded 
stimulus or modernisation programme. Instead of investments we are witnessing the 
opposite. In order to secure the EU/IMF bailout loans, the government in Athens was 
forced to introduce severe short- and long-term austerity measures, including heavy cuts 
on wages and pensions, and to set up a large-scale privatization scheme to raise money 
and balance its budget. Infrastructural assets such as airports, harbours and highways, 
roads and railways, casinos, real estate and utilities are all ready for grabs and their sale 
should raise around 50bn euro by 2020. However, interest from external investors has 
been low so far and the austerity measures imposed upon the population have led to 
nation-wide protests and an overall decrease in economic growth, thus further fuelling 
the “vicious circle” in Greece that sees further economic contraction causing further job 
losses, which in turn put additional pressure on the government’s budget due to increased 
numbers of people on unemployment aid or other social security programmes.

Whilst productivity addresses an economic matter, another equally important issue is 
of importance both for the social and financial well-being of the country: Corruption and 
tax evasion. Greece ranks extremely low on the Corruption Perception Index, 80th among 
182 countries, with a score of 3.4, out of 10. For comparison, one should consider that the 
EU’s least corrupt country, and the second least corrupt country globally is Denmark, 
with a score of 9.4!9 

In order to secure EU support and future loans, Athens will have to do a lot to implement 
reforms. Greece is either fully in it and thus committing to the reform agenda that was 
pushed upon it by the EU and the IMF, or it decides to abandon its commitments (and 
probably eventually its membership in the eurozone). There is no in-between position. 
All Greek parties remain sternly pro-European, though not necessarily pro-euro, and 
in order to ensure its membership and secure the benefits of the EU (and the eurozone) 
membership, Greece will have to fulfil its part of the deal. The reforms that are currently 
being implemented in the country are undoubtedly painful and have put tremendous 
pressure on the population. Demanding sacrifices from the population without offering 
it any prospects of a better future is therefore unjust and will result in what can be 
witnessed on the streets of Athens and throughout the country: social unrest, uprisings 
and a growing appeal of the extremist left and right. Any roadmap to a better future for 
the country therefore requires a realistic schedule with realistic goals – with certain room 
for manoeuvre – and penalties, should the country fail to meet them. Since, especially 
the better off parts of society benefit from their country’s membership in the EU (as this 
allows them easier access to EU markets, etc.), they should also be required to contribute 
their share. The current tax exemptions for ship owners, for example, though historically 
maybe justified, are presently not only mocking the very efforts of tax collectors, but 
runs counter to the government’s plan to reduce sovereign debt. The list of tax evaders 

9 “Corruption Perceptions Index 2011”. Transparency International, http://cpi.transparency.org/
cpi2011/results/.
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is long and includes many of the top-earning professions, such as lawyers, doctors and 
consultants.

The European Commission and international lenders need to make it very clear that 
they expect the government to crack down on tax evasions, in particular of big earners, 
otherwise sanctions will follow, such as a freezing of funds.

A recent study suggests that close to 30bn euro in taxes have gone undeclared in 2009 – 
more than a tenth of the Greek GDP in that year.10 The suggested wealth-tax on income 
over 500.000 euro, though commendable, will fall flat of having any real impact on the 
government’s budget as long as tax declarations are issued by the target group. According 
to current data, less than 200 people (!) have earned more than 500.000 euro last year – in 
a country of almost 11 million with a GDP of $299bn in 2011.11 Furthermore, Greece has 
the world’s largest merchant marine: one ship in six hails from Greece!12

Proposals to set up a task force that would look specifically into tax declarations of 
suspicious and presumed big earners (again, this would mean mostly lawyers, doctors, 
consultants and business owners) have been tabled recently, however, the country’s 
infamously slow bureaucracy and its corrupt justice system might hamper any real 
progress (and thus any real increase in tax revenue) for many years.

PortuGal:
only the tIP oF the IberIan sovereIGn debt IceberG?

Portugal is quite literally on the very periphery of the eurozone, representing the 
western border of the eurozone area. The country was the third country to require 
a bailout loan from the EU, after Greece and the Republic of Ireland. As govern-

mental over-expenditure, tax evasion and low productivity are the main reasons behind 
Greece’s current economic and fiscal problems, Portugal’s are very similar. The country 
has a very bloated and ineffective public sector, suffers from forty years of mismanage-
ment of EU funds and tax money and a series of investment bubbles in the 2000s. Its 
economy is even less productive than the Greek one, and whilst the country used to be 
the textile sweatshop of Europe until the mid-nineties, which ensured economic growth, 
since the early 2000s most of those jobs have been moved to Asia, severely harming 
the Portuguese economy. However, the country is considered to be far less corrupt than 
Greece and, unlike its southern counterpart, has displayed a thorough and well-perceived 
understanding that austerity and reforms are needed to improve the country’s competi-
tiveness and modernise its economy. Even though the government has been successful in 
pushing through a series of reform proposals, support for the EU/IMF-imposed austerity 

10 Nikolaos T. Artavanis et al: “Tax Evasion Across Industries: Soft Credit Evidence from Greece (2012)”. 
Social Science Research Network, http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2109500, 25 
June 2012.

11 “Gross Domestic Product 2011”. Worldbank, http://databank.worldbank.org/databank/download/
GDP.pdf.

12 “Review of Maritime Transport 2011”. United Nations Conference on Trade and Development, http://
www.unctad.org/en/docs/rmt2011_en.pdf.

David Grodzki                                          Quo Vadis, Europe?

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2109500


31 January 2013          9

measures has been wearing thin in the population, leading to increased occurrences of 
nation-wide protests. Furthermore, the country has been undergoing repeated austerity 
measures since the early 2000s, when the government began to freeze public service wag-
es and gradually increased the VAT-rate.13 Whilst it could be argued that the Portuguese 
population might therefore be more accommodating to austerity measures, it also means 
that its patience, which has been stretched thin over a decade, might be lost completely 
should no positive results emerge soon.

Compared to the situation in Greece, austerity measures in Portugal seem to show at 
least modest successes, as the country’s deficit decreased from 10.2 percent in 2009 to 
9.8 percent a year later and reached only 4.2. percent in 2011.14 Whist it remains difficult 
to predict where the deficit will stand at the end of 2012, with estimates usually focusing 
around a figure of 5 percent,15 the real challenge is far from accomplished. Slashing its 
deficit, achieved through pension cuts, wage freezes, higher taxes and other extraordinary 
measures, though a major requirement under the bailout loan agreement, is only the first 
(and presumably easiest) step the country has to take to improve its long-term prospects. 
The government will have to liberalise its labour market, introduce more competition and 
find means to finance the overall modernisation of its economy.

Similarly to Greece, unemployment figures have been rising in the past three years, 
currently hovering at around 15 percent, as a result of business contraction, lower domestic 
demand and rapidly falling export volumes due to the eurozone crisis. Even though the 
government has cut unemployment aid, the increase in jobless people will put an additional 
strain on its budget, limiting the real potential to reduce social aid expenditure.

Ireland: an austerIty success story?

Ireland is a rather different case from both Portugal and Greece. Whereas both Portugal 
and Greece have economies that are dated and often lack behind in competitiveness 
and productivity, the reason for Ireland’s miseries is more closely linked to the woes 

of the global financial crisis. The country, which experienced strong economic growth 
since the mid-90s and earned itself the label “Celtic tiger” in reference to the booming 
economies of south-east Asia, only once recorded a negative deficit between 2000 and 
2007. In 2002, its budget recorded a deficit of 0.4 percent but quickly recovered and 
reached a surplus annually afterwards, peaking at 2.9 percent in 2006. At the same time, 
its economy grew at rates between 4 and 9 percent before plummeting in 2008 and 2009 
(-6.9%).16 Since then, the economy has slowly returned to positive growth. In 2011, the 

13 “Portugal Feels Austerity’s Bite”. The Wall Street Journal, http://online.wsj.com/article/SB
10001424052748704111704575355072331978794.html, 14 July 2010.

14 “Provision of Deficit and Debt Data for 2011 – First Notification”. Eurostat, http://epp.eurostat.
ec.europa.eu/cache/ITY_PUBLIC/2-23042012-AP/EN/2-23042012-AP-EN.PDF, April 2012.

15 “Portugal PM Says ANA Concession to Cut 12 Deficit”. Reuters, http://www.reuters.com/
article/2012/11/07/us-portugal-deficit-ana-idUSBRE8A628J20121107, 7 November 2012.

16 “Ireland GDP – Real Growth Rate”. Index Mundi, http://www.indexmundi.com/ireland/gdp_real_
growth_rate.html.
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Irish economy grew by 1.4 percent and is expected to grow by around 1.8 percent 
this year.17

The cause of the huge Irish deficit is two-fold but related to the financial, in particular 
banking, sector: the Irish real estate bubble and the near-collapse of the Allied Irish Bank 
(AIB), the Bank of Ireland (BoI) and the Anglo Irish Bank. The latter was eventually 
nationalised, while the former two were each propped up through €3.5bn bailouts. This 
recapitalisation of AIB and BoI, as well as guarantees for three other banks and the 
nationalisation of the Anglo Irish Bank meant that the government had committed more 
than 30 percent of Ireland’s annual GDP to stabilise the banking sector. Crucially, the 
guarantee was renewed a year later, leading to widespread concern over the sustainability 
of the deficit – which in turn lead to a surge in the yield rates of Irish bonds, spiking at over 
7 percent in October 2010. The Irish deficit reached a staggering 31.2 percent in 2010, but 
has recovered somewhat in the meantime. The deficit figure for 2011 was 13.1 percent, and 
should reach an estimated 8.4 percent this year, before falling below 5 percent in 2014.18

The Irish case is special. Unlike Greece and Portugal, it was greatly modernised in 
the past 20 years and has become one of the most open and modern economies in the 
EU. Its banks have been active not only on the domestic market but also heavily involved 
themselves on international markets, whilst the very business-friendly legislation (taxes 
and labour market laws) have helped attract an abundance of international companies to 
set up (European) headquarters in Ireland. However, in line with the economic growth, 
and the increased living standards and higher wages, more and more Irish have begun to 
realise their dream of becoming home-owners, fuelling the expansion of the construction 
sector. At its peak, one in seven in Ireland’s workforce was employed in the construction 
sector and it provided around 25 percent of annual GDP.19 As could have been expected, 
the Irish property bubble soon expanded, heated up and finally burst, leaving the Irish 
economy and in particular its banks in shambles, with outstanding loan payments and 
large deficits on their books.

euroPean and GerMan coMMItMents:
In need For a revIsIon and neW dIrectIon?

Only hardcore sceptics doubt the EU’s commitment to keep Greece and the other 
troubled eurozone countries in the Union. The European Commission has never 
wavered in declaring that the European Union of the future would entail Greece, 

Ireland and Portugal. If its composition changes, it will be because it enlarges (probably 
mostly in Southeast Europe), not because of members leave the EU. However, whilst 

17 “Economic Forecasts”. European Commission, http://ec.europa.eu/economy_finance/eu/
forecasts/2012_spring/ie.html, 11 May 2012.

18 “Irish Growth Forecast Trimmed again by European Commission”. RTÉ.ie, http://www.rte.ie/
news/2012/1107/europes-recession-to-be-worse-than-expected-business.html, 7 November 2012.

19 “Ireland Must Learn to Live with a Smaller Construction Sector”. Independent, http://www.independent.
ie/business/irish/ireland-must-learn-to-live-with-a-smaller-construction-sector-2250385.html, 8 July 
2010.
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the EU has already bailed out Greece twice and also supported Portugal and Ireland, 
national commitments to the European cause have at times seemed less certain. A number 
of countries, such as Finland, Slovakia and the Netherlands have refused to commit to 
bailouts without guarantees, whilst governments in France and especially in Germany 
have failed to show empathy with the struggling populations in the bailout countries. Even 
though German commitments to the various bailout instruments, such as the European 
Financial Stability Facility (EFSF) or the European Stability Mechanism (ESM) have been 
strong once and the agreement had been reached about their set-up, German politicians 
have often displayed a troubling lack of tact. Chancellor Merkel and Finance Minister 
Schäuble have repeatedly blocked measures to soften the requirements or adjust the time-
frames bailout recipients had to commit to. Moreover, both have often remained passive 
(in particular Merkel) and bid their time, even when it became apparent that European 
efforts would not suffice to ease market pressure and yield rates continued to soar. These 
so-called “Merkiavellian” politics have enhanced and expanded Germany’s influence in 
the EU, but might come at extremely high long-term costs for the EU.20 However, maybe 
most damaging to the credibility of EU commitments were comments made by Merkel’s 
Minister of Economy, Philipp Rösler. The chairman of the Free Democrats, the junior 
partner in the current government coalition, has repeatedly – publicly – doubted whether 
the reforms implemented in Greece would deliver the expected result. Therefore he claimed 
talks about scenarios, including the “tabooed” scenario of a Greek eurozone exit or orderly 
default, were necessary.21 After being rebuffed by the chancellor and other senior coalition 
figures, Rösler’s criticism faded away until he stated during a newspaper interview that he 
continued to remain sceptical about Greece’s commitment to implement reform, peaking 
in his conclusion that a Greek exit had (for him, at least) “lost its horrors”.22 In both cases, 
the government was quick to reiterate its confidence in the Greek government, however, 
markets and investors reacted with concern and interest rates on Greek bonds jumped, 
unsurprisingly.

Whilst the French government has changed its position after the election of Socialist 
candidate François Hollande and now advocates investments and more flexible time-
frame instead of even more austerity, Germany pre-dominantly continues to push for 
more austerity and sacrifices. While it would be easy to bash on Germany for apparently 

20 The term “Merkiavellian” was coined by Ulrich Beck, professor of Sociology at Ludwig Maximillian 
University, Munich, in his latest book German Europe. He observed that Merkel displays strong 
similarities with the Prince in the teachings of Niccolò Macchiavelli. However, unlike the prince, who 
is encouraged to act when opportunities arise to expand his influence and power, Merkel’s means of 
increasing Germany’s influence is by doing nothing. Beck remarks that the Merkiavellian method 
is “Hesitation as a means of coercion“. The less Merkel acts, the more powerful she (and therefore) 
Germany becomes. Ulrich Beck: “The Power of Merkiavelli: Angela Merkel’s Hesitation in the 
Euro-Crisis”. Open Democracy, http://www.opendemocracy.net/ulrich-beck/power-of-merkiavelli-
angela-merkel%E2%80%99s-hesitation-in-euro-crisis, 5 November 2012.

21 “Merkel’s Coalition ‘Is a Pure Marriage of Convenience’”. Der Spiegel, http://www.spiegel.
de/international/germany/the-world-from-berlin-merkel-s-coalition-is-a-pure-marriage-of-
convenience-a-786229.html, 14 September 2011.

22 “German Minister Criticized for Greece Comments”. Der Spiegel, http://www.spiegel.de/international/
europe/german-economy-minister-roesler-criticized-for-comments-about-greece-a-846110.html, 24 
July 2012.
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failing to draw the right conclusions from what is happening in Greece (or 
Portugal) – namely the fact that forcing Greece to constantly expose its population to 
further austerity measures and cuts is not going to either revive the economy nor reduce its 
sovereign debt level – the most important reason to criticise Germany is for a completely 
different failure.

Chancellor Angela Merkel has remained uncompromising about any changes to the 
original roadmap for Greece, not because she believes that it is realistic and achievable but 
because agreeing to any modification would risk weakening her support in the population. 
Whilst domestic support and therefore irrational moves “abroad” are commonplace in 
European politics, the current circumstances make Merkel’s behaviour more troublesome 
than earlier moves. Tabloids, such as BILD have been virtually running campaigns against 
Greece (but also Portugal or Ireland), urging the country to sell its islands23 or accept a 
German tax collector delegation to collect taxes. Even though Germany has so far not lost 
a single euro, the common perception among German citizens is that German money is 
being wasted on a hopeless cause instead of being put into good use domestically. Claims, 
such as that the deteriorating standard of living in parts of western Germany or a lack 
of funding for universities is directly linked to money transfers to Greece is not unusual. 
The German political elite has largely failed to acknowledge, but even more so to publicly 
share, the importance and great benefits Germany has derived from the introduction of the 
common currency. No other member state has saved more money than Germany thanks to 
the removal of trade barriers. Germany’s export-oriented economy greatly benefits from 
the unified single market and the common currency, yet all these benefits are portrayed as 
minor facts compared to the “costs of saving Greece”.

Whilst it is true that Germany has seen its sovereign debt levels rise from around 60 
percent to close to 80 percent in the last three years,24 this has been due its involvement 
in the various European initiatives to stabilise the southern countries, such as EFSF 
and EFSM. The money would be lost, should Greece indeed go bankrupt and a debt cut 
become necessary; otherwise it can (or even has to) be considered as “loaned” and is to be 
“paid back eventually”. In the long term Germany will benefit more from a modernised, 
more competitive and economically stronger Greece than from its exit. Unfortunately, 
few Germans seem to share this sentiment and the government is not taking any measures 
to change the overall perception in the population. Instead, it allows the media to focus on 
negative news from and about Greece, thus indirectly supporting the fuelling of extremely 

23 In fact the idea to sell its islands has been repeatedly voiced by Germany’s biggest tabloid. In 
October 2010, Bild had called upon Greece to sell its island, among them Corfu, to reduce its debt. 
In its populist manner it demanded that “Greece should receive cash payments only in return for the 
island of Corfu”. However, as if this was not enough, the tabloid went even further and suggested 
the government should also sell the Acropolis. Das Bild, http://www.bild.de/politik/wirtschaft/
griechenland-krise/regierung-athen-sparen-verkauft-inseln-pleite-akropolis-11692338.bild.html. In 
May 2012 then Bild proudly announced that its idea of selling Greek islands to increase revenues 
and lower debt levels seems to have been embraced by a majority of Greek island owners. Das Bild, 
http://www.bild.de/geld/wirtschaft/griechenland-krise/euro-krise-immer-mehr-griechen-wollen-
ihre-inseln-verkaufen-24375914.bild.html.

24 “Government Finance Statistics”. Eurostat, http://epp.eurostat.ec.europa.eu/statistics_explained/
index.php/Government_finance_statistics.
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negative feelings about EU support for a Greek government that is portrayed as lacking 
commitment and determination. There is indeed enough issues the Greek governments 
can be criticised for (such as its failure to address tax evasion or its often sluggish efforts to 
implement new reforms), however, the government can only do so much without driving 
the population to the barricades (yet, it has unfortunately happened repeatedly).

Incidentally, despite the media onslaught, there are examples of committed 
governments, such as the Portuguese, where all parties – government and opposition 
alike – agree on the necessity to reform and modernise. Sacrifices are expected from the 
population, but the rewards in the future can be expected to be bigger, and the government 
succeeds to communicate this message. In Greece, unfortunately, neither former Prime 
Minister Papandreou nor current Prime Minister Samaras seem to have (had) the courage 
(yet) to explain what went wrong in the past. 

GerMany’s crItIcal role In the crIsIs

Despite the fact that for most of the past decades one could with certainty speak of 
a Franco-German tandem that was leading and shaping European politics, today 
France plays a somewhat less significant role in resolving the eurozone crisis. 

This is not only because of its own economic troubles but in particular due to Germany’s 
economic performance which has left France lagging behind. Whereas France recorded 
a deficit of 7.1 percent in 2010, Germany’s deficit was 4.3 percent. More importantly, 
Germany recorded almost balanced budgets twice (2007 and 2008). France, at the same 
time recorded deficits of 2.7 and 3.3 percent, respectively, and the gap between both 
countries has not closed since then. A similar picture can be observed with regards to 
GDP performance of both countries. Even though Germany’s economy was hit harder by 
the global economic downturn, recording negative growth of 5.1 percent (France -2.6%), 
it recovered faster and grew by 3.7 percent a year later, compared to 1.5 percent in France. 
It is Germany and in particular the tandem of Chancellor Merkel and her minister of 
finance, Wolfgang Schäuble, who decide what steps the eurozone countries will take to 
assist any ailing eurozone economy. However, whilst the above statement holds true, one 
has to add a certain limitation: even though Germany is the most important country of the 
eurozone and contributes proportionally the largest share to any stabilisation mechanism, 
its influence is not great enough to ensure that no modification to previously agreed terms 
are made after certain intervals. In the case of Ireland, Greece and Portugal, Germany had 
to concede that the IMF/EU interest rates of the bailout were lowered to 3.5 percent and 
the debt maturities extended to at least 15 years.25 Similarly, Berlin eventually caved in and 
backed the ECB’s decision to set up its OMT bond purchase programme26 after initially 

25 “A Common Response to the Crisis Situation”. European Council, http://www.european-council.
europa.eu/home-page/highlights/a-common-response-to-the-crisis-situation.aspx?lang=en, 21 July 2011.

26 Under the Outright Monetary Transactions (OMT) bond purchase programme, the ECB will buy 
unlimited amounts of government bonds on the secondary bond market in order to ensure low 
yield rates, thus assisting member states as lower yield rates significantly reduce the pressure on 
government debt levels. However, despite earlier claims, any OMT purchase will only be executed 
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objecting to it and backing ECB dissenter, Bundesbank president Jens Weidmann.27 
However, shortly after the ECB announced the OMT programme, Weidmann lost support 
both from Schäuble and Merkel,28 and Merkel performed one of her now infamous u-turns 
by declaring her readiness to negotiate a more flexible schedule for Greece.29

Every action taken to resolve the Greek crisis (though this applies also to Portugal, 
and to a much smaller extent to Ireland) hinges on Germany’s agreement and commitment 
to take the necessary steps. Any bailout required considerable efforts to convince the 
German government (and later the German parliament) to give its support, and it is exactly 
because of the role Germany plays in any of these decisions that paramount importance 
needs to be assigned to the fact that the German government seems to lack any real 
strategy for the revitalisation of the Greek and Portuguese economy. Instead of providing 
any programme comparable (at least in its purpose) to the US Marshall Plan, Germany 
continues to push vehemently for austerity and self-sacrifices. This is true, despite the 
earlier mentioned agreement to slightly modify the previous bailout terms. The bailout 
loans keep Greece alive but do little to alleviate the country’s situation, and the austerity 
measures actually seem to starve off any even modest growth.30 No initiatives to develop 
any EU-wide investment programme for Greece have been tabled by Berlin, and Merkel 
has for a long time been opposed to the French insistence on “more investment and less 
austerity”.31

Germany’s very reserved wait-and-see approach to resolving the Greek situation is 
controversial and its success is difficult to assess. Whether Merkel and Schäuble have 
worsened the situation in Greece due to their long insistence on further austerity measures 
when the country’s economy was already crumbling, or whether the real culprit is still 
to be found in Athens (the government’s failure to crack down on tax evasion might be 
mentioned here), is a matter of debate. However, whilst Germany’s role in the Greek crisis 

if the affected government agrees to the implementation of austerity and modernisation reforms. 
“Technical Features of Outright Monetary Transactions”. European Central Bank, http://www.ecb.
int/press/pr/date/2012/html/pr120906_1.en.html, 6 September 2012.

27 Bundesbank president Jens Weidmann has repeatedly warned against any ECB involvement, claiming 
that any bond purchasing programme would amount to “state financing via the printing press”, a clear 
violation of its mandate. Initially both Merkel and Schäuble backed Weidmann in his stance against 
ECB president Mario Draghi and the rest of the ECB governing council. “Merkel Backs Weidmann, 
Warns Allies on Greece Rhetoric”. Reuters, http://www.reuters.com/article/2012/08/26/us-eurozone-
merkel-idUSBRE87P06W20120826, 26 August 2012.

28 “Report: Merkel Is Getting Ready to Cave on Greece”. Business Insider, http://www.businessinsider.
com/report-merkel-is-getting-ready-to-cave-on-greece-2012-9, 8 September 2012.

29 “Merkel Mulls Easing Greece Bailout Terms, Lawmakers Say”. Bloomberg.com, http://www.
bloomberg.com/news/2012-08-17/merkel-mulls-easing-greece-bailout-terms-german-lawmakers-
say.html, 17 August 2012.

30 “World Economic Outlook. October 2012: Coping with High Debt and Sluggish Growth”. International 
Monetary Fund, http://www.imf.org/external/pubs/ft/weo/2012/02/pdf/text.pdf.

31 In fact François Hollande , at that time still only presidential candidate of the Socialist Party, repeatedly 
insisted that Germany and France were wrong to force the Greek government to implement even more 
austerity measures. Instead he urged EU leaders to help Greece (and the EU as a whole) to return 
onto the path of economic growth. EU’s Olli Rehn signals end of ‘Merkozy’ Austerity Drive”. The 
Telegraph, http://www.telegraph.co.uk/finance/financialcrisis/9248348/EUs-Olli-Rehn-signals-end-
of-Merkozy-austerity-drive.html, 5 May 2012.
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is heatedly debated, ranging from hard-but-fair saviour to sadistic-pedantic paymaster,32 
one can blame Germany for a different issue, namely the Irish deficit spike in the aftermath 
of the nationalisation of Anglo Irish Bank and the recapitalisation of other system-relevant 
banks. Germany insisted that each member state should create an individual national 
umbrella around its banking sector to “isolate” any deficits and payment shortages from 
the European banking sector.33 Instead of ensuring European solidarity, as could have 
been expected in the EU, Berlin propagated the return to national policies. Given that the 
aid package, the Irish government eventually set up, resulted in a deficit of over 30 percent, 
one ought to consider this decision a major blunder.34 Somewhat luckily for Germany (and 
other pro-austerity rich EU members), Ireland is much better positioned to recover its 
deficit and return to growth and even to a positive budget, than are Portugal or Greece.

euroPean coMMItMents: econoMIc stIMulus

European solidarity is supposedly one of the pillars of European cooperation, 
indicating that each member state will do whatever is possible and necessary to 
assist another member state in overcoming a crisis situation. Though often doubted, 

such solidarity has been displayed in the past, for example during the gas crisis of 2009, 
when especially the southern newest member states experienced an almost complete 
reduction of Russian gas supplies and relied on neighbouring member states to provide 
them with it ad hoc.35

Solidarity in the current situation not only means providing bailout loans to Greece, 
Portugal or Ireland, it also means providing something similar to empathy and an 
understanding for the hardship people in the affected countries go through. It requires 
that governments of the bailout providers display a proper understanding of the fact that 
austerity measures alone are in particular affecting the lower and middle classes in those 
countries, given the greater mobility of the upper class (both with regards to goods and 
finances). The demanded and currently implemented reforms are necessary to ensure 
labour markets are liberalised, companies and businesses are set up easier and their 
running is made easier and more flexible. None of this is wrong and most of it might even 
be considered overdue. However, the implementation of the reforms, which has resulted in 
spiralling unemployment numbers, growing poverty and overall misery in those countries 
could hardly have been done in a worse manner – alienating the population not only 

32 Other terms involved in the description of Germany included references to the Third Reich and Adolf 
Hitler as well as new German imperialism.

33 “Peer Steinbrücks größte Fehleinschätzung”. Der Spiegel, http://www.spiegel.de/wirtschaft/wolfgang-
muenchau-peer-steinbrueck-und-seine-groesste-fehleinschaetzung-a-859295.html, 3 Octobe 2012.

34 As an interesting side-note one should remember that the decision was made by Merkel and her 
then-minister of finance, Peer Steinbrück, of the Social-Democratic Party, the then-junior partner of 
Merkel’s government coalition. The same Peer Steinbrück is now trying to run an electoral campaign 
building on Merkel’s failure to foresee and control the eurozone crisis, expressing his strong support 
for a banking union – which he outright rejected in 2008.

35 “Gas Coordination Group: Solidarity Works and the EU’s Gas Market Adapts to Challenges of Gas 
Crisis”. Europa, http://europa.eu/rapid/press-release_IP-09-75_en.htm, 19 January 2012.
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from its government but also from the European Union. With 1 in 4 Greeks out of work, 
almost 60 percent of it aged 15–24, dissatisfaction with democratic parties and support 
for extreme parties continue to grow.36 Measures to actively support a revitalisation of 
the Greek economy are necessary, not only for the sake of Greece, but also to ensure the 
democratic nature of the EU.

However, no attempts to revive the outdated and ailing economies of the eurozone 
periphery have been even mentioned so far, save for a growing agreement that the EU 
economy needs to be spurred back into growth. The idea of a “Growth Pact” for the EU 
surfaced and was agreed upon in June 2012, however, doubts over the effectiveness of the 
€120bn programme have surfaced almost immediately, in particular with regards to the 
use of unspent structural funds and the involvement of the European Investment Bank 
(EIB).37

One has to acknowledge, of course, that every bailout has to be considered as a 
European commitment, on a very large scale, indeed. Even though the bailouts have helped 
to prevent the bankruptcy of their recipients, they have done little to provide any stimulus 
to revive or modernise their economies. The bailouts artificially keep the countries alive 
but instead of tackling the source of their problems, they are used to patch over the cracks 
and address the symptoms. It should therefore seem rather obvious that the bailouts alone 
will not add any added value to its recipients – in particular because they are partly used 
to cover interest payments to international lenders. Equally, austerity, the main ingredient 
of the cure applied, is doing little to help restore economic growth. On the contrary, it 
has led to increased numbers of unemployment, social unrest and crucially, less domestic 
demand and even fewer tax revenues than before.

36 “Greek Unemployment Rate Increases as Recession Deepens”. Bloomberg.com, http://www.
bloomberg.com/news/2012-11-08/greek-unemployment-rate-increases-as-recession-deepens.html, 8 
November 2012.

37 “Question Marks over €120 Billion EU growth pact”. EurActiv, http://www.euractiv.com/euro-
finance/question-marks-120-eu-growth-pac-news-513652, 29 June 2012.
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A way to break the cycle of austerity therefore would be to introduce measures that will 
revive the economy and create new jobs. Bluntly put, what Greece (and Portugal) needs 
is a European equivalent of the Marshall Plan. Otherwise it remains very doubtful if the 
country would be able to break out of the “vicious” circle of austerity, which fuels negative 
outcomes and continues to amplify problematic developments (see Illustration 1 above).

Any future economic stimulus, though certainly not unreasonable, appears very 
unlikely to be executed any time soon. This is not because of the “Growth Pact”, which 
can be considered to be mostly symbolic as a signal to financial markets that the EU is 
finally about to act and fire up its engines again. The expected stimulus, even if fully 
available (€120bn) is hardly going to be invested only in Greece but spread throughout the 
EU, thus reducing its significant impact on any particular country. Furthermore, even if 
Greece was to be the sole recipient of the investments, it is doubtful if this was sufficient 
to modernise its economy entirely. Moreover, such a process would take a few years, 
meaning unemployment numbers, domestic consumption and eventually tax revenues and 
its sovereign-debt levels would not be immediately showing any signs of improvement. 
However, one would also have to bear in mind that the amount would represent around 
a third of its GDP in 2011 – but only a 30th of Germany’s GDP – greatly illustrating the 
economic realities in the EU.38

the ‘realIty GaP’:
sIGnIFIcant GaPs betWeen coMMItMents and actIons

One major issue that has severely hampered any revival of the EU’s economy, but 
has also led to major delays in the development of new industries (and consequent-
ly the creation of new jobs) due to underfunding of research and development, 

is the “reality gap” between verbal commitments to strengthen the EU and actual imple-
mentation of such goals. Initiatives such as the Lisbon 2010 strategy, which was meant to 
transform the EU into the “most competitive and dynamic knowledge-based economy” 
in the world by 2010, feel short, mostly because member states deviated from the original 
schedule once EU economies were hit by economic downturns. The Kok report, pub-
lished in 2004, found that member states abandoned the set out roadmap as soon as a 
cooling of economic growth was observed.39 The lack of political determination that was 
emphasized in the report is the most important single factor that contributes to the gap be-
tween words and actions. As in the case of the recent “Growth Pact” which might initially 
have a capacity of only €60-70bn instead of €120bn, European leaders often commit to the 
European cause, sending much needed (or desired) signals of unity and determination, but 
afterwards fail to ensure action follows in the same determined manner.

38 “Report for Selected Country Groups and Subjects”. International Monetary Fund, http://www.imf.
org/external/pubs/ft/weo/2012/01/weodata/weorept.aspx?, 17 April 2012.

39 “The Kok Report: Facing the Challenge. The Lisbon Strategy for Growth and Employment (2004)”. 
European Commission, http://ec.europa.eu/research/evaluations/pdf/archive/fp6-evidence-base/
evaluation_studies_and_reports/evaluation_studies_and_reports_2004/the_lisbon_strategy_for_
growth_and_employment__report_from_the_high_level_group.pdf.

David Grodzki                                          Quo Vadis, Europe?

31 January 2013          17

http://www.imf.org/external/pubs/ft/weo/2012/01/weodata/weorept.aspx
http://www.imf.org/external/pubs/ft/weo/2012/01/weodata/weorept.aspx


A very good example is the recently opened debate about the next multi-annual financial 
framework (MFF) of the EU which will cover the years 2014–2020. The current budget for 
the period from 2007 to 2013 amounts to €862bn, around 1 percent of the EU GDP.40 The 
first proposed budget for the next MFF of around €1 trillion was flatly rejected by Germany 
and the UK. Whereas the government in Berlin believes cuts of around €100bn are neces-
sary to reach a compromise, the UK continues to insist on cuts of at least €200bn.41 Other 
member states such as Sweden and France have also voiced objections, though for different 
reasons. France is in favour of cuts but wishes to maintain the share of the CAP (Common 
Agricultural Programme) budget. A division between the richer and older member states 
on the one side and the new poorer member states on the other has become clearly visible.

Most of the old EU-12 governments demand cuts in particular to the cohesion fund 
contributions (from which the new member states benefit) whilst hoping to preserve the 
subsidies under the CAP scheme. It is indeed most EU-12 member states, as Sweden, 
Denmark, the Netherlands and the UK actually belong to a group of fierce supporters of 
CAP budget cuts. In contrast a number of new member states, such as Poland or Bulgaria 
support the high CAP budget but would prefer a distribution that would allocate more 
money to the agricultural sector in the new member states.

However, it is rather unlikely that major changes with regards to the CAP will take 
place any time soon, since in particular Germany, France, Italy and Spain are all strong 
supporters of the current scheme. The objection of the four CAP “rebels” warrants a 
closer look: Only around 5 percent of the working population in the EU is employed in 
the agricultural sector, compared to 25 percent in the industrial, and around 70 percent 
in the service sector.42 At the same time, CAP contributions amount to around 40 percent 
of the EU’s total budget spendings.43 Whereas talks about overproduction within the EU 
might be exaggerated – most commonly referred to by employing the rather amusing 
picture of butter mountains and lakes of wine44 –, there is no doubt that from an economic 
perspective it might seem unwise to spend a third of the annual budget on subsidies to 
a sector that provides less than 2 percent to the EU’s annual GDP. Even if taking into 
account that the agricultural sector is the only policy field that is funded entirely from 
the EU budget, thus reducing any additional pressures from national budgets to subsidise 
farmers, dissenters correctly point out that the EU might benefit more from additional 
investments in the industrial and the service sector. 

40 ”EU Budget at a Glance”. European Commission, http://ec.europa.eu/budget/budget_glance/
where_from_en.htm

41 Governments reject latest EU budget compromise, 30 October 2012; Reuters, http://www.reuters.com/
article/2012/10/30/eu-budget-idUSL5E8LUA9E20121030, 30 October 2012.

42 ”Labour Market Statistics. 2011 Edition”. Eurostat, http://epp.eurostat.ec.europa.eu/cache/ITY_
OFFPUB/KS-32-11-798/EN/KS-32-11-798-EN.PDF.

43 One has to qualify this number: In fact around 30% of the EU budget is spent directly on subsidies 
and payments to EU farmers, another 11% is spend on what can be considered “the preservation of the 
environment” in which farmers play a special role. They are in fact often paid not to produce excess 
food surpluses but to ensure the environmental health of their lands, which generally means producing 
lesser amounts of food by using fewer fertilizers, pesticides, etc. “EU MFF 2007–2013: Myths and 
Facts”. European Commission, http://ec.europa.eu/budget/explained/myths/myths_en.cfm#9of15.

44 “EU Butter Mountain to Return”. The Telegraph, http://www.telegraph.co.uk/news/worldnews/
europe/eu/4316726/EU-butter-mountain-to-return.html, 22 January 2009.
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The dispute over the next MFF is furthermore a good example to illustrate a somewhat 
schizophrenic perspective EU leaders have about national and European commitments. 
When Cameron, Merkel or Hollande try to balance national and European politics, the 
latter usually seem to fall short of their priorities. It is neither uncommon nor surprising 
that one day Merkel or Hollande will argue in favour of more Europe (which, as should be 
obvious means a transfer of competences as well as a bigger EU budget), and the next day 
will tell their national parliaments that no such thing will happen. Merkel’s mantra “if the 
euro fails, Europe fails”45 very clearly represents the verbal commitments EU politicians 
like to make. The German threat to veto the next MFF budget if it is not cut by at least 
€100bn, however, represents the realities Europe is struggling with.

The argumentation behind budget cuts to the EU MFF is very simple, but delivers the 
wrong message to markets and EU-enthusiasts – and more importantly, EU citizens in 
general. Governments all over Europe argue that an increase to the next EU budget, to be 
negotiated (unfortunately) in the middle of the worst economic crisis the EU has faced in 
the last few decades, is simply not possible when governments simultaneously implement 
massive budgetary cuts and austerity measures domestically, slashing spending for social 
aid, research and education. The initially proposed budget of €1tn for the next budget 
framework would amount again to slightly more than 1 percent of EU GDP. Objections 
from national member states that any increase in the EU budget during time of sluggish 
economic growth and austerity would be amoral and could lead to a further damaging 
of the EU’s reputation with EU citizens is, however, only unjustified. Whereas economic 
contraction will indeed make contributions to the EU budget relatively more expensive, 
claims that increasing the EU budget would harm the EU’s image with its citizens is a 
dead-end argument, mostly because a majority of EU citizens is deliberately not informed 
accurately by their governments about decisions made by and with regards to the EU (see 
this point discussed below).46 On the contrary, governments do not shy away from actually 
using the EU as a scapegoat to explain unpopular decisions. The proverbial statement that 
governments claim credit for everything good but blame the EU for everything bad is 
entirely appropriate and precise.

If governments were entirely serious about the future development of the EU, 
instead of increasingly often taking a let’s-wait-and-see-approach, they would agree to a 

45 The mantra that Europe will fall apart (or that war will plague the continent again) if the euro fails 
seems somewhat radical to me, however, it is effective in delivering a message to the citizens that 
certain previously made decisions are irreversible. There will be no return to national currencies, no 
reintroduction of market borders, etc. Unfortunately governments are struggling (or fully avoiding) 
to admit the necessity of creating a proper foundation to accompany the monetary union, e.g. the 
creation of a fiscal and economic union. “Merkel Says EU Must Be Bound Closer Together”. Der 
Spiegel, http://www.spiegel.de/international/germany/if-the-euro-fails-europe-fails-merkel-says-eu-
must-be-bound-closer-together-a-784953.html, 9 July 2011.

46 I prefer not to refer to the very interesting and somewhat easily applied case of Fox News in the 
United States. Whereas Fox, as one of the major US news broadcasters is often accused of deliberately 
misinforming its viewers, many media outlets in the EU fail to provide adequate information about 
EU decisions, and national governments often prefer to refer to decisions in a binary manner: “The 
EU made us do it” vs “We did it on our own”. Obviously the former is used mostly in cases where the 
public might be less enthusiastic about a new law or regulation, whereas the latter applies to decisions 
welcomed by the public.
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significant increase in the EU budget – even if ‘significant’ in this context would amount 
to “only” as much as 0.2 or 0.3 percent points of EU GDP47 – and a reform of the CAP. 
Ideally, governments would agree to a slightly expanded budget for the next seven years, 
most of which would be used to bring about further cohesion, whilst the share of CAP 
payments should be gradually reduced. Instead of supporting a tiny and economically 
less significant (in terms of GDP contribution) sector, the EU should aim to refocus its 
attention to areas with significantly larger growth potentials, in particular the industrial 
sector, and areas that will further the EU’s leadership position in technology and research. 
One possibility would be to reform the CAP payments by setting up a gradual reduction 
scheme, which could, for example, initially start with payments equal to the last payout of 
the previous budget, before being annually reduced by a certain factor. Whether this factor 
would be annually adjusted or based on a fixed first year budget figure would have to be 
determined. The difference between the two approaches is rather marginal, as illustration 
2 (see below) exemplifies.

It is true that the share of CAP budget in overall EU spending has greatly decreased 
over the last few decades, from close to 70 percent to less than 40 percent now.48 If one 
separates the two components making up the CAP budget – direct payments and rural 
development, then directly farming related payments would amount to “only” 31 percent 
of the annual EU budget.49

Assuming a (unrealistic but desirable) reduction of the annual CAP budget by a) steps 
of 5 percent each year (thus reducing it to 95%, then 90%, then 85%, etc. of the “fixed” 
budget figure for 2014), and b) a reduction of 5 percent based on budget figures of the 
previous year (when, 2014 again represents 100%, the CAP budget of 2015 would be 95% 
of the 2014 CAP, the 2016 CAP budget 95% of the 2015 CAP budget, etc.) reductions 
till 2020 would amount to €58tn (in scenario a) and €53tn (in scenario b) respectively – 
around the annual amount set in the CAP budget for 2011, which was roughly around 
€55tn.50 Naturally, one has to assume that reductions to the CAP will be significantly 
smaller, given the different priorities and preferences of members states with regards to 
overall distribution of CAP funds and direct-payment schemes. It seems more likely that 
a compromise along the lines of a slight shifting of CAP funds from major recipients like 
France towards recipients in Central Eastern Europe will take place, accompanied with 
minimal changes to the overall budget.

A reduction of the CAP budget should be accompanied by an increase of the cohesion 
fund budget. Whilst this will be regarded by some member states as unfair, given that 
many of the new member states are also net recipients of significant funds from the CAP, 
an increase of their receipts from the cohesion fund will benefit those countries much 

47 One can safely claim that a EU budget amounting to 2% of EU GDP, opposed to currently 1%, would 
amount to a little revolution in Europe, given that the debate about a budget of around 1.1% EU GDP 
is considered to be outrageous.

48 “The Common Agricultural Policy: Overview”. European Commission, http://ec.europa.eu/
agriculture/faq/cost/index_en.htm.

49 “The Current Year: 2010 – Investing to Restore Jobs and Growth”. European Commission, http://
ec.europa.eu/budget/budget_detail/current_year_en.htm.

50 “Financing the Common Agricultural Policy. CAP Budget 2011”: EurLex, http://eur-lex.europa.eu/
budget/data/D2011/EN/SEC03.pdf.
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more significantly, allowing not only for a greater economic stimulus – for example due 
to investments in infrastructure projects or modernisation of industrial assets –, but would 
also create new jobs and thus help to establish a larger market for EU goods. Therefore 
it does not seem unlikely that the governments of the new member states might agree to 
cuts to the CAP budget if these cuts are compensated by increased payments from the 
cohesion fund.

a lack oF a coMMunIcatIon strateGy:
the eu as a scaPeGoat oF natIonal GovernMents

Another major problem the EU faces today is the lack of successful communication 
with European citizens. Any decision, as far reaching and painful as austerity 
measures and economic reforms, are often insufficiently explained and parties 

as well as citizens often blame the EU for pushing “unnecessary” and “unfair” reforms 
upon a country. The linkage between bailout instalments and reforms is perceived as one-
sided and without real benefits for the affected countries, even if they represent the only 
chance for a member state to avoid falling behind even further or worst, going bankrupt. 
Whilst Portugal and Greece are facing very difficult times, and other southern economies 
such as Italy and Spain seem bound to face equally tough years, membership in the EU is 
offering those countries more reason for hope than despair. EU/IMF payments keep the 
countries afloat whilst anchoring them in a bigger entity and allowing them to undertake 
the necessary reforms to come out stronger than before. If they were able to negotiate 
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relatively flexible roadmaps to reform their economies with international lenders (IMF/
EU), governments in Spain and Italy should be able to modernise their economies and 
return to strong growth in the future. Unfortunately citizens in these countries seldom 
perceive those EU demands as justified, in particular as their governments continuously 
reiterate that such measures are unnecessary. 

There is no reason to doubt that the EU as a whole will only survive if each member 
state increases its own competitiveness. Therefore a European commitment requires that 
member states accept the fact that they are bound to succeed or fail together. No country 
alone, not even EU powerhouse Germany, will be able to maintain its relative importance 
on the international scene. Alone even the biggest member state (Germany, 80mn) is but 
a dwarf compared to the current and future big players, such as the US (315mn), China 
(1.3bn), Indonesia (240mn), India (1.2bn), Brazil (194mn), Pakistan (180mn) or Nigeria 
(166mn).

InstItutIonal chanGes and transFer oF coMPetences

In order to fend off the current crisis and re-emerge stronger than before, the EU will 
have to make sure it does not ‘waste’ the crisis. The current developments allow the 
Union to undertake major changes instead of the preferred incremental tinkering. 

There are many issues that need to be addressed, in particular the necessity to provide a 
complementary supplement to the common currency: a real economic and financial union. 
The first step in that direction is the creation of the banking union with a pan-European 
agency functioning as bank supervisor (probably the ECB). The agency would have the 
authority to close failing banks and supervise the restructuring of others, and should be 
fully funded by contributions from the supervised banks.51 The banking union would help 
to break the dangerous link between bank debt and sovereign debt (as witnessed in the 
case of Ireland).

However, the banking union will only be the first step towards further integration. 
Other institutional changes will follow and it is very likely that most of them will be 
initially accompanied by strong objections from national governments. The banking union 
will help resolve the current crisis, but it will be less effective to tackle other problems, 
such as the competitiveness gap between core and peripheral eurozone economies. Greater 
economic cooperation might necessitate a further transfer of competences to Brussels. 
Whether this means that the EU will eventually control parts of EU member state budgets, 
or a transfer of funds, similar to the CAP scheme, is difficult to predict. Another option 
could be that the EU’s cohesion fund will be extended to become more of an investment 
and modernisation tool, possibly with the status of an agency. The possibility of a stronger 
supervisory role of the Commissioner for Economic and Monetary Affairs to reject 
national budgets is similarly a step towards a stronger Union.

51 “Banking Union Needs Power to Wind down Banks – ECB’s Weidmann”. Reuters, http://www.
reuters.com/article/2012/11/16/ecb-weidmann-idUSWEA820520121116, 16 November 2012.
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Any such changes, however, will require that the EU tackles the increased deficit in 
democratic legitimation. Even though the European Parliament (EP) is currently involved 
in the legislation process (which used to be called “co-decision procedure”), it lacks the 
competence to initiate legislative procedures. One of the most often mentioned possible 
modifications to the current institutional situation is the proposal to organise EP elections 
on a Pan-European basis. Instead of having EP elections organised along national lines, 
Pan-European “party-lists” have been suggested. EP factions, such as the European 
People’s Party (EPP) or the Progressive Alliance of Socialists and Democrats (S&D), 
would run with a European list of candidates. Furthermore, in order to improve the 
democratic nature of the Commission, it has been suggested that the EP might be given 
the competence to elect the President of the Commission – instead of the current modus 
operandi in which the Council suggests a candidate and the EP either accepts or rejects 
the designated Commission President. An even deeper change would actually see the EP 
elect all commissioners instead of having member states nominate their candidates.52

A transfer of competences to the European Parliament would, however, create a new 
problem. What role would remain eventually for national parliaments? One scenario is 
an outcome somewhat similar to the present political system of Germany or the United 
States. The EU would be responsible for key issues such as legislation, taxation, justice and 
foreign policy. National parliaments would be responsible for all policy areas not covered 
by the EP, for example education or culture. It would be possible that national governments 
were thus being relegated into the role of subordinated decision makers in policy areas 
that are too heterogeneous to be regulated by the European Parliament. Cultural policy 
or education policy, though certainly offering some degree of overlap and commonness, 
differ in so many regards that any attempt to regulate it from the supranational level 
would have to fail and leave large parts of the electorate disenchanted and disappointed. 
Any such possibility will certainly lead to strong objections from national governments 
and could result in a strengthening of anti-EU-parties running campaigns focusing solely 
on the lack of national identities caused by too much power of EU institutions.

Indeed, it might turn out that any promotion of the EP to the disadvantage of national 
parliaments might go even deeper and facilitate a restructuring of the political system 
in member states. For example, in case of Germany, a change along these lines could be 
imagined:

The EP would receive competences to legislate in areas that were the prerogatives of 
the Bundestag, such as legislation regulating taxation or justice. The national parliament 
would retain the initial right to refuse a proposed budget and task the government with 
setting priorities (such as more investments, more austerity to consolidate the budget, etc.). 
Once the parliament has given its consent to the budget proposal, the EU’s Commissioner 
for Economic and Monetary Affairs (alone or together with the College of Commissioners) 
would be tasked to scrutinize the budget plan and would approve or reject it. In case of 
a rejected budget, the government would have to modify its budget proposal, seeking 
approval from the parliament and then the commissioner again. The accepted budget 
proposal would then be formally approved by the parliament, which would serve as a 

52 “EP President Wants Future EU Commissioners Directly Elected”. EUObserver, http://euobserver.
com/news/29742, 23 March 2010.
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watchdog to ensure the government remains on track with its policies. The parliaments 
of the federal states, the Länderparlamente, would in such a scenario lose almost all 
competences and would be solely responsible to implement the governments’ decisions. 
Instead of being important parts of national legislation, they would become mostly 
agencies to implement government and European policies. Their participation in law-
making would be reduced to a minimum.

It is not difficult to imagine that such a radical change of the political system would 
face tremendous opposition, particularly in Germany, where the governmental checks 
and balances system has served since 1949 to prevent any return of the Weimarian 
dysfunctional system. A gradual shifting of competences away from the Länderparlamente 
to the Bundestag, and from the Bundestag to the European Parliament seems unavoidable, 
however, given the special role the Länderparlamente play in German politics – similarly 
to the role of the US senate,53 Germany’s minister presidents convene together in the 
Bundesrat to initiate new legislative proposals and are tasked to approve or reject any 
legislative proposals from the government – such modifications would result in various 
complications, such as the amendment of the Basic Law.

Even though there is consent that national parliaments and the European parliament 
should both be strengthened to play a more significant role in European politics, it remains 
doubtful as to how such a promotion of both parliaments will be achieved. Whilst a federal 
system on the European level is conceivable and to some extent already a reality, it will 
become significantly more difficult to consolidate any further transfer of competences to 
the EP without major adjustments to national political systems. Just as national parliaments 
are trying to preserve their competences, sub-national parliaments, such as the German 
Länderparlamente, will try to prevent a further erosion of their competences. The question 
therefore remains what role national and sub-national (or regional) parliaments will play 
in the future should national governments agree to further transfers of competences away 
from the national to the supranational level.

Real European elections for the European Parliament with European “Party”-lists 
might contribute to a narrowing of the democratic deficit but it seems unlikely that 
European citizens, who continue to see themselves primarily as citizens of a national 
state, will accept such a bargain. With low levels of European identification, but very high 
levels of national identification, it remains very difficult to imagine that national citizens 
would embrace the idea of a further “weakening” of national legislative bodies. In 2008, 
an overwhelming 91 percent of polled people identified first with their country and less 
than half (49%) declared feeling attached one way or another to the European Union. 
Even if one takes into account regional variations, such as high identification figures in 

53 Though certain similarities exist, a comparison between both constitutional organs yields only 
superficial common features. Unlike in the US senate, in which each state has 2 votes; the votes in the 
German Bundesrat are allotted based on population numbers and range from 3 (small population states 
such as the city-state of Bremen or the Saarland) to 6 (Bavaria or North-Rhine–Westphalia, among 
others) votes. The Bundesrat’s role in German politics is manifold but most importantly it allows the 
federal states to participate in the development of new policies. The members of the Bundesrat reject 
or approve legislative proposals from the government and thus effectively plays the role of a veto-
player. Furthermore, any changes to the Basic Law (Grundgesetz) require a 2/3 majority from the 
Bundesrat.
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Belgium and Poland (over 60%), the lack of enthusiasm for the EU in Finland, Estonia 
or the Netherlands (around 30% in each country) should serve as a stark reminder that 
European leaders will need to invest significant amounts of energy and time to convince 
EU citizens that the EU is more than a political experiment with few benefits for ordinary 
Europeans.54

What might be even more troubling is that these figures represent the sentiments of EU 
citizens before the global financial crisis and the sovereign-debt crisis hit Europe. Since 
then, the numbers have changed only slightly. The share of people expressing strong or 
fairly strong attachment to their country has increased by 2 percent to 93%, mostly due to 
significant increases in the UK, Slovakia, Italy and Ireland (an increase of 5-7%). Equally, 
the number of people feeling strongly or fairly strongly attached to the EU has increased 
by 4 points to 53%, thanks to strong increases in Slovakia, Italy and Bulgaria. At the 
same time, however, significant decreases of attachment to the EU have been recorded in 
Belgium (down by 15%!) and Romania (-10%).55

Who leads the eu and Where?

Every political science student has been confronted at least once during their time 
at university with the provocative question attributed to former US Secretary of 
State, Henry Kissinger: “If I want to call Europe, who do I call?” (or rather Who 

do you call when you want to speak to Europe?). The question was allegedly posed in 
1970 and Europe had failed to answer it then. Unfortunately, despite institutional changes 
and the creation of new posts, such as the position of Baroness Catherine Ashton as the 
EU’s High Representative for Foreign Affairs and Security Policy, this question continues 
to linger. Even though the hierarchy of the EU would suggest that Ms Ashton remains 
the first person to be contacted in matters of foreign policy, and Commission President 
Barroso the initial contact for any matters concerning internal developments, a significant 
gap between theory and reality remains. The High Representative (HR) has so far failed to 
make a major impact, in particular due to the lack of coordination between member states 
and the failure to agree to a common foreign policy. Instead of being the face of Europe’s 
foreign policy, the HR has been reduced to being the EU’s spokesperson, often providing 
very vague and weak statements in the wake of urgent foreign policy situations, such as 
the war in Libya, the civil war in Syria or the revolutions in North Africa. The criticism 
Ashton faces is unjustly directed at her, as she bears the consequences of a European 
failure to agree to any unified position with regards to policy matters. The European goal 
of “speaking with one voice” has so far proven to be a major dream. 

The picture is only slightly less bleak with regards to the role of European Commission 
President Barroso. Instead of driving the European integration, the Commission has 
become the second tier organ within the EU, often trailing behind the European Council 

54 “Eurobarometer 68: Public Opinion in the European Union”, European Commission, http://ec.europa.
eu/public_opinion/archives/eb/eb68/eb_68_en.pdf, May 2008.

55 “Eurobarometer 73.3.: New Europeans”, European Commission, http://ec.europa.eu/public_opinion/
archives/ebs/ebs_346_en.pdf, April 2011.
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(EC), which has emerged as the most important decision- and policy-making organ. 
Instead of Barroso and his college of commissioners, EU policy is determined foremost 
by the heads of state in Berlin and, to a smaller extent, Paris.

Yet even the European Council has failed to present a real leader who would steer 
the EU out of the crisis and into a better future. Whilst Angela Merkel has been the most 
important single politician in the EC, she has failed to exhibit any leadership qualities, 
and has often seemed extremely reluctant and hesitant to make any decision. Her stubborn 
insistence on austerity and reforms in the southern EU member states, even after the 
disastrous outcome has become fully apparent in Greece, is one of many examples of 
Merkel’s lacklustre leadership qualities in the EU. Indeed, Merkel and the Council in 
general seem to have often followed others – external forces such as rating agencies and 
markets that lowered credit ratings and drove up yields, but also internal forces, such 
as the European Central Bank (ECB). The ECB had acted repeatedly to prevent further 
hikes in yield rates by buying Italian and Spanish bonds and by providing loans to member 
states and banks, and only after it announced its Outright Monetary Transactions (OMT) 
programme to buy bonds on the secondary bond market in September 2012 – in line with 
ECB President Draghi’s words in July that “the ECB is ready to do whatever it takes to 
preserve the euro”56 – did EU leaders finally agree to endorse ideas such as the banking 
union. Maybe unsurprisingly, neither Merkel nor Barroso turned out to be the most 
important partner to coordinate efforts to resolve both the sovereign debt and financial 
crisis. The US government and in particular the US Treasury, has singled out Draghi, not 
Schäuble, not Sarkozy (or Merkel) as “Mr Euro”, the most important person in order to 
resolve the crisis.57

Not only is there little agreement in the EU who should lead but there is also no common 
position with regards to where the EU should be heading to in the future. The idea of a 
federal union of states continues to be a very controversial proposal – so controversial that 
many refer to it as the “f-word” in European politics. However, a further integration of the 
EU will require a decision about its future structures and with a closer union in the field of 
banking, finances and economy in addition to the current common currency, might pave 
the way for a federation of European states. Indeed, Commission President Barroso dared 
break the taboo and speak out in favour of such a solution in mid-September during his 
State of the Union address.58 It is noteworthy to recall that Barroso explicitly stated that 
there is no reason to be afraid of the words and emphasized that such a political construct 
would not represent a “superstate”.59

56 “Speech by Mario Draghi at the Global Investment Conference in London”. European Central Bank, 
http://www.ecb.int/press/key/date/2012/html/sp120726.en.html, 26 July 2012.

57 “US Vote: Who You Gonna Call? ECB, Not Brussels”. http://blogs.ft.com/brusselsblog/2012/11/us-
vote-who-you-gonna-call-frankfurt-not-brussels/#axzz2CgQdECaZ, 6 November 2012. This is in 
particular interesting as the ECB’s equivalent in the US is not the Treasury but actually the US Federal 
Reserve System, commonly known as US Fed.

58 “José Manuel Durão Barroso: State of the Union 2012 Address”. Europa, http://europa.eu/rapid/press-
release_SPEECH-12-596_en.htm, 12 September 2012.

59 It is indeed one of the major paradoxes in EU politics that, while the EU’s further integration seems 
almost naturally to lead to a federation, which would allow member states to retain some competences 
while transferring others, EU leaders fail to accept and embrace the concept. Instead they have almost 
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Agreement on creating a banking union, probably followed soon by further means 
to ensure convergence between fiscal and economic systems, will lead to a closer union, 
however, major issues remain unaddressed. One question for example is the division 
between eurozone countries and those countries that retained their national currency. The 
more the eurozone states integrate, the more difficult it will become for non-euro countries 
to join this exclusive circle in the future. This will also lead naturally to a division within 
the EP with regards to who should be involved in discussions about developments in the 
eurozone. MEPs from non-eurozone countries could soon find themselves excluded from 
certain parliamentary sessions. In its more extreme outcome this could even result in 
the creation of a eurozone parliament within the EP. It remains doubtful whether the EU 
would be any better of with “two” parliaments.

Moreover, countries like Poland or Hungary would find themselves without means 
to influence the decision-making of the eurozone group in the Council. It can indeed 
be argued that EU affairs affecting the countries of the common currency should only 
be discussed by eurozone members, in order to prevent non-eurozone countries from 
blocking decisions. However, this separation could result in the creation of major obstacles 
that will impede upon the chances of other member states to join the single currency in the 
future, in particular with regards to changes of the convergence criteria.60 For example, it 
could be decided that in the future, a member state would have to maintain a government 
debt level of less than 50% of GDP (currently 60%), thereby effectively blocking the entry 
of new countries to the eurozone.

Stronger integration within the eurozone would, however, only be one of many 
possible solutions (and problems) that the EU needs to address. The developments within 
a Europe of multiple speeds offer both major chances and potential obstacles. Based 
on the currently practised model of multi-speed integration, the question remains how 
fragmented the integration process can become without seriously impeding on the unity 
of the EU. Currently, two major integration processes can be singled out: Schengen and 
the common currency, with different membership in each. Future integration could 
lead to more fragmentation, for example with regards to defence and security policy, 
economic and fiscal convergence, industrial cooperation or further legislative integration 
(such as a streamlining of laws in areas like social security or education). Integration á la 
carte in which member states pick areas they wish to cooperate in and opt-out in others, 
though seemingly providing a solution to reconcile the problematic vision of a united and 
diversified EU, might be an alternative, too. The obvious advantage of integration á la 
carte is that it would allow each member to join only those initiatives they desire to pursue 
a common policy in whilst refraining from unpopular policy areas. However, it would 
almost inevitably lead to a large patchwork of different integration circles, each of which 
could create obstacles for future accession of other member states. A similar objection, 
however, can be made with regards to the currently employed enhanced cooperation 

entirely “banned” the word from EU politics vocabulary and continue to fail to offer any alternative 
besides the very incremental “let’s-see-where-we’re-headed” approach. Another word that enjoys a 
similarly bad reputation among EU leaders seems to be “constitution”.

60 “Who Can Join and When?”. European Commission, http://ec.europa.eu/economy_finance/euro/
adoption/who_can_join/index_en.htm.
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mechanism within EU structures in which member states currently pursue advanced 
integration in the fields of divorce law and patents.61

conclusIon:
the eu contInues to FolloW an InvIsIble Path

Into an unknoWn Future

Very few things seem to be certain about the EU at the moment. One of them is 
that its leaders have pledged to solve the sovereign debt crisis that has hit the 
member states on its periphery, Greece, Portugal and Ireland. Another is that its 

current configuration is flawed, resulting from a lack of an economic and fiscal union that 
triggered or at least greatly helped facilitate the current crisis. The competitiveness gap 
between the strongest and weakest economies has been temporarily covered by the false 
security the common currency provided to international financial institutions that any 
eurozone member state would be able to service its debt. The current crisis is testing the 
assumption that eurozone countries will act collectively to ensure the survival of the com-
mon currency. This assumption, however, has been put into question at least once when 
Finland refused to support a second Greek bailout until the government in Athens agreed 
to provide some additional collateral.62 The same situation repeated itself later when the 
Finns demanded similar guarantees for their participation in the bailout of the Spanish 
banking sector.63

Another certain fact that has been revealed in the course of the crisis is rather 
unfortunate and seriously puts doubt over the future of the EU. The absolute lack of any 
real leadership, any degree of imagination and the continued need of external pressure 
to act have exposed a major weakness of the European Union. Even though Germany’s 
Angela Merkel has been repeatedly named the world’s most powerful woman and fourth 
most powerful person by Forbes,64 she has displayed a surprising lack of leadership during 
the crisis. Once a German position had been agreed upon, all attempts to complement the 
“austerity first” policy of Berlin have failed until external pressure eventually led to a 
slight softening of it. Partly this was due to the election of a new president in France which 
resulted in the disintegration of ‘Merkozy’, the leadership duo of Merkel and France’s 
Nicolas Sarkozy. Furthermore, though, the shift in Merkel’s position has resulted from 
the clear failure to steer Greece off the path of bankruptcy which necessitated not only a 
second bailout but might even require a third one and a second haircut.

61 “Enhanced Cooperation on Binational Divorce”. Europolitics, http://www.europolitics.info/sectorial-
policies/enhanced-cooperation-on-binational-divorce-art277730-16.html, 12 July 2010.

62 “Finland on Greek Collateral: ‘It’s Not about the Money’”, EUObserver, http://euobserver.com/
economic/113476, 31 August 2011.

63 “Finland Reaches Collateral Deal over Spain Bailout”. The Wall Street Journal, http://online.wsj.com/
article/SB10001424052702303754904577532812253687518.html, 17 July 2012.

64 “The 100 Women Who Run the World”. Forbes, http://www.forbes.com/power-women/, 22 August 
2012.
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Closely linked to Merkel’s failure to lead the EU, is what can be considered the “reality 
gap” between EU commitments and their implementation into policies. A gap between 
verbal commitments and actions has been a marked feature of all political system, but in 
few has it been more pronounced than in the EU. Major initiatives such as the Lisbon 2010 
Strategy have failed due to weak member state support and even current commitments 
to restore growth and jobs in Europe are feeble and severely underfunded. The recently 
approved “Growth Pact” is just one of many examples illustrating the wide gap between 
wishful EU announcements and the political reality that continues to pit member state 
priorities versus EU policies. Similarly, though on a different level, the German refusal 
to concede that its approach to solving the Greek sovereign debt crisis has failed can be 
considered a ‘reality gap’, though more accurately it could be called “self-delusion”, and 
another example in which national elections prove more important to a government than 
European commitments. Instead of real progress, EU leaders continue under Germany’s 
leadership to muddle through the crisis – preferably until after the elections in 2013.65 
The ‘reality gap’ is not only expensive but continues to delay a fresh start for Greece and 
hampers any real development in the EU.

It has been evident for quite a while that the EU lacks a prominent leader who would 
steer the course of the Union. Unlike in previous decades, neither Italy nor France and 
nor Germany provided any visions or displayed any real enthusiasm to take Europe a 
step forward. Devoid of the European spirit of a Helmut Kohl or Jacques Delors, and 
led by a weakened and often powerless European Commission, the EU has found itself 
facing an uncertain and somewhat depressing future. Instead of being the “most dynamic 
knowledge-based economy” (Lisbon 2010) on Earth, it continues to fall behind emerging 
economic superpowers like China and other competitors like the United States. Instead 
of being able to dictate the terms of a fruitful cooperation with external energy suppliers, 
it continues to fall prey to, in particular, Russian divide-and-rule tactics. None of this 
should come as a surprise if one considers the fact that any European reaction to external 
pressures was severely delayed, often, though not exclusively due to German hesitation to 
act in a swift manner. 

One of the major challenges the EU will face in the near future is how to build upon 
the currently emerging consensus that the common currency requires an institutional 
foundation (banking union) as well as more economic and fiscal integration. European 
leaders will have to reach a common position with regards to the economic and fiscal 
union, which might require major amendments to the treaties or even a new treaty. 
Furthermore, they will have to address the democracy deficit and find a working solution 
which would see a strengthening of the European Parliament without diminishing the 
role of national parliaments to an extent that would result in member states vetoing the 
necessary changes. It should be obvious that any change to the institutions of the EU 
and the political system within the EU on the various European, national and regional 
levels will only be accomplished if national leaders are able to convince their voters of 
the benefits of such changes. This, however, would require major improvements in the 
communication strategies currently exhibited by governments.

65 “Self-Deception in Berlin Impedes Greece Strategy”. Der Spiegel, http://www.spiegel.de/international/
europe/accounting-tricks-in-berlin-impede-greece-bailout-strategy-a-868085.html, 19 November 2012.
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Much of the EU’s future hinges on the seemingly easy question about who is ‘running 
the show’ in Brussels. A strongly pro-integration leader, such as Poland’s Donald Tusk, 
would be in a position to set the EU onto a course towards more (deeper) integration with 
a clear agenda and, very likely, a larger budget. On the other hand, David Cameron, could 
be considered as the exact opposite. Were he to emerge as the single most important leader 
in the EU, attempts to maintain the status quo or even roll-backs of integration could be 
expected. However, neither politician is considered the single most important politician 
in the EU. Again, this role is assigned to Angela Merkel, and her hesitant and only 
lukewarm support for further integration is perfectly well reflected in the EU’s slow pace 
of development in any direction. A glimpse of hope for the EU might be ECB President 
Mario Draghi, whose actions, such as the OMT programme, have forced European leaders 
to follow suit to act with more determination and vigour. Moreover, recently the European 
Commission has begun to revive its role as “motor of European integration” by drafting 
visions of the EU’s future, including, crucially, the idea of a federation of states. 

Returning to the analogy of a ship navigating through stormy weather, Europeans 
should remain slightly optimistic. Even though a clear leader has so far failed to emerge 
and take control of the rudder, a number of candidates have displayed a shy readiness to 
act. Whilst too many helmsmen might cause serious disagreements over which course to 
take, another scenario is equally possible, namely that each candidate will feel pressured 
to perform beyond the merely required minimum to maintain their leadership position. 
Furthermore, both internal and external factor will continue to push EU leaders to finally 
find a solution to, literally, fix the holes in the EU’s banking and financial sector, and 
prevent any recurrence of the current crisis.

Whilst the EU has not yet left the storm and will continue to struggle for quite some 
time, it can take comfort in a slight improvement of weather conditions, e.g. markets 
have mostly calmed and yield rates of Spanish, Italian, Irish and Portuguese bonds 
have significantly recovered from their previous peaks. This should offer the EU some 
additional time to establish the necessary foundations to insure, or at least protect itself 
better against future turmoil in the finance and banking sector. However, despite these 
slight improvements, it remains very difficult to predict where the EU is headed and who 
will lead it there. Just as a ship’s crew with a captain without  compass, the EU will have 
to rely on its leaders to display a high degree of navigation skills in almost complete 
darkness. It is to be seen who will display those skills and in which direction the EU will 
move. However, one thing remains clear: it cannot refuse to move at all.

Research was concluded by 20 November 2012
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