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Because its model of social organization is based on solida-
rity, the European Union views itself as a social demo-

cracy. As such it aspires to set an example for the rest of the
world. Europe differs essentially from libertarian democra-
cies such as the United States in recognizing the basic social
and economic rights of all its citizens beyond the civic and
political rights enjoyed by the inhabitants of any law-governed
democracy. The expectation that the EU would treat those
social and economic rights as obligatory norms for all the
member nations – as well as the Union as a whole – finds expression in one of
the Union’s foundational agreements, the Lisbon Treaty of 2007. The EU has
failed to move forward toward complete fulfillment of that promise in a way con-
sistent with its own self-imposed obligations and the needs of European citizens.
Indeed, the financial crisis that began in 2008 and continues essentially un-
resolved to this very day, has actually reduced the level of social democracy that
had previously been attained. Social services and social insurance have been cut
back in almost all the member countries. In the hardest-hit »crisis countries« in
the Mediterranean basin, the cuts have been so drastic that they clearly weaken
those nations’ claim to be social democracies at all. The social dimension of the
European Union has always played second fiddle to the power of its internal
market, but now those social commitments seem headed for oblivion. What is
more, the sovereign debt that governments have been forced to incur in the wake
of the financial markets’ dysfunctionality has left little money available for ne-
cessary investments in education and other fundamental social systems, both
now and far into the future.The direct consequences of the crisis are clear enough:
European citizens are now fed up with the lack of progress in resolving the crisis.

In this issue our authors address many of the topics connected to the crisis
and the damage it has inflicted on social democracy in Europe. Some of the cru-
cial issues discussed in these pages include: how the socially-minded, solidarity-
based Europe can regain lost ground, and how democracy, certainly one of its pre-
requisites, can again be put on a solid footing.What sort of a Europe do we want,
and what roles should be assigned to banks and to the democratically legitimated
political sphere, respectively? And how can one impose durable, effective regula-
tions on the financial markets when some of the political decision-making cen-
ters do not want to go along, at least for the time being.At first glance, this debate
looks Eurocentric. But in truth its conceptual and practical outcomes will have
broad implications for the way in which a crucial issue is handled: the intersection
between the political sphere, which of course relies on democratic legitimacy,
and the banking sector – indeed global financial markets as a whole.

Thomas Meyer
Editor-in-Chief and Co-Publisher
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The second rescue package for Greece
turned into waste paper even more

quickly than many feared. The requisite
»modification« passed the Bundestag at
the end of November, 2012 with unseemly
haste and apparently irresistible necessity.
All the talk was about solidarity with
Greece ...with Greece? With citizens who
stand to lose their jobs, their houses, and
their incomes because of austerity policies
forced on them by outsiders? Or was it
supposed to be solidarity with the ship-
builders, entrepreneurs, lawyers, and in-
vestment advisors, who have long found
ways to avoid paying their fair share of taxes
in this »failing tax state?« Someone should
also have mentioned that the lion’s share of
the credits »for Greece« would actually be
flowing back into the big banks of France
and Germany. This is not simply a matter
of »solidarity« offered by rich countries to
poor ones. It is also a kind of perpetual
hostage-taking inflicted on democratic
political institutions by speculators work-
ing in deregulated financial markets.

Crises call for specific political re-
sponses. They put pressure on government
to take action. Decisions have to be made
quickly. The elements of deliberation such
as one finds, ideally at least, in political
discourse and parliamentary negotiations,
start to look like a democratic luxury. Cri-
sis situations in politics demand rapid,
simplified decision-making procedures.

The dividing line between executive and
legislative branches gets blurred. As the
well-known Weimar-era expert on public
law,Carl Schmitt,observed – evidently with
some relief –, crises are the »hour of the
executive.« That is not to imply that the
present German government is following
the script penned by this conservative the-
orist of sovereignty, or is even aware of it.
Nevertheless, we can discern exactly that
model of politics lurking behind the Euro-
pean policy currently being pursued by
liberal-conservative coalitions in Europe,
most certainly by the one in Germany. Po-
litical power is drifting toward the exec-
utive, even though the shift does nothing
to resolve the crisis.Yet it is something that
may cause long-term damage. The point
is not to serve up yet another pointless
lament about the democratic deficit in the
European Union. There is more at stake
here, specifically a shift of the axes of le-
gitimacy between democracy and tech-
nocracy, legislative and executive, nation-
state and EU.

We are currently witnessing a power
surge in European institutions: the Coun-
cil, the Commission, and the European
Central Bank (ECB). Such a transfer of
power away from institutions with demo-
cratic legitimacy such as parliaments and
elected governments toward the poorly
supervised ECB with its shaky claim to
legitimacy is generally justified by appeal-
ing to economic imperatives. Attacks by
oligopolistic hedge funds, insurance con-
sortia, investment banks, and other specu-
lators (misleadingly dubbed »the financial
markets«) caused interest rates on the cre-
dits granted to vulnerable debtor nations
to reach alarming levels. The German
Chancellor’s dithering gave the specula-
tors a boost, driving interest rates as well
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as debt levels toward the stratosphere.
Only wide-ranging guarantees issued by
the ECB, or so it is claimed, were able to
stop this ominous wave of speculation,
thereby allowing the affected countries
once again to get credit at interest rates
they could afford to pay. Thus the ECB
allegedly needs to retain its capacity for
rapid and discrete – and therefore opaque
– reaction. This line of reasoning looks
convincing in an economic sense, but not
in terms of the theory of democracy.

Trade-off I:
Democracy vs. Technocracy 

In keeping with democratic principles,
every power surge in the ECB should
be accompanied by a reinforcement of
democratic control procedures over it and
opportunities for public participation in
its decisions. There is no interpretative
wiggle room here. A »democracy problem«
of this kind was already apparent in the
case of the German Bundesbank, and is
even more pronounced now with the ECB.
The increasing power of the ECB during
the euro-crisis has been accompanied by a
decline in the power of national parlia-
ments and even governments. This is true
of both creditor and debtor nations. The
ECB has used monetary policy, chiefly
bond purchases, the European Stability
Mechanism (ESM), and loans tied to aus-
terity conditions, to intervene deeply in
the budgetary policies of EU member
states. It has extended its influence over
member state policy-making not only
through its own actions but also via the
cooperation of the European Commission
and the International Monetary Fund
(IMF). None of these institutions is espe-
cially noteworthy for its democratic sensi-
tivities, nor is any of them accountable to
the people through democratic institu-
tional channels. They owe their legitimacy
instead to their expertise and their pre-

sumed problem-solving capabilities (which
are at times frivolously attributed to them).
Technocracy substitutes for the demo-
cratic mandate.

The right to craft a budget, the most
cherished of all parliamentary preroga-
tives, is being hollowed out. This is true
even of the »creditor nations« such as Ger-
many, in which the Parliaments has ratified
the crisis policies of Angela Merkel ex post
facto (to which there are allegedly no alter-
natives) rather than discussing them ex
ante. The debtor countries, with Greece
as the prime example, have to accept the
humiliation of being treated as immature
wards, incapable of democratic self-deter-
mination. Since all of the guarantees and
loans are doled out only if the PIGS coun-
tries, as they are sarcastically called (Por-
tugal, Ireland, Greece, Spain), accept a
»made in Germany« debt brake, they will
be in thrall for many years to come to
international financial institutions with
no democratic legitimacy. It doesn’t take
much imagination to paint a picture of the
restrictive impact that these conditions
will have on departments that spend a lot
of money, such as those in charge of social
and educational policies. In all four coun-
tries the social dislocations arising from
externally imposed deflation can already
be identified. These measures thus violate
not only the foundational principles of
democracy; they also drain resources away
from core areas of social justice policy.
Post-democracy has arrived in Europe’s
South. Democratic institutions such as
elections, parliaments, and governments
are declining into mere facades, while the
troika (see above) makes the real political
decisions.

Of course it could be argued that the
fading-away of democracy just has to
be accepted on account of the economic
»emergency,« although that emergency
is really self-inflicted, since it has arisen
primarily on account of the deregulatory
policies pursued by leading Western coun-
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tries. We are told that we must avoid at all
costs making things any worse than they
already are, say by allowing the collapse of
the euro. This sounds plausible, but it does
not relieve its advocates from the burden
of proof. They have to show why the re-
sulting economic dislocations would be
worse for citizens than the loss of democ-
racy that they, the advocates, are willing to
put up with. It would certainly not be easy
to calculate the final bill if one had to
balance off the advantages in financial
policy against the disadvantages to democ-
racy.But it is not impossible.Still,up to this
point no one on either side has actually
figured out the bottom line. But even if
this were actually done convincingly, one
would have to admit that democracy had
ended up the loser. This is being called a
classic trade-off: less democracy in ex-
change for preserving the ability of de-
cision-makers to act quickly in a crisis.

All this compels us to reflect on mat-
ters of principle. Is it even possible to move
toward »communalization« of national
laws and the policies of nation-states, i.e.,
toward the deepening of the EU, without
undergoing a decline of democracy? Or is
another trade-off looming on the horizon?

Trade-off II: Nation-state vs.
Post-nationalism

Historically, democracy has undergone
two great spatial transformations. The first
one occurred when the direct democracies
characteristic of ancient Greek city-states
evolved into the indirect, representative
democracies that began to emerge in Euro-
pean and North American territorial states
beginning in the eighteenth century. The
direct, but also exclusive, character of Attic
democracy was transformed into a pre-
dominantly representative form of democ-
racy that gradually lost its exclusive char-
acter due to the introduction of universal
suffrage in the twentieth century. Democ-
racy became indirect, yet at the same time

more inclusive – a reasonable compensa-
tion for what was lost.

The second great territorial trans-
formation of democracy, underway for
quite a few years now, involves a transfer of
functions from national representative
institutions to supranational organizations
and regimes. Unlike the first metamor-
phosis, this one threatens to leave us with-
out any comparable democratic compen-
sation. That observation appears to hold
true for the global regime, which includes
such bodies as the World Trade Organi-
zation (WTO) and the IMF, and still more
for regional organizations such as the EU.
But the institutional creativity and polit-
ical will of the EU have so far not been
sufficient to outflank the transfer of func-
tions to the all-European level by enhan-
cing the potential for democratic parti-
cipation, representation, and supervision.
It is possible to do all this, but so far it
hasn’t happened.

It is not good enough to meet this cri-
tique by offering its proponents the cheap
advice that they should build support for
their proposals and engage in the work of
democratic persuasion. That sort of advice
is as old as the European deficit in legiti-
mation itself, but so far it hasn’t changed
anything.

It is not only the »subjective factor«
– the democratic will to effect change –
that is lacking here. It is objectively diffi-
cult to create a consensus among 17 of the
27 member states. They are much more
heterogeneous, far more deeply riven by
profound economic, social, and mental-
cultural cleavages than is any individual
European country within itself. To be sure,
we should by all means protect and pre-
serve differing historical traditions, lan-
guages, myths, and symbols. But when it
comes to political decisions, the countries
in question should be willing to acquiesce
in common resolutions and in some cases
just line up behind them. Despite the prin-
ciple of subsidiarity, this is not an easy
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thing to do. It requires a willingness to
compromise, mutual acceptance, and tole-
rance. These qualities are not to be had at
bargain-basement prices even in federally
organized nation-states, as Germany’s
perpetual quarrels over financial equal-
ization among its states, and the nation-
ality conflicts in Spain show. The EU can
no longer allow the evolution of a com-
mon legal code and political decision-
making to race so far ahead of democratic
safeguards as has been the case in the past.
In its previous decisions on European
issues, Germany’s Constitutional Court
has consistently expressed its reservations
about the eclipse of democracy at the EU
level. If their reservations are not taken
seriously, that will only stoke the national-
chauvinist fires of right-wing populism.

The history of European integration
exhibits a consistent pattern. Persuasive
suggestions for offsetting the decline of
democracy at the national level by expan-
ding it at the European level have either
not been put forward at all, or else they
have not been effectively implemented. In
particular, democratic values of transpa-
rency and oversight of decision-making
have been more weakly developed at the
European level than they have been in the
democracies of individual countries. More-
over, civic participation leaves something
to be desired. Let’s take the case of the
European Parliament (EP). In 1979 direct
election of representatives to the EP was
introduced in order to strengthen parti-
cipation and representation at the Euro-
pean level. Since that time, the EP has been
given additional functions. In spite of all
that, average rates of voter participation
have been declining, literally in every single
election. In 1979 turnout rates stood at
65.7 % of eligible voters; by 2009 they had
fallen to a mere 43 %. In six countries voter
turnout in the last election was less than
30 %. Another awkward fact to consider
is this: there is a »social selection« taking
place in European elections, a creeping

self-exclusion of the lower classes that
is more pronounced in these elections
than it is in their national counterparts.

The growth in the European Parlia-
ment’s legislative reach has gone hand in
hand with the aforementioned decline in
citizens’ interest. Given that trend, there
is no way that democratic theory could
countenance a further expansion in the
functional scope of the EU Parliament at
the expense of national parliaments. It has
been proposed that the decline in voter
turnout might be reversed by bestowing
still more functions and visibility on the
European Parliament, but empirical expe-
rience over the past three decades does
not lend support to that claim.Why should
it work any better in the coming decades?
Even if matters take a turn for the better
over the long run, voter turnout in EU elec-
tions will still not catch up to the national
rates of voter participation anytime soon.

If one considers the problem solely
from the perspective of democratic theory,
a further drift of functions toward the
European Parliament and the EU cannot
be legitimized. This is an imperative that
flows from democratic theory, not natio-
nal political considerations. Each addi-
tional step in the direction of European
integration has to be accompanied by
a deepening of democracy. That is the
only way that European integration will
transcend its elitist character and become
a democratic project of the peoples of Eu-
rope. Direct election of the Commission’s
President or Europe-wide referenda would
be important steps in the right direction.
But here again we must bear in mind that
the self-exclusion of the lower classes is
more severe in referenda than it is in na-
tional general elections.

Trade-off III: Output vs. Input

If the EU were thought of as a country see-
king membership in the European Union,
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its petition would be rejected because it
would not be able to meet the requisite
standards of democracy. That witticism is
well known. It is unrealistic to assume that
anything essential in that state of affairs is
going to change quickly. The EU will not
attain the same quality of democracy as
Sweden, the Netherlands, or Germany.
Nevertheless, this certainly does not auto-
matically rule out steps toward further
integration.

That is the case because democracy
has both an input and an output dimen-
sion. The input dimension includes the
institutions and procedures of democratic
participation, representation, and decision-
making. The output side is embodied in
the material results of the decisions that
have been reached, i.e., such goods as peace,
economic welfare, legal and social security,
and generally the opportunities in life en-
joyed by all citizens. The accomplishments
of the European Union and its predeces-
sors, the EEC (European Economic Com-
munity) and EC (European Community)
are indeed impressive. The EU has spurred
the exchange of goods and services, and
enhanced the mobility of capital and labor.
In this way it contributed in no small mea-
sure to Europe’s prosperity, even though
there have been losers as well as winners,
and the social components of the EU have
clearly lagged behind the neo-liberal legal
framework for competition. Likewise the
historically unprecedented reign of peace in
Europe has come about thanks to its inte-
grated community.Without the cohesion of
European states and peoples, Europe could
not maintain its affluence. It would be-
come uncompetitive in a globalized world.

The EU’s legitimacy has always owed
more to the output side than to the input
dimension. It can be legitimate to compen-
sate for losses on one side of the ledger
with gains on the other as long as these
offsets are accepted by the citizens and the
normative and procedural substance of
democracy is not jeopardized. But at pre-

sent neither of these conditions is auto-
matically being met. In the midst of the
euro-crisis the European Commission, the
ECB and – last but not least – the present
German government are exporting that
German invention, the debt brake, and
thus driving the entire Union into deep
deflation. Greece’s GDP, for example, has
already fallen by one-fifth since the out-
break of the crisis, and every day 1,500
people lose their jobs there. In Spain and
Greece one-quarter of the active work force
is unemployed. No solution to the crisis
is in sight. The crisis management of EU
institutions and the leading member states
has so far proven ineffective.Ordinary citi-
zens understand that as well as the experts.
Thus, the output legitimation of the EU is
in trouble, since the troika has not been
gentle in its handling of sovereignty rights
and parliamentary oversight prerogatives.
But if input legitimation is being narrowed
in scope just at the same time that output
legitimation is falling into crisis, then im-
portant sources of democratic legitimacy
begin to crumble.

Cutting democratic losses

What is really at issue here is not whether
we want »Europe,« but what sort of Euro-
pean Union we would like to have. Not
every critique directed against Europe can
be classified among the usual suspects:
parochialism, nationalism, and clinging to
the past. If we are going to describe Euro-
pean competition laws and the specific
construction of the European internal mar-
ket as aspects of a neoliberal project, then
the critique of Europe cannot be coun-
tered by the argument that European inte-
gration has brought the Continent fifty
years of peace. A person is not necessarily
a nationalist just because s/he does not
believe in the glossy fairy tale that Europe
can simultaneously be enlarged, deepened,
and democratized. If someone does not

6 N G | F H   2 | 2 013

Quarterly_2-2013_komplett.qxd  04.09.2013  08:58  Seite 6

Quarterly_2-2013_komplett.pdf[Limberg Box Patch : TrimBox [0] BleedBox [3] MediaBox [10] Patch : Page 8]



think a circle can be squared, that certainly
does not count as heresy. It is high time
that we put an end to the either/or debates,
which are by now nearly as quaint as old
wood-cuts, and started thinking about
trade-offs. Problem-solving capabilities
and efficiency can have costs, especially
when trans-border issues are on the agen-
da. We have to reflect on the question of

whether gains in efficiency will be achie-
ved at the cost of less democracy. But the
boundaries must be drawn more narrowly
than is currently the case with the frenzied
export of austerity. A democratic Europe
deserves nothing less. European integra-
tion can no longer be run as an affair of the
elites; otherwise, both Europe and de-
mocracy will be at risk.

N G | F H   2 | 2 013 7

How can the EU restore the appeal it once held for its citizens? What kind of
Europe do we want? And how will Europe affect the German electoral campaign?
The President of the European Parliament met with our interviewer, Thomas
Meyer, to answer these and other questions.

A conversation with Martin Schulz

»Europe has to defend its solidarity-based model
of society, even in the age of globalization«

NG/FH: We have reached a fork in the road
where European policy is concerned. At
this point we have to ask ourselves what
direction we would like to take, what our
alternatives are, and what is at stake for us,
the citizens of Europe, and for the member
nations. What possible alternatives do you
see at this truly historic moment?

Martin Schulz: First of all I think it is
necessary to reject the statement that,
»there is no alternative to Europe.« There
are alternatives to everything. That is what
the European debate is all about right now.
Considering the trends of recent years, do
we have the courage to expand European
collaboration and the cooperation of na-
tions and states in joint organizations, or
will we just throw in the towel? Are we going
to regress back toward a »protected home-
land?« That would be the surest way to
make Europe insignificant in the interna-
tional scheme of things.

NG/FH: But we are now in a situation in
which citizens increasingly seem to be tur-

ning away from Europe, while many of the
politicians in the EU member states have
grown weary of European unification.
And this is all happening just when more
impetus is needed to make a new start.
How is the Europe of the future ever going
to come about against such heavy odds?

Schulz: We have to take the various con-
cerns and needs of people in the member
nations seriously and try to find solutions
for them. Not everyone who criticizes the
EU should be written off as an EU skeptic.
I think of myself as a critic of the EU, but
it is just this sort of criticism that makes it
possible to identify and correct the Union’s
shortcomings. In order to do that we have
to ask ourselves again and again what the
idea is that underlies European unification.

In the 21st century European states and
nations are facing a set of questions that
none of them is able to answer by itself.
No nation-state acting on its own could
respond to the dilemmas of climate change,
economic transformation, and the inter-
dependence of international financial mar-
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kets. Under those circumstances all of us
would quickly run up against the limits of
our own capabilities. To solve problems
like these we need the energy of the 500 mil-
lion people who still inhabit the wealthiest
portion of the earth. Of course there are a
number of politically formidable countries
in the region, but none is strong enough
anymore to go it alone in the global arena.
That is the reason why we need the Euro-
pean framework which we call the Political
Union. Yet unfortunately it is also quite
true that just when we need more Europe,
people have become more skeptical. But
what is the target of all this skepticism? Is
it directed at the idea of an integrative pro-
cess designed to handle new challenges,
or perhaps at the institutions as they are
presently set up? I believe that people are
turning away from the EU’s formal struc-
ture, which is not legitimate or transparent
enough as measured by the usual demo-

cratic standards and remains hamstrung
by the principle of unanimity that prevails
in the European Council, in which the
heads of government meet.To enhance the
EU’s appeal for all its citizens, we have to
tackle precisely those issues.

NG/FH: But in order to accomplish that, the
EU needs new forms, new institutions,
and new regulatory instruments. What
position have the Social Democrats in the
European Parliament taken on this, and
what role are the German Social Demo-
crats playing?

Schulz: To begin with, let’s keep one thing
in mind: in agricultural, economic, and
monetary policy, in environmental policy,
and in many other areas we have long since
relinquished our sovereignty and trans-
ferred it to the European level. Accord-
ingly, the EU has already become a quasi-
state in certain areas, but we have not yet
transferred to it the model of a division of
powers which we know from the context
of the nation-state. There is no European
government that can be invested by a par-
liament or removed from office, no govern-
ment that has to be accountable to the Eu-
ropean public. But that is exactly what we
need: a government responsible to parlia-
ment for the areas which the EU controls.

NG/FH: And yet what a great many people
fear is that Europe will expand such a go-
vernment into a transfer system, so that
German tax revenues will flow unchecked
into the coffers of foreign countries within
Europe. Is our future wedded to a model
such as this? And if that is indeed what the
future holds, how do we communicate it
to the citizens without frightening them?

Schulz: First of all, one has to be honest. In
a certain sense we already have a transfer
union, and one that entails joint liability.
To be sure, euro-bonds, a common debt
relief fund, and other such proposals were
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all rejected. In the meantime the crisis con-
tinued to get worse, because the financial
markets of course noticed that no instru-
ments of control had been put in place, so
they could keep on speculating. It was not
until the moment that the European Cen-
tral Bank chief, Mario Draghi, announced
that the ECB would purchase sovereign
debt to prop up the euro, that we succee-
ded in reducing interest rates on loans
taken out by the crisis countries. Sovereign
debt held by the ECB is now guaranteed by
the bondholders of the ECB: that is, the
states of the European Union. De facto this
means that there is joint liability. In case
payment were to be suspended, the bond-
holders of the ECB would be liable for the
unpaid amount in proportion to their
investment. This fact has to be made clear
to the citizens. Beyond this the Federal
Republic of Germany has already guaran-
teed more than 400 billion euros due to
commitments made in previous bailouts.
Thus, anyone who claims that there is no
liability union at present is pulling the
wool over the eyes of German citizens.

To win people over once again in favor
of the idea of European integration, I re-
commend a look at the elections in the
Netherlands. During the electoral cam-
paign Diederik Samsom, chairman of the
Partij van de Arbeid (PvdA), said right from
the start that there would be another bail-
out for Greece and that the Netherlands
would have a stake in it. The outcome of
the election was that he won 24 % of the
vote in the end, even though he had begun
with polls showing only 9 % support.
Evidently, the voters respected his honesty.
So when politicians honestly admit that
they will have to run great risks to resolve
the crisis, but that inaction is far riskier,
their forthrightness will have a political
payoff.And in the case of the EU it looks as
though we will have to run those risks to
save our currency from speculators, but
that we will have to explain why we have
gone down this road.

NG/FH: And why would Social Democracy
want to take this road and not a different
one?

Schulz: Just recently the Bertelsmann Foun-
dation presented a study that investigated
the follow-up costs in case of a collapse of
the euro zone. One of the results was that
the immediate follow-up costs for Germany
alone would amount to about 4 trillion eu-
ros. In truth the euro is a real success story.
It has been possible for us to keep interest
rates and inflation low. Also, even though
we have a weak political system in the cur-
rency bloc, we still have a strong currency.
So why would we want to let the euro
fall apart? The consequences for Germany
would be enormous.A new D-Mark would
have to be revalued upward, which would
cause our entire export business to col-
lapse, upon which thousands of jobs de-
pend. So now we are facing a choice: are
we going to take certain risks to avert a sce-
nario that would impose a disproportion-
ately heavy burden on all of us, or not?

NG/FH: So then which politicians in Ger-
many would be able to present and then
stick to such a risky line of reasoning?

Schulz: In Germany Peer Steinbrück has
taken a clear position over the past few
weeks and months. To be fair one must
also say that Angela Merkel has not offered
entirely different arguments, but only late
in the game, and when she is compelled to
take that road. Of course, that is partly be-
cause of the party she leads and the coali-
tion partners she must please. But this sort
of temporizing is costing the taxpayers of
Europe a lot of money.

NG/FH: Is it even possible for Peer Stein-
brück and the SPD to go on the offensive
in the coming months by advocating –
and sticking with – a pro-Europe course
against the CDU and Mrs. Merkel? As
everyone knows she has posed deceptively
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yet effectively as the guardian of German
tax money.

Schulz: The publicly cultivated image of
Mrs. Merkel is of course misleading. She
does not refuse to spend the German tax-
payers’ money, but she creates the impres-
sion that such is the case. That is her stra-
tegy. Yet the reality is that Germany is
already on the hook for 400 billion euros
in case doubts arise. Frau Merkel took on
those obligations. That is the reason why
it would be much more important in an
election campaign to unmask that false
rhetoric and lay out the facts for people in
an open, honest way. Another pan-Euro-
pean problem is the self-empowerment of
the European council, to use the words of
Jürgen Habermas. The heads of state and
government have pulled all the decisions
up to their level and have tried more and
more to marginalize the Parliament and
the Commission.As a result, the European
Union is not making any more progress due
to the rule that decisions of the Council
have to be unanimous. That doesn’t work,
because there is always at least one head of
government who is having problems in his
own country and wants to gain a higher
profile at Europe’s expense. That is why the
Lisbon Treaty intended to introduce the
principle of majority rule in the European
Council: to prevent vetoes by one or a few
countries. But now this has been twisted
so as to produce the opposite effect.

NG/FH: Supposing that we were to act on
all of these arguments, especially the intro-
duction of a system of economic gover-
nance, albeit placed under stronger parlia-
mentary control at the European level.Are
those the most important steps toward
building a new Europe, or are there other
things that need to be done?

Schulz: Of course we need far more strin-
gent supervision and re-regulation of the
financial markets. As long as those mar-

kets remain deregulated, there is always a
danger that similar crises will come back
to haunt us. If one considers the evolution
of the crisis, it becomes obvious that regu-
lation is necessary: in 2008 we had new
indebtedness, on average, of less than 3 %
of GDP in the EU. Then came the crisis
and new indebtedness climbed to 6-7 %.
Those debts were incurred in order to save
banks that had gotten into trouble through
speculation or by their negligence in mak-
ing loans that could not be repaid. Now
those same banks that were bailed out by
the taxpayers are demanding higher inte-
rest rates from the very countries that
saved them. We must put an end to this
absurd system. And by the way, it an ex-
ample that illustrates very well why we need
a European ratings agency that would apply
different standards in evaluating banks
than the three American agencies use.

Another issue concerns the planned
introduction of a financial transactions tax.
Until now only eleven countries have ex-
pressed interest in participating in its imple-
mentation, but I am confident that quite a
few more will eventually come on board.
Another point that deserves emphasis is
the waning solidarity of wealthy individ-
uals via tax avoidance and outright tax
evasion. Why is Germany seeking to con-
clude a bilateral agreement with Switzer-
land rather than doing it jointly with the
entire EU? If the EU had a tax agreement
with Switzerland, then we would have ac-
cess to the billions of euros stashed away
by tax refugees from Greece. Thus, the re-
quisite financial regulation involves much
more than the prohibition on short sales
and other measures already decided upon.
Now in this context one constantly hears
the argument that many reforms will have
to wait until a system of economic govern-
ance has been put in place. But that is not
true in the sense intended. Many measures
could be enacted even now. Yet of course
there are always some EU member states
that block agreement on such measures.

1 0 N G | F H   2 | 2 013

Quarterly_2-2013_komplett.qxd  04.09.2013  08:58  Seite 10

Quarterly_2-2013_komplett.pdf[Limberg Box Patch : TrimBox [0] BleedBox [3] MediaBox [10] Patch : Page 12]



NG/FH: Would all of this lead to a Europe
moving along at different speeds, with the
euro zone as the core and the rest as
periphery?

Schulz: No, the idea of »17 plus X« is false.
European treaties clearly state that all the
EU member countries are obliged to intro-
duce the euro, not just the 17 that have
already done so. The only exceptions are
Great Britain and Denmark, since they
have so-called »opt out« clauses as far as
the euro is concerned. That is the reason
that I advise everyone to think of ways to
get the stronger European economies into
the euro, rather than always speculating
about who might abandon it. One such
example would be Poland, which is right
now the most dynamic economy in the
European Union and has a pro-Europe
government that has twice fended off the
euro-skeptics. The point is that we have
to take a different approach. To me that
would entail a »27 minus X« strategy com-
prising all countries except those that do
not want to participate, meaning Great
Britain and perhaps Denmark. But even
Denmark has already linked its krone to
the euro and therefore has an interest in a
stable euro.

NG/FH: Now of course many of the re-
forms you alluded to – and for that mat-
ter the very momentum of the process of
integration – have become controversial in
their own right. So where do the front
lines between advocates and opponents
of this project run inside the European
Union?

Schulz: That is not an easy question to
answer. The lines of conflict over the pro-
cess of integration cut right across soci-
eties, parties, and institutions. On this
issue there are hardly any homogeneous
units. But there are ways in which one
could break it down, for example over the
question of how the crisis might be resol-

ved. The conservative-liberal camp is ban-
king entirely on budgetary discipline to
regain investors’ confidence and thereby
to stimulate growth. But a policy of pure
austerity does not work, as we see in
southern Europe, where the debt crisis has
worsened in spite of draconian austerity
measures, because the economies there
have collapsed. The more left-leaning camp,
by contrast, favors the budgetary disci-
pline approach coupled with investments
designed to foster new growth. But in
addition to this line of conflict there is
another one over the most desirable degree
of integration. Thus, for example, on one
hand Great Britain is interested in a stable
euro so that it can continue exporting to
the European »near abroad«; but on the
other hand that country rejects the regu-
lation of financial markets in order to
protect the City of London. Naturally,
everyone else is against that, so a solution
had to be chosen that leaves the British on
the outside looking in.

A third line of conflict also touches on
the future financing of the EU. In this
matter, the countries can be divided into
two camps: the »friends of better spen-
ding,« roughly the countries that are net
payers, and the »friends of cohesion,« the
countries that are net recipients of EU
spending. The interesting thing here is that
both social democratic and conservative
governments are to be found in each of
the camps.

NG/FH: In Germany elections are now
scheduled for this year. During the French
presidential election campaign, Merkel
and Sarkozy closed ranks. Do you think we
should expect the same thing to happen
between Hollande and the German Social
Democrats?

Schulz: It is quite clear that a socialist
government in France would prefer to work
with a social-democratic counterpart in
Germany than with a conservative govern-
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ment there. By the same token, Angela
Merkel naturally felt closer to Nicolas Sar-
kozy than to François Hollande. There is a
positive side to this development, since we
in Europe are all in the same boat and have
to accept the fact that European interests
now trump those of any one nation-state.
Today we must take an interest in who is
governing in other European countries
and how elections there have turned out.
The results of any given election will entail
that one policy or another in Europe is
going to acquire more advocates. For that
reason I am assuming that European poli-
tics will also play a role in the outcome of
the German electoral campaign.

NG/FH: Will the issue of Europe evoke a lot
of controversy leading up to the German
elections, or will parties be more inclined
to sidestep it, because there is not that
much difference between their respective
positions?

Schulz: Both statements are correct. There
is a great deal of common ground con-
cerning the wish to stabilize and promote
the euro and Europe. Yet at the same time

there are certainly major differences in the
ways such goals might be achieved, and
those differences will become campaign
issues. During the upcoming electoral cam-
paign there will be a quite a bit of contro-
versy over the question of who pays for cri-
sis management. Will it be ordinary wage-
earners and the more vulnerable members
of society? Or will it be those who actu-
ally caused the crisis, the speculators and
bankers. After that we will have to face the
question of whether we are going to make
our continent fit for the 21st century by
investing in the technologies of the future
and advancing needed structural reforms,
or whether we will renationalize Europe
and, by doing so, initiate its decline into
international insignificance.

I am looking forward to this fight,
because it will give us the opportunity to
talk about what sort of Europe we want. I
would prefer a Europe willing to defend its
solidarity-based social model even in the
age of globalization, one in which respect
for human rights lies at the heart of our
»brand,« and in which we remain leaders
in developing high-quality, sustainable
technolgies.
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The Greek crisis revealed weaknesses in the structure of the EU. Confined within
the narrow boundaries of economic and monetary union, it has remained little
more than a loose bundle of reforms and reactions. A new Europe, more socially
oriented and committed to solidarity among its members, needs to be established.

Quite a few governments in Europe be-
lieved that 2009 marked the end of the

debate on the future of the EU – and pre-
sumably many more hoped that it did.
First, the proposed European Constitution
had gone down to defeat. Following its
demise a substitute solution, the Treaty of
Lisbon, had been painstakingly negoti-
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ated, then subjected to tough ratification
fights. In December, 2009, the Treaty finally
went into effect. That seemed to seal the
deal and enable governments to get back to
their day-to-day business after more than
two decades of tinkering with the EU’s
constitutional foundation. Those nego-
tiations had never been easy and, as the
number of member nations increased and
the number of sectors to be regulated grew
apace, they became more and more diffi-
cult. The lesson seemed to be that the EU
could not be reformed much more, so the
best solution would be to close one’s eyes
to the problems and make do with whatever
compromises had been embodied in the
Treaty of Lisbon. In what was really a mo-
ment of great success, European govern-
ments grew faint-hearted, while doing
everything they could to deflect criticism
of the new Treaty.

As the end of 2009 neared, the Greek
drama crashed down upon this fool’s
paradise. In the months to come it became
obvious that European governments had
certainly summoned up enough good will
since the Maastricht Treaty to institute a
series of institutional reforms.Yet in retro-
spect it became obvious that they had
neglected one crucial »construction site«
in their campaigns of reform. Even with
the justified exuberance that accompanied
the fall of the Berlin Wall, the governments
of the (at that time) 12 members of the EU
could not mobilize enough support during
the Maastricht Treaty negotiations in the
early 1990’s to put their Economic and
Monetary Union (EMU) on a solid footing.
Of course, it would have required an enor-
mous effort to persuade people in the EU
to go along with serious reforms even then.
But if that had been accomplished, Eu-
rope’s nation-states would have entered
the new century stripped of many of their
previous powers and responsibilities. It is
difficult to say where the EU, especially its
euro zone, would be today if economic and
monetary ties had been put on a solid

foundation, but convincing arguments
have been advanced that the euro would
have strengthened the member-states eco-
nomically and politically if it had been
part and parcel of a »genuine« EMU.

All of a sudden the European question
is on the table again, and this time in a
much more radical way than in any of the
previous rounds of reform. The latter were
preoccupied with optimizing decision-
making procedures and strengthening the
EU’s democratic legitimation. Those efforts
succeeded only moderately well, but they
still made possible a certain amount of
progress. At bottom all of the rounds of
reform that have been held since Maas-
tricht – Amsterdam, Nice, the debates over
the Draft Constitution, Lisbon – followed
an institutional-bureaucratic logic.

Today much more is at stake: the future
of the monetary union and, closely con-
nected with it, the future of the EU as such.
In the first place, then, the current situa-
tion evidently cries out for political resp-
onses. It now looks as though the Maas-
tricht package will have to be opened up for
the countries that belong to the euro-zone,
and as yet we can only vaguely discern the
contours of new agreements that might
emerge on a banking, fiscal, economic, and
political union. Surely there is always the
option of withdrawing from the debate
and pointing out that conclusions must be
drawn from the fact that the idea of a uni-
ted Europe, once so promising, has begun
to lose its luster.

But there is a more worthwhile option
than standing aloof from the debate. That
is to seize the opportunity with both hands
and come to grips with the misguided
developments within the EU that none of
the reform schemes of the 1990’s – not
even the Lisbon Treaty – were able to cor-
rect. There is now a chance to fight and
advocate for a different kind of Europe, as
a recent paper issued by the SPD’s Com-
mission on Fundamental Values has ar-
gued. The necessary leeway has opened up
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so that the course toward a more soli-
darity-based, democratic, and just Euro-
pean Union can now be set. If that were to
be achieved, it would bolster Europe’s inter-
nal cohesion so much that the EU would
also be stronger vis-à-vis the outside world.
In the last few months the German Chan-
cellor, Angela Merkel, has been tirelessly
repeating her mantra that there are »no
alternatives« to her European policies, in
order to mobilize support for them in the
Parliament and among the voters. But in
fact European policies, like all other poli-
cies, always have alternatives, especially in
times of crisis. The chief agenda item now
is thus to clarify and elaborate those alter-
natives. We need a public discourse that
does not take refuge behind empty slogans
such as »more Europe,« or a »genuine po-
litical union« or that assumes an unbroken
line of development toward communal-
ization and centralization. Still less do we
need a discourse that tacitly threatens to
use the »moral cudgel« against skeptics. Nor
should a renewed discourse offhandedly
brand critics of today’s European Union as
»hostile to Europe« just because they object
to the way areas of responsibility are par-
celed out, or to a budget no longer suited
to the times, or to the lack of democracy
and transparency that has surfaced so dra-
matically in the current crisis.

No more patchwork
repairs

So what should any such »new EU« look
like, and how is it to be achieved? It really
does look as though the reconstruction of
the EU would have to be so radical that it
would be equivalent to a founding moment.
But the point here is not to tear down every-
thing that has previously been accom-
plished, but to make it clear that another
round of patchwork repairs, such as the
EU has carried out in previous rounds of
reform is simply unacceptable. Nor will

the kind of horse-trading among govern-
mental representatives behind closed doors,
which has long been common practice,
lead to a sustainable outcome. It has now
become clear that only a more thoroughly
integrated currency bloc will suffice to
overcome the crisis. This will involve a long
step toward a new federal balance between
the EU and its members which will have to
be cushioned by democratic measures at
the national and European level. The new
Union will also entail bold steps toward
integration on the part of the 17 countries
that belong to the euro zone, even at the
risk – intentionally or unintentionally – of
leaving the other ten EU nations behind. If
the 17 and the 10 were indeed to get out of
phase, that could undermine the EU’s inter-
nal market and put the entire EU at risk.
For that reason alone the euro zone coun-
tries will have to try to avert these risks
as far as possible. If they don’t succeed,
there is a risk that one evil (the vulnerable
currency bloc) will be replaced by another
one (implosion of the Union as such).

Is it possible in these tempestuous
times to win an election by campaigning
on the euro? That is a question raised by
this year’s federal elections in Germany.
It definitely will not be easy. There are
growing numbers of people, including
many in Germany too, who by now have
become skeptical of or even hostile to the
European Union, even though well-mean-
ing contributors to debates on the EU are
still trying to gloss over this unwelcome
fact. European policy has finally arrived
on the front pages, in parliamentary and
electoral debates, and in public discussions.
And those engaged in European politics
often exhibit a certain fear of ordinary citi-
zens, who are now, as never before, asking
them tough questions about the costs and
benefits of the European Union for Ger-
many and for themselves. Skepticism and
hostility complicate the task of devising
policies that would enable governments to
resolve the crisis. And those policies will
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have to be imaginative, since there is no
blueprint to follow. We now need creative
ideas about how to build the »new EU.«
And we need answers that will convince
Europe’s citizens.

The fight for the new EU

Thinking about the future of the euro zone
and the EU as a whole requires us to leave
behind old stereotypes about the nature of
the EU. The well-intentioned, consensus-
oriented debate in Germany has been in-
fluenced for decades by a kind of think-
ing that has tended to limit rather than
amplify debates on controversial issues. It
also requires us to rethink central themes
of the integration process in light of the
crisis and reinterpret them with an eye to
future challenges.What can solidarity mean
in the aftermath of the crisis in Europe?
How might a political understanding of
the EU’s final status emerge, as opposed to
one based on geographical or functional
criteria? The founding fathers and founding
mothers of today have the opportunity to
rethink the European Union of the 21st

century. How might the EU look as a social
democracy? And what narrative will sustain
this new Europe? As we survey the global
changes now taking place, there is much to
be said for the idea that, in the end, our
prosperity and social cohesion in Germany
will hinge on whether we can lay the
groundwork for a common future in the
framework of the European Union. That
would also reinforce cohesion within the
EU, where more than three years of crisis
have left their mark. But it would also pre-
suppose a different EU than the one we have
known up until now, one committed to the
principles of subsidiarity, democracy, soli-
darity, and justice. It would be an EU which
recognizes that citizens are at the center of
whatever it does, and that the European
level is not the most important reference
point for most people in Europe. They will

continue to be more strongly attached to
their own countries, regions, and local
communities. It would also acknowledge
that language barriers will never simply
vanish. Now the opportunity is there to reset
our course toward this new kind of union.

Contrary to the dramatic statements
one hears in current debates, the other
EU countries do not expect Germany to
finance the future EU. Rather, they expect
compelling ideas that will guide our actions
as we build the new Union. In Germany
right now it is important to show that the EU
debate does include alternative courses of
action. That is especially vital where youth
are concerned, since they are beginning to
lose their faith in the promise of Europe.

In the past, everyone talked of »brin-
ging along the citizen« and »connecting
the citizen’s life-worlds with those of Brus-
sels« in much the same spirit that people
rotate prayer wheels in Nepal – and all
without much success. The past few months
have shown that people in Europe will get
involved in European affairs when they
have the impression that really important
decisions affecting their future are being
made, and when they have the chance to
make their voices heard in elections and
plebiscites. In Germany they will have that
opportunity in 2013, while the next direct
elections to the European Parliament will
be held in 2014.

If European social democrats seize the
offensive and get involved in the impen-
ding elections while offering credible Euro-
pean programs, the goal of a new, socially-
conscious, democratic Europe is within
reach. The narrative for the 21st century
would then be something like this: Europe
is the place where we can be free in the
future, because we have learned to assume
responsibility for one another. That is so
because we can only preserve freedom,
justice, and peace on our continent by
acting together. And only together can we
create a union in which we and people from
all over the world will want to live.
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It may be that the worst is over. At least
that is what the President of the Euro-

pean Council, Herman van Rompuy, said
with some relief in the wake of the rela-
tively uneventful meeting of heads of state
and government held last December. By
»the worst« he meant the breakup of the
euro zone, perhaps even the collapse of the
entire European Union. Even though most
Europeans probably never seriously be-
lieved that such things might come to
pass, it is nevertheless true that doubts are
spreading about how or whether the pro-
cess of European integration might go for-
ward. The U.S. National Intelligence Cen-
ter recently published a study on global
trends up to the year 2030. Its forecasters
believe that the most likely scenario for
Europe is a further waning of the Con-
tinent’s political significance coupled with
its relative economic decline. The study
identifies several reasons for its pre-
dictions, including demographic trends
(which are stubbornly ignored, especially
in German politics), deficiencies in tech-
nological development, and declining glo-
bal competitiveness. But the most fun-

damental shortcoming, according to this
report, is the political ineptitude of the
European Union. Of course, things do not
have to turn out the way the study fore-
casts, since our future still lies in our hands.
But how long will that continue to be the
case?

Yet van Rompuy’s cautious optimism
also has solid evidence to back it up. Mone-
tary union is still a going concern. Greece
continues to be part of the currency bloc
and seems likely to remain so. The inter-
national exchange value of the euro has
found a level that is appropriate and quite
advantageous for us. The rate of inflation
remains low. The debt burdens on Spain
and Italy are decreasing. Europe’s political
slalom course is often referred to euphe-
mistically as »line-of-sight« navigation,
but it has nonetheless brought forth some
results about which no one need be em-
barrassed. The Fiscal Pact may improve
budgetary discipline in the EU; the Euro-
pean Stabilization Mechanism (ESM) is
better designed to permit timely inter-
vention than was its predecessor, the EFSF;
consensus has been reached concerning
banking oversight, although we still do not
know how to wind up the affairs of large
banks should that become necessary, nor
do we know how to build a firewall bet-
ween the banks’ risky speculative business
and their normal credit operations.Finally,
the European Central Bank has now been
authorized to fill the vacuum created by
political inaction, having become, for all
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»More Europe!« That is the widely accepted platitude we hear in most of the
ongoing discussions about ways to contain the crisis in the EU. It is easy to over-
look the fact that the Continent’s population is going to gain confidence in its
institutions only when the individual citizen begins to equate progress in Euro-
pean integration with an improvement in his or her own personal prospects. In
this article a former EU commissioner shows how that equation can be made to
work.
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practical purposes, the lender of last resort.
So far so good ... up to a point. It remains
to be seen whether the instruments at our
disposal will suffice to overcome the debt
crisis once and for all. Besides that un-
certainty there is another question that
remains completely unresolved. The way
in which the EU answers it will decide
where we actually stand in the year 2030.
This question may be posed as follows:
How can we attain the level of political
competence and economic strength ne-
cessary to remain – and be regarded as –
an equal participant in the world of to-
morrow. The classical response to that
question is: more Europe. That is a respec-
table proposal, at least if one disregards its
rather aggressive rhetorical tone, and the
implicit denunciation of those who see
things otherwise as bad Europeans who
should be so kind as to get on their way.
Such intolerance of dissent and doubt does
the European cause no good. As a sub-
stantive policy matter, »more Europe«
means the transfer by EU member states of
further spheres of authority, ones belong-
ing to core areas of national sovereignty,
to the supra-national level. That is the
way things have gone since 1957, and they
would doubtless have continued on the
same track if the crisis had only been a
one-time slip, i.e., if there had not been
some fundamental problems lurking be-
hind the debt crisis.

»More Europe«:
what does it mean?

The question has to be asked: under the
conditions that now prevail is it even rea-
listic to advocate a policy of »doing what
we have always done?« Indeed, would such
a policy even be desirable? In any case
it would not be realistic. In practice a
transfer of spheres of authority entails a
change in treaties. A new EU treaty would
require ratification by 27 – soon to be 28 –

member states. A considerable number of
them would have to submit the decision
about a new treaty to a referendum. It is
quite unlikely that the member states would
be able to agree on a new treaty in the
foreseeable future.And it is even less likely
that any such new treaty would be able to
surmount the hurdles standing in the way
of ratification. The dim prospects of rati-
fication are intimately connected to an-
other fact: »more Europe« seems to a
growing number of Europeans more like a
menace than a worthwhile goal. The word
has gotten around that the advantages of
European integration are very unevenly
distributed. That is the case for social
groups and regions as well. The word has
also gotten around that European politics-
as-usual is the domain of the executive,
where highly placed officials – and always
the same ones – make decisions in back-
room deals. It is no exaggeration to speak
of a crisis of integration here, in the sense
that the legitimacy of European politics is
more and more being questioned, while
confidence in Europe’s political leadership
has been shaken.

This crisis of legitimation and con-
fidence is not the result of the Lehman
Brothers collapse and its repercussions.
Poor crisis management by national gov-
ernments and Brussels institutions cer-
tainly intensified feelings of deep in-
security, but did not create them. Let us
recall the years after 1989. European in-
tegration had been until then a project
carried out in and by the West; and then,all
of a sudden, its pan-European dimensions
became visible. Yes, eastward expansion
was a strategically courageous response,
but have the »newcomers« really arrived
in the EU? Are they really welcome and
accepted as full-fledged partners? They
themselves do not see it that way. The
Maastricht Treaty, which was supposed to
usher in a true political union, did not
achieve that goal. Instead, it created a
monetary union with severe construction
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flaws. Each additional European treaty has
just barely squeaked through. The project
of an EU Constitution has failed utterly.
We are witnessing strong tendencies to-
ward re-nationalization. To be sure, there
are no true anti-integration movements
out there. However, populist and nation-
alist forces in many places use Euro-skep-
ticism and European uncertainty among
their own electorates as a transmission belt
for their own highly dangerous schemes.
And then we have the Federal Consti-
tutional Court in Germany. Although
it is surely not hostile to integration, its
jurisprudence concerning European issues
admits of only one interpretation: steps
toward integration following the usual
pattern push the limits of what Germany’s
Basic Law allows. The judges in Karlsruhe
have indeed raised their index fingers in a
gesture of warning, but quite apart from
their concerns, we can no longer postpone
confronting the problem of how European
decisions are going to be given democratic
legitimation. What is commonly called
European progress regularly runs afoul of
the persistent will to defend the traditional
nation-state. Only a fully developed system
of parliamentary democracy at the Euro-
pean level will change that.

Coherent policy making

We will not reach that point unless the
people who live in the European Union are
willing to go along. It will not be possible
to carry out the required rebuilding of
Europe as a tour de force of the elite, even
if they were prepared to undertake it. And
there are at least two areas in which re-
construction is needed: foreign and secu-
rity policy as well as the economic and
monetary union. The first step is to lay the
foundations for confidence: the individual
person has to see advances in European
integration as bringing improvement in
his/her own life prospects. For that reason

I think we should worry about »more Eu-
rope« only as a second step. The first step
should be about creating a better Europe,
a European Union that acts in accord with
its own values by strictly limiting itself
to regulating only those things that the
nation-state is no longer able to handle. In
other words the EU would stop regarding
homogeneity as European progress; in-
stead, diversity would be celebrated as a
good integral to national identity, i.e.,
something worth protecting.

Let’s begin with the issue of money,
something which – as has been so strik-
ingly confirmed in recent years – puts an
end to friendships. The European Com-
mission showed itself to be tone-deaf
when if proposed a multi-year financial
framework that implied that there would
be a considerable increase in the EU bud-
get. It made this suggestion just at a time
when it was calling upon the member
states to exercise greater fiscal discipline,
and even asking for the right to force
national parliaments to accept such disci-
pline.Although the whole European world
painted the British as the villains of the
piece, they overlooked the fact that other
important countries, including Germany,
likewise saw no reason why the EU needed
more money. In that situation the right
thing to do would have been to think more
seriously about how to use European re-
sources in a more efficient, carefully tar-
geted manner. The largest sources of spen-
ding – the agricultural fund, the structural
fund, and research expenditures – should
not automatically be regarded as sacro-
sanct. There are far too many projects that
got approved only because there were
European funds available for them, not
because they were really necessary. For
example, can a regional policy really be
correct if it results in widening the dispar-
ities in the living conditions of people in
different regions rather than narrowing
them? Or again let us look at the regulatory
framework for the European economy.
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Today, the EU not only bears responsibility
for the single market in order to determine
that framework. In addition it has mean-
while gained new, treaty-based legislative
powers, with which it can regulate eco-
nomic processes and operations. What is
lacking here is coherent policymaking,
even though the Commission, a collegial
body, would be well suited to coordinate
policy. But in fact policymaking is frag-
mented and contradictory. The goals of
industrial policy collide with those of cli-
mate protection; the objectives of energy
policy run counter to the factual circum-
stances in the economies of individual
countries, etc. What is worse, during the
crisis little attention has been paid to real-
world economic factors. And such neglect
has admittedly been due to German in-
fluence. In fact regulatory requirements
imposed on specific countries have cre-
ated and deepened the recessions there.
There is no European treaty that would
have required any such thing.

The unrestrained juggernaut of Euro-
pe’s regulation mania offers another ex-
ample of EU overreach. In this respect our
previous positions were actually more
advanced. At one time the maxim, »think
small first« was a fundamental rule of
action that was borne out by political
experience. It means that it is unnecessary
to impose European rules on business
corporations and institutions when their
activities do not cross national borders.
The project of abolishing superfluous
regulations or optimizing regulations to
avoid placing needless administrative bur-
dens on business enterprises has unfor-
tunately ground to a halt, despite the pro-
fessed commitment of the European Com-
mission to »smart regulation.« More and
more rules, spheres of responsibility, bud-
get posts, and of course new positions are
constantly being created. To stem the tide
one would have to intervene deeply in the
mind-set and deeply ingrained habits of
European and national bureaucracies. That

is difficult and controversial, but no treaty
prevents us from doing it. It is a matter of
political will and leadership.

Having said this much, we now come
to decision-making procedures. It does
not appear as though the Treaty of Lisbon
has brought about a change for the better.
What one does see in it is the establish-
ment of the European Council as a sort of
European super-government, except that
the Council is more oriented to inter-
governmental consensus. The heads of state
and government sit around there micro-
managing everything according to the
principle of homogeneity. The functional
significance of the General Council, which
is supposed to worry about the coherence
of EU policy, has been vitiated. Other coun-
cils, notably the Competitiveness Council,
on which the economics ministers serve,
are caught up in minutiae. No one has
noticed them making any truly substantial
contributions, for example explaining how
the real economy can once again create
robust, sustained growth. It goes without
saying that the capital cities of the EU have
to take an interest in making the councils
work better if they are ever going to im-
prove, and that cannot be taken for granted.
This observation seems especially applic-
able to Germany, where European policy is
crafted by a handful of high-ranking offi-
cials in the Chancellor’s office (and some-
times still by a stray finance minister), but
there is no true coordination and priority-
setting that transcends the purview of
specific agencies and bureaus.

This list could be lengthened, for ex-
ample by adding the pseudo-common for-
eign and security policies. What emerges
from all this, however, seems to me pretty
clear. We do have a need for reform in the
EU where our methodology and setting
of priorities are concerned. I repeat: no
new treaties or institutions are needed to
accomplish those reforms. What is ne-
cessary, however, is that the responsible
parties should comprehend and take se-
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riously both the national dimensions of
European decisions and the European
dimensions of national decisions. It is also
necessary for those in positions of respon-
sibility to summon up the courage to talk
honestly with people about our strengths
and weaknesses. Above all they have to
understand that, given our present situ-
ation, we can no longer gain national ad-
vantages to the detriment of others in Eu-
rope or of the entire European project.

Once all this has been accomplished,
we will have to carry on some intensive
discussions about how to make democracy
work on the European level. But if we fail
to make the best out of the circumstances
in which we presently find ourselves, we
will eventually reach the point where we
fall into the worst case scenario that the
American analysts predicted. Then no one
will have to take us Europeans seriously
any more.
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When we talk about Europe, we almost
always end up discussing sovereign

loans, indebtedness, austerity programs,
bailouts, protection of creditors – in short,
the administration of programs designed
to deal with the multiple causes of the »cri-
sis.« And no word is used more frequently
nowadays than »crisis.« Yet it is rare for the
conversation to turn toward the real Eu-
rope: a continent with great political and
geographic diversity as well as a rich histo-
ry and culture. This landmass got its name
from a Phoenician princess who is sup-
posed to have set foot on its soil – allegedly
in Crete – several thousand years before
the Common Era. There are quite a few
famous figures in European literature: Don
Quixote, the knight who cut such a sad
figure; Hamlet, the perpetual doubter;

Oblomov, the superfluous man; and Faust,
known for his relentless, troubled striving.
We all know them and other such figures as
well: Don Juan, Till Eulenspiegel, Tartuffe,
Robinson Crusoe, even Sherlock Holmes.
Although they come from different nation-
al literatures, they have entered Europe’s
common cultural memory. There they have
long since taken on lives of their own,quite
separate from that of their creators.

Other authors have used and reinter-
preted these figures, bestowing on them a
continuing existence in the universe of
imaginative literature. There are German
Hamlets, English Don Quixotes, Russian
Don Juans, and French Robinsons. These
figures have long since become sources
of inspiration for other art forms too, in-
cluding painting, music, and cinema. This
list alone suffices to show that there is in-
deed something resembling a shared Euro-
pean culture. But it is an altogether diffe-
rent question how important this culture is
to us, and what it might still mean to us
today, in the midst of Europe’s grave crisis.

What sort of Europe did we have in
mind 65 years ago, after the Second World
War, when we set about turning the idea
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– or, if you prefer, the vision – of a united
Europe into a reality? That idea did not
come out of the clear blue sky; it arose from
another, far more negative experience
on this continent: its self-destruction and
self-mutilation in endless wars.As Thomas
Mann put it, »European wars will always
be fraternal wars as well, as long as they are
fought out on the terrain of the intellect.
And that must always be the case.« To grasp
the meaning of his remark, one need only
consider the first half of the twentieth
century or, for that matter, just the thirty
years from 1914 to 1945, the age of world
wars and totalitarian regimes.

These experiences were the seedbed of
the European unification process, which
found its first formal expression in the
Treaties of Rome. Nationalism was to be
laid to rest, hunger and mass poverty were
to be eliminated, and untrammeled capi-
talism, which had led to the catastrophe
of 1929, was to be domesticated. These
three goals, political, social, and economic,
were regarded as aspects of a unified
whole, as an inseparable triad.

It is not easy to recall the enthusiasm
and euphoria that accompanied the idea
of a unified or unifying Europe in those
days, not as we pass through the vale of
laments and worries about Europe as it is
today. The Europe of the postwar era was
supposed to be a project of peace, democ-
racy, liberty, and shared cultural traditions.
And these cultural traditions, spanning
more than 3000 years, really did exist. The
idea of Europe had long since become a
reality in them. Those traditions are what
constitute the substantive core of Europe
– the »old Europe,« as Donald Rumsfeld
contemptuously called it at the outset of
the Iraq War. If this old Europe did not
exist, then Europe would be nothing more
than a community held together by eco-
nomic interests. But we must not inflict
that fate on our continent.

Above all else, Europe is an intel-
lectual/spiritual space. There is no other
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way to put it. This space was already
in existence when Rousseau traveled to
England to meet David Hume or when
Baron Grimm sent off his secret corre-
spondence from Paris to Enlightenment
insiders all over Europe, or when Queen
Christine of Sweden invited René Descar-
tes to her court. It existed even earlier
(perhaps more fully than it does today)
when the Scottish philosopher Duns Sco-
tus went to Toledo in Spain to translate
the works of Aristotle from Greek and
occasionally even Arabic into Latin. These
translations count among the foundational
acts that gave rise to a great intellectual
movement that spread from Italy and be-
came known by its French name: the Re-
naissance. That word means rebirth, and
was supposed to connote the resurgence
of classical antiquity. The ancient world
provided the most powerful intellectual
stimulus for it: patterns, models, criteria,
mythological materials and historical sub-
jects. All of this persisted far into the 18th

century, to a degree that it is nearly im-
possible to imagine today.

French classicism in its entirety devel-
oped under the aegis of antiquity, espe-
cially its Roman phase. And one can say
without any qualification that classical
German literature, which arose with such
amazing vigor and richness in the last third
of the 18th century, derived its models
from antiquity as well, but this time from
the Greek rather than Roman phase. It may
be a truism of cultural history, but we have
to say it again anyway: without Socrates
and Plato there would have been no Kant
and Hegel. Without Aeschylus and So-
phocles, there would have been no modern
theater – no Schiller,Kleist,or Brecht.With-
out Solon and Pericles, there would have
been no modern democracy. The Greeks
founded today’s system of law, they inves-
tigated nature systematically; they found
out – as Heraclitus put it – that »all is in
flux,« that matter consists of atoms, and
that the earth is a sphere.
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literature. Classicism had not come on the
scene ex nihilo, and neither did the Sturm
und Drang movement. Shakespeare was its
direct inspiration, and Goethe’s speech,
»On Shakespeare’s Day,« gave the signal
to begin: »The first page that I read in
[Shakespeare] put me under his spell for
the rest of my life, and when I finished
reading the first play by him, I felt like
someone who had been born blind, but
whose sight was restored in an instant by a
miraculous hand.« Ever since then, Sha-
kespeare has been the regent of the Ger-
man theater. His influence on German
culture has been so powerful and pro-
found, that people at times have wanted to
turn him into an honorary German. Al-
though Shakespeare was the archetypical
genius, he showed little originality in his
choice of material. About a third of his
plays draw on English historical chron-
icles; another third trace back to ancient
sources; and the last third are rooted in
Italian novellas from the Renaissance. The
material for such famous plays as The
Merchant of Venice, Romeo and Juliet, As
You Like It, and Much Ado about Nothing
was not invented by Shakespeare. Their mo-
dels were Italian novellas that were making
the rounds everywhere in Europe at the time,
most of them composed after the manner of
Boccaccio. His Decameron was the proto-
type for many of them, yet they also drew
on a great variety of narratives, including
sources from the ancient, Arabic, and
medieval worlds such as the story of the
Jew Melchizedek and the three rings, which
Lessing borrowed for his Nathan the Wise.

So, when one zigzags his way through
European cultural history, one is drawn
into a network of infinite relationships, the
structure of which can never be made fully
transparent. If you leaf through the volume
entitled Stoffe der Weltliteratur (Materials
of World Literature) by Elizabeth Frenzel,
you get the impression that almost all of
European literature consists of variations
on a few basic patterns drawn mainly from

Europe without Greece?

It is worth mentioning these cultural ties,
because our politicians have not been shy
about taking modern Greeks to task. One
Bavarian minister had the nerve to say
that we ought to make an example of the
Greeks, pour encourager les autres, so to
speak. He seems to have forgotten that
during the Greek liberation struggle at the
beginning of the 19th century, a member of
the Bavarian Wittelsbach dynasty was the
first to assume the Greek throne. At that
time Hölderlin wrote: »O Greece, where
have you gone with your genius and piety?«
Today people declare unapologetically that
the prospect of Greece’s exit from the Euro-
pean monetary union no longer frightens
anyone. That may be true if one thinks only
of the fear that once gripped the financial
system at the prospect of Greece’s depar-
ture. But isn’t it far more frightening to
imagine Europe without Greece, and Gree-
ce left to grapple with its own misery all
alone? Such comments reveal a deplorable
loss of consciousness, an atrophy of any
broader historical sense of what European
identity and European values are all about.
They represent a triumph of egoism and
narrow-mindedness that evokes the bitter
lament of Hyperion in Hölderlin’s novel
of the same name. In that work Hölderlin
transforms himself into a Greek in order
to tell the Germans, now dressed in Greek
garb, their own history of suffering: »and
so I came among the Germans,« writes
Hyperion, »barbarians from ancient times,
who have only become more barbaric
through industry, science, and even reli-
gion, profoundly incapable of any divine
sentiment ...« 

A network of infinite relationships

Our classical age was preceded by what is
now called the Sturm und Drang, a brief
but boisterous epoch of new departures in
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classical antiquity. In a similar vein, the
English philosopher Alfred North White-
head coined the witticism about the history
of European philosophy: »The safest gene-
ral characterization of the European phi-
losophical tradition is that it consists of a
series of footnotes to Plato.«

Europe and America

Of course a glance at the ominous fiscal and
economic problems that threaten our pre-
sent-day existence should induce us to ask a
question similar to the one Hamlet asks in
Shakespeare’s play, when an actor presents
the great scene of Priam’s death: »What is
Hecuba to me?« Today, the question would
have to be revised so that it asks: what are
Shakespeare and Dante, Homer and Vir-
gil to us? How can they help us solve the
problems we have now? One could also cite
Mark Twain’s The Adventures of Huckle-
berry Finn. The hero is a lovable vagabond
who prefers to dress in rags and live in a big
barrel and refuses to be »civilized.«

It is no accident that Huckleberry Finn
is an American, just like his creator, the
writer Mark Twain. Of the latter Heming-
way once remarked that, »all modern Ame-
rican literature comes from one book by
Mark Twain called Huckleberry Finn.« It is
certainly true that American culture emer-
ged from European, and that they jointly
form what is known as »Western culture.«
But we should not overlook the differences
either.

When the American writer Susan Son-
tag received the German Book Trade’s Peace
Prize in 2003, she explored the reasons for
the alienation between America and Euro-
pe in her acceptance speech, a tension that
had become palpable on account of the Iraq
War. She warned against the assumption
that the divergences reflected merely ev-
anescent differences of opinion. Rather, she
argued, there is a latent antagonism in their
differences that is deeply rooted in history
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and was at work long before the current
alienation. Sontag explained that, from a
psychological perspective, this antagonism
was »at least as complex and ambivalent as
that between parents and children.« She
described the gap between the two conti-
nents on several different levels: »American
innocence and European sophistication;
American pragmatism and European intel-
lectualizing; American energy and Euro-
pean world-weariness; American naivety
and European cynicism; American good-
heartedness and European malice; Ame-
rican moralism and European arts of com-
promise.« Behind all of these antitheses one
could allegedly detect the Americans’ wish
to free themselves from Europe and become
independent, but at the same time the urge
to undermine and demolish the whole sys-
tem of European values.The logical conclu-
sion, as it were, would be that America was
founded upon the idea of breaking with the
European past. Europe’s past, she argued,
was thus not just an annoying burden to
Americans, but also – in its emphasison
cultural traditions – »thoroughly un-
democratic.«

Europe-a cultural graveyard

There is no doubt that American attitudes
manifest a deep questioning of Europe,
its culture, and its intellectual/spiritual
identity. One can observe something quite
similar in Russia, which undoubtedly be-
longs to Europe in a geographical sense, at
least as far as the Urals, but which has no
role to play in the dream of a »United States
of Europe.« In Dostoyevsky’s Brothers Kara-
mazov, Ivan says to the younger Alyosha:
»I want to travel in Europe, Alyosha. And
yet I know that I am only going to a grave-
yard, but it’s a most precious graveyard,
that’s what it is! Precious are the dead
that lie there ... I know I shall fall on the
ground and kiss those stones and weep over
them even though I’m convinced in my
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Southern Europe as the Continent’s
Seedbed and Heartland

We miss what is most important about
Europe if we reduce it to its fiscal and eco-
nomic dilemmas. To think about Europe
in new and more substantive ways, we need
to bear in mind the truths of its past: the
ancient world, classical humanism, and the
European Enlightenment. We may even
need the religious traditions of the Con-
tinent to imbue the notion of solidarity –
what the French Revolution called »frater-
nity« – with new meaning. Catholic social
teachings emphasize this principle of soli-
darity, as do Lutheran doctrines with their
expectation that the state will provide care
and support. Rigorous finance capitalism,
by contrast, follows quite different laws,
ones rooted in greed, selfishness, and ego-
ism.Yet the doctrine of predestination does
give that sort of egoism a divine sanction.
That doctrinal heritage also plays some
role in the trans-Atlantic antagonism ad-
umbrated above.

Naturally, the position of Europe in
the world has changed. One can discern
innovative movements of all kinds taking
shape around the shores of the Medi-
teranean, the full meaning of which is
not always easy to ascertain. And we must
not forget the ceaseless flow of immigrants
from Asia and Africa. Both phenomena
primarily affect Europe’s southern peri-
phery, around the Mediterranean. Proba-
bly this part of Europe will become even
more important in the future. A previous
French President even imagined a »Medi-
terranean Union« of the former provinces
of the Roman Empire, which once ringed
that sea. It was not intended to be a rival
of the European Union, but its completion.
In any case, however one modifies the idea
of Europe for the present age, the Conti-
nent can only rediscover and assert itself
by reflecting on its cultural tradition and
the richness of its culture.

heart that it’s long been nothing but a
graveyard.«

The image of Europe as a graveyard
suggests that Dostoyevsky is deadly serious
about turning his back on the old continent,
because, as he sees it, Europe has only a past,
not a future. Dostoyevsky thought that Eu-
ropean life lacked the most important ele-
ment of all: a religious essence. One can ob-
serve something very similar in America.
The United States is the only Western na-
tion in which religion still plays a decisive
role. On religious questions Europe pretty
much abstains or remains indifferent.

There is no reason to suppress these
»outsider« views of Europe: Dostoyevsky’s
take on Europe as a graveyard and – as-
suming he is representative of America –
Donald Rumsfeld’s sarcastic evaluation
of war-weary »old Europe.« Yet the very
deficiencies of Europe that these outsiders
identify also embody the strength and
energy of our continent. To repeat, it is
more than anything else an intellectual/
spiritual space, and that is the underlying
reason for its unique attractiveness. If you
travel to California, the locals point out
their oldest historical monuments: the
Spanish missions along the Camino Real
that date back to the late 18th and early 19th

century. The only things in the state older
than those missions are the rocks and the
giant sequoias.

Europe, by contrast, has an ancient
culture: the Parthenon and the Colosseum;
Florence, Venice, and the Sistine Chapel;
the Prado and the Louvre; the tiny, ancient
Greek Orthodox churches and the Gothic
Cathedrals of France; the Charles Bridge
of Prague and Warsaw’s Wawel Castle. Eu-
rope boasts Claudio Monteverdi, Johann
Sebastian Bach, Wolfgang Amadeus Mo-
zart and its inexhaustible musical tradition,
which must be defended today against
Anglo-Saxon pop music. Finally, it has a
great literature, the richness of which con-
tinues to infuse other literatures, especially
those of North and South America.
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Ever since the international financial
crisis erupted in 2007 one crucial un-

resolved issue has hovered in the back-
ground: who will determine the course
that the economy and society take? Will it
be untrammeled financial markets, driven
by anonymous managers responsible to no
one and operating with unimaginable sums
of money, trolling for maximum yields?
Or will it be institutions endowed with
democratic legitimacy? One of the deci-
sive political challenges of our time is to
provide an answer to that question and
thus to put some political restraints on
the brand of capitalism that is driven by
financial markets.

The crisis costs more than money. In
the eyes of many citizens it violates the
imperative of justice and any sense of mo-
deration and fairness. They see themselves
as the underwriters of last resort who must
stand surety for bank managers’poor deci-
sions. It is vital that we regain the power to
shape and direct events on financial mar-
kets in order to fulfill one of the most im-
portant conditions for political efficacy:
confidence. This confidence has been lost
in the aftermath of the financial crisis,
because citizens no longer believe that po-
litical actors wield the conductor’s baton to
direct events. Yet confidence in the ability
of politics to shape and direct events is one
prerequisite for the stability and efficacy of
our social and economic order. Even firms
in the financial and real economies ulti-

mately depend on that stability as well.
That is why it is essential that we must take
some bold steps toward the regulation and
oversight of financial markets and try to
encourage a new banking culture.

Between 2008 and 2010 European gov-
ernments had to come up with 1.6 trillion
euros to bail out the banking sector. That
sum is equivalent to 13 % of their entire
economic output. Three quarters of that
amount was devoted to guarantees, while
400 billion euros were set aside for direct
recapitalization measures to be undertaken
by the state itself. Therefore, we have long
demanded that financial markets should
be required to share in the costs of the
previous bailouts through a financial trans-
actions tax. The groundwork for such a tax
has already been laid.

Every transaction would be taxed in
which either the buyer or the seller is lo-
cated in a territory where applicable EU
guidelines are in effect. The only way for
banks to evade the tax would be to shift
their registered places of business out of
Europe,which is not likely to happen.Only

Peer Steinbrück

Banks Must be Allowed to Fail
A New Bid to Restore Confidence

In September of 2012 Peer Steinbrück introduced a plan that would strengthen the
oversight and regulation of financial markets. At bottom,what is at stake here is the
future role of banks in the economy and society. Readers will note that the core ideas
in his plan represent a significant departure from current government policies and
thus afford a preview of one of the key alternative policy proposals to be offered to
voters in the 2013 elections.

Peer Steinbrück

(*1947) was the Minister-President (Governor)
of the state of North Rhine-Westphalia
from 2002 until 2005. From 2005 until 2009
he served as the Federal Finance Minister.
He is now the SPD’s candidate for the office of
Chancellor in the federal elections scheduled
for 2013.
peer.steinbrueck@spd.de
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trades on the financial markets would be
taxed. No taxes would be levied on shares
of stock or loans issued by corporations.

The EU Commission generally rates
the impact of a financial transactions tax
on economic growth as »negligible.« More-
over, small savers would be exempt. 85 %
of the business volume subject to the tax
would be generated exclusively by trans-
actions between financial institutions. Ban-
king commissions such as those provided
for in Riester contracts would be many
times more costly than the amount that
might have to be paid in transaction taxes.
Even if banks shift the costs entirely to
savers, the latter’s burden would stay within
reasonable limits.

Banks should be allowed to fail! We
are asking for a European body to handle
liquidations; this new institution would
have a restructuring fund available, finan-
ced by the banks. Furthermore, we want to
establish a uniform European liquidation
procedure for so-called »system-relevant«
banks and those whose operations tran-
scend national boundaries. When a bank
needs to be bailed out, liability for the bail-
out should first be assigned to the bank’s
owners. Next in line would be the bank’s
creditors who should also be required to
ante up for some of the losses.

When it comes to financing the liqui-
dation fund, at the very least we ought to
skim off the interest-rate advantage that
the big, system-relevant banks enjoy due
to the fact that – as markets are well aware
– no country could afford to let such insti-
tutions fail. This interest-rate advantage is
implicitly a government subsidy that banks
now cash in as profit. For Deutsche Bank
a banking levy at the level of the interest-
rate advantage, around one to two billion
euros, would far exceed the current ban-
king levy of roughly 100 million.

In other words, the banking levy the
Federal Republic of Germany has imposed
is really just a placebo.With the connivance
of the German government, banks are al-

lowed to buy their way out of their respon-
sibility for a pittance and can continue to
pocket the profits they reap from their in-
terest-rate advantage. In 2011, for example,
only 600 million euros were collected from
the levy. At that rate there is no hope of
accumulating enough resources over the
long haul to liquidate a struggling bank
without risk to the financial system. The
banking fund would be restricted to banks
that operate across national boundaries.
In effect, the banking fund would exempt
all other banks (savings-and-loans, co-
operative banks,and all small and medium-
sized banks) in Germany from the risks
that larger banks assume. By contrast, the
plans offered by the European Commission
are focused on the national level, which
means that the risks assumed by Deutsche
Bank, for example, also become the risks
borne by small banks.

The time-tested German system of in-
stitutional guarantees and deposit in-
surance would be retained for small and
medium-sized banks. For that reason we
also oppose any European-level deposit
insurance system.

Reducing the risks of extortion

In the case of banks involved in complex
deal-making, a way must be found to pro-
tect the deposit-taking and commercial
operations of these institutions from the
riskier trading activities characteristic of
investment banking. Big banks are crucial
to Germany's export-oriented economy in
their capacity as providers of financial
services; hence, they should continue of-
fering all of those services under the aegis
of a holding company.

Under the auspices of such a hol-
ding company, lending and deposit-related
(commercial) businesses, investment ban-
king and other operations would continue
to exist, but now as legally and economi-
cally distinct subsidiary enterprises with
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their own financial statements and boards
of directors. By separating these different
business divisions, risk and liability would
be linked. Liability for risks would be
assigned to the unit that had collected the
profits generated by those risks. But if a
high-risk division incurred heavy losses,
the damages would likewise remain con-
fined to that division. All large banks with
complex trading activities in investment
banking would be required to separate
their business divisions.

We demand an end to speculative pro-
prietary trading by banks. Proprietary tra-
ding includes all trading book business
carried out with the objective of earning
short-term profits on the bank’s own ac-
counts. Any institution that does pro-
prietary trading should not be permitted
to accept deposits or have access to central
bank funds. By the same token, banks that
do accept deposits or have access to central
bank funds should not be allowed to have
holdings in other financial institutions,
hedge funds, or other shadow banks that
engage in proprietary trading, nor should
they be permitted to refinance the latter.

Such regulations would exempt over
90 % of banks, including almost all savings-
and-loan institutions and cooperative
banks, because their activities are below
the de minimus limit. In the few other cases
where the regulations might apply, institu-
tions could demonstrate that they should
be exempt because they do not engage in
proprietary trading. Separating different
kinds of banking operations is no panacea,
but it would insure that customers’ de-
posits would not be used for speculation.
That one measure alone would not suffice
to prevent every financial crisis, but it
would rein in the ability of big banks to
engage in extortion.

Large commercial and investment
banks are not immune to crises just be-
cause they can spread risks across their
various internal operations. This sort of
hedging against risk always runs in one

direction only: low-risk business arrange-
ments, e.g., those with corporations or
private clients, serve to hedge against the
higher risks inherent in the (proprietary)
trading business. But when speculative
deals go seriously awry, that kind of risk-
spreading is never enough, and the de-
posits of ordinary citizens are put in jeop-
ardy, which means that the government
again has to come to the rescue.

Between 1932 and 1999 the United
States maintained a strict separation bet-
ween commercial and investment ban-
king. Learning its lesson from the financial
crisis, the U.S. also introduced the so-called
Volcker Rule in 2010 which prohibits pro-
prietary trading. In September of 2011
Great Britain committed itself to a strict
separation of banking business operations.

On October 2, 2012 a group of ex-
perts convened by the EU Commission
presented its suggestions for structural
reform of the banking sector. In large
measure the experts’ ideas dovetail with
the proposals adumbrated above for regu-
lation of the financial markets. In par-
ticular, the group of experts likewise pro-
posed a separation between commercial
and investment banking.

Shining a light into dark places

Shadow banks such as hedge funds,private
equity funds, and special purpose entities
make up an ever greater share of the finan-
cial markets, even though they have not
been thoroughly regulated. In the future
one principle should apply to the shadow
banking system: those in the same busi-
ness should be subject to the same set of
regulations!

Many shadow banks have their head-
quarters in tax havens outside the EU.How
should they be regulated? Shadow banks
rely on financing from the banking sector;
in fact, they are often nothing but exten-
sions of banks already located in Germany
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or elsewhere in Europe. If one could super-
vise banks located in and capital flows out
of Germany, one would thereby indirectly
oversee the shadow banks as well.

In many instances financial trans-
actions have lost any connection to the real
economy. Derivatives, for example, do not
embody trades in real products; instead,
they anticipate future price movements
or special risks. The bulk of these trans-
actions are carried out as so-called over-
the-counter (OTC) trades beyond the reach
of regulated markets. We demand greater
transparency, oversight, and standard-
ization of derivatives trading.

The involvement of banks and other
financial market actors in raw materials
markets has finally gotten out of hand.
Banks buy and sell whole oil tankers and
use commodity futures trading to drive
prices for food into the stratosphere. We
are therefore asking that banks be pro-
hibited from using investment and index
funds to trade in foodstuffs, agricultural
products and energy unless there is some
reason related to the real economy for them
to do so.

We demand an across-the-board pro-
hibition on unsecured »short« purchases
of credit derivatives on governments,
banks, business enterprises, etc. The un-
secured shorting of credit insurance is a
bet that only pans out if the other party
goes bankrupt.

A large proportion of the trading done
on stock markets is no longer between hu-
man beings, but rather between machines.
Algorithms buy securities in large vol-
umes, only to sell them again a very short
time later, resulting in rapid price fluc-
tuations that endanger the stability of
financial markets. The crucial point in any
effective regulation of so-called high fre-
quency trading is to set up an approval
procedure for the algorithms themselves.

The German Federal Government in-
sists upon an approval procedure for tra-
ding houses and leaves oversight of the

algorithms up to them. We are asking for
direct control and the approval of each
algorithm on its own merits. And any
changes to an existing algorithm would
have to be reapproved. We also demand
a minimum holding period for stock ex-
change orders generated by the algorithms.

The appraisal of financial products,
risk management, and especially the secu-
ritization of shareholders’ equity capital
depend mainly on the ratings issued by
specialized agencies. The market for these
services is dominated by three American
firms. If they turn thumbs down on a given
company or institution, that can send the
whole economy into a tailspin.We demand
independent oversight of ratings issued
for governments by the OECD or the IMF,
a reform of the business model used by
ratings agencies, the establishment of a
European ratings agency in the form of
a not-for-profit foundation, and the devel-
opment of ratings procedures especially
tailored to banks. It makes sense that Euro-
pean influence should not extend to the
internal legal structure of the three U.S.
ratings agencies, but that does not alter
the conclusion that they should carry less
weight in the European economy. There-
fore, the proposed regulatory scheme fea-
tures three alternatives that could be im-
plemented in Germany or Europe.

Living up to our responsibilities

The financial crisis made it apparent that
many banks had not reserved enough of
their own capital to cover their losses, nor
did they have enough liquid funds to
maintain their liquidity throughout the
crisis.Basel III calls upon banks worldwide
to meet higher reserve and liquidity re-
quirements (Basel III was the final package
of reforms approved by the Basel Commit-
tee of the Bank for International Settle-
ments in response to the weaknesses of
banking regulation revealed by the global
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financial and economic crisis beginning in
2007: editor’s note). It would be a good
idea to implement those reforms expedi-
tiously, but without jeopardizing the supply
of credit to local governments and the
middle class. Moreover, the new regula-
tions will need to be adapted to the three
pillars of Germany's banking system and
its high proportion of credit-granting
institutions that operate regionally.

The financial crisis originated in real
estate bubbles in various countries (the
United States, Great Britain, Spain, Ire-
land), where mortgage loans covering up
to 100 % of the total cost of the property
were approved; indeed, some loans for up
to 120 % were made in anticipation of ri-
sing real estate prices. We favor the tradi-
tional rule that mortgage loans should not
cover any more than 80 % of a property’s
appraised value, and we think that this rule
should be legally enacted throughout Eu-
rope. We want to protect citizens against
the risk of excessive indebtedness. The
proposed upper limit of 80 % is already
being observed by reputable banks in Ger-
many; besides, it is consistent with the
consumer-friendly Warentest Foundation’s
recommendation concerning proper levels
of home mortgage debt.

We are asking for a more appropriate
remuneration system in the financial in-
dustry. Among other things a better sys-
tem would entail that: bonus payments not
exceed an employee's fixed salary; all top
earners and not just the board of directors
should have to reveal how much they earn;
bonus payments would have to vary in-
versely with the level of risk incurred to
earn them; and some limits would be pla-
ced on the tax-deductibility of executives’
salaries. At this time it is still legally pos-
sible to impose limits on the amount of the
deductions that highly paid executives can
claim. For example, the corporate income
tax has long limited the deductibility of
directors’ remuneration, such that only ½
is deductible from taxable revenues.

Up until now when banks evaluated
risks, they all too frequently closed their
eyes to what was really going on so as not
to jeopardize the profits of trading ope-
rations.We insist that the risk models used
by banks be more carefully scrutinized
and subjected to more stringent limits.
The currently existing loopholes used to
evade equity requirements have to be eli-
minated.

Oversight requires
a level playing field

The European Central Bank should ini-
tially be given the task of acting as a regu-
latory board, although we should bear in
mind that its functions could later be spun
off. It would be responsible for heading off
systemic risks at an early stage and over-
seeing big, trans-border banking opera-
tions.Admittedly, the ECB is already deeply
involved in the financial markets. But in
the short run there is no other body be-
sides the ECB able to take on the functions
of European oversight. In order to prevent
any conflicts of interest, we therefore ask
that the regulatory function be kept strictly
separate from monetary policymaking and
assigned to a legally independent oversight
entity. But as noted, eventually we would
like to spin off the ECB’s regulatory res-
ponsibilities to some other body.

Democratic control of European ban-
king oversight must be lodged in the Euro-
pean Parliament. Oversight of small and
medium-sized banks (especially savings-
and-loans and cooperative banks) in Ger-
many should stay where it is: in the hands
of the Federal Institute for Oversight of
Financial Services and the German Cen-
tral Bank. National oversight should be
strengthened by improving cooperation
among all the parties, accelerating the
regulatory processes, expanding regula-
tory authority, and improving the training
and remuneration of regulators.
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The economic system of Western indus-
trial nations has undergone funda-

mental changes since the end of the se-
venties. As new government policies in-
creasingly deregulated markets, control
over the means of production, and thus
over returns on capital, shifted noticeably.
The deregulation of financial markets led
to a situation in which more and more
financial resources were being invested in
securities markets. The new owners in-
creasingly tended to be institutional in-
vestors acting in behalf of capital accu-
mulated from a wide variety of sources. In
contrast to individual stockholders, who
were usually not very aware of what was
being done with their money, the new
breed of institutional investors actively
exercised their rights as the true owners of
the securities purchased in their name.

The term »financial market capitalism«
has been coined to describe a state of af-
fairs in which firms are run in accordance
with criteria set by the financial markets.
This trend has given firms in the finan-
cial sector extraordinary powers via their
function as nodal points for the accu-
mulation and distribution of capital. They
have gained a degree of control over the
means of production. As a rule, the losers

Gustav A. Horn

How to Achieve Effective Oversight
of the Financial Markets

By now there is a broad consensus on the need for better oversight of financial
markets, but not on how to accomplish it. Does there have to be an international
agreement on every measure to be taken, or could Germany act on its own?

amid all these changes have been depen-
dent employees, who now have to assert
their interests against a coalition of in-
vestors from the financial markets and
management. However, the full force of
these power shifts has been moderated in
Germany, because co-determination re-
quirements have survived unchanged.

The most fundamental change in the
structure of the economy involves the in-
creased mobility of finance capital. That
mobility enhances the economic power of
and insures comparatively higher rates of re-
turn for finance capital vis-à-vis real capital
and employees, who inherently react more
slowly. In turn, that advantage strengthens
the incentive to invest in finance rather than
real capital, which only serves to enlarge
the financial sector still more. Another
trend has reinforced the first: on a global
level the traditional pay-as-you-go system
for old age provision is being replaced by
investment in the financial markets. That
too quickens the influx of new money into
financial markets and explains the rise of
pension funds, which now exert dispro-
portionate influence due to their enormous
capital stocks which are always on the look-
out for investment opportunities.

This shifting balance of power in the
structure of the economy is leading to a
redistribution of returns; those from invest-
ments or employment in the real economy
fall as compared to those in the financial
sector. But that is not a sustainable situation
in perpetuity, because the expectations of
high returns in the financial sector cannot
be met over the long run. Returns to the fi-
nancial sector ultimately depend on those

Gustav A. Horn

(*1954) is the Science Director at the Institute
for Macroeconomics and Research on the

Business Cycle (IMK) under the aegis of the
Hans Böckler Foundation and Adjunct

Professor at the University of Flensburg.

gustav-horn@boeckler.de
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achieved in the real economy. For that
reason finance capital is confronting the
danger of structural depreciation.

These trends also provide the most
compelling reasons for strengthening regu-
lation. The only way to correct the im-
balance between the real economy and
financial markets – which tends over time
to reduce returns – is to impose limits on
the activities of financial markets. That is
also the only means of overcoming the
danger of structural depreciation already
alluded to. Regulation makes investment
in securities less risky, and thereby renders
old-age pension plans backed by capital a
surer bet, just to cite one example. Uncer-
tainty is the raw material that financial
markets deal in. Financial investors enable
other financial investors and business cor-
porations to buy their way out of uncertain-
ty. In return they demand interest and pro-
fits.Whenever the limits imposed on these
transactions are too weak, trade in this com-
modity can be expanded almost at will,
since the uncertainty being marketed be-
comes ever greater and more intensely felt.
The results were evident in the form of the
financial crisis of 2007 and its aftershocks.

All of these observations have universal
validity. Because markets for goods and
capital in today’s economies are so closely
integrated, the tendencies identified above
ultimately affect every national economy.
But they are especially applicable to those,
like Great Britain’s, in which the financial
sector contributes a relatively high propor-
tion of the value created across the entire
economy. In that respect countries such as
these should be especially interested in
stricter regulation.

After all, the macroeconomic dangers
posed by financial crises are especially acute
there. On the other hand regulation also
hampers financial transactions, thereby
slowing down the expansion of this sector,
which is so crucial to the entire economy.
Moreover, there is also a considerable in-
centive to free-riding behavior here. If reg-

ulation is relatively weak in a given econo-
my, financial enterprises will want to move
operations there, which means that the fi-
nancial sector will expand more vigorously.
On the whole a country such as Great  Bri-
tain is torn between two imperatives: im-
posing strict regulation to meet its height-
ened need for security versus creating
sufficient leeway for the expansion of the
financial sector.

Analysis thus shows that there is an
underlying, objective need for stricter regu-
lation across the board. For that reason
even countries like Britain and the United
States have long since enacted tougher
restrictions. Despite their flaws, some
parts of their regulatory schemes, such as
the Dodd-Frank Act in the United States,
go farther than any measures yet adopted
in Germany or the EU. Nevertheless, they
are mostly designed to limit banks, leaving
a great deal of leeway for private equity
investors. That is, the banking sector in-
cludes only a part of the entire financial
sector, albeit a highly important one. It cer-
tainly makes sense to impose limits on
banking activities, not least to reduce the
risk that the government will one day have
to assume the banks’ debts in order to sta-
bilize monetary transactions. But the pri-
vate equity sector poses dangers of its own
when high-risk financial instruments are
traded there that eventually lead to defaults.
Hence, a rational scheme of regulation
would have to address this sector as well.

It is just at this point that the battle
lines are drawn between the Anglo-Saxon
countries and the rest, since the former
wish to restrict tougher regulation to the
banking sector alone, leaving other finan-
cial sector actors with enough elbow room
for innovations that will continually en-
hance the efficiency of the financial sector.
At the same time, there is no obligation on
the part of government to assume any liabil-
ity here. The actors have to assume that
they will go bankrupt if they run excessive
risks. The idea is that, once they realize
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how vulnerable they are, that recognition
alone will put a sufficient damper on their
willingness to take risks.

The problem lies in the integration of
the banking sector with the rest of the fi-
nancial sector. As the financial crisis re-
vealed, this interdependence can allow risks
to arc over from one part of the financial
system to another. Countries such as the
United States try to meet that challenge by
setting up a separate banking system, such
that regulatory limits on integration prevent
weaknesses in one bank from spilling over
into the remainder of the financial system.
But the problems with that sort of arrange-
ment lie in the details. It turns out to be ex-
tremely difficult and complicated to com-
pletely understand, supervise, or in some
cases even prohibit such interdependence.

Given this complex background, a
gradual approach to re-regulation would
seem to be the most appropriate one. To
create the greatest possible commonality,
all steps for which a broad consensus exists
should be enacted as quickly as possible.
That would help prevent what might be
dubbed »regulation evasion,« whereby fi-
nancial institutions shift operations to more
lax regulatory environments. In other
words, the strict models prevalent in the
United States and Britain should be adop-
ted in all points concerning banking re-
gulation. Among other things, that would
mean setting up a separate banking sys-
tem. Such a step would limit the banking
sector’s radius of action, forcing it to con-
centrate on less risky forms of investment.

The arguments presented so far have
shown that even this level of regulation is
not sufficient to avert the risks to macro-
economic stability.Consequently,a further
step is necessary: regulations must be en-
acted that create a framework to limit the
risks posed by other actors in the financial
markets. This second stage will work best if
a uniform system of regulation is created
all across the euro area, especially if a trans-
action tax is to be levied on all forms of

investment. The most sensible approach
would be to impose the tax on all transac-
tions that involve institutions in the euro
area, since that would rule out regulation
evasion. Furthermore, there is complete
agreement about the need to register all
financial transactions, for otherwise it
would not be possible to tax them at all.

Likewise negotiations should sound
out the prospects for enacting further joint
measures. It would be desirable if broad
agreement could be reached on a rule that
financial instruments should be allowed
on the market only with prior approval, or
that derivatives not backed by goods in the
real economy should be banned in principle.
Additionally, structured investments should
be marketed only in a standardized form,so
that every investor knows what he or she is
being offered. It would also be desirable if
unanimity could be achieved on all these
measures and others to follow. But if that is
not the case for all or some of those steps,
then the remaining measures should be
enacted in Germany alone in a third phase.

If that were to happen, Germany would
have an economy that handles financial
transactions in an especially restrictive way.
That would have two advantages. First, it
would generally limit the negative effects
that an orientation toward financial mar-
kets entails. Second, it would make financial
transactions carried out with institutions in
Germany appear especially safe. That could
have particular appeal to investors who are
interested in security and therefore could
attract capital flows. It has been argued that
relatively stringent regulatory measures
would limit the influx of capital.

However, that has been proven false in
the past, as the examples of Canada and
Spain show, where relatively tough restric-
tions were in place. The only drawback to
tougher regulation would be diminished
opportunities for employment in the fi-
nancial sector. But considering the risks
posed by that sector, this should be an easy
pill to swallow.
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