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1 CHAPTER 1. INTRODUCTION 

1.1 THE EUROZONE CRISIS – WAS THE EURO ITSELF A PRIMARY CAUSE? 
The eurozone crisis – abating but still ongoing – resulted in the bankruptcy or near bankruptcy of 

many EU Member States. Hundreds of billions of private bank debt was converted to sovereign 

debt, tens of millions were impoverished, tens of thousands of lives lost as people were driven to 

despair, with critical services cut as austerity became the order of the day. 

Many studies have been done as to the cause of the crisis and the measures taken to address it, 

many articles written, reports submitted to the various EU institutions, several books published 

positing various theories. A pertinent question though – was the euro itself a primary cause? 

Quoting extensively from many of those studies/articles/reports/books, from diverse expert 

sources, attempting ultimately to pull them all together, this report addresses that question. 

Let’s start with one such study. 

1.1.1 CENTRE FOR EUROPEAN POLICY (cep) 
According to its own website, ‘cep is the European-policy think tank of the non-profit-making 

foundation Stiftung Ordnungspolitik. It is an independent centre of excellence for the examination, 

analysis and evaluation of EU policy.’  

In Feb 2019 it produced a Study, 20 Years of the Euro: Winners and Losers (1).  

Immersed in EU policies yet not attached to any of the many Institutions, the cep study is thus an 

insider/outsider view. In its introduction, it says: 

‘This year, the euro is celebrating its 20th birthday. From 1 January 1999, the euro could 

be used as bank money. The celebrations to mark this anniversary have, however, been 

muted. The reason for this is the still smouldering euro crisis. The euro crisis began at the 

end of 2009 in Greece and then engulfed numerous other eurozone countries. At its 

height in mid-2012, five of the then 17 eurozone countries – Greece, Ireland, Spain, 

Portugal and Cyprus – needed financial assistance… The situation only eased when, on 

26 July 2012, the President of the European Central Bank (ECB), Mario Draghi, promised 

that the ECB would do everything within its mandate to uphold the currency union: 

“Within our mandate, the ECB is ready to do whatever it takes to preserve the euro.” 

Thus a breakup of the euro was just about averted.’ 

So, within ten years of the euro launch, almost a third of the eurozone Member States were on 

the brink of bankruptcy; within another couple of years, as the EU tried to deal with the crisis, 

the new currency was on the brink of falling apart, saved eventually by the belated intervention 

of new ECB President Mario Draghi. 

To state the glaringly obvious then, this was a currency beset by teething problems. But was it 

more than that? 

1.1.2 WALL STREET 
Many reasons have been posited for the crisis. The Wall Street crash of 2007 is often seen as the 

epicentre, the eurozone then hit by the resultant tsunami that swept across the Atlantic. Greece 

https://www.cep.eu/en/eu-topics/details/cep/20-years-of-the-euro-winners-and-losers.html
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and Ireland were very quickly swamped, then Portugal, with Spain, Italy and even France 

subsequently threatened. 

The initial European Commission and European Council reaction was slow, disbelieving. When 

Brussels did finally grasp the seriousness of the situation there was panic, knee-jerk reactions at 

even the highest levels. The new currency had taken off, the Member States booming – how could 

this be happening? 

Fingers were pointed, scapegoat countries singled out, and thus were the PIIGS established, the 

frontline Member States that were quickly brought to their knees – Portugal, Ireland, Italy, 

Greece, Spain. The chosen acronym was insult, deliberate and gratuitous. And it was wrong. 

The initial ECB response was slow also; yes, its hands were tied by the limited tools at its disposal, 

but – led by then President Trichet – it too was in the hunt for scapegoats, and it too found them. 

There was a further complicating factor for the ECB; because of the neoliberal economic thinking 

that had dominated the euro design, whatever few tools the ECB did have were focused on 

punishment – stick first, then a little carrot. But it was a damned big stick, and the carrot came 

with a damned big price. 

1.1.3 NEOLIBERALISM 
Encyclopaedia Britannica defines neoliberalism as follows: 

‘…ideology and policy model that emphasizes the value of free market competition. 

Although there is considerable debate as to the defining features of neoliberal thought 

and practice, it is most commonly associated with laissez-faire economics. In particular, 

neoliberalism is often characterized in terms of its belief in sustained economic growth 

as the means to achieve human progress, its confidence in free markets as the most-

efficient allocation of resources, its emphasis on minimal state intervention in 

economic and social affairs, and its commitment to the freedom of trade and capital.’ 

In fact, neoliberalism could itself be said to be a foundation stone of the EU, the fundamental 

'four freedoms' its very definition – freedom of movement across borders of goods, people, 

services and capital. 

1.1.4 RATINGS AGENCIES, FINANCIAL MARKETS 
With neoliberalism thus underpinning the new and vulnerable currency, with no commonly 

understood Central Bank ‘lender of last resort’ structure in place, the financial markets ruled, and 

as the crisis hit and the ratings agencies sharpened their knives, one Member State after another 

fell victim, their fate dictated by the merciless markets. 

First it was Greece, then Ireland and Portugal, all three soon forced from the markets and into the 

arms of what would become the Troika, the fearsome threesome of the IMF, ECB and the 

European Commission.  

It wasn’t until the major economies of Italy, Spain, and (eventually) France came under real threat 

in 2012 that Draghi made that commitment mentioned above, and the first wave finally abated 

(see the chapter headed ‘Draghi’s “whatever it takes”’ in this VoxEU article (2)). 

Much analysis has been done as to how it had all gone so wrong for the new EU currency, much 

of that analysis focused on what each individual country had done wrong, on the mistakes then 

made in the various responses. 

https://voxeu.org/article/eurozone-crisis-consensus-view-causes-and-few-possible-solutions
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As mentioned above, this report focuses on a more basic question – was the euro itself a primary 

cause of the crisis? It will examine the issue from several angles – the euro concept, the design, 

the launch, the early signs of impending disaster, the responses built into the design and 

subsequently expanded. And it will raise questions, uncomfortable questions, questions that 

nevertheless demand answers, not least the question of Germany and German bankers and the 

roles they played in all this. 

If you’re one of those who support the EU project as currently manifest, the drive towards full 

union, with Economic and Monetary Union (EMU) at its core, be prepared to be taken out of your 

comfort zone. Groupthink is mentioned in these chapters, the danger of reaching decisions and 

conclusions based on unthinking agreement as opposed to decisions reached based on considered 

disagreement and debate. Despite all, debate is still at the heart of true democracy. 

So, let us begin. 
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2 CHAPTER 2. EXECUTIVE SUMMARY 

2.1 THE EURO – WOLF IN SHEEP’S CLOTHING 
To have any chance of success, a common currency needs to fulfil several criteria. The perfect 

scenario is what’s known as an ‘optimal common currency area’, but not alone did the fledgling 

eurozone not meet those criteria, it was almost as far from being ‘optimal’ as is possible, too 

many major disparities in the economies of too many of its Member States. Under those 

standards alone, it was primed for failure. 

In those circumstances then, to lessen the impact of those disparities and maximise the 

prospects – poor as they were – for the new currency, the design would have to be watertight, 

every possible problem anticipated and addressed, every seam sealed, every hatch battened 

down, constant checks centrally controlled to ensure that any leak was instantly discovered and 

secured.  

That didn’t happen. In fact, the opposite was the case; the design was fundamentally flawed, 

critical support structures were removed, central oversight was practically non-existent.  

The reason? The euro was never just a currency project, it was simply a part – an integral part, a 

critical part – of a bigger project, a political project: the United States of Europe as envisaged in 

the original plan of Jean Monnet, its founding father. 

2.2 EXPERT OPINION 
The final chapter of this report lists the names and brief biographies of those quoted. It’s an 

extensive and impressive list, includes eminent economists and commentators, many already 

recognised as experts in this area.  

There are two versions of this report, abridged and unabridged, but both quote from the exact 

same sources; the difference is that the unabridged version is more extensive and more expansive 

in its quotes, places the abridged quotes in a more detailed context. 

Both versions have the same layout, beginning with the concept and design of the EU itself (which 

included a common currency element), then taking us through the various stages of the eurozone, 

from formation, through the crisis, to the reaction. Ultimately, of course, and pulling all this 

together, a conclusion is reached. 

2.3 DESIGN 
 A united Europe is an old concept, this European Union as we know it just a modern take on an 

age-old ambition of a continent under a single administration with a single currency, trading in 

peace and harmony across the various frontiers of an evolving world. 

The current concept originates in fact (if not in inspiration) with Frenchman Jean Monnet 

(mentioned above), his Monnet Plan (1945) based on a proposal that his native France would 

annex all of Germany’s industrial base in the Ruhr/Rhineland region. It was thus rooted in 

politics, a sort of two-in-one, instantly enriching a war-battered France while neutering Germany. 

This didn’t match the desires of the then all-powerful USA, however, so it eventually morphed into 

the better-balanced Schuman Declaration (1950), which itself led to the establishment of the 

European Coal & Steel Community, the forerunner of the present EU. 

Even at this early stage the idea of a United States of Europe, complete with its own Army and its 

own currency, had entered the equation, but it wasn’t just Monnet; where he led, others followed, 
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and – as we’ll discuss towards the end of this chapter –  the results of their efforts are today 

becoming much clearer. 

2.4 EU RESPONSE TO THE CRISIS 
Over the course of several chapters – Flawed Currency, Crisis Foretold, Crisis Unfolds, Fuelling the 

Flames, Reaction to the Crisis by the EU – a succession of economic experts are quoted, outlining 

the major flaws not just in the design of the euro (which in itself was catastrophic) but in the 

attempts to address the problems that arose, in the early years especially. 

As happened in the design stage, the response to the crisis was never just about addressing the 

monetary challenges; it was dominated and dictated by politics, specifically by the politics and 

economic philosophy of neoliberalism – inbuilt into the design of the euro – and of those who 

espoused it. In every EU institution – the Parliament, the Commission, the Council/Eurogroup and 

the ECB, in increasing order of importance – that was the majority voice, none louder than 

Germany’s Angela Merkel in the Council, and her Minister for Finance Wolfgang Schäuble in the 

Eurogroup Council of Ministers. 

The result of their interventions has been devastating, for the Member States in the front line such 

as Ireland and Greece especially but also for the rest of the eurozone (yes, even for Germany 

which, while it gained financially in many ways, outlined in the Chapter ‘And The Winners Are…’, 

was also hard hit by the banking crisis, the result of the actions of German banks and bankers, 

who were probably the most reckless of all, not just in Europe but across the globe). 

2.5 BALLYHEA SAYS KNOW 
For nine years the Ballyhea Says Know group (which began as Balllyhea Says No) has been 

campaigning to right the wrong that was done to Ireland in this crisis, the imposition of nearly 

€70 billion of private debt on the public purse. But it wasn’t just Ireland that was thus wronged; 

it’s every Member State of the eurozone. This report is our effort to highlight what was done, how 

and why it was done, and how unjust it was for all peoples in the eurozone, how unjust it remains. 

And it points a way forward, a way to end that injustice. 

We don’t know how much remission is due to other eurozone Member States but we believe that 

in Ireland, it starts with the €35.4 billion we as a people were forced by the ECB, the Commission 

and the Council to pour into a zombie, insolvent and non-systemic bank, Anglo Irish Bank, along 

with another €5 billion into another toxic bank, INBS. 

With this Report, we hand over responsibility to our MEPs for getting bank-debt justice not just 

for Ireland, but for all the people of the eurozone who have had private bank-debt imposed on 

them. 

2.6 CONCLUSION 
The ambition of Monnet and others for a full federal United States of Europe, mentioned above, 

is now almost complete. With PESCO (of which Ireland is a member) and the multi-billion 

‘Defence’ spending in the new Multiannual Financial Framework (MFF) for 2012-27, with the 

launch of the euro and the creation of several new pillars after the subsequent (even consequent) 

crisis in the march towards full Economic and Monetary Union (EMU), several major steps have 

been taken. 

And of course, that’s how it’s being achieved – incremental steps, some small, some big, but 

always towards the same final goal, and never fully explained to the people. 
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That final chapter in this report is dominated by a CEPR Study (Centre for Economic Policy 

Research) done by three eminent Italian economists, a comprehensive study drawn from the 

database of Eurobarometer over a period of 40 years (1973-2012). 

Step by step they take us through the various stages of the euro. It’s repetition, in a way, echoes 

much of what’s said in earlier chapters, but it’s more than that; using the EU’s own data, it’s 

reinforcement of all that’s said by the other experts quoted in this report. 

With national debt having exploded in almost every Member State of the eurozone, with private 

debt also a major problem, with banks big and small still on edge, with unemployment/under 

employment/insecure employment rampant (among the youth especially), with stagnation 

everywhere, with nationalism, fascism and racism on the increase, with the UK having left, it’s 

time surely for a rethink, not just of the euro but of the entire EU project, an honest and frank 

rethink and conversation. 

The CEPR report calls for an exit clause to be added to the euro, to allow those Member States to 

which it is clearly not suited a controlled passage back to economic sovereignty. That’s the 

minimum that’s required, but it doesn’t address the debt-legacy problem created when private 

debt was made public, the unjust and unsustainable burden that now weighs on the shoulders of 

every affected Member State. This burden must be lifted. 

To do so will be problematic, a major political challenge for the EU. But just as the means to impose 

that burden on people was found, surely the means to now alleviate it can and must also be 

realised. 

First though, must come acknowledgement. Over the past decade forests have been felled to 

publish the various studies, articles, reports and books criticising the various EU institutions on 

the design of the euro, and on the measures taken subsequent to the onset of the crisis. And yet 

not one of those institutions has yet issued a ‘mea culpa’, has accepted culpability, is prepared to 

even contemplate the idea that perhaps the euro as it stands was a mistake, that the path the EU 

is now on may in fact be the wrong path. 

It’s time for the EU to take a long, hard and honest look in the mirror. 
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3 CHAPTER 3. EURO DESIGN 

3.1 PRELUDE 
As stated, while the creation of a new currency is obviously a monetary project, the euro is and 

always has been first and foremost a political project, an integral part of the EU project itself. 

Before we examine the euro then, we must look at the EU. 

3.2 GALLOP THROUGH HISTORY 
There have been many attempts at a united Europe, in whole or in part. The Roman Empire was 

an ambitious early attempt, not to be confused with the Holy Roman Empire formed in the late 

8th century by Charlemagne the Great, King of the Franks, a tribe that spanned most of what we 

know today as Germany and France. 

The British, while warring variously with the French, Spanish etc in Europe, never really made a 

serious effort to rule all of Europe. They did have ambitions, began to spread their wings in the 

16th and later centuries. However, it was mostly in the other continents, where they were joined 

by the French, Spanish, Portuguese and Dutch in bringing our highly-prized ‘European values’ to 

every other continent on the planet, each growing their own Empire but with devastating 

consequences for the indigenous peoples. 

That should have been enough to satisfy the various imperialist ambitions, but it wasn’t. Back in 

Europe, in the early 19th century Napoleon almost emulated Charlemagne, thwarted eventually 

by a Russia which itself had been growing in power since the 14th century, and by the UK’s 

Wellington. 

In 1871, united by the brilliant Otto von Bismarck, Germany again joined the ranks of the 

imperialists and the German Empire was born, spread mainly into Africa but also had outposts in 

the Pacific. Inside just seven decades, with the rise of the Second Reich, then the Third Reich, this 

new empire would become the central player in two new major wars, wars that engulfed not just 

most of Europe but also, most of the entire world. 

Century upon century of war, of bloodshed, of terror – little wonder then that when the idea is 

propagated that the EU was founded on a ‘peace dream’, people from across this blood-soaked 

continent seize on it. And that’s how this EU is sold to us, that’s how it’s presented – a peace 

project to end all wars in what has always been a war-mongering continent. 

But it’s a lie, a myth. 

While there are indeed many far-thinking people who have had that vision, who still have that 

vision, many of them working now within the various EU institutions, the raw fact is that the EU 

as actually formulated is a commercial project, a project founded first and foremost on free 

trade, on maximising profit for capital. Peace? Yes, it was in the mix, but only as a hoped-for by-

product, that hope being that free trade wouldn’t just break down barriers, it would break down 

borders, make war superfluous. 

But a commercial project the EU is, a commercial project that began life as a proposal to strip 

Germany of its major industrial base, but then morphed into the political/commercial project it is 

today. Let’s take a walk through that process. 
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3.2.1 MONNET PLAN 
The 20th century with its two world wars, 1914-19 and 1939-45, was the nadir for Europe, the most 

bloody, the most destructive. After the second of those the general perception was that Germany 

had become too powerful, needed to have some teeth pulled. 

In early 1945, with Hitler already on the retreat, Frenchman Jean Monnet, a successful 

businessman with major American connections who became a political adviser, politician and 

diplomat, came up with what became known as the Monnet Plan (1). This was a five-year 

programme for the rebuilding of the French economy, but it was also – arguably – about the 

suppression of Germany and a return to French dominance on the European mainland. 

By 1944 France had already regained control of the wealthy states of Saarland and Lorraine as the 

Allied forces began the march into Germany itself; under Monnet’s plan, France would also take 

control of the mineral-rich Ruhr region of Germany, along with parts of the heavily industrialised 

Rhineland. 

There was a fly in the ointment, however; neither the UK nor – especially – the US were supportive 

of this, which prompted a rethink by Monnet, a fateful rethink as it transpired.  

3.2.1.1 THE USA CHIMES IN 

The real winners of the Second World War – if any such catastrophe can ever be said to have 

winners – were the USA and USSR, and it was they who would now dictate events in this self-

destructive Europe. Monnet soon realised that to counter the growing influence of the communist 

USSR, what the US wanted was a united Europe in the west, and he altered his plan to suit. 

3.2.1.2 THE UNITED STATES OF EUROPE 

A European Commission publication (2) titled ‘Jean Monnet: the unifying force behind the birth of 

the European Union’, contains the following paragraph, probably as illuminating a paragraph as 

there is on the greater ambitions of Monnet, ambitions now being fulfilled.  

‘After the failure in 1954 to create a ‘European Defence Community’, Monnet founded 

the ‘Action Committee for the United States of Europe’. This committee was set up to 

revive the spirit of European integration and became one of the main driving forces 

behind many of the developments in European integration such as the creation of the 

Common Market, the European Monetary System, the summits in the European Council 

and election to the European Parliament by universal suffrage.’ 

3.2.1.3 EUROPEAN MONETARY SYSTEM 

And there it is, the ‘European Monetary System’ – the euro as it became – was envisaged from 

the outset, part of Monnet’s plan. 

Various theories have since been posited for its inception. It would: 

• Act as insulation against future wars in Europe, binding together in economic and 

monetary union countries which had been at loggerheads for many centuries; 

• Eliminate exchange-rate transaction costs; 

• Eliminate exchange-rate variations and the subsequent instability between Member 

States within the EU; 

• Facilitate trade growth between all EU Member States; 

https://en.wikipedia.org/wiki/Monnet_Plan
https://europa.eu/european-union/sites/europaeu/files/docs/body/jean_monnet_en.pdf
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• See full liberalization of movement of capital; 

• Facilitate full integration of financial markets; 

• Facilitate tourism across the EU; 

• Finally, and probably the core motivation, it would play a central role in the bigger 

ambition of a federal EU; a union with its own currency, its own Finance Ministry, its own 

budget, its own foreign policy, its own defence force; a union that would then be on a par 

as a world power with the USA, China and Russia; 

All those theories are in themselves valid and worthy, but equally valid and worthy are those who 

believe that many of those ambitions are taking the EU project too far, that while a common 

currency might suit a few EU Member States (as originally envisaged, to include Germany, France 

and the Benelux countries), this version, which includes so many Member States entirely unsuited 

to it, damages rather than cements a proper union of equals. 

3.2.2 SCHUMAN DECLARATION – EUROPEAN COAL & STEEL COMMUNITY 
Monnet’s plan was taken up by Robert Schuman, Luxembourg-born but a Minister in the Vichy 

government during the Second World War and then afterwards (remarkably, given that De Gaulle 

had been head of the French Resistance and of the government-in-exile), Prime Minister of France 

under President De Gaulle in 1947/48, later to become Foreign Minister.  

Quoting from that European Commission publication (3):  

‘On 9 May 1950, Robert Schuman, France’s Minister of Foreign Affairs, delivered the so-

called ‘Schuman Declaration’ in the name of the French government. This Declaration 

was instigated and prepared by Monnet and proposed to place all German-French 

production of coal and steel under one High Authority. The idea behind this was that if 

the production of these resources was shared by the two most powerful countries on the 

continent, it would prevent any future war. As the governments of Germany, Italy, the 

Netherlands, Belgium and Luxembourg replied favourably, this declaration laid the basis 

for the European Coal and Steel Community, the predecessor to the European Economic 

Community and subsequent European Union.’ 

And thus, following ratification of the Treaty of Paris in 1951, was the European Coal and Steel 

Community (ECSC) established, six countries taking part - Belgium, France, Italy, Luxembourg, the 

Netherlands, and West Germany. 

3.2.3 TREATY OF ROME 
The Treaty of Rome (4) came into effect on Jan 1st 1958 and was signed by those same original six 

countries. It established the EEC (European Economic Community, more commonly known as The 

Common Market) and was an expansion in scope of the ECSC. No provision was made in that 

Treaty for monetary union, though Article 105.2 stated the following:   

‘In order to promote the co-ordination of the policies of Member States in monetary 

matters to the full extent necessary for the functioning of the Common Market, a 

Monetary Committee with consultative status shall hereby be established…’ 

It was a start towards monetary union, an understandable start given that by then, the idea of 

controlled currency alignment was taking hold internationally. 

https://europa.eu/european-union/sites/europaeu/files/docs/body/jean_monnet_en.pdf
https://en.wikisource.org/wiki/Treaty_establishing_the_European_Economic_Community
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3.2.4 BRETTON WOODS AGREEMENT 
The Bretton Woods Agreement (5), negotiated and signed in Bretton Woods in Hampshire, USA, 

when the Second World War was reaching its climax in July 1944, is described in Wikipedia as ‘the 

first example of a fully negotiated monetary order intended to govern monetary relations 

among independent states.’ 

The signatories included the USA, Canada, most western European countries, Australia and Japan, 

and it obligated all those major trading nations to adopt monetary policies ‘that maintained its 

external exchange rates within 1% by tying its currency to gold… Also, there was a need to address 

the lack of cooperation among other countries and to prevent competitive devaluation of the 

currencies as well.’ 

The US used its muscle to insist the system would be based on both the US$ and on gold, and it 

prevailed until Aug 15th 1971 when, chief among many factors, the growing cost of the Vietnam 

War led to President Nixon issuing Executive Order 11615, which basically cut the US$ away from 

gold and instead led to its establishment as a fiat currency (no intrinsic value – quite literally, just 

paper money, as valuable only as those who are backing it). This would become known as the 

Nixon Shock (6) and signalled the end of the Bretton Woods Agreement.  

3.2.5 THE WERNER REPORT 
The Werner Report (7) on ‘The realisation by stages of ECONOMIC AND MONETARY UNION in the 

Community’, was commissioned by both the European Council and European Commission after a 

summit in the Hague in 1969. It was produced nearly a year later, in Oct 1970, by a group chaired 

by Pierre Werner, Prime Minister and Minister of Finance of Luxembourg, and laid out the 

roadmap to a new currency, to be fulfilled within ten years. Didn’t happen then, but didn’t end 

there either. 

3.2.6 EMS and ERM 
The Bretton Woods Agreement had given the EEC (as the EU was in 1971) both a taste and a 

template for international monetary order. Within a year, most EEC countries had signed up to a 

new exchange-rate agreement, initially the Smithsonian Agreement (8), which set a ‘tunnel’ of 

±2.25% against which currencies could move relative to the US$, then later, when that proved too 

lax (one EEC currency could fluctuate up to 9% against another), the Basle Agreement (9), which 

set bilateral limit between any two EEC currencies of 4.5%, with all moving up or down together 

against the US$ – this became known as the snake in the tunnel (10). 

In 1979 this agreement was formalised, became the European Monetary System (EMS), and with 

that the European Currency Unit (ECU – the fledgling euro) was born. 

There were four basic elements in this new EMS: 

1. The ECU, under which Member States agreed to keep their foreign exchange rates within 

a narrow band of ± 2.25% and a wide band of ± 6%; 

2. The Exchange Rate Mechanism (ERM); 

3. An extension of European credit facilities; 

4. The European Monetary Cooperation Fund, created in October 1972, which allocated 

ECUs to Member States’ central banks in exchange for gold and US$ deposits. 

https://en.wikipedia.org/wiki/Bretton_Woods_system
https://en.wikipedia.org/wiki/Nixon_Shock
https://ec.europa.eu/economy_finance/publications/pages/publication6142_en.pdf
https://en.wikipedia.org/wiki/Smithsonian_Agreement
http://www.cvce.eu/obj/european_currency_snake_basle_10_april_1972-en-c607afa4-2b43-4528-b30a-5f7443123ce7.html
https://en.wikipedia.org/wiki/Snake_in_the_tunnel
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Theoretically all currencies were independent and equal, but in practice the German Deutsche-

Mark soon became the benchmark, the Alpha-Mark so to speak. There were fluctuations, 

adjustments, but all was relatively stable for a decade or so.  

Then came the fall of the Berlin Wall followed in October 1990 by German unification and all its 

attendant costs, and soon after that seismic event came the fall of the EMS. 

3.2.7 BLACK WEDNESDAY – THE EMS UNDERMINED 
When the EMS was established the UK – in typical UK fashion – remained aloof, didn’t join. By the 

late 80s however they were coming around to the idea of the EMS, spent a few years informally 

tracking the dominant Deutsche-Mark before finally, also in Oct 1990 and just as Germany East 

and West was being reunited, signing up. 

It was a short and – for the UK – a very expensive marriage. 

The pound sterling entered the EMS with an overvalued exchange rate, which the government 

was now duty-bound to protect. The UK in 1990 was suffering from high inflation, high interest 

rates, double-digit budget deficit, had much of its exports priced in a rapidly depreciating dollar; 

compounding this, to counter the inflationary effects of the spending that reunification now 

required, the German Bundesbank increased its interest rates, putting added pressure on all the 

other currencies. Finally, in early 1992, the Maastricht Treaty – which contained even more 

ambitious plans for monetary union in the EEC – was rejected by Denmark, and with a referendum 

also to come in France and the prospects for passing there also looking poor, well, it was the 

Perfect Storm. Led by the infamous George Soros, the sharks in the financial markets smelled 

blood, and in a sustained attack went after the weakest but juiciest prey, and UK and the pound 

sterling. 

It was a massacre, culminated on Black Wednesday (11), Sept 16th 1992, when the UK pulled out of 

the ERM and thus the EMS, licking its wounds and counting its losses, estimated at around £3.4 

billion. 

The sharks, however, weren’t done, and in 1993 moved on to the next juicy target, France. In Aug 

1993 the EEC itself capitulated and the Brussels Compromise saw a massive expansion of the 

allowable ERM fluctuation band, from 6% to 15%. 

3.2.8 THE DELORS REPORT 
While all this was going on but prior to the seismic events of 1990 to 1992, the President of the 

European Commission, Frenchman Jacques Delors, chaired a Committee (the Delors Committee 
(12)) comprised of the governors of the central banks of the 12 Member States, and tasked with 

preparing a report on creating an economic and monetary union – EMU.  

That report, presented in 1989, went further than the Werner Report of two decades earlier; 

included in its three-stage plan was the establishment of a European Central Bank (ECB; this 

institution would indeed go on to play a central role – pun intended – in subsequent events). It 

would prove critical in bridging the philosophical gap between the two main but rival drivers and 

designers of the new currency, Germany and France; it would prove even more critical, however, 

in the economic philosophy that would eventually come to dominate the euro and the eurozone 

– neoliberalism. 

A passage from ‘European Dystopia’ (13)  by William Mitchell:  

https://en.wikipedia.org/wiki/Black_Wednesday
https://www.ecb.europa.eu/ecb/access_to_documents/archives/delors/html/index.en.html
https://www.e-elgar.com/shop/eurozone-dystopia
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‘What eventually allowed the ‘nine horses’ to be harnessed together was not the 

diminution in Franco-German national and cultural rivalry but rather a growing 

homogenisation of the economic debate. The surge in Monetarist thought within 

macroeconomics in the 1970s, first within the academy, then in policy-making and 

central banking domains, quickly morphed into an insular Groupthink, which trapped 

policy makers in the thrall of the self-regulating free market myth. The accompanying 

‘confirmation bias’, which is ‘the tendency of people to only notice information consistent 

with their own expectations and to ignore information that is inconsistent with them’… 

The Delors Report (1989), which informed the Maastricht conference, disregarded the 

conclusions of the Werner and MacDougall Reports about the need for a strong federal 

fiscal function because they represented ‘old-fashioned’ Keynesian thinking, which 

was no longer tolerable within the Monetarist Groupthink that had taken over the 

European debate. The new breed of financial elites, who stood to gain massively from 

the deregulation that they demanded, promoted the re-emergence of the free market 

ideology that had been discredited during the Great Depression. The shift from Keynesian 

collective vision of full employment and equity to this new individualistic mob rule was 

driven by ideological bullying and narrow sectional interests rather than insights arising 

from a superior appeal to evidential authority and a concern for societal prosperity. 

The Monetarist (neoliberal) disdain for government intervention meant that the emu (as 

the euro forerunner was known) would suppress the capacity of fiscal policy and no 

amount of argument or evidence, which indicated that such a choice would lead to crisis, 

would distract Delors and his team from that aim. Delors knew that he could appease 

the French political need to avoid handing over policy discretion to Brussels by 

shrouding that aim in the retention of national responsibility for economic policy-

making. He also knew that the harsh fiscal rules he proposed that restricted the 

latitude of the national governments would satisfy the Germans. Monetarism had 

bridged the two camps’.  

In 1992 the Maastricht Treaty (14) formalised stage one of the Delors Report, setting EMU as an 

objective of the EEC and outlining economic convergence criteria based around inflation rate, 

interest rates, exchange rate stability, and debt to GDP ratio. 

In 1994, and even as the EMS was falling apart under pressure from the markets, phase two began, 

the establishment of the European Monetary Institute (forerunner of the ECB), and the design 

phase had begun in earnest.  

Which brings us to Bernard Connolly, an economist at the heart of the monetary policy section of 

the European Commission. 

3.2.9 THE ROTTEN HEART OF EUROPE 
In 1995, according to his bio in Wikipedia, Bernard Connolly was ‘head of the unit responsible for 

the European Monetary System and monetary policies. While at the Commission Connolly was a 

Member of the Monetary Policy and Foreign Exchange Policy sub-committees of the Committee of 

Central bank Governors and was on the OECD Group of High-Level Monetary Experts.’ 

A high-ranking insider then, a man not just ‘in the know’ but an official involved at the very top 

level with those charged with designing the new currency. 

https://en.wikipedia.org/wiki/Treaty_of_Maastricht


13 
 

That year, Mr Connolly wrote a book called The Rotten Heart of Europe (15) – that heart was the 

euro.  

The book is a forensic, very detailed outline of what exactly was going on, but more pertinently, 

what exactly was going wrong. It shone a light into the darkest corridors of the Commission, 

exposed for all to see the increasing rottenness – as he saw it – of a project that wasn’t just 

doomed to cause chaos and havoc in the countries that would adopt the new euro, but perhaps 

was even designed to do just that, to cause a major crisis which those whose real aim was a full 

federal EU could then exploit to push through an agenda which was being rejected by most 

Member States at the time. For his pains Mr. Connolly was fired, probably a positive outcome for 

himself given his now very successful consultancy in New York, but not so positive for those who 

were about to suffer the consequences predicted by the Englishman. 

Mr Connolly wasn’t the only leading economist, however, who was warning of certain crisis if the 

new currency was to be launched in the format being planned. As the currency was being beaten 

into the odd shape it would eventually assume, a host of alarmed economists began expressing 

their concern. More on that anon, but first, a look at the criteria required to create a new currency, 

and just how unlikely it was that the EU would meet those criteria. 

  

https://www.faber.co.uk/9780571301744-the-rotten-heart-of-europe.html
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4 CHAPTER 4. FLAWED CONCEPT →  FLAWED CURRENCY 

4.1 FLAWED CONCEPT 

4.1.1 OPTIMAL COMMON CURRENCY AREA  
Encyclopaedia Britannica defines an Optimum (common) currency area as ‘a currency area in 

which the benefits of using a common currency outweigh the costs of individual economies’ 

giving up their own currencies.’ 

In the EU, the drive towards a common currency took on a new drive after the Maastricht Treaty. 

But was it an ‘Optimum common currency area’? 

An article (!) in May 2012 from Eye On The Market by Michael Cembalest of J.P. Morgan Asset 

Management had a very interesting comparative table, as follows: 

There is no small amount of economic hubris associated with the European monetary 

project, and the chart below shows why. Multinational monetary unions are rare (see 

Appendix). Some regions debate adopting them, like the Persian Gulf, but decide not to, 

preferring to retain independent monetary policy. Europe went ahead anyway, despite 

large differences between member countries. Just how different? Countries in the 

European Monetary Union are more different than just about any other monetary union 

you could imagine: 

 

What does this chart show?  

• The best way I know of to compare countries is via the World Economic Forum Global 

Competitiveness Report. This compilation rates 142 countries on over 100 factors related 

to labor and goods market efficiency; government institutions (property rights, 

corruption); macroeconomic soundness (debt, deficits); health and education; business 

sophistication (local supplier quality/quantity); and capacity for innovation (quality of 

scientific research institutions, R&D spend, patent grants). 

• Using this raw data, I imagined what other monetary unions might exist, and how different 

their constituents would be. The chart shows the country dispersion for hypothetical 

https://www.newstatesman.com/sites/default/files/files/05-02-2012%20-%20eotm%20-%20the%20road%20less%20traveled.pdf
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unions comprised of the UK and its English-speaking offshoots (US, Can, Australia, Ire, NZ); 

and of countries in Central America, Latin America, the Gulf, Northern Europe, Africa and 

Southeast Asia (see Appendix for details). All of these hypothetical monetary unions have 

lower country dispersion measures than the European Monetary Union. And yet, these 

regions have resisted the temptation to form one. 

• I even reconstituted the old Soviet Union by combining the Russian Federation with 11 

former republics, and the Ottoman Empire, by combining 25 countries which now inhabit 

its 18th century borders. I also added a random monetary union comprised of the 12 

countries on Earth located at the latitude of the 5th parallel (north), and another union 

comprised of the 13 countries on Earth whose names start with the letter “M”. Even these 

groupings exhibited less dispersion than the EMU. And still, Europe soldiers on, even as the 

rest of the world avoids monetary union in circumstances more favorable to it.  

 

4.1.2 SUPPORTING ARGUMENTS AGAINST THE EURO AS AN OPTIMAL CURRENCY AREA 

4.1.2.1 PAUL DE GRAUWE  

From an article (2) in September 2015 in VoxEU by noted Belgian economist Paul de Grauwe titled 

‘Design failures of the Eurozone’, a section headed The Eurozone is not an optimal currency area: 

‘In a monetary union, countries facing external deficits are forced into intense 

expenditure reducing policies that inevitably lead to rising unemployment. This problem 

was recognised by the economists that pioneered the theory of optimal currency areas 

(Mundell 1961, McKinnon 1963, Kenen 1969; along with later important contributions, 

including Bayoumi and Eichengreen 1993, Krugman 1993). 

It is often forgotten that although the theoretical arguments in favour of flexibility are 

strong, the fine print of flexibility is often harsh. It implies wage cuts, fewer 

unemployment benefits, lower minimum wages, and easier firing… 

From an economic point of view, flexibility is the solution; from a social and political 

point of view, flexibility is the problem.’ 

4.1.2.2 INTERECONOMICS – German-based ‘platform for economic and social policy debates in 

Europe’ 

From a comprehensive study(3) by Intereconomics in October 2013 titled ‘The Optimum Currency 

Area Theory and the EMU (Economic Monetary Union)’, a paragraph headed ‘Is the EMU an 

optimum currency area?’ concluded thus:  

‘This evaluation of the EMU clearly reveals that it does not currently represent an 

optimum currency area. There are many shortcomings that need to be addressed. 

Member countries differ in terms of economic performance and structure. In particular, 

the common currency induced greater industrial specialisation, which, in turn, increased 

the vulnerability of the eurozone to asymmetric shocks. Moreover, the EMU's ability to 

act is restricted, as national preferences with regard to decision-making and crisis 

management differ greatly. Alternative compensation tools such as labour mobility and 

transfer payments that would help to cushion the negative effects of an asymmetric 

shock are lacking. These weaknesses reflect the EMU's difficulties in responding 

adequately to asymmetric shocks in a way that serves all member countries. Although 

some steps have been taken to boost fiscal and economic harmonisation, discrepancies 

https://voxeu.org/article/design-failures-eurozone
https://archive.intereconomics.eu/year/2013/5/the-optimum-currency-area-theory-and-the-emu/
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across the eurozone remain large, and factor markets are not sufficiently unified. Hence, 

the euro area is "a combination of rapid capital migration and limited labour 

migration" rather than an economically well-integrated currency union.’ 

4.1.2.3 PETER WAHL – THE EUROPEAN ILLUSION (4) – Chapter Titled ‘Alternatives To The Euro’: 

For another thing, the eurozone in no way corresponds to what would be deemed, in 

economic theory, an optimal currency area. The euro countries have long-established 

and widely varying structures, different levels of industrialisation and productivity and 

different economic traditions. The only solutions for overcoming such differences under 

the conditions of a common currency are “factor mobility” (that is, the ability for capital 

and wage-earners to move freely between the regions of the currency zone) and the 

ongoing economic equalisation of the various regions through regular financial transfers. 

Both of these took place in Germany after reunification. The problem is that this does not 

work in the eurozone. Though there is a single market, there are still a number of legal, 

tax and cultural differences that limit the mobility of business. The differences in the 

workforce are more pronounced still. Language barriers cannot be easily overcome, and 

labour migration inevitably causes a lot of problems for affected persons and their 

families. 

In addition, there is little willingness for solidarity between the individual countries - 

even if many on the left would wish this to be the case.’ 

4.1.2.4 KARL WHELAN – INTRODUCING ASYMMETRIC SHOCKS 

Irish economist Karl Whelan, in his Paper (5) ‘The Euro at 20’, outlines one of the many negative 

results of the launch of the new currency – asymmetric shocks: 

‘Much of the focus in the pre-EMU discussion centred on whether the euro area was an 

“optimum currency area” with critics pointing to the widely different economic 

structures across the area is implying there would be important “asymmetric shocks” i.e. 

shocks that affecting some areas more than other. EMU optimists argued that the 

currency union would increase trade links between member states and that countries 

with close trade links tended to have more correlated business cycles. It is ironic, then, 

that this near-harmonisation of private borrowing rates proved to be a far greater 

asymmetric shock than had been envisaged in this debate. Interest rates in Germany 

and other “core” euro members remained at pre-EMU levels but private borrowing 

rates in other euro area states declined dramatically and this had a big impact on these 

countries. The elimination of devaluation risk also greatly encouraged intra-EMU 

financial flows. With borrowing costs well down and many willing providers of this 

cheap credit, it is perhaps unsurprising that private debt levels in the euro area’s 

“peripheral” member states soared. With hindsight, it is easy to see that these 

increases in private debt also represented an important risk factor for the sovereign 

debt of these countries. For example, while Spain and Ireland had low and declining 

public debt ratios during the pre-crisis years, the explosion in private debt fuelled housing 

bubbles that masked underlying problems with public finances in these countries.’ 

What became the eurozone is thus comprehensively shown to be far, and very far, from bring an 

Optimum common currency area – it was a flawed concept, in fact could be accurately described 

as a ‘Minimal common currency area’. 

https://the-european-illusion.eu/wp-content/uploads/downloads/2018/11/TheEuropeanIllusion_AustriaAttac.pdf
https://www.karlwhelan.com/Papers/Whelan-Euro20.pdf
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That the euro would then itself become a flawed currency was inevitable, and again, the experts 

line up to illustrate the disastrous consequences. 

4.2 FLAWED CURRENCY 
Compounding matters (there was a lot of compounding going on through this entire process) was 

the fact that, great as were the problems already inherent in trying to design a common currency 

for such disparate economies, as the design process proceeded through the 90s, and as outlined 

in an earlier chapter, the political nature of the project subsumed monetary theory, and pillar by 

pillar many of the absolutely critical support structures for ANY currency were removed, 

Member State Finance Ministers (understandably) unwilling to surrender their fiscal and 

monetary sovereignty. 

4.2.1 DE GRAUWE – NO LENDER OF LAST RESORT 
PAUL DE GRAUWE, from that article (6) quoted above, outlines one major flaw – no lender of last 

resort: 

‘Fragility of the sovereign in the Eurozone 

When the Eurozone was started, a fundamental stabilising force that existed at the 

level of the member-states was taken away from these countries. This is the lender of 

last resort function of the central bank. Suddenly, member countries of the monetary 

union had to issue debt in a currency they had no control over. As a result, the 

governments of these countries could no longer guarantee that the cash would always 

be available to roll over the government debt. Prior to entry in the monetary union, these 

countries could, like all stand-alone countries, issue debt in their own currencies thereby 

giving an implicit guarantee that the cash would always be there to pay out bondholders 

at maturity. The reason is that as stand-alone countries they had the power to force the 

central bank to provide liquidity in times of crisis. 

What was not understood when the Eurozone was designed is that this lack of 

guarantee provided by Eurozone governments in turn could trigger self-fulfilling 

liquidity crises (a sudden stop) that would degenerate into solvency problems. This is 

exactly what happened in countries like Ireland, Spain and Portugal (Greece does not 

fit this diagnosis. Greece was clearly insolvent way before the crisis started, but this was 

hidden from the outside world by the fraudulent policy of the Greek government to 

conceal the true nature of the Greek economic situation)… 

The governments of the problem countries had to scramble for cash and were forced 

into quick austerity programs by cutting spending and raising taxes. A deep recession 

was the result. The recession in turn reduced government revenues even further, forcing 

these countries to intensify the austerity programs. Under pressure from the financial 

markets and the creditor nations, fiscal policies became pro-cyclical pushing countries 

further into a deflationary cycle. In short: 

• What started as a liquidity crisis degenerated, in a self-fulfilling way, into a 

solvency crisis. 

Thus, we found out that financial markets acquire great power in a monetary union. 

They can force countries into a bad equilibrium characterised by increasing interest 

rates that trigger excessive austerity measures, which in turn lead to a deflationary 

spiral that aggravates the fiscal crisis, (see De Grauwe 2011, De Grauwe and Ji 2013)… 

https://voxeu.org/article/design-failures-eurozone
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…in a monetary union, sovereigns singled out by financial markets cannot defend 

themselves unless they get help from other countries and from the ECB. But they are 

not willing to do this so easily…’ 

These are significant points being made by Mr. De Grauwe. The absence of those fundamental 

support structures, which should have been common to the entire eurozone, meant that in effect 

the Member States were using what amounted to a foreign currency over which they had no 

control, leaving them defenceless and at the mercy of the financial markets. Those markets were 

the ones now in real control of the eurozone, and they took full advantage, driving Greece, Ireland 

and Portugal to bankruptcy, driving Spain and Italy to the brink. 

4.2.2 ASHOKA MODY – NO FISCAL TRANSFERS 
Ashaka Mody in his book EuroTragedy: A Drama In Nine Acts (7) outlines another major flaw – no 

fiscal transfers between Member States: 

‘… economists concluded by the late 1960s that if the single currency were to have a 

chance—any chance at all— there would need to be significant fiscal transfers from 

the humming countries to those that were in the dumps. In a single-country, single-

currency customs union such as the US, states receive more funding from the federal 

budget; also, residents of states hit hard by recession pay reduced federal taxes relative 

to the residents of states that are less seriously affected. When such benefits are 

provided, no one fusses about them, because under the current political arrangement 

(the US), they are legitimate. Indeed, some US states, such as Connecticut and Delaware, 

make large permanent transfers to states such as Mississippi and West Virginia. 

Economists thus concluded that for the euro leap into the dark, a common budget 

under a single fiscal authority would be needed. 

If Europe wanted to go down this route, national parliaments would need to take back 

seats; they would mainly transfer resources to a common budget. A European finance 

minister reporting to a European parliament would use funds from a common European 

budget to stimulate the economy of the troubled country and thus shorten its recession. 

Fiscal transfers would not guarantee success, but without them, this was a dangerous 

venture. 

 

From day one, however, it was clear that the Europeans would never be willing to 

agree on a common budget. The Germans were understandably worried that if they 

agreed to share their tax revenues, they would become the financier of all manner of 

problems in the rest of Europe. Thus, a common budget to smooth the path to the United 

States of Europe with the euro as its common currency was politically off the table. 

Although they described the project in grand terms, Europeans set about creating an 

“incomplete monetary union,” one that had a common monetary policy but lacked the 

fiscal safeguards to dampen booms and recessions. Within this incomplete structure, 

conflicts involving the conduct of monetary and fiscal policy were bound to arise.’ 

4.2.3 JOSEPH STIGLITZ – euro flawed at birth 
It was thus a project doomed to failure, summed up in an article (8) in The Guardian from August 

2016 titled ‘The Problem with Europe is the Euro’ by Nobel Prize-winning economist Joseph 

Stiglitz:  

https://www.amazon.co.uk/EuroTragedy-Drama-Nine-Ashoka-Mody/
https://www.theguardian.com/business/2016/aug/10/joseph-stiglitz-the-problem-with-europe-is-the-euro
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‘The eurozone was flawed at birth. The structure of the eurozone – the rules, 

regulations and institutions that govern it – is to blame for the poor performance of 

the region, including its multiple crises. The diversity of Europe had been its strength. 

But for a single currency to work over a region with enormous economic and political 

diversity is not easy. A single currency entails a fixed exchange rate among the countries, 

and a single interest rate. Even if these are set to reflect the circumstances in the majority 

of member countries, given the economic diversity, there needs to be an array of 

institutions that can help those nations for which the policies are not well suited. Europe 

failed to create these institutions. 

Worse still, the structure of the eurozone built in certain ideas about what was required 

for economic success – for instance, that the central bank should focus on inflation, as 

opposed to the mandate of the Federal Reserve in the US, which incorporates 

unemployment, growth and stability. It was not simply that the eurozone was not 

structured to accommodate Europe’s economic diversity; it was that the structure of 

the eurozone, its rules and regulations, were not designed to promote growth, 

employment and stability. 

Why would well-intentioned statesmen and women, attempting to forge a stronger, 

more united Europe, create something that has had the opposite effect? ‘ 

Why indeed, and this is a question to which we’ll return. 

4.3 FLAWED FROM CONCEPT TO COLLAPSE 
These are but a few quotes from a few economists detailing the multiple major flaws in the design 

of the euro, but enough, surely, to confirm that what happened subsequently wasn’t just 

inevitable, it was predictable. And yet, it all went ahead. 

The eurozone was created in 1999 with 11 countries signed up: Germany, Austria, Belgium, Spain, 

Finland, France, Ireland, Italy, Luxemburg, the Netherlands, and Portugal. They were joined by 

Greece (2001), Slovenia (2007), Cyprus and Malta (2008), Slovakia (2009), Estonia (2011), Latvia 

(2014) and Lithuania (2015). 

Within just over a decade, four of the original 11, Ireland, Portugal, Spain and Italy, would be 

close to national bankruptcy, and two more, Greece and Cyprus, would actually hit the rocks.  

Also, of the original 11 (according to a table produced by the IMF (9) – see below) Austria, 

Belgium, Germany, Ireland, Luxembourg, Netherlands and Spain would suffer what they 

described as a ‘Systemic’ banking crisis, while France, Italy and Portugal were considered 

‘Borderline’ cases – that’s 10 of the 11 original eurozone countries forced to bail out their banks, 

with only Finland escaping. A success story? Hardly. 

https://www.imf.org/external/pubs/ft/wp/2012/wp12163.pdf
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5 CHAPTER 5. CRISIS FORETOLD 
Earlier chapters carry quotes and texts from several expert sources outlining problems with the 

euro concept and design, many of those the result of analysis subsequent to the crisis. However, 

there were also those who, well before the currency was launched at all, warned of what was 

likely to happen. Here are just a few: 

5.1 WYNNE GODLEY – 1992  
Wynne Godley was a former Under-Secretary at the British Treasury, where he specialised in 

macroeconomics; he was later a Fellow of King’s College Cambridge, where he became Director 

of the Department of Applied Economics. In October 1992, he wrote (1) the following:  

‘Maastricht and All That 

The central idea of the Maastricht Treaty is that the EC countries should move towards 

an economic and monetary union, with a single currency managed by an independent 

central bank. But how is the rest of economic policy to be run? As the treaty proposes 

no new institutions other than a European bank, its sponsors must suppose that nothing 

more is needed. But this could only be correct if modern economies were self-adjusting 

systems that didn’t need any management at all... 

What happens if a whole country – a potential ‘region’ in a fully integrated community 

– suffers a structural setback? So long as it is a sovereign state, it can devalue its 

currency. It can then trade successfully at full employment provided its people accept 

the necessary cut in their real incomes. With an economic and monetary union, this 

recourse is obviously barred, and its prospect is grave indeed unless federal budgeting 

arrangements are made which fulfil a redistributive role. As was clearly recognised in 

the MacDougall Report which was published in 1977, there has to be a quid pro quo 

for giving up the devaluation option in the form of fiscal redistribution. Some writers 

(such as Samuel Brittan and Sir Douglas Hague) have seriously suggested that EMU, by 

abolishing the balance of payments problem in its present form, would indeed abolish 

the problem, where it exists, of persistent failure to compete successfully in world 

markets. But as Professor Martin Feldstein pointed out in a major article in the Economist 

(13 June), this argument is very dangerously mistaken. If a country or region has no 

power to devalue, and if it is not the beneficiary of a system of fiscal equalisation, then 

there is nothing to stop it suffering a process of cumulative and terminal decline 

leading, in the end, to emigration as the only alternative to poverty or starvation.’ 

Emigration? Ireland would soon know all about that. 

5.2 MILTON FRIEDMAN – 1997 
Renowned US economist Milton Friedman, in an article titled The Euro: Monetary Unity to 

Political Disunity? (2): 

‘A common currency is an excellent monetary arrangement under some circumstances, 

a poor monetary arrangement under others… 

Europe’s common market exemplifies a situation that is unfavorable to a common 

currency. It is composed of separate nation states, whose residents speak different 

languages, have different customs, and have far greater loyalty and attachment to 

their own country than to the common market or to the idea of “Europe.” 

https://www.lrb.co.uk/v14/n19/wynne-godley/maastricht-and-all-that
https://www.project-syndicate.org/commentary/the-euro--monetary-unity-to-political-disunity?barrier=accesspaylog
https://www.project-syndicate.org/commentary/the-euro--monetary-unity-to-political-disunity?barrier=accesspaylog
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As of today, a subgroup of the EU – the Benelux countries (Belgium, the Netherlands, 

Luxembourg), Austria, and perhaps Germany – come closer to satisfying the conditions 

favorable to a common currency than does the EU as a whole. But they already have the 

equivalent of a common currency. Austria and the Benelux three have, for all intents and 

purposes, linked their currencies to the Deutschmark. However, these countries still 

retain their central banks, and hence can break the link at will. Any country that wishes 

to link to the Deutschmark more firmly can do so on its own, simply by replacing its 

central bank with a currency board, as some countries (such as Estonia) outside the EU 

have done. 

The drive for the euro has been motivated by politics, not economics. The aim has been 

to link Germany and France so closely as to make a future European war impossible, 

and to set the stage for a federal United States of Europe. I believe that adoption of 

the euro would have the opposite effect. It would exacerbate political tensions by 

converting divergent shocks that could have been readily accommodated by exchange 

rate changes into divisive political issues. Political unity can pave the way for monetary 

unity. Monetary unity imposed under unfavorable conditions will prove a barrier to the 

achievement of political unity.’ 

With Europe now more politically divided than it has been for generations, both within individual 

Member States and in the EU as a whole, how right he was. 

5.3 MARTIN FELDSTEIN – 1997 
From an Article (3) by US economist Martin Feldstein in the Journal ‘Foreign Affairs’ titled ‘EMU 

and International Conflict’, the opening chapter: 

‘MONNET WAS MISTAKEN 

To most Americans, European economic and monetary union seems like an obscure 

financial undertaking of no relevance to the United States. That perception is far from 

correct. If EMU does come into existence, as now seems increasingly likely, it will 

change the political character of Europe in ways that could lead to conflicts in Europe 

and confrontations with the United States. 

The immediate effects of EMU would be to replace the individual national currencies of 

the participating countries in 2002 with a single currency, the euro, and to shift 

responsibility for monetary policy from the national central banks to a new European 

Central Bank (ECB). But the more fundamental long-term effect of adopting a single 

currency would be the creation of a political union, a European federal state with 

responsibility for a Europe-wide foreign and security policy as well as for what are now 

domestic economic and social policies. While the individual governments and key 

political figures differ in their reasons for wanting a political union, there is no doubt 

that the real rationale for EMU is political and not economic. Indeed, the adverse 

economic effects of a single currency on unemployment and inflation would outweigh 

any gains from facilitating trade and capital flows among the EMU members… 

Instead of increasing intra-European harmony and global peace, the shift to EMU and 

the political integration that would follow it would be more likely to lead to increased 

conflicts within Europe and between Europe and the United States… 

https://www.nber.org/feldstein/fa1197.html
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Conflicts would also develop between the European political union and non-European 

nations, including the United States, over issues of foreign policy and international 

trade. While disagreements among the European countries might weaken any 

European consensus on foreign affairs, the dominant countries of the EU would be able 

to determine the foreign and military policies for the European community as a whole. 

A political union of the scale and affluence of Europe and the ability to project military 

power would be a formidable force in global politics.’ 

Feldstein’s warnings weren’t confined to just the probable negative economic impact, but went 

much wider and much deeper, and were just as prescient. The last paragraph outlines the true 

aim of EMU, and the true direction of the current EU. And THAT is the debate we should now be 

having – is this what we want in and for the EU?  

It’s a legitimate debate, a legitimate question – do you want a full federal United States of Europe 

as envisaged by Monnet, with all major power (economic, fiscal, military, foreign affairs) 

centralised, or do you want to go back to an EU of sovereign states with a common market, 

common rights, common ideas? That debate is needed now, open and honest. 

5.4 DE GRAUWE 1998 
In an article published in the Financial Times in February 1998, and taken from his book (4) 

‘Exchange Rates and Global Financial Policies’ (p.271), economist Paul De Grauwe (oft-quoted in 

this report) took on the role of soothsayer, was almost word-perfect in his prediction. He wrote: 

‘The size of the funds that will be freely moving within the euro area will make a 

quantum jump. 

Against the background of this dramatic liberalisation of Europe’s financial markets there 

is the fact that the regulatory and institutional environment will not be adapted. 

Prudential control will still be done at the national level. This will handicap the 

regulators in assessing the risk of the institutions under their jurisdiction. In addition, 

financial institutions in each country of the euro area will, at least initially, 

overwhelmingly be national… 

This will make it difficult to efficiently spread the risk of asymmetric economic shocks, i.e. 

economic shocks occurring in one country and not in others. 

The conditions that could lead to financial disturbances will, therefore, be present in 

the future euro area, at least during its initial phase when institutions have not yet 

adapted to the new environment. This, of course, does not mean that crises must 

inevitably occur. In order to gauge the risk of such occurrence let us analyse a particular 

scenario. 

Suppose a country, which we arbitrarily call Spain, experiences a boom which is 

stronger than in the rest of the euro-area. As a result of the boom, output and prices 

grow faster in Spain than in the other euro-countries. This also leads to a real estate 

boom and a general asset inflation in Spain. Since the ECB looks at euro-wide data, it 

cannot do anything to restrain the booming conditions in Spain. In fact the existence 

of a monetary union is likely to intensify the asset inflation in Spain. Unhindered by 

exchange risk vast amounts of capital are attracted from the rest of the euro-area. 

Spanish banks that still dominate the Spanish markets, are pulled into the game and 

increase their lending. They are driven by the high rates of return produced by ever 

https://books.google.ie/books?id=3Z-6CgAAQBAJ&pg=PA270&lpg=PA270&dq=%22The+complete+elimination+of+foreign+exchange+risk+following+the+introduction+of+the+euro+and+the+disappearance+of+regulatory+constraints+on+the+holdings+of+%E2%80%9Cforeign%E2%80%9D+euro+assets+will+change+all+that,+leading+financial+institutions+to+dramatically+increase+their+holdings+of+%E2%80%9Cforeign%E2%80%9D+euro-assets.+The+result+will+be+to+open+up+financial+markets+in+Europe+in+a+more+profound+way+than+in+the+1980s+when+most+European+countries+eliminated+their+systems+of+capital+controls.+The+size+of+the+funds+that+will+be+freely+moving+within+the+euro+area+will+make+a+quantum+jump.%22&source=bl&ots=JOkxncOrVK&sig=ACfU3U1XhIKTL6kbEAh3GOJ6zyJukKmVog&hl=en&sa=X&ved=2ahUKEwj0uqmf09XlAhXrQxUIHcPEBKEQ6AEwAHoECAgQAQ#v=onepage&q=%22The%20complete%20elimination%20of%20foreign%20exchange%20risk%20following%20the%20introduction%20of%20the%20euro%20and%20the%20disappearance%20of%20regulatory%20constraints%20on%20the%20holdings%20of%20%E2%80%9Cforeign%E2%80%9D%20euro%20assets%20will%20change%20all%20that%2C%20leading%20financial%20institutions%20to%20dramatically%20increase%20their%20holdings%20of%20%E2%80%9Cforeign%E2%80%9D%20euro-assets.%20The%20result%20will%20be%20to%20open%20up%20financial%20markets%20in%20Europe%20in%20a%20more%20profound%20way%20than%20in%20the%201980s%20when%20most%20European%20countries%20eliminated%20their%20systems%20of%20capital%20controls.%20The%20size%20of%20the%20funds%20that%20will%20be%20freely%20moving%20within%20the%20euro%20area%20will%20make%20a%20quantum%20jump.%22&f=false
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increasing Spanish asset prices, and by the fact that in a monetary union, they can 

borrow funds at the same interest rate as banks in Germany, France etc. After the 

boom comes the bust. Asset prices collapse, creating a crisis in the Spanish banking 

system.  

Too far-fetched to be realistic?’ 

Too far-fetched indeed – this was almost precisely what did happen in Spain, and in Ireland. 

5.5 BERNARD CONNOLLY - 1995 
Perhaps the most comprehensive foretelling of the crisis that befell the euro and the eurozone, 

however, and the most comprehensive analysis of how it was being designed, came from Bernard 

Connolly. In his Introduction to the 2012 edition (5) of the book he wrote in 1996, ‘The Rotten Heart 

of Europe’, Mr. Connolly writes: 

‘The dreadful suffering caused by monetary union is now apparent to everyone… 

How has this catastrophe come about? Why was it allowed to come about? Answers to 

both those questions were provided, in advance, in 1995 in this book. At that time 

propaganda, disinformation and political correctness – the suppression of rational 

thought – had created worldwide enthusiasm for the monetary union project in Europe. 

Now even its proponents cannot hide the fact that monetary union has brought anguish… 

What the book did succeed in doing was to show what disasters would be brought 

about by the interaction of the economics and politics of monetary union. It did that 

by analysing the genesis, painful operation and ultimate euthanasia of the forerunner 

of the single currency, the Exchange - Rate Mechanism (ERM) of the European 

Monetary System (EMS)… 

The book laid bare the motivations and patterns of behaviour of the principal players in 

the drive towards monetary union. It exposed a pattern of governmental deceit, double-

dealing, betrayals and straightforward economic incompetence mixed with 

Machiavellian political cunning. Observing and interpreting the machinations of the 

players, the book came to the conclusion that monetary union would be ‘a threat not 

only to prosperity but also to stability and ultimately to peace’.  

The first theme of the book is that monetary union was and is economically perverse. 

It would create chaos, suffering and despair and it would do so in wholly predictable 

fashion. That it has indeed done so is now undeniable. The second theme, now equally 

undeniable, is that monetary union was and is politically perverted…  

If monetary union were not successful (the more realistic assumption), its constraints 

would create such economic disaster in at least some of its member countries that they 

would be prepared to sign away their sovereignty in return for some supposed 

economic palliative. That of course is what has happened… 

Monetary union has done several things: it has brought several countries to the very brink 

of economic, financial, social and political breakdown… and it has shown, as the history 

of the ERM had already shown, that the smaller countries are pawns on the diplomatic 

chessboard, pushed around by France and Germany: as de Gaulle put it, ‘Europe is 

France and Germany; the rest are just trimmings.’ 

https://books.google.ie/books?id=XWbhHcmpcVQC&printsec=frontcover&dq=rotten+heart+of+europe+introduction+to+the+2012+edition&hl=en&sa=X&ved=0ahUKEwi8nMTdlNblAhUpShUIHZ7kDpUQ6AEIKTAA#v=onepage&q=rotten%20heart%20of%20europe%20introduction%20to%20the%202012%20edition&f=false
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But what has dragged the malignancy of the underlying politics into public view… has 

been the lunacy of the economics… 

That monetary union would create economic and social carnage was, or should have 

been, always obvious, and the signs were there for all to see in the ERM; this book points 

very clearly to those signs, and also to the economic confusion (if one is generous about 

motivation) of the ERM’s managers, many of whom went on, or have gone on, to 

populate the decision-making organs of the European Central Bank (ECB)… 

In sum, there has probably never in history been an economic and financial disaster on 

the scale of the monetary union in Europe.’ 

It’s a big book, a very dense and intense book, and for many it will be too extreme in its views. 

What is undeniable, however, is that even as the euro was still at design stage, Bernard Connolly’s 

analysis of what was going to happen was remarkably accurate. He was right in that analysis then, 

he’s right today. 

5.6 MARTIN FELDSTEIN AGAIN - 1997 
In late 1997, in a paper in the American Economic Association titled The Political Economy of the 

European Economic and Monetary Union (6): Political Sources of an Economic Liability, Martin 

Feldstein,  echoed much of what Bernard Connolly said: 

‘Conclusion 

Although the major countries of continental Europe now appear committed to adopting 

a single currency for Europe in January 1999, the events in the summer of 1997 show that 

this process may still be derailed by basic conflicts between France and Germany about 

the appropriate stance of monetary and fiscal policy, about the long-run independence 

and goal of the European Central Bank, and about the future limits on fiscal deficits. 

These disagreements about monetary and fiscal policies may have broader effects on 

the relations among European countries, creating conflict rather than the political 

harmony that many of EMU's advocates seek. 

The economic consequences of EMU, if it does come to pass, are also likely to be negative. 

Imposing a single interest rate and an inflexible exchange rate on countries that are 

characterized by different economic shocks, inflexible wages, low labor mobility and 

separate national fiscal systems without significant cross-border cyclical transfers will 

raise the overall level of cyclical unemployment among the EMU members... 

Political leaders in Europe seem prepared to ignore these adverse consequences 

because they see EMU as a way to further the political agenda of a federalist European 

political union, which will have a common foreign and military policy and a much more 

centralized determination of what are currently nationally determined economic and 

social policies. Although such a policy is often advocated as a way to reduce conflict 

within Europe, it may well have the opposite effect. 

Uniform monetary policy and inflexible exchange rates will create conflicts whenever 

cyclical conditions differ among the member countries. Imposing a single foreign and 

military policy on countries with very different national traditions and geographic 

circumstances will exacerbate these economic conflicts. So too will the inevitable struggle 

between Germany and France for leadership and among the other countries for a share 

in the decision-making power. 

https://www.aeaweb.org/articles?id=10.1257/jep.11.4.23
https://www.aeaweb.org/articles?id=10.1257/jep.11.4.23
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The Maastricht treaty contains no provisions allowing a country to leave the monetary 

union once it has joined. Membership in the monetary union and the adoption of a 

single currency is intended to be permanent. The adverse economic effects of EMU and 

the broader political disagreements will nevertheless induce some countries to ask 

whether they have made a mistake in joining. Although a sovereign country could in 

principle withdraw from the EMU, the potential trade sanctions and other pressures 

on such a country are likely to make membership in the EMU irreversible unless there 

is widespread economic dislocation in Europe or, more generally, a collapse of peaceful 

coexistence within Europe.’ 

5.7 BERNARD CONNOLLY AGAIN – AFTER THE LAUNCH BUT LONG BEFORE THE 

BUST, AN ARTICLE IN 2002 (7) WARNING OF THE SUBSEQUENT POWER-GRAB 

BY THE EU: 
‘In Europe the advocates of monetary union have always been quite clear about the 

unpleasant financial implication of a single currency. For them, the crisis that will be 

created by the euro represents the route to establishing colonial administration in the 

smaller EMU countries. As the chairman of the European Commission, Romano Prodi, 

put it earlier this year, the euro will oblige the EU to provide itself with a whole new 

set of centrally-administered powers, powers it is now politically unacceptable to 

claim, but powers which will be grabbed after the crisis created by the euro has come 

to pass. One should be prepared to take him at his word. But what crisis? What powers? 

Within EMU, Ireland, Portugal and Finland have all gone through the up phase of a cycle 

generated by a discrepancy between the anticipated rate of return on capital and the ex 

ante real rate of interest. They are now clearly in the down phase of that cycle. In 

Ireland's case, the boom was so fierce that cock-eyed optimists can contemplate a 

sharp fall in the growth rate as perfectly absorbable. But in none of these countries -- 

with Greece to follow rather soon -- will the process end with a nice, smooth return to 

a "sustainable" long-run growth rate. All of them will face depression, deflation and 

potential default. Public sector financial positions in all of them will deteriorate with 

amazing speed (in the "peripheral Europe" boom-bust cycle a decade ago, for instance, 

government borrowing as a percentage of GDP increased in several countries by more 

than a dozen percentage points of GDP in just three or four years), yet all of them begin 

with public sector debt ratios higher than was Argentina's at the beginning of its 

recession. And the accession countries will assuredly follow a similar path when they join 

EMU.’ 

5.8 NORMAN TEBBITT 
Finally, in 2005, former Conservative Party chairman Norman Tebbit wrote in an article in The 

Guardian (8) which, although it followed the launch of the euro, did precede the collapse. 

‘For me Black Wednesday was Bright Wednesday when "with one bound we were free". 

Six years earlier, as Conservative party chairman, I was agnostic, telling Margaret 

Thatcher that I could sell going in or staying out, whichever she, Nigel Lawson and 

Geoffrey Howe decided; but experience hardened me into a bitter opponent of the 

exchange rate mechanism (ERM) - or what I called the eternal recession mechanism. 

Soaring interest rates led to mortgage arrears, forced sales and falling house prices; 

house owners became homeless with debts they could not repay. Small businesses 

collapsed in their thousands. The economy soon recovered after Black Wednesday, but 

https://www.usagold.com/gildedopinion/pdf/connolly.pdf
https://www.theguardian.com/politics/2005/feb/10/freedomofinformation.economy
https://www.theguardian.com/politics/2005/feb/10/freedomofinformation.economy
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Tory voters had paid a heavy price for John Major's obstinate refusal to make a 

managed withdrawal from the European trap of the ERM.’ 

Like all the others above, it was a prescient piece. There were lessons to be learned from Black 

Wednesday and everything around it. Why then, were those lessons not learned? 

In any event, as we all now know to our cost, that which was predicted – unfortunately – came to 

pass. Boy, did it come to pass. 
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6 CHAPTER 6. A CRISIS UNFOLDS 
That the Wall Street crash and subsequent financial crisis was going to work its way across the 

Atlantic was inevitable – many of the biggest of the EU banks were neck deep in the cesspit that 

Wall Street had become, held hundreds of billions in now almost worthless derivatives. The 

question was when? And who would be first to feel the effects of this tsunami? 

Though the biggest culprits were German banks and German bankers, and the first sign of the 

Eurozone banking crisis would manifest itself in Germany, the first real Member State victim 

turned out to be Greece, April 2010, followed just a few months later – Nov 2010 – by Ireland. 

Kind of ironic, really; if there was ever a situation to illustrate just how destructive the euro was, 

then it’s provided by those two countries at the extreme ends – not just geographically, but 

economically – of the EU. 

Ireland became the poster-boy for the new currency and all it would mean for the EU; it had met 

all the criteria for entry at the launch stage (in fact was in better financial health than even 

Germany), then it proceeded to watch its economy expand and expand, the envy of the world.  

Greece, well, they’d cheated their way into the euro, hadn’t they? A bunch of bloody chancers, a 

nation of cowboys – that was the narrative applied after its application process was exposed. 

It was a narrative we in Ireland would also come to know as the European Commission, European 

Council and the ECB showed their teeth in the years that followed. When Ireland’s banks failed, 

as was predicted and inevitable, the axe fell and the Irish joined the Greeks in the stocks, to be 

pelted with insult by the righteous of the EU. 

Those irresponsible Irish – they were the party animals of Europe, weren’t they? And they – like 

the Greeks – would have to be taught a few lessons. ‘Neoliberalism’ as an economic theory wasn’t 

something with which Irish people generally were familiar; very shortly and very painfully, they 

would soon learn all about it in practice. 

That narrative, however, was false, ignored the root cause of what happened in both Greece and 

Ireland. It did contain a lot of truth; in Ireland, a country whose people had long known mostly 

struggle and hardship, but was now suddenly awash with easily accessible cheap money, many 

people did indeed ‘lose the run of themselves’. But there was another side to that sorry story. 

In a loan situation, who’s in control, the borrower or the lender? There was a lot of reckless 

borrowing going on across the new eurozone, no question or doubt about that, and it’s all been 

well publicised, roundly criticised. But what of all the reckless lending? From where did all those 

reckless individuals in all those Member States get their loans? And from where did all those 

banks and other lending institutions in all those Member States get their billions? Because 

ultimately, that’s where the problem originated, that’s where the buck stops. Or in this case, 

the euro. 

6.1 ANDY STOREY – CHRONICLE OF A CRISIS FORETOLD 
In his study (1) ‘CHRONICLE OF A CRISIS FORETOLD: THE POLITICAL ECONOMY OF THE EUROPEAN 

PROJECT’, UCD Economics lecturer Andy Storey says the following: 

‘Although the peripherals were becoming increasingly less competitive – relative to the 

outlier Germany – they no longer had available to them the ‘traditional ‘response of 

currency devaluation. Instead the peripherals mostly ran up substantial balance of 

payment deficits that were financed by borrowing (Ireland was an exception by virtue of 

https://www.people.ie/economy/storey.pdf
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its unusually buoyant export sector, which is dominated by US multinationals). This, in 

essence, is what caused the European debt crisis – core-country banks’ lending to the 

public and private sectors of the periphery, facilitated by a low interest rate policy on the 

part of the ECB and by lax regulation of such cross-border lending by the ECB or any other 

authority.  

As Jorg Bibow (2013: 14) puts it: “Essentially, Europe created the single financial 

market, but was satisfied with minimum standards for national financial regulators 

and supervisors while otherwise practicing mutual recognition (EU passport principle). 

This meant that financial institutions were let off the hook to roam freely in the 

common market (and beyond) without effective policy control. With banks facing 

heightened competition from deeply liberalized markets, incentives were set for 

adventurous excursions into new territories and innovative products”.’ 

It’s important to pause here and digest this. Andy Storey is merely pointing out the facts: 

• When the euro was launched, hundreds of billions of new euro flooded from the 

wealthier core countries of the eurozone to those on the periphery;  

• With no oversight at EU level of what was happening, varying standards of national 

regulation, no-one was keeping an eye on the big picture, not even the ECB;  

• With the markets now totally free, even traditionally conservative banks in individual 

Member States came under pressure to lower their standards or be overtaken, 

leading to a lending frenzy.  

Mr. Storey again: 

What the peripheral countries used the borrowed money for differed from case to case. 

In Spain and Ireland, for example, money flowed into overheated property markets and 

created huge property price bubbles (Lopez and Rosriguez, 2011; O’Riain, 2012). In 

Greece, large public debt was incurred, but much of this was for dubious purposes such 

as armaments imports and infrastructural projects whose costs were bloated by 

corruption (Slijper, 2013). Most countries did not, prior to the crisis, have significant 

government budget deficits – this was not, for the most part, a crisis caused by 

irresponsible government spending, it was predominantly a crisis caused by 

irresponsible activities undertaken by private sector agents (Lapavitsas et al, 2010).  

But it would become a crisis of government budgets, mainly because governments 

guaranteed the debts of the banks. Nowhere is this more striking than in Ireland where 

the September 2008 state guarantee of the banks has left Ireland footing the bill for the 

largest bank ‘bail out’ in history (Whelan, 2012). We now know that the Irish guarantee 

was probably not suggested or pushed by the ECB but was a catastrophe entirely of that 

state’s own making (Brennan, 2013). But as the crisis developed the pressure from the 

ECB intensified, alarmed as it was at the prospect of ‘contagion’ spreading to the core 

country banks i.e., of German, French and other banks not getting back the money they 

had lent to the periphery, with potentially severe effects for their balance sheets. 

Preserving the financial sectors of their own countries was the first priority of core 

country leaders and it remains important today. This imperative was very evident, for 

example, in the run-up to the Irish ‘bail out’ of 2010 when the ECB insisted that Ireland 

continue all bondholder payments (Whelan, 2012). 
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However, those leaders have also recognised that the crisis is an opportunity as well as 

a threat, an opportunity to continue the longer-term EU project of shifting power further 

away from labour and towards capital, and further ‘locking in’ pro-corporate policies. 

They have adopted the dictum of former Barack Obama chief of staff Rahm Emanuel: 

“You never let a serious crisis go to waste. And what I mean by that it’s an opportunity 

to do things you think you could not do before” (see also Klein, 2007). Thus, from 2010 

to 2013, Greece, Ireland, Portugal and Cyprus (in that order), finding themselves no 

longer able to borrow at affordable rates from the financial markets, were obliged to 

seek loans supervised by the ‘troika’ of the European Commission, ECB and 

International Monetary Fund (IMF). And those ‘bailout’ loans (partly intended, as 

discussed above, to ensure bondholder repayments) came at a price – public spending 

cutbacks, taxation increases, privatisation, deregulation, and so on. In the case of 

Cyprus, the price includes the expropriation of a portion of bank deposits.  

As Zacune (2013: 3) puts it, “the dark irony is that an economic crisis that many 

proclaimed as the ‘death of neoliberalism’ has instead been used to entrench 

neoliberalism”.’  

6.2 NEOLIBERALISM IN PRACTICE 
As has already been documented, the Maastricht Treaty of 1992 changed everything about the 

fledgling EU, fundamental changes. What had been simply a Free Trade area with a Customs Union 

would now become a full Single Market, with four absolute freedoms at its core - the free 

movement of capital, goods, services and workers. Of those four, however, and as outlined in the 

Study (2) by Attac Austria titled ‘The European Illusion’, one would have a special place – the free 

movement of capital. Article 63 of the EU Treaties states: “Within the framework of the provisions 

set out in this Chapter, all restrictions on the movement of capital between member states and 

between member states and third countries shall be prohibited.” 

6.2.1 HARD LAW V SOFT LAW 
As pointed out in the above study: 

‘From the outset, the neoliberal approach of Thatcher and Reagan was embraced 

enthusiastically by the EU and cemented in law. The above-mentioned fundamental 

freedoms fall under the umbrella of “primary law”, which affords them precedence over 

national law (hard law). Other interests – such as workers’ rights, tax justice or the 

environment – remain within the competence of the member states and are classified as 

soft law. 

If conflicts arise between hard and soft law, they can be brought before the European 

Court of Justice (ECJ). To date, the Court has passed several judgments restricting even 

fundamental rights (such as the right to strike) in favour of internal market freedoms. 

As a result of all this, there is a fundamental imbalance built into the architecture of 

the EU’s legal system: financial interests (first and foremost, the interests of financial 

capital) are privileged both systematically and under law and, in effect, are privileged 

with constitutional impact, while other interests are forced to assume a lower priority. 

In critical discussions on Europe, this is referred to as “neoliberal constitutionalism”.’ 

That neoliberal thinking and philosophy then was what dominated the reaction of the EU to the 

crisis. And it was a disaster. Far from putting out the inferno, they simply added more fuel, a fact 

thrown up in report after report by economist after economist. 

https://the-european-illusion.eu/wp-content/uploads/downloads/2018/11/TheEuropeanIllusion_AustriaAttac.pdf
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7 CHAPTER 7. FUELLING THE FLAMES – EU RESPONSE 
Before we get into the EU response, it’s perhaps timely to look at two topics that are very much 

at the heart of all this – monetary policy and fiscal policy. 

Under normal circumstances government policy is underpinned by those two pillars; they are 

separate but work in tandem, independent yet interdependent, with a common goal – 

maintaining stability. 

7.1 MONETARY POLICY 
Monetary policy has two principal aims: 1) the control and management of money supply in an 

economy; 2) the management of interest rates and credit supply in that same economy. It is 

usually in the hands of the Central Bank of that particular country, and usually also, is independent 

of government, free to set its own agenda. 

When intervention is called for, monetary policy can be either expansionary or contractionary; 

expansionary when an economy is weakening, in which case the Central Bank will probably cut 

interest rates, making money cheaper, increasing supply, thus stimulating recovery; 

contractionary when an economy is over-heating, in which case the Central Bank will do the 

opposite, raise interest rates thus making money more expensive, taking some of the heat from 

the economy. 

The Central Bank also has other tools at its disposal – quantitative easing, buying/selling various 

financial instruments, bank reserve requirements, etc – and all were used by the ECB over the 

course of the eurozone crisis. More on that later. Suffice to say for now that under normal 

circumstances, the monetary policy of a Central Bank is geared towards assisting government 

maintain stability in its economy. 

7.2 FISCAL POLICY 
Fiscal policy is set by government and is concerned with the control and management of income 

and expenditure. Income is derived from taxation (direct and indirect) and/or from borrowing; 

expenditure includes day-to-day spending on services and so on, and long-term capital spending 

on infrastructure etc. 

Fiscal policy has a direct impact on income distribution in a country, depending on the level of 

taxation (again, both direct and indirect) and on the level of services provided. 

As with Monetary Policy, Fiscal Policy can be used to either stimulate or cool an economy. In a 

weak or stagnant economy, government can reduce taxation and/or increase its borrowing and 

its spending, thus providing an impetus to the economy, or conversely, can defuse an over-heating 

economy by increasing taxes, reducing its spending. 

Overall then, and while both Monetary Policy and Fiscal Policy are set by two bodies 

independent of each other (Central Bank and government), they both have the same general 

aims: maintain stability in an economy, with steady and sustainable growth; keep inflation low; 

keep unemployment low; maintain fair wealth distribution; keep a readily available reasonably 

priced supply of credit. 

Separate then, yes, but here is the key issue, from the eurozone perspective; used in harmony 

with each other, Monetary Policy and Fiscal Policy can have a major positive effect in controlling 

any economy; used discordantly, however, with one pulling against the other, they can be 

destructive, and very destructive. Which is what happened in the eurozone. 
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7.3 ASHOKA MODY - EUROTRAGEDY 
In his book titled Euro Tragedy: A Drama In Nine Acts (1), former IMF senior economist Ashoka 

Mody opens by stating:  

‘The euro—the single currency shared by nineteen European nations— is unique in 

human history.  

Never before has a group of countries created a brand-new currency that they would 

share with one another. Some idealists have seen this uniqueness as a virtue, as the 

harbinger of a better future world in which nations cooperate on a wider range of 

economic and political decisions. In due course, a political union might emerge; national 

parliaments would give increasing authority to a European parliament, which would 

make decisions for everyone. With this vision, almost half a century ago, European 

nations began exploring the idea of a single currency. Such a single currency, their 

leaders said, would bring greater prosperity and greater political unity. 

In fact, key decision makers came very quickly to understand the dangers of the leap 

they were taking. They understood that the benefits of easier transactions within Europe 

were small. What they possibly did not think clearly about is an economic proposition 

that comes as close to a theorem as economics can have. In a classic 1968 paper, Milton 

Friedman, one of the foremost economists of the 20th century, explained that the main 

function of monetary policy is to help minimize a macroeconomic dislocation—to prevent 

an economic boom from getting too big and reduce the time that an economy spends in 

a recession. 

Monetary policy, Friedman insisted, cannot help an economy raise its long-term growth 

prospects. And, here was the kicker: if monetary policy is badly implemented, it can 

cause lasting damage and can, hence, reduce long-term growth prospects. Like a 

“monkey wrench” thrown into a machine, ill-chosen and ill-timed monetary policy 

frustrates normal economic functioning. By going down the route of monetary union, 

European leaders were making it more likely that European monetary policy would 

throw monkey wrenches into their economies.’ 

7.4 WEAPONISING MONETARY POLICY 
There is compelling evidence from a host of expert sources that far from easing the crisis, the 

actions taken by the EU institutions – the European Council, the European Commission and their 

enforcer, the ECB – both in the immediate aftermath of the onset of the crisis, and then 

persevered with through the decade that followed, actually made the situation worse, far far 

worse. Most extreme was the response of the ECB. 

It can be fairly argued that the ECB was independent throughout the crisis, the dominant 

influence of Germany’s Wolfgang Schäuble notwithstanding, and thus that its Monetary Policy 

was very much its own. 

It can also be fairly argued, however, that the ECB went beyond Monetary Policy, that it in fact 

weaponised its Monetary Policy to dictate Fiscal Policy to several troubled Member States, 

Greece probably the best-known example, but by no means on its own. 

Before we examine how the various EU institutions reacted, however, testimony from a few of 

those experts mentioned above. 

https://www.amazon.co.uk/EuroTragedy-Drama-Nine-Ashoka-Mody/
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7.4.1 PAUL DE GRAUWE – ‘Design Failures in the Eurozone: Can they be fixed?’ 
There is an expert and comprehensive paper (2) by Paul De Grauwe from February 2013 titled 

‘Design Failures in the Eurozone: Can they be fixed?’ 

In his ‘Abstract’ for this paper, he says:  

‘I analyse the nature of the design failures of the Eurozone. I argue first that the 

endogenous dynamics of booms and busts that are endemic in capitalism continued to 

work at the national level in the Eurozone and that the monetary union in no way 

disciplined these into a union-wide dynamics. On the contrary the monetary union 

probably exacerbated these national booms and busts. Second, the existing stabilizers 

that existed at the national level prior to the start of the union were stripped away 

from the member-states without being transposed at the monetary union level. This 

left the member states “naked” and fragile, unable to deal with the coming national 

disturbances.’ 

7.4.1.1 Chapter 4 of this paper is headed ‘Misdiagnosis of the sovereign debt crisis’. 

It opens with the following: 

‘The diagnosis of the Eurozone crisis that was made by political leaders, especially by 

those from Northern European countries was that the sovereign debt crisis arose as a 

result of profligacy of governments in general and of governments in the Southern 

European countries in particular. However, with the exception of Greece, the reason why 

countries got into a sovereign debt crisis has little to do with public profligacy. The cause 

of the debt problems in the Eurozone is to be found in the unsustainable debt 

accumulation of the private sectors in many Eurozone countries.’ 

Later in that chapter, he notes: 

‘It is interesting to note that, as documented by Schularick (2012), most of the financial 

crises of the last century in the industrialized world have been caused by excessive 

private debt accumulation, not by excessive accumulation of government debt. Yet the 

diagnosis that was made by the Eurozone leaders, i.e. the German government, the 

ECB and the European Commission, is that government profligacy was to blame. The 

effect of this misdiagnosis was that budgetary austerity was imposed as the cure to 

solve the crisis…  

Southern Eurozone countries that were forced to swallow most of the wrong medicine 

pushed their economies into deep economic depressions. The latter, instead of 

improving the fiscal situations of the governments of these countries made these 

worse. It also led to an increasing social and political rejection of the austerity strategy 

and weakened the social acceptability of the Eurozone itself. 

As long as such misdiagnosis continues to form the basis of political action by European 

leaders the chances of stopping the destructive dynamics are slim. Instead political 

action should be based on a correct diagnosis that (the crisis) results from a number of 

design failures that have little to do with government profligacy.’ 

Sobering thoughts indeed.  

https://www.lse.ac.uk/europeanInstitute/LEQS%20Discussion%20Paper%20Series/LEQSPaper57.pdf
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7.4.1.2 Chapter 5 –  ‘The ECB as a lender of last resort in the government’. 

This deals with the actions of the ECB and makes for equally sobering reading, outlines the initial 

ECB reaction – too little, too late:  

‘The ECB is the only institution that can prevent market sentiments of fear and panic 

in the sovereign bond markets from pushing countries into a bad equilibrium. As a 

money-creating institution it has an infinite capacity to buy government bonds… The fact 

that resources are infinite is key to be able to stabilize bond rates. It is the only way to 

gain credibility in the market. 

The ECB did buy government bonds in 2011 in the framework of its SMP program. 

However, it structured this program in the worst possible way. By announcing it would 

be limited in size and time, it mimicked the fatal problem of an institution that has 

limited resources. No wonder that strategy did not work (De Grauwe 2012). 

The only strategy that can work is the one that puts the fact that the ECB has unlimited 

resources at the core of that strategy. On September 6, 2012 the ECB finally recognized 

this point and announced its “Outright Monetary Transactions” (OMT) program, which 

promises to buy unlimited amounts of sovereign bonds during crises.’ 

7.4.1.3 Chapter 6 brings us to the crux of the problem – the failure by the ECB and the 

Commission to see the bigger picture. 

‘Macroeconomic policies in the Eurozone have been dictated by financial markets. 

Financial markets have split the Eurozone in two, forcing some (the Southern European 

countries, the “periphery”) into bad equilibriums and others (mainly Northern 

European countries, the “core”) into good equilibriums… 

The first best policy would have been for the debtor countries to reduce and for the 

creditor countries to increase spending. Thus, the necessary austerity imposed on the 

Southern European countries could have been offset by demand stimulus in the Northern 

European countries. Instead, under the leadership of the European Commission, tight 

austerity was imposed on the debtor countries while the creditor countries continued 

to follow policies aimed at balancing the budget. This has led to an asymmetric 

adjustment process where most of the adjustment has been done by the debtor 

nations. The latter countries have been forced to reduce wages and prices relative to the 

creditor countries (an “internal devaluation”) without compensating wage and price 

increases in the creditor countries (“internal revaluations”)… since 2008/09 quite 

dramatic turnarounds of the relative unit labour costs have occurred (internal 

devaluations) in Ireland, Spain and Greece, and to a lesser extent in Portugal and Italy.  

These internal devaluations have come at a great cost in terms of lost output and 

employment in the debtor countries… one can conclude that the burden of the 

adjustments to the imbalances in the eurozone between the surplus and the deficit 

countries is borne almost exclusively by the deficit countries in the periphery. This 

creates a deflationary bias that explains why since 2012 the Eurozone has been pulled 

into a double-dip recession…’ 

7.5 INTERNAL DEVALUATION – HITTING LABOUR 
And so we’re back to neoliberalism again, the Maastricht Treaty and ‘internal devaluation’ – 

restoring international competitiveness by reducing labour costs – as the means by which Member 

States in a common currency over which they have no control, can counter a major economic 
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crisis. Mr. De Grauwe’s assertions are backed up in this piece (3) from ‘The European Illusion’, by 

Attac Austria: 

‘The crisis across much of the European Periphery can be attributed to the fact that 

capital flows from the export-oriented countries had dried up. Triggered by financial 

speculation against government bonds, they turned into capital outflows. These proved 

disastrous, since the neoliberal European Central Bank was not intended to act as a 

lender of last resort for affected euro member states. Bailouts and other similar 

measures were drafted at the European level to prevent the complete collapse of the 

monetary union; however, these did not benefit the countries in the periphery, but 

mainly functioned in the interests of banks and other creditors in the states of the 

European core.  

Costs were borne by the peripheral countries, which were forced to introduce austerity 

policies. At the same time, labour markets were liberalised and wages and benefits 

drastically reduced. In the wake of the crisis, this manner of interaction with the 

European periphery was institutionalised at the EU level, with new and even more 

neoliberal rules derived from the initial ad-hoc measures…  

Although the idea of a “social EU” is frequently invoked, it is the very neoliberal 

alignment of the EU that facilitates the curtailment of social and welfare states in 

Europe and the weakening of people’s, workers’, consumers’ and environmental 

interests in favour of capital and corporate interests. Democratic mechanisms would 

potentially make this difficult to enforce on an individual country basis, which is why the 

EMU concept – whose decision-making mechanisms largely circumvent democratic 

structures like the European Parliament and national parliaments – is the key instrument 

in this regard.’ 

7.5.1 ERIC TOUSSANT – The Euro Straitjacket  
An article (4) in cadtm.org by Economist Eric Toussaint in Sep 2017 casts further light on the topic 

of ‘internal devaluation’: 

‘Obviously, countries that are in the eurozone cannot devalue their own currency, since 

it is now the euro. Likewise, countries like Greece, Portugal, and Spain are in a catch-22 

situation due to their eurozone membership. European authorities and their national 

governments have been applying what has come to be called internal devaluation: 

they impose wage cuts on employees, which are transformed into profits for the 

directors of major private corporations. Internal devaluation is therefore synonymous 

with decreased wages. It is used to increase competitiveness; however, it has not proven 

to be very effective in terms of creating economic growth because at the same time 

austerity policies and salary cuts have been applied in all of the countries concerned. On 

the other hand, corporate directors are very happy, because they have been long intent 

on radically cutting wages. From this point of view, the eurozone crisis, which became 

very acute as of 2010-2011 has been a godsend for corporate directors. The legal 

minimum wage has been drastically cut in Greece, Ireland, and other countries.’ 

https://the-european-illusion.eu/wp-content/uploads/downloads/2018/11/TheEuropeanIllusion_AustriaAttac.pdf
http://www.cadtm.org/The-euro-crisis-and-contradictions,15470
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7.6 CHORUS ON EU FAILURE 

7.6.1 ASHAKA MODY 
Many other studies/papers/reports have been written on the EU’s many mistakes in the wake of 

the crisis. One of the most scathing, however, was an Irish Times report (5) of an interview in 2013 

with Ashaka Mody, the man who headed up the IMF element of the third partner in the Troika.  

The IMF, remember, were the only ones who had prior experience of dealing with countries in a 

major economic crisis. During the process they were many internal disagreements within the 

Troika as to how best to proceed, but those were kept in-house, so to speak. By 2013, however, 

Mr. Mody had left the IMF and was now lecturing in Princeton College, New Jersey, free to speak 

his mind. And did he speak… 

‘Three years on, (Mr. Mody) is not nearly as complimentary about how the European 

authorities dealt with the Irish crisis or their prospects for kick-starting economic growth. 

Instead of “muddling through” the crisis, he believes the European authorities, his former 

partners in the troika while working as a senior IMF official in Washington, have become 

stuck in a “muddle”. 

Europe’s aggressive, single-minded focus on austerity by way of sharp tax increases 

and deep spending cuts at the expense of measures that might encourage economic 

growth in a programme of sharp fiscal consolidation was “analytically, practically and 

institutionally wrong,” said Mody. 

The fundamental error was in the European authorities taking the view that if you do not 

aggressively consolidate you will be seen to be “fiscally profligate” losing you vital fiscal 

credibility, he said. 

The argument that the financial markets would have been scared if Ireland did not 

continue cutting and taxing its way out of the crisis was “completely wrong”.  

Markets could have been trained to think that it was good both ways. “In the end when 

they do not see growth, they get as scared as when they don’t see consolidation,” said 

Mody.’ 

7.6.2 PATRICK HONAHAN 
In his book ‘Eurotragedy – A Drama in Nine Acts’, Mr. Mody goes into much greater detail on this. 

This review (6) by Mr. Patrick Honohan, former Governor of the Central Bank of Ireland and 

himself a major player during the crisis, contains the following: 

‘The excessive conservatism of the European Central Bank in the growth slowdown of 

2001-2 is also well documented here. And the Orwellian title “Stability and Growth 

Pact” given, in 1997, to a poorly thought out and overly mechanical set of fiscal rules 

– just as likely to destabilise economies and slow growth – is rightly called out. 

The pen pictures of incompetent or ill-informed technocrats and self-serving political 

blowhards create a darkly entertaining though discouraging scenario. Without elaborate 

theorising, Mody allows the narrative to convey his main message, which goes well 

beyond the familiar complaint that there were gaps in the design of the euro and in 

the conduct of policy once it had been introduced. He asserts that the whole concept 

of a single currency was a mistaken one that has poisoned Europe in a way foreseen 

http://www.irishtimes.com/news/politics/former-imf-chief-says-irish-authorities-were-not-helpless-over-eu-policy-1.1625918
https://www.irishtimes.com/culture/books/eurotragedy-review-what-europe-got-wrong-in-the-euro-crisis-by-a-troika-insider-1.3550173
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almost half a century ago by economists from both left (Nicholas Kaldor) and right 

(Alan Walters).’ 

7.6.3 BEN CHU 
The Independent also carried a review (7) of Mr. Mody’s book, by economics editor Ben Chu, which 

finished with a very succinct summary: 

‘One of the many strengths of Mody’s book is its detailed historical narrative of how 

the tragedy unfolded; how a half-baked French vision of currency co-ordination was 

effectively forced into being by the arrogant German Chancellor Helmut Kohl; how the 

advice of a multitude of experts, who warned very precisely about the currency disaster 

that ultimately materialised in 2010, was overridden by reckless political calculation 

and irresponsible utopianism; how bad economics and cowardice by policymakers in 

the crisis made the situation worse; how a project supposed to bring the peoples of 

Europe closer together ended up forcing them apart. 

That is the tragedy of the euro. Whether or not one agrees with Mody’s policy 

prescription for an ultimate happy ending, this is a supremely authoritative telling of the 

sad tale.’ 

Now, let’s examine what those institutions actually did. 

  

https://www.independent.co.uk/news/business/analysis-and-features/ashoka-mody-eurotragedy-imf-eurozone-greece-italy-spain-european-central-bank-helmut-kohl-a8476256.html
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8 CHAPTER 8. EU RESPONSE –THE COMMISSION AND THE 

PARLIAMENT 
To say that the EU institutions were caught unprepared for the financial crisis is to state the 

obvious. The gaping holes in the euro design on both the political and the monetary side were 

exposed, and none of the necessary support pillars were in place. 

On the monetary side, the ECB – the Central Bank of central banks of the new currency – was 

practically empty-handed, left to try and extinguish a fast-spreading inferno with basically a few 

buckets of water. 

On the political side, nothing existed that would have mandated those Member States that were 

spared the worst of the impact to assist those in the front line. 

Compounding this was the attitude of those same EU Institutions. It was a knee-jerk reaction, 

recriminatory, fingers of blame pointed coldly and mercilessly at a succession of Member States 

who, one after another, found themselves in a most desperate situation. 

Forgotten was the unfettered greed in the European and global financial sector that had led to 

the crisis in the first place; ignored were the fundamental flaws in the design of the euro that 

had exacerbated that crisis when it hit the eurozone; this was all their own fault, the 

governments and peoples of Greece, Ireland, Portugal, Spain, Italy, and so those governments 

and those peoples would have to pay the price. A very heavy price.  

It was a misdiagnosis, as illustrated in previous chapters. While all the countries who suffered 

the most when the crisis hit were in fact at fault, it was a collective fault, a fault shared not just 

by all the eurozone Member States but by all those Member States who agreed to the launch of 

the euro. 

The price, however, would be paid by individual Member States; worse, and probably most 

shameful of all in the many shameful episodes that would characterise this sorry episode in the 

EU’s short history, it would be a penal price, the other Member States profiting from the 

extortionate interest rates charged on the initial loans to their suffering brothers and sisters. 

The EU institutions with least influence or impact on what was happening in the eurozone were 

the European Commission and – with even less influence and impact – the European Parliament. 

We’ll deal with their response in this chapter. 

8.1 EUROPEAN COMMISSION 

8.1.1 JOSE MANUEL BARROSO 
The President of the European Commission when the crisis hit was Portugal’s Jose Manuel 

Barroso, and from the outset he laid out his stall – the EU wasn’t to blame, it was the individual 

Member States themselves. 

In 2011, in an appearance before the European Parliament, he was reported (1) thus:  

‘A visibly angry European Commission President has rejected suggestions that terms 

of Ireland's EU bailout would make vassals of Irish taxpayers, insisting that Ireland was 

responsible for its own problems. 

Socialist MEP Joe Higgins had described the EU's Permanent Stability Mechanism as 

nothing more than a mechanism to cushion European banks from the consequences of 

https://www.rte.ie/news/2011/0119/296696-economy/
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reckless speculation in the Irish market. He told Commission President José Manuel 

Barroso that Europe was being led around by the nose by the financial markets. 

However, the Commission President said Ireland's problems were created by some Irish 

financial institutions and by a lack of supervision in the Irish market. Mr Barroso said 

that Europe is now part of the solution, but it was not Europe which had created the 

situation. He told the European Parliament that those who had made comments 

'against solidarity' were trying to deepen the cleavages between rich and poor.’ 

Ironic, given the austerity policies forced on Member States by the EU, policies which have led to 

a rapidly increasing gap between rich and poor. 

In a press conference (2)in 2013, he doubled down on his diagnosis:  

‘The head of the European Commission Jose Manuel Barroso told a press conference that 

Ireland’s problems had not been caused by the EU. Indeed, he said that Ireland’s banks 

had caused major problems for the Eurozone. 

“It was the Irish banks that created a big problem for Ireland but also the other 

countries in the euro area. This should be taken into consideration. It would be wrong to 

give the impression that Europe has created a problem for Ireland. It was the banking 

sector in Ireland that was one of the biggest problems in the world in terms of banking 

stability, let’s be honest.” 

 ‘He went on to say that the Euro was not to blame for Ireland’s problems, saying that 

the currency had been a “victim” of the Irish banking sector.’ 

Yes, little Ireland – not the US, not the giant German, French and UK banks. Little Ireland, 

reckoned the President of the European Commission. Understandably, those comments by Mr. 

Barroso prompted an angry reaction (3)in Ireland, from all major political parties. 

8.1.1.1 MICHAEL MCGRATH RESPONDS TO BARROSO 

‘Michael McGrath, Fianna Fail finance Spokesperson said his damaging remarks were 

a betrayal of previous commitments made by EU leaders that the Irish debt crisis would 

be treated as a "special case". 

"President Barroso's blunt comments about Ireland are not open to misinterpretation," 

he said. "He has essentially shut the door on any European Commission support for a deal 

on retroactive bank recapitalisation for Ireland." 

Mr McGrath said it flies in the face of a statement from EU leaders on June 29 2012 which 

separated bank and sovereign debt. 

"In his comments, President Barroso has completely ignored the role played by 

European authorities in the full cost of bailing out Irish banks being shouldered by the 

Irish state. He should be reminded that the ECB flatly rejected efforts by the previous 

and current governments to impose losses on unguaranteed senior bondholders," he 

said.’ 

8.1.1.2 GERRY ADAMS RESPONDS TO BARROSO 

Elsewhere, Sinn Fein leader Gerry Adams (4) said the Government has been badly exposed by Mr 

Barroso's remarks. 

https://www.thejournal.ie/barroso-says-that-irelands-banks-caused-eurozone-crisis-1233008-Dec2013/
https://www.independent.ie/irish-news/eu-betrayed-ireland-over-debt-29855798.html
https://www.independent.ie/news-topics/gerry-adams/
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"The most important issue facing this state is dealing with the unsustainable bank debt, 

foisted on our citizens by a Fianna Fail Government which crashed the economy and gave 

away the state's economic sovereignty," he said. "It has been Sinn Fein's consistent 

position that the Government needs to assertively pursue historic recapitalisation of Irish 

banks to attain the maximum benefit for the citizens of this state." 

Mr Adams claimed the damaging comments from Mr Barroso have exposed the Fine 

Gael-Labour coalition Government's negotiation tactics. 

"This Government has, once again, miserably failed to defend and promote the interests 

of Irish citizens," he said.’ 

8.1.1.3 PASCHAL DONOHUE 

In that same article, it was reported that ‘Minister of State for European Affairs Paschal Donohoe 

said this morning that the Government remained determined to do all it could to recoup 

taxpayers' money injected into the banks.’ 

Mr. Donohue is now the Minister of Finance; not one cent has been ‘recouped’ from the EU. 

Under Mr. Barroso then, Member States such as Ireland hardest hit by the crisis could expect no 

quarter from the European Commission; loans yes, loans that also came with harsh conditions and 

high interest in those early years of the crisis. But no quarter, no relief from crushing debt. 

Not surprisingly, shortly after his term as President of the Commission had ended, Mr. Barroso 

joined Goldman Sachs (5), again provoking outrage. Shouldn’t have come as any surprise to anyone, 

however; that ‘revolving door’ swings fast in Brussels. 

8.2 EUROPEAN PARLIAMENT 
It has to be acknowledged here that even at the best of times, and despite being the only directly 

democratically-elected institution, the European Parliament operates on the margins of power in 

the EU – these were not the best of times. 

It’s not powerless of course – far from it. It is a co-legislator with the Commission and the Council, 

can scrutinise, amend, reject or pass legislation; it vets and can reject or accept proposed officials, 

right up and including Commissioners and even the President of the Commission herself/himself. 

But like so much else about the EU, it is not a normal Parliament, doesn’t have the very real 

legislative power of normal Parliaments. 

Consequently, and while there were many elected MEPs from all Member States who were 

sympathetic to the plight of the stricken states and voiced those concerns through Resolutions 

etc, effectively the European Parliament was side-lined in those early critical years of the crisis, 

merely rubber-stamping the many rushed emergency measures taken by the other institutions. 

8.2.1 ECON COMMITTEE 
The committee of the European Parliament that was most relevant to all that was happening was 

the ECON Committee – Economic and Monetary Affairs. During the crisis it presented multiple 

reports critical of the measures being taken. Suffice here, however, to quote from the most 

significant of those, the Executive Summary of a Study(6) issued early in 2019 on the 20th 

anniversary of the euro launch, which admits to problems both in the design and in the handling 

of the crisis: 

‘EXECUTIVE SUMMARY 

https://euobserver.com/opinion/134484
http://www.europarl.europa.eu/cmsdata/159704/KIEL_final%20publication.pdf
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When the euro was introduced investors trusted the stability promise of the new 

currency. In the run-up to the official kick-off of the euro in 1999, interest rates in those 

countries that were expected to join the common currency came down near the lower 

German levels indicating that risk premia almost equalized among Eurozone Member 

States. 

The reduction of financing costs and a strong credit expansion triggered a boom in the 

periphery of the Eurozone that was insufficiently recognized by policy makers and 

supervisors. The adoption of the euro by former weak currency countries had worked as 

a positive policy shock. The stability dividend in the form of markedly reduced risk premia 

reflects a cost-free reputation spill-over from the core of the Eurozone (the former D-

Mark block) to the periphery. Lower financing costs for borrowers and the assessment 

of lower risks by lenders (reflecting the elimination of exchange rate risks in particular) 

redirected capital flows to countries like Portugal, Spain, and Greece. At the same time, 

credit creation in the Eurozone picked up, with the periphery countries (Ireland in 

particular) showing the strongest momentum. The inflow and creation of purchasing 

power in these countries stimulated economic activity and led to above-average 

inflation and unit labour cost hikes (implicit appreciation in real terms).’ 

The Study then goes on to outline all the measures that were taken after the crisis, measures of 

course that should have been in place before the euro was launched. 

‘To prevent fragmentation between Member States, a Single Supervisory Mechanism 

(SSM) was introduced. The SSM includes the ECB, which now supervises the larger 

banks directly, as well as the relevant national authorities, which support the ECB in 

its tasks and supervise the smaller banks.  

The SSM covers all Eurozone countries as well as those non-euro countries which choose 

to participate. For the case that a bank should fail, a Single Resolution Mechanism 

(SRM) was also set up. The SRM is supposed to provide orderly default procedures for 

banks and increase the role of bail-ins as opposed to bail-outs. It is overseen by the 

Single Resolution Board, which works together with the relevant national authorities 

and manages the Single Resolution Fund financed by the banking sector. Finally, some 

politicians believe that the completion of the banking union also requires a unification of 

deposit insurance. While some regulations were already introduced which harmonized 

the configurations of national insurance schemes, no commonly financed European 

Deposit Insurance Scheme (EDIS) has been set up, in particular because the legacy 

problem of high stocks of non-performing loans still weighs on the banking sectors in 

distressed countries… 

Completing the banking and capital markets union is clearly the key approach to make 

the Eurozone more resilient and to enable the smooth functioning of monetary policy in 

integrated financial markets.’ 

Talk about closing the stable door after the horse has bolted! And yet, even with all that, the Study 

admits that it still may not be enough: 

‘Considerable macroeconomic vulnerabilities within the Eurozone persist (European 

Commission 2018a). If another crisis were to hit in the near future, the room for 

manoeuvre would be alarmingly restricted: First, the ECB can hardly loosen monetary 

policy even more. Second, fiscal space to cope with adverse shocks has become much 
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more restricted in many countries. Third, the political landscape has changed in many 

countries over the past 10 years. Another crisis, accompanied by economic hardship, may 

further eradicate political capital for necessary reforms and willingness to cooperate 

internationally. Given these constraints to crisis management looking forward, it is a key 

challenge to ensure macroeconomic stability and resilience to shocks within the 

Eurozone.’ 

The Fact Sheet (7) of the European Parliament on Banking Union provides more detail on those 

changes, while the Factsheet Paper (8) produced by the European Commission does similar. Both 

of those Sheets run to several pages, outline multiple major measures taken to support the new 

currency, which illustrates in a very practical and stark way just how incomplete it was when 

launched. 

Now, let’s go the institutions that did have a major say, and a major impact. 

  

http://www.europarl.europa.eu/factsheets/en/sheet/88/banking-union
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&ved=2ahUKEwjXmK7K1qXlAhUNUxUIHaf7B2AQFjAAegQIABAC&url=http%3A%2F%2Feuropa.eu%2Frapid%2Fattachment%2FIP-17-2401%2Fen%2FFactsheet%2520-%2520EMU%2520toolbox%2520-%252010%2520years%2520since%2520the%2520crisis.pdf&usg=AOvVaw2MNFEiE9fTUJCfEebnW3DX
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9 CHAPTER 9. EU RESPONSE – THE COUNCIL (Eurogroup) 

9.1 EUROGROUP 
Though the euro was designed to eventually become the common currency of the entire EU, the 

fact that so many states were still outside the eurozone at its launch meant that another 

institution was needed, and thus was the Eurogroup formed, informal as it was. As the name 

suggests, it comprised only those EU Member States that were within the Eurozone, but after 

the crisis hit it would be fair to say that it became the dominant group in the Council. Though 

subservient to both the full Council (Heads of State) and ECOFIN (Finance Ministers, meeting at 

the Economic and Financial Affairs Council), what was agreed at those closed-door ‘informal’ 

Eurogroup meetings would then automatically have enough support to be rubber-stamped at the 

official meetings. 

It would also be fair to say that whether it was a meeting of Heads of State (Angela Merkel) or 

of the Ministers for Finance (Wolfgang Schäuble), Germany became by far the most dominant 

force within that Eurogroup, with France in close support.  

These two Member States had also been the main drivers behind the establishment of the euro, 

albeit with different motives and different approaches. As mentioned in an earlier chapter, it is 

argued by economist William Mitchell in his book Eurozone Dystopia (1) Groupthink and Denial 

on a Grand Scale that it was on foot of the Delors report () that they finally managed to find a way 

past their differences. 

9.1.1 MERKOZY 
It has been noted accurately and often that while the EU in theory is a club of equals, in practice 

it’s a case of when the big two of Germany and France combine, what they want they get.  

Just as the Delors Report with its inbuilt ironclad neoliberalism had brought them together to 

eventually agree on a euro design, so this real and immediate threat to their pet project now 

brought the big two together again. As was the case at the design stage they had support from 

other states in their immediate areas of influence, but this was now the two economic and political 

behemoths laying down the law for the EU.  

While Germany led, France too was strong-voiced and strong-willed, President Nicolas Sarkozy 

making his considerable presence felt. As the crisis deepened, this exposed the flaws not just in 

the euro; it exposed that major flaw in the EU itself, the powerful dictating to the powerless. In 

fact, so close did this duopoly become that the leaders, Angela Merkel and Nicolas Sarkozy, 

began to be referred to in the singular – Merkozy. 

It probably reached its peak in Oct 2010 with a meeting in Deauville in France, at which no other 

Member State was represented, after which they issued a joint statement that merited the 

headline (2) in Euractiv ‘Merkel, Sarkozy agree on EU treaty change to handle crises’: 

‘France and Germany called on European Union member states yesterday (18 October) 

to draw up proposals by next March for a permanent system to handle crises in the euro 

zone by suspending voting rights, admitting that it would mean changing the EU treaty.  

A joint statement (3) issued by French President Nicolas Sarkozy and German Chancellor 

Angela Merkel at a summit in France said they also agreed that the private sector should 

be involved in the system, intended to resolve problems like the sovereign debt crisis that 

hit Greece this year.’ 

https://books.google.ie/books?id=NOAWCQAAQBAJ&pg=PT10&lpg=PT10&dq=The+Delors+Report+(1989),+which+informed+the+Maastricht+conference,+disregarded+the+conclusions+of+the+Werner+and+MacDougall+Reports+about+the+need+for+a+strong+federal+fiscal+function+because+they+represented+%E2%80%98old-fashioned%E2%80%99+Keynesian+thinking,+which+was+no+longer+tolerable+within+the+Monetarist+Groupthink+that+had+taken+over+European+debate.&source=bl&ots=UeL9Fdmt11&sig=ACfU3U3E-QERtY5p040888GUr5BPWSBY7w&hl=en&sa=X&ved=2ahUKEwjO0fqEu4_mAhV6QRUIHaK4BOQQ6AEwAHoECBQQAQ#v=onepage&q=The%20Delors%20Report%20(1989)%2C%20which%20informed%20the%20Maastricht%20conference%2C%20disregarded%20the%20conclusions%20of%20the%20Werner%20and%20MacDougall%20Reports%20about%20the%20need%20for%20a%20strong%20federal%20fiscal%20function%20because%20they%20represented%20%E2%80%98old-fashioned%E2%80%99%20Keynesian%20thinking%2C%20which%20was%20no%20longer%20tolerable%20within%20the%20Monetarist%20Groupthink%20that%20had%20taken%20over%20European%20debate.&f=false
https://www.euractiv.com/section/future-eu/news/merkel-sarkozy-agree-on-eu-treaty-change-to-handle-crises/
http://www.elysee.fr/president/root/bank_objects/Franco-german_declaration.pdf
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What had already been increasingly apparent throughout the crisis was now manifest – the 

Merkozy duopoly was a reality, setting the agenda for the eurozone as a whole. And there were 

repercussions. That statement put the frighteners on private bondholders, signalled that they 

were now in line to be burned, and exacerbated an already bad situation for the stressed Member 

States. The financial markets would make them pay. And it wouldn’t be pretty. 

9.1.2 OPPOSING FORCES – DIJSSELBLOEM AND VAROUFAKIS 

9.1.2.1 JEROEN DIJSSELBLOEM 

While Merkel and Schäuble took a merciless hard-line and hawkish attitude towards the stricken 

Member States, they had a strong and very able ally in Eurogroup President Jeroen Dijsselbloem, 

who himself would become a dominant figure throughout the crisis. 

Appointed as Dutch Minister of Finance in November 2012, in January 2013 he also took up the 

role of President of the Eurogroup, succeeding Jean-Claude Juncker who himself of course would 

later succeed Barroso as European Commission President. Dijsselbloem remained in that role for 

nearly five years (succeeded in December 2017 by Portugal’s Mário Centeno) and it was he, 

probably as much as the ECB’s Mario Draghi, who held the eurozone together during a period 

when all logic and reason suggested it should have collapsed. 

After the end of his tenure he wrote an educational and revealing book, The Euro Crisis (4) a true 

insider’s account of a most turbulent period, told in matter-of-fact Dutch style, the drama in-built. 

Its earlier chapters about the period before he was elected President summarises (probably as 

well as anyone could summarise) all that led up to the catastrophe that hit Europe.  

As early as the opening two paragraphs in the Foreword it’s acknowledged that the EU wasn’t 

prepared for what was about to hit them: 

‘It was a long time before there was widespread awareness that the euro countries 

would stand or fall together. This is also the story of improvised crisis management, 

eventually followed by a structural approach to the problems…’ 

Surprisingly, given her normal astuteness, Merkel was one of those who was slow to grasp what 

was happening.  

‘The French president Nicolas Sarkozy was one of the first to fully appreciate the extent 

of the threat. France held the six-month EU Council presidency at the time, and Sarkozy 

convened a crisis summit on 4 October 2008, the day after the US Congress approved 

treasury secretary Henry Paulson’s bank bailout plan. Sarkozy called for a similar 

European plan, with the support of British prime minister Gordon Brown and ECB 

president Jean-Claude Trichet. But German chancellor Angela Merkel regarded the crisis 

as an Anglo-American problem that had begun in the US and been exacerbated by the 

UK. Germany saw a coordinated EU guarantee for interbank loans as unnecessary and 

undesirable.’ 

Given Germany’s power, that misconception by Merkel would prove costly for the Member 

States who suffered most. 

There are so many revelations in this book, so many learnings. We learn, for example, about: 

• The ins and outs (quite literally) of the EU: ‘…one very clear distinction between the 

Eurogroup and ECOFIN is, of course, the status of EU member states outside the euro 

https://www.goodreads.com/book/show/41641942-the-euro-crisis
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area, sometimes known as the ‘outs’. They were constantly concerned that important 

decisions were being made without them, and of course they were right. In recent years, 

the euro countries have had to take steps to strengthen the monetary union: new 

arrangements, new institutions, and new instruments. This has led to growing unease. I 

invested a good deal in my relationships with the outs...’; 

• The dominance of Schäuble: ‘The informal hierarchy in a gathering such as the Eurogroup 

is sometimes difficult to grasp. Wolfgang Schäuble was, of course, the most influential 

minister. But was that because Germany is by far the largest euro area economy? Or was 

it – as Thomas Wieser claimed in his farewell interview with Marc Peeperkorn in the Dutch 

newspaper de Volkskrant – because Schäuble was such a hard worker, who studied and 

discussed the EU dossiers in Berlin, mastering all the relevant details? Both are true...’; 

• The division between the power-brokers and the rest: ‘When we need to make a 

breakthrough in a difficult dossier – not an uncommon situation in recent times – the 

Eurogroup president can convene the Washington group. This ‘club’ of the four largest 

euro countries, the European Commission, and the ECB owes its name to its first 

gathering away from the cameras, in Washington. It can be hard for other euro countries 

to accept that they are not included in such meetings, but they put up with that necessary 

evil...’; 

• The fecklessness of German and French banks: ‘One of the first signs of a credit crisis 

came from Germany, where the investment company Rheinland Funding announced on 

30 June 2007 that it would eliminate some of its funds holding mortgage-backed 

securities. Shadow banks of this kind financed long-term loans with short-term credit, a 

practice that made them highly vulnerable. This was one of the earliest examples. In July, 

IKB Deutsche Industriebank followed suit, with heavy losses on the American mortgage 

market. The German government-owned bank KfW offered assistance. A year later, 

Germany felt the full force of the crisis. Starting in October 2008, its second-largest 

mortgage provider, Hypo Real Estate, was shored up, first with a €35 billion line of 

credit, then with €52 billion in guarantees, and finally with a 90 per cent takeover… On 

12 October, the German government pledged up to €400 billion in guarantees and €80 

billion in new capital for banks. That same day, the French government announced 

guarantees of €320 billion and €40 billion in new capital to buy stakes in the major 

French banks if necessary. These figures would grow in the months that followed. Two 

weeks earlier, France, in cooperation with Belgium and Luxembourg, had bailed out Dexia 

with a capital infusion of €6.4 billion. 

Above all, however, and a consistent thread running through Dijsselbloem’s narrative, is the 

same problem that dogged the design of the euro – political reality.  

At this stage the euro was a fact, the common currency area was established, the economic 

fortunes and futures of all the Eurozone countries intertwined. And yet, with those fortunes and 

those futures now threatened, with the very real possibility even of mass bankruptcy and 

dissolution on the near horizon, there was still no harmony, no common cause, no genuine 

solidarity. 

Just as in the design phase, when decisions were made which, for a new and delicately-balanced 

common currency, should have been based entirely on common monetary and economic 
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concerns, they were instead based on selfish self-interest, the political interests of individual 

Member State.  

And just as at the design stage, no state was more powerful and none more selfish and self-

interested than Germany, supported of course by France. 

Ireland suffered grievously for this, still suffers, and will pay a heavy price for many generations 

to come for a bank-debt burden that was forced on it at a time of extreme vulnerability by a 

bullying EU – the Commission, the Eurogroup and of course the ECB. So did Portugal, Spain, Italy, 

Cyprus, but of course the most stark illustration of all is Greece. 

That Greece – like Ireland, like Portugal, like Spain and Italy etc – brought much of its misfortune 

on its own head is indisputable. Its corruption of its own numbers in the application process, its 

extraordinary tax collection system, its lop-sided pension entitlements etc, all this has been well 

documented. But its treatment, its subjugation by the EU, akin now to a medieval vassal state – 

this more than anything else exemplifies the massive flaw in the euro, and in the EU itself. 

9.1.2.2 YANIS VAROUFAKIS 

Yanis Varoufakis, an economist of some renown who served as Minister of Finance in Greece, 

penned a detailed and compelling account of his short and bitter experience of dealing with the 

EU institutions and with the IMF as he attempted to negotiate a deal that would see his country 

work its way out from under its crushing debt burden, while simultaneously bringing some hope 

and dignity back to its people. 

That memoir, ‘Adults In The Room – My Battle with Europe’s Deep Establishment’ (5) , is a veritable 

Book Of Evidence of the politicisation of the EU approach to addressing the problems of the 

Eurozone. There is one very telling passage, titled ‘The Swedish national anthem routine’: 

‘On the assumption that good ideas encourage fruitful dialogue and can break an 

impasse, my team and I worked very hard to put forward proposals based on serious 

econometric work and sound economic analysis. Once these had been tested on some 

of the highest authorities in their fields, from Wall Street and the City to top-notch 

academics, I would take them to Greece’s creditors. Then I would sit back and observe 

a landscape of blank stares. It was as if I had not spoken, as if there was no document 

in front of them. It was evident from their body language that they denied the very 

existence of the pieces of paper I had placed before them. Their responses, when they 

came, took no account of anything I had said. I might as well have been singing the 

Swedish national anthem. It would have made no difference.  

Possibly because of my academic background, this was the Brussels experience I least 

expected and found most frustrating. In academia one gets used to having one’s thesis 

torn apart, sometimes with little decorum; what one never experiences is dead silence, a 

refusal to engage, a pretence that no thesis has been put forward at all. At a party when 

you find yourself stuck with a self-centred bore who says what they want to say 

irrespective of your contribution to the conversation, you can take your glass and 

disappear to some distant corner of the room. But when your country’s recovery 

depends on the ongoing conversation, when there is no other corner of the room to 

retreat to, irritation can turn into despair – or fury if you grasp what is really going on: 

a tactic whose purpose is to nullify anything that is inimical to the troika’s power.’ 

https://www.goodreads.com/book/show/34673467-adults-in-the-room
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Dijsselbloem, however, has the explanation in his own book. In his assumption that this entire 

problem was about economic logic and reason, about finding a solution that would actually work, 

and to the benefit of all but especially, given that they were the ones suffering the most, to the 

benefit of the people of Greece, Varoufakis was naïve, incredibly naïve, politically naïve. He was 

still thinking and planning like the dedicated economist he was, but he was now also a politician, 

dealing with people who were politicians foremost, people for whom economic and monetary 

common sense was very much secondary to their own much narrower national interests.  

9.1.2.3 DIJSSELBLOEM AGAIN 

Again, and ironically, given their very different perspectives on the crisis, Dijsselbloem’s book is 

also very much a Book of Evidence of this over-riding political thinking on the Eurogroup’s 

approach to finding solutions. On the first Greek intervention, and the loans individual Member 

States would be asked to make, he writes: 

‘Greece was asked to pay an interest rate of 5 per cent, which included a large service 

fee. The interest paid on the emergency loans went back into the budgets of the other 

euro countries. That made it possible for finance ministers, such as Jan Kees de Jager 

in the Netherlands, to promise their parliaments that the money would be paid back 

‘at a profit’. 

What should have been done of course, even according to Dijsselbloem, was immediate and 

decisive action, ‘haircuts’ imposed on those who had gambled on Greece, on Ireland and on the 

other Eurozone Member States: 

‘The IMF experts were right about that in the early years of the debt crisis. In 2010, most 

of the Greek national debt was still owed to private creditors, and debt restructuring 

would have been a very appropriate response. But when debt restructuring finally took 

place, in March 2012 , it was in a sense too little, too late. By then, much of the private 

debt had been purchased with European emergency loans. As a result, €130 billion of 

the €350 billion in Greek debt belonged to European taxpayers. But back in 2010, the 

entire debt — then €300 billion — could have been restructured at the expense of the 

investors who, tempted by the high yields, had chosen to take that risk… 

 If the banks ' losses and capital shortfalls had been recouped from private parties from 

the very start, Greece's public debt would have been substantially less.’ 

The same, of course, would have applied to Ireland, a point also acknowledged by Dijsselbloem: 

‘In the Irish rescue operation, a bail-in for private creditors was ruled out. In a bail-in, 

private financiers cannot recoup their full investments at taxpayer expense but have to 

take losses, just as they earned profits in the good years. A bail-in was a taboo subject, 

because it would have done too much damage to British and German banks, which had 

invested heavily in Ireland. The US treasury secretary, Timothy Geithner, was also 

strongly opposed to a bail-in, because of the dreaded risk of contagion. Jean-Claude 

Trichet, the ECB president, made it an absolute requirement for additional loans that 

Ireland would not bail in senior lenders. This increased the costs of the programme, 

raising Irish public debt from 25 to 124 per cent. In other words, all of the creditors’ 

private losses had to be paid by the Irish taxpayer. The post-Lehman international 

dogma was that some banks were too big to fail – in other words, their investors had to 

be shielded from any losses. But Ireland was stuck with the gigantic bill.’ 
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Those fears – the ‘too big to fail’ dogma, the risk of contagion should even one bank be allowed 

to fail in the Eurozone – also proved false. Dijsselbloem again: 

‘The arguments made in 2010 against that course of action do not hold water in 

retrospect. For example, there was a perceived risk of contagion; it was feared that if 

Greek debt were restructured, other countries' government bonds would follow, and 

investors would flee Europe. But the Greek national debt was at a uniquely high level, as 

were the Greek budget deficit and current account deficit. When the private debt 

restructuring finally took place, there was nothing like the blind panic that had been 

feared. But the threat of restructuring, hanging over the heads of international investors 

for many years, had severely tested their nerves. Debt restructuring should not be a knee-

jerk reaction but an instrument used as needed to make debt sustainable in the long 

term. The euro area urgently needs to establish a method and procedure for debt 

restructuring before it becomes necessary again, so that we can take quick action next 

time.  

Another argument against debt restructuring was that a single euro country's default 

would damage confidence in the euro and put the very survival of the euro area at risk. 

That fear proved groundless too, despite all the prophecies of gloom and doom. 

Foreseeable and controlled debt restructuring need not shock the markets’  

Unquestionably then, far from alleviating the problems in the Eurozone caused by the banking 

crisis, the politically-based response of the Council/Eurogroup, led by Germany, exacerbated the 

situation. 

9.1.3 MEA CULPA – PROFESSOR CHRISTIAN KASTROP 
In Nov 2019 there was a report (6) in the Irish Times headlined ‘Harsh Austerity Had Been Imposed 

On Ireland By Berlin’, subheaded:  

‘Ireland was caught in the euro crisis crossfire between Germany and southern European 

bailout countries. The dominant view in Berlin at the time – particularly in the Angela 

Merkel chancellery and cabinet table – was to ensure all countries swallowed strong 

austerity medicine.’  

The report went on to state: 

‘Ireland was hit with unnecessarily harsh austerity measures a decade ago at Berlin’s 

behest, a former German finance ministry official has conceded… 

Prof Christian Kastrop, a former Schäuble aide, suggests Ireland was caught in the euro 

crisis crossfire between Germany and southern European bailout countries. “We needed 

different antibiotics for different programme countries but there was a tendency to see 

[them] as a group,” said Prof Kastrop, an economist and now head of the European 

programme at the Bertelsmann Foundation.  

He says the dominant view in Berlin at the time – particularly in the Merkel chancellery 

and cabinet table – was to ensure all countries swallowed strong austerity medicine. But 

this rigidity did not reflect differentiated thinking then towards programme countries, 

according to the economist, in particular optimism towards Ireland once it mastered its 

banking sector problems. 

https://www.irishtimes.com/business/economy/harsh-austerity-imposed-on-ireland-by-berlin-says-ex-official-1.4094603
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“I never understood back then why programme countries making progress were hit with 

overblown austerity measures rather than more restraint,” said the former finance 

ministry official. “To be fair, when it comes to other countries, and I don’t mean Ireland, 

it was right to hold them to certain fiscal discipline.” 

It wasn’t just Ireland of course – all the crisis Member States had austerity imposed on them, 

and the most powerful influence imposing that austerity was in Berlin. This ‘mea culpa’, while 

welcome, is like the response of the EU generally to the crisis – far too little, far too late. 
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10 CHAPTER 10. EU RESPONSE – THE ECB 
This is the longest chapter in this report, and for good reason – the ECB was by far the most 

powerful actor in the response to the crisis. 

10.1 ROLE OF A CENTRAL BANK 
Wikipedia describes the role of a central bank (1) as follows: 

A central bank, reserve bank, or monetary authority is an institution that manages the 

currency, money supply, and interest rates of a state or formal monetary union, and 

oversees their commercial banking system. In contrast to a commercial bank, a central 

bank possesses a monopoly on increasing the monetary base in the state, and also 

generally controls the printing/coining of the national currency, which serves as the 

state's legal tender. A central bank also acts as a lender of last resort to the banking 

sector during times of financial crisis. Most central banks also have supervisory and 

regulatory powers to ensure the solvency of member institutions, to prevent bank runs, 

and to discourage reckless or fraudulent behavior by member banks.  

Central banks in most developed nations are institutionally independent from political 

interference. Still, limited control by the executive and legislative bodies exists.’ 

The ECB, however, has a far narrower role, lacks many of the elements described above, crucial 

elements, most especially that of being a ‘lender of last resort’. According to the ‘ECB Mission’ (2) 

statement on its own website: 

‘The European Central Bank and the national central banks together constitute the 

Eurosystem, the central banking system of the euro area. The main objective of the 

Eurosystem is to maintain price stability: safeguarding the value of the euro. (Per the 

Central Bank of Ireland website (3),under ‘Role of the Central Bank’, the ‘Strategic 

Responsibilities’ section, ‘In this pursuit, the ECB aims to maintain inflation rates below, 

but close to, 2% over the medium term.’)’ 

Under Strategic Intents, it states: 

‘In pursuing its primary objective, the maintenance of price stability, the Eurosystem will 

undertake the necessary economic and monetary analyses and adopt and implement 

appropriate policies. It will also properly and effectively respond to monetary and 

financial developments.’ 

In theory a Central Bank is independent, free from political interference, and is itself non-

political. In practice, however, this restriction didn’t apply to the ECB. 

10.2 ECB POLITICISATION – CROSSING BOUNDARIES 
If the Eurogroup set the tone for the EU reaction to the crisis, the ECB was the enforcer – it had 

both the weapons and the ammunition. Initially, and as with all the other institutions, it was ill-

prepared, its weapons few, but as the crisis took hold its role became more crucial, its weapons 

more plentiful and more powerful, but also – and most crucially – more political. 

That Varoufakis – as he does in his book – would catalogue and rail against that politicisation of 

the ECB as they suppressed (as he saw it) the rebellion of a left-wing government in Greece, a 

government with a very different political philosophy to the neoliberalism locked into the euro 

design, isn’t surprising. ‘Well, he would, wouldn’t he?’ is the natural and understandable response. 

https://en.wikipedia.org/wiki/Central_bank
https://www.ecb.europa.eu/ecb/orga/escb/ecb-mission/html/index.en.html
https://www.centralbank.ie/about/role-of-the-central-bank
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But, in asserting that the ECB went well beyond its own remit, that it did in fact cross the boundary 

between monetary policy and fiscal policy, Varoufakis isn’t alone. 

10.2.1 ASHOKA MODY 
In his book ‘Eurotragedy: A drama in nine acts’ (4), Princeton Professor and former assistant 

director of the International Monetary Fund's European Department, Ashoka Mody (also oft-

quoted in this report), had this to say on the politicisation of  the  ECB: 

‘The ECB was set up as a hyper-independent, unaccountable central bank to keep 

political influence out of its policy decisions. The result was the worst of both worlds: 

as intended, the ECB was democratically unaccountable, but political influence seeped 

into its decision-making in any case. Unaccountability was manifest in its pursuit of a 

monetary policy that, at first, delayed recovery and then in 2011 did active damage.  

The ECB was never called on officially to explain the reasons for and defend its actions. 

Unaccountability was also manifest in the imperious letters that Jean-Claude Trichet, 

then ECB president, along with the national central bank governors wrote to elected 

heads of governments in Italy and Spain. And the influence of politics in ECB decision-

making was there for everyone to see. In the absence of a due process for establishing 

accountability, the ECB had become susceptible to aggressive national influences on the 

ECB’s Governing Council.  

The irony is that the ECB’s independence was intended to free its technical decisions of 

political taint and hence give those decisions iron-clad credibility. Instead, the ECB’s 

façade of independence hid unregulated national interests, which kept the ECB’s 

actions out of step with the eurozone’s economic needs and undermined its credibility.’ 

10.2.2 AJAI CHOPRA 
In a study for ECON (5) from November 2015 titled ‘The ECB’s Role in the Design and 

Implementation of (Financial) Measures in Crisis-Hit Countries’, Mr. Mody’s former IMF partner 

Ajai Chopra (PIIE), who was responsible for the IMF staff’s work on Ireland from 2009 to 2013 and 

led the IMF team that negotiated the EU-IMF programme in November 2010, went even further: 

These are some extracts from that Study: 

‘The ECB has been thrust into an expanded and pivotal role during the euro area crisis, 

including in areas that took it outside its core competence and tasks. Many of the tasks 

that it took on reflected the inadequate institutional structure of the monetary union… 

…the ECB has failed in its core task of maintaining price stability at enormous cost for 

the euro area.  

One of the ECB’s new tasks has been to participate as a member of the troika in the 

design, implementation and monitoring of EU-IMF financial assistance programs for 

troubled euro area countries…The formal designation that the ECB acts only “in liaison” 

is a myth as it exercises substantial power and influence in the troika, not least because 

its willingness to threaten the withdrawal of liquidity support gives it tremendous 

leverage. In the case of Ireland, the ECB sent a gratuitous letter to the authorities with 

an ultimatum about emergency liquidity assistance (ELA) access and with dubious 

advice on fiscal policy and structural reforms… 

https://www.goodreads.com/book/show/36722253-eurotragedy
http://www.europarl.europa.eu/cmsdata/105467/IPOL_IDA(2015)569963_EN.pdf


53 
 

Although the letters were kept secret, there is evidence that ECB officials made their 

disquiet about Irish banks reliance on ECB funding public by briefing market analysts and 

journalists. Such briefings drove speculation that the ECB was considering the 

withdrawal of liquidity support to Irish banks, which helped fuel the wholesale bank 

run and exacerbated what the Irish were trying to avoid. Moreover, borrowing from the 

Eurosystem was used to pay off maturing Irish bank bonds, effectively bailing out the 

holders of these bonds at the insistence of the ECB as discussed in greater detail below… 

It did not permit burden sharing with bank senior creditors even for essentially defunct 

banks, resulting in Eurosystem liquidity support being used to pay off bank creditors.  

The ECB also pushed for rapid deleveraging of the banking sector to quickly reduce its 

exposure to Ireland and was slow and grudging in providing a public commitment to 

continue liquidity support under the agreed program. In many of these decisions, the 

ECB saw the interest of Irish taxpayers as being subordinate to protecting its own 

balance sheet. These missteps and lack of accountability have understandably tarnished 

the ECB’s reputation and legitimacy in the eyes of the Irish public…’ 

Later in that study Mr. Chopra focuses on the role of the ECB in Greece and Cyprus: 

Greece and the further politicization of the ECB 

‘The ECB had threatened to cut off ELA in Ireland in 2010 and Cyprus in 2013, but in 

Greece it actually did so. Why did the ECB take such a step? Although the ECB’s 

motivation appeared to be that Greek banks might be insolvent if there was no 

agreement between Greece and the Eurogroup, the perception is unavoidable that it 

froze ELA funding as punishment for calling a referendum and not agreeing to the 

Eurogroup’s terms. Wyplosz (2015) forcefully argues that the decision to freeze ELA 

takes the ECB’s politicization to new heights: “The ECB will undoubtedly come up with 

all sorts of legal justifications. Whether true or not, this will not change the outcome. 

If the ECB is truly legally bound to stop ELA, this means that the Eurozone architecture 

is deeply flawed. If not, the ECB will have made a political decision of historical 

importance. Either way, this is a disastrous step. Whether it likes it or not, every central 

bank is a lender of last resort to commercial banks.”  

In a similar vein, Wren-Lewis (2015) says the ECB took sides when it froze ELA for Greek 

banks and states that “The ECB was not, and never has been, a neutral actor just 

following the rules of a good central bank. It has always been part of the Troika, and 

right now it is the Troika’s enforcer.” As the ECB has the legal mandate to be a more 

independent central bank, Wren-Lewis notes:” The really interesting question is why it 

has turned out not to be such a bank.”  

The discretion exercised by the ECB in the provision of ELA is also evident in its handling 

of Cyprus… 

Based on this example and examples from Ireland and Greece, Whelan (2014a) states: 

“...my point is just to make clear the large number of highly discretionary and yet highly 

important decisions ECB officials have made in relation to the provision of credit to banks 

and to illustrate how these decisions have given the ECB considerable power to influence 

other events.”… 
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As such, the ECB has played a vital part in programmes by either relaxing its collateral 

standards (as in Greece, Ireland, Portugal and Cyprus) or tightening them if it so desires 

(as it did for Ireland in October 2010), and by turning the tap for ELA on or off (as it did 

in Greece and Cyprus). 

Although the ECB has a clear role in lending to banks and ensuring their viability and 

solvency, being on the lender’s side of the table allows it to impose and monitor 

programme conditions in other areas as well. The formal designation of “in liaison with 

the ECB” is a myth, as the ECB has taken positions on a range of programme matters. 

Furthermore, the ECB’s willingness to threaten the withdrawal of ELA access gives it 

enormous leverage. As discussed earlier, the ECB vetoed plans to impose losses on Irish 

banks’ senior bondholders, insisting that they be repaid in full for the programme to 

proceed. The ECB also takes a harsh line on fiscal policy, urging more rapid 

consolidation and instructing countries on deeply redistributive policies for which it 

does not have a mandate …’ 

Testifying before the Joint Committee of Inquiry into the Banking Crisis by Oireachtas (Irish 

Parliament – what became known as the ‘Banking Inquiry’), and as reported in an article (6) in 

thejournal.ie,  – Mr. Chopra elaborated on those criticisms of the ECB: 

‘…discussing fiscal policy and structural reforms, in my view, goes beyond the ECB’s 

mandate and is not appropriate.’ 

10.2.3 MICHAEL NOONAN 
That same article went on to discuss the letters, and noted that his own testimony to the Inquiry, 

then Finance Minister Michael Noonan confirmed their existence: 

‘In letters written in October and November 2010, and published in 2014 (7), Trichet 

effectively warned Lenihan that funding for stricken Irish banks would be withdrawn, 

unless there was a “swift response” from the government on a bailout deal. 

Later today, Finance Minister Michael Noonan confirmed the long-rumoured details of a 

March 2011 phone call from Trichet. 

Addressing the inquiry on its last day of public hearings, Noonan claimed the 

government abandoned their plan to burn senior bondholders at Anglo Irish Bank, 

after Trichet warned him: 

“If you do that, a bomb will go off, and it won’t be here, it will be in Dublin.”’ 

10.2.4 KARL WHELAN – INPUT TO REPORT 
In his contribution to that same Report, Irish economist and academic Karl Whelan adds his own 

thoughts on the ECB’s role during the Greece crisis: 

‘Throughout the Greek crisis of earlier this year, ECB officials insisted that they were 

being forced by their own rules to cut off liquidity support for Greek banks. This is 

simply untrue…  

With a focus on the solvency of the Greek banks and the need to encourage financial 

stability, the ECB and European governments could have handled the situation in Greece 

in a very different manner. For example, an alternative scenario in Greece that could 

have played out as follows: 

https://www.thejournal.ie/ajai-chopra-imf-ultimatums-ireland-bailout-trichet-letters-lenihan-2324640-Sep2015/
http://www.thejournal.ie/ecb-releases-letters-here-they-are-1765350-Nov2014/
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• As tension builds up in Greece prior to the Greek election in early 2015, Mario 

Draghi assures depositors in Greece that the ECB has fully tested the Greek banks 

and they do not have capital shortfalls. For this reason, their money is safe. 

• Draghi announces that the ECB will thus provide full support to the Greek banks 

even if the government defaults on its debts, subject to those banks remaining 

solvent. 

• Eurozone governments agree that, should Greek banks require recapitalisation 

to maintain solvency, the European Stabilisation Mechanism (ESM) will provide 

the capital in return for an ownership stake in the banks, 

• Provided with assurances of liquidity and solvency support, there is no bank run 

because Greek citizens believe their banking system is safe even if the 

government’s negotiations with creditors go badly. 

• The ECB stays out of the negotiations for a new creditor deal for Greece and its 

officials assure everyone that the integrity of the common currency is in no way at 

stake.  

There are no legal impediments to this scenario. Supporting banks that you have 

deemed solvent is pretty standard central banking practice. So the ECB could have 

provided full and unequivocal support to the Greek banks if they wished. They just 

chose not to. Similarly, procedures are in place for the ESM to invest directly in banks so 

a credible assurance of maintaining solvency could have been offered by European 

governments interested in maintaining financial stability.  

Why did this not happen? Ultimately, I believe these decisions reflected political 

realities. European governments did not want to provide assurances to Greek citizens 

about their banking system at the same time as their government was openly discussing 

the possibility of not paying back existing loans they had received from euro area states. 

Indeed, the fact that the ECB had the ability to restrict liquidity and required the 

imposition of capital controls was perhaps the key bargaining chip that European 

governments had when negotiating with Greece.  

Already under political pressure from Germany and other Northern European countries 

because of objections to their existing monetary policy programmes (such as OMT and 

the new Quantitative Easing programme) Mario Draghi and the ECB Governing Council 

decided it was better for them to play along with the creditor country squeeze on 

Greece than to stabilise the Greek banking system.  

As long as the ECB’s lender of last resort role remains as confused as it currently is, 

questions about whether the ECB is acting beyond its legal mandate and becoming overly 

involved in political developments will continue to be aired.’ 

Finally, Mr. Whelan ends with what he calls ‘Some Questions’: 

The disclosure of Jean-Claude Trichet’s letters to Brian Lenihan in 2010 and the 

appearance of various figures involved in Ireland’s programme before a banking inquiry 

have helped to clarify many of the questions that had lingered over Ireland’s bailout 

programme. However, a number of questions are still worth asking: 
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1. Given the size of the emerging solvency problem at Anglo Irish Bank in Spring 

2010 why did the Governing Council approve such a large ELA programme for 

the bank? 

2. If the ECB were relying on the Irish state’s backing for Anglo as reassurance that 

the bank’s solvency would be maintained, at what point did doubts emerge about 

the state’s ability to provide this assistance? 

3. Was it wise for ECB staff to brief journalists from September 2010 onwards 

about their concerns about “addict banks”? 

4. Is it correct that a meeting with Timothy Geithner at the G20 meeting in Seoul 

on November 11, 2010 triggered the ECB’s decision to tell the Irish authorities that 

they should enter an EU-IMF programme? 

5. What was the nature of the communication between the ECB and the Irish 

government on November 12, 2010? 

6. Did ECB staff brief Reuters and other news agencies on November 12, 2010 that 

Ireland was negotiating a bailout programme? 

7. What was the decision-making process underlying the ECB’s objections in 

November 2010 to haircuts being applied to bonds issued by Anglo Irish Bank and 

Irish Nationwide Building Society? What role did Timothy Geithner play in these 

decisions? 

8. Given the subsequent experience with haircuts in Cyprus, does the ECB now 

accept that haircuts for Irish bank bonds in 2010 were unlikely to have triggered 

a systemic financial crisis? 

9. Did Jean-Claude Trichet tell Michael Noonan in March 2011 that “a bomb would 

go off” in Dublin if bank bonds were defaulted on? If so, what did he mean by this? 

10. Now that the ECB has taken over as regulator of the euro area’s largest banks, 

is it time to reform its approach to the provision of Emergency Liquidity 

Assistance?’ 

These are questions many of us would like to see answered, in full. 

10.3 ECB INCOMPETENCE 

10.3.1 ASHAKA MODY AGAIN 
It wasn’t just that the ECB became politicised, that it took the tools it had been given and 

weaponised them to subdue troubled Member States and their banks. It was also that it was 

simply incompetent. Again on this there are multiple articles/books/studies critical of the ECB; an 

article (8) by the afore-mentioned Ashaka Mody summing up the actions of the ECB up to 2018 is 

scathing: 

‘In periods of inflationary pressure, ideological commitment to ‘price stability’ causes the 

ECB to maintain tight monetary policy. The ideology was manifest between 2001 and 

2003. Although the pace of economic deceleration and inflation rates were similar on 

both sides of the Atlantic, the ECB lowered its interest rates only slowly and grudgingly 

while the Fed drastically cut rates. The ECB paid greater heed to inflation than to the 

economic slowdown. When national leaders badgered ECB president Wim Duisenberg to 

https://voxeu.org/content/ecb-has-reached-its-political-limits-its-consequences-eight-charts
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ease monetary policy, he famously responded, “I hear but I do not listen.” Similarly, after 

the start of the global financial crisis, the ECB’s first action was to raise its interest rate 

in July 2008; more seriously, the ECB raised rates in April and July 2011, setting off 

financial panic and pushing the euro area into prolonged recessionary conditions. In 

each of these cases, the ECB was fighting the threat of a phantom inflation, not 

recognising that the ongoing economic slowdown would moderate inflation.’ 

And that was just for starters. Even when the ECB finally took major action, the introduction by 

then President Mario Draghi of Quantitative Easing in January 2015, it was already too late, says 

Mr. Mody, became counter-productive: 

‘The ECB finally initiated QE in January 2015, but only after lowflation – persistently low 

inflation rates – had set in. But not only was the euro area’s average inflation rate stuck 

at near 1%, a troubling divergence in inflation rates was manifest. The inflation rate in 

Germany was well above 1%, while in Italy it was well below 1%. This was predictable. 

Monetary policy was particularly tight for Italy, the weaker economy. That pushed the 

Italian inflation rate down, which kept the Italian real interest rate (the interest rate 

adjusted for inflation) much higher than Germany’s. Thus, tight monetary policy 

reinforced economic divergence within the euro area.’ 

10.3.2 SERVING THE FINANCIAL MARKETS  
As illustrated in earlier chapters, there are those who argue that far from being a union of and for 

the people, the EU is in fact a construct created and designed specifically for the free marketeers 

and their Holy Grail – full, free, unfettered, unregulated markets, where legislation ensured that 

trade and commerce were paramount. 

It was neoliberalism on steroids, had sprung from the Monnet Plan, which morphed into the 

Schumann Declaration and gave birth to the European Coal & Steel Community. This then became 

the European Economic Community (EEC), or in common parlance, the Common Market. 

In 1967 the ‘Economic’ element was dropped from the name and it became simply the European 

Communities (EC), which itself morphed into the European Union (EU) after the Maastricht Treaty, 

in 1993. Arguably, however, even as the word ‘economic’ was dropped, over those decades 

economics became more and more central to what the EU is now about. 

In that environment then, where everything is left to the markets, the markets will inevitably 

dictate everything. So it was in the Eurozone crisis. 

Because the ECB itself wasn’t a true ‘lender of last resort’, wasn’t a true central bank in that sense, 

the nett result of its early interventions in the crisis was that the ailing Member States were driven 

into the arms of the financial markets, who then took control. 

This wasn’t by accident. This EU, after all, is there to serve the interests of free trade foremost, 

the four freedoms at its core, and foremost in that is the free movement of capital. 

10.3.2.1 ERIC TOUSSANT 

From the same paper (9) by Eric Toussant quoted in an earlier chapter:  

‘The private banks have a monopoly for lending money to the States: 

The European Central Bank is legally forbidden from directly financing its Member States. 

In addition, in accordance with the Lisbon Treaty, financial solidarity between Member 

States is expressly forbidden. According to Article 125, the Member States must assume 

http://www.cadtm.org/The-euro-crisis-and-contradictions,15470
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alone their financial commitments – neither the Union nor the other Member States can 

be liable for or assume them. Article 101 of the Maastricht Treaty, which was included 

word for word in the Lisbon Treaty, adds: 

“Overdraft facilities or any other type of credit facility with the ECB or with the central 

banks of the Member States […] in favour of Community institutions or bodies, central 

governments, regional, local or other public authorities, other bodies governed by public 

law, or public undertakings of Member States shall be prohibited.” 

We see then that the EU voluntarily serves the interests of the financial markets, for 

even in normal times the governments of eurozone countries are totally dependent on 

the private sector for their funding needs.  

Institutional investors (banks, pension funds, and insurance companies) and hedge funds 

pounced on Greece in 2010, because it was the weakest link in the European debt chain, 

before attacking Ireland, Portugal, Spain, and Italy. By acting this way, they made juicy 

profits, because they were highly remunerated in terms of the interest rates paid by the 

various government agencies to refinance their debt.  

Private banks made the highest profits among these institutional investors, because 

they could borrow money directly from the European Central Bank at a 1% rate of 

interest, while at the same time, offering 90-day loans to Greece at rates of 4% to 5%. 

By launching their attacks against the weakest links, the banks and other institutional 

investors were also convinced that the European Central Bank and the European 

Commission would be forced to assist the States that were victims of speculation by 

lending them money that would enable them to continue paying back their debts. They 

were right.  

In collaboration with the IMF, the European Commission gave in, and used the European 

Financial Stability Facility (EFSF) and the European Stability Mechanism (ESM) to grant 

loans to some eurozone Member States (Greece, Ireland, Portugal, and Cyprus), so that 

they could first pay back the private banks of the wealthiest countries in the EU. This 

action was in violation of the aforementioned Article 125 in the Lisbon Treaty. However, 

it respected the neoliberal spirit of the Treaty: indeed, the EFSF and ESM borrow the 

financial resources they lend to States on the financial markets. In addition, drastic 

conditions have been imposed: privatisations, lower wages and pensions, layoffs in the 

public sector, decreases in public spending in general, and for social services, in 

particular.’ 

10.3.2.2 LEILA SIMONA TALANI  

Reinforcement of Mr. Toussant’s claims of the powers given to the Financial markets by EU 

regulations is given in this article (10) titled ‘The origins of the Euro-zone crisis: The EMU and the 

loss of competitiveness’ by Leila Simona Talani, Professor of International Political Economy, 

Department of European and International Studies, King’s College London: 

‘In a way, the Global Financial crisis acted as a catalyst of the already existing 

imbalances embedded in the EMU, signalling to the financial markets which countries 

to speculate against (Chang and Leblond 2015). Speculation continued unhindered until 

eventually the ECB decided, or was allowed to act, as a de facto lender of last resort. 

https://www.eui.eu/Projects/PierreWernerChair/Documents/MIKE-ARTIS/MikeArtiscommemorationpaper.pdf
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The first country to be attacked by speculation was Greece in May 2010, immediately 

after Moody’s downgraded its debt. If this can be considered a signal to the markets 

to start attacking a country (Chang and Leblond 2015), it certainly did not help that the 

reaction of EU institutions took a long time and resulted in the mere establishment of 

an ad hoc European Financial Stability Facility. This was a temporary and underfunded 

initiative, that, instead of quashing the markets’ thirst for speculation, might have 

even excited it (De Grauwe 2013). In fact, by November 2010 financial markets were 

targeting Ireland.’ 

On the fact that the ECB wasn’t a ‘lender of last resort, and the major problems this caused, the 

Professor has this to say: 

‘Institutional reactions and the issue of the “Lender of last resort” 

De Grauwe (2013) rightly pointed out how central banks are essential lenders of last 

resort to both governments and private financial institutions. Indeed, looking at the case 

of the UK, a sovereign debt crisis could have never happened because, if the markets 

had started to sell British bonds, the Bank of England could have always intervened to 

buy them. This is unfortunately not the case as yet in the Euro-area, so that one of the 

vital functions of a central bank had to be performed in a “hidden” or disguised way and, 

crucially, far too late (Krugman 2012). 

Unfortunately, indeed, before Draghi was given the all clear to do “whatever it takes” to 

save the Euro area (Moravscik 2012), a lot of damage had already been done, and some 

of it by the EU institutions, which had focused exclusively on the euro-zone crisis as a fiscal 

crisis and had taken the related fiscal austerity measures to resolve it. 

Indeed, the fiscal decisions taken by EU institutions in the wake of the Euro-zone crisis 

do not configure by any means the establishment of any real fiscal union for the euro-

area, contrary to some re-emerging neo-functionalist interpretation. They represent, at 

best an enhancement of conditional fiscal co-ordination, if not the imposition of fiscal 

austerity. The first step to react to the massive sale of the PIIGS’ debt financial markets 

was an ad hoc solution lacking institutional depth and democratic legitimacy: the 

European Financial Stability Facility (EFSF). Its institutionalisation in the form of the 

European Stability Mechanism (ESM) was then approved in December 2010… 

10.3.2.2.1 EUROPEAN FINANCIAL STABILITY FACILITY (EFSF) 

The EFSF was given the possibility to issue bonds guaranteed by Euro Area Member 

States (EAMS) for up to €440 billion for on-lending to EAMS in difficulty. The lending was, 

however, heavily conditional to implementing hard austerity programmes negotiated 

with the (in)famous “troika” of the European Commission, the European Central Bank 

and the International Monetary Fund and to be approved by the EUROGROUP… 

10.3.2.2.2 THE FISCAL COMPACT 

Even more clearly in the direction of implementing a strict austerity programme 

allegedly in response to the euro-zone crisis was the approval by the European Council, 

on the 2nd March, 2012 of the so-called ‘Fiscal Compact (officially the Treaty on Stability, 

Coordination and Governance TSCG). By signing it, governments committed themselves 

to enshrine the rule of a balanced government budget or in surplus in their own 

Constitutions. In case of significant observed deviations from the medium-term objective 
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or the adjustment path towards it, the correction mechanism shall be triggered 

automatically.  

The fiscal compact, therefore, cannot be confused with a real fiscal union, not only 

because the UK refused to sign it to preserve the interests of the City of London as 

publicly declared by its PM David Cameron. But also, and most importantly, because it 

does not include any solidarity mechanism, any increase in the common EU budget nor 

any feature of a true federal budget effectively performing a redistributive and 

stabilisation function (Ackrill 2000)35. In practice, the Fiscal compact is just an even 

stricter Stability and Growth Pact which had already been toughened by the six-pack 

reform of 2011, constitutionally committing the EAMS signing it to austerity and fiscal 

restraint… 

After this excursus on the mechanisms put in place by the EU Institutions to react to the 

sovereign debt crisis, it should not surprise that the only effective policy able to stop 

speculation against the periphery of the Euro-area PIIGS could be the European Central 

Bank acting as a hidden lender of last resort and an open “saver” of last resort. As already 

noticed above, this kind of intervention by the ECB has been advocated widely in the 

literature (Krugman 2012, De Grauwe 2013; Eichengreen 2014). Unfortunately, however, 

the European Central Bank is still far from becoming the official ‘lender of last resort’ of 

the euro area, as would be natural in any currency union… 

10.3.2.2.3 SECURITIES MARKETS PROGRAMME (SMP) 

The second set of non-standard measures initiated by the ECB to react to the crisis, apart 

from the enhanced credit support measures, was the Securities Markets Programme (SMP) 

launched in May 2010 at the onset of the Greek crisis. The SMP allowed the Eurosystem to 

purchase both private and public euro area debt, however this could be done only in 

secondary markets, fully sterilised and up to a weekly limit, something that, instead of 

stopping market speculation, might have even stimulated it as by overcoming the weekly 

threshold just a bit they would beat the ECB and profit from speculation. In fact, only when 

Draghi announced on 6th September 2012 the replacement of the SMP by the Outright 

Monetary Transactions (OMT), which eliminated any limits to the purchase of bonds in 

secondary market, the markets stopped going short on the sovereign debt of struggling 

countries. This happened more than two years after speculation had started. In other 

words, it took more than two years for the ECB to act as a pseudo “lender of last resort” 

thus managing to put an end to market speculation against the sovereign debt of the 

PIIGS…  

Conclusion: 

To conclude, conceptualising the crisis of the Euro-zone exclusively as a fiscal crisis might 

have led EU institutions to adopt inadequate policy and institutional measures. This 

contributed to further exacerbate the costs paid by the weakest countries of the system 

in terms of economic losses and imposition of tough austerity programmes. This is very 

far from configuring that solidarity between the EU Member States often recalled in the 

literature, which could only be achieved by the establishment of a true federalist fiscal 

system, a system that, at the moment, is not even at the stage of infancy.  

To be sure, the main feature of the EU approach to crisis management was austerity and 

‘internal devaluation’, with all that this mean in terms of increasing inequalities both 
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socially and geographically. This happened despite the rhetoric about the establishment 

of a new economic governance, or the renewed neo-functionalist credo in the progress 

towards more integration (Schimmelfennig 2014). As it might be expected this disciplinary 

attitude did provoke some popular discontent, political instability and disintegration 

threats whose seeds might produce further crises.’ 

10.3.2.3 WILLIAM MITCHELL 

In his book Eurozone Dystopia: Groupthink and Denial on a Grand Scale (11), economist William 

Mitchell adds to this:  

‘Part II examines the period after the inception of the common currency up to the crisis. 

Despite the claims by the political leaders that the introduction of the euro had been a 

great success, the preconditions for the crisis were being put in place. The attack by 

Germany on workers’ capacity to enjoy real wages growth, and their mercantile 

obsession with increasing export surpluses, created dangerous imbalances in other parts 

of Europe, which would intensify the crisis once started. But the crisis could have been 

minimised and a speedy return to growth guaranteed if the Stability and Growth Pact 

(SGP), an essential part of the neoliberal attack on the capacity of governments to pursue 

responsible spending policies in the face of external shocks, had not been enforced. The 

ECB could have used its currency issuing capacity to ensure the Member States did not 

run foul of private bond markets.’ 

Instead, the ECB ensured the ailing Member States were driven straight into the clutches of those 

same markets, and as Mr. Mitchell continues: 

‘The ECB’s reluctance to act responsibly ensured that the private debt crisis became a 

public debt crisis. It is clear that there are two realities that have to be addressed. The 

first relates to the intrinsic politics of Europe, which is exemplified by the decades-long 

Franco-German rivalry. The second relates to the stranglehold that the neoliberal 

economists have on the policy debate…’ 

10.4 CONCLUSION 
Given all the above, how can anyone believe that the ECB is an apolitical, hands-off hands-clean 

actor in all that has happened since the eurozone crisis began? That it is even competent? The 

evidence doesn’t just suggest that they have in fact been major players in taking a bad situation 

and making it worse – it proves it, beyond doubt. 

And so, we come to the results of all those EU actions, to some of those who were worst affected 

by those actions. 

  

https://www.e-elgar.com/shop/eurozone-dystopia
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11 CHAPTER 11. FEELING THE BURN 

11.1 FECKLESS AND RECKLESS – GERMAN BANKS AND GERMAN BANKERS 
Almost every Member State of the EU bailed out some or other of their banks during the crisis. 

Ireland fared worst of all, a final gross cost of €69.7 billion (1), what’s been described as a ‘world-

record’ per capita bailout of roughly €15,500 for every woman, man and child in the country. 

Many accusatory fingers have been pointed at the Irish banking sector and its behaviour 

following the launch of the euro, their contribution to the eurozone crisis – rightly so. But they 

weren’t the worst offenders, not by a long way. That would be German banks, and German 

bankers. What separated those Germans from the rest, however, was that their misbehaviour 

was mainly outside of their home country. 

11.1.1 MICHAEL LEWIS – ‘It’s the Economy, Dummkopf!’ 
At this stage there have been a host of articles written about just how recklessly German banks 

and German bankers behaved in Wall Street. One of the most comprehensive was a lengthy 

piece (2) in September 2011 in Vanity Fair by Michael Lewis, and it’s worth quoting at length. It 

began with an exploration – in his own peculiar way – into the construct of German character but 

soon, it gets to the meat. 

‘…during the boom German bankers had gone out of their way to get dirty. They lent 

money to American subprime borrowers, to Irish real-estate barons, to Icelandic 

banking tycoons to do things that no German would ever do. The German losses are 

still being toted up, but at last count they stand at $21 billion in the Icelandic banks, 

$100 billion in Irish banks, $60 billion in various U.S. subprime-backed bonds, and some 

yet-to-be-determined amount in Greek bonds…  

In their own country, however, these seemingly crazed bankers behaved with restraint. 

The German people did not allow them to behave otherwise. It was another case of clean 

on the outside, dirty on the inside. The German banks that wanted to get a little dirty 

needed to go abroad to do it…’ 

11.1.1.1 JÖRG ASMUSSEN 

One of the first people Lewis interviewed for that article was Jörg Asmussen, then State Secretary 

at the German Federal Ministry of Finance, under Wolfgang Schäuble. Mr. Asmussen gave an 

eloquent explanation of why German bankers behaved so well in Germany. But overseas? Lost for 

words… 

To continue Mr. Lewis’s article: 

‘Every developed country was subjected to more or less the same temptation, but no two 

countries responded in precisely the same way. The rest of Europe, in effect, used 

Germany’s credit rating to indulge its material desires. They borrowed as cheaply as 

Germans could to buy stuff they couldn’t afford. Given the chance to take something for 

nothing, the German people alone simply ignored the offer. “There was no credit boom 

in Germany,” says Asmussen. “Real-estate prices were completely flat. There was no 

borrowing for consumption. Because this behavior is rather alien to Germans. Germans 

save whenever possible. This is deeply in German genes. Perhaps a leftover of the 

collective memory of the Great Depression and the hyperinflation of the 1920s. ”The 

German government was equally prudent because”, he went on, “there is a consensus 

https://namawinelake.wordpress.com/2012/07/08/e69-7bn-the-gross-cost-of-bailing-out-irelands-banks-so-far/
http://www.vanityfair.com/business/features/2011/09/europe-201109
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among the different parties about this: if you’re not adhering to fiscal responsibility, you 

have no chance in elections, because the people are that way.” 

In that moment of temptation, Germany became something like a mirror image of 

Iceland and Ireland and Greece and, for that matter, the United States. Other countries 

used foreign money to fuel various forms of insanity. The Germans, through their 

bankers, used their own money to enable foreigners to behave insanely. 

About this the deputy finance minister has not that much to say. He continues to 

wonder how a real-estate crisis in Florida could end with all these losses in Germany.’ 

There was a reason, however. According to Michael Lewis, it was naivety – they had total trust in 

the US Regulation system, total belief in the Ratings Agencies and in the value of what they were 

being sold.  

‘The global financial system may exist to bring borrowers and lenders together, but it 

has become over the past few decades something else too: a tool for maximizing the 

number of encounters between the strong and the weak, so that one might exploit the 

other. Extremely smart traders inside Wall Street investment banks devise deeply 

unfair, diabolically complicated bets, and then send their sales forces out to scour the 

world for some idiot who will take the other side of those bets. During the boom years 

a wildly disproportionate number of those idiots were in Germany. As a reporter for 

Bloomberg News in Frankfurt, named Aaron Kirchfeld, put it to me, “You’d talk to a 

New York investment banker, and they’d say, ‘No one is going to buy this crap. Oh. 

Wait. The Landesbanks will!” When Morgan Stanley designed extremely complicated 

credit-default swaps all but certain to fail so that their own proprietary traders could 

bet against them, the main buyers were German. When Goldman Sachs helped the 

New York hedge-fund manager John Paulson design a bond to bet against—a bond 

that Paulson hoped would fail—the buyer on the other side was a German bank called 

IKB. IKB, along with another famous fool at the Wall Street poker table called WestLB, 

is based in Düsseldorf—which is why, when you asked a smart Wall Street bond trader 

who was buying all this crap during the boom, he might well say, simply, “Stupid 

Germans in Düsseldorf.”’ 

11.1.1.2 DIRK RÖTHIG  

Former IKB banker Dirk Röthig was one of the few who saw they were being set up, tried to point 

it out to his superiors – he was fired. He spoke to Lewis of what was happening: 

‘At bottom, he says, the Germans were blind to the possibility that the Americans were 

playing the game by something other than the official rules. The Germans took the 

rules at their face value: they looked into the history of triple-A-rated bonds and 

accepted the official story that triple-A-rated bonds were completely risk-free. This 

preternatural love of rules, almost for their own sake, punctuates German finance as it 

does German life… 

Perhaps because they were so enamored of the official rules of finance, the Germans 

proved especially vulnerable to a false idea the rules encouraged: that there is such a 

thing as a riskless asset. There is no such thing as a riskless asset. The reason an asset 

pays a return is that it carries risk. But the idea of the riskless asset, which peaked in late 

2006, overran the investment world, and the Germans fell for it the hardest. I’d heard 

about this, too, from people on Wall Street who had dealt with German bond buyers. 
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“You have to go back to the German mentality,” one of them had told me. “They say, 

‘I’ve ticked all the boxes. There is no risk.’ It was form over substance. You work with 

Germans, and—I can’t emphasize this enough—they are not natural risktakers.” So long 

as a bond looked clean on the outside, the Germans allowed it to become as dirty on the 

inside as Wall Street could make it. 

The point Röthig wants to stress to me now is that it didn’t matter what was on the inside. 

IKB had to be rescued by a state-owned bank on July 30, 2007. Against capital of 

roughly $4 billion it had lost more than $15 billion.’ 

So, $15 billion for the German people to bail out IKB. But they weren’t the worst. 

11.1.2 DEPFA BANK 
As with IKB, so it was with another Dublin-based Irish Financial Services Centre (IFSC) German 

bank, Depfa. A summary of what happened there, and how the questionable dealings of a certain 

Gerhard Bruckermann in off-loading what was a thoroughly toxic company to another bank in 

Germany averted a close shave for Ireland, is in this Irish Times Aug 2013 article (3). Headlined 

‘Near-collapse of German bank and its Irish subsidiary shrouded in mystery: The name of the 

bank that broke Ireland might not have been Anglo Irish Bank, but Depfa – to the tune of around 

€130bn and rising’ 

‘…as Ireland prepares to exit the bailout necessitated largely by Anglo Irish Bank’s 

collapse, it’s worth recalling just how near a miss Ireland had with Depfa. 

Though not a household name – in Germany or Ireland – the lender opened an Irish 

operation in the 1990s and pursued a highly profitable, if speculative, business model: 

lending money for long-term infrastructure and commercial property projects which the 

bank borrowed, in turn, on short-term money markets at lower interest rates. The short-

long interest rate difference was Depfa’s profit. 

When Lehmann Brothers collapsed five years ago, short-term liquidity evaporated as 

lenders battened down the hatches. Facing ruin, Depfa put in an emergency call to its 

HRE parent which, in turn, appealed to Frankfurt banks and the federal government in 

Berlin. The hole in Depfa’s balance sheet widened from an initial estimate of €10 billion 

to €30 billion, then €100 billion and beyond. 

Fearing a domino effect in Germany, and possible collapse of finance markets around 

Europe and worldwide, Berlin stepped in with loans and guarantees and, a year later, the 

first – and to date only – nationalisation of a financial institution in Germany’s post-war 

history. The problem landed in Berlin’s lap because, just one year earlier, HRE had 

taken over Depfa in Dublin.  

Had that fateful deal not gone through, it is very likely the mess would have been 

Dublin’s problem. In the history books, the name of the bank that broke Ireland might 

not have been Anglo Irish Bank, but Depfa – to the tune of around €130 billion and 

counting.’ 

11.1.3 GERHARD BRUCKERMANN – the Irish Times article continues: 
‘The central figure in the HRE/Depfa meltdown is the bank’s former chief executive 

Gerhard Bruckermann… 

https://www.irishtimes.com/business/financial-services/near-collapse-of-german-bank-and-its-irish-subsidiary-shrouded-in-mystery-1.1509849
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As Depfa chief executive in Dublin, Bruckermann expanded Depfa’s commercial, property 

and infrastructure loan business radically, lending long and borrowing short to generate 

equity returns of almost 33 per cent…’ 

Around 2007/2008, however, the Wall Street chickens in which Mr. Bruckermann had 

been heavily investing came home to roost: 

‘Depfa slipped into the red and Mr Bruckermann began making discreet visits to Germany 

in search of a buyer.  

He struck gold when he met Georg Funke, head of Hypo Real Estate, a commercial and 

property lender founded four years previously as a spin-off from the HypoVereinsbank. 

The deal, finalised in October 2007, saw HRE pay €5.7 billion for Depfa and leaving the 

Munich-based lender, in Mr Funke’s fateful worlds, “well-equipped for further growth”. 

Mr Bruckermann earned a reported €100 million in the deal and was offered a position 

with Depfa’s new parent company. He declined, cashed in his HRE shares and vanished 

– first to Florida, then Cambodia. Today his whereabouts are unknown but his notoriety 

lives on in his absence in the German finance press, for a deal that shifted liability for the 

subsequent bank crash out of Ireland and over to Germany.’ 

And so it was that Ireland dodged a bullet, though as we now know, that luck wasn’t to last. 

11.1.4 Mr. ASMUSSEN AGAIN… 
There was another angle to all this, however. As reported in that same article, also burned by the 

Depfa episode was a certain high-ranking official in the State finance ministry: 

‘A parliamentary inquiry the following summer in Berlin claimed no official scalps but 

did reveal how BaFin’s alarming audit reports on HRE/Depfa were sent for the 

attention of the finance ministry’s state secretary, Jörg Asmussen. 

Asked at the inquiry why he hadn’t acted on the report’s warnings, Asmussen said he 

hadn’t seen them because he was on holiday when they came in and that his holiday 

cover had filed them away before his return.  

Mr Asmussen is now a board member of the European Central Bank (ECB)…’. 

Yes, that Mr. Asmussen, the one interviewed in that Michael Lewis article.  

Given the above, how impartial could anyone be, who had themselves been burned as a result of 

the lax and careless Regulator in Ireland and its IFSC? Little wonder then that in 2012, appointed 

to the Executive Board of the ECB, he would turn out to be a hawk (4) on Ireland and austerity, a 

hawk also on granting any relief to Ireland via retrospective use of the ESM. In terms of how what 

he saw as the problem countries should be treated, he was already a hard-liner, as shown by this 

comment to Michael Lewis: 

‘IRELAND should not ease up on austerity the budget next month but stick to a target of 

€3.1bn worth of spending cuts and tax hikes, European Central Bank Executive Board 

member Joerg Asmussen said today. 

Ireland last year beat the deficit target under the bailout, leading to calls by government 

ministers for a more modest fiscal adjustment than agreed with lenders the European 

Union, International Monetary Fund and European Central Bank. 

https://www.independent.ie/business/irish/ecb-ireland-should-stick-to-austerity-target-in-budget-29595811.html
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"I would really suggest to stick to the budget plan for the next year and to stick to the 

figure of €3.1bn" Asmussen said in an interview with RTE. 

"It is crucial the authorities stick to the programme's objectives as they have done to 

ensure the country remains on a sustainable path," he said.’ 

What chance of a break for Ireland then? None, as it transpired.  

11.1.5 JONATHAN SUGARMAN – THE WHISTLEBLOWER 
Much more on this, and on just how lax the Irish Regulator was during this period, can be found 

in this e-book (5) by whistleblower Jonathan Sugarman. A Risk Manager for Unicredit Ireland, he 

went to the Regulator’s office in the Central Bank of Ireland with full files documenting how and 

where his bank wasn’t just breaking Financial Regulations, but were smashing them. This, from 

the book: 

‘It was me, I did it! 

Imagine walking into a police station with a bloodied knife, telling the Inspector you 

had just murdered someone and offering to bring them to the site of the crime – what 

reaction would you expect? 

Now alter the above to reflect the equivalent of murder in the financial sector, a capital 

punishment crime if you'll pardon the poor pun. 

Just over nine years ago, 2007, a full year before the disastrous blanket bank guarantee, 

Jonathan Sugarman walked into the Irish Regulator’s office and told him – ‘I’ve been 

breaking your law, probably the most serious law in banking; I’ve been signing off every 

day for billions that don’t exist, I’ve been signing off on statements verifying that the 

bank for which I work – Unicredit (Irl) – is sound when in fact it is dicing with disaster, 

breaking the liquidity requirements by many multiples, and here is the evidence.’ 

Jonathan walked back out that door expecting that all hell was about to break loose, that 

he and the bank would be called before the Regulator with God knows what about to be 

visited on him. 

Nothing happened; it was as though he had never said a word.’ 

Well, not totally true – something did happen. Jonathan eventually had to quit his lucrative job, 

and was then frozen out of the finance industry. Nothing unusual there, just the usual price paid 

by a whistleblower. 

11.2 GREECE 
 ‘Creative Accounting’ was how then Finance Minister George Alogoskoufis termed it, quoted in 

a New York Times article (6) from 2004, the national accounts books having been cooked to 

produce the desired results to meet the criteria laid down for entry to the eurozone. It would 

cost them dearly in the long term, but not right then, when perhaps they should have been 

invited to leave – Lord, how much better off would they be today if that had happened! 

For all that it was deeply in debt nationally, bolstered by tourism and shipping (its two main 

sources of foreign income), Greece was actually doing reasonably well in the 90s and early 00s. 

When the financial crisis hit Europe, however, those same two major industries were early 

casualties and Greece very quickly found itself in the crosshairs of the money markets – its 

borrowing costs began to soar, to the point where it soon required an international bailout. 

https://www.smashwords.com/books/view/685170
https://www.nytimes.com/2004/09/23/world/europe/greece-admits-faking-data-to-join-europe.html
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Normally in this situation the IMF would be at the door, billions in loans at the ready (with strings 

attached!), haircuts imposed on creditors to reduce the national debt burden, probable 

devaluation of the national currency, and of course a Central Bank that had the government’s 

back. 

But here was where Greece’s earlier deception would come back to bite them. They were now in 

the eurozone, and though the IMF did in fact come in, they were accompanied by the European 

Commission and the ECB, both of whom were intent on protecting the euro and punishing what 

they saw as the profligate Greeks. Oh, Greece got loans, but at exorbitant rates, and there would 

be no haircut of the national debt, not a single cent. And of course, there could be no devaluation 

– this was the euro, a common currency as opposed to a national currency. 

The Central Bank did have their back, but this was the European Central Bank, and it was a knife 

in the back, plunged ever deeper as the crisis in Greece (exacerbated by what the EU/ECB was 

doing) got worse and worse. 

The first intervention was followed by a second, was followed by a third, each of which was 

accompanied by massive sell-offs of Greece’s assets, plus more and more cutting austerity 

measures – misery piled on misery for the people, no respite, a nation crushed under its euro-

debt burden, not even a cent of writedown allowed by its own eurozone partners. ‘Extend and 

pretend’ became the policy – extend the repayment schedule and pretend Greece would 

eventually be okay. 

All told, the total for those three ‘adjustment programmes’, as their euphemistically called, has 

come to a truly staggering total of €302 billion – €107 billion in 2010, €109 billion in 2012, then 

finally, in mid-2015, €86 billion. But where has that money gone?  

11.2.1 EUROPEAN SCHOOL OF MANAGEMENT STUDY – WHERE DID THE GREEK BAILOUT 

MONEY GO? 
Per an article (7) in the German financial newspaper Handelsblatt, a study (8) of the first two 

interventions (€223 billion) by the Berlin-based European School of Management and Technology 

(ESMT) asked exactly that question, Where did the Greek bailout money go?, and came up with 

a shocking revelation: 

‘The aid programs were badly designed by Greece's lenders, the European Central 

Bank, the Europe Union and the International Monetary Fund. Their priority, the report 

says, was to save not the Greek people, but its banks and private creditors. 

Their economists looked at every individual loan instalment and examined where the 

money from the first two aid packages, amounting to €215.9 billion, actually went. 

Researchers found that only €9.7 billion, or less than 5 percent of the total, ended up 

in the Greek state budget, where it could benefit citizens directly. The rest was used to 

service old debts and interest payments. 

“Europe and the International Monetary Fund have in previous years mainly saved the 

banks and other private creditors,” the report concluded, with the college’s Director, 

Jorg Rocholl, adding that “the bailout packages mainly saved the European banks,” and 

had done virtually nothing to help Greeks buried under big pay cuts, tax hikes, slashed 

pensions and worker firings.’ 

https://www.handelsblatt.com/today/politics/euro-crisis-study-bailouts-for-banks-not-greeks/23537704.html?ticket=ST-74533175-aDDPDbmq0HiLeC50eqGo-ap3
https://faculty-research.esmt.berlin/publication/where-did-greek-bailout-money-go
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11.2.2 BLOOMBERG ARTICLE – GERMANY 
All this will be examined in greater detail in the next chapter but suffice to say for now, the biggest 

beneficiaries of all, according to an article (9) in Bloomberg, were German banks. 

‘Let’s begin with the observation that irresponsible borrowers can’t exist without 

irresponsible lenders. Germany’s banks were Greece’s enablers. Thanks partly to lax 

regulation, German banks built up precarious exposures to Europe’s peripheral countries 

in the years before the crisis. By December 2009, according to the Bank for International 

Settlements (10), German banks had amassed claims of $704 billion on Greece, Ireland, 

Italy, Portugal and Spain, much more than the German banks’ aggregate capital. In other 

words, they lent more than they could afford. 

When the European Union and the European Central Bank stepped in to bail out the 

struggling countries, they made it possible for German banks to bring their money home. 

As a result, they bailed out Germany’s banks as well as the taxpayers who might 

otherwise have had to support those banks if the loans weren’t repaid. Unlike much of 

the aid provided to Greece, the support to Germany’s banks happened automatically, as 

a function of the currency union’s structure.’ 

Thus did Germany’s banks pull its billion out of Greece, repatriated to Germany, the people of that 

suffering country left to pick up the bill.  

Those three ‘adjustment programmes’ are often called bailouts for Greece. How ironic; it was 

actually the people of Greece bailing out eurozone banks, and the banks of Germany and France 

especially.  

11.2.3 PRATAP CHATTERJEE quotes Peter Böfinger, an economic advisor to the German 

government 
To what extent, what was the final figure? Very difficult to quantify, but in an article (11) for 

corpwatch.org, Pratap Chatterjee took what evidence he could find and came up with a few 

numbers. 

‘…a large chunk of the bailouts are for debts created by private banks in Greece, 

Ireland, Italy, Portugal and Spain borrowing abroad – for speculative real estate 

schemes and such like - not by shopkeepers, small entrepreneurs and ordinary citizens. 

And a surprisingly big chunk of the rash loans were handed out by private (and some 

public) banks in just four countries: France, Germany, the UK and Belgium (in that 

order). 

Peter Böfinger, an economic advisor to the German government, put his finger on it 

when he told Der Spiegel last year: “[The bailouts] are first and foremost not about the 

problem countries but about our own banks (12), which hold high amounts of credit there.” 

…it takes two to tango, as they say. Borrowers and lenders share in the risk and the 

blame. 

Well, Bloomberg took a look at statistics from the Bank for International Settlements 

and worked out that German banks loaned out a staggering $704 billion to Greece, 

Ireland, Italy, Portugal and Spain before December 2009. Two of Germany’s largest 

private banks - Commerzbank and Deutsche Bank – together loaned $201 billion to 

Greece, Ireland, Italy, Portugal and Spain, according to numbers compiled by 

http://www.bloombergview.com/articles/2012-05-23/merkel-should-know-her-country-has-been-bailed-out-too
http://www.bis.org/publ/qtrpdf/r_qa1203.pdf
http://www.bis.org/publ/qtrpdf/r_qa1203.pdf
http://www.corpwatch.org/article.php?id=15732
http://www.spiegel.de/wirtschaft/soziales/0,1518,762097,00.html
http://www.spiegel.de/wirtschaft/soziales/0,1518,762097,00.html
http://www.businessinsider.com/european-banks-praying-for-solution-euro-crisis-2011-11?op=1
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BusinessInsider (13). And BNP Paribas and Credit Agricole of France loaned $477 billion 

to Greece, Ireland, Italy, Portugal and Spain. 

How much of these loans were to the government? The Economist has some interesting 

numbers  – just $36 billion went to the governments of Greece, Portugal and Spain (14). 

The rest was loaned out by banks like Munich based Hypo Real Estate that distributed 

over $104 billion for property schemes. 

Finally, who profits out of this? Well, the German banks have since taken their money 

out: Bloomberg estimates that $590 billion was taken back after December 2009. 

“The euro-zone crisis is often framed as a bailout that rich, responsible countries like 

Germany have extended to poor, irresponsible countries like Greece,” writes Ezra Klein 

in the Washington Post. In reality this crisis is at least partly (perhaps mostly) the fault 

of the banks in the wealthy countries like France and Germany and it is these banks that 

have really been bailed out by the ECB and the IMF.’ 

And thus also, because they’ve been handed the bill for all this, bailed out ultimately by the Greek 

people. 

Which brings us to Ireland. 

11.3 IRELAND 
What had happened to the ‘poster-boy’? Boom to bust, crash landing – that would only begin to 

describe the impact of the crisis on Ireland. 

With an already growing and open economy, a very healthy debt/GDP ratio, a young and well-

educated population, Ireland was one of those eurozone peripheral countries into which tens of 

billions of euro were poured, sparking and then inflating to enormous proportions a housing and 

building boom.  

11.3.1 ALAN AHEARNE 
Per an article (15) by economist Alan Ahearne in the Irish Independent in March 2012, ‘Just before 

the crisis hit in 2008, the stock of foreign borrowing by the Irish banks had soared to €110bn. 

Only four years earlier, the same figure was at €15bn.’  

Reckless lending into Ireland was followed by reckless lending by Irish banks, who themselves 

sparked an orgy of reckless borrowing. House prices ballooned, almost quadrupling in the ten-

year period 1997 to 2007 – it was unsustainable. 

The collapse, when it eventually came, was chaotic, catastrophic, and as with Greece above, is 

now well documented. How catastrophic? Well, using just the two measures that form the 

criteria for entry to the eurozone, Ireland’s budget went from a surplus in 2007 to a whopping 

and record 32% deficit in 2010, while its debt/GDP ratio went from 25% in 2007 to a high of 

124% just six years later. 

http://www.businessinsider.com/european-banks-praying-for-solution-euro-crisis-2011-11?op=1
http://www.economist.com/node/18560535
https://www.independent.ie/opinion/analysis/dr-alan-ahearne-debt-still-a-huge-challenge-despite-our-foreign-assets-26830196.html
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11.3.2 KARL WHELAN 
On September 29th 2008 then Finance Minister Brian Lenihan issued the now infamous Blanket 

Bank Guarantee covering Ireland’s six native banks and all liabilities therein. Why would he do 

such a thing? Economist Karl Whelan in his paper ‘Ireland’s Economic Crisis – the Good, the Bad 

and the Ugly’ (16) speculates on the same question:  

‘Why did the government provide such a broad guarantee given that alternative 

arrangements could have protected Anglo and the other banks at the time? For example, 

the Central Bank could have arranged to provide Anglo with Emergency Liquidity 

Assistance, something that it did in large quantities at later points in the crisis. 

Ultimately, the answer appears to be that the government believed the assurances of 

the Irish Central Bank that the banks were fundamentally sound and were merely 

suffering from a short-term liquidity problem. They appear to have believed that the 

guarantee would not have consequences for the state finances and that the blanket 

approach was the best way to signal to financial markets that the Irish banks were 

sound.’ 

https://www.karlwhelan.com/Papers/Whelan-IrelandPaper-June2013.pdf
https://www.karlwhelan.com/Papers/Whelan-IrelandPaper-June2013.pdf
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In fact, Brian Lenihan was misled, and those ‘assurances’ were false, concocted – ‘creative 

accounting’ wouldn’t even begin to describe what was going on behind the closed doors of those 

same banks. 

The banks’ auditors reinforced the fallacy. Whelan again, from that same Paper: 

‘At first, the government steadfastly denied any solvency problem existed at the Irish 

banks. Consultants Price Waterhouse Coopers (PWC) were hired to “go deep into the 

banks” by analyzing their loan books. PWC reported (17) back that the banks had no 

solvency problems. Remarkably, they reported that under their “highest stress 

scenario, Anglo’s core equity and tier 1 ratios are projected to exceed regulatory 

minima (Tier 1 – 4%) at 30 September 2010 after taking account of operating profits 

and stressed impairments.” 

After this, matters went downhill fast, very fast. 

Only a few months later, in Dec 2008, the three major banks (Bank of Ireland, Allied Irish Bank and 

the truly toxic Anglo Irish Bank) were bailed out, the government purchasing preferential shares 

and taking majority ownership; on January 20th 2009 Anglo was nationalised, at massive cost; the 

following month the government poured several more billions into both Bank of Ireland and Allied 

Irish Banks, and so it continued, a downward death-spiral.  

11.3.3 DOUBLE-DROWNING – GOVERNMENT DRAGGED UNDER, TRYING TO SAVE THE 

BANKS 
A synopsis (18) of an e-book on the entire crisis titled ‘The Eurozone crisis: A consensus view of the 

causes and a few possible solutions’ in VoxEU, puts this sorry episode very succinctly:  

‘Irish banks got in trouble in 2010 and the Irish government bailed them out. In this way, 

private debt imbalances became a public debt imbalance. 

Despite having a very low debt-to-GDP ratio going into the crisis, this extra dollop of debt 

– together with the fear in the markets – pushed Ireland over the sustainability edge. 

Like a tragic double-drowning, Ireland’s banking system went down first, and the 

government of Ireland went down trying to save it. The Irish bailout was signed in 

November 2010. This was the Eurozone’s first example of the doom-loop linking bad bank 

debt to national solvency.‘ 

When it all ended, Ireland had paid a total of €69.7 billion to bail out all its banks. It was a world 

record, of sorts; according to an IMF working paper (19) from June 2012, ‘Ireland holds the 

undesirable position of being the only country currently undergoing a banking crisis that features 

among the top-ten of costliest banking crises along all three dimensions, making it the costliest 

banking crisis in advanced economies since at least the Great Depression.’ 

11.3.4 LOW POINT 
November 28th 2010 was the nadir, the day Ireland surrendered its economic sovereignty to the 

Troika – the ECB/European Commission/IMF triumvirate. In return for loans totalling €67.5 billion 

(€22.5 billion from the IMF, €22.5 billion from each of the EFSF and the EFSM – ironically, just 

about the same total as Ireland had used to bail out its banks) and a commitment to spend a 

further €17.5 billion taken from its own Pension Reserve Fund, the government agreed to an 

imposed package of austerity measures, and almost overnight a country which had been seen as 

http://www.finance.gov.ie/documents/publications/other/2009/anglopwc.pdf
https://voxeu.org/article/eurozone-crisis-consensus-view-causes-and-few-possible-solutions
https://www.imf.org/external/pubs/ft/wp/2012/wp12163.pdf
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soaring towards the top of the First World tree, plummeted to becoming a country with near Third 

World public services. 

11.3.5 KARL WHELAN 
How does the ECB escape responsibility for missing what was happening in Ireland? Even a quick 

scan through Karl Whelan’s Paper (20) mentioned above, ‘Ireland’s Economic Crisis – the Good, the 

Bad and the Ugly’ throws up truly eye-watering numbers: 

‘The acceleration in housing activity after 2002 was largely financed by the Irish banks. 

As shown in Figure 11, the total stock of mortgage loans in Ireland exploded from €16 

billion in 2003:Q1 to a peak of €106 billion in 2008:Q3, about 60 percent of that year’s 

GDP. In addition to rapidly expanding their mortgage lending, the Irish banks also built 

up huge exposures to property development projects. Property-related loans to 

construction businesses went from €45 billion in 2003:Q1 to a peak of €125 billion in 

2008:Q1…’ 

This is just in Ireland, a population of less than 1% of the EU! 

‘Leading the way was the now-notorious Anglo Irish Bank, which specialized in property 

development. Anglo expanded its loan book at over 20 percent per year, with assets 

growing from €26 billion in 2003 to €97 billion in 2007. In addition to its risky property 

loan book, it is now known that Anglo had a series of what can euphemistically be termed 

“serious corporate governance problems”.‘ 

And that was just one bank in Ireland! 

‘Anglo, however, was not alone in its enthusiasm for property development loans. The 

smaller Irish Nationwide Building Society, later merged with Anglo, grew over a short 

period from a tiny mortgage lender to a €14 billion property development specialist 

with half of its funding from international bond markets. Allied Irish Bank, one of 

Ireland’s two principal “high street” retail banks invested heavily in in property-related 

loans with its portfolio of such loans building up from €16 billion in 2004 to €47 billion 

in 2007. This represented over one-quarter of its total assets, and over half of the €81 

billion that it had in the form of customer deposits.’ 

And where was most of this new money coming from?  

‘Another risk factor was the significant change in the funding model employed by the 

Irish banks during the later years of the boom. Prior to 2003, these banks had operated 

in a very traditional manner, with loans being roughly equal to deposits. After 2003, 

the rapid expansion of property lending was largely financed with bonds issued to 

international investors. From less than €15 billion in 2003, international bond 

borrowings of the six main Irish banks rose to almost €100 billion (well over half of 

GDP) by 2007. This source of funding proved to be less stable than deposit funding once 

the property market crashed.’ 

Indeed, this ‘source of funding’ is an integral element of the risks taken by financiers in the 

international bond markets, risks they price into the interest they charge on those bonds in case 

of their gamble failing. When those gambles did fail, however, it wasn’t those bondholders who 

picked up the tab, it was the Irish people. More on that later; in this particular section, however, 

Mr. Whelan concludes: 

https://www.karlwhelan.com/Papers/Whelan-IrelandPaper-June2013.pdf
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‘The huge build-up of risks at the Irish banks during this period raises questions about 

why the Central Bank of Ireland, which was in charge of banking regulation, did not 

intervene and why external bodies such as the IMF and European Commission did not 

express concerns.’ 

Surely though it raises the even bigger question as to why the ECB, the central bank of all central 

banks in the eurozone, didn’t even seem to notice what was happening, and if it did, didn’t itself 

intervene? All that, in itself, is worth another report. 

What’s clear here, however, is the narrative of ‘a bailout for Ireland’ is as false as the narrative of 

a bailout for Greece; in truth, and again, the bailout was of banks both national and international, 

systemic and non-systemic, with the full cost – including interest for the ECB and the IMF – borne 

by the people. 

11.4 PORTUGAL, SPAIN, ITALY, CYPRUS 
It wasn’t just Ireland and Greece. This was now a global financial crisis, and those countries in the 

eurozone that were hard hit found themselves similarly restricted in what they could do to soften 

the impact, no monetary tools with which to attempt a fix.  

In April 2012, Portugal requested intervention; a few months later, it was Spain’s turn. While 

Portugal’s problems were of a general nature, mismanagement across a range of areas exposed 

by the global financial crisis, Spain very much mirrored Ireland. On the surface its national finances 

were in good order but as in Ireland, the state had come to depend on the tax revenue income 

derived from a bank-financed property boom. When that boom turned to inevitable bust, and 

again as in Ireland, the banks were in trouble, had to be bailed out almost en-masse by the 

government; further, the state coffers were now also in trouble, not just because of these huge 

additional costs but because of the drastic drop-off in revenue from the construction sector, plus 

the increased social welfare costs from the dramatically increasing unemployment. 

Bad governance, certainly, but as with any problem you must go back to the roots to find the true 

cause. And that wasn’t the root – the root was new currency, the euro tsunami. 

Worst affected in all this of course were the people, those who would be burdened with the full 

cost.  

Eventually, per this Eurostat report (21), a total of 23 EU countries had to intervene to bail out 

their banks, including 16 of the 19 eurozone countries (Estonia, Malta and Slovakia the 

exceptions). 

 

https://ec.europa.eu/eurostat/web/government-finance-statistics/excessive-deficit/supplemtary-tables-financial-crisis
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The first signs of relief came in June 2012 when, with Spain and Italy now under serious threat, 

France coming into the picture, the new President of the ECB, Italian Mario Draghi, made his 

famous ‘whatever it takes’ to save the euro declaration. Took a little while for the effect of this to 

sink in, but eventually the markets eased up. 2015, and the introduction of Quantitative Easing 

was another turning point, and some semblance of stability was finally reached. 

There was one more casualty – little Cyprus. This one had a twist, however; because the country 

was so small, the ECB felt empowered enough here to make not just investors in the failed banks 

take a hit, but also the depositors. Be certain that it wouldn’t have happened in Germany or 

France, or even in Italy or Spain, but it was held up as a working example of one of the new working 

tools of the ECB, the single resolution mechanism (SRM), doing its job. In fact, it was simply the 

bullying ECB playing its political game, dictating to a Member States in crisis. 

11.4.1 PORTUGAL – THERE WAS AN ALTERNATIVE  
Through all these various programmes a new acronym sprang to prominence – TINA, There Is No 

Alternative. We now know of course that there was. 

One government was strong enough to stand up to the Troika and say ‘No, we’re not going to be 

dictated to anymore, we will no longer inflict your austerity measures on our people. We’ll meet 

your targets, but we’ll do it our way’. 

11.4.1.1 ANTÓNIO COSTA – Prime Minister of Portugal 

That was Portugal. An article (22) in The Independent in March 2018 cited the approach and 

achievements of Prime Minister António Costa: 

‘Mr Costa, whose party is arguably the most successful left-of-centre group in continental 

Europe at a time when others are facing electoral annihilation, reeled off a list of 

economic achievements. He cited higher growth, reduced inequality, increasing 

employment, and lower budget deficits.  

https://www.independent.co.uk/news/world/europe/portugal-socialism-austerity-populism-antonio-costa-eu-jean-claude-juncker-a8255156.html
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Unlike other EU member states, Portugal, which was once seen as among the most 

troubled EU economies, had refused to implement austerity measures and instead 

sought to put its economy back on track through state investment.  

“In Portugal we devised an alternative to the austerity policy: focusing on higher 

growth, more and better jobs, and greater equality. The rise in earnings made 

economic operators more confident, resulting in the fastest economic growth since the 

beginning of the century and it has produced a sustained rise in private investment, 

exports, and growth,” Mr Costa said. 

“Of course, we did things differently, but we stuck to the rules, and today our public 

finances are in far better shape than they were three years ago. In 2017 we exited the 

excessive deficit procedure and last year we had the lowest deficit since democracy was 

restored.” Last week the European Commission removed Portugal from the list of 

countries with serious macroeconomic imbalances.’ 

11.4.1.2 LIZ ALDERMAN 

A similar article (23) in the New York Times, by Liz Alderman, had this to say: 

‘Portugal took a daring stand: In 2015, it cast aside the harshest austerity measures its 

European creditors had imposed, igniting a virtuous cycle that put its economy back on 

a path to growth. The country reversed cuts to wages, pensions and social security, 

and offered incentives to businesses… 

The government’s U-turn, and willingness to spend, had a powerful effect. Creditors 

railed against the move, but the gloom that had gripped the nation through years of belt-

tightening began to lift. Business confidence rebounded. Production and exports began 

to take off… 

At a time of mounting uncertainty in Europe, Portugal has defied critics who have insisted 

on austerity as the answer to the Continent’s economic and financial crisis. While 

countries from Greece to Ireland — and for a stretch, Portugal itself — toed the line, 

Lisbon resisted, helping to stoke a revival that drove economic growth last year to its 

highest level in a decade.’ 

A further article (24) in Kontrast.at expands on Mr. Costa’s achievements, relates how he overcame 

resistance not just from other eurozone Member States, the likes of Germany’s Merkel 

particularly, but even from his own President. 

If only the governments of Ireland and Greece had had the same vision, and the same courage to 

see it through. Greece at least put up a fight, before succumbing to the blackmail and bullying. 

Ireland? Surrendered with a whimper. 

  

https://www.nytimes.com/2018/07/22/business/portugal-economy-austerity.html
https://kontrast.at/portugal-economy-right-wing/amp/
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12 CHAPTER 12. AND THE EUROZONE WINNERS ARE… 

12.1 GERMANY MARKS ITS TERRITORY 
Of  course in most situations, where you have losers you also have winners, and the winners in 

the eurozone, from launch, onset of crisis, through duration of crisis (and it’s not over yet), have 

been Germany foremost, with France also doing well. 

The previous chapter quoted a study by the European School of Management and Technology 

(ESMT) in Berlin showing how German and French banks managed to repatriate hundreds of 

billions of euro in loans they had made to Greece via the intervention funds, billions that became 

public debt in Greece. 

It wasn’t just the banks that were profiting, however; the German government also gained. 

Quoting a Study (1) conducted by another German think-tank, the Halle Institute for Economic 

Research (IWH – a Member of the Leibniz Association), The Guardian had this to say (2): 

‘Germany, which has taken a tough line on Greece, has profited from the country’s 

crisis to the tune of 100 billion euros ($109 billion), according to a new study Monday. 

The sum represents money Germany saved through lower interest payments on funds 

the government borrowed amid investor “flights to safety”, the study said. 

“These savings exceed the costs of the crisis — even if Greece were to default on its entire 

debt,” said the private, non-profit Leibniz Institute of Economic Research in its paper. 

Germany has clearly benefited from the Greek crisis.” 

When investors are faced with turmoil, they typically seek a safe haven for their 

money, and export champion Germany “disproportionately benefited” from that 

during the debt crisis, it said. “Every time financial markets faced negative news on 

Greece in recent years, interest rates on German government bonds fell, and every time 

there was good news, they rose.” 

Germany, the eurozone’s effective paymaster, has demanded fiscal discipline and tough 

economic reforms in Greece in return for consenting to new aid from international 

creditors. Finance Minister Wolfgang Schaeuble has opposed a Greek debt write-down 

while pointing to his own government’s balanced budget. The institute, however, 

argued that the balanced budget was possible in large part only because of Germany’s 

interest savings amid the Greek debt crisis. 

The estimated 100 billion euros Germany had saved since 2010 accounted for over three 

percent of GDP, said the institute based in the eastern city of Halle. The bonds of other 

countries — including the United States, France and the Netherlands — had also 

benefited, but “to a much smaller extent”.’ 

And it didn’t even end there. Responding to a Parliamentary Question from the Green Party in the 

Bundestag, and as reported in an article (3) in June 2018 in thelocal.de: 

‘The German government released figures on Thursday in response to parliamentary 

question from the Green Party which show that Germany has made €2.9 billion in 

interest payments on Greek bonds since 2010.  

Since 2010 Germany has been buying Greek government bonds as part of an EU deal to 

prop up the struggling Greek economy. The bonds were bought by the Bundesbank and 

https://www.iwh-halle.de/nc/en/press/press-releases/detail/germany-benefited-substantially-from-the-greek-crisis/
https://guardian.ng/news/germany-gained-100-bn-euros-from-greece-crisis-study/
https://www.thelocal.de/20180621/germany-made-billions-on-greeces-debt-crisis-berlin-confirms
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then transferred to the federal treasury. Initial agreements with the government in 

Athens set out that any interest earned on the bonds would be paid back to Greece when 

it fulfilled its reform obligations. 

But the figures published by the government on Thursday show that Germany made €3.4 

billion in interest payments on the bonds and only paid Greece €527 million in 2013 and 

€387 million the following year. That left €2.5 billion in profit, plus interest of €400 million 

on a loan from the KfW development bank.’ 

Of course, it was always going to be thus. From conception through design to launch, the euro 

was a Franco-German project; it would be primarily, and above all, for their benefit.  

Initially, in those design stages, their plans were diluted, frustrated, but despite the many and 

serious flaws already documented here, the currency was launched. The crisis then, when it hit – 

well, it was an opportunity to rectify all that, right? 

12.2 GERMANY AND FRANCE DICTATE – AND GAIN 

12.2.1 ANTHONY COUGHLAN – FROM EU TO EUROZONE 
From the paragraphs headed ‘From EU TO EUROZONE’ in an article (4) in the European Foundation 

by Anthony Coughlan, none of this is either accidental or incidental: 

‘Here is Germany's Chancellor Merkel on the current debt crisis: "We have a shared 

currency but no real economic or political union. This must change. If we were to achieve 

this, therein lies the opportunity of the crisis. And beyond the economic, after the 

shared currency, we will perhaps dare to take further steps, for example for a European 

army" (Karlspreis speech, May 2010). 

Here is French President Sarkozy a year later (5): "By the end of the summer Angela 

Merkel and I will be making joint proposals on economic government in the eurozone. 

We will give a clearer vision of the way we see the Eurozone evolving. Our ambition is 

to seize the Greek crisis to make a quantum leap in Eurozone government. The very 

words were once taboo. We will give a clearer vision of the way we see the eurozone 

evolving. We have done something historic. There is no European Monetary Fund yet – 

but nearly." 

And Sarkozy again in November 2011: "There are 27 of us. Clearly, down the line, we will 

have to include the Balkans. There will be 32, 33 or 34 of us. No one thinks that 

federalism, total integration, will be possible with 33, 34 or 35 states. Clearly there will 

be a two-speed Europe: one speed that moves towards a Federation for the Eurozone 

and one speed for a Confederation within the European Union." 

Chancellor Merkel backed him up the same month: "The debt crisis is a decisive moment, 

a chance to go a new way. The time and opportunity is there for a breakthrough to a new 

Europe: That will mean more Europe, not less Europe" (10-11-2011) … 

Yet it is obvious that there is no underlying EU or Eurozone "demos" or people, no sense 

among voters of a common European "We" which would make citizens in richer 

Eurozone countries willing to bear higher taxes to finance resource transfers to poorer 

ones in the name of a pan-EU or cross-Eurozone solidarity. The mutual identification 

and fellow-feeling among citizens which exists at national level and gives democratic 

legitimacy to National States, does not exist supranationally. Democratising the EU in 

https://europeanfoundation.org/tackling-the-eueurozones-assault-on-national-democracy/
https://www.theguardian.com/business/2011/jul/22/bailed-out-eurozone-greece
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the absence of a European people or "demos" is impossible. And such a demos cannot be 

artificially created. 

This has always been the fundamental flaw in the European integration project. That 

however does not stop the EU elite, and particularly the Germans and French, the 

Brussels bureaucracy and their acolytes in the different Member States, from frantically 

seeking to get the peoples of the Eurozone countries to give up what is left of their 

democracy at national level in order to "save" the euro-currency. Hence the current calls 

for direct EU supervision of national budgets and for a Eurozone Banking Union, Fiscal 

Union, Tax Union and Political Union, to take advantage of the current financial crisis to 

centralise more power in Brussels, Frankfurt and Berlin…’ 

12.2.1.1 DAN O’BRIEN 

At year's end 2012 Mr Dan O'Brien, Economics Editor of the Irish Times, a paper which 

editorially has for decades been a missionary for Euro-federalism, wrote: "A banking 

union for the Eurozone has been agreed in mid-summer and it became increasingly 

obvious that the next change to the EU treaties will have to create something akin to a 

United States of Europe if the euro is to last" (28-12-2012). 

Mr. Coughlan continues:  

So, the vision of the Eurocrats is that the 17 peoples of the Eurozone must completely 

abandon their national independence and democracy, reversing centuries of European 

history in the process, in order to save their ill-starred euro-currency. And assuming 

that that objective is attained, what happens then? Does European history come to an 

end? Will the European Army of Chancellor Angela Merkel’s Karlspreis speech hold the 

rickety edifice together? Can anyone seriously imagine that the PIIGS countries will rest 

content with being turned into the collective Mezzogiorno of a fully federal Eurozone? Or 

that tens and even hundreds of millions will not fight back against such a denudation of 

their political rights and economic interests to increase the power of a few thousand 

politicians, bureaucrats and businessmen in Brussels, Frankfort and Berlin?’ 

12.3 FROM BAD TO WORSE – EMS TO EMU 

12.3.1 THE DEUTCHEMARK BENCHMARK – LEILA SIMONA TALANI 
The article (6) by Leila Simona Talani quoted in an earlier chapter (‘The origins of the Euro-zone 

crisis: The EMU and the loss of competitiveness’), explains how the imbalance in the euro was 

inherited from its failed predecessor, the EMS: 

‘Indeed, as De Grauwe (1996:27) had rightly pointed out from before the start of the 

EMU, Germany had enjoyed, in the course of the whole evolution of the European 

monetary integration process, a very privileged position.  

Germany was, and had already been in the past, the one country of the ‘n-1’ problem. In 

other words, precisely because of its anti-inflationary credentials, Germany had been 

able to set the monetary policy of all the other members of the currency agreement 

(De Grauwe 1996:27). To be more precise, in a fixed exchange rate system, like the ERM 

of the EMS, there are ‘n-1’ countries, the more inflationary prone ones and, therefore, 

the ones with the weaker currencies, which will have to use their monetary policy to 

keep their bilateral exchange rates fixed. On the contrary, one country, the one with 

the strongest currency, Germany in this case, does not have to worry about the 

https://www.eui.eu/Projects/PierreWernerChair/Documents/MIKE-ARTIS/MikeArtiscommemorationpaper.pdf
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exchange rate, and is free to set its monetary policy independently of exchange rate 

constraints. Indeed, in the ERM of the EMS all currencies would be depreciated vis-à-vis 

the DM and therefore, their Central Banks had to ask for very short term lending facilities 

(VSTLFs) to the Bundesbank and in DM to be able to intervene in the foreign exchange 

markets to support their bilateral exchange rate. Germany, because of the strength of 

its DM, was always on the upper band of the system and the BB would de facto provide 

liquidity to the whole system thus defining the monetary policy for all other members. 

Moreover, by needing to keep the nominal exchange rate at a level which is not 

consistent with the performance of their inflation, the n-1 countries are constantly losing 

competitiveness. Quite to the contrary, the “one” country improves its competitive 

stance as it is able to keep the exchange rate at a lower level than the one that would be 

set if the exchange rate system was flexible. The loss of competitiveness of the ‘n-1’ 

countries becomes eventually unsustainable up to the point at which their exchange 

rate peg loses credibility and the markets can successfully speculate against their 

currencies.’ 

This was exactly what happened with the ERM of the EMS, this was exactly what would happen 

later within the eurozone – predictable, inevitable. 

‘As we have seen in the previous sections, divergent inflation rates, already existing 

before the establishment of the EMU, did not disappear after the currency union entered 

into force. In particular, all countries were experiencing inflation rates higher than 

Germany, exactly as had been the case within the ERM of the EMS. That can only mean 

that all countries within the EMU were losing competitiveness vis-à-vis Germany 

which, by entering the currency union could enjoy a less appreciated currency 

indefinitely, or at least as long as its inflation performance was better than the rest of 

the Euro-zone. 

Indeed, joining the EMU meant, for the ‘n-1’, more inflationary countries, progressively 

increasing their prices at exports without ever being able to devalue the exchange rate. 

This was particularly serious for the PIIGS which, being particularly inflationary prone, 

had recurred very often to competitive devaluations in the past. On the opposite side of 

the spectrum Germany, the ’one ‘country of the n-1 problem, would progressively and 

constantly increase its competitiveness not only because of a progressively depreciating 

currency, but also because it would not have to face competitive devaluations by the 

other members of the EMU ever again.  

Thus, the imbalances which had characterised the previous attempts at monetary 

integration in Europe were not only reproduced but also exacerbated by the currency 

Union as established at Maastricht which was therefore characterised by structural 

asymmetries from the start. This dynamic is reflected in the performance of the power 

purchasing parity real exchange rate (RER)22 of the PIIGS in relation to Germany based 

on the average consumer price index from 2000–2012 (Figure below).Overall, on the 

basis of these data, Italy lost some 20% of its competitiveness at exports in the course of 

its permanence in the EMU, and even higher losses were experienced by Greece and 

Spain. 

Overall, Germany, by entering the EMU acquired a structural bonus of 

competitiveness, which increased progressively and might well have been one of the 
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main reasons behind the German decision to give up the DM. On the other hand, the 

rest of the Euro-zone countries, especially the more inflationary ones, lost 

competitiveness and were unable to regain it by reverting to competitive devaluations 

(Similarly Hall 2012; Scharpf 2013). Of course, there is an on-going debate in the field on 

whether exchange rate devaluations can be considered an optimal way to achieve 

competitiveness (Malbett and Schelkle 2015). More emphasis is often placed on 

‘internal devaluations’, which means increasing competitiveness by reducing labour 

costs, either reducing wages and/or increasing productivity. On similar grounds both 

EU institutions have often proposed as a solution to problems of growth and 

employment the increase of labour market flexibility, in all its dimensions. This 

characteristically means reducing the power of trade unions, as trade unions have 

historically and institutionally represented the working class in its fight for more job 

security and higher wages. Thus, simplistically, the rigidities of the labour markets 

have been equated to the strength of the trade unions and, in turn, this had to diminish 

in order to resolve the problems of competitiveness of the weaker countries of the 

system, problems that, as we have just seen, were, instead, structurally embedded in 

the EMU. 

Summing up, more than a shelter against the worst consequences of the global 

financial and economic crisis, the EMU, as designed at Maastricht and implemented in 

the following years proved a highly asymmetric arrangement. It signalled to the 

markets which countries were unlikely to sustain the economic shock, thus unleashing 

a run on their sovereign debt.’ 

12.4 FRANCE 
It wasn’t just Germany of course. As noted above, France also benefited, as a report (7) in the New 

York Times from June 2010 outlines: 

‘FRANKFURT — French and German banks have lent nearly $1 trillion to the most 

troubled European countries and are more exposed to the debt crisis than the banks of 

any other countries, according to a new report that is likely to add pressure on 

institutions to detail their holdings. 

French banks had lent $493 billion to Spain, Greece, Portugal and Ireland by the end of 

2009 while German banks had lent $465 billion, according to the report by the Bank for 

International Settlements, an institution based in Basel, Switzerland, that acts as a 

clearing house for the world’s central banks… 

All told, Spain, Ireland, Portugal and Greece owe nearly $1.6 trillion to banks in the 16-

country euro zone, either in the form of government debt or credit to companies and 

individuals in the four countries, the report said. Credit from French and German banks 

accounted for 61 percent of that total. 

Most of the claims held by the French and German banks were from companies, 

individuals or other banks, and Spain was the biggest debtor country. But much of the 

holdings were government debt — $106 billion for French banks and $68 billion for 

German banks. The figures, which the B.I.S. presented in dollars, may offer a clue why 

the French government, in particular, has been keen to provide aid to Greece and the 

other troubled countries.’ 

https://www.nytimes.com/2010/06/14/business/global/14eurobank.html
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In fact, and just as German banks and German bankers were still investing in Wall Street toxic 

‘assets’ even as the everything was collapsing all round them, so did French banks and French 

bankers (and again, their German counterparts) continue investing in the peripheral countries of 

the eurozone even as the crisis hit there, secure in the expectation that all those investments 

would be guaranteed by the ECB. They were proved right. 

12.4.1 CADTM 
A report (8) by cadtm.org titled ‘Banks are responsible for the crisis in Greece’ breaks down the 

pace of investment by banks into Greece: 

Figure 1 – Flow of financial capital into Greece (1999-2009) 

 

 
In $ million. Source: IMF 

With the vast amounts of liquidity made available by the central banks in 2007-2009, 

Western European banks (above all the German and French banks, but also the 

Belgian, Dutch, British, Luxembourg and Irish banks) as well as Swiss and US banks lent 

extensively to Greece (to the private sector and to the public authorities). One must 

also take into account that the accession of Greece to the euro bolstered the faith of 

Western European bankers, who thought that the big European countries would come to 

their aid in case of a problem. They did not worry about Greece’s ability to repay the 

capital they loaned and considered that they could take very high risks in Greece. 

History seems to have proved them right so far: the European Commission and, in 

particular, the French and German governments have given their unfailing support to 

the private banks of Western Europe. But in allowing the socialization of the banks’ 

losses, European governments have placed their own public finances in a critical 

position. 

In the chart below (Fig. 2) we see that the countries of Western Europe first increased 

their loans to Greece between December 2005 and March 2007 (during this period, the 

volume of loans grew by 50%, from less than 80 billion to 120 billion dollars). After the 

subprime crisis started in the United States, loans increased dramatically once again 

(+33%) between June 2007 and the summer of 2008 (from 120 to 160 billion dollars). 

Then they stayed at a very high level (about 120 billion dollars). This means that the 

http://www.cadtm.org/Banks-are-responsible-for-the
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private banks of Western Europe used the money which was lent in vast quantities and 

at low cost by the European Central Bank and the US Federal Reserve in order to 

increase their own loans to countries such as Greece. Over there, where the rates were 

higher, they could make juicy profits. Private banks are therefore largely responsible 

for Greece’s excessive debt. 

Figure 2 – Evolution of Western European banks’ exposure to Greece 

(in billions of dollars)  

 

 
Source: BIS consolidated statistics, ultimate risk basis (from Costas Lapavitsas et al. The Eurozone 

Between Austerity and Default) 

As shown in the following pie-chart (Fig. 3), Greek debts are overwhelmingly held by 

European banks, mostly French, German, Italian, Belgian, Dutch, Luxembourg and 

British. 

Figure 3– Foreign holders (almost exclusively foreign banks and other financial 

companies) of Greek debt securities (end of 2008) 

http://www.cadtm.org/Bank-for-International-Settlements,1144
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Source: CPIS in Costas Lapavitsas et al. The Eurozone Between Austerity and Default 

There are many more such studies and articles charting just how well Germany (especially) and 

France did throughout the crisis. Suffice to say though that while in the short-term they may 

appear to have been the winners, in the long-term, and because of the interdependence of all the 

EU Member States, they too will suffer. 
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13 CHAPTER 13. ADDITIONAL TESTIMONY 
Drawing even minimal quotes from other experts in this area who have criticised the euro – its 

launch, its oversight, the response of the Eurozone institutions to the crisis – this report could 

have been many times the size it already is; here are but a few more examples: 

13.1 DR. CONSTANTIN GURDGIEV (Middlebury Inst. Of International Studies, 

Monterey, California; Trinity College Dublin) 
Extracts from the report (1) by Dr Constantin Gurdgiev titled ‘Euro after the Crisis’, for Luke Ming 

Flanagan MEP: 

‘Non-technical summary 

The recent Global Financial Crisis (2008-2010) and the accompanying Great Recession 

(2008-2011) have exposed a number of fundamental and structural Flaws in the Euro 

area design. However, even more worrying to the future of the European states and the 

EU itself were the responses put forward by the European institutions to addressing these 

Flaws.  

The key lesson emerging from the crisis within the context of the common currency is 

that the level and the rate of monetary and Financial systems integration deployed 

within the Euro area from the late 1990s through 2007 is not sustainable. Instead of 

acting as a buffer against external shocks and internal imbalances within the Euro area, 

the common currency has acted as a driver, firstly, of some imbalances that prompted 

the crises, and as a factor restricting economies’ ability to deal with the real economic 

recession that followed the Financial crisis.’ 

Professor Gurdgiev’s proposed remedy? 

‘…to prevent a disorderly unwinding of the Euro area over time, and assuming no 

feasibility of a full-scale political union between the euro member states and the states 

bound to accede to the euro union, the EU should pursue a restructuring of the EMU 

along the following lines: 

•Step 1: Facilitated restructuring of the Euro area, reducing the number of EMU 

members to a core group of states financially, fiscally and politically ready to 

undertake both a full monetary and political federalisation;  

•Step 2: Reform of the EU institutions toward achieving a bottom-up democratically 

anchored momentum toward a Swiss-styled confederation, retaining significant 

member states’ autonomy on core competencies; 

•Step 3: When feasible, gradually and over prolonged period of time, integrate 

additional qualifying member states into the EMU.’ 

13.2 HEATHER CONLEY, director of the Europe program at the Centre for Strategic 

and International Studies: 
Quoted in an article (2) by NINA EASTON in Fortune magazine in 2015, titled ‘Why the Eurozone 

was always doomed to fail’: 

https://www.lukemingflanagan.ie/commissioned-reports
http://fortune.com/2015/08/03/eu-fail-greece/
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‘The monetary union was flawed from the start—and now Europe has “its foot on the 

accelerator and is running out of road,” says Heather Conley, of the Centre for Strategic 

and International Studies.  

The nearly 16-year experiment with a financially integrated Europe is instead tearing 

the continent apart, stirring ugly ghosts of history and fuelling the rise of extremist 

political parties that could one day control a NATO partner. 

While Greece’s latest travails capture the world’s attention, Conley sees dire 

consequences for all of Europe from a fatally-flawed monetary union of 19 countries. “It 

was a structurally flawed project,” Conley says of the Eurozone, born in 1999. “They were 

warned about it. This was an economic project designed politically to make Europe more 

united. But instead it’s pulling Europe apart.” 

13.3 OSKAR LAFONTAINE, the German finance minister who launched the euro. 
Quoted in an article in Daily Telegraph, 2013-05-05 (3) , calls for 'catastrophic' currency to be 

broken up: 

‘Oskar Lafontaine, the German finance minister who launched the euro, has called for 

a break-up of the single currency to let southern Europe recover, warning that the 

current course is "leading to disaster".  

Mr Lafontaine said on the parliamentary website of Germany's Left Party that Chancellor 

Angela Merkel will "awake from her self-righteous slumber" once the countries in trouble 

unite to force a change in crisis policy at Germany's expense.  

"The economic situation is worsening from month to month, and unemployment has 

reached a level that puts democratic structures ever more in doubt," he said.  

Mr Lafontaine said he backed EMU but no longer believes it is sustainable. "Hopes that 

the creation of the euro would force rational economic behaviour on all sides were in 

vain," he said, adding that the policy of forcing Spain, Portugal, and Greece to carry out 

internal devaluations was a "catastrophe". 

"The Germans have not yet realised that southern Europe, including France, will be 

forced by their current misery to fight back against German hegemony sooner or later," 

he said, blaming much of the crisis on Germany's wage squeeze to gain export share.’ 

13.4 NORMAN LAMONT, former UK Chancellor of the Exchequer, during the ERM 

period. 
Quoted in an article titled ‘The euro was doomed from the start (4) 

‘The Greek crisis epitomises the complete mess that Europe has made of the single 

currency  

‘I had the privilege of negotiating Britain’s opt-out from the then new European single 

currency in 1991. My abiding memory is how clear it was that the euro had nothing to 

do with economics and was a political project with a dubious rationale. Some 

representatives of other countries were openly sceptical, but their political masters were 

firmly in control.  

The creation of the euro has been an error of historic dimensions and done great harm 

to the EU, which in its first 40 years had brought economic prosperity to the citizens of 

http://www.telegraph.co.uk/finance/financialcrisis/10039329/German-euro-founder-calls-for-catastrophic-currency-to-be-broken-up.html
http://www.telegraph.co.uk/news/worldnews/europe/11686679/The-euro-was-doomed-from-the-start.html
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the Continent. Then the less well-off countries benefited from the lowering of tariffs and 

the increase in internal trade. After the creation of the euro, however, economic growth 

slowed markedly. Poorer countries fared worse than the more prosperous countries, like 

Germany, which benefited from the new, weaker currency. Euro doomed from start, says 

Jacques Delors – Dec 2011.’ 

13.5 JACQUES DELORS – EURO IS DOOMED  
‘In an interview with The Daily Telegraph (5) Jacques Delors, the former president of the 

European Commission, claims that errors made when the euro was created had 

effectively doomed the single currency to the current debt crisis. He also accuses 

today’s leaders of doing “too little, too late,” to support the single currency… 

Mr Delors claims that the current crisis stems from “a fault in execution” by the political 

leaders who oversaw the euro in its early days. Leaders chose to turn a blind eye to the 

fundamental weaknesses and imbalances of member states’ economies, he says.  

“The finance ministers did not want to see anything disagreeable which they would be 

forced to deal with,” he says.  

The euro came into existence without strong central powers to stop members running up 

unsustainable debts, an omission that led to the current crisis. Now that the excessive 

borrowing of countries such as Greece and Italy has brought the eurozone to the brink of 

disaster, Mr Delors insists that all European countries must share the blame for the crisis. 

“Everyone must examine their consciences,” he says.‘ 

13.6 CHRIS JONES, Irish Times journalist. 
An article (6) headlined ‘Europe is incapable of taking the steps it clearly needs to’: 

‘Two decades ago, a senior Eurocrat, Bernard Connolly, wrote a book called The Rotten 

Heart of Europe. It was an exposition of the economic idiocies implied by Europe’s 

determination to build a single currency without digging the necessary foundations. 

Connolly was a kind of early-day Yanis Varoufakis: he annoyed the European 

establishment with lots of analysis. Quite presciently, he concluded his book with the 

words, “The propaganda steamroller attempts to flatten analysis. For analysis can only 

mean dissent. And dissent cannot be tolerated.”  

Both Varoufakis and Connolly ended up being treated by the powers that be in very 

similar fashion.’ 

Ditto, this time an article (7) headlined ‘Is the Euro crisis really over?’: 

‘The policy prescription for the European periphery is to deflate back to competitiveness: 

that’s econospeak for cutting labour costs. The only way that can happen is for high 

unemployment to bear down on wages. It is the only (allowable) mechanism that works 

and it only works very slowly.  

Given that inflation cannot be allowed to rise in Germany, deflation in aggregate for 

the Euro zone is the inevitable – and quite deliberate – outcome. That’s key to 

understanding all of this: it is all totally deliberate. It is understood that it comes at a 

great human cost and that it still has years to run. But, to repeat, it is the official policy 

and is working as intended. 

http://www.telegraph.co.uk/finance/financialcrisis/8932640/Jacques-Delors-interview-Euro-would-still-be-strong-if-it-had-been-built-to-my-plan.html
https://www.irishtimes.com/business/economy/chris-johns-europe-is-incapable-of-taking-the-steps-it-clearly-needs-to-1.2290457
https://www.irishtimes.com/business/economy/europe/is-the-euro-crisis-really-over-1.1584456
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So, as our Brussels and Frankfurt based masters congratulate themselves on a job well 

done, it is pointless to complain about any of this. It is equally pointless to argue that it 

is totally unsustainable. The hedge funds have been seen off: we hear gleeful comments 

to the effect that “Anglo-Saxon” speculators never understood the primacy of European 

politics over economics: Europeans will bear any economic pain to keep the European 

project on track, to keep the Euro alive… 

There is something quite dark about of all of this. Some time ago now, Bernard Connolly 

famously got fired from his job running the monetary affairs division of the European 

Commission for writing a book called “The Rotten Heart of Europe: the Dirty War for 

Europe’s Money”. The paradoxes and flaws inherent in our monetary system have been 

obvious for many years. People like Connolly have been correctly warning about them for 

many years.’ 

13.7 N. GREGORY MANKIW, the Robert M. Beren Professor of Economics at 

Harvard University: 
In an Article (8) in the New York Times in July 2015 titled They Told You So: Economists Were Right 

to Doubt the Euro, at the depth of the Greece crisis, Harvard Economics Professor N. Gregory 

Mankiw wrote the following: 

‘The continuing saga of Greece and its creditors is more tragic than comic. But watching 

it, I am reminded of that old line about the recurring travails of Laurel and Hardy: “Well, 

here’s another nice mess you’ve gotten me into!” For the problems facing Europe today 

are not sui generis (unique). They are merely the latest instalment of a story that has 

been unfolding for many decades. 

When the euro was introduced, many economists were skeptical about the change. 

One skeptic was Milton Friedman, the Nobel laureate who dominated much 

macroeconomic debate in the second half of the 20th century. 

In 1997 he wrote: “Europe’s common market exemplifies a situation that is unfavorable 

to a common currency. It is composed of separate nations, whose residents speak 

different languages, have different customs and have far greater loyalty and attachment 

to their own country than to the common market or to the idea of ‘Europe.’ ” 

Mr. Friedman concluded that the adoption of the euro “would exacerbate political 

tensions by converting divergent shocks that could have been readily accommodated by 

exchange rate changes into divisive political issues.” 

Another euro skeptic was Martin Feldstein, my colleague in the Harvard economics 

department and, from 1982 to 1984, chief economist to President Ronald Reagan. Also 

writing in 1997, Mr. Feldstein called the euro “an economic liability.”… 

The motive was more political than economic. Europeans believed that their continent, 

once united with a common market and currency, would provide a better 

counterweight to American hegemony in world affairs. They also hoped that a united 

Europe in the 21st century would damp down the nationalist sentiments that led to 

two world wars in the 20th… 

Flash-forward to today. Greece finds itself overwhelmed by its accumulated debts. To be 

sure, it bears primary responsibility. The Greek government borrowed too much, and for 

https://www.nytimes.com/2015/07/19/business/history-echoes-through-greek-debt-crisis.html
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years it hid its fiscal problems from its creditors. Once the truth came to light, a large 

dose of austerity was the only course left. The result was an economic downturn with a 

quarter of the Greek labor force now unemployed. 

Making matters worse, however, was the common currency. In an earlier era, Greece 

could have devalued the drachma, making its exports more competitive on world 

markets. Easy monetary policy would have offset some of the pain from tight fiscal 

policy. Mr. Friedman and Mr. Feldstein were right: The euro has turned into an 

economic liability that has exacerbated political tensions. For this, the European elites 

who pushed for the currency union bear some responsibility… 

Yes, the Greeks have every reason to be contrite. But it might also be wise for the rest of 

the world to show some mercy.’ 

13.8 MARK BLYTH – ‘AUSTERITY, The History of a Dangerous Idea’ (9) 

A simple but superb explanation of a very complex economic philosophy, an easy read – if there 

is such a thing – on economics! 

‘Part of what academics do is generate ideas and teach. The other, perhaps more 

important part, is to play the role of “the Bu*l*hit Police.” Our job is to look at the 

ideas and plans interested parties put forward to solve our collective problems and see 

whether or not they pass the sniff test. Austerity as a route to growth and as the correct 

response to the aftermath of a financial crisis does not pass the sniff test… 

What begins as a banking crisis ends with a banking crisis, even if it goes through the 

states’ accounts… 

The EU and the Euro: A Bridge Too Far? 

The European Union, as a political project, has been an astonishing success. Built quite 

literally upon the ashes of a continent destroyed twice by war in a little over thirty years, 

it has both kept the peace in Europe and spread prosperity throughout the continent. It 

took in the former dictatorships of Portugal, Spain, and Greece and turned them into 

stable democracies… if only they hadn’t tried to do this with money. While the 

European political project has been a resounding success, its monetary cousin, the 

euro, has been a bit of a disaster for everyone, except possibly the Germans’. 

13.9 JOE BRENNAN 
ARTICLE (10) FROM THE IRISH TIMES IN OCT 2016 BY TITLED EU ‘needs another crisis’ to finish 

banking union 

‘ Multibillion-euro bank backstop and deposit insurance scheme still outstanding 

 ‘European political leaders need another financial crisis to frighten them into completing 

a banking union, a senior EU official said on Monday. He said key issues such as a euro 

zone deposit insurance scheme and finalising a multibillion-euro backstop to resolve 

failing lenders remain outstanding. 

“I have the impression that [EU member states] have the false impression that 

everything’s fine, but everything’s not fine and the job is half done,” Olivier Guersent, 

director general for financial stability, financial services and capital markets union, 

said at the annual conference of the Single Resolution Board (SRB) in Brussels. 

https://www.goodreads.com/book/show/13484866-austerity
https://www.irishtimes.com/business/financial-services/eu-needs-another-crisis-to-finish-banking-union-1.3664601
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Politicians need “a big enough crisis for them to be scared enough, but not big enough 

to kill us”, to finish the banking union project, he added. 

Banking union, initiated in the wake of the financial crisis, was envisaged around three 

pillars: centralised financial supervision under the European Central Bank, which took 

effect in late 2014; the Single Resolution Mechanism, where the SRB became responsible 

in January 2016 for ordering the restructuring or winding up of failing banks; and a still-

unestablished deposit insurance scheme, which is opposed mainly by Germany. 

Polish MEP Danuta Huebner, a member of the parliament’s committee on economic and 

monetary affairs, told delegates at the conference that she does not see a deposit 

insurance scheme being resolved ahead of European elections in May next year.’ 
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14 CHAPTER 14. BALLYHEA SAYS KNOW 

14.1 COULDA, SHOULDA – DIDN’T 
In February 2015, as the new Syriza government in Greece was in the throes of trying to negotiate 

a new deal with the European Commission and the Eurogroup, in a radio interview on Irish 

national radio station ‘Newstalk’ former IMF chief-of-mission to Ireland Ashaka Mody recalled the 

situation in Ireland after a seismic election there in February 2011 which saw the near-obliteration 

of Fianna Fáil, long the biggest political party in Ireland but now overtaken by its bitter long-

standing civil war rivals, Fine Gael. 

Mr. Mody was variously (1) quoted (2) as having said the following: 

‘When this (Fine Gael-led) government came in it had a mandate…The new government 

had so much going for it… Ireland had its opportunity to, not just for itself but for Europe 

– in a way, Ireland in accepting the premise that Brussels and Berlin determine 

economic policy in every country, Ireland fell in with that premise and therefore 

perpetuated a culture that this current Greek government is trying to break…It was on 

that premise that it won the election and what the deal at that time could have been, I 

don't know but it should certainly have been a superior deal. That deal would have 

required a clear premise on some amount of debt restructuring…There was a burden of 

debt that would legitimately be declared as an odious debt and this was not necessarily 

because there was something unique about this particular government but because 

there had been severe and egregious errors that it inherited… the burden was borne 

unequally.’ 

14.2 THE LONG ROAD 
By the time of the above interview, the Ballyhea Says No campaign had already been on the road 

for nearly four years, making more or less the same points. It had started just after the election 

of the government referred to by Mr. Mody, the coalition parties of Fine Gael and Labour having 

run on a platform of taking Ireland’s fight for bank-debt justice to the EU; instead, and within days 

of having been elected, it became obvious that they would be bringing the EU’s fight to Ireland. 

Every week for five years – and often on occasions in between – we marched in protest. Several 

times we went to Brussels, argued our case with senior officials from the Commission, the Council, 

the Parliament ECON committee, and in Dublin, with senior officials of the ECB. 

Three years ago, we changed our name, became Ballyhea Says Know, and now march on a 

monthly basis. 

We don’t question that emergency measures, unprecedented measures, needed to be taken in 

what was an unprecedented emergency situation across the eurozone. What we do question, 

what we object to, what we’re campaigning against, is the manner in which this was done, the 

finger pointed at the Irish people, the apportioning by our so-called European partners of all blame 

for the crisis that hit us on those same Irish people, when in fact the real culprits were in Brussels 

and in Frankfurt, in Berlin and in Paris. 

Yes, Ireland should have had to pay a price, but that price should have been shared across the 

eurozone, not condensed and landed on our shoulders. 

We haven’t been on our own in stating all this, though – sadly – most support for our arguments 

come from overseas, from outside Ireland. But it is strong support, and it is expert support. 

https://www.irishtimes.com/business/economy/noonan-dismisses-ashoka-mody-comments-on-debt-writedown-1.2105893
https://www.independent.ie/business/irish/irish-government-blew-opportunity-to-get-debt-deal-former-imf-chief-mody-30996108.html
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14.3 WHO BAILED OUT WHO? 
What people need to understand is that this wasn’t a bailout for Ireland by the 

IMF/ECB/European Commission Troika, this was a bailout by the Irish people of the banks and 

their bondholders, and by extension (as expressed by Trichet, his fear of contagion if an Irish bank 

was allowed to collapse), a bailout of the eurozone. Likewise across the eurozone, from Germany 

to Greece, from Portugal to Poland, people were forced to bail out their banks, private debt 

likewise transferred to public shoulders. Retribution is needed for this imposition, and again, right 

across the EU. 

Bad enough that Ireland was being forced into bailing out even its most toxic, non-systemic banks, 

rubbing salt into very fresh and very deep wounds was that our ‘EU partners’ also saw it as an 

opportunity for profit – extra profit. 

This article (3) from the Irish Independent in 2011, headlined ‘ IMF and EU to make €9bn profit on 

bailout’ and quoting new Finance Minister Michael Noonan, reveals the extent of the profits the 

Troika expected to make from its loans of €67.5 billion to Ireland: 

‘When all the loans are put together, Mr Noonan said: "The total margin applying 

under existing arrangements could be of the order of €9bn over the period." 

The United Kingdom too had issued a high-interest loan to Ireland, but this too was done from 

self-interest, and came with its own exacting condition: 

‘The British government is also entitled to send auditors and accountants here to check 

the books as part of its bilateral deal to Ireland, the Irish Independent has learned. It is 

also insisting that if Ireland ever leaves the euro the UK must be repaid in full and in 

sterling -- and not in any new Irish currency.’ 

14.4 PROMISSORY NOTES 
Through 2009/10, in spite of ECB rules specifically precluding its use for insolvent banks, the 

Central Bank of Ireland, the ECB and the Irish government colluded to use the Emergency Liquidity 

Assistance fund (ELA) to create €31 billion for two insolvent banks under immediate threat of 

bankruptcy, Anglo Irish Bank and INBS (Irish Nationwide Building Society). 

The fig-leaf the ECB used to enable this to happen was the Promissory Notes written by then 

Irish Finance Minister Brian Lenihan, literally notes written promising that if those two banks 

couldn’t repay those billions, the Irish government – the people of Ireland – would do so.  

Those Promissory Notes, claims the ECB, made insolvent banks solvent. It didn’t, of course, and 

everyone involved knew that; just a few years later both Anglo and INBS – now combined and 

known as IBRC, the Irish Bank Resolution Corporation – were wound up, liquidated, bankrupt. 

It was classic switch-and-bait, a three-card trick, private bank-debt transformed to public debt, 

and the Irish people are the ones paying the price. I say ‘paying’, because that price is ongoing. 

The quid-quo-pro for the creation of those billions is that the ECB now insists that the Central 

Bank of Ireland, having created that €31 billion, must now take it back out of circulation – 

destroy it, in plain English. And since March 2011, that’s exactly what it’s been doing. 

In 2011, the Central Bank of Ireland destroyed €3.1 billion; 

In 2014 it was €0.5 billion; 

https://www.independent.ie/irish-news/imf-and-eu-to-make-9bn-profit-on-bailout-26749107.html
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In 2015, €2.0 billion; 

In 2016, €3.0 billion; 

In 2017, €4.0 billion; 

In 2018, €3.5 billion; 

In 2019, €2.0 billion (the NTMA announcement of the latest of those – all are in tranches of €500 

million – is here (4)). 

That’s €15 billion destroyed by the Central Bank of Ireland since 2014, a further €3.1 billion in 

2011 - €18 billion in total, with another €13 billion still to go. And bear in mind - a billion euro is 

one thousand million euro, that's €1,000,000,000.  

14.4.1 BEWARE OF FALSE PROFITS! 
Over the past few years the Irish Times ran a series of almost identical articles, probably taken 

straight from a Central Bank briefing, claiming that great profits were being made for the national 

exchequer with the sale of the above-mentioned IBRC Promissory Note bonds. Yet in an article (5) 

headed ‘Central Bank’s €17bn profits from crisis fighting a mirage for taxpayers’ in June 2019, 

they published the reality, a reality which they themselves refuse to confront – it’s merely a 

sophisticated three-card-trick, those ‘profits’ just a portion of the billions borrowed from Peter to 

pay Paul for the ECB Promissory Notes, who then destroys the bulk of those billions but gives 

Ireland’s exchequer a little dividend. From that article: 

‘The Central Bank’s profits over the past five years have been rocket-fuelled by €7.3 

billion of special gains from the sale of more than half of the €25 billion of government 

bonds it received in 2013. This was under a complex restructuring of so-called promissory 

notes that had been used by the State to rescue Anglo Irish Bank and Irish Nationwide… 

So who’s been buying the bonds from the Central Bank? None other than the State’s 

National Treasury Management Agency (NTMA). Since 2014, it has bought €15 billion 

of the such bonds and duly cancelled them. 

A little-known note in the NTMA’s most recent annual report, for 2017, disclosed for the 

first time what it has been stumping up to acquire the bonds. It records that it paid a 

€1.95 billion premium that year to buy €4 billion of bonds from the Central Bank. That’s 

almost 50 per cent above the nominal value of the bonds. 

The figure corresponds with the gain recorded by the Central Bank for the same year 

on the sale of bonds. 

The note also highlights that the NTMA paid a €1.35 billion premium to acquire bonds 

from the Central Bank in 2016 – again, exactly the gain recorded by the bank for that 

year. 

To acquire the bonds, of course, the agency has to go out and raise long-term funds on 

the debt markets. The extraordinary profits being generated by the Central Bank as it 

sells its IBRC-linked bonds are effectively a zero-sum game when looked at it from the 

point of view of taxpayers.’ 

Yes, even the ‘profits’ are borrowed, the so-called ‘premium’, but no, it’s not a ‘zero-sum’ game, 

as will be made clear. 

https://www.ntma.ie/news/ntma-cancels-500-million-of-the-irish-floating-rate-treasury-bond-2051-1
https://www.irishtimes.com/business/markets/central-bank-s-17bn-profits-from-crisis-fighting-a-mirage-for-taxpayers-1.3918113
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14.4.2 BEFORE THE SALE BY THE CENTRAL BANK 
The €25 billion in government bonds received by the Central Bank in 2013 referred to above are 

the ECB Promissory Note bonds, €6 billion having already been accounted for in 2011 and 2012. 

Interest rates at the time were higher than they are now, but that didn’t matter; Ireland’s NTMA 

created those bonds, they were held by the Central Bank of Ireland; Ireland then was paying the 

interest on them to itself. As long as that situation pertained those bonds would cost the country 

nothing in interest, and when they eventually matured, Ireland would pay the principle to itself. 

This would indeed have been a zero-sum ‘game’, and thus could the €31 billion that had been 

created for Anglo and INBS have expired, died a natural debt (pardon the pun). 

14.4.3 AFTER THE SALE – NOT A ‘ZERO-SUM’ GAME 
All of this changes, and changes drastically, when the Central Bank sells the ECB Promissory Note 

bonds.  

To buy the P Note bonds the NTMA must first raise billions from the markets, for which purpose 

they issue new government bonds; immediately, Ireland is paying interest on those new bonds, 

and when they mature, future generations will have to pay the principle. 

Interest rates have gone down in the years since 2013, which is why the NTMA now pays a 

‘premium’ to buy the P Note/IBRC bonds; this is the ‘profit’ made by the Central Bank on the sale 

as outlined in the Irish Times article above, but the truth is that this now becomes a loss to the 

national exchequer, a huge loss. 

You see, what’s NOT pointed out in the last paragraph of that article above is that as paper-debt 

has become real debt, this is NOT now a zero-sum game for the Irish people; in fact it will 

eventually cost the full €31 billion, plus interest. 

14.5 TINA – THERE IS NO ALTERNATIVE; MODY BEGS TO DIFFER 
There is no alternative, that’s what we were told, but there were alternatives! 

Nearly two years before the interview referred to above, in April 2013, Mr. Mody had given 

another radio interview, this time to Gavin Jennings of RTE, the Irish national broadcaster, the 

transcript of which appeared in a report (6) in broadsheet.ie: 

‘Gavin Jennings: “From what you’re saying to me, you make it sound like the construct 

for our rescue was wrong.” 

Mody: “Yes, indeed, it was. It was wrong in the sense that there was never a real 

possibility, or let me put it a little bit more mildly, the risks of the program succeeding 

were such that the complete reliance on austerity was not a reasonable way to go.” 

Jennings: “I’ll talk to you more about growth in just a moment. But, going back to what 

you said, if austerity was wrong, judging from your comments on both burning private 

and sovereign bondholders, and not following that policy, was that too a mistake in your 

view? 

Mody: “I would say yes. The answer is yes. When everyone says ‘yes, it was a mistake’, 

there is an immediate reaction that doing so would have had catastrophic implications. 

And my reading of history on sovereign defaults is that such defaults can be well 

managed in a way that accommodates the interests of various parties and that the 

notion that a sovereign default, or a default especially on creditors to banks who have 

https://www.broadsheet.ie/2013/04/11/why-ajai-chopras-sad-eyed-friend-was-so-sad/
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become quasi sovereign bondholders is very…the notion that those defaults are 

extremely costly, is historically just not true. We know from the evidence that we have 

that in a way bondholders treat that as almost welcome because it reduces the 

uncertainty and normally there is a very quick return to market, the output losses are 

relatively minor. And so the history is very clear on the cost of doing so.” 

Jennings: “So, if imposing austerity on Ireland was wrong, or a mistake; if not allowing 

any burning of bondholders, whether official, sovereign or private was a mistake; you 

were centrally involved in that program. I know Ajai Chopra was very much the public 

face of the IMF mission to Ireland. But you were centrally involved in constructing this 

bailout. How much responsibility do you take for those errors.” 

Mody: “Yes, so, obviously, I have to take the responsibility in…but I’m in very good 

company in taking responsibility in this. There were many parties involved. And my role 

really was to bring such matters to the attention of people who finally made these 

decisions.”’ 

Just over a year before the above interview, in December 2013 and as reported (7) in The 

Irish Times,  Mr. Mody gave another interview, headlined ‘Former IMF chief says Irish 

authorities were not helpless over EU policy’:  

‘Former IMF mission chief for Ireland Ashoka Mody, says he believes bondholders 

should have been burnt, be they lenders to the Irish banks or the State. He believes 

another error was not burning bondholders, be they lenders to the Irish banks or the 

State, because a system of orderly debt restructuring – write-offs – is fundamental to the 

integrity of the euro zone. 

“If that system is not an integral part of Europe, I think Europe is tying its hands in a very 

deep economic way with enormous social repercussions,” he said. Mody argues that 

Ireland could have been “more pushy” with the European Commission and the European 

Central Bank in arguing for less austerity and more measures to stimulate growth.’ 

In August 2014, per a Reuters article (8), he was warning Portugal ‘Don't repeat mistakes of Irish 

bailout’: 

‘Ashoka Mody, the former IMF official who helped design Ireland’s bailout after its 

guarantee to savers and bondholders in troubled banks almost bankrupted the country, 

has warned against repeating such mistakes.  

“Portugal is following in Ireland’s footsteps,” said Ashoka Mody, who, as a senior official 

at the International Monetary Fund, drafted the bailout of Ireland following its banking 

crisis. “They are identical situations. It’s a mistake not to impose substantial losses on 

senior bondholders. In America, they suffer losses. Why is Europe different?” Mody told 

Reuters on Tuesday.  

Mody drew a comparison with Anglo Irish Bank, which was nationalised in January 2009, 

leaving senior bondholders untouched. “Anglo Irish should have been closed at the start 

of the programme,” he said. “As a consequence there would have been less fiscal 

austerity. Ireland would have had lower debt and faster growth than it has.”  

http://www.irishtimes.com/news/politics/former-imf-chief-says-irish-authorities-were-not-helpless-over-eu-policy-1.1625918
https://uk.reuters.com/article/portugal-bank/dont-repeat-mistakes-of-irish-bailout-former-imf-official-warns-portugal-idUKL6N0QJ34120140813
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Echoing the sentiments of Mr. Mody was his erstwhile IMF partner in Dublin, Mr. Ajai Chopra. In 

September 2013, the following report (9) in the Irish Independent headlined ‘You paid too much 

for bailout: Chopra tells us’ contained the following: 

‘Ireland paid too much for the bailout because the EU wouldn't let the country burn 

bondholders, the IMF chief who designed the rescue plan says. Ajai Chopra, former 

deputy director of the International Monetary Fund, insisted to the Banking Inquiry 

that the ECB forced Ireland into a bailout with an ultimatum. He added: “Ultimatums 

are not the right way to do business.” 

Burning the bondholders, which the ECB would not permit, could have made a sizeable 

cut in Ireland’s debt, according to Mr Chopra. Europe’s decision to veto the burning of 

senior bondholders meant a “higher burden for Irish taxpayers and a higher public debt”, 

he said. 

Mr Chopra told Deputy Michael McGrath there might have been about €16bn 

outstanding to senior bondholders when the bailout programme started. “As a rule of 

thumb, if you discounted those by half, you get about €8bn, which is several percent of 

GDP,” he said… 

Mr Chopra explained that while it was not possible to be sure of the figures, “I think it 

could have been a sizeable contribution – yes.” And he thought the Irish taxpayers had 

been made to bear a disproportionate burden as “there was not sufficient burden-

sharing with senior bondholders”.  

On the ultimatum from the ECB, he said this happened because the European 

Commission and the ECB often put euro-wide concerns above those of individual 

member states… Assistance from the ECB was provided begrudgingly and Europe’s 

decision to solve each country’s financial problems individually worsened the crisis, he 

said.’ 

14.5.1 REZA MOGHADAM - IMF 
A few months later, in Feb 2014, and per a report (10) headlined ‘IMF wanted senior bondholder 

‘bail-in’ for Ireland – Fund official says EU partners in troika rejected bail-in option’ in the Irish 

Times of a ‘closed’ ECON committee meeting in the European Parliament, yet another IMF official 

Reza Moghadam, the IMF’s director for Europe, supported the testimony of his two erstwhile 

colleagues: 

‘A senior IMF official has said the fund favoured a bail-in of senior bondholders during 

the Irish bailout, but the position was not supported by its EU partners.  

Addressing a closed meeting of the economic and monetary affairs (Econ) committee 

at the European Parliament last week in Brussels, the IMF’s director for Europe, Reza 

Moghadam, said the Washington-based fund had supported the option to bail-in 

unsecured senior debt in the case of Ireland, but the European members of the troika 

did not agree, believing it would have caused problems for other sellers of debt on the 

markets.  

They also expressed a fear that such a move would spark contagion and could undermine 

the entire the euro zone. Mr Moghadam was addressing members of the Econ committee 

as part of an ongoing parliamentary inquiry into the activities of the EU-IMF troika.  

https://www.independent.ie/business/irish/banking-inquiry/you-paid-too-much-for-bailout-chopra-tells-us-31518656.html
https://www.irishtimes.com/business/economy/ireland/german-central-bank-supported-debt-write-downs-for-ireland-in-2010-1.1666089
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His comments come a month after the former head of the IMF mission to Ireland, Ajai 

Chopra, said Ireland could have saved billions of euro if it had been allowed to burn 

bondholders. “Significant” benefits would have accrued to the Irish taxpayer if senior 

bondholders in Anglo Irish Bank and Irish Nationwide had been burned, he said.  

Earlier this month Bundesbank president Jens Weidmann said Germany had supported 

Ireland’s preference to burn senior bondholders in 2010, but was blocked by the 

European Central Bank. The Bundesbank was “all but alone” in supporting Ireland 

against the ECB, but the majority of the ECB governing council backed then ECB 

president Jean-Claude Trichet, Mr Weidmann said.  

His surprise comments, made in an interview with The Irish Times, challenged the 

common perception that Berlin was in favour of Irish taxpayers footing the bill for the 

banking collapse.’ 

14.5.2 JENS WEIDMANN – BUNDESBANK PRESIDENT 
That article was from Jan 2014, and also contained the following: 

‘Bundesbank president Jens Weidmann has said the German central bank supported 

Ireland’s unsuccessful efforts at the ECB in 2010 to secure debt write-downs. In an 

interview with The Irish Times, Dr Weidmann said the Bundesbank did not share the 

concerns of then ECB president Jean-Claude Trichet that debt write-downs of investors 

posed too great a stability risk for the currency union. 

“In that debate the Bundesbank has always considered it important to make investors 

bear the risks of their investment decisions,” said Dr Weidmann. “And already then [it] 

favoured contributions of investors in the event of solvency problems, especially for 

banks that are to be wound down.” 

The Bundesbank says it was “all but alone” in supporting Ireland against Mr Trichet, 

but that the majority of the ECB governing council backed Mr Trichet. In negotiations 

with former minister for finance Brian Lenihan, and in subsequent letters late in 2010, 

Mr Trichet closed the door to burden-sharing with investors. 

Mr Trichet wrote that “any additional capital requirements” for restructuring Anglo Irish 

Bank and other Irish institutions requiring assistance “must be covered with cash 

injections by the government”. 

For the Bundesbank, however, the principle of debt-sharing being requested by Ireland 

was one that should have been maintained despite the extraordinary financial 

circumstances of the time.’ 

Mr.  Weidmann’s view that write-down of debt didn’t pose a great stability risk is borne out in the 

conclusions of an IMF Working Paper (11) from October 2008 on the ‘Costs of Sovereign Default’: 

‘We investigated the empirical basis of the costs of sovereign defaults in its different 

versions. Our findings suggest that default costs are significant, but short lived. 

Reputation of sovereign borrowers that fall in default, as measured by credit ratings and 

spreads, is tainted but only for a short time… 

Perhaps the most robust and striking finding is that the effect of defaults is short lived, 

as we almost never can detect effects beyond one or two years.’ 

https://www.imf.org/external/pubs/ft/wp/2008/wp08238.pdf
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14.6 END OF THE ROAD 
We’re just a group of ordinary people, not an economist nor a legal expert among us. But we know 

right from wrong, we know justice from injustice; we know that in this instance, as evidenced by 

all that’s in this report, Ireland and the other Member States who have had private debt imposed 

on them have been wronged. It is our determination to have that wrong righted. 

While this report will signal the end of the road for the regular protest march in Ballyhea, which 

will take place on Sunday March 8th (almost exactly nine years after our first such march), it will 

not signal the end of our campaign. Until such time as reparations have been paid to Ireland for 

the damage done, we will continue to fight this injustice. 
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15 CHAPTER 15. CONCLUSIONS 
Given all the expert testimony in these pages, there is but one reasonable and logical conclusion 

that can be reached – yes, the euro was itself a major contributory factor in the crisis that hit the 

eurozone. The evidence is overwhelming, palpable, patently obvious. 

Arguments can be forwarded as to scale and eventual effect, but any argument against the above 

conclusion is spurious, not founded on fact. 

15.1 NEVER WASTE A GOOD CRISIS – ESPECIALLY IF YOU’VE ANTICIPATED IT 

15.1.1 CEPR Study by LUIGI GUISO, PAOLA SAPIENZA and LUIGI ZINGALES. 
This chapter is based around extracts taken from a study (1) titled ‘Monnet’s Error?’ produced for 

a meeting of the Centre for Economic Policy Research (CEPR) in Latvia in 2015 by a trio of eminent 

economists, LUIGI GUISO (Einaudi Institute for Economics and Finance), PAOLA SAPIENZA 

(Northwestern University) and LUIGI ZINGALES (University of Chicago). 

In a sense, that study is almost a summary of all that has been said in the previous chapters of this 

report, reinforcement of the points made. It is a forensic and comprehensive examination of the 

Eurobarometer database of almost four decades (1973-2012) and confirms the euro design faults 

outlined in the earlier chapters of this report. It goes further, however, shows that not alone was 

the euro a political project, not alone was crisis on its launch foreseen; it shows that the crisis 

would be used not just to consolidate full monetary union, but would be used to eventually force 

full political union, play a major role in establishing a United States of Europe as envisaged by one 

of the EU ‘founding fathers’, Jean Monnet, in his original plan. 

15.1.1.1 MONNET, MONNET, MONNET 

It begins with a quote by the afore-mentioned Monnet, a prophecy, then proceeds to outline how 

it came to pass: 

‘L’Europe se fera dans les crises et elle sera la somme des solutions apportées à ces  crises. 

(Europe will be forged in crises, and will be the sum of the solutions adopted for those 

crises.) Monnet, J. (1976) Mémoires (Paris: Fayard). 

From Kaldor (1971) to Friedman (1999) most economists predicted that a currency union 

was not sustainable without a political union. In spite of this consensus, in 1992 the 

Maastricht Treaty was signed and in 1999 the euro was introduced. These choices were 

not made out of ignorance about the necessary conditions for a currency union to 

work, but out of a strong conviction that integration will force further integration. In 

the words of Romano Prodi, one of the euro founding fathers, "I am sure the euro will 

oblige us to introduce a new set of economic policy instruments. It is politically 

impossible to propose that now. But some day there will be a crisis and new 

instruments will be created." 

Crisis anticipated then, and the use to which it could be put, but that anticipation preceded even 

Prodi – it went back to Monnet himself. The study continues:  

‘The integration “chain reaction” predicted by Monnet can take place for two reasons. 

Integration can create the political consensus for further integration, where crises 

provide the catalyst to transform political consensus into action. Alternatively, the 

chain reaction can be the result of a “scorched earth” strategy. By burning bridges 

behind, integration might be able to force further integration simply because there are 

https://cepr.org/sites/default/files/events/988_GUISO%20-%20Monnet%27s%20Error.pdf
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no alternatives. This further integration can occur in spite of growing political 

opposition, not because of a rising political support. Even under this alternative crises 

can be a catalyst, but not to transform a political consensus into action, but to force 

unpopular choices down the throat of reluctant voters.  

So far history seems to have vindicated Monnet’s theory.’ 

All the above paragraph needs to be highlighted. Far from a structurally-flawed euro being 

launched in ignorance, the collapse was fully anticipated, in the expectation – justified – that all 

those objections would then be imposed on Member States now too weakened to object. To 

continue: 

‘Before the 2010 European Sovereign Crisis nobody would have anticipated a common 

supervision of the European banking sector any time soon. Since November 2014 this 

has become a reality. Yet, was this move triggered by a rising consensus toward more 

integration or was it forced down the throat of reluctant voters? Answering this 

question is crucial to the future of the euro and of Europe in general. If integration 

increases the demand for further integration, political integration is just a question of 

when, not if. By contrast, if integration forces further integration against voters’ will, the 

integration process is more at risk. As all chain reactions, there is the risk of a meltdown.’ 

‘Answering this question is crucial to the future of the euro’? There is but one answer – it was 

forced down our throats. That there is nothing in the treaties to allow for or enable a Member 

State to withdraw from the eurozone is no accident – it’s deliberate, planned, as evidenced in this 

study: 

‘A leading example of this “burning the ships” strategy is the euro. In the words of the 

former German Chancellor Helmut Schmidt “This is the great strength of the euro, that 

nobody can leave it without damaging his own country and his own economy in a 

severe way.” (In an interview with David Marsh in 2007 cited in David Marsh “The Euro: 

The Politics of the New Global Currency” Yale University Press; 2009, p.255.) 

All this had been anticipated by Monnet: 

‘As explained by Monnet’s collaborator George Ball (1994): “Monnet recognized that 

the very irrationality of this scheme (the euro) might provide the pressure to achieve 

exactly what he wanted – the triggering of a chain reaction.  The awkwardness and 

complexity resulting from the singling out of coal and steel would drive member 

governments to accept the idea of pooling other production as well.”  

At least some European founding fathers seem to have conceived the mechanism 

knowing that these inconsistences would lead to crises.  These crises were seen as 

opportunities to force further integration which voters would have not favored 

otherwise. In the words of Romano Prodi, one of these founding fathers, "I am sure the 

euro will oblige us to introduce a new set of economic policy instruments. It is politically 

impossible to propose that now. But some day there will be a crisis and new instruments 

will be created." Therefore, in order for the functionalist approach to work, an initial 

integration step should lead to more demand for integration later, either through the 

positive or the negative feedback loop (or both).  Most importantly, the functionalist 

approach implicitly assumes that there is no risk of a backlash, pushing the integration 

project backward. Padoa-Schioppa, one of the founding fathers of the euro, once said 
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that the Economic and Monetary Union (EMU) has the same name of an ostrich-like 

Australian bird (the emu). “Neither,” he said, “can go backwards.” 

The point is often made that people actually like the euro, that they want the euro, a fact borne 

out by survey after survey – even at the height of the crisis – which is then presented as reason to 

persevere. But is it? 

People also liked smoking, until the negative effects were established and explained to them – has 

the reality of the euro ever been properly explained? What if people knew that this is an 

either/or situation – either you keep the euro, or you keep your fiscal and monetary 

sovereignty, but you can’t have both; what would people want then?  

The study addresses the question thus: 

‘If voters were in favor of further integration from the start, the functionalist approach 

would be redundant. On the other hand, if voters were against further integration and 

fully anticipated the feedback effects, they will oppose even the first move. Thus, to work 

the functionalist approach requires a certain degree of voters’ deception, which adds 

to the perception of a democratic deficit.’ 

Deception, perception, which has us where we are. Another possible reason for the ongoing 

support for the euro is also proposed: 

‘While the trust toward the Euro remains strong in most of the countries, there is a 

significant reduction in trust toward the ECB both in strong economies (Germany) and in 

weak economies (PIGS)… This remarkable divergence suggests that European citizens are 

disappointed about the management of the crisis, but maintain a relatively positive 

attitude toward the common currency. An alternative interpretation for being in favor 

of the Euro while expressing mistrusts towards the ECB is that countries anticipate the 

cost of exiting the single currency and, forcefully, favour the status quo. This 

explanation… seems validated by the fact that support towards the euro dropped 

substantially for those countries who are not in the euro…’ 

From their comprehensive study of the Eurobarometer database over nearly four decades, from 

1973 to 2012, they also discovered a very revealing trend: 

‘Overall, we can conclude that the economic crisis tends to undermine the trust in the 

European institutions, but not (at least not yet) the beliefs in the benefits of Europe. On 

a one hand, we could say that Monnet’s chain reaction theory might have some validity. 

If economic crises increase the desire to reform European institutions, but do not reduce 

the desire for Europe, then Monnet’s chain reaction might work... On the other hand, 

(contrary to Monnet’s view) we see that the support for Europe dropped any time there 

was a milestone toward more European integration (such as the 1992 Maastricht 

Treaty and the 2004 enlargement) and this drop does not seem to disappear with time. 

Rather, it seems cumulative.’ 

Overall then, what the study shows is that while the push for a fully integrated United States of 

Europe as always envisaged, the euro and full monetary union an integral element, has progressed 

to the point where it now is close to fulfilment, people in Member States across the EU are also 

instinctively rebelling, resistance growing across all sides of the political divide to the critical finals 

steps necessary. Quoting again:  
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‘On the one hand, Monnet’s chain reaction theory seems to have worked. In spite of 

limited support in some countries, European integration has moved forward and has 

become almost irreversible. On the other hand, the strategy has worked so far at the 

cost of jeopardizing the future sustainability. The key word is “almost.”  

Europe and the euro are not irreversible; they are simply very costly to revert. As long as 

the political dissent is not large enough, Monnet’s chain reaction theory delivered the 

desired outcome, albeit in a very non-democratic way. The risk of a dramatic reversal, 

however, is real.  The European project could probably survive a United Kingdom’s exit, 

but it would not survive the exit of a country from the euro, especially if that exit is not 

so costly as everybody anticipates. The risk is that a collapse of the euro might bring 

also the collapse of many European institutions, like the free movement of capital, people 

and goods. In other words, as all chain reactions, also Monnet’s one has a hidden cost: 

the risk of a meltdown.’ 

15.1.1.2 THE BEST-LAID PLANS OF MICE AND MEN… 

‘Why would well-intentioned statesmen and women, attempting to forge a stronger, 

more united Europe, create something that has had the opposite effect? The founders of 

the euro were guided by a set of ideas and notions about how economies function that 

were fashionable at the time, but that were simply wrong. They had faith in markets, 

but lacked an understanding of the limitations of markets and what was required to 

make them work. The unwavering faith in markets is sometimes referred to as market 

fundamentalism, sometimes as neoliberalism. Market fundamentalists believed, for 

instance, that if only the government would ensure that inflation was low and stable, 

markets would ensure growth and prosperity for all. While in most of the world market 

fundamentalism has been discredited, especially in the aftermath of the 2008 global 

financial crisis, those beliefs survive and flourish within the eurozone’s dominant 

power, Germany. These beliefs are held with such conviction and certainty, immune to 

new contrary evidence, that they are rightly described as an ideology. Similar ideas, 

pushed by the IMF and the World Bank around the globe, led to a lost quarter-century in 

Africa, a lost decade in Latin America, and a transition from communism to the market 

economy in the former Soviet Union and eastern Europe that was, to say the least, a 

disappointment. 

It is perhaps natural that the eurozone’s leaders want to blame the victim – to blame 

the countries in recession or depression or reeling from a referendum result – for 

bringing about this state of affairs. They do not want to blame themselves and the 

great institutions that they have helped create, and which they now head. But blaming 

the victim will not solve the euro problem – and it is in large measure unfair.’ 

Biggest question of all – what’s to be done? The authors of this study are in no doubt: 

‘The euro is often described as a bad marriage. A bad marriage involves two people who 

never should have been joined together making vows that are supposedly indissoluble. 

The euro is more complicated: it is a union of 19 markedly different countries tying 

themselves together. When a couple in trouble goes for marriage counselling, old-style 

counsellors would try to figure out how to make the marriage work, but a modern one 

begins by asking: Should this marriage be saved? The costs of dissolution – both 

financial and emotional – may be very high. But the costs of staying together may be 

even higher. 
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One of the first lessons of economics is that bygones are bygones. One should always ask: 

given where we are, what should we do? On both sides of the Channel, politics should be 

directed at understanding the underlying sources of anger; how, in a democracy, the 

political establishment could have done so little to address the concerns of so many 

citizens, and figuring out how to do that now: to create within each country, and 

through cross-border arrangements, a new, more democratic Europe, which sees its 

goal as improving the wellbeing of ordinary citizens. This can’t be done with the 

neoliberal ideology that has prevailed for a third of a century and played such an 

important role in the construction of the euro. And it won’t be done if we confuse ends 

with means – the euro is not an end in itself, but a means, which, if well managed, 

might bring greater shared prosperity, but, if not well managed, will lead to lower 

standards of living for many or possibly the majority of citizens.’ 

15.2 FINAL THOUGHTS 
A united states of Europe is a noble idea, a Europe united behind all that is needed to ensure 

Human Rights for all, Civil Rights for all, Labour Rights for all, Gender Rights for all, a Europe of one 

voice and one race on all those issues; a united states of Europe also of free trade, of free 

movement of its citizens, a Europe of peace, of harmony, of cooperation between states. 

But a ‘United States of Europe’ is a very different proposition, a USE with its own Finance Minister 

and Ministry and with its own large federal budget; a USE with its own Foreign Affairs Minister 

and  Ministry, one voice speaking for nearly 30 very different states on every foreign policy; a USE 

with a common currency over which the old Germany/France duopoly holds sway and in which 

the failed and discredited economic philosophy of neoliberalism is inbuilt. 

There are those who support the latter, a monolithic United States of Europe, those who 

support the former, a united states of Europe but consisting of sovereign Member States in 

control of their own currency, their own finances, their own foreign affairs; before any further 

integration, before any further expansion, this is a debate that now needs to be held, an open 

and honest debate, a debate in which the new direction for the EU is decided by the people, not 

an EU dictated by the visions of an elite few. 

Meanwhile, and as suggested above, the existing treaties must be expanded to allow for a 

controlled and orderly exit from the eurozone of any Member State that so desires, provision 

made for associate membership whereby Member States can maintain their own parallel 

currency, tied to the euro but still with their own monetary tools. 

A reparation system must also be devised whereby all those eurozone Member States who were 

disproportionately hit are proportionately compensated. In Ireland, specifically, the €45 billion 

that went in to bailing out the many non-systemic banks – of which the €31 billion Promissory 

Notes forms a major part – must be returned. 

Helicopter money is one method, the pros and cons of its possible use by the ECB addressed in an 

Bloomberg (2) article by Catherine Bosley, but there are others, debt cancellation being central. 

Various means were devised to enable the transfer of all this debt from private to sovereign, a 

massive and odious debt burden placed on the shoulders of peoples across the eurozone. This 

is the millstone that now prevents the EU from lifting itself out of the mire; it must be removed, 

shattered, and this wrong righted and surely, just as the means were found to impose the 

burden, the means can be devised whereby that burden can be lifted. Then, and only then, can 

we make progress. This won’t just happen – we, the people, must make it happen. 

https://www.bloomberg.com/news/articles/2019-11-20/helicopter-money-might-be-the-ecb-s-best-and-worst-options
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1) Book titled ‘Euro Tragedy: A Drama In Nine Acts’, by Ashoka Mody: 

https://www.amazon.co.uk/EuroTragedy-Drama-Nine-Ashoka-Mody/ 

2) Paul De Grauwe, expert and comprehensive paper by from February 2013 titled ‘Design 

Failures in the Eurozone: Can they be fixed?: 

https://www.lse.ac.uk/europeanInstitute/LEQS Discussion Paper 

Series/LEQSPaper57.pdf 

3) This piece from The European Illusion, by Attac Austria: https://the-european-

illusion.eu/wp-

content/uploads/downloads/2018/11/TheEuropeanIllusion_AustriaAttac.pdf 

4) An article in cadtm.org by Economist Eric Toussaint in Sep 2017: 

http://www.cadtm.org/The-euro-crisis-and-contradictions,15470 

5) Irish Times report of an interview in 2013 with Ashaka Mody: 

http://www.irishtimes.com/news/politics/former-imf-chief-says-irish-authorities-were-

not-helpless-over-eu-policy-1.1625918 

6)  ‘Eurotragedy – A Drama in Nine Acts’, by Ashaka Mody – review by Mr. Patrick 

Honohan: https://www.irishtimes.com/culture/books/eurotragedy-review-what-

europe-got-wrong-in-the-euro-crisis-by-a-troika-insider-1.3550173 

7) Independent also carried a review of Mr. Mody’s book, by economics editor Ben Chu: 

https://www.independent.co.uk/news/business/analysis-and-features/ashoka-mody-

eurotragedy-imf-eurozone-greece-italy-spain-european-central-bank-helmut-kohl-

a8476256.html 

 

17.7 CHAPTER 8. EU RESPONSE – THE COMMISSION AND THE PARLIAMENT 
1) Jose Manuel Barroso, to the European Parliament: 

https://www.rte.ie/news/2011/0119/296696-economy/  

2) Barroso again, press conference: https://www.thejournal.ie/barroso-says-that-irelands-

banks-caused-eurozone-crisis-1233008-Dec2013/  

3) Angry reaction in Ireland to Barroso comments – Michael McGrath: 

https://www.independent.ie/irish-news/eu-betrayed-ireland-over-debt-29855798.html  

4) Ditto – Gerry Adams: https://www.independent.ie/news-topics/gerry-adams/  

5) Barroso joins Goldman Sachs, provokes more outrage: 

https://euobserver.com/opinion/134484  

6) ECON Committee of the European Parliament, Executive Summary of a Study issued 

early in 2019 on the 20th anniversary of the euro launch: 

http://www.europarl.europa.eu/cmsdata/159704/KIEL_final publication.pdf 

7) Fact Sheet of the European Parliament on Banking Union: 

http://www.europarl.europa.eu/factsheets/en/sheet/88/banking-union 
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8) Factsheet Paper produced by the European Commission on Banking Union: 

https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&ved=2ahUKE

wjXmK7K1qXlAhUNUxUIHaf7B2AQFjAAegQIABAC&url=http%3A%2F%2Feuropa.eu%2Fra

pid%2Fattachment%2FIP-17-2401%2Fen%2FFactsheet%2520-

%2520EMU%2520toolbox%2520-

%252010%2520years%2520since%2520the%2520crisis.pdf&usg=AOvVaw2MNFEiE9fTUJ

CfEebnW3DX 

 

17.8 CHAPTER 9. EU RESPONSE – THE COUNCIL (Eurogroup) 
1) Book Eurozone Dystopia: Groupthink and Denial on a Grand Scale, by economist 

William Mitchell: https://www.e-elgar.com/shop/eurozone-dystopia 

2) Merkozy – headline in Euractiv ‘Merkel, Sarkozy agree on EU treaty change to handle 

crises’: https://www.euractiv.com/section/future-eu/news/merkel-sarkozy-agree-on-eu-

treaty-change-to-handle-crises/ 

3) Deauville Declaration – A joint statement issued by French President Nicolas Sarkozy and 

German Chancellor Angela Merkel at a summit in France: 

http://www.elysee.fr/president/root/bank_objects/Franco-german_declaration.pdf  

4) Book by Jeroen Dijsselbloem, The Euro Crisis: 

https://www.goodreads.com/book/show/41641942-the-euro-crisis  

5) Book by Yanis Varoufakis, Adults in the Room: 

https://www.goodreads.com/book/show/34673467-adults-in-the-room  

6) Article in Irish Times, ‘Harsh Austerity imposed on Ireland by Berlin’: 

https://www.irishtimes.com/business/economy/harsh-austerity-imposed-on-ireland-by-

berlin-says-ex-official-1.4094603  

 

17.9 CHAPTER 10. EU RESPONSE – THE ECB 
1) Role of a Central Bank – Wikipedia: https://en.wikipedia.org/wiki/Central_bank  

2) ECB Mission statement: https://www.ecb.europa.eu/ecb/orga/escb/ecb-

mission/html/index.en.html  

3) Central Bank of Ireland website, role of ECB: https://www.centralbank.ie/about/role-of-

the-central-bank  

4) Ashoka Mody book, ‘Eurotragedy – a drama in nine acts’: 

https://www.goodreads.com/book/show/36722253-eurotragedy  

5) A study for ECON from November 2015 titled ‘The ECB’s Role in the Design and 

Implementation of (Financial) Measures in Crisis-Hit Countries’: 

http://www.europarl.europa.eu/cmsdata/105467/IPOL_IDA(2015)569963_EN.pdf 

6) In an article in thejournal.ie Mr. Chopra elaborated on criticisms of the ECB: 

https://www.thejournal.ie/ajai-chopra-imf-ultimatums-ireland-bailout-trichet-letters-

lenihan-2324640-Sep2015/ 

7) Letters written in October and November 2010, and published in 2014, Trichet 

effectively warned Lenihan that funding for stricken Irish banks would be withdrawn, 

unless there was a “swift response” from the government on a bailout deal: 

http://www.thejournal.ie/ecb-releases-letters-here-they-are-1765350-Nov2014/ 

8) Article by Ashoka Mody critical of ECB role: https://voxeu.org/content/ecb-has-reached-

its-political-limits-its-consequences-eight-charts 
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9) Paper by Eric Toussant: http://www.cadtm.org/The-euro-crisis-and-

contradictions,15470  

10) An article titled ‘The origins of the Euro-zone crisis: The EMU and the loss of 

competitiveness’ by Leila Simona Talani, Professor of International Political Economy at 

King’s College in London: 

https://www.eui.eu/Projects/PierreWernerChair/Documents/MIKE-

ARTIS/MikeArtiscommemorationpaper.pdf 

11) Book Eurozone Dystopia: Groupthink and Denial on a Grand Scale, by economist 

William Mitchell: https://www.e-elgar.com/shop/eurozone-dystopia  

 

17.10 CHAPTER 11. FEELING THE BURN 
1) Ireland – final bank bailout gross cost of €69.7 billion: 

https://namawinelake.wordpress.com/2012/07/08/e69-7bn-the-gross-cost-of-bailing-

out-irelands-banks-so-far/  

2) Lengthy piece in September 2011 on Germany and German bankers in Vanity Fair by 

Michael Lewis: http://www.vanityfair.com/business/features/2011/09/europe-201109 

3) Irish Times Aug 2013 article headlined ‘Near-collapse of German bank and its Irish 

subsidiary shrouded in mystery – The name of the bank that broke Ireland might not 

have been Anglo Irish Bank, but Depfa – to the tune of around €130bn and rising’: 

https://www.irishtimes.com/business/financial-services/near-collapse-of-german-bank-

and-its-irish-subsidiary-shrouded-in-mystery-1.1509849 

4) Irish Independent article, Asmussen: https://www.independent.ie/business/irish/ecb-

ireland-should-stick-to-austerity-target-in-budget-29595811.html 

5)  ‘The Whistleblower’, an e-book by Jonathan Sugarman: 

https://www.smashwords.com/books/view/685170  

6) ‘Creative Accounting’, then Greek Finance Minister George Alogoskoufis, quoted in a 

New York Times article from 2004: 

https://www.nytimes.com/2004/09/23/world/europe/greece-admits-faking-data-to-

join-europe.html 

7) an article in the German financial newspaper Handelsblatt: 

https://www.handelsblatt.com/today/politics/euro-crisis-study-bailouts-for-banks-not-

greeks/23537704.html?ticket=ST-74533175-aDDPDbmq0HiLeC50eqGo-ap3 

8) a study of the first two interventions in Greece (€223 billion) by the Berlin-based 

European School of Management and Technology (ESMT): https://faculty-

research.esmt.berlin/publication/where-did-greek-bailout-money-go 

9) an article in Bloomberg on where the Greek intervention billions went: 

http://www.bloombergview.com/articles/2012-05-23/merkel-should-know-her-country-

has-been-bailed-out-too 

10) By December 2009, according to the Bank for International Settlements, German banks 

had amassed claims of $704 billion on Greece, Ireland, Italy, Portugal and Spain, much 

more than the German banks’ aggregate capital. In other words, they lent more than 

they could afford: http://www.bis.org/publ/qtrpdf/r_qa1203.pdf 

11) To what extent did the periphery bail out German and French banks? In an article for 

corpwatch.org  Pratap Chatterjee took what evidence he could find and came up with a 

few numbers: http://www.corpwatch.org/article.php?id=15732 

12) Peter Böfinger, an economic advisor to the German government, put his finger on it 

when he told Der Spiegel last year: “[The bailouts] are first and foremost not about the 
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problem countries but about our own banks, which hold high amounts of credit there.”: 

http://www.spiegel.de/wirtschaft/soziales/0,1518,762097,00.html 

13) Two of Germany’s largest private banks - Commerzbank and Deutsche Bank – together 

loaned $201 billion to Greece, Ireland, Italy, Portugal and Spain, according to numbers 

compiled by BusinessInsider: http://www.businessinsider.com/european-banks-praying-

for-solution-euro-crisis-2011-11?op=1 

14) How much of the German and French bank-loans were to the government? The 

Economist has some interesting numbers  – just $36 billion went to the governments of 

Greece, Portugal and Spain: http://www.economist.com/node/18560535 

15) An article by economist Alan Ahearne in the Irish Independent in March 2012: 

https://www.independent.ie/opinion/analysis/dr-alan-ahearne-debt-still-a-huge-

challenge-despite-our-foreign-assets-26830196.html 

16) Karl Whelan in his paper ‘Ireland’s Economic Crisis – the Good, the Bad and the Ugly’: 

https://www.karlwhelan.com/Papers/Whelan-IrelandPaper-June2013.pdf  

17) Consultants Price Waterhouse Coopers (PWC) were hired to “go deep into the banks” 

(Anglo etc) by analysing their loan books. PWC reported back that the banks had no 

solvency problems: 

http://www.finance.gov.ie/documents/publications/other/2009/anglopwc.pdf 

18) A synopsis of an ebook on the entire crisis titled ‘The Eurozone crisis: A consensus view 

of the causes and a few possible solutions’ in VoxEU: 

https://voxeu.org/article/eurozone-crisis-consensus-view-causes-and-few-possible-

solutions 

19) IMF working paper from June 2012, ‘Ireland holds the undesirable position of being the 

only country currently undergoing a banking crisis that features among the top-ten of 

costliest banking crises along all three dimensions, making it the costliest banking crisis 

in advanced economies since at least the Great Depression.’: 

https://www.imf.org/external/pubs/ft/wp/2012/wp12163.pdf 

20) Karl Whelan’s Paper ‘Ireland’s Economic Crisis – the Good, the Bad and the Ugly’: 

https://www.karlwhelan.com/Papers/Whelan-IrelandPaper-June2013.pdf 

21) per Eurostat report, a total of 23 EU countries had to intervene to bail out their banks, 

including 16 of the 19 eurozone countries (Estonia, Malta and Slovakia the exceptions): 

https://ec.europa.eu/eurostat/web/government-finance-statistics/excessive-

deficit/supplemtary-tables-financial-crisis 

22) Portugal - An article in The Independent in March 2018 cited the approach and 

achievements of Prime Minister António Costa: 

https://www.independent.co.uk/news/world/europe/portugal-socialism-austerity-

populism-antonio-costa-eu-jean-claude-juncker-a8255156.html  

23) A similar article in the New York Times, by Liz Alderman: 

https://www.nytimes.com/2018/07/22/business/portugal-economy-austerity.html  

24) Article in Kontrast.at: https://kontrast.at/portugal-economy-right-wing/amp/  

 

17.11 CHAPTER 12. AND THE EUROZONE WINNERS ARE… 
1)  A Study conducted by another German think-tank, the Halle Institute for Economic 

Research (IWH), a Member of the Leibniz Association: https://www.iwh-

halle.de/nc/en/press/press-releases/detail/germany-benefited-substantially-from-the-

greek-crisis/ 

http://www.spiegel.de/wirtschaft/soziales/0,1518,762097,00.html
http://www.businessinsider.com/european-banks-praying-for-solution-euro-crisis-2011-11?op=1
http://www.businessinsider.com/european-banks-praying-for-solution-euro-crisis-2011-11?op=1
http://www.economist.com/node/18560535
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https://www.independent.ie/opinion/analysis/dr-alan-ahearne-debt-still-a-huge-challenge-despite-our-foreign-assets-26830196.html
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https://www.karlwhelan.com/Papers/Whelan-IrelandPaper-June2013.pdf
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2) Quoting a Study conducted by another German think-tank, the Halle Institute for 

Economic Research (IWH), a Member of the Leibniz Association, The Guardian had this 

to say: https://guardian.ng/news/germany-gained-100-bn-euros-from-greece-crisis-

study/ 

3) Responding to a Parliamentary Question from the Green Party in the Bundestag on 

German profits from Greece, and as reported in an article in June 2018 in thelocal.de: 

https://www.thelocal.de/20180621/germany-made-billions-on-greeces-debt-crisis-

berlin-confirms 

4) From the paragraphs headed ‘From EU TO EUROZONE’ in an article in the European 

Foundation by Anthony Coughlan: https://europeanfoundation.org/tackling-the-

eueurozones-assault-on-national-democracy/ 

5) French President Sarkozy echoing Merkel on taking advantage of the eurozone crisis: 

https://www.theguardian.com/business/2011/jul/22/bailed-out-eurozone-greece  

6) A study titled ‘The origins of the Euro-zone crisis: The EMU and the loss of 

competitiveness’ by Leila Simona Talani, Professor of International Political Economy, 

Department of European and International Studies, King’s College London, explains how 

the imbalance in the euro was inherited from its failed predecessor, the EMS: 

https://www.eui.eu/Projects/PierreWernerChair/Documents/MIKE-

ARTIS/MikeArtiscommemorationpaper.pdf 

7) It wasn’t just Germany of course. As noted above, France also benefited, as a report in 

the New York Times from June 2010 outlines: 

https://www.nytimes.com/2010/06/14/business/global/14eurobank.html 

8) A report by cadtm.org titled ‘Banks are responsible for the crisis in Greece’ breaks down 

the pace of investment by banks into Greece: http://www.cadtm.org/Banks-are-

responsible-for-the 

 

17.12 CHAPTER 13. ADDITIONAL TESTIMONY 
1) DR. CONSTANTIN GURDGIEV in his report titled ‘Euro after the Crisis’ for Luke Ming 

Flanagan MEP: https://www.lukemingflanagan.ie/commissioned-reports  

2) HEATHER CONLEY quoted in an article in Fortune magazine in 2015 BY Nina Easton: 

http://fortune.com/2015/08/03/eu-fail-greece/  

3) Oskar Lafontaine, the German finance minister who launched the euro, calls for 

'catastrophic' currency to be broken up: 

http://www.telegraph.co.uk/finance/financialcrisis/10039329/German-euro-founder-

calls-for-catastrophic-currency-to-be-broken-up.html  

4) Norman Lamont article titled ‘The euro was doomed from the start’: 

http://www.telegraph.co.uk/news/worldnews/europe/11686679/The-euro-was-

doomed-from-the-start.html  

5) Jacques Delors – euro is doomed: 

http://www.telegraph.co.uk/finance/financialcrisis/8932640/Jacques-Delors-interview-

Euro-would-still-be-strong-if-it-had-been-built-to-my-plan.html 

6) Chris Jones in an Irish Times article: 

https://www.irishtimes.com/business/economy/chris-johns-europe-is-incapable-of-

taking-the-steps-it-clearly-needs-to-1.2290457  

7) Chris Jones again, an article headlined ‘Is the Euro crisis really over’: 

https://www.irishtimes.com/business/economy/europe/is-the-euro-crisis-really-over-

1.1584456  
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8) N. GREGORY MANKIW article in the New York Times in July 2015 titled ‘They Told You 

So: Economists Were Right to Doubt the Euro’: 

https://www.nytimes.com/2015/07/19/business/history-echoes-through-greek-debt-

crisis.html 

9) MARK BLYTH – ‘AUSTERITY, The History of a Dangerous Idea’: 

https://www.goodreads.com/book/show/13484866-austerity  

10) JOE BRENNAN ARTICLE FROM THE IRISH TIMES IN OCT 2016: 

https://www.irishtimes.com/business/financial-services/eu-needs-another-crisis-to-

finish-banking-union-1.3664601  

 

17.13 CHAPTER 14. BALLYHEA SAYS KNOW 
1) Ashaka Mody variously quoted: 

https://www.irishtimes.com/business/economy/noonan-dismisses-ashoka-mody-

comments-on-debt-writedown-1.2105893  

2) Ashaka Mody again: https://www.independent.ie/business/irish/irish-government-blew-

opportunity-to-get-debt-deal-former-imf-chief-mody-30996108.html  

3) Article from the Irish Independent in 2011 headlined ‘ IMF and EU to make €9bn profit 

on bailout’, quoting new Finance Minister Michael Noonan: 

https://www.independent.ie/irish-news/imf-and-eu-to-make-9bn-profit-on-bailout-

26749107.html  

4) NTMA announcement of the latest destruction of a €500 million Promissory Note bond: 

https://www.ntma.ie/news/ntma-cancels-500-million-of-the-irish-floating-rate-treasury-

bond-2051-1  

5) An article headed ‘Central Bank’s €17bn profits from crisis fighting a mirage for 

taxpayers’: https://www.irishtimes.com/business/markets/central-bank-s-17bn-profits-

from-crisis-fighting-a-mirage-for-taxpayers-1.3918113  

6) April 2013, Mr. Mody radio interview with Gavin Jennings of RTE, the Irish national 

broadcaster, the transcript of which appeared in a report in broadsheet.ie: 

https://www.broadsheet.ie/2013/04/11/why-ajai-chopras-sad-eyed-friend-was-so-sad/  

7) December 2013, reported in The Irish Times,  Mr. Mody gave another interview: 

http://www.irishtimes.com/news/politics/former-imf-chief-says-irish-authorities-were-

not-helpless-over-eu-policy-1.1625918  

8) August 2014, per a Reuters article, Mody warning Portugal ‘Don't repeat mistakes of 

Irish bailout’: https://uk.reuters.com/article/portugal-bank/dont-repeat-mistakes-of-

irish-bailout-former-imf-official-warns-portugal-idUKL6N0QJ34120140813  

9) Ajai Chopra. In September 2013, report in the Irish Independent headlined ‘You paid too 

much for bailout’: https://www.independent.ie/business/irish/banking-inquiry/you-

paid-too-much-for-bailout-chopra-tells-us-31518656.html  

10) Feb 2014, and per a report headlined ‘IMF wanted senior bondholder ‘bail-in’ for Ireland 

– Fund official says EU partners in troika rejected bail-in option’ in the Irish Times: 

https://www.irishtimes.com/business/economy/ireland/german-central-bank-

supported-debt-write-downs-for-ireland-in-2010-1.1666089  

11) an IMF Working Paper from October 2008 on the ‘Costs of Sovereign Default’: 

https://www.imf.org/external/pubs/ft/wp/2008/wp08238.pdf  
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17.14 CHAPTER 15. CONCLUSIONS 
1. A study titled ‘Monnet’s Error?’ produced for a meeting of the Centre for Economic 

Policy Research (CEPR); https://cepr.org/sites/default/files/events/988_GUISO%20-

%20Monnet%27s%20Error.pdf  

2. Helicopter article in Bloomberg by Catherine Bosley: 

https://www.bloomberg.com/news/articles/2019-11-20/helicopter-money-might-be-

the-ecb-s-best-and-worst-options  
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