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1.	The	Economic	and	Monetary	Union	
and	the	Euro-Area		

•  1979,	European	Exchange	Rate	Mechanism	(ERM)	
and	European	Monetary	System	(EMS)		

•  1986,	adop*on	of	the	Single	European	Act	(SEA):	
“European	Single	Market”	(ESM)	un*l	the	end	of	
1992		

•  February	1992,	the	Treaty	on	European	Union,	signed	
in	Maastricht.	Convergence	Criteria:		
		(a)	government	debt	no	higher	than	60	per	cent	of	

gross	domes*c		product	(GDP),	
	(b)	budget	deficit	no		higher	than	3	per	cent	of	GDP.	

	



The	Economic	and	Monetary	Union	and	
the	Euro-Area		

• The	“Maastricht	criteria”	legi*mize	austerity	as	means	
of	“convergence”		
•  	1992–1993:	The	crisis	of	the	EMS	showed	that	
exchange	rates	depend	on	financial	market	vola*lity,	
with	foreign	exchange	deriva*ves	poten*ally	crea*ng	
destabilizing	effects	to	the	ERM		
•  	A	single	currency	area	is	not	iden*cal	with	a	zone	of	
fixed	exchange	rates	
• Blanchard/	Dornbusch/	Fischer/	Modigliani	/	
Samuelson/	Solow”,	FT,	July	29,	1993:		“European	
monetary	policies	and	exchange	rate	arrangements	are	
profoundly	counterproduc*ve”.		
	



“Fiscal	discipline”	by	elevaDng		
default	risk	

• 	January	1,	2002:	The	euro	enters	into	circula*on	
and,	ever	since,	is	the	na*onal	currency	of	each	
and	every	member	state	of	the	EA.		
• 	It	is	a	currency	without	tradi*onal	central	
banking.	The	European	Central	Bank	(ECB)	does	
not	play	the	role	of	a	lender	of	last	resort.		
• 	This	was	a	poli*cal	decision.	
• 	Austerity	and	fiscal	discipline	in	exchange	of	
default	risk.	
• 2007:	Lisbon	Treaty:	“No	bail	out	clause”.	



The	catching-up	process	before		
the	2008	global	economic	crisis	

Μεταβολή του ΑΕΠ και της εγχώριας ζήτησης σε πραγµατικούς όρους  
για διάφορες χώρες κατά την περίοδο 1995-2008 

 Ελλάδα Γερµανία Ιταλία Ισπανία Ολλανδία Ιρλανδία 
ΑΕΠ 61,0% 19,5% 17,8% 56,0% 42,0% 124,1% 

ιδιωτική κατανάλωση 55,7% 12,3% 19,6% 55,3% 33,1% 104,5% 
συνολική επένδυση 102,8% 18,8% 31,6% 95,2% 56,3% 130,5% 
δηµόσια κατανάλωση 51,1% 14,7% 21,5% 74,8% 41,4% 97,3% 
όγκοι εξαγωγών 131,4% 159,0% 34,0% 115,1% 114,1% 232,3% 
όγκοι εισαγωγών 123,1% 115,5% 56,7% 174,1% 117,8% 222,4% 

δείκτες τιµών καταναλωτή 66,4% 22,2% 37,3% 47,5% 33,1% 47,2% 
ισοζύγιο τρεχουσών 

συναλλαγών (2008) % ΑΕΠ 
 

-14,6% 
 

+6,7% 
 

-3,4% 
 

-9,6% 
 

+4,8% 
 

-5,2% 
Πηγή: ΟΟΣΑ (2009) [υπολογισµοί δικοί µας] 

!



The	1st	period	of	the	EMU	and	the		
EA:	Financial	imbalances?	

• Persistent	capital	account	surpluses	and	current	account	
deficits	in	the	fast	growing	countries	of	the	EA	“periphery”	
• 	Capital	imports	and	REER	apprecia*on	mostly	for	
countries	with	capital	account	surpluses	and	current	
account	deficits	
• Before	2008,	current	account	deficits	and	capital	account	
surpluses	were	celebrated	as	basic	means	to	
accommodate	the	growth	differen*als	in	the	EA.	They	
were	not	regarded	as	imbalances:		
• “The	fundamentals	of	the	euro	area	economy	remain	
sound	and	the	euro	area	economy	does	not	suffer	from	
major	economic	imbalances”	(J.-C.	Trichet,	03/2008).	



AJer	the	2008	financial	meltdown	
•  The	EMU,	by	abolishing	tradi*onal	central	
banking,	has	become	more	vulnerable	to	crises	
(elevated	sovereign	default	risk	for	certain	
governments)	

•  Re-pricing	of	country	risk	and	bank	risk	in	the	
conjuncture	of	crisis:	certain	member	states	were	
unable	to	serve	their	sovereign	debt.	They	were	
unable	to	avoid	default	by	their	own	means		

•  The	new	mainstream	narra*ve:	the	roots	of	the	
crisis	are	to	be	found	in	the	“imprudent”	
domes*c	behaviours	and	policies	both	in	private	
(firms	and	households)	and	public	sectors.	



		
Imbalances	were	the	result	of	the	

workings	of	the	EA	
	• The	aaer	2008	mainstream	interpreta*on	of	the	

crisis	is	poli*cally	mo*vated,	and	is	false.	
• Current	account	imbalances	were	neither	the	
result	of	imprudent	borrowing	nor	the	outcome	of	
economic	weaknesses.	
• On	the	contrary,	they	reflect	the	significant	capital	
inflows	and	the	domes*c	credit	surging	in	the	
countries	with	significant	growth	prospects		
• Both	these	factors	boosted	domes*c	demand	
deteriora*ng	the	trade	balance	and	pudng	upward	
pressure	on	the	real	exchange	rate	
• Risk	re-pricing	and	the	surge	on	interest	rates	was	
an	outcome	of	the	global	crisis	and	the	EA	
architecture	(absence	of	a	lender	of	the	last	resort).	



Long	term	interest	rates	for	several	countries	
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EliminaDon	of	“moral	hazard”	as	the	

exemplary	form	of	European	Governance		
	• The	responses	to	the	crisis	have	necessarily	to	be	

complementary	to	the	func*oning	of	the	markets		
• Poli*cal	decisions	must	impel	the	neoliberal	agenda	
of	redistribu*on	of	income,	wealth	and	power	in	
favour	of	capital,	without	viola*ng	the	func*oning	
of	the	markets	
• The	“no	bail-out	clause”	was	forgohen:	Greece,	
Portugal,	Cyprus,	and	Ireland	were	bailed	out		
• Member	states	should	accept	the	“rescue	package”,	
under	condi*ons,	that	the	financial	markets	would	
also	demand:	austerity-cuts-priva*za*ons.		



The	public	debt	overhang	
• Τhe	debt	ra*os	in	the	EA	increased	in	recent	years,	
especially	for	the	higher	indebted	countries	(Greece,	
Italy,	Portugal,	Belgium,	Cyprus,	Spain	France)		
• The	strategy	of	EU	is	not	to	deal	with	the	sovereign	
debt	overhang,	but	to	reassure	neoliberal	policies		
• In	the	ins*tu*onal	framework	of	the	EA,	member	
states	should	not	succumb	to	any	policy	that	supports	
the	interests	of	the	working	class,	or	promotes	the	
welfare	state,	especially	on	the	basis	of	social	
expenditures	that	rely	on	public	borrowing		
• Japan,	the	most	indebted	of	all	developed	capitalist	
countries,	does	not	face	any	solvency	problem	in	
serving	public	debt.	(Role	of	the	Bank	of	Japan).	



Public	Debt	as	%	of	GDP	
															2007																																		2012																											2017		



The	ECB	aJer	the	2008	financial	
meltdown		

• The	ECB	has	expanded	its	balance	sheet	by	taking	on	
long-term	refinancing	opera*ons.	However,	a	strong	
interven*on	of	the	ECB,	comparable	with	that	of	the	
Fed	or	the	Bank	of	England,	was	only	ini*ated	aaer	the	
crisis	of	Spain	and	Italy,	i.e.	as	late	as	2014	and	2015		
• This	interven?on	will	end,	however,	at	the	end	of	2018	
• The	response	of	the	ECB	to	the	Euro-crisis	in	the	years	
2015-2018	has	shown	that,	technically,	the	ECB	can	
become	a	“proper”	central	bank,	strongly	intervening	
in	the	sovereign	debt	market	
• The	decision	for	the	opposite	is	poli*cal.		



	
Austerity	as	the	“normality”	of	European	

economic	policies	
	• Austerity	works	as	a	strategy	of	reducing	labour	costs.	It	

increases	profit	per	(labour)	unit	cost	and	thereon	boosts	
the	profit	rate		
• However,	what	is	cost	for	the	capitalist	class	is	the	living	
standard	of	the	working	majority	of	society.	This	applies	
also	to	the	welfare	state,	whose	services	can	be	perceived	
as	a	form	of	“social	wage”		
• Austerity’s	recessionary	effects	func*on	as	“construc*ve	
destruc*on”		
• Austerity’s	strategic	target:	The	subjec*on	of	all	forms	of	
social	life	to	the	unfehered	func*oning	of	markets	and	
the	boost	of	profitability.		



Austerity	as	class	policy	
•  Austerity	is,	therefore,	neither	a	‘false’	nor	a	
‘correct’	policy.	Primarily,	it	is	a	class	policy	

•  It	constantly	promotes	the	interests	of	capital	
against	those	of	the	workers,	professionals,	
pensioners,	unemployed	and	economically	
vulnerable	groups	

•  It	aims	at	crea*ng	a	model	of	labour	with	fewer	
rights	and	less	social	protec*on,	with	low	and	
flexible	wages	and	the	absence	of	any	substan*al	
bargaining	power	for	wage	earners	

•  Being	a	class	policy,	austerity	depends,	first	of	all,	
on	the	correla*on	of	forces	within	a	society.	



“Moral	hazard”	vs.	“poliDcal	risk”	
• The	strategic	ques*on	for	neoliberalism	is	to	define	the	
“op*mal”	balance	between	“moral	hazard”	and	“poli*cal	
risk”.	The	two	risks	move	in	opposite	direc*ons.	When	
“moral	hazard”	increases,	poli*cal	risk	declines	and	vice	
versa		
• Beyond	certain	limits,	increasing	discipline	and	austerity,	
and	the	dictate	of	profitability	may	trigger	uncontrolled	
social	upheavals	(e.g.	Greece	2012,	France	2018)	
• In	such	a	poli*cal	conjuncture,	increasing	poli?cal	risk	
means	that	a	government	(even	a	neoliberal	one)	may	not	
be	in	a	posi?on	to	follow	the	austerity	agenda		
• A	historical	example:	“We	know	now	that	Government	by	
organized	money	is	just	as	dangerous	as	Government	by	
organized	mob.”	(Franklin	D.	Roosevelt	October	31,	1936).	



Social	distress	and	poliDcal	results	
• The	persistence	of	austerity	has	increased	the	feelings	of	
dissa*sfac*on	among	the	working	majority	in	EU		
• Unemployment	has	risen	since	the	2008	financial	meltdown	in	
the	EU.	In	October	2018:	8.1%	in	EA,	18.9%	in	Greece	(as	
compared	to	3.7%	in	the	USA	and	2.4%	in	Japan).	Youth	
unemployment	rate:	17.3	%	in	the	EA,	36.8	%		in	Greece,	
34.9	%	in	Spain,	32.5	%	in	Italy	
• Poli*cal	effects:	Massive	an*-austerity	mobilisa*ons	in	certain	
countries,	the	run-down	of	centre-lea	par*es,	increase	of	
xenophobia,	racism	and	the	rise	of	far-right	par*es	
• The	far-right,	xenophobic	and	an*-immigrant	policies	are	not	a	
threat	to	austerity	and	the	neoliberal	agenda		
• The	only	threat	to	neoliberalism	could	be	a	mass	democra*c	
movement	and	the	radical	Lea.		



The	fragile	edifice	of	the	Euro	Area	
• The	EA,	not	possessing	a	lender	in	the	last	resort,	is	a	
rather	fragile	edifice.	It	cannot	afford	any	exit	from	the	
single	currency	area.		
• In	such	a	case	the	EA	will	be	transformed	again	to	an	
area	resembling	to	a	zone	of	fixed	exchange	rates,	which	
means	that	financial	markets	will	start	calcula*ng	the	exit	
(parity)	risk	for	the	most	vulnerable	countries,	crea*ng	
foreign	exchange	deriva*ves	to	hedge	it.	The	ghost	of	the	
1992-1993	ERM	crisis	will	haunt	Europe	again.	
• Un*l	now,	the	only	case	where	“poli*cal	risk”	could	
exploit	the	vulnerability	of	the	EA,	to	put	forward	an	an*-
austerity	poli*cal	programme,	was	Greece.		



The	Greek	case	as	a	negaDve	example	
•  	“Poli*cal	risk”	could	have	been	a	strong	
weapon	in	the	hands	of	the	Greek	working	
majority,	SYRIZA	and	the	government	formed	in	
January	2015	in	order	to	stop	austerity	and	
guarantee	an	agreement	with	the	lenders	that	
would	not	violate	the	electorate’s	mandate	
•  	SYRIZA	and	the	government	did	not	s*ck	to	
the	class	par*sanship	of	their	declared	
programme,	compromising	to	the	strategies	of	
the	Greek	and	European	economic	and	poli*cal	
elites.	
	



SYRIZA’s	MutaDon	(2012-15):	
ShiJ	towards	Centre-LeJ	

•  One	example:	Austerity	under	the	“stabilisa?on	
programme”	is	presented	as	a	success	story:		

“Greece	has	proceeded	to	an	unprecedented	economic	
adjustment	aimed	at	improving	budgetary	
consolida*on	on	the	one	hand,	and	on	the	other	to	
enhance	the	compe**veness	of	the	economy	[…]	The	
shia	to	a	development	model	with	export	orienta*on	
seems	to	have	been	achieved	in	the	years	2013	and	
2014,	when	the	current	account	recorded	a	surplus	of	
0.6%	and	0.9%	of	GDP	respec*vely.”	Na?onal	
Programme	of	Reforms	(Greek	Ministry	of	Finance	
[Minister	Y.	Varoufakis],	April	2015)		



Austerity	cannot	remain	undisputed	
•  Aaer	the	capitula*on	of	SYRIZA	and	the	Greek	
government,	neoliberal	austerity	policies	seem	
undisputed	all	over	the	EU.	However,	the	
instability	of	the	poli*cal	edifice	of	the	EA	and	
the	EU	con*nues		

•  Extreme	neoliberal	austerity	policies	exacerbate	
social	conflict	and	polarise	the	EU	socie*es	
between	the	“labour	camp”	and	the	“camp	of	
entrepreneurship”		

•  Two	poli*cal	strategies:	Curtailing	“labour	cost”	
and	“freeing	entrepreneurship”	from	labour	
market	regula*ons	(“rigidi*es”)	vs.	protec*on	of	
Labour’s	rights	and	income	and	of	the	welfare	
state.	



Austerity	cannot	last	forever		

•  The	dynamics	of	social	antagonisms	will	
most	probably	destabilise	austerity	
policies	and	poli*cal	elites,	with	
unpredictable	consequences	for	the	EU	
and	the	EA.		
•  This	is	an	aspira*on,	or	rather	a	goal,	
which	remains	to	be	verified	on	the	level	
of	poli*cal	ac*on.	



Thank	you!	

		


