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from the failure of the European Defence Com-
munity Treaty, just as the ‘empty chair’ crisis came
to dominate the 1960s (see Chapter 2). The 1970s
saw initial plans for economic and monetary union
(EMU) abandoned following the collapse of the Bret-
ton Woods system and the first oil shock. The side
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effects of this economic turmoil lingered on in several
member states in the 1980s, with the 1990s witnessing
exchange rate crises, as well as a crisis of legitimacy
for Buropean integration after Denmark’s ‘no’ vote
against the Maastricht Treaty, Concerns over the
EU’s legitimacy merely intensified in the 2000s, with
plans for a Constitutional Treaty rejected by voters
in France and the Netherlands, and the Lisbon Treaty
passed only after a second referendum in Ireland (see
Chapters 3, 9, and 15).

In spite of these successive crises, European inte-
gration has stumbled onwards. The EU of the Lis-
bon Treaty is an altogether different animal than the
European Economic Community (EEC) of the
Rome Treaty. Indeed, major advances in European
integration have often followed periods of profound
crisis. The Single Market programme came after the
economic malaise of the 1970s and early 1980s and
progress towards EMU in the 1990s intensified after
a series of crises in the functioning of the European

. Monetary System (EMS). Some politicians have even

sought to portray crises as the principal opportunity
for further cooperation between member states. Jean
Monnet memorably wrote that ‘Burope will be forged
in crises, and will be the sum of the solutions adopted
for those crises’ (Monnet, 1976: 488).

Scholars are more circumspect on the causal rela-
tionship between crises and Buropean integration.
Lindberg and Scheingold (1970)—two pioneers of the
neo-functionalist school of European integration—
saw crises as drivers of integration, but only under cer-
tain conditions. Large crises may be more conducive
to integration than small ones, they conjectured, be-
cause the latter are more likely to disrupt some rather
than all of the Community’s decision-making struc-
tures (Lindberg and Scheingold, 1970: 217). Crises can
also be blunt opportunities for supranational institu-
tions to show leadership, they suggest, because of the
tendency of national leaders to close ranks during
periods of economic and political turmoil. Suprana-
tionalism, which emerged in the 1990s as the intellec-
tual successor to neo-functionalism (cf. Fligstein and
McNichol, 1998), even views crises as symptoms of
how integration has not gone far enough. Mattli and
Stone Sweet (2012), for example, see the euro crisis as
‘revealing the striking absence of what Europe needs
most: strong political leadership capable of forging a
more federal EU’ (Mattli and Stone Sweet, 2012: 14).

The euro crisis, which emerged in late 2009, was
arguably the worst economic calamity to befall the EU

to date. Following two years of chaos on inter=
financial markets after the collapse of the L
prime mortgage market, the member states tha
the single currency found themselves facing 2+
cessions and burgeoning budget deficits. No e
member was immune from these developme=
Greece, Ireland, Portugal, Spain, and Cyprus -
particularly vulnerable. That this crisis served =
ger for institutional change in the EU in an aze
save the euro is also self-evident. The heads =
and government have never met so frequent’s
ing the crisis, with summits taking place o=
every two months, and finance ministers
often more than once per month. In addition «
reaching reform of the Stability and Grow
(SGP) and other elements of euro area goves
EU leaders pledged up to €2 trillion to reviee
pean banks and around €1 trillion to conzzi= ©
cal crisis in Cyprus, Greece, Ireland, Portugs
and other euro area members. Financial suzse
not offered lightly to these member states ==
little choice but to accept swingeing budgze
and emergency revenue-raising measures, =«
unprecedented surveillance of their econom
by the EU and International Monetary Fund
The euro crisis also triggered changes =
bon Treaty, which now contains a legal Has
permanent euro area assistance fund, the
Stability Mechanism (ESM). The ‘Fiscal
which provided for closer economic policy
tion and a binding commitment to fiscal &=
national law, was concluded in the form o& =
governmental treaty because of the refuss
United Kingdom (UK) to agree to these
December 2011. The EU has also agreed tc =
Union, which includes a single supervisc=
and a single resolution mechanism for sto
nancial institutions. A euro area-wide deg
ance scheme to protect savers is envisagec ©
remains to be implemented as of early
generally, the euro crisis has driven debares &
ther EU reform. Even though the Union w=
by a refugee and migration crisis, no other =
policy challenge triggered more discussion
institutional matters, burden-sharing anc
the allocation of competences and resouroe
as BU legitimacy more generally.
This chapter explores how the EU has =
to the euro crisis and how the crisis has <
and European integration. We argue thas
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“as served as a spur for integration, but it has done
%0 in ways that rest uneasily with existing theoretical
soproaches to the delegation of sovereignty in the
=1, Whereas integration scholars have traditionally
“hought of integration in terms of the empower-
ment of the Community institutions, it is the heads of
wate or government and de novo institutions—that is,
“espoke bodies that operate at one remove from the
ommission and the Court of Justice—that are the
=2l institutional winners from this crisis. This new in-
sergovernmentalism (Bickerton et al., 2015a, 2015b;
“== Chapter 5) did not begin with the euro crisis but
~ather characterizes European integration since the
“laastricht Treaty was signed in 1992. Yet, new inter-
sovernmentalism’s grip on the EU has been reinforced
== 2 result of this crisis because of the determination
-+ member states to press ahead with collective so-
“.tions to shared policy problems but without being
==n to cede new powers to old Community institu-
“ons along traditional lines. The chapter begins by
“scussing why the euro crisis arose and how it un-
~ded, followed by a discussion of its impact on EU
~~stitutions. The penultimate section explores com-
Seting perspectives on what the crisis means for the
=U's legitimacy and, finally, the chapter concludes by
~ zhlighting its main findings.

From global financial crisis to euro
crisis

"he global financial crisis, by some reckonings, struck
== EU on 9 August 2007. The first sign of trouble was
© oress release from French financial institution BNP
~ribas, which suspended trading on three investment
~ndsasaresultof difficultiesin the US subprime mort-
2ze market. Trouble had been brewing in this market
- months, with the second biggest provider of sub-
~=me mortgages in the USA (that is, home loans of-
“we=d to individuals with poor credit ratings) filing for
“unkruptcy in February 2007. Such difficulties were
= zted, in turn, to a sharp slowdown in the US hous-
=z market in 2006, leaving many subprime mortgage
. ders unable to make their loan repayments. This
~-moil soon spread to the country’s financial sector
= arge, with the US investment bank Bear Stearns an-
“wuncing large subprime-related losses in July 2007.
 thin weeks of BNP Paribas’s press release, it was
~-ar that several European banks were badly exposed
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to the subprime crisis. In Germany, in August 2007,
Landesbank Sachsen was hastily bought by Landes-
bank Baden-Wiirttemberg after an Irish-based subsidi-
ary of the former had incurred large subprime-related
losses. In the UK, Northern Rock fell victim to the first
run on a bank in Britain for 150 years after struggling
to meet its own borrowing needs in increasingly nerv-
ous financial markets.

In March 2008, the US Federal Reserve negotiated

the sale of Bear Sterns to another US investment bank,
JP Morgan, after the former had incurred in excess of
US$3 billion in subprime-related losses. No such so-
lution could be found for Lehman Brothers, another
troubled US investment bank, forcing this financial
institution into bankruptcy in September 2008. The
result of this decision was pandemonium in interna-
tional markets, as speculation mounted about which
large financial institutions would be next to fail. EU
member states’ initial response to this escalation of
the global financial crisis was ineffective and uncoor-
dinated (see Box 26.1). A case in point was Ireland’s
unexpected decision in September 2008 to guarantee
Irish banks. This move seriously destabilized the UK
financial system, as British savers switched to Irish
bank accounts on the understanding that their savings
would be safer. Fearful of such ‘beggar thy neighbour’
policies, several EU member states moved quickly to
guarantee bank deposits, ignoring calls for a more co-
ordinated approach. The Irish guarantee had fateful
consequences and brought the country from a posi-
tion of budget balance and low government debt after
two decades of impressive economic growth to the
brink of sovereign default in a matter of months. A
centralized system of EU bank deposit insurance and
a common system for dealing with troubled financial
institutions would have helped to manage the crisis
better and the realization of this fact was a key driver
behind later plans for and EU Banking Union.

The euro area entered a recession—a prolonged pe-
riod of falling real gross domestic product (GDP)—
in the first quarter of 2008 due to a dramatic downturn
in global trade and a credit crunch at home, as euro
area banks grew less willing and able to lend to con-
sumers and businesses. In an attempt to counteract
these developments, EU leaders agreed in December
2008 on a fiscal stimulus package under which na-
tional governments committed themselves to tax cuts
and expenditure increases valued at 1.5% of GDP.
This stimulus was relatively small compared to similar
efforts in the USA and Japan, for example, with some
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BOX 26.1 EXPLAINING THE GLOBAL FINANCIAL AND EURO CRISES

The euro crisis followed the global financial crisis, but the
relationship between the two is complex. Economists are
divided as to the precise causes of this global crisis, but most
emphasize excessive risk-taking in financial markets in the early
2000s (see Financial Services Authority, 2009). Symptomatic of
such risk-taking is the increasing importance of securitization
since the mid- 1 980s. ‘Securitization' refers to a financial practice
that allows banks to sell on the risks associated with loans to
other financial institutions. Initially, it was hoped that
securitization would diversify risk should borrowers fail to meet
repayments on these loans. In the event, it served only to
amplify risk by imposing worldwide losses when US house
prices started to fall in 2006, Globalization was the key driver of
such financial innovation. In this regard, the EU’s efforts to create
a single financial market under the Financial Services Action Plan
launched in 1999 arguably left member states more rather than
less vulnerable to the events of 2007-08. The Capital
Requirements Directives adopted in 2006, for example, failed to
prevent some financial institutions in the EU from being
woefully undercapitalized once the global financial crisis struck.

Supervisory failures were a general feature of the global financial
crisis rather than one that was specific to the euro area, as the
failure of authorities in the UK and the USA to prevent financial
institutions from taking excessive risks showed. Neither of the
latter two countries had ready-made instruments to help
distressed financial institutions once the crisis struck. The UK
lacked a permanent resolution mechanism for taking control of
insolvent banks until 2009.

Many economists also see a link between the global financial
crisis and the problem of global imbalances (Obstfeld and
Rogoff, 2009). This problem refers to the accumulation of large
current account surpluses in Asia and in oil-exporting countries
since the mid-1990s, mirrored by the largest current account
deficit in the history of the USA. The causes of these
imbalances include high levels of savings in Asian countries, high
oil prices, the reluctance of the USA to reduce domestic
consumption, and the tendency of some surplus countries to
peg their currencies to the dollar. The consequences of global

imbalances are more straightforward; the savingsz = =
in the oil-exporting countries fuelled low interest razes’
USA and, by making it cheaper for homeowners 1o ===
contributed to the US housing bubble, which bursz ==
spectacular effect in 2006.

The euro area had a current account position of ‘closs
balance’ or 'in surplus’ during the first decade of the =
currency and so was only indirectly exposed to the
global imbalances. However, it faced its own proble= -
balances, in part, because the falling interest rates exoes
by some member states upon joining the single cur===
credit booms and housing bubbles. Portugal was a»
of these imbalances, experiencing an inflationary bocs
between 1999 and 2002, followed by a prolonged o=
growth. The Portuguese economy’s failure to recoves =
prior shock is one reason why it proved so vulneras =
global financial crisis struck. Ireland, Spain, and Gre=z=.
other hand, saw credit booms and housing bubbles 2.2 &
the crisis—facts that might explain why the fiscal hang=ss
the crisis was so strong in these countries.

Falling interest rates associated with joining a single <
only one source of macroeconomic imbalances in the =
another is the failure of these countries to monitor ===
risk-taking by banks through a robust system of fina=c=
supervision. Such failures were acute in Ireland, whers =&
Central Bank of Ireland and the Financial Regulator =
sound the alarm over excessive risk-taking by borrow
lenders alike. Problematic too was the failure of some ==
euro area countries to prevent sustained losses of
competitiveness during the first decade of EMU. Ths ==
was acute, for example, in Portugal, which saw its unt =
costs relative to other euro area countries continue 12 ¢
after economic conditions slowed in 2002. For soms
economists, this situation was simply the corollary oF
developments in Germany, which experienced a sustiz==
relative unit labour costs after 1999 in an effort to resas
competitiveness and to shake off a decade of econom =
underperformance following the country’s unification =

commentators suggesting that EMU paid a price for
not having a common budget instrument (Henning
and Kessler, 2012). The macroeconomic effects of fis-
cal federations are a matter of debate, however. On
the one hand, such an instrument would have encour-
aged growth, especially in member states that had
limited room for national stimulus packages. On the
other hand, foreknowledge of such fiscal help may
have created a problem of moral hazard (Persson and

Tabellini, 1996) by encouraging even riskics
choices from member states such as Greece =
vance of the global financial crisis.

The coordinated fiscal stimulus package
by EU member states in 2008 provided 2 =
valuable lifeline to consumers and businesse
tributing towards a resumption of real GD® &
in the third quarter of 2009. Although the ==
had by then exited recession, concerns over ©



- public finances in the euro area intensified after all
~=mbers experienced a sharp increase in government
“orrowing, Those countries that had witnessed an
=4 to prolonged housing booms at the outset of the
~-onomic crisis were particularly hard hit, with Spain
=4 Ireland posting budget deficits in excess of 10%
== GDP in 2009, as the stamp duties associated with
~.ovant housing sales evaporated and the effects of a
ey steep recession hit. The rush to cut expenditure
= these and other member states has been criticized
= retrospect but national governments faced consid-
==zble pressure from financial markets at the time to
==t government borrowing under control. A common
“udget instrument would have helped to ease the bur-
“=n of such austerity in the short run but it might have
~ade matters worse in the long run for the reasons
“scussed above.

Whereas Ireland and Spain began the euro crisis
with levels of government debt below 40% of GDP,
sovernment debt was in excess of 100% for Greece.
This debt level alone provided grounds for pessi-
=ism about the state of Greek public finances once
“ne recession hit. Matters were made considerably
worse, however, when new Prime Minister George
“zpandreou announced in October 2009 that previ-
~us administrations had concealed the true scale of
zovernment borrowing. As a result of this announce-
ment, Greece’s budget deficit was revised from 3.7%
£ GDP to 12.5%, leading to"a sudden loss of faith by
“nancial markets in the country’s ability to repay its
~ztional debt without outside assistance.

Had Greece not been a member of the euro area,
“hen it would presumably have been offered assistance
without delay; an EU-IMF financial support package
was, after all, agreed with three non-euro area EU
members, Hungary, Latvia, and Romania, in late 2008
2nd early 2009 with a minimum of fuss. That Greece
was a member of the euro area complicated matters
Soth legally and politically. Legally, the EU could not
offer the same type of financial assistance to Greece as
that to Hungary, Latvia, and Romania, since the latter
was carried out under Article 143 TFEU, which applies
only to non-euro area members. Politically, member
states were divided on the decision to involve the
IMPF in the affairs of a euro area country. After several
long months of procrastination—a period in which
Creece’s fiscal problems went from bad to worse—the
heads of state or government finally agreed, in May
2010, on a €110 billion financial support package. The
EU contribution to this package took place outside the
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Treaty, with individual member states putting up €80
billion in bilateral loans. In exchange for this financial
support, Greece signed up to a detailed programme of
economic policies designed to get its public finances
under control. A troika of representatives from the
Commission, ECB, and IMF assumed responsibility
for negotiating this programme and monitoring its
implementation, thus ensuring that key decisions over
Greece’s economy would, in principle, be jointly de-
cided by the EU and IME

Why member states were so slow to provide fi-
nancial support for Greece is a key question for un-
derstanding the politics of the euro crisis. For some
economists, politicians simply failed to understand
the magnitude of the crisis and the complexity of the
policy responses required (De Grauwe, 2013) but this
answer is not satisfactory from a political science per-
spective. The euro crisis was undoubtedly complex
but dealing with complexities is part of what politi-
cians do on a daily basis. A more plausible explanation
is that the policy options for dealing with the crisis
were costly, that such costs were unevenly distrib-
uted across the EU, and that those member states that
were disproportionately exposed to such costs with-
held support until they secured concessions. Take EU
member states’ foot-dragging over involving the IME
in financial support for Greece. Some heads of state
or government, including Spanish Prime Minister
José Luis Rodriguez Zapatero, were wary of involv-
ing the Fund in the affairs of a euro area member, but
others, including German Chancellor Angela Merkel,
were in favour. These differences had little to do with
these individuals’ grasp of economics but instead re-
flected national interests over involving the Fund (see
Hodson, 2015). For Zapatero, any deal over Greece
would set a precedent in the event of financial support
for Spain, which had become a distinct possibility by
early 2010. Since Spain has more influence in the EU
than it has in the Fund, Zapatero had a strong interest
in pushing for an EU solution to the sovereign debt
crisis. Angela Merkel had a different set of interests
because Germany stood to contribute the most to any
financial support package and so had a strong inter-
est in ensuring credible oversight of the conditions at-
tached to any loans. Involving the IMF alongside the
EU in support for Greece came to be seen as a more
credible course of action because of the Fund’s track
record in crisis management and perceived independ-
ence from EU member states. Given the urgency of
the crisis and the impossibility of finding a solution
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without the EU’s largest member states, Merkel even-
tually convinced other heads of state or government
on a joint EU-IMF package for Greece.

By May 2010, financial market concern about the
sustainability of public finances in other euro area
members had intensified. In response, euro area lead-
ers pledged €60 billion via a newly created European
Financial Stabilization Mechanism (EFSM) and €440
billion via a new European Financial Stability Facility
(EFSF) to provide financial support to any euro area
member state that might need it. Ireland became the
first member state to access these funds in November
2010. Portugal was next in line, securing €78 billion
in loans from the EU and IMF in May 2011. By this
point, the nightmare scenario was that the sovereign
debt crisis would spread to Spain, Italy, and other large
euro area members and so require financial support
that went well beyond the resources available via the
EFSM, EFSF, and the Buropean Stability Mechanism
(ESM), a €500 billion permanent crisis resolution
mechanism that started operating in September 2012
(see below). Although the combined weight of these
funds was €1 trillion, some economists estimated that
at least twice this amount might be required if large
euro area members got sucked into the crisis (Buiter
and Rahbari, 2010). In the end, the euro area rode its
luck during this phase of the crisis. Spain negotiated a
loan from the EU of just’ €100 billion to recapitalize
its financial institutions after its housing bubble burst.
Italy, meanwhile, managed to restore confidence by jet-
tisoning Prime Minister Silvio Berlusconi, a politician
who had lost the confidence of financial markets, and
installing Mario Monti, a former Buropean Commis-
sioner, as head of a caretaker government. Monti’s 17
months as Prime Minister were not an unqualified suc-
cess but he took decisions that his predecessor did not
and brought Italy back from the brink in the process.

Euro area members can claim credit for doing just
enough before it was too late to survive this stage of
the sovereign debt crisis, but it is doubtful that the
policies pursued would have been sufficient without
the intervention of the European Central Bank (ECB).
The ECB was a reluctant hero, having responded with
a combination of decisiveness and caution to the un-
folding crisis. When it came to providing liquidity
to European banks in the early stages of the global
financial crisis, the ECB generally acted decisively. A
case in point was the Bank’s decision to allocate €94
billion in overnight loans on the day on which BNP
Paribas sounded the alarm over problems in the US

subprime market. The ECB was altogether hes=
about cutting interest rates, waiting until Novs
2008 to reduce the cost of borrowing in the euro &=
The US Federal Reserve, in contrast, had embarks2
a similar course of action in September 2008.

Between November 2008 and May 2009, the £
base rate fell from 3.75% to 1.0%. Fearful thar &
historically low interest rates would be insufficie=s
prevent the threat of deflation—sustained falls =
overall level of prices—the Bank launched a new ¢
ered bond scheme’ in June 2009. This scheme
mitted the Bank to spend €60 billion on bonds :
by private banks. With the launch of its E
Securities Markets Programme (SMP) in May
the ECB finally agreed to purchase bonds issues
euro area governments, albeit from investors who
chased government bonds rather than directly =
the governments themselves. The scale of bon< =
chases under the programme was modest, and &
failed to convince financial markets. In July 2012 =
President Mario Draghi finally bit the bullet by :
licly announcing that he was prepared to do w
it would take to save the euro. This move had an 2™
instantaneous impact on financial markets, w=
came to believe, rightly or wrongly, that the wor=
the crisis was over now that unlimited bond purcs
from the ECB was a possibility (see Box 26.2).

In 2013, Cyprus became the fifth and also the
euro area member to receive emergency financia’ =
port from the BU. Most importantly, Ireland
from its EU-IMF programme in December 2013 =
Spain and Portugal following suit soon after. Cya
too was able to exit its support programme ahez=
schedule in March 2016. If reliance on emergen=: =
nancial support is considered to be a key feature o
euro crisis, these developments are certainly signs =
the crisis is drawing to an end. It was around the
time that a series of crisis-driven institutional ref
were adopted and implemented. EMU’s tighte=
framework for economic policy coordination
came fully operational by mid-2013 and key ele=
of Banking Union were implemented by the end
2014 (see section on ‘EU institutions and the eurc =
sis” and Box 26.3). Moreover, progress was repo
with regard to the overall stability of the financiz' &
tem. An ECB stress test of the euro area’s 130 lazos
banks in October 2014 suggested that just 13 finz
institutions required further recapitalization. Fi=
after recession and a period of only sluggish gre
the euro area rebounded in 2013. Employment '



BOX 26.2 THE ECB AND THE CRISIS

' 1hin our mandate, the ECB is ready to do whatever it takes
= or=serve the euro. And believe me, it will be encugh’ (Draghi,
~ 2). With these 23 carefully crafted words, delivered in a
~==chin London in July 2012, ECB President Mario Draghi

= v gave financial markets what they had been looking for
2= the euro crisis began in 2009. Draghi's intervention meant,
= =ffect, that the ECB was ready to play the role of lender of
‘st resort vis-a-vis member states to save the single currency.
= commitment gave rise to the so-called Outright Monetary
Transactions (OMT), under which the ECB agreed, in principle,
= unlimited purchase of government bonds on secondary
~=«ats for member states facing fiscal crises. Draghi's move

+ = 2 major success in the short run, as evidenced by the falling
=« premiums on government debt issued by Spain and ltaly in
~ = second half of 2012.

= of this raises the question of why the ECB did not act sooner.
"= answer is institutional. The ECB's reluctance to ride to the
~=scue reflected internal tensions within the Bank between
232 who were open to unconventional monetary policies and
232 who feared that such measures violated the Treaty’s
~-ohibition of monetary financing of member states’ debt and
= Bank's mandate to maintain price stability above all other
202ls, There was also a concern that bond purchases would take
= pressure off member states to reform their economies and
<o get to the root causes of the euro crisis, such as a lack of
“ompetitiveness and weaknesses in financial supervision.

Zirzghi won out here thanks to his skilful chairing of the ECB

Zoverning Council and his position was bolstered by the tacit
=pport of German Chancellor Angela Merkel. Whereas the
2.ndesbank was critical of ECB bond purchases, the German
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Chancellor gave her country's central bank limited backing in
such debates and so left German monetary authorities politically
isolated. Although it took time to work through these internal
tensions, the ECB's commitment to unlimited bond purchases
was probably the single most important step in deescalating this
stage of the crisis. This is a crucial point in the debate about
whether the euro crisis was amplified because of a lack of
centralized decision-making under EMU because it confirms that
the EU had the policy instruments at its disposal to act earlier
but chose not to because politics got in the way. EMU is hardly
unique here. In the USA, for example, policy-makers faced deep
divisions over how to handle the global financial crisis that they
overcame only slowly and with varying degrees of success.

The OMT has not yet been deployed as of early 2018, Serious
economic and legal doubts surrounded it initially. Regarding
economic doubts, the ECB's decision to make access to the
OMT conditional on compliance with a strict programme of
economic and fiscal adjustment is problematic. This is so
because member states most in need of OMT could well
struggle to meet such conditions. Regarding legal doubts, the
compatibility of the OMT with EU and German law was
challenged before Germany's Federal Constitutional Court in
June 2013. In its judgment on this case in February 2014, the
Court raised concerns that the ECB had exceeded its mandate
by launching the OMT and referred this matter to the Court of
Justice of the European Union (CJEU) (see Gerner-Beuerle et
al, 2014). The CJEU ruled in June 2015 that the ECB’s
announcement of the OMT programme was in line with EU law
and within the Bank's mandate to take measures ensuring price
stability in the euro area.

~=ached an all time low by mid-2013 but they too re-
covered strongly.

Yet, the negative effects of the euro crisis are still
“carly detectable and the question remains as to
whether they have the potential to reignite the euro
cmisis, in the sense of posing an existential threat to the
tegrity of the currency block as a whole and poten-
=zlly of the EU as such. One of the key crisis response
mechanisms is still operational. With its Expanded
“sset Purchase Programme the ECB embarked on a
solicy of quantitative easing in January 2015. It ini-
=zlly allowed the Bank to purchase as much as €1 tril-
“on in bonds from the government and private sector.
This maximum amount was increased to over €2.2
willion in December 2016. However, the ECB reduced
the volume of its monthly purchases from around

€80 billion to around €60 billion in April 2017 and to
around €30 billion from January 2018 onwards (cf.
European Central Bank, 2018). The ECB intervention
substantially contributed to lower borrowing costs for
those euro area members who had previously had to
pay premiums on their government borrowing higher
than those of German government bonds.

A worrying leftover from the euro crisis was the
continuing dependency of Greece on financial as-
sistance. Its status as a so-called programme country
meant that its government was subject to strict con-
ditions—or so-called conditionality—as stipulated by
the Eurogroup and the IME In July 2015, only an elev-
enth-hour decision of the European Council avoided
state bankruptcy. New ESM assistance was adopted by
the Eurogroup amid sharp warnings by the IMF that
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debr relief financed by the euro area was inevitable.
A degree of debt relief was finally offered, although
Greece’s exit from financial assistance in August 2018
owed more to the harsh austerity measures imple-
mented by the government, measures which reassured
financial markets but imposed high costs on society.
Another point of discussion concerns the fragile state
of the banking sector in the euro area’s third largest
economy, Italy. In November 2017, ECB president
Mario Draghi acknowledged the fragility of euro area
banks, which had an estimated €1 trillion in non-per-
forming loans (Financial Times, 20 November 2017). In
2017 alone, the Italian government spent €17 billion to
aid the sale of the struggling banks, Banca Popolare
di Vicenza and Veneto Banca to Intesa Sanpaolo (The
Telegraph, 26 June 2017) and to rescue Banca Monte
dei Paschi di Sienna with another €5.4 billion as part of
arecapitalization package (Financial Times, 25 October
2017). Even if these amounts were much below what
was spent in state aid for bank rescue during the euro
crisis’ most dramatic moments these episodes are
worrying as they show that efforts to exit from state
aid as the main instrument to finance bank rescues—a
key promise of Banking Union—is not working in this
large euro area member state. Moreover, as a country
with traditionally high levels of accumulated govern-
ment debt, Italy is in a particularly weak position to
avoid sovereign debt difficulties in the event that large-
scale interventions become necessary.

KEY POINTS

* Problems in the US subprime mortgage market triggered
a banking crisis in the European Union which in turn
paved the way for a steep recession, fiscal turmoil, and
political instability.

» The EUS stop—start response to the economic crisis
included a coordinated rescue of banks, a modest
fiscal stimulus package, and, in cooperation with the
International Monetary Fund, emergency loans for
member states, which have proved politically contentious.

» The ECB’s commitment in 2012 to engage in unlimited
bond purchases to save the euro area marked a turning
point in the crisis, but not the end.

+ Some scholars blame the euro crisis on a lack of more
centralized policy instruments, but this is open to debate

given the downsides associated with some centralized
solutions and the instruments already available to euro
area authorities.

EU institutions and the euro crisis

For those who posit a link between crises anc =&
pean integration, the euro crisis might have pross
the perfect opportunity for a further transfer o=
ers to traditional supranational actors. In sooe
claims to the contrary, the evidence thus far suzs
that such transfers have been limited (for a co
ing argument, see Chapter 10). This section
that there has indeed been no shortage of instizus
reforms in response to the euro crisis, but e
changes implemented chime with the new intes
ernmentalism (Bickerton et al., 2015a, 20155 -
than ringing the bell for a new era of supranas:
zation. This section provides an overview of the
forms, discussing the changing role of the Eure
Commission in euro area governance since 2005
fore exploring the prominent part played by eure
finance ministers in the Burogroup and by hez
state or government through the European Ce
and the Euro summit.

The role of the Commission

The euro crisis revealed the importance of the
mission as a supranational actor in EMU. The £
ecutive was present in all major debates over &o
handle the crisis and it was given a more prosm=
role in economic and fiscal surveillance throuz®
‘six pack’ and ‘two pack’ reforms (see Box 26.3 .
ever, in spite of these changes, there is little evidens
suggest that the Commission played the role o &
pranational entrepreneur by pushing through p==
als to empower itself at the expense of member =8
(Hodson, 2013). The muscular role played by the
pean Council and the Eurogroup in crisis manage=
is part of the explanation here because it limizes
room for Commission leadership. Yet, the Co=
sion did not openly challenge this division of ==
but worked, often behind the scenes, to suppor
ropean Council and Eurogroup decision-makinz
implementation. The Commission’s adminiss
resources were key in monitoring the implemen
of the financial assistance packages—next to the ==
and the IMF, the Commission was a member of to¢
called troika missions. It also provided ad
support to the Greek authorities. In the context &
stitutional reform, the Commission essentially w+
towards implementing political agreements reac
within the European Council. Though it for=



ssued the legislative proposals which provided the
“asis for the six- and two-pack reforms as well as for the
Sanking Union (see Box 26.3), the Commission took
s political cue from EU member states.

Some scholars see the Commission’s role as hav-
=g been significantly strengthened as a result of these
changes (cf. for example, Majone, 2014; Chapter 10)
Sut this assessment is open to question. A review of
“he major crisis-related institutional reforms (see Box
25.3) shows few instances in which the Commission
cained significant new competences in the light of
“he crisis. Both the ‘six pack’ and the ‘two pack’ have
=ssentially reinforced the role played by the Commis-
<on before the crisis: that of delegated monitoring
with the power to sound the alarm when national
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governments fail to meet certain criteria, rather than
an agent empowered to formulate and implement
economic policies on behalf of member states (Hod-
son, 2009). Both reform packages give the Commis-
sion a wider range of criteria to monitor and increase
the potential scope and intrusiveness of policy recom-
mendations. Similarly, a new reverse majority rule
strengthens the agenda setting powers of the Com-
mission by ensuring that proposals for corrective ac-
tion against member states that breach the excessive
deficit and excessive imbalance procedures will be
carried (in some cases) unless a qualified majority of
member states disagree.

The real test of the Commission’s role in the light
of the crisis will occur if and when it finds itself on

Y BOX 26.3 MAJOR INSTITUTIONAL REFORMS: ‘SIX PACK’, ‘TWO PACK’, FISCAL

COMPACT, AND BANKING UNION

Two major institutional reforms were adopted in the form of
new secondary legislation introduced under Articles 121, 126,
2nd 136 TFEU. The six pack, which entered into force in
MNovember 201 |, reforms existing reprimand and surveillance
mechanisms so far regulated by the Stability and Growth Pact
(SGP) in the following way:

» greater emphasis on total government debt in excess of
60% of GDP in EU fiscal surveillance;

+ more frequent use of pecuniary sanctions so as to allow for
financial penalties sooner rather than later under the exces-
sive deficit procedure;

+ 'reverse voting' according to which Commission recom-
mendations for corrective action in relation to the SGP will
take effect unless they are opposed by a qualified majority
of finance ministers;

+ the creation of an excessive imbalance procedure; and

« changes to national budgetary rules so as to establish agreed
minimum standards for, inter alia, public accounting and
statistics, forecasts, and fiscal rules,

The two pack, which took effect in May 2013, tightens
sudgetary surveillance in a similar vein by requiring euro area
member states to submit national draft budgets for the coming
calendar year prior to their adoption for review by the
Commission and the Eurogroup in October each year.
Moreover, the new regulations stipulate specific conditions for
the monitoring of countries receiving euro area financial
assistance.

The Fiscal Compact, or in full, the Treaty on Stability,
Coordination and Governance in the EMU, which entered into
force in January 2013, contains both a statement of broader

pelitical commitment and novel definiticns of the roles of
individual institutional actors and the member states. Under this
intergovernmental treaty, which was signed by all EU member
states except the Czech Republic and the UK, though the
Czechs signed later, governments have committed themselves
to support the Commission, when it issues recommendations
and proposes sanctions under the excessive deficit procedure,
and pledged to introduce national-leve! legislation which
implements the EU budget rules in domestic constitutions or
budgetary legislation. The Court of Justice for the first time is
given a potential role in the excessive deficit procedure as
member states—not the Commission—can now call on the
Court should governments fail to implement recommendations
under the excessive deficit procedure. Finally, the lead role of
the Euro Summit, which brings together euro area heads of
state or government in an informal setting which was not
foreseen by the Lisbon Treaty, is codified.

A Banking Union—or, at any rate, key elements of it—were
agreed by the European Coundil in December 2012. The
project is based on a comprehensive set of legal provisions
which stipulate that the financial industry in the EU is regulated
according to a single rulebook and is subject to a Single
Supervisory Mechanism. In November 2014 the role of the
single supervisor was taken over by the ECB. A Single
Resolution Mechanism will apply in case of bank resclution and
the build-up of a Single Resolution Fund was kicked-offin 2016
on the basis of private sector contributions. It is supposed to
reach its full size by 2023. A European deposit insurance
scheme, which is envisaged to protect individual savers up to
£100,000, is yet to be implemented. It is modelled on existing
national insurance schemes, while offering protection regardless
of potential asymmetric shocks.
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a collision course with member states over their eco-
nomic policies. The EU executive can appeal under
such circumstances to its independence and techno-
cratic expertise but its perceived problems of legiti-
macy are also an easy target for national politicians
seeking to deflect blame for their policy mistakes to
Brussels. Moreover, in the past the Eurogroup did not
find it difficult to unite when it came to fending off
Commission recommendations which were not seen
to be appropriate; a practice which suggests that the
new reverse majority rule may be a much less pow-
erful instrument for the Commission than it seems.
Because of this tension, the Commission is likely to
rely even more on the tacit support of the Eurogroup
and, in cases of highly controversial decisions such as
financial sanctions, the European Council. The politi-
cal sensitivity of the euro area economic governance
portfolio was also reflected in the allocation of portfo-
lios under the Juncker Commission, which took office
in November 2014. Juncker’s team included the for-
mer French finance minister and Burogroup member
Pierre Moscovici as the Commissioner for Economic
and Financial Affairs but also put the portfolio under
the close oversight of the Commission President and
a dedicated Vice President.

The ‘six pack’ and ‘two pack’ reforms show EU
member states” willingness to reinforce the Commis-
sion’s role as an economic watchdog by increasing its
bark if not its bite. Other reforms show an even more
marked reluctance by national governments to give
new competences to the Commission. The most clear-
cut case concerns the EU’s role in crisis management.
The European Council of December 2010 agreed on
a limited revision to Article 136 TFEU to allow for the
activation of a stability mechanism ‘if indispensable
to safeguard the stability of the euro areaasa whole’.
It was on this legal basis that the ESM was created in
July 2011 with the signing of a special intergovern-
mental treaty setting out the statutes of the ESM and
authorizing it to lend up to €500 billion to euro area
members. Euro area member states act as sharehold-
ers of the fund and have contributed the base capital,
which is in turn used to lend capital on international
financial markets to finance ESM assistance pack-
ages. The ESM Board of Governors is composed of
the euro area finance ministers and the Eurogroup
president as its chair. The ESM is a de novo institutional
structure, which is based on pooled member state re-
sources rather than on the EU budget. The Commis-
sion is given a key role in negotiating and monitoring

the conditions attached to ESM loans—alongside #5
ECB and IMF—but it attends meetings of the ESi&
Governing Council in an observer capacity only ans
has no say over ESM resources.

The ECB, rather than the Commission, is arguabis
the key winner from Banking Union. Under the ==
gle supervisory mechanism, the first pillar of Banki=g
Union, which began operating in November 2014, 55
ECB has assumed overall responsibility for the supes
vision of over 3,000 banks in the 18 members of &5
euro area. To this end, a new Supervisory Board 5as
been established within the ECB and given respas
sibility for, inter alia, assessing the stability of thess
financial institutions and licensing them. The secons
pillar of Banking Union is a Single Resolution Mecae
nism to deal with failing banks. Under proposals s
forward by the Commission in July 2013, the Com==
sion would have been formally responsible for decia
ing whether a failing bank should be resolved with =
question of what form such resolution should =i
resting with a board comprising representatives of i
Commission, ECB, and national authorities. Cautices
though this proposal was in some respects it went &
far for the Economic and Financial Affairs (ECO
Council, which decided that decisions on whether
resolve a bank should rest with the ECB and natioss
representatives but not the Commission (see Howas
and Quaglia, 2014).

The Eurogroup

Already prior to the euro crisis, the Eurogroup %
the lead forum for economic policy coordination =
decision-making under EMU. The informal for

comprising euro area finance ministers, the Cc
missioner for economic and financial affairs, and &
ECB president, which was created by the Europs:
Council in December 1997, assumed an impor::
role right from the start of the final phase of ENIS
with ECOFIN devoting less and less time to EMU =
ters (Puetter, 2006). The Eurogroup has been bus
than ever in response to the euro crisis. It was the £
rogroup which negotiated the allocation of cap=
and loan guarantees to the EFSF and which now &
fectively exercises the political oversight powers &
the ESM. The Eurogroup has also been in chargs
implementing and assessing compliance with the 2
nomic policy programmes accompanying all financ
support packages adopted so far. Euro area finas
ministers play the central political role in the newi



dopted surveillance, reprimand, and sanctioning
—echanisms (see Box 26.3). The intensification of Eu-
~ogroup activity has been reflected in the fact that the
zroup, since the beginning of the crisis, has been con-
“=ned repeatedly more than once per month. Moreo-
w=r, the Eurogroup’s preparatory infrastructure has
5cen expanded in the wake of the crisis. It is led by
“he Eurogroup Working Group (EWG), a high-level
~sordination committee of senior finance ministry
~Ficials from the member states, the Commission,
‘e ECB, and a full-time president. The EWG itself
= now supported by a committee of Brussels-based
ZWG alternates. Though already an important politi-
=21 body before the crisis, the Eurogroup has gained
substantial new responsibilities and has become one
+£ if not the, most powerful and most frequently con-
vened group of ministers in Brussels. The group and
s preparatory infrastructure is at the heart of a dense
web of day-to-day coordination activities involving
‘he finance ministries of euro area member states and
“he Commission’s Directorate-General for Economic
and Financial Affairs.

European Council leadership

Another major indication of how the new intergov-
-rnmentalism has been intensified as a result of the
-uro crisis is the direct and frequent involvement of
+he Buropean Council in aspects of day-to-day euro
.rea decision-making. Whereas the heads of state and
zovernment have already played an increased role
n overseeing EMU economic governance and vari-
aus related coordination routines such as the Lisbon
Agenda since the end of the 1990s, the crisis was a
catalyst for closer top-level coordination. Never be-
fore in the history of EU decision-making have the
heads of state or government met so often as during
the euro crisis. While the European Council was con-
vened on average three times a year before the launch
5f EMU, it now meets at least seven times. Economic
governance issues constitute by far the most impor-
rant agenda item of the forum (Puetter, 2014 91-7).
in 2011, the heads gathered for a total of 11 summit
meetings—some of them held for all EU member
states, some exclusively for the euro area. The prac-
fice of convening additional summit meetings only for
=uro area heads was first introduced in October 2008
when an emergency summit in Paris discussed the un-
folding banking crisis. In October 2011, the euro area
heads decided to further institutionalize this meeting
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format by referring to it as the Buro Summit and in-
vited the Burogroup to act as its preparatory forum.

These institutional developments were further
helped by the entering into force of the Lisbon Treaty,
which created the position of a full-time European
Council president by the end of 2009. In this capac-
ity the former Belgian Prime Minister Herman Van
Rompuy quickly began to call additional meetings of
the euro area members of the European Council and
coordinated political agreement among the heads.
The reason for the growing involvement of the heads
was mainly that many crisis management decisions
cut deep into domestic politics and would not have
been possible without strong political backing. Often
decision-making was tied to the political fate of indi-
vidual member state governments. Moreover, crisis
management involved a number of institutional de-
cisions which had been unprecedented so far and for
which the existing legal basis was partially contested,
as the example of the first financial support package
for Greece in 2010 illustrated. Except for the financial
assistance package for Cyprus, the heads insisted on fi-
nalizing all financial aid decisions themselves and only
left implementation to the Eurogroup.

In March 2010, together with the pledge to help
Greece, the European Council agreed in principle to
broader EMU institutional reforms. The European
Council president chaired the preparatory work of
EU finance ministers on institutional reform between
May and October 2010—the so-called Van Rompuy
Task Force. From then on, until December 2012, the
European Council and its euro area formation met
frequently to decide on all major institutional reforms
(see Box 26.3). In each case, the European Council set
the political agenda and provided detailed instructions
for other institutional actors—notably the Commis-
sion, the BECOFIN Council, and the Eurogroup—to
worlk towards the implementation of specific institu-
tional reforms. Legislative proposals were issued and
adopted at high pace and also found approval from the
European Parliament (EP). How determined (most)
heads of state or government were to press ahead with
institutional reforms became clear in December 2011
when the British Prime Minister, David Cameron, re-
fused to support plans for further changes to the Lis-
bon Treaty to facilitate closer cooperation between the
euro area and other willing member states. In response
to this impasse, the European Council moved quickly
and negotiated the so-called Fiscal Compact (see Box
26.3) in the form of an intergovernmental treaty. The
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fact that this treaty was negotiated outside EU law,
but still impinges on the work of EU institutions and
their relations with each other and the member states,
showed how much the European Council was willing
and able to bend existing constitutional principles.

In other words, the episode showed once again how
much weight direct agreement between the heads of
state and government within the European Council
carried within the context of euro crisis management
politics. Even though agreement often proved cum-
bersome, once adopted, European Council decisions
had far reaching consequences for how the EU cur-
rently operates. It thus can be said that the European
Council has become the new centre of political grav-
ity’ (Puetter, 2014) in euro area economic govern-
ance. This institutional development reflects both the
deepening and the widening of economic policy co-
ordination as collective EU-level decision-making has
become far more important for domestic politics than
it ever was. Moreover, both increased Burogroup and
European Council activity showed how much EMU
economic governance relies on permanent consen-
sus generation among the EU’s most senior decision-
makers. The further institutionalization of these
bodies as forums for face-to-face policy deliberation
which allow policy-makers to collectively react to un-
foreseen crisis situations and novel policy challenges
can be understood as a new deliberative intergovern-
mentalism among euro area leaders (Puetter, 2012).

KEY POINTS

The euro crisis triggered a number of major institutional |
‘ reforms and EMU economic governance is now wider in |
1 scope and cuts deeper into domestic politics than it has ‘
[ done ever before.

+ Integration has been deepened but without major i
‘ new transfers of powers to the supranational level; |
instead intergovernmental policy coordination has been 1
intensified substantially. |

The European Council and the Euro Summit assisted
by the Eurogroup have played a lead role in the EU’s ‘
| response to the euro crisis and this role has been further |
institutionalized by the Fiscal Compact. [

+ The Commission has been given new responsibilities ‘
| under reforms agreed in the light of the euro crisis, but
the Eurogroup and the European Council remain in the |
‘ driving seat.

The crisis and the EU’s problems of
legitimacy

The euro crisis followed a period of comparative 2
nomic calm—2008 was the first time since the sings
currency had been launched that the euro area &
perienced a recession—but it was just the latest = «
series of political shocks to hit the EU over the a8
two decades. Others terms in this series include Des
mark’s rejection of the Maastricht Treaty in 1992, &5
resignation of the Santer Commission in 1999, I
land’s 'no’ votes against the Nice Treaty in 2001 258
the Lisbon Treaty in 2008, and the abandonment oF
the Buropean Constitution after failed referendu=s
in France and the Netherlands. Together, these 258
other events mark the end of what Lindberg =&
Scheingold (1970) called ‘the permissive consenses
over European integration. One manifestation of tas
trend is rising public scepticism about the benefits &
EU membership. In 1991, 71% of BU citizens agress
that membership was a good thing. By the time &5
the global financial crisis struck in 2007, this figure 5a0
fallen to 56%, and by the end of 2013, it had reaches
50% (see Eurobarometer, at http://ec.europa &=
public_opinion/cf/index_en.cfm).

The meaning of the euro crisis for the EU’s lez
macy is the subject of an ongoing and lively deba
in the academic literature. For Moravcsik (20121, =&
tional governments acted with ‘remarkable flexibils
to stabilize the single currency even if doubts remas
over its long-term viability. Challenging the idea =5
Germany did too little too late to prevent the &=
from escalating, he praises Angela Merkel’s govers
ment for showing leadership over the euro crisis =55
bearing significant costs in dealing with it. In keegs
ing with his liberal intergovernmentalist approac.
he sees Germany and other member states as act=.
not for reasons of ideology or altruism but becasss
the economic costs of seeing the euro dissolve wosis
have been catastrophic. While acknowledging =&
EMU'’s problems are far from over, Moravesik (2072
concludes that ‘Europeans should trust in the esses
tially democratic nature of the EU, which will encos
age them to distribute the costs of convergence m
fairly within and among countries’.

Scharpf (2011) offers an altogether darker reacdang
of the euro crisis, which he sees as fuelling a “crisis &
democratic legitimacy’ in the EU. He reserves hass
criticism for the troika, which he describes as 2 T




 -conomic receivership’ that has foisted painful
-nomic policy adjustment on Greece and other
. mber states rather than allowing national politi-
"~ and voters to reach a consensus on what had to
" Zone. For Majone (2014), concerns over legitimacy
&+ beyond the terms of emergency financial support
. he reforms to euro area governance enacted in the
“ehr of the crisis. The crux of his argument is that
- crisis has taken the EU yet further away from its
~o1s as a regulatory regime. The new powers of eco-
. mic surveillance entrusted to the European Com-
~ sion under the ‘six pack’ and other reforms, he
“-zues, go well beyond the kinds of functions that are
3 more importantly, should be delegated to non-
wajoritarian institutions. Majone (2014) points the
“-zer at both the Buropean Commission and a subset
 Germany and other member states, which he sees
+ being driven by a liberalizing zeal and which insist
- reforms as a quid pro quo for providing financial
“pport.

Implicit in the debate between these authors is the
sze-old question of whether the EU answers to its
—-mber states. It does for Moravcsik, who thus sees
~-ncerns over the EU’s legitimacy as overblown, but
“oes not for Scharpf (2011) and Majone (2014), who
s cry foul over how the euro crisis has been han-
-4 Bickerton et al. (20153, 2015b) offer a different
ke on this issue and argue that member states were
= the driving seat of the Buropean integration process
while questioning the legitimacy of the choices they
—2de. This new intergovernmentalist approach sees
1= EU’s response to the euro crisis as symptomatic of
~arional governments commitment to cooperative so-
"sions but reluctance to delegate new powers to old
supranational institutions along traditional lines. This
<xplains the dominance of the Eurogroup and Euro-
~can Council in dealing with the crisis and member
wates’ preference for empowering de novo institutions
<ach as the ESM rather than the Commission. Yet
~ztional governments themselves cannot be sure of
sepresenting societal interests when acting at the EU
\vel as their ability and willingness to accommodate
2nd represent these interests has become increasingly
-ontested. The result is a dangerous discord between
<lite and popular preferences which has taken hold in
“he EU since the early 1990s, but which has intensified
as a result of the euro crisis.

The euro crisis has not only shaped the general di-
-ection of European integration (see Box 26.4). It can

I euro crisis means for the EU's perceived problems of
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be also seen as a specific test case as to whether and
to what extent closer euro area integration is compat-
ible with the EU’s original pledge to operate a broad
socio-economic governance agenda for all its member
states. The euro crisis was a test for the integration
of economic governance with the EU’s social and em-
ployment policy coordination portfolios in the sense
that the latter dimension was almost absent from crisis
management. Attempts by the European Council to
reinstate this link through new initiatives in 2012 and
2013 speak to this point but came very late in the crisis
management cycle. There is little doubt that the euro
crisis has strained relations between the euro area and
non-euro member states. This became plain as the Bu-
ropean Council started to meet in the configuration
of the Euro Summit, but it was also revealed by fun-
damental opposition from UK Prime Minister David
Cameron, who not only rejected more comprehensive
treaty change but also openly questioned whether the
UK can remain part of a more closely integrated EU
in which politics revolve around a closely integrated
euro area. Moreover, member states which are eager
to join the euro area in the future, or are in favour of
closer EU-wide socio-economic policy coordination,
have criticized crisis management procedures for ex-
cluding them from far-reaching decisions on institu-
tional reform. The appointment of Donald Tusk, a
former Prime Minister from a non-euro area country,
as president of both the European Council and the
Euro Summit, can be seen as an attempt to mitigate
these tensions. Moreover, euro area member states
have not used the Euro Summit meeting format as
frequently as at the height of the sovereign debt crisis.

KEY POINTS

1 + EU scholars are engaged in a debate on what the |

legitimacy. ‘

Opinion is divided over whether the EUS response to ‘

| the euro crisis reflects the collective will of the member |

states and what this means for the Union's legitimacy. ‘

National governments cannot be sure of representing ‘

| <ocietal interests when acting at the EU-level. The crisis
" raises fundamental questions about the relationship |

between the euro area and other EU member states. ‘
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The euro crisis had a profound and lasting impact on European
integration. This impact has reached well beyond questions of
immediate crisis management such as emergency financial
assistance and institutional adjustment. Most importantly, it
showed how closely the fate of the Union has become
intertwined with that of the single currency and how the fate of
the euro rests on the ability of national governments to achieve
consensus on difficult and unpopular choices under
considerable time pressure. An indicator for this is how citizens
think about EU integration. In 2007, before the global financial
crisis was fully felt in the EU, the Eurobarcmeter recorded that
42% of the citizens of the newly enlarged Union felt very or
fairly attached to the EU. During the crisis this support dropped
markedly. By 2012 when several financial aid packages had been
adopted and the conditionality of the adjustment programmes
was felt in the euro area’s most affected member states, the
Eurobarometer recorded a post-enlargement record low of
45% of citizens who felt attached to the EU. By 2017 levels of
positive attachment to the EU had again increased to 54%.
While support in countries like France, Germany, and Spain had
come back strongly and was partially even above the 2007
levels, it had stagnated at the 2012 low in ltaly where it
remained well under 50% and had even further deteriorated in
Greece, compared with 2012,

Another issue intertwined with the euro crisis is Brexit. Even
though it would be wrong to identify the euro crisis as the
cause of long-standing and deep-rooted euro scepticism
among large parts of the British political elite, the euro crisis
undoubtedly provided ammunition to the anti-EU rhetoric of
the Leave campaign. At the level of EU politics the euro crisis
hindered efforts by British Prime Minister David Cameron to
renesgotiate the terms of the UK's EU membership ahead of a
referendum which he had planned to win on the basis of 2
new settlement with Brussels. Cameron failed to win over
other EU leaders. Rather, the latter had aligned over the
question of euro area reforms, agreeing that this was their top
priority. This led to the adoption by most member states of
the Fiscal Compact (see Box 26.3) against the explicit desire
of the UK. Cameron’s attempted veto of this agreement lost
him credit with other leaders. As the UK's former European
Council Sherpa and Permanent Representative in Brussels Ivan
Rogers recalled in a lecture at Oxford in November 2017,
other EU leaders did not even notify Downing Street about
their intention to press ahead with an intergovernmental
treaty outside the EU treaty framework (see hittps//www,
politico.eu/article/ivan-rogers-david-cameron-speech-
transcript-brexit-referendum/ (accessed 14 December
2017)). Political differences of this magnitude would have
been highly unlikely within the consensus-based European

BOX 26.4 THE EURO CRISIS AND THE FUTURE OF THE EU

Council environment prior to the eurc crisis. Whatever
influence the euro crisis had on the outcome of the UKs =
referendum, it undoubtedly revealed British elites’ frustrz: :
with the way in which the EU's future had become fused
that of EMU.

The eurc’s status as a bellwether for the Union can also be 2=
in domestic developments in some of the euro area’s mos:
important member states. In France, Marine Le Pen saw h=
electoral prospects increase in advance of the 2017 presicz=
election as the euro crisis deepened and she campaigned -
‘orderly’ exit from the single currency. In Germany, it is no
coincidence that Alternative fir Deutschland, with its nev.
brand of German euroscepticism, was founded at the heiz~
the euro crisis in 2012. Next to its anti-migration policy stz" -
opposition to the ESM has been a crucial element in its
campaigns. In Italy, the 2018 general election saw two part =:
that had been highly critical of euro area membership wir
power. The Five Star Movement and the League softenec <~ -
rhetoric on the euro but they insisted that ltaly be given lz=
under the EU's fiscal rules to increase government expenc -
and cut taxes. The country’s poor growth performance a7z -
against further austerity but its high debt levels triggered
financial market concerns about further borrowing.
Negotiations with the EU continued at the time of writinz :
mounting fears that Italy might trigger a new phase of the =
crisis. Negotiations of this sort are not unknown in [talian
politics, with former Prime Minister Matteo Renzi putting
pressure on the Eurogroup in 2016 and 2017 to soften
enforcement of the Stability and Growth Pact while the == -
government implemented economic reforms. Meanwhilz
wealthier member states, led by Germany, refuse tome. = -
full implementation of Banking Union, and most notably 1~ =
launch of a European deposit insurance scheme (see Box _-
and the enlargement of the ESM as long as problems in t-2
banking sector persist in some countries. The stand-off r= =
fundamental legitimacy dilernma which has emerged intr=
aftermath of the euro crisis. Politicians in mainly northers
European member states are eager to reassure their
constituencies that additional financial resources for resc.z
mechanisms, which are designed to address future crises, = =
not transferred to financially weaker member states. Yet.
politicizns within the latter group of countries are at pains °-
explain that euro area fiscal policy rules are a constraint ¢~
domestic democracy.

The euro area’s inability to put a definite end to the euro =
experience was laid bare in 2017 when elections inthe e =
area’s biggest economies—France and Germany—led to =
period of prolonged disengagement with euro area refor=

(contin.=
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BOX 26.4 THE EURO CRISIS AND THE FUTURE OF THE EU  (continued)

“—nce became the scene of a dramatic electoral campaign in
Hich Marine Le Pen campaigned for leaving the euro and
~2lding a referendum on EU membership. She was defeated
~~ly in the second round of the presidential elections, as well as
- the subsequent parliamentary elections to the National
~ssembly, by Emmanuel Macron and his new political movement,
=+ Marche. Macron had campaigned on an explicitly EU-friendly
- -ket. He took office when Germany went into election mode
-~d wasted no time in mapping out his ideas for EU reform
.rile outlining a markedly euro area-centric vision of the EU's
“ture. Yet, instead of setting the scene for a new German
zovernment, as Macron had hoped, Germany’s leading politicians
5+ the first time in the Federal Republic’s history failed to form a
-oalition government in the immediate aftermath of elections,
Jhich saw Angela Merkel's CDU/CSU party and Martin Schulzs
22D haemorrhaging votes to Alternative fir Deutschland.

Whereas Macron, on a European round-trip advocating his EU
reform proposals, did not visit Hungary and Poland, which had
witnessed a pronounced downward revision of core rule of law
and democracy standards, he received a more positive response
from the only euro area member among the so-called Visegrad
countries, Slovakia. In reaction to Macron's proposals to make
the euro area the core of a multi-speed EU, Slovak Prime
Minister Robert Fico asserted his ambition to be part of this
core and referred to his country as a ‘pro-EU island in this
region’ (Euractiv, 24 October 2017). While the euro area stil
struggles to heal its divisions in the aftermath of the euro crisis,
and engages in further institutional reforms, which are aimed at
enhancing solidarity and burden-sharing, the EU's further
institutional development is increasingly seen to be dependent
on whether the EU might be able to leave some of its more
reluctant members behind.

Conclusion

- 2008, the euro area celebrated the tenth anniversary
-< EU member states’ decision to press ahead with the
“~ird and final stage of EMU. These celebrations were
sw key but infused with a sense of relief that EMU’s
“-st decade was not the disaster that some of its critics
~ad predicted. Fireworks of a different sort were to
-ome, however, when the global financial crisis that
~2d begun the previous year led to a sovereign debt
—isis that came close to tearing the single currency
-sunder. This scenario would have been a major ca-
-astrophe for the EU and, indeed, the world economy.
The fact that it was avoided was due to good fortune
:nd a set of policy responses that did just enough be-
“re it was too late to regain the confidence of finan-
-ial markets. The euro area members at the epicentre
-f this crisis—Cyprus, Greece, Ireland, Portugal, and
Spain—received emergency financial support from
“he EU and IMF, but paid a devastating price in view of
“he austerity measures that they had to endure. This
-ombination of financial support and fiscal austerity
:llowed these member states to weather the storm—
zlthough some would argue that there were better
slaces to take shelter—but in the end it was the ECB’s
-ommitment to do whatever it takes to preserve the
single currency that prevented the sovereign debt cri-
sis from spreading further in 2012. This commitment
was a balm rather than a cure and serious concerns

remained over the economic outlook for the euro area
several years later.

Opinion is divided on whether a lack of Euro-
pean integration is to blame for the euro crisis and
whether deeper integration is likely to be its legacy.
The answer to these questions depends, of course, on
how integration is defined. Scholars have tradition-
ally equated integration with supranationalization,
with some suggesting that a centralization of powers
would have helped to mitigate the euro crisis and oth-
ers seeing centralization to come. This chapter has
challenged these views. A more centralized approach
to fiscal policy and financial supervision would not
have inoculated the euro area against the global fi-
nancial crisis, it was argued, and may even have made
matters worse. The ECB’s belated decision to commit
to unlimited bond purchases, moreover, relied on the
belated use of an existing policy competence rather
than the acquisition of a new one. Turning from
cause to consequence, this chapter sees the EU as
tending not towards a supranational system of policy-
making following the euro crisis, but as reinforcing
the new intergovernmentalism which prevails within
the field of EMU economic governance. This trend
can be seen most clearly in member states’ reluctance
to empower the Commission in the light of the crisis,
in their preferences for deliberation through bodies
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such as the Eurogroup and European Council and  sectorona safer path and stimulating the econom =
delegation to de novo bodies such as the ESM, andin the aftermath of the crisis’ most dramatic mom=="
the worrying disconnect between politicians and the still represent a major risk that the euro crisis ==
people as European integration intensifies in unfamil-  return. Moreover, the finalization of Banking Uz
iar ways. The political controversy surrounding the has stalled as Germany and other wealthier euro ==
conditions of financial assistance to Greece in 2015 member states insist that they will only comm== =
provided a dramatic illustration of this disconnect be- new financial instruments and rescue mechams
tween elites and citizens. Difficulties on the part of ~after ongoing local problems have been resc
Italian political elites in putting the country’s financial ~domestically.

o QUESTIONS i

What are the key characteristics of the EU's response to the euro crisis?

2. Whyand how are the heads of state and government seeking closer control over EU economic governance = =
of the euro crisis?

3. Didthe Commission acquire new powers as a result of the euro crisis?

4. Can closer integration be achieved through intergovernmental policy coordination within theeuroareazc = =

how does it happen?

To what extent does the EU develop through crises?

Why did the euro crisis affect euro area member states differently?

How has the eura crisis affected the relationship between euro area members and other EU member stzi=s

[ T

In what way does the Fiscal Compact change EU economic governance? Why was it concluded outside == =

Treaty!
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