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“[I]n the not unthinkable case that Europe will enter a new recession the coming years, 
the rigid ‘Dublin-rules’ will bring Europe in a downward spiral of budget cuts and 
increasing unemployment.” - 70 economists, Volkskrant (1997) 

 
 
What I want to do in this presentation is: focus on the real world, the causes of the eurocrisis, 
and the reasons for growing euroscepticism, with a focus on the problems of Southern Europe, 
Germany and the Brexit. 
 
I will: 

1. First argue that the increase in Euroscepticism was a somewhat predictable result of the 
European Single Market. Why? Because free trade itself has a tendency to cause 
socio-economic polarizations, widening income gaps both between countries and within 
countries, and Europe had no real plan to deal with this. 

2. Secondly I will argue how the eurocrises of the south was partly a result of the growing 
divergence between countries, and that this divergence was exacerbated by the 
European Monetary Union, the introduction of the euro. 

 
 
 

http://tinyurl.com/mmwjt2y


1. Convergence or divergence? Winners & Losers from European 
integration. 
 
1.a. The north - south gap 
 
Let’s start with a quote from the Dutch economist Y S Brenner (1926-2010), from 1991 at a 
conference in Utrecht. He started by explaining the advantage of European integration. I quote 
(own translation): 
 

“I believe that the benefit of the unification of Europe is: a common market that is big 
enough to realize what we call Economies of scale, to produce cheap, to invest back and 
provide sufficient employment. Because at the national level, the market does not 
provide enough opportunities to hold a strong position” (in the international market) 
 

But he also warned for certain problems to be overcome, when following the path of unification. 
I quote: 
 

“First of all, the productivity levels differ from country to country (how many people can 
produce what amount of production in a certain number of hours). Germany, The 
Netherlands, Denmark, Sweden and Northern Italy have a high industrial productivity 
level. The Netherlands and Denmark also know great productivity in agriculture. In 
France, agriculture is different and in Southern Italy it is still worse. Spain is 
industrializing slowly. So there are big differences. That means that as the borders are 
simply removed, the weaker industrialized countries will simply be competed out. There 
will then be a concentration in certain regions of highly developed industrialization. In 
other regions industrial development will, however, hardly come to fruition, with, as a 
result, high unemployment.” 
 

1991. 
 
Of course, this serious obstacle, already noticed in ‘91, should have been central in the current 
debates on the eurocrisis. It seems quite fundamental to the problem: if they are simply weaker 
in terms of productivity, we can keep complaining about tax avoidance by small Greek 
businessowners, or corruption within their governments, or stigmatize the Greeks as lazy, but 
we are not getting to the core of the problem which is this: 
 
When you introduce free trade between stronger and weaker economies, in terms of 
productivity, the weaker economies will run the risk of being competed out of the market. 
 
So is this true? Do we find any support in the current data for this assertion of Brenner? 
 

https://dspace.library.uu.nl/bitstream/handle/1874/23817/index.html?sequence=9


Look at which economies have suffered the worst recessions and unemployment levels, 
especially after the crisis of 2008. It’s a graph from the OECD. Greece, Ireland, Spain, Latvia, 
Italy, Slovenia, Portugal. They have lost the biggest percentage of income from 2007 to 2014. 
 

 
Of course, keeping the prophetic words of Brenner in our mind, it should come as no surprise 
that those countries which suffered the largest recessions are also lower on the rank of labour 
productivity. This is shown in the following graph, from a Dutch economist at the UvA, Geert 
Reuten. Both in 1999 and in 2011, notice the huge gaps in labour productivity, measured as 
GDP per hour worked. Belgium outcompetes Portugal by a factor of three! Now who would you 
expect to win and who would lose from market integration? The recessions in the weaker 
economies should not surprise us too much. 

 
 

https://economielinks.wordpress.com/2012/10/30/groeiende-noord-zuid-ongelijkheid-sinds-euro/
https://economielinks.wordpress.com/2012/10/30/groeiende-noord-zuid-ongelijkheid-sinds-euro/
http://www.oecd.org/els/soc/cope-divide-europe-2017-background-report.pdf


And just to show that this divergence between stronger and weaker countries was going on long 
before the eurocrisis, and even before the introduction of the euro, look at the following graph. 
It’s a long term view from 1960 to 2010 from two Greek economists, Zarotiadis and Gkagka 
(2010). They show their calculation of convergence/divergence trends within Europe. And it’s 
very clear: between 1960 and 1980 a convergence: The difference between poorer and richer 
countries was declining, showed by a smaller coefficient of variation of GDP per capita levels. 
But from 1980 the gap began increasing again. 

σ/μ of GDP per capita.  
First convergence (falling level), then divergence (rising level) 

in EU-15. in €-area 

  

Of course, the 80s also signal a global turning point, not only in the EU: it’s the era of 
neoliberalism and free trade and the collapse of protectionism. And in the EU of course the 
process of market integration accelerated with the Single European Act in ‘86, the Maastricht 
Treaty in ‘92, etcetera. 
 
Again, this picture should not surprise us, after reading the warnings from Brenner and looking 
at the different levels of productivity. 
 
Some say: but free trade will benefit everyone. Listen to David Ricardo. I will come back to 
Ricardo in more detail later, but for now: 
 
David Ricardo, it’s a model based on very basic assumptions which do not always apply to the 
real world. Assumptions like: Perfect factor mobility within countries, no factor mobility between 
countries. That’s very different from the real world. 
 
And many economists recognize this, and look at the results of trade with different assumptions, 
and come to different results as David Ricardo. 
 

http://www.ecineq.org/milano/wp/ecineq2010-164.pdf
http://www.ecineq.org/milano/wp/ecineq2010-164.pdf


So I think if we want to understand the real impact of free trade, we might better look at the 
historical data of which there is a large abundance, and investigate whether free trade has really 
helped all countries develop and industrialize. The Korean economist Ha-Joon Chang did 
exactly this. He investigated the history of industrial development of the now richest countries in 
the world, and came to the following conclusion. I quote: 
 

“The fact is that rich countries did not develop on the basis of the policies and institutions 
they now recommend to developing countries. Virtually all of them used tariff protection 
and subsidies to develop their industries.” 

 
In his book titled Kicking Away the Ladder he shows how virtually all of the richest countries - 
including Germany, the UK, and even the US -  had high tariffs on import goods and heavily 
subsidized their industries during their early stages of development. He also shows that growth 
rates for countries were on average higher during periods of protectionism than during periods 
of laissez-faire free trade. 
 
So also based on this historical research, it’s no surprise that free trade has not miraculously 
lead to a convergence between northern and southern Europe, but rather a divergence. 
 
And what is Europe doing about this? Nothing. Well, there are some subsidies here and there to 
help poorer countries, but the EU has a very small budget: only 1% of total GDP. So what can 
you do with that? It’s not really going to have a big impact. 
 
 
 
1.b. Trade, income distribution within countries and euroscepticism 
 
What’s more, it is completely uncontroversial within economics, that free trade may not only 
produce winners and losers between countries, but also within countries. And as I will argue, 
this may help us understand why the lower educated are more eurosceptic. 
 
This goes back to David Ricardo. Even in his simple example, you can imagine that if the 
clothing industry in England goes bankrupt, not all of the unemployed cloth producers can easily 
switch to wine production. So, at least in the short term, they are losing as a result of free trade. 
And the same applies to the unemployed wine producers in Portugal. So, free trade produces 
winners and losers within countries. 

https://www.theguardian.com/business/2002/jun/24/globalisation


 
 
Of course, since Ricardo many economists expanded upon his theory. One theory from the 
1930’s by economists Heckscher & Ohlin stated that countries will specialize in the production 
of goods for which they have abundant factors of production. Countries with a lot of capital will 
specialize in capitalintensive goods, countries with a lot of labour will specialize in 
labourintensive goods.  
 
Later theories differentiated in types of workers and stated that countries with an abundance of 
skilled workers will specialize in skillintensive goods and countries with an abundance of 
unskilled workers, will specialize in the production of unskilled intensive goods. With different 
types of winners and losers in each country. It’s called the Stolper-Samuelson theorem and it’s 
summarized in the following image. 
 

The Stolper Samuelson Theorem 

 
 
Now do we see something like this in the real world? 
 
In my blog post I commented in detail on the UK. Of course, based on the theory, we would 



expect the unskilled to lose because of free trade in the UK, because the UK has an abundance 
of skilled workers compared to other countries. 
 
But I also writed that the research is not conclusive, some economists support and other 
economists reject the theorem. It’s difficult to prove empirically. But we do clearly see a rising 
gap between skilled and unskilled workers and a decline in employment for unskilled work and 
rise in employment for skilled work.  
 
A graph from Heskel & Slaughter (1999). Looking at UK manufacturing wages, this gap between 
the skilled and unskilled was declining in the fifties, sixties and seventies, but suddenly started 
growing in 1979, a few years after the UK joined the EU. And Thatcher of course also played 
her part in increasing inequality. 
 

 
Own graph, based on data from Heskel & Slaughter (1999, p.16). 
 
And other research showed that the wage gap between graduates and non graduates kept 
increasing in the nineties, untill at some point the graduates were earning on average around 
1.6 times the income of non-graduates, and within the population of graduates the income 
inequality also increased. 
 
What’s more, we are witnessing this trend across Europe. I believe this is not very surprising 
either, not only because of technological development, but also because of the trade effects and 
the fact that the European Union as an economic region has a higher level of highskilled 
workers compared to the rest of the world. 
 

https://www.nottingham.ac.uk/gep/documents/papers/1999/99-02.pdf
https://www.nottingham.ac.uk/gep/documents/papers/1999/99-02.pdf


So the following picture, from the OECD, should come as no large surprise. It shows that in the 
whole European Union, employment in the high skilled jobs has increased, but what they call 
“medium-routine” jobs (for which less skills are needed) decreased, between 2002 and 2014. It 
also shows that this kind of polarization on the job market is bigger in Europe than in for 
instance Japan and the US.  
 
Of the developed world, the EU seems to be suffering from the largest kind of polarization 
between occupations. 

 
 
And to finish this part on inequality within countries: there are many more reasons for rising 
inequality between rich and poor. And some are also related to free trade. For instance: Capital 
mobility in the EU. As governments compete with each other to attract investments, states lower 
corporate taxes and shift the tax burden from capital to labour. Then capital wins and labour 
loses. Even the IMF acknowledges this . This is a global trend. But in the EU, also partly a result 1

of the European Single Market. 
 
Now, for euroscepticism. 
 
Euroscepticism has been ascribed to irrational, xenophobic, racist, or nationalist sentiments. I 
would not deny that. Cultural motives are very important factors. Let’s not only look at 

1 The labour incom’es share in GDP is declining everywhere, the IMF noted in a report (here summarized 
by NRC). In the report itself, the IMF noted the problem of capital mobility, on page 35: “As increased 
capital mobility across borders has fueled international tax competition, governments have found it more 
challenging to finance their budgets without imposing higher taxes on labor income or implementing 
regressive consumption taxes.” 
 

http://www.imf.org/en/Publications/WEO/Issues/2017/04/04/world-economic-outlook-april-2017
http://www.oecd.org/els/soc/cope-divide-europe-2017-background-report.pdf
https://www.nrc.nl/nieuws/2017/04/12/imf-werknemer-verliest-het-wereldwijd-van-het-kapitaal-8101195-a1554207


economics. But we should not completely separate the euroscepticism from these economic 
developments. 
 
Because, if we look at the Brexit results: what do we see? A poll showed that a large majority of 
the higher educated voted to Remain, and a large majority of the lower educated voted to 
Leave. Of those with a higher university degree 64% voted to remain. Of those with no formal 
education 82% voted to leave. 

 
Own graph, based on Lord Ashcroft poll 

 
That’s not completely irrational. Because economic growth in the UK has not been equally 
distributed. Many lower educated have not enjoyed the same level of growth as the higher 
educated in their incomes, and for sure, many have seen their jobs and incomes disappear. All 
when the UK was a member of the EU. 
 
And we see this in all of Europe: higher euroscepticism among the lower educated. 

 
From: Hakhverdian e.a. (2013) 

http://lordashcroftpolls.com/wp-content/uploads/2016/06/How-the-UK-voted-Full-tables-1.pdf
http://gini-research.org/system/uploads/590/original/92.pdf?1385131386


 
What’s more. 60% of the elderly (above 65) voted for Brexit. Why the elderly? Just an 
hypothesis, from myself: the elderly may remember the time when income inequality was 
declining in the UK. The fifties, sixties. And then they see income inequality increasing, but also, 
budget cuts in social services, health care etcetera . All after the UK becomes a member of the 2

EU.  
 
And what’s the UK of today? The Independent reported that between some rich and poor 
neighborhoods in London life expectancy differs 25 years. 
 
I don’t say it’s all the EU’s fault of course. But is it so irrational to have a, somewhat, less 
favourable view of the EU if you have this memory of a time when lowskilled workers had jobs, 
inequality was declining, and you see eveything moving in a different direction after EU 
membership? So the elderly voted to leave. Not so surprising. Not totally irrational. 
 
What I find most surprising in fact is not the increase in euroscepticism, but the lack of 
euroscepticism, specifically in the weaker countries like Spain, Greece, etcetera. Even in 
Greece, the largest victim of the EU crisis, the majority of the population wishes to remain inside 
the euro. That’s the real surprise. 
 
 
2. North-south divergence + EMU -> eurocrisis of the south 
 
Let’s start again with a quote, from an article signed by 70 Dutch economists in 1997, in the 
Volkskrant (dutch/english), and later signed by 331 economists from Europe. I quote: 
 

“This EMU is not a starting point for a modern European welfare state; instead it 
institutionalises the dismantling of the public sector in the member states and reduces 

2 Note that, as economist Mark Weisbrot wrote, the UK also has to comply with the rules of the Stability & 
Growth Pact restricting their fiscal policy. “The UK, of course is not part of the eurozone but the whole EU 
project has been deeply influenced by the eurozone and the neoliberal ideology that is baked into it. The 
misnamed European Stability and Growth Pact, for example, applies to the whole EU, not just the 
eurozone”.  
 
Also relevant here: a remark from Weisbrot’s college at CEPR, Dean Baker: “While racism and 
xenophobia were undoubtedly important factors in the recent Brexit vote, the supporters of Brexit made 
explicit economic arguments to advance their case. They promised in a national ad campaign that the 
money saved on the United Kingdom’s contribution to the European Union could be used to shore up the 
national health system (NHS) if the UK left the EU. While this was not true, the net direct savings were 
trivial and in any case the UK is not facing a hard budget constraint in its national spending (in other 
words, cutting back funding for the NHS was a political choice, not an economic necessity) , it seems 
likely that many people believed it. It is also the case that the quality of health care in the UK has been 
affected by recent budget cuts. Given these facts, it is reasonable to believe that concern over the quality 
of the health care system was a major factor for many supporters of Brexit, who tended to be older, and 
therefore more in need of health care, and lower income. “ 

http://cepr.net/images/stories/reports/Remarks-World-Bank-Dean-Baker-2017-03-27.pdf
http://www.independent.co.uk/voices/comment/a-25-year-gap-between-the-life-expectancy-of-rich-and-poor-londoners-is-a-further-indictment-of-our-9061888.html
http://cepr.net/publications/op-eds-columns/should-i-stay-or-should-i-go-brexit-extortion-and-the-path-to-reform
http://www.volkskrant.nl/buitenland/met-deze-emu-kiest-europa-verkeerde-weg~a486508/
http://www.hartford-hwp.com/archives/60/068.html


the maneuvering room for active social and fiscal policy. [...] the countries that are about 
to join in a common currency are giving up important instruments of macro-economic 
policy. [...] And in the not unthinkable case that Europe will have a recession in the 
coming years, the rigid 'Dublin demands' bring Europe into a downward spiral of budget 
cuts and rising unemployment.” 

 
There you have it. 331 economists from Europe, in 1997, rejecting this monetary union, citing 
economic literature, citing the biggest economists, Krugman, Summers, citing journals, and 
warning how the euro would lead to a downward spiral of cuts and rising unemployment. They 
were absolutely right, of course. We’ve seen the results after 2008. But policy makers 
completely rejected this and continued with the monetary union anyway. And why, i’ll come back 
to that. 
 
But what’s the problem with the EMU? 
 
Perhaps this is part of the problem 
(see graph). Remember that we 
were already witnessing a growing 
divergence between richer and 
poorer member states before the 
euro. Now the euro, seems to have 
increased the gap between the north 
and south even more. I believe the 
Greek ex-finance minister Yanis 
Varoufakis once said something like: 
“There’s nothing which has divided 
Europe more than the euro”. So, 
there is some truth to that.  
 
Historically large trade imbalances, growing since the start of the EMU. Germany (but also the 
Netherlands) enjoying large export surpluses, exporting more than importing, and Southern 
Europe suffering from huge trade deficits, importing more than exporting. 
 
It’s from a paper by German economists Heiner Flassbeck and Friederike Spiecker (2011). It 
shows how the imbalances within the EU started long before 2008 (so we can’t really blame this 
crisis on spillover effects from the US). There’s something fundamentally wrong, internally, 
within the EMU which leads to these results. 
 
And it’s very problematic of course, because trade imbalances lead to debt crises. A country 
has to borrow and keep borrowing from other countries to finance these deficits and will 
eventually collapse under the burdens of debt. 
 
 

https://www.ceps.eu/system/files/article/2011/07/Forum.pdf


 
So that’s what we’ve seen. Look 
at this graph, from economist 
Geert Reuten, which shows net 
lending and borrowing amounts 
as percentages of GDP. You 
see that the “profiteers” from the 
north have become net lenders 
and those who “missed out” had 
to borrow, especially since the 
introduction of the euro. And of 
course this was an explosive 
situation. 
 
But why? How can this be a result of the EMU? 
 
Let’s go back to David Ricardo. 
 
You may have learned the theory of David Ricardo, which shows, very eloquently, that all 
countries will benefit from free trade. Even when a country is less efficient in all traded goods. 
 
Let’s assume there are two countries, England & Portugal, and both produce wine and cloth, 
and England is more efficient in both wine and cloth production. It has an absolute advantage in 
both wine and cloth. 
 
So when you remove the trade barriers, all consumers from both countries will buy their wine 
and cloth from British industries and Portuguese industries go bankrupt. 

 
 
Not so fast, said Ricardo: this might be the initial result in the beginning, but eventually, the flow 
of gold out of Portugal and into England will lower prices in Portugal and increase prices in 



England, untill at some point one of the Portuguese goods will become competitive, (the good in 
which Portugal has a comparative advantage, in this case, wine). Then there will be trade in 
both directions, from which both countries will benefit . 3

 

 
 
And any trade deficit of any country will automatically disappear because of these movements in 
gold and prices. 
 
The point is: everything depends on the right movement in prices.  
 
Without these movements, Portugal will keep importing from England indefinitely and never 
become competitive in either good and will keep suffering persistent trade deficits. 
 
The problem with reality is that in reality prices are not so flexible. This was also an important 
point made by Keynes (“sticky prices”). Because to decrease prices in Portugal producers have 
to decrease wages . But workers will rebel against this. Keynesian economists in the 4

government would rebel against this, because it may cause a recession. Or there are minimum 
wages as an obstacle, making it legally impossible to decrease wages and prices. Then the 
Portugues wine industry won’t become competitive. 
 
And perhaps prices in England won’t rise. Perhaps because England is producing below it’s 
potential output and it has a lot of unemployed workers and unused capital. It may increase 

3 For a complete discussion of Ricardo’s trade theory (and marxist critique), see Anwar Shaikh’s  chapter 
titled “The Laws of International Exchange” in Growth, Profits and Property, Edward J. Nell (ed.), 
Cambridge University Press, Cambridge.(from Shaikh’s personal website). 
4 Note that “the most important determinant of inflation is unit labour cost growth” as Flassbeck & 
Spiecker show in Figure 2 on page 181. “Wages and unit labour costs reliably determine prices.” 

http://www.anwarshaikhecon.org/sortable/images/docs/publications/international_trade/1980/3-interexch.pdf
http://www.anwarshaikhecon.org/sortable/images/docs/publications/international_trade/1980/3-interexch.pdf
https://www.ceps.eu/system/files/article/2011/07/Forum.pdf
https://www.ceps.eu/system/files/article/2011/07/Forum.pdf


supply without increasing prices, as economist Anwar Shaikh has argued . What’s more, 5

perhaps England is actively combating inflation through increasing interest rates, or labour 
agreements with trade unions, agreeing on wage moderation to keep prices low. 
 
So, economists have noticed a very useful alternative to price movements within countries: 
exchange rate fluctuations between countries with different currencies. They can have the same 
effect as these price movements . As England exports and Portugal imports, the English 6

currency will rise and the Portuguese currency will fall in value, making English imports more 
expensive for Portuguese consumers, and Portuguese exports cheaper for English consumers. 
 
Then there is no need for inflation in England, no need for huge wage cuts in Portugal, and no 
need of recession resulting from the wage cuts.  
 
What’s more, when a country is in a recession, governments may even actively intervene to 
lower the exchange rate and thereby boost exports.  
 
Of course, the introduction of the euro eliminated this exchange rate channel to correct trade 
imbalances. So then, what’s left? Then we’re back to prices: prices must move (and thus: 
wages). But that’s difficult, and may not happen, for reasons already mentioned. 
 
But no, it’s even worse. Prices and wages were moving in exactly the opposite direction. Why? 
 
Mainly, because of Germany. Germany is to blame by keeping their wages too low, according to 
Flassbeck & Spiecker. As they argue:  
 

“With Germany undercutting the other countries by an increasing margin, its exports 
flourished and its imports slowed. [...] The result of the accumulated gaps is an absolute 

5 See Anwar Shaikh. Another argument against Ricardo’s prediction that prices would move in the “right” 
direction: based on marxist theories of value the increasing and decreasing supplies of gold do not affect 
prices in the long run. The paper includes a technical paragraph on the marxist theory of values and 
prices. 
6 See the classic paper from Robert Mundell for some interesting views on currencies and trade: Mundell, 
Robert A. (1961). “The Theory of Optimum Currency Areas”. The American Economic Review, Vol. 51, 
No. 4 (Sep., 1961), pp. 657-665.  
 
Also see Flassbeck & Spiecker (2011), on page 184:  “The simplest way to deal with an overvaluation or 
overly high unit labour costs (in international currency) is the reduction of wages. If it is possible to reduce 
nominal wages exclusively in those parts of the economy that are exposed to international competition, 
many negative side effects can be avoided. A depreciation of the currency 
does exactly that. It reduces nominal wages expressed in international currency but not across the board 
in all sectors of the economy. In this way, real wages fall but imports become more expensive and tend to 
be replaced by domestically produced products while exports become cheaper for international clients 
and tend to prosper. But the possibility of depreciation is eliminated for a country that is a member of a 
currency union.” 
 

https://www.ceps.eu/system/files/article/2011/07/Forum.pdf
http://www.anwarshaikhecon.org/sortable/images/docs/publications/international_trade/1980/3-interexch.pdf


advantage in international trade for Germany and an absolute disadvantage for the other 
countries.”  7

 
How did Germany undercut the other countries? A familiar story to the Netherlands: Wage 
moderation (loonmatiging), labour market flexibility, etcetera, with which trade unions often 
agreed. Germany didn’t even have a minimum wage. 
 

  

 
And by the way, the UK might also be suffering from this seeing their huge trade deficit with 
Europe. 
 
Note that these trade surpluses of Germany are not allowed by European treaties. They’re in 
violation of the European Sixpack agreement of 2011 which not only restrict deficits but also 
surpluses. As one English journalist wrote (Ambrose Evans Pritchard, The Telegraph, 2015): 
 

“If EU law were properly enforced, Germany would face fines for endangering eurozone 
stability and breaching the Macroeconomic Imbalance Procedure for the fifth year in a 
row” 
 

Now Germany could solve this, by letting wages rise much more than they do now, as 
Flassbeck & Spiecker argue. But Germany doesn’t care. Because it’s Germany. Who is going to 
stand up to Germany? 

7 According to Flassbeck & Spiecker: “For a monetary union to function properly, nominal wages at the 
national level have to rise in line with national productivity in all member countries plus the commonly 
agreed inflation target.” My question to them would be: that might work assuming that wages and prices 
are “right” at the starting point and there’s trade between countries based on their comparative 
advantages. But if a surplus country and deficit country start from a trade imbalance and then follow this 
rule, would this imbalance not continue? But this question does not undermine their argument that wages 
and prices are moving in the wrong direction: the fact that wages and prices in Southern Europe were 
rising much more than in Germany, while it should have been the other way around to correct trade 
imbalances. 

https://www.theguardian.com/business/2016/may/10/uk-trade-deficit-hits-new-record-of-24bn-pounds-eu-referendum-brexit
http://www.telegraph.co.uk/finance/comment/ambroseevans_pritchard/11584031/Germanys-record-trade-surplus-is-a-bigger-threat-to-euro-than-Greece.html


 
So then what are the options for Southern Europe inside the eurozone? Not much! 
 
This was the point of the 70 economists mentioned earlier: “the countries that are about to join 
in a common currency are giving up important instruments of macro-economic policy.”  
 

● Firstly, they can’t use the exchange rate channel to boost exports. 
● Secondly, they can’t stimulate the economy through monetary policies, because the 

interest rate is set by the ECB in Frankfurt 
● Thirdly, they have in fact given up democratic, sovereign control over their fiscal policy. 

The Stability & Growth Pact, prevents them from using a countercyclical policy, perhaps 
invest in industries and boost their productivity. The rigid 3% and 60% rules make any 
Keynesian, countercyclical policy impossible. And by the way, as the 70 economists 
argued, there’s absolutely no economic scientific basis for these limits . And then the 8

Troika comes in and says privatize this, privatize that and reduce all government 
expenses. 

 
So the only solution was what they call “internal devaluation”: reduce wages dramatically, which 
have of course reduced imports and increased exports somewhat. But it has also reduced 
internal demand and transformed recessions into depressions, especially in Greece. So the 
negative side-effects are enormous. Look at the data on poverty, health, suicides, emigration, 
from Greece, Spain, Ireland. It’s a sad picture. 
 
And is the EU really interested in solving the situation? Is it really interested in helping the 
uncompetitive countries become competitive? Or is it controlled by industrial interests from the 
powerful north, who are enjoying export surpluses, who are happy with low wages, and have no 
real interest in changing the situation. Perhaps this sounds like a conspiracy, 
 
But there’s an interesting anekdote from economist Joseph Stiglitz which is quite telling [click to 
watch lecture from 35:40 for about one minute] .  9

8  Nor is there for the 2% inflation target, as the 70 economists note. From the English version: “According 
to these doctrines, reduction of budget deficits leads to lower inflation, and lower inflation automatically 
leads to more growth and employment. Recent economic research by renowned economists such as 
Akerlof, Dickens and Perry (1996), Barro (1995), Bruno (1995), Sarel (1996) and Stanners (1995) shows 
that this assertion cannot be verified empirically.”  
 
I know of one other relevant paper which states that “the empirical evidence remains unconvincing”: 
Temple, J. (2000), Inflation and Growth: Stories Short and Tall. Journal of Economic Surveys, 14: 
395–426 (link). 
9 Also related to this: a paper I had to read during my economics studies. The authors investigated 
whether EU decision making was determined by the “needs” of countries or the “power” of selfish member 
states. The authors concluded that “power” concluded that 60 to 90 percent of budget expenditures can 
be attributed to “selfish power politics” instead of “benevolent EU budget policies”. It’s a very technical 
paper (and I don’t remember the details), but an interesting one with an important conclusion: Heikki 

https://youtu.be/ECoW1nnTrjo?t=35m42s
http://onlinelibrary.wiley.com/doi/10.1111/1467-6419.00116/abstract
http://www.hartford-hwp.com/archives/60/068.html


 
So what’s happening to Greece? In fact they are becoming a third world country. They’re in fact 
exporting more and more primary goods and less manufactured goods, the data shows (from 
34% of total exports in 2003 to 54% in 2015) . 10

 
We assume in economics the homo economicus, people act in their selfinterest, then when we 
think of governments, we often believe they don’t. And people, I noticed, in conversations, find it 
difficult to believe that the eurozone and european policies were not designed in the interest of 
all European citizens, but mostly in the interests of certain economic sectors. 
 
To conclude 
So, if you’re English, and you’re part of this club but not totally, and you see this union 
disintegrating, you’re seeing certain countries losing their sovereignty from one moment to 
another, and you’re seeing economic problems lingering on and on. I’m not too surprised they 
thought: let’s get out of this club! 
 
And besides the xenophobic arguments against immigration, this was in fact also an argument 
among supporters of the Brexit. In the words of Vote Leave chief executive, Matthew Elliot:  
 

“The EU is not working. The eurozone is collapsing, millions of people are unemployed 
and Europe’s economies are massively underperforming. That means that European 
countries are buying less from us than ever before as we trade more with the rest of the 
world. If we Vote Leave we will be able to take back control of our trade and do deals 
with growing economies rather than being shackled to the failing economies of Europe.” 

 
What I am surprised about, and worried about, is that the socalled progressive parties like the 
socialdemocrats, and progressively minded people, have been so unwilling to criticize European 
institutions, treaties and policies. There are almost no progressive parties fundamentally 
criticizing the EU or proposing the fundamental changes needed to create a Europe which will 
benefit everyone. 
 
So where do people go to when they lose faith in Europe? Le Pen, Wilders, UKIP, Brexit. 
Nationalism again. You know, there are better alternatives lying around, for example from 
Krugman, Stiglitz, Flassbeck & Spiecker and others, which we could discuss. But we have to 
start discussing the real problems first, to understand what the better alternatives are. So that’s 
what I tried to do in my presentation and I’m curious about what you think. 
 

Kauppi, Mika Widgrén; What determines EU decision making? Needs, power or both?. Econ Policy 2004; 
19 (39): 222-266. (link). 
10 To repeat the words of Y.S.Brenner from 1991: “as the borders are simply removed, the weaker 
industrialized countries will simply be competed out. There will then be a concentration in certain regions 
of highly developed industrialization. In other regions industrial development will, however, hardly come to 
fruition, with, as a result, high unemployment.” 
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http://ec.europa.eu/eurostat/statistics-explained/index.php/File:Member_States%27_exports_of_goods_by_product_type,_2003,_2009_and_2015-T7.png
http://www.nber.org/chapters/c12759.pdf
https://www.nrc.nl/nieuws/2016/09/30/de-euro-is-het-probleem-van-europa-4537355-a1524366
https://www.theguardian.com/business/2016/may/10/uk-trade-deficit-hits-new-record-of-24bn-pounds-eu-referendum-brexit
https://www.ceps.eu/system/files/article/2011/07/Forum.pdf

