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Economic policy and financial crisis

Germany (Julian Plottka)
Europe’s paymaster is on a budget
Julian Plottka
While the Eurozone is facing the most severe crisis since the founding of the Economic and Monetary
Union (EMU), the economic situation in Germany seems to be recovering faster than expected. The
newest estimations of the expected Gross Domestic Product (GDP) growth vary between 1.9 percent
and 2.3 percent for 2010.1 Experts expect the number of employees on short time work to decrease
until the end of 2010 and the total unemployment to drop to the lowest level since 1991. Anyway, due
to the costs of the economic stimulus programmes and decreased tax revenues, the German
parliament, the Deutsche Bundestag, agreed to finance 80.2 billion Euros of the 2010 federal budget
by revenue obtained by the borrowing of funds. This is the largest revenue obtained by the borrowing
of funds in the history of the Federal Republic of Germany.2 To fight the steadily increasing national
debt, “limits of borrowing” were introduced into article 115 of the German basic law. According to this
article, the “revenue obtained by the borrowing of funds [may] not exceed 0.35 percent in relation to
the nominal gross domestic product.” To comply with article 115 of the basic law, which enters into
force on 1 January 2011, the federal government agreed on an austerity programme for the next four
years. Opposition parties and labour unions criticised the austerity programme as being too
burdensome for people with low and middle incomes, while wealthier people hardly contributed.3 The
German debate on European economic policy and the Euro crisis has to be judged against this
background.
Government coalition did not stand up against populist debate
In Germany the published opinion on the Greek financial package had a quite populist undertone.
Walter Wüllenweber wrote in the magazine Der Stern a letter of complaint to Greece. He blamed the
Greek people for spending German money. Furthermore, he underlined that the only reason to rescue
Greece is that in a Greek bankruptcy German banks would loose 30 billion Euros.4 Even some
politicians from the governing Christian Democrats (CDU) voiced populist ideas: the Member of
Parliament (MP) Josef Schlarmann proposed that Greece could sell its islands to pay its debts.5
Causing tensions between the German and Greek government, these blindfold ideas were not the
core problem. Neither the opposition parties nor the government clearly argued against this populism.
Renate Künast, leader of the Green faction in German parliament, asks, where was Ms Merkel? Why
did she not say: “Not this way!”6 One interpretation was that the government coalition was afraid to
lose the regional elections in North Rhine-Westphalia.7
But the votes in the German parliament, the Deutscher Bundestag, on the so called WährungsunionFinanzstabilitätsgesetz8 make obvious that none of the two large parties (CDU and Social Democrats
– SPD) took a clear stance on the financial help for Greece: 391 MPs voted for the law, 72 MPs were
against the law, while 139 abstained from the vote. From the government coalition of the CDU, the
Christian Social Union (CSU) and the Free Democratic Party (FDP), which had initiated the law, five
MPs voted against the law. From the opposition SPD four MPs voted for the law while the others
abstained from the vote. The SPD faction decided to abstain, because the coalition government was
not willing to vote for a resolution calling for the introduction of a financial transaction tax.9 From the
other two opposition parties, the Greens (Bündnis 90/Die Grünen) voted for the financial package,10
while the left-wing party Die Linke voted against it.11 Four SPD MPs criticised their party indirectly:
e.g., Eva Högel reasoned that she had to vote for the package agreed on, because there is no
alternative to this solution and that it is necessary to send a signal of solidarity to Greece.12
Another type of criticism is the constitutional challenge to the European stabilisation mechanism
currently hanging on at the federal constitutional court in Karlsruhe.13 Most prominently Peter
Gauweiler, CSU MP, who already filed a suit against the ratification of the Lisbon Treaty in Germany,
challenges the mechanism as not being in line with the European primary law.14 The federal
constitutional court has not finally decided on the case, but refused to issue a temporary injection on
the German parliament’s agreement to the mechanism.15 What will be interesting during the
proceedings is the question, whether the German federal constitutional court will follow its path,
started by its decision on the ratification of the Lisbon Treaty, to empower itself to decide on European
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law or not. Already in May 2010 the German federal constitutional court refused to issue a temporary
injection on the first financial help granted to Greece. A group of professors, who had appealed to the
German federal constitutional court in 1998 to stop the introduction of the common currency in 1999,16
argued the financial package conflicts with the principal of the welfare state (article 20 basic law) and
transforms the European Union into a federal state.17
Too late to help?
The evaluation of the decision making process is made on two levels. On a more general and
theoretical level the trade off between output and input legitimacy is discussed. On a more concrete
level the direct implications for the Eurozone are evaluated. On the theoretical level it is argued that
the bargaining in Brussels and the parliamentary decisions later on take too much time to react to
international financial markets.
Faster decisions are needed to give clear signals to the markets.18 On the other hand, the time
pressure on the German parliament was criticised: were the MPs able to deliberate and decide on the
package for Greece and the European stabilisation mechanism or did they just do what the
government told them?19 Furthermore a debate on the unbalanced representation of consumers’
interests and the interests of actors on the financial market started.20 Some Members of the European
Parliament (MEP), among them the German Green MEP Sven Giegold, started a “call for a finance
watch”. They try to create a consumers’ rights organisation with expertise in the field of financial
market regulation to counter balance the influence of the financial market actors on the decisionmaking processes.21
During the first half of 2010, the leadership of Chancellor Angela Merkel was criticised in general:
during quarrels between the three parties of the government coalition, the debate on the austerity
programme, and a nearly failed presidential election, many commentators missed Merkel’s
leadership.22 That Merkel had to give up her position that the Union will not take any common
measures to help Greece, but that everything had to be done on a bilateral basis during the
negotiations on 9 May 2010, was regarded as a further sign of the decline of her leadership. Werner
Mussler illustrated this by describing how Merkel left through the back door while French President
Nicolas Sarkozy declared to journalists that the reached agreement contained 95 percent French
ideas.23 Furthermore, criticism has been voiced with regard to the preparations by the federal
chancellery for the negotiations on the European level that all possible economic scenarios have not
been taken into account.24 During the electoral campaign to the regional elections, the SPD party
leader, Sigmar Gabriel, accused Chancellor Merkel of lying to the voters. Gabriel presented her as an
iron lady expecting reforms from the Greek government before negotiations on financial help start,
while the Federal Minister for Finance Wolfgang Schäuble was already negotiating the financial
package. Hans-Werner Sinn, head of the ifo institute Munich, agreed with the Chancellor’s hesitant
strategy to withhold financial help until Greece agreed on an internal austerity programme. According
to him, the financial help is the only pressure to force the Greek government to save money.25 Other
economists criticised this strategy because it does not give a clear signal to the financial market that
Europe is willing to support Greece.26
Lesson learned, but clear cut concepts still missing
On 6 May 2010 the French President and the German Chancellor declared in a common letter: “The
next thing we have to do is strengthen economic policy coordination in the Eurozone.”27 Thus the
German government does not reject the idea of “European economic governance” in general
anymore. But as the agreed wording “cooperation” indicates that this closer cooperation in the field of
European economic policy does not refer to the policy of “dirigisme” often associated with the French
idea of “European economic governance”. The opposition, e.g., the Green party, is in favour of the
idea of European economic governance and called on Chancellor Merkel to not block this deepening
of European integration in March 2010.28 The Social Democrats are in favour of it, too, but put a
special emphasis on the complementation of the European economic governance by a coordination of
social policies.29 But neither the government nor the opposition parties have yet presented a clear-cut
concept on what they understand to be increased cooperation in European economic policy. For the
opposition parties it is much easier to present ideas, as they do not have to face the other heads of
state and government during the negotiations on European policies. Thus, the SPD together with the
Party of European Socialists (PES) proposed ideas ranging from the harmonisation of tax policy to
introducing a minimum wage in Europe.30

The German federal government fully supports the reform of the Stability and Growth Pact (SGP).31
The Federal Minister of Finance, Wolfgang Schäuble, plans to discuss the following nine points in the
task force on economic governance: 1) tightening budgetary control; 2) improving budget discipline in
the Eurozone; 3) introducing limits of borrowing on the national level (like article 115 of the German
basic law); 4) temporarily freezing structural funds for states not complying with the rules of the SGP;
5) introducing obligatory midterm budget objectives for states with debts higher than 60 percent of
GDP; 6) suspension of the voting rights of states violating the rules of the SGP; 7) discussing
aberration in terms of economic development more openly; 8) monitoring of economic policy in the
member states could be more transparent and include possible sanctions; 9) a permanent stabilisation
mechanism to cope with crises, which includes a procedure for state insolvencies.32
Some of these ideas are heavily contested. For example the Social Democratic ministers from the
German Länder were against the limits of borrowing in article 115 of the German basic law, as they
saw the budget right of the regional parliaments violated,33 and the labour unions and the party Die
Linke saw the ability of politicians to act decreasing.34 Thus it seems to be unlikely that national
parliaments all over Europe will accept such a limitation of their budget right. A second issue heavily
debated in Germany is the question of introducing a financial transaction tax. The Social Democrats
strongly support the introduction of a financial transaction tax. Together with the Austrian Social
Democrats, the SPD even planed to initiate a European Citizens’ Initiative on that issue.35 After the
opposition parties and the government coalition could not agree on a wording to introduce the financial
transaction tax in the so called (monetary union financial stabilisation law), as mentioned before, the
coalition parties convinced Chancellor Merkel to support such a type of tax on the global level.36
Europe 2020 Strategy: implementation will become crucial
Compared to the debate on the crisis the Eurozone is facing at present, the Europe 2020 Strategy is
hardly discussed in Germany. Chancellor Merkel received some attention by criticising the draft
version of the Strategy. Her major points of criticism were the high number of targets, the plan to
introduce country specific objectives, and the close link of the Strategy’s economic targets to
compliance with the requirements of the SGP. According to a letter Merkel wrote to José Manuel
Barosso, these steps “would make fiscal surveillance ‘unnecessarily political’”, as the media
reported.37 But the overall assessment of the renewed strategy by the German federal government
was positive. Non-governmental organisations, such as the Europa Union Deutschland, debated the
major failures of the old Lisbon Strategy: the unsolved compliance problem and the too narrow focus
on growth and international competitiveness.38 The Umbrella Organisation of German Industry (BDI)
and the Federation of German Employers’ Associations (BDA) contrarily point out that growth and
international competitiveness are not self-sufficient but are the basis for social progress; however, they
agree that the Lisbon Strategy failed to achieve its main objectives and that the question of
compliance to the targets of the Europe 2020 Strategy will be crucial for its success.39
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Questionnaire for EU-27 Watch, No. 9
Reporting period December 2009 until May 2010 – Deadline for country reports 21 May
All questions refer to the position/assessment of your country’s government, opposition, political parties,
civil society organisations, pressure groups, press/media, and public opinion. Please name sources
wherever possible!
1. Implementation of the Lisbon Treaty
On the 1 December 2009 the EU-reform ended with the entering into force of the Lisbon Treaty. However, the
new treaty provisions still have to be implemented. Some procedures and conditions have to be determined. In
other cases, procedures, power relations, and decision-making mechanisms will change due to the new
provisions.
 How is the work of the new President of the European Council, Herman Van Rompuy, assessed in your
country? Which changes to the role of the rotating council presidency are expected?
 How is the work of the new High Representative of the Union for Foreign Affairs and Security Policy,
Catherine Ashton, assessed in your country? Please take into particular consideration both her role
within the European Commission and her relationship to the Council of the European Union.
 On 25 March 2010 a “Proposal for a Council Decision establishing the organisation and functioning of
the European External Action Service” was presented. How is this concept perceived in your country?
Which alternatives are discussed?
 On 31 March 2010 the European Commission presented a proposal defining the rules and procedures
for the European Citizens’ Initiative (ECI). What are the expectations for the ECI in your country? What
are the various positions concerning the rules and procedures?
2. Enlargement and European Neighbourhood Policy
The European Commission has given its opinion on Iceland’s application for EU-membership and a decision from
the Council is expected before the end of June. Croatia seems to have settled its border dispute with Slovenia.
Against this background:
 Which countries does your country expect to become members of the European Union in the next
enlargement round? What are the opinions in your country on the membership of these countries?
 How are the membership perspectives of those countries discussed, which are not expected to become
a member in the next enlargement round?
The Eastern Partnership and the Union for the Mediterranean were the last major projects dealing with the
European neighbourhood:
 How are these projects assessed in your country?
3. European economic policy and the financial and economic crisis
The European Council agreed on 25/26 March on the key elements of the Europe 2020 strategy, the successor of
the Lisbon strategy. While not being on the formal agenda the economic and financial situation in Greece was
discussed. The European Council agreed on a finance package combining bilateral loans from the eurozone and
financing through the International Monetary Fund.
 How is the finance package for Greece assessed in your country? Are there any opinions on the
process, how the agreement on the package was reached?
 Which lessons should be drawn from the Greek case for a reform of the Stability and Growth Pact?
 How is the idea of “a strong coordination of economic policies in Europe” perceived in your country?
What concepts of an European economic governance are discussed in your country and which role do
they assign to the Euro group?
 How is the Europe 2020 strategy discussed in your country? What are the priorities for the Europe 2020
strategy from your country’s perspective?
4. Climate and energy policy
The climate conference in Copenhagen took note of the Copenhagen Accord but did not reach a binding
agreement. The next conference of the parties (COP 16 & CMP 6) will take place at the end of November 2010.
 How is the Copenhagen conference assessed in your country? Please take into consideration the
negotiation strategy of European Union and the results of the conference.
 Does the European Union need to change its own energy and climate policy in order to give a new
impulse to the international negotiations?
 Is a global agreement within the UNFCC the best strategy to fight climate change? If not, which
alternative strategy should the European Union follow?
 What is your country’s position on financing mitigation and adaptation efforts in developing countries?
5. Current issues and discourses in your country
Which other topics and discourses are highly salient in your country but not covered by this questionnaire?

