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Preface
The formation of the Eurozone is an unprecedented historical phenomenon. The integration of
national economies under a unified monetary framework and a set of supranational institutions, such
as the European Central Bank, is at the core of the political philosophy of the common European
project. Furthermore the transfer of sovereign power from the member states to the institutional
network of the Eurozone in exchange for economic stability and prosperity is a fundamental axiom
that defines the very existence of Eurozone. As a result, this European modification of the
Rousseauian Social Contract constitutes the spirit of the establishment of the Eurozone and is
integral to its legitimacy.
However, in recent years, a radical shift in the political landscape of the European Union has
emerged which in turn can be attributed to the role of the Eurozone in this architectural institutional
network. An upsurge of radical populism, in both ends of the political spectrum, is at the centre of
the political instability that has characterised the European continent since the mid-2000s. Political
sentiment regarding the return of economic nationalism and reclaiming state sovereignty from the
Eurozone (and in a broader context, the EU) is dangerously resonating with a substantial percentage
of the the European population. The mismanagement of the economic recessions in the peripheral
states of the Eurozone after 2008 and the political rift that was in turn created between Southern and
Northern members was a testament of how the European Social Contract was broken, thus
providing the groundwork for radical populist viewpoints to flourish. At the same time, institutions
in Brussels and Frankfurt are unable to introduce any meaningful reform to effectively reach a
resolution to the contention between state sovereignty and institutional centralisation. This deadly
combination has the potential to unleash centrifugal forces that ultimately will lead to the
disintegration of the Eurozone and, inevitably, the Europan Union.
At a first instance, it is rather tempting to exclusively focus on the domestic challenges of member
states and how their respective national policies are not in accordance with EU and Eurozone
guidelines which in turn lead to conflict and instability. The fiscal irresponsibility and corruption in
Southern European countries is a frequently used illustration for the point above. The structural
economic policies of Greece and the poor implementation of market regulations or the more recent
criticism on the Italian government expenditure, which diverts from the deficit mark of 3% of GDP,
are the primary factors attributed to an explanation regarding contentions within the Eurozone.
While the problems mentioned above are undeniably critical, they are only relevant for the
respective states as they do not provide insight to the role of the Eurozone nor how its institutional
structure affects microeconomic policy on a European and national level. In order to be able to
identify political and economic patterns that impact the entire Eurozone, the decomposition of the
institutional structures is required to highlight its weaknesses in relation to its member states.
Therefore, the purpose of this top-down approach is to analyse the development of the institutional
network of the Eurozone, utilise a case study to reflect its weakness as product of that development
and to finally offer a potential solution. In other words, the central question of this Extended Essay
can be be described as follows: “How does the Greek economic crisis reflect the institutional3

structural weaknesses of the Eurozone and how should the Eurozone reform itself institutionally in
order to address those weaknesses?”
The main paper, An essay concerning the future of the institutional architecture of the Eurozone,
focuses primarily of the second part of the question. The emphasis is not placed on specific policy
recommendations but rather on providing an outline with an alternative set of politically axiomatic
values that the Eurozone should incorporate in its institutional model. Since those fundamental
values raise important questions about the nature of political organisation and the role of the citizen,
inspiration from a range of influential political theorists and philosophers has been drawn to address
them. The main essay is in turn supported by an extensive interdisciplinary research paper which
focuses on the first part of the central question and is thus characterised by its descriptive quality.
Furthermore its holistic framework is a key feature as it examines the institutional development of
the Eurozone and its management of the Greek debt crisis (the case study) from multiple academic
perspectives. The motive behind this methodological approach lies in the complex nature of
institutions which demand a multivariate analysis grounded in politics, history, economics and to an
extent philosophy. As result theories ranging from international relations, historical institutionalism
to neoliberal economics, have been utilised in order to examine various aspects of the structure of
the Eurozone.
Finally, the objective of this Extended Essay is not bounded by mere academic interest on the
particular subject matter yet at the same time it does not dictate any concrete policy reform that
claims to provide the most effective way for political reform. Instead it is an attempt to raise
awareness about critical contentions in the institutional network of the Eurozone as well as within
its members states and it serves simply as a reminder of the political and cultural values that the
Eurozone, and on a broader level the EU, should stand for. On a more personal level, as a citizen of
the EU and a believer in its political integrity, I view its reform as a vital political process that its
institutions have to undergo in order for its legitimacy and eventual survival to remain intact. In a
political landscape that is some respects shares concerning parallels with the 1930s, such as extreme
nationalism, populism and economic instability, the urgency for a serious commitment by European
states to reform institutions cannot be overestimated. As a result, I believe with strong conviction
that this course towards political reforming begins with the redrawing of the European Social
Contract within members of the Eurozone.

4

An essay concerning the future of the institutional architecture of
the Eurozone

The Degradation of the European Social Contract
In any form of political organism, the fundamental element that is responsible for its ability to
function successfully in the interest of its citizens, is the social contract. In 1762 French political
theorist and philosopher Jean-Jacque Rousseau described this concept in his book Of The Social
Contract and Other Political Writings, as the government attaining its right to its political existence
on the basis of the consent of the governed.1 The ultimate form of sovereignty is constituted by the
free individual who contributes by his active participation in state affairs in the interest of his
community while simultaneously expecting the government to uphold and promote laws that
preserve the individual’s freedom and equality in relation to his fellow citizens. This ideological
perception of the relationship between the state and the individual formed the core of modern
western liberal democracies and radically altered the nature of political legitimacy and sovereignty
on a state level.
Since the second half of the 20th century the implementation of the social contract has
indirectly been attempted on an international level through the significant rise of intergovernmental
organisations. On a global scale, the state-centric system gradually orients itself towards a form of
regional, and to a lesser extent global, governance. In this context, states ‘offer’ part of their
sovereignty to an intergovernmental or supranational network of institutions in order to gain
increased benefits, rights and protection that result in national prosperity on an economic and
political level.2 The most committed implementation of the social contract on a regional scale is the
formation of the Eurozone in 1993, that can be argued to represent the most integrated network of
national economies in world history.
The emergence of this complex set of institutions were the product of decades of continuous
economic and political integration in the continent of Europe. The post-war financial order
demanded closer economic cooperation amongst nations to prevent another Great Depression. The
international political landscape of the Cold War further encouraged the process of cooperation in
1
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the Western World to contain Soviet expansion. Finally the collapse of the USSR and the rise of
neoliberal economic ideology that promoted globalisation in the economic as well as political
sphere significantly influenced the foreign and domestic policy objectives of states.3 These socioeconomic forces essentially comprised the main factors for the development of a set of institutional
networks in Europe that led to the formation of the Eurozone.
The primary purpose of the Eurozone is a monetary union in which member states use a
common currency, the Euro, which in turn it allows for stable exchange rates that are the main
driver behind free movement of capital and labour, trade and a stable monetary system.4
Furthermore, the Eurozone provides also a political platform for member states to increase their
economic power in the international markets through the mechanisms of the single market. As a
result, this ‘European Social Contract’ between the institutions of Brussels and Frankfurt and the
member states establishes the key principle that legitimises the existence of the Eurozone as an
economic and political entity.
However, the 2008 financial crisis, and particularly the management of the Greek debt crisis,
revealed the flawed architecture of the institutions of the Eurozone which challenged the legitimacy
of the European Social Contract. Technocratic bureaucrats implemented polices that were primarily
driven by financial interests without any democratic accountability on the peripheral crisis
countries, in order to preserve those same institutions from collapsing, with catastrophic economic,
political and social effects on member states, placing the European Social Contract under pressure.
More specifically, the poor management of the financial crisis in Greece, Portugal and Ireland by
the European liberal establishment laid the groundwork for the rise of far right populist movements
that seek to dissolve the European Social Contract since they consider it illegitimate as it not longer
serves the interests of the peripheral European states. Polarisation within member states but also
between them fosters a situation of political instability and unrest in the Eurozone that gradually
lead it to the path of disintegration. From this political landscape the fundamental question
becomes: “Which institutional objectives should the Eurozone strive for in order to preserve the
European Social Contract?”.
In a broader sense, Brussels should attempt to address four distinct issues that became evident
through the containment strategy of the Greek debt crisis. First, the technocratization of Eurozone

3

See Appendix II

4

See Appendix II-III
6

institutions and the lack of democratic accountability. Second, the lack of political influence in
economic affairs due the absence of fiscal unity. Third, policy-making driven by market
fundamentalism and financial interests. Fourth, the presence of power politics in Eurozone
institutions to promote national agendas. Therefore, the central aim that the Eurozone ought to
strive for is the reorientation of the focus of the Eurozone in an institutional framework by reuniting
the economic and political sphere through a process of democratisation complemented by respect
for the rule of law in order to achieve economic, social and political cohesion on the European
level.
The reintegration of the economic and the political sphere
The primary concern regarding the mechanisms of the institutions of the Eurozone is the
absence of political influence in the policy-making process in Brussels and Frankfurt. Institutions
such as the European Central Bank, the European Commission and the Eurogroup are run by
bureaucrats who are operating within a technocratic framework. This phenomenon was present
since the early years of European economic integration in order to increase economic efficiency and
create an apolitical system to promote corporate interests which would otherwise be negatively
affected by national parliaments.5 This institutional model was further enhanced with the
introduction of financialization and a neoliberal economic mandate based on market
fundamentalism. As the state became increasingly reliant on the financial sector, its power to
determine economic policy goals drastically decreased. Eventually, the Eurozone institutions also
became vulnerable to this shift in power dynamics between politics and finance. A prominent
example is the foundation of the ECB which was declared as independent from any political entities
and its only responsibility was pursuing a mandate based on controlled inflation for stable market
prices and exchange rates while monitoring unemployment, being involved in financial regulation
and monetising economies was forbidden.6
The effects of technocratization and lack of political intervention in the financial sphere
surfaced during the Greek debt crisis. The policies of the Troika (IMF, ECB and EC) were a
manifestation of an economic mandate based on market fundamentalism through the
implementation of austerity. The Eurozone’s bailout-program of increasing loans accompanied by
measures of austerity, that would drastically reduce the national income of the Greek government,
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created a catastrophic management strategy that led to high unemployment, drastic cuts in social
welfare, reduced incomes and increased taxation. This resulted in economic stagnation, poverty and
desertification, essentially by a program that was supposedly designed to save the Greek economy.
In reality, this entire process was a mechanism to ensure that Greek banks would not declare
bankruptcy due to the fact that they held 200 billion euros worth of bonds, lend to them by
unregulated European banks.7
The absence of regulation of banks on the European level by political institutions and the
mandate of technocratic bureaucrats to follow an agenda based on financial interests, regardless of
political consequence, is the first problem that Eurozone leaders should attempt to minimise. The
Eurozone should redefine the boundaries of the political and the economic sphere in such a way that
they serve the interests of the average European citizen rather than the banks and the financial
markets. Institutions should operate primarily in a political framework that use corporations and
banks as tools to promote economic growth and prosperity on a pan-European scale. In other words
macroeconomic decisions ought to be guided to a greater extent by the socio-political sphere.
An institutional structure where monetary as well as fiscal integration under the supervision of
political entities enhances the ability of Eurozone leaders to combat economic issues more
effectively. A pan-European investment project in various member states including infrastructure,
technology/innovation and green energy by Eurozone institutions under political guidance is an
example of a way in which reintegrating the political and economic sphere can result in economic
growth, reducing unemployment and investing in areas that encourage social and economic
sustainability.
As mentioned above, the reunification of the political and economic sphere should not only
focus on policy driven by social objectives but also establishing the groundwork for increased fiscal
unity. While the monetary union in the Eurozone was possible due to the fact that it became
completely detached from the state and rather associated with the central banks, the absence of a
fiscal union encouraged the toxic architecture of the institutions of the Eurozone as it allowed for
member states to pursue their independent national economic interests.8 This in turn created a
degree of polarisation and power-politics between the deficit and the surplus countries in the
Eurozone which presents an important source of instability. By integrating the political and
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economic sphere in the Eurozone through institutional reforms, the political basis for a fiscal union
could be achieved with greater efficiency which then allows for a closer integration and healthier
economic system based on macroeconomic tools such as a common public debt fund, a closer
banking union and a more efficient recycling surplus mechanism become attainable objectives
under political supervision.
From a theoretical perspective, this idea of the economic and political sector being
reintegrated has been the core of Karl Marx’s political economic model that first emerged in the
19th century. A political entity where the state, and eventually the people, would own the ‘means of
production’ was very prominent in the age of industrialisation and the rise of capitalism which
caused unprecedented levels of economic and social inequality.9 However the Marxist experiment
failed tragically in the 20th century as the Soviet Union and China experienced massive economic
and social stagnation causing millions of deaths due to the totalitarian regimes of Stalin and Mao.
Therefore the main critique that the reunification of the political and economic sphere offers, is its
tendency to turn into a socialist authoritarian state that controls every aspect of political, social and
economic life in a tyrannical manner.10 The moment the political element becomes increasingly
influential on the economy, the ability of political elites to seize power becomes more accessible as
they control the economic means that are critical to the survival of the state. As a result, the question
becomes how to prevent the emergence of authoritarianism while still maintaining a close
relationship between the political and economic domain in the context of reforming the institutions
of the Eurozone.
The Democratisation of the Eurozone institutions

The problem of combating the authoritarian behaviour in the Eurozone is not a hypothetical
scenario but a rather concrete issue. Despite the fact that the Eurozone consists of member-states
that all subscribe to the liberal democratic model as the legitimate form of governance, on a
European level institutional structures have not been calibrated to operate under the same political
framework thus resulting in a decision making process which is free from any democratic
accountability. The democratic deficit that characterises the state of affairs in political and economic
policymaking can be argued as an already pre-existing form of authoritarianism on an institutional
level.

9
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A recent example of authoritarian behaviour from the Eurozone institutions is the
development of the Eurogroup negotiations in 2015 regarding the continuation of the Greek bailout
program accompanied by austerity measures. The democratically elected government of the left
wing party of Syriza adopted a strategy of renegotiating the terms of the program with Eurozone
leaders in order to stimulate the Greek economy through a debt restructure plan and abandoning
austerity measures that significantly hindered economic growth. Through those structural changes
repaying debts to the European creditors became a more realistic and sustainable goal in the long
term while keeping the Greek economy stable. However Brussels was committed on the austerity
program and any changes would have been deemed as unacceptable. The principle doctrine behind
this stance was primarily political because the European leaders were afraid that conceding to the
demands of the Greek government would trigger a domino effect to the rest of the peripheral crisis
countries.11 Moreover, Brussels viewed the discontinuity of the program as potential threat to its
authority as rearranging the status quo in the Eurozone meant that the institutions in Frankfurt and
Brussels were subject to any form of change. Eventually a referendum was held in Greece in July
2015 in order to democratically allow the people to decide whether they were willing to accept the
continuation of the bailout program. While the Greek people voted ‘no’ by a large margin, the
Syriza government did not act on the decision of the referendum as it was informed by Brussels that
if the program was not accepted, the ECB would close down the Greek banks. 12
This clearly demonstrates the methods that the Eurozone institutions are willing to deploy in
order to preserve the current architecture of the system which is authoritarian in nature since the
early stages of institutional development. The European Coal and Steel Community, which was the
first form of European economic integration, was founded on principles endorsed by corporatists
such as Jean Monnet who viewed Brussels as a democracy-free zone.13 The absence of democratic
accountability in European institutions was further endorsed with the rise of financialization and
neoliberalism in the 1980s that placed emphasis on a capitalist model that was not politically or
democratically constrained. The European Central Bank was founded on that ideology as well as
more recent institutions, including the Eurogroup. Both are independent from political constraints,
which on a more practical level means that are not subject to change by any electoral outcomes
either on a national or on a European level. This grants institutions a degree of immense power and
capacity to drive policy on a European level as they see fit which provided the basis for an
11
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indirectly authoritarian approach when met with resistance from member states. Therefore it is safe
to assume that authoritarian political action is not simply encouraged by the system but rather it is
embedded in its political foundations.
The consequences of the authoritarian behaviour of the Eurozone as an institution has become
increasingly evident in the last decade, largely due to the handling of the 2008 financial crisis. A
toxic political atmosphere of resentment among European peoples has polarised the Eurozone
members. The Greek, Italian and Portuguese people feel that they are simply subjugated to the
‘policy guidelines’ of Germany, France and other northern European countries while simultaneously
being disappointed by the establishment of bureaucrats in Brussels which they view as irrelevant to
their current national political climate. As the Eurozone’s authoritarian attitude creates a sense of
loss of sovereignty in the peripheral countries, a desire for reclaiming ‘independence’ emerges
which feeds to the rise of far right populist movements in Europe, that base their electoral agenda
on extreme nationalistic objectives with the disintegration of the Eurozone being at the top of the
list.14 A manifestation of this new phenomenon has been Brexit which, while not being in the
Eurozone, views the actions of the Eurozone, and to a larger extent the European Union, as
illegitimate to the interests of the British people. Therefore exiting from the EU was the appropriate
response, according to a large percentage of the UK population, to system that does not consider the
will of the European people.
Examining the institutional landscape of the Eurozone and the consequences of the
authoritarian implementation of European policies, it is rather clear that if the integration of the
economic and political sphere is vulnerable to increased authoritarianism, as proven in the 20th
century, and this course of political reform will be more costly than beneficial as power will reside
to the political spectrum of the Eurozone instead of the economic one, thus simply solving one issue
by creating another while not addressing the institutional weaknesses at their foundation. The
question that emerges is therefore not simply a matter of preventing the increase of authoritarianism
by reunifying the economic and political sector but also resolving the underlying institutional
weaknesses which fosters a toxic political environment.
The democratic deficit in the Eurozone provides the starting the point of this objective, that
the Eurozone leaders should strive for namely the democratisation of the institutional architecture.
Reintegration of politics and economics should be complemented by the active participation of
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European citizens which should be the primary driver of policymaking in the Eurozone. Institutions
including the ECB, the Eurogroup and the European Commission should operate in a structural
network with a high degree of democratic accountability towards national governments and the
average European citizen. This enables the implementation of constraints on statesmen and
policymakers which will have to respect electoral outcomes and draft policy based to a large extent
on the interest of the European citizens. As a result, the authoritarian implementation and execution
of policies, in the Eurozone will be decreased significantly. This has the capacity to create a positive
feedback mechanism in which the citizens of member states are aware that their concerns and views
are taken into consideration and form the core of policymaking in the Eurozone which serve their
interests. In the long term the Eurozone should be able to create the appropriate political climate for
the forging of a resilient European identity as it will have demonstrated its capacity and willingness
to prioritise the interests of its citizens. Brussels should pursuit this objective as the Eurozone
should be used as a platform that bridges the cultural, political and economic gap between the
Northern and Southern member states which can lead to increased stability that allows for the
institutions to function most effectively without being constantly criticised for their lack of
detachment from the political reality of the national governments.
It is important to note however, that increased active citizenship participation on the European
level can be regarded as a unrealistic objective for the Eurozone due to the size of the population
and the complexity of the institutional arrangements. In addition decision making processes will be
slowed down significantly thus creating a high degree of incapability in successfully producing
policy. This was one of the criticisms in the post-war formation of institutions in Europe yet at the
time the technology to engage citizens in European affairs on a large scale did not exist, thus
indirectly encouraging the exclusion of democratic processes on the European level. In the 21st
century technology has developed digital platforms that can be utilised by institutions for greater
citizen participation. Moreover macroeconomic policy guided by socio-political objectives, allows
for institutions to pursuit a policy that is aimed at technological innovation and new ways to engage
with the public in a multitude of digital forums. Investing in innovation or subsiding companies to
develop those technologies should be one of the key areas of policy for the institutional
reconfiguration of the Eurozone.
The introduction of democratisation in the Eurozone should be the focus of institutions and
the development of platforms to implement it. However, there is also a serious risk that arises from
this political transformation, known as the tyranny of the majority. This is a concept as old as
democracy itself and properly articulated by the Greek Philosopher Aristotle. His criticism of
12

democracy as a form of government is expressed by his concern about the rule of the mob at the
expense of the state and the rule of law. If a government is subject to change by popular opinion
with no constraints, dangerous demagoguery by politicians becomes inevitable. According to
Aristotle this model of governance is highly unsustainable as it leads to the political moral
degradation of virtuous institutions and laws that may not always be in accordance with the interest
of the public.15 His critique has been debated by political theorists throughout the development of
political philosophy as it presents a fundamental question about the nature of democratic
institutions. Applying this to the case of the Eurozone, the final issue that arises is how the
democratisation aspect of institutional reform should be balanced with the ability of statesmen and
policymakers to have the capacity to make decisions that might not always be virtuous to the eyes
of the public. Maintaining a balance between the will of the European citizens and the preservation
of institutional arrangements of member states is possibly the most complex task that Eurozone
policymakers will have to resolve if they decide to adopt a democratic model for the institutions of
the Eurozone. Institutions should not only be viewed as mechanisms by which the democratic will
of the European people is executed but also as the central components that safeguard Western
European liberal values from waves of political demagoguery and populism.
A democratised Eurozone in the context of the rule of law
The institutional weaknesses of the Eurozone can also be held to large extent accountable for
the rise of of far-right political movements in Europe and overall populism both on the right and the
left side of the political spectrum. Far right populists in France, the Netherlands and Germany have
managed to secure themselves an important number of seats in national parliaments that offer them
the opportunity to significantly alter public and foreign policy. In Greece the third largest party is a
Neo-Nazi party known as Golden Dawn which embodies the dangers of extreme nationalism and
xenophobia.16 However their increase in popularity is a symptom of the systemic problem of the
Eurozone institutions which due to their conduct are seen as threat to sovereignty and the national
government’s capacity to pursue its own policy objectives. A return to the complete autonomy of
the nation-state in Europe has been an attractive alternative for a significant portion of the European
population which is angry at the establishment without taking into consideration the political and
economic forces that will be unleashed if the disintegration of the Eurozone succeeds.

15 Aristotle
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On the other side of the political spectrum, a far left regressive movement has also been
increasingly noticeable. Their dedication to a radical form of multiculturalism, political correctness,
equity and diversity based on race as well as their need to destroy any form of institutional
hierarchies, which are viewed as oppressive towards minorities, creates a political idealism that is
rather unrealistic due its lack of acknowledgement of national borders cultural differences and
traditional social structures, often necessary to maintain order.17 From the far left populist party of
Podemos in Spain to Syriza in Greece, a large percent of citizens endorse a radical and
confrontational approach to reforming the Eurozone institutions to their ideological standards.
While the critique of the left towards the Eurozone’s conduct is justified, its strategy for radical
reform constructs more political barriers in a negotiating framework and furthermore it juxtaposes
the core Western European values such as individual liberty, equality of opportunity and freedom of
speech with its own version of an ideological utopia. This in turn feeds into the popularity of the far
right movements that see the left as the biggest threat to preserving national and cultural values and
thus there is a war of ideas that keeps polarising societies across European states.
Introducing democracy purely driven by the majority of the European citizens can therefore
lead to the enhancement of this political division as both sides will descend into a tag of war in an
ideological framework and the masses will reside with the most skilled demagogue in an attempt to
seize power. This can lead to an unsustainable institutional architecture in the Eurozone thus
actually weakening its ability to produce effective policy as continuity in policy will be impossible
to achieve. Already this form of polarisation and demagoguery has been capturing the political
landscape of the United States where the main priority of Republicans and Democrats is to alienate
the political will of the other side as much as possible by demonising them either as racist and
bigoted conservatives or as dangerous globalist left marxist liberals.18 This struggle has started to
expand in the political institutions of the US ranging from the appointment of Supreme Court
judges to midterm elections. On both sides demagoguery has played a major role where the left
relies on identity politics and racism and the right on the fear of migration and loss of the American
identity. The question for the Eurozone and European citizens is how can this political phenomenon
be prevented while attempting to democratise the system?
From a realist perspective, demagoguery in societies that the democratic element is strongly
present, is inevitable and not fully unavoidable. However there are constraints that the Eurozone

17

Fukuyama, Against Identity Politics: The New Tribalism and the Crisis of Democracy (2018)

18

Fukuyama, Identity: The Demand for Dignity and the Politics of Resentment (2018)
14

should implement in order to balance democracy with sensible and sustainable governance. The
answer can be partly found in the works of political philosopher and Roman statesman and political
thinker Marcus Tulius Cicero who claimed that "We are all servants of the laws in order to be
free.”19, and later in the tradition of English Common Law extensively discussed in the works of
John Locke and Thomas Hobbes.20 The tradition of the importance of the rule of law was designed
to place both government and the citizens accountable under a framework that is not easily
corruptible or vulnerable to manipulation for advancing personal interests. The success of the early
period of the Roman Republic, and later the development of constitutional restraints on Western
European monarchies (later replaced by liberal democracies) can be described by their commitment
to the rule of law which balanced the interests of the state and the individual.
While the implementation of the rule of law that is binding and respected by government and
citizen has been successful on a state level, on an international level it has been an enormous
challenge due to the lack of an effective authority for codifying, protecting, promoting and
monitoring any form of treaty, agreement or charter based on international law.Yet the political
landscape of the Eurozone presents a unique opportunity to develop a system based on the rule of
law on a European level for a number of reasons. Firstly the Eurozone already consists of liberal
democracies whose emphasis on the rule of law is fundamental to the functioning of their national
institutions. Secondly, the EU has a history of successfully codifying treaties on a number of
subjects, including the Treaty of Maastricht in 1992, thus the mechanisms, tools and practical
implications for codifying and implementing are to an extent already existent. Thirdly, the degree of
economic integration amongst member states has reached a point that for its preservation to
continue, the political sphere is critical and thus the rule of law places is an essential component to
place constraints on the institutions but also the citizens. Therefore the Eurozone institutions will be
further averted from an independent mandate as they will be accountable both to citizens and
concrete laws and those in turn can prevent democratic outcomes that are based on populist
inceptives and are destructive on a European level to be deemed as illegitimate.
The final issue that arises is what the rule of law in the Eurozone actually entails for the
political reformation of the existing institutions. Eurozone leaders should strive for a democratically
elected set of values that are at the core of the architecture of the Europe manifested in a form of
mandate of charter. The Eurozone member states should strive for a transcendent set of laws that
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endorse and protect the values which have defined western civilisation. On a more practical level
this entails protecting the liberties of individuals by law while simultaneously calibrating
institutions to respect and promote individuals freedom in the context of social and economic
cohesion.
The reinvention of the European Social Contract
The Eurozone is at a critical juncture point regarding the future of its institutional
configuration. Instability in the European political landscape manifested in populist movements,
ideological polarisation and power politics between member states for advancing their national
interests threatens the disintegration of the system from the inside. On the international political
arena the rise of China as a cultural, political and economic great power and the decline of the
United States as the champion of the Western liberal democratic values places enormous pressure
on European leaders to search for a new course of foreign policy towards the rest of the globe. The
question is whether European states will unite and rise up to the challenge or will descend into a
chaotic and disorderly state of affairs consisting of isolated and vulnerable countries. In order to
achieve the former and avoid the latter, redrawing the European Social Contract between the
Eurozone institutions and the member states is critical for the survival of the unity of European
states. Recalibrating the institutional foundations of the Eurozone in a way that have the capacity to
uphold the social contract is the primary objective that European leaders and citizens alike should
strive for. Reuniting the political and economic sphere to promote a socio-economic agenda that
encourages economic growth and prosperity for all European people, democratising institutions in
order to implement the will of the member states and its citizens and finally upholding a Western
European values through a system of rule of law for the protection of both citizens and institutions
are the cornerstones of a Eurozone that is able to successfully serve the interests of its members.
However the European Social Contract should simply be defined by the series of political
actions that will heal the fractures of the institutional framework of the Eurozone, but more
importantly by what it manifests. The European Social Contract is the cornerstone of the political
identity of the Eurozone and the European Union. A political organisation that upholds Western
values of freedom, individual liberty and justice under peoples and governments that do not
primarily view themselves as Germans, French, Dutch, Italians or Greeks but as Europeans. It is the
core principle by which Eurozone institutions function in accordance to the will of the people and
the law in order to achieve prosperity and a harmonious state of being that nurtures all the strengths
of the peoples of Europe and reject ideas of populism, radicalism and extreme nationalism. It is a
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moral guide for the ethical conduct of political activity within the Eurozone driven not financial
interests or power politics but by the desire to uphold and promote all the values that shaped liberal
democracies. Finally, the European Social Contract should reflect the fundamental principle that
captures Rousseau’s view of political institutions and expressed by American President Abraham
Lincoln: “government of the people, by the people, for the people”.
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Appendix:
Introduction to the Analytical Tools and Case Study Application

Research Objective in the Context of the Extended Essay
The second part of the Extended Essay is focused on the research aspect of the main question:
“How does the Greek economic crisis reflect the institutional-structural weaknesses of the Eurozone
and how should the Eurozone reform itself institutionally in order to address those weaknesses?”.
As a result, the purpose of the research is primarily descriptive in nature as it attempts to examine
the institutional formation of the Eurozone and the Greek debt crisis in order to extract the most
crucial issues, within an institutional context. Therefore, this research paper is exclusively focusing
on the first part of the main research question, as its role is to provide a diagnosis of the institutional
weaknesses of the Eurozone. This process requires the use of theoretical lenses and analytical tools
which are critical in dissecting the case study to offer a multitude of perspectives in regards to the
question of institutional structures of the Eurozone.
Brief overview to the analytical tools and theories
The research paper consists of two critical components which complement one another. The first is
the case study itself which focuses on the Eurozone and its management strategy of the Greek debt
crisis. The case study is primarily a narrative that will be explained and analysed throughout the
research paper. The second component is the range of analytical tools and theories that will be
applied in order to analyse the case study and provide structure to the narrative. The analytical tools
and theories also serve the purpose of comparing and contrasting various viewpoints on the same
subject which will provide a more comprehensive understanding of the overarching issue. The two
analytical devices that will be used are both derived from the theory of institutionalism, one of the
key disciplines in political science. The main focus is the examination of institutions and
organisational configurations in order to explain various phenomena in the political landscape.
More specifically the sub-categories of institutionalism that will be deployed are historical
institutionalism and rational choice institutionalism (complemented by game theory and political
realism). In addition to the analytical tools, three theoretical traditions from various areas of
economic and international relations theory will be utilised as they are essential in providing a
unique perspective on the case study. From the the field of international relations institutional
liberalism and political realism will be the two juxtaposing theoretical narratives. Furthermore the
dominant economic theory of the 21st century, neoliberalism (complemented by monetarism) from
the neoclassical school of economic thought will play an important role in understanding recent
policymaking from economic institutions.
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Research methodology
The first step of the research was to create a literary review that consisted of books and articles
which focused on the Greek debt crisis, the structure of the Eurozone and the brief evolution of
economic, political and institutional thought from the late 20th century towards the early 21st
century. Its purpose was to provide the groundwork of the case study onto which the analytical tools
would be later applied. Once a coherent and clear narrative was established over the Greek debt
crisis and the institutional history Eurozone, the second step of the research was to choose the
analytical tools and theories for analysing the issue and becoming familiar with their key ideas, the
way in which they can be successfully implemented as well as their strengths and weaknesses from
a theoretical perspective. As mentioned above, the theories and tools were assembled from a variety
of academic fields in order to provide multiple different perspectives. The organisation of the
different tools and theories was done through the use of a theoretical framework which consisted of
detailed accounts of the various tools and theories. The third step was the collection of qualitative
data in order to better illustrate certain points of analysis and provide a more clear explanation using
a different line of argumentation. The qualitative research includes primarily graphs and sets of data
from a range of centres of statistical analysis (such as the IMF, the World Bank and the ECB).
Theoretical Synthesis: A Holistic Approach
The defining characteristic of this research paper is the use of various theoretical disciplines from a
broad range of academic fields. The primary reason for this methodological structure is related to
the nature of the topic’s focus, namely institutions. Analysing institutional structures is a
multidimensional process as their formation and operation is influenced by multiple of political,
historic and economic factors which all contribute in a variety of ways. As a result, operating under
only a single theoretical framework will provide a very limited examination to the institutional
nature of the Eurozone. Therefore a number of theories from different academic fields in social
science are required to deal effectively with each component. Furthermore all the different
theoretical lenses are deeply interconnected in terms of analysing institutional process as they are
able to expand on the parameters/limitations of each other in a complimentary form. Historical
institutionalism does provide a structured narrative from a historical perspective as to how the
Eurozone was formed and the development of its foundational weaknesses. However, neoliberal
economic theory has the capacity to build on that premise by examining how the institutional flaws
were manifested in an economic sense as well as how they further encouraged neoliberal doctrine,
an approach not encountered in detail in historical institutionalism. In turn rational choice
insittuionalism and realism provide a cohesive analysis of the way in which the institutions were
then protected, when member states were no longer interested in preserving and how in the context
of a crisis, actors within an institutional framework operate to maximise their benefits which in turn
reflects the institutional flaws. Therefore the different theories are all part of the institutional
framework and each provide structure and analysis to varying parts of the narrative to provide a
holistic examination.
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Appendix I: Historical institutionalism and the formation of the Eurozone
Historical Institutionalism as an analytical tool in Political Science
Historical institutionalism is part of the broader methodology for analysing issues in political
science, known as institutionalism. While maintaining the core aspect of examining organisational
configurations, historical institutionalism focuses primarily on critical junctures (interaction effects
between distinct causal sequences that become joined at particular points in time, often on a macrolevel) and long term processes throughout a historical period in order to explain the formation of
certain institutions. It emphasises overarching contexts and interacting processes that determine
states, politics and public policy decision-making.21
When utilising historical institutionalism as an analytical tool, there is a variation of methodological
approaches including comparative analysis, trend analysis within macro contexts, suggestive
interpretations, use of models, secondary or primary sources and a focus on the international
political context or a cultural approach. A recurring phenomenon when using those strategies is that
they are often synthesised in order to produce a more complete analysis from various perspectives.22
Scholars using this strategy are often referred to as ‘boundary crossers’ since they extract research
principles from multiple disciplines. A similar approach will be used for historical institutionalism
in this case as there will be elements of comparative analysis, suggestive interpretations and focus
on the international, historical and economic context. Historical institutionalism is a very flexible
tool for analysis and its use can vary per scholar in terms of methodology, however there are 3 key
features which define historical institutionalism as an academic discipline:
• There is a focus on big, substantive questions that cover a broad historical context.
• Time is an essential aspect and there is emphasis on specifying sequences and tracing
transformations.
• Analysis of macro contexts and hypothesisation of combined effects of institutions and processes.
The first feature is based on asking about varied, historically situated outcomes of broad interests to
the central question while considering the importance of timing of particular events. However it is
important to note that answers to substantials questions often spread across various academic fields
thus limiting clarity and a consistent methodological development since the scholar will not have a
full, comprehensive understanding of all fields involved.23 On the other hand it provides a rather
strong starting point for tackling real-world problems.
The second feature of tracing historical development focuses on theorising about historical
dimensions of causations, with an emphasis on macro-phenomena that span over a long historical

21

22

23

Pierson and Skocpol, Historical institutionalism in contemporary political science (2004)
Breuning and Ishiyama, 21st century Political Science: A Reference Handbook (2011)
Immergut, Historical Institutionalism in Political Science and the Problem of Change (2006)
20

period. However in analysing causation patterns, it is essential to pay close attention to not only the
fact that there is a correlation of two variables but why the linkage between the variable should
exist. Another important element is the idea of path dependency which refers to the dynamics of
self-reinforcing, positive feedback processes, in this case in a political or institutional system, that
deliver increasing returns.24 Path dependency is rooted in the event that outcomes at critical juncture
trigger feedback mechanisms that reinforce the occurrence of a particular pattern into the future.
Once political actors follow the path it is difficult to reverse it and alternatives that were once
possible become irretrievably lost. Once those patterns are established, political mobilisation and
the institutional rules as well as the behaviour of citizens about their political surroundings will
generate self-reinforcing dynamics. Path dependency contributes heavily to the understanding of
inequalities of power within institutions which eventually become deeply embedded in
organisations.25 Finally in the context of path dependency timing and sequencing is of paramount
importance and they often manifest themselves in slow-moving casual processes and the effects of
institutional formation or fragmentations are indirectly experienced over extended periods of time.
The third and final feature of historical institutionalism analyses institutions in a macro context with
effects of unstable balances of power and resources which in turn produce institutions as developing
products amongst unequal actors. This is examined on a macro-level where multiple institutions are
in interactions with one another and are influenced by broader historical contexts. These contexts
also play a role in the origins, stability or instability of entire institutional configurations. Another
important aspect of analysing institutional development is that its origin and capacity to solve
problems both find their roots in the context of its creation.26 Rather than being seen as realisation
of actors goals, institutions are normally by-products of social processes. Because of path dependent
effects, institutions are not easily dismantled when the conditions of creation seize to exist. The
institution itself tries to adopt to the new political landscape by introducing initiatives to address
contemporary demands but these are added to the already existing institution rather that being used
as a completely new basis for the institution itself.27
In conclusion, those three basic features are going to form the core of the analytical tool of
historical institutionalism that will be used to explain the formation of the Eurozone with the
complementary methods that will be applied, as they were mentioned above. Historical
institutionalism will provide a comprehensive understanding of not only how the Eurozone came to
exist but also how various processes resulted to its weak institutional architecture.
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The Formation of the Eurozone: A historical approach
In order to understand the reason behind the monetary unification of nineteen European states in the
late 1990s and early 2000s, it is crucial to understand the sequence of events that led Europeans to
create their own monetary institutional network. Furthermore it is of equal importance to examine
why that monetary union emerged in the way that it did and how did the historical and political
context at the time influenced the policy decisions of the founders of the Eurozone. Finally attention
should also be given to the institutions outside the Eurozone and how they contributed to its
creation.
The Bretton Woods System and the introduction of monetary integration
The idea of a financial structure that would enhance monetary integration between states dates back
to 1944, more specifically to the Bretton Woods Conference. As the Second World War was coming
to a clear end with the invasion of Normandy and the advance of the Soviet Union towards East
Germany, Allied nation-states came to the realisation that it was time to design the post-war
financial order. While different states had various approaches and economic preferences to the
engineering of the new economic institutions, there was one point of consensus amongst all the
participating actors: the prevention of another Great Depression through the use of international
financial institutions. It is crucial to understand that in that historical period, the international crisis
that emerged in 1929, which resulted in massive recessions across the US and Europe, was the
biggest challenge of economists and statesmen in the capitalist sphere. The prevention of
protectionist measures for purposes of promoting national economic interests was the main priority
of Western states. That particular macroeconomic objective could only be achieved by one nationstate, the United States. At the time the US was the only country with a monetary stable economy, a
massive manufacturing industry and a surplus economy. As a result, the US had the opportunity to
reshape western capitalism due to its hegemonic nature, both militarily and economically.28 As
expected, the US led the discussion for the new economically institutional blueprints that would
form the post-war economic order.
The first priority of the US was to remonetize European currencies which were depleted during
World War II, due to the fact that the Germans printed enormous amounts of the local currencies in
the areas that they occupied, in order to finance their military expenses. As a result the European
currencies became worthless in the international trading system. Washington decided to back
European currencies using the dollar, at a fixed exchange rate. In return there would be full
convertibility at a fixed exchange rate between the dollar and gold.29 The linking of the dollar to the
European currencies was the core of American economic hegemony which guaranteed control over
the new economic institutions but it also enhanced the geopolitical security of the US as it was
entering an era of intense military and economic competition with the Soviet Union. Therefore the
idea of re-monetising Europe on the basis of the dollar created a system that was consistent with the
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economic advantage of the US and was functional as long as the US kept the status of a surplus
economy.
However, the fixed exchange rate presented a new challenge. In the 20th century economic
interdependence was increasing dramatically which caused economic asymmetry between states
with large trade imbalances being an economic reality. The fixed exchange rate enhanced those
trade imbalances in the deficit countries and created a substantial risk of economic collapse for the
deficit countries first, and then the rest. In order to prevent this from happening, New Dealer
economists such as Harry Dexter White and John Maynard Keynes decided that a shock-absorbing
mechanism should be implemented in the form of international political institutions. Keynes
proposed the use of an international currency to be controlled by the IMF whose role would
essentially resemble that of an international bank which would also possess the power to recycle
surpluses to from the surplus nations to the deficit ones.30 This level of international institutionalism
however threatened the economic dominance of the US. White did recognise the issue of the the
fixed exchange rate yet the US was not prepared to let Europeans control American surpluses.
Despite increasing cooperation between states due to the horrors of WWII, national sovereignty was
still at the core of designing the new economic order and the implementation of an institutional
system whose policy would be driven in the absolute interest of the international economy was not
compatible with the geopolitical and economic interests of the US that determined its foreign policy
objectives under that particular historical context.
In the end, the IMF served as a mechanism to set exchange rates between European currencies and
the dollar, whereas the Federal Reserve was technically the world bank as it controlled the supply of
dollars. The US Federal Government was the political authority that would decide whether its
surplus would be recycled or not to the deficit nations. The postwar economic system came to be
known as the Bretton Woods system with the US being at the core of the institutional mechanisms
responsible for running the global economy. 31The Bretton Woods Conference was a critical
juncture point as the effects of WWII, namely US dominance and a depleted Europe, and the
catastrophic consequences of the Great Depression, high unemployment, inflation and stagnation of
international trade, formed the basis for the creation of an American dominant network of economic
institutions with the ideology of New Dealers to prevent another international recession. Until the
1960s, European states enjoyed economic growth and prosperity under the protective institutional
umbrella set by the US.
Finally in terms of path dependence theory, the engineering of the Bretton Woods financial order
generated a positive feedback mechanism which included high returns for the US, economic and
geopolitical. In turn this feedback mechanism was based on the imbalance of power between the US
and Europe after WWII which was transformed into an institutional imbalance in the economic
institutional structure of the Bretton Woods. This institutional flaws that were existent to preserve
US dominance, set in motion economic forces that would create a rift between Europe and the US.
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The American project for a European Union and the disintegration of the Bretton Woods System
On June 1947 the US Secretary of State, George Marshall, announced an economic assistance
initiative in order to help the economic recovery and reconstruction of the depleted European states.
A critical aspect of the Marshall Plan was the reindustrialization of Germany in order for its
economic welfare to be restored thus making communism less attractive which in return would
contain the influence of the Soviet Union. While in the context of the Cold War, the geopolitical
purpose of the Marshall Plan is clear, there was another reason for the strengthening of the German
economy. Due to the institutional structure of the Bretton Woods system, the event of a recession in
the US would spread like wildfire across all the national economies whose currency was pegged on
the dollar. This meant that shock absorbers were required in order to prevent a complete collapse of
the global economy. In an international economic system with fixed exchange rates, strong regional
currencies can be used as shock absorber mechanisms.32 A strong currency however requires an
effective industry where the manufacturing of goods exceeds domestic demand of the economy
hosting the factories. This in return creates the need for neighbouring markets in countries with a
deficit.
The US needed two pillars to support its fixed exchange currency programme, one in Asia and
another one in Europe. In Asia, Japan assumed the role of the strong regional currency in order to
support the Bretton Woods System.33 In Europe the same role was given to Germany as the US did
not trust Britain due to its imperialist past ambitions and France’s industry was not as advanced in
comparison to that of Germany's. In addition the US played a key role in the drafting of the
constitution of the Federal Republic of Germany and it also formed the Bundesbank. Yet for the
Deutsche Mark to become the dominant regional currency, the reindustrialization of Germany was
to be part of the equation. The economic union based around the Deutsche Mark would have to be
build around a cartel of heavy industry that enjoyed significant market freedom, which the New
Dealers condemned due to the events of the Great Depression. However the only political
movements at the time associated with any form of European integration at the time were the
internationalist Marxist Left and the conservative Central European tradition.34 In the context of the
Cold War, the conservative centre was the only viable option. The objective of this movement was
the introduction of a union based on corporate values such as limiting competition between nations,
corporations and between capital and labour. From their perspective, an European Union would
resemble a large corporation run by technocrats whose main purpose was the depoliticisation of
policymaking would result in the minimisation of conflict. Corporatists, including Jean Monnet,
were determined to create a democracy-free zone in Brussels that would be ruled by technocrats for
the efficiency of the European Union. This was achieved in 1950 in the form of a German
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dominated coal and steel cartel run by a cross-border French administration in Brussels, known as
the European Coal and Steel Community.35
The timing in the formation of the ECSC is critical for the institutional development of the
Eurozone. As the Bretton Woods system needed a pillar of economic stability in Europe,
institutional integration was inevitable. In this context German and French industrial integration
was a crucial component of designing an institution that could support the overarching global
economic order. Furthermore the fact that the only two movements that existed for economic
integration were a Marxist front, which was doomed from the beginning due to the ongoing Cold
War, and a conservative centre with corporatist values is of critical importance. The ideology of a
European Union ruled by a technocratic, corporate driven institutions that depoliticise decision
making processes is what has defined the European Union and the Eurozone up until contemporary
times since it is not possible to replace pre-existing institutional forms due to path dependency.
While the modern institutions have achieved a higher level of administrative sophistication, they
only build upon the technocratic aspect to deal with different problems, rather than reform it into a
system with democratic accountability.
Despite the formation of the ESCS, tensions between European states were growing as a result of
the American project for a European Union, particularly between France and Germany. The
reindustrialization of the German economy towards a net exporting country meant that the franc
would always be weaker in the global monetary system. France depended on Washington to keep its
currency at par with the Deutsche Mark. However, that transatlantic support could only be stable as
long as the US remained a surplus economy. A scenario in which the US would evolve from a
surplus to a deficit state meant that the French currency would depend on the Bundesbank. This
scenario started to become a reality as Japanese and German surpluses grew at the expense of the
US, which by that point was more concerned with the stabilisation of the global economy rather
than preserving its own surpluses, on which the system ironically depended upon.
France attempted to seek a monetary union with Germany in 1964 in order to counterbalance the
economic power of the US which caused massive economic problems in France. However Germany
was not willing to jeopardise the sovereignty of the Bundesbank to French administrators. As a
response, French President Charles de Gaulle ordered the transportation of 26,000 bars of gold from
New York to Paris while calling for a re-adaptation to the gold standard. This caused European
central banks and corporations to demand gold to be exchanged for euro-dollars. Speculators also
joined this “gold rush” by borrowing piles of dollars to buy gold thus driving the unofficial price to
70$per ounce whereas in reality the US could legally sell gold for 35$ per ounce. To further
destabilise American hegemony in Europe, France withdrew from NATO during the height of the
Cold War. 36
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In Germany, the Bundesbank was in a key position regarding the survival of the Bretton Woods
system. In order to the system to continue, the Bundesbank would have to keep printing more
Deutsche Marks to absorb the dollars and francs that speculators were borrowing in order to buy
them since they were betting on the rise of value of the Deutsche Mark. However, if the pace of
printing slowed down the official value of the dollar and the franc would become unattainable
resulting in the IMF revaluing the exchange rates. The tension between Washington-friendly
German politicians and the Bundesbank constantly increased since the former wanted to preserve
the Bretton Woods system while the latter was worried about inflation in Germany by increasing the
money supply. Eventually the Bundesbank orchestrated a recession within Germany which in turn
overthrew the government. The new coalition government adopted the Growth and Stability Pact
which constraint wages to keep inflation low and stimulated exports that flooded neighbouring
markets and the US, thus further destabilising the Bretton Woods System. Over the next year the
Bundesbank was allowed to put a temporary rest to printing Deutsche Marks yet this was received
as an act of aggression from the Nixon administration.
In 1971 the Federal Republic of Germany had more foreign reserves than the US. As the power of
the German economy skyrocketed, speculators and European banks were convinced that the
Americans could not keep selling gold for only 35$ per ounce, assuming that the price of gold was
about to increase. As France and Britain kept requesting to swap euro-dollars for gold, Paul Volcker
and John Connally, Secretary of Treasury, convinced President Richard Nixon to dismantle the
Bretton Woods System.37 The network of economic institutions under the Bretton Woods system
would have failed inevitably and path dependency theory perfectly describes the failure of the
system. The architecture of the system demanded the unrealistic condition that the US would
maintain its surplus. As the system was implemented, the US experienced growing economic power
and the status of hegemon in the capitalist system, the returns were so high that is was impossible
for the US to restructure the system due to the lack of incentives. As it kept expanding into Asia
and Europe by establishing strong regional actors, alternatives became mostly irretrievable because
the institutional network suffered from over-expansion to the point where the institutions of the
IMF and the Fed became increasingly distant in regards to the operating of the European and Asian
economies. The critical juncture of 1944 triggered this new process of economic order that initially
was defined by economic growth and prosperity in the Western World which in return shielded it
from the threat of the Soviet Union. Furthermore actors such as states, corporations and banks were
set to rely on the dollar as the ultimate means of economic security as a result of further economic
integration. Once this economic and political pattern was established, the way in which institutional
integration on a political and economic level was achieved, caused self reinforcing dynamics that
were manifested in the attempt of European states to create their own model of a Bretton Woods
system.
Finally it is evident that the way of economic integration in Europe through the use of institutions
that have a technocratic nature, expose the inequalities between the member states involved in that
particular political process. The constant tension between France and Germany as a result of
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Germany’s currency and industry superiority, forms an imbalance of power and an economic
inequality which eventually played a key role as to how the Eurozone developed and evolved. In
this case the political and economic development of institutions in Europe is a by-product of the
struggle between France and Germany for superiority within continental Europe.
How financialization gave life to the European Monetary System (EMS)
The Nixon Shock spread waves of economic disorder across European states. As the dollar began
depreciate and the value of the Deutsche Mark rose drastically, European currencies were divided
into two economic spheres. Those who followed the dollar’s descent and those who managed to
remain pegged to the Deutsche Mark. This economic instability made the managing of the ESCS
and the Common Agricultural Policy very challenging. The collapse of the ESCS would put an end
to controlling the prices of steel and coal thus letting loose catastrophic effects such as price wars,
competition for capital and the disintegration of the political establishment in Brussels.
The solution that European policymakers invented was a simulation of a European Bretton Woods
system were currencies would be pegged to the dominant Deutsche Mark and fluctuations between
exchange rates would be restricted. The European Union plus Britain, Ireland, Denmark and
Norway adopted this strategy. However, during the 1973 oil crisis the system collapsed due to the
lack of recycling mechanisms leading to deficit countries not being able to keep up with the value of
the Deutsche Mark.38
After the first failure of emulating a European Bretton Woods system, a monetary bloc between
European nations with enhanced institutional tools became a prominent idea. Similar to the role of
the IMF in the Bretton Woods System, a centralised institution would be required to concentrate the
foreign exchanges of the participating central banks, determine their deployment and finally,
stabilising the exchange rates. In order for that institution to succeed bureaucrats running the
process would need to have supranational powers that would exceed national parliaments, similarly
to the ESCS structure. Brussels would evolve into an institution that would have the political
capacity to control over the member’s exchange rates and interest rates. However, the problem of
pegging the franc to the Deutsche Mark was still critical, as the Bundesbank would still be required
to print money so the franc’s value can be kept constant.
The solution appeared with the rise of a new era of economic policy that would define the formation
of economic institutions in the Western capitalist world. As the US officially acquired the status of a
deficit economy, it became concerned with how it could maintain its hegemony over the global
economy. The strategy, mainly designed by the Chairman of the Federal Reserve, Paul Volcker was
a complete reversal of economic policy which included the recycling of surpluses of other
countries. The key component to this plan was to attract foreign investors in Wall Street by
drastically increasing American interest rates and simultaneously making sure that Wall Street was a
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more lucrative market for investors in comparison to London, Frankfurt or Tokyo.39 The Federal
Bank rose interest rates while the Federal government promoted policies that indirectly reduced the
real wages of American workers. The result was the beginning of the rise of an ideology where
labour was considered overprotected and finance underrated which in turn came to be know as
financialization, and would later be integrated into the broader theoretical narrative of economic
neoliberalism. This new economic trend put the New Dealer institutions slowly into retreat while at
the same time redefining the institutional boundaries between bankers and the government.
Despite the fact that financialization began a process that would partly contribute to the 2008 crisis,
it allowed for European leaders to reconsider the idea of a monetary union. Due to the fact that the
US decided to recycle surpluses of other national economies through its use of Wall Street,
Germany could effectively maintain its surplus which in return create a sustainable economic
environment for the Deutsche Mark to support the franc without having to resort to policies
implemented in the 1960s. This process resulted created a pathway to the formation of the
European Monetary System (EMS).
The early 1980s formed the second juncture point in the institutional process of the Eurozone
through two important developments. Firstly, in the context of the Nixon Shock, Europeans sought
to recreate the Bretton Woods system within Europe since all of their institutions were calibrated to
work in a monetary union backed by a strong currency. Yet the problem of pegging European
currencies to the Deutsche Mark was evident as demonstrated in the 1973 oil crisis which created a
monetary rift between the surplus and deficit states in the European region. However, this is where
timing is again on essence. As the Bretton Woods system collapsed, it gave rise to America’s new
strategy of financialization which maintained US dominance but also allowed for the EMS to be
born. From that point on the final stage of institutional building in the Eurozone begins on the basis
on neoliberal principles (monetarism and financialization) which in turn trigger the slow moving
process towards the recession of 2008. Furthermore, it is important to note here that the institutional
progression of the early stages Eurozone were a result of social processes and not an idealistic
objective of a ‘United States of Europe.’ The Nixon Shock accompanied with other socio-economic
processes such as the oil crisis created the need for an independent monetary union of European
states as most of the were already set to operate in interconnected monetary framework.
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German institutional dominance over the EMS-ERM system
In 1978 German Chancellor Helmut Schmidt and France President Giscard d’Estaing announced
their intentions for the creation of the EMS. However, there was significant opposition from the
Bundesbank as they could not tolerate politicians fixing the exchange rates within the newly
proposed system.40 The Bundesbank began a campaign of limiting the influence of the politicians
on the Exchange Rate Mechanism (ERM- part of the EMS, keeping exchange rates stable), putting
constraints on the EMS as well as the governing body in Brussels. The council of the Bundesbank
declared that the value of the Deutsche Mark was determined exclusively by the bank alone and it
was the responsibility of other member states to adjust the value of other currencies. Essentially, the
Bundesbank wanted control of the exchange rate of the Deutsche Mark with the dollar and the yen.
If the currencies of other countries were below the EMS minimum, it was their problem to suffer
through recession to keep up.
While in the early 1980s there was a continuous crisis within the Franco-German axis of the
monetary system, European states at the periphery were eager to participate in the economic
experiment. From an economic perspective, the Nixon Shock caused massive devaluation of the
national currencies in Spain, Portugal, Italy and Greece. Households liquidated their assets in their
countries and violated capital control systems in order to export them to Frankfurt, Geneva and
London. The EMS provided an attractive solution as it would eliminate those national-based
obstacles through the free movement of capital as part of the institutional arrangements with their
emphasis on neoliberalism. From a broader political and historical context, the entrance of the
Southern European countries was beneficial for the Western liberal democratic states. In the 1970s
there was a resurgence of political extremism in Southern Europe. The dictatorship of Salazar in
Portugal, the far-right military junta in Greece and the increasingly popularity of the Marxist left in
Italy promised radical structural revolutions in the European political landscape.41 As a result
France and Germany utilised economic leverage to assimilate the politically unstable Southern
nation states in the institutional structure of the EMS with the pretext that moderate democratic
governments would be established as the political governance norm amongst member states.
In 1981, the French government under Francois Mitterrand adopted a new policy towards the EMS
originating on liberal institutional aspirations. Whereas the previous French administrations
manipulated the concept of a common currency for promoting national interest, Mitterrand viewed
the EMS and the Bundesbank as instruments for an economic project on a European level. His main
objective was to essentially recalibrate the Bundesbank to shape the EMS system economically on
the basis of French Keynesianism, with a focus on aggregate demand, and public expenditure which
would provide the groundwork for high investments in European countries and economic growth. In
order to achieve this, the French government decided to demonstrate to Germany that it could
discipline itself economically and thus introduced austerity measures to keep inflation low and the
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interest rates aligned to those of Frankfurt.42 The plan to erect a European Central Bank in the form
of French Keynesianism failed, as the government maintained its austerity policy in order to please
the Bundesbank. This was a pivotal moment in the mindset of policymaking that would define the
EMS, and later the Eurozone, as austerity and German fiscal discipline became the dominant
economic formula for all member states that wished to remain in the monetary union. The
imbalance of power between France and Germany in an institutional context grew towards the
favour of the latter, manifested by the dominance of German industrial and banking power over
French administrative skills. German economic discipline in the form of austerity is still the policy
that defines the way in which the Eurozone operates and French weakness to counterbalance those
policy decisions would become evident in the handling of the 2008 economic recession.
The third juncture point in the institutional formation of the Eurozone was in 1987. At that
particular historical period, the Volcker strategy, for the US to maintain economic supremacy
resulted in a serious devaluation of the dollar. At the G7 summit in Paris, American officials pushed
Europeans to strengthen the dollars value. German politicians decided to use the EMR mechanism
to alter the international value of the Deutsche Mark without consulting the Bundesbank, thus
disregarding the degree of political and economic influence of the banking sector. In order to
demonstrate its economic power, Frankfurt began a destabilisation process of the EMS-EMR
mechanism by pushing interest rates up so high that France could not keep up.43 The reason the
banking policy that the Bundesbank presented was the imminent reunification of Germany. By 1990
German and French politicians recognised the authority of the Bundesbank in terms of shaping
economic policy. A move towards a common currency was agreed as long as the Bundesbank was
in direct control and the currency complied with its own terms. This political process in the late
1980s and early1990s signified the power of the Bundesbank, and more specifically the technocratic
aspect of the Eurozone, would exercise in comparison to the national governments. The project for
a European Bretton Woods was dead, as EMR structure with political guidance collapsed, as well as
the plans of the French for a European Monetary Fund both of which were critical institutional
features for a European Bretton Woods. Furthermore Germany attempted to create a common
currency under its own image and national interest, concerned with its national inflation levels and
surplus status while letting the deficit nations go into recession in order to remain pegged on the
Deutsche Mark. The returns that Germany, and more specifically, the Bundesbank enjoyed for this
arrangement had a self-enforcing effect of economic dominance in Europe which Germany,
understandably, was not willing to change but rather implement it into the formation of a monetary
union.
Finally in the late 1980s and early 1990s, the reunification of Germany played a significant role as it
allowed it to acquire even higher political and economic status in the formation of a common
currency. It also encouraged the dismantling of the political dimension of the EMS-EMR system
which was the last obstacle towards forming a monetary union in its own institutional and economic
image. In addition to the importance of the timing of the reunification, in the early 1990s neoliberal
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economic thought, and more specifically financialization was becoming the dominant economic
doctrine which gave further support to the Bundesbank to exert its power and influence on
politicians as to how a common currency should be formed which in turn added a degree of
depoliticisation to the process of the institutional formation of the Eurozone.
From the ESM-EMR to the birth of the Eurozone
The EMS-ERM was constantly under pressure by the Bundesbank during the early 1990s, however
its appeal as a stable institution was attractive in Britain. After the Nixon Shock, there was a
temporary vacuum for an economic strategy to keep prices stable until the 1980s. During that
period, monetarism became the alternative mechanism of regulating inflation and a rather prominent
feature in the economic legislation passed by the House of Commons. As the Thatcher
administration implemented policies based on monetarism it simultaneously devastated the labour
market, the manufacturing industrial basis and there was serious concern for social conflict. At this
point the EMS-EMR seemed as the only solution to limit inflationary forces but there was a cost for
the integration of the British economy in the monetary union, namely high interest rates.
Regardless of the poor sustainability of interest rates in Britain in the context of the EMS-ERM, the
government decided to enter the program. By August 1992 inflationary forces were in retreat in the
British economy yet maintaining high interest rates to keep the pound pegged to the Deutsche Mark
were become toxic for the economy as Britain was once again at the edge of a recession. As a result
the British government was skeptical of remaining in the EMS-ERM since there was no possible
way to maintain interest rates without crushing the economy. Markets focused on the Bundesbank
as it was the only European institution that could potentially support the pound (as well as the
Italian lira which faced similar problems). Meanwhile, the governments of France and Germany
were moving towards the goal of the common currency through the Maastricht Treaty yet there was
one particular institutional component that created fierce antagonism: the institutional accountability
of the European Central Bank. France insisted on a model which the ECB would be only an
instrument of implementing monetary policy within the institutional framework of the European
Council which in turn would be responsible for forming monetary policy and be democratically
accountable. From the perspective of Germany this meant the control of the ECB by French
administrators and politicians which the Bundesbank detested. Eventually the same pattern of
asserting its monetary dominance re-emerged by letting the Italian lira to plummet. As the position
of the Bundesbank was clear, Britain, not being able to keep up without toxic interest rates, exited
from the EMS-ERM mechanism on the 16th September 1992, also known as Black Wednesday.44
The conflict of the French and German, manifested by the economic developments in Britain and
Italy, was part of the broader process of engineering the institution of the ECB. In the end, Germany
exploited the imbalance of power in the EMS-EMR union in order to create an independent ECB,
free of political administrators but also democratic accountability which paved the pathway for the
ECB charter to be formed on the basis of the Bundesbank chart. In a paradoxical attempt, the
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Bundesbank depoliticised the structural elements of the ECB in order to create a charter which was
based on the its charter and in turn this charter was designed to ensure economic stability in
Germany. It is essential to also state that the mandate of the Bundesbank was also closely linked
with neoliberalism regarding monetary policy and thus those two aspects became increasingly
interconnected in the mandate.
France, Italy and the periphery countries found it increasingly difficult to stay in the ESM-ERM
without compromise from the Bundesbank. As the system became impossible to preserve, Germany
offered a proposal. The monetary union with a common currency would be approved as long as
German economic policy dominated the ECB. France eventually admitted defeat and the process of
forming the Eurozone continued. Germany won the war of institutional supremacy for the Eurozone
however it was not the only element that contributed to the birth of the euro.
The second stage of financialization also played a significant role in sealing the formation of the
euro as it changed the way in which banking was conducted in the capitalist world. In order for the
American economy to keep growing, the stimulation of the financial sector, onto which the
economy was increasingly reliant, was essential. The Clinton administration’s version of the
stimulus was allowing the bankers to create enormous paper ‘value’ out of capital moving in and
out of Wall Street and the City of London. Banks created new ‘products’ that behaved like private
minted money which in turn powered investment and spending within private banks and financial
institutions.45 Enhanced financialization eventually reached Europe and instead of strict regulation
policy to prevent buying toxic money, European banks embraced the new ‘products’. In this
economic context, the Bundesbank decided that the foundation of banking institution of the ECB
within the common currency union would be beneficial.46 The reason was that the Bundesbank was
mediating between the big corporate German banks that were the first financial institutions to
embrace financialization and the small primitive German banks who were the backbone of German
industry and needed protection against foreign speculators. A European Central Bank with a charter
identical to that of the Bundesbank would allow for the smooth implementation of financialization
in the European economic sphere through the neoliberal mandate of the ECB. With institutional
arrangements agreed upon, in 1992 the Maastricht Treaty was signed and the euro was born.
The pattern of successive victories against French politicians and the need for an institutional
structure to absorb the phenomenon of financialization is the fourth and final critical juncture in the
forming of the Eurozone. From an institutional perspective the forming of the Eurozone was entered
around two competing economic ideologies that were embedded in the national interest of France
and Germany who in return were both pursuing the objective of controlling the ECB. On one hand
French Keynesianism was advocating for the broader politicisation of the monetary institutions that
would determine the mechanisms by which the Eurozone operated. On the other hand German fiscal
discipline and austerity policy was designed to maintain the status of the German economy as
regional power in Europe. Eventually German ideology triumphed, demonstrated by the
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institutional engineering of the ECB. This resulted in technocrats who overshadow national
parliaments or any form of democratic processes. It is equally important however to recognise the
fact that while German economic policymaking became the main tool by which the Eurozone
operates, it does not fully hold responsibility for the “technocratization” process that captured
European institutions. Since the early foundations of the EU, the technocratic element was strongly
present in the decision making process of Brussels which was supported by both France and
Germany. It was only until the balance of power in Europe began to shift towards Germany that
France recognised the importance of the democratic element in the EU. However by that point, due
to American policymaking, Germany was the dominant power in the region.
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Appendix II: Liberal Institutionalism and the entrance of Greece in the Eurozone

The previous chapter was focused on the formation of the institutional network of the Eurozone in
the context of historical institutionalism. Emphasis was given on how a variety of historical,
political, economic, social and cultural processes contributed to the configuration of the institutional
development of the Eurozone. The following chapters will examine the economic and political
processes on a deeper level in the context of institutionalism. Furthermore the focus will be be
redirected from a broad European narrative to the case of the Greek debt crisis and how it
manifested the consequences of those institutional processes. The purpose of this section is to
examine the reasons that Greece entered the EMS-ERM and later the Eurozone. This examined
through the theoretical lens of liberal institutionalism which became a prominent political theory in
the 1970s. Finally this part of the research paper will attempt to discover whether institutional
liberalism provides an adequate explanation of the entrance of Greece in the Eurozone.
Theory of Liberal Institutionalism in International Relations
Institutional liberalism emerged as sub-theory of the broader academic discipline of liberalism in
International Relations during the 1970s. Following the end of World War II, institutional liberalism
served as a counterbalance to the realist school thought which the dominant school of thought
within the field of International Relations due to its ability to successfully analyse the the
geopolitical landscape of the Cold War. Whereas realism concentrated on the competition between
the hegemonic struggle of the United States and the Soviet Union, and attempted to explain the
increasing conflictual tensions through issues of power, security and geopolitical struggle, liberal
institutionalism grounded its theoretical basis on the rise of international cooperation in the Western
World.47 The establishment of various international institutions and organisations including the
IMF, the UN, NATO and the World Bank encouraged a number of international relations scholars to
reconsider the way in which actors behaved on the international stage in the second half of the 20th
century. An increase in multilateral cooperation in the areas of international economy, human
rights, development and security challenged the traditional notion of an international system based
on the Hobbesian “state of nature”.
At its core, liberal institutionalism argues that states are rational actors who seek to maximise their
absolute gains through the establishment of institutional infrastructures that will promote
cooperation between the participating members states. This is achieved by states sharing common
political, economic and social values which serve as the basis on which an institutional platform can
be build in order for cooperation to be fully utilised. Furthermore this process requires states to
yield part of their national sovereignty to a transnational institutional administration.48 It is
important to note here that liberal institutionalism is not dismissive of the fact that states are self
interest-orientated political units. Similar to political realism, liberal institutionalism acknowledges
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the assumption that the foreign policy of individual states is grounded on the idea of national
interest and that the ultimate goal of the state is to pursue those interests. Liberal institutionalism
however, builds a different case than realism as it claims that states will often cooperate as it is in
their national interest to be part of a broader international organisation.49 In return the individual
states benefit by achieving objectives that are not possible on a national level such as regional
security and economic prosperity or environmental protection.
Liberal institutionalism further expands on the idea of complex interdependence. As mentioned in
the previous chapter, economic interdependence became prominent feature between the US and
Europe. This phenomenon gained significant momentum with the collapse of the Soviet Union as
well as the rise of globalisation.50 The idea of economic interdependence therefore encourages
cooperation between states. Moreover the idea of national sovereignty and the concept of borders
has been challenged by increased flow of capital and labour, migration, technology and
transnational issues. This encourages states to deal with these phenomena within a multilateral
framework. The European Union is a textbook example of this case a member states have formed a
regional community to tackle policy on a broader scale. On a theoretical level, the European Union
does not rely institutionally on the balance of power between states, sovereignty or separation of
domestic and foreign affairs. All these are characteristics which categorise the EU as a prototype of
a postmodern state, deviating from the traditional structures of a state organisation.51
The way in which states build their institutions has been characterised from a shift of hard to soft
power. Liberal institutionalism claims that states resolve issues with one another primarily through
the use of diplomacy, procedures in the legal framework of international law and appealing to one
another through the use of cultural ties or common ideological identity (ex. liberal democracies,
respect for the rule of law etc.) Institutions are therefore constructed in such a way that they provide
the appropriate platform for states to utilise those tools in order to combat global issues or resolve a
multitude of conflict types. This does not imply however, that hard power is still not significant yet
liberal institutionalism does not make a distinction between ‘high’ and ‘low’ politics as the rising
prominence of soft power has made both components equally critical in policymaking.
Finally, liberal institutionalism acknowledges the importance of non-state actors. Whereas realism
views the Westphalian state-centric system as the ultimate framework of analysing international
relations, liberal institutionalism identifies the rise of micro-powers in the form of non-state actors
who challenge the traditional model of Max Weber’s bureaucratic state.52 This political
phenomenon is based on the fact that the issues which institutions face including climate change,
human rights and poverty allow for non-state actors such as NGOs or activist groups to contribute
to the political process of resolving those challenges. In addition institutions provide a platform in
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which non-state actors can exert more influence as they do not operate on a national level and are
thus not vulnerable to limitations placed by a particular government.
Greek entrance in the Eurozone in the context of institutional liberalism
Political integration process of Greece and the expansion of liberal democracy
The devastating effect of the Second World War redefined the foreign policy attitude of European
nation-states in relation to each other. Despite the political developments on the international stage,
between the US and the Soviet Union, on a regional level European states invested enormous
political capital in the prevention of another catastrophic war and were working towards
establishing an institutional basis under which permanent security and cooperation could be
achieved within Europe’s political framework. From the 1950s, foreign policy of Western European
countries towards issues regarding geopolitical stability and security in Europe, were translated into
the ideology of liberal institutionalism. Under increasing institutional development on a European
level, the expansion of the mechanisms that were designed to provide the achievement of the
foreign policy goals of the Franco-German axis were expanded in the periphery of the European
continent, including the small nation-state of Greece. Therefore the entrance of Greece in the
monetary union can be directly linked to the increasing influence of liberal institutionalism in
European foreign policy.
From a geopolitical perspective, Greece was a critical component in the formation of a monetary
union (EMS-EMR) both for economic and political reasons. The geographical positioning of
Greece was of strategic importance to European states as it expanded economic influence to the
Eastern Mediterranean sea. Furthermore Greece was already an important member of NATO, as it
limited Soviet geopolitical influence in the Aegean sea and the surrounding region, and integration
in economic terms would further facilitate an important relationship between the Greek government
and the Western European countries as well as the US.53 Including Greece into the process of a
monetary union would ultimately enhance interdependence on an economic level which in return
would also imply increased security interests, as both elements complimented one another.
A critical factor that eventually initiated the integration process of Greece in the European monetary
system was the political instability that the country was experiencing in the 1970s which in return
was part of a broader political phenomenon in Southern Europe that challenged democratic ideals.
In the 1970s Greece was governed by a military junta which was the product of years of
constitutional tensions and governmental incompetence. Similarly, Portugal was under the
leadership of the dictatorship of Salazar and in Italy the radical left movement was gaining
significant political momentum.54 From the perspective of the Western European countries, these
developments threatened the status quo in the region as well as the ideological establishment of the
liberal democratic model as the dominant form of governance. The integration of Greece was
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critical as it would not only encourage cooperation on a European level but it would also ensure the
prevention of radical domestic structural reforms that could challenge the notion of liberal
democracy. Moreover democratising was essential in forging a common political ideological
identity under which European institutions could function effectively. A liberal democratic
government in Greece would also be more compliant with encouraging neoliberal economic
policies including a single market mechanism, free movement of capital and the removal of any
protectionist measures which in return would stimulate economic interdependence and integration.
The Greek government was equally eager to join the European monetary union for maximising its
national interests. When the military junta was overthrown in 1976, as its foreign policy
adventurism to maintain political order backfired, a new democratically elected government led by
Konstantinos Karamanlis and his party New Democracy, pursued monetary integration with
Western Europe as it would provide an institutional framework under which democratic stability
could be maintained.55 In addition, Greece sought to reinforce its position in the international
system by branching its foreign policy relations with more European actors and not be dependent
only on the US. In the 1970s American-Greek relations were tense as the popular opinion in Greece
was that the US government pursued a policy of supporting the far-right junta in order to keep
communist influence in the region contained. As a result, when the military dictatorship collapsed,
the Karamanlis administration began a foreign policy campaign to repair damaged relations with the
liberal democratic governments in Western Europe in order to create a political network under
which the US would not be the only state that had fairly normal relations with the Greek
government. Furthermore inclusion in the European community meant for Greece economic and
social modernisation which was a critical component for the basis of the legitimacy of the Greek
democratic government. Finally Greece wanted to expand its influence in the European region and
participate in the integration and configuration of the European model. From a liberal institutional
perspective it is clear that Greece sought to maximise its national interests within an institutional
framework and in a context of cooperation with its European partners.56 The New Democracy
government was willing to sacrifice part of its national sovereignty, primarily in economic terms, in
order to modernise the Greek state, increase its foreign relations network and participate in the
European monetary project that include the state to the new economic order of interdependence and
emerging globalisation.
However, it is equally important to consider what the effect was of Greece’s initial commitment to
the formation of a monetary union, as it supported a system of political corruption. Despite the
revival of Greek Democracy in the late 1970s, the conservative governments that followed were
incapable dealing with issues of corruption, kleptocracy, administrative incompetence and high
inflation rates. As public opinion towards the state began to drastically deteriorate, the conservative
parties of New Democracy and PASOK (which were the leading parties in the elections and usually
ruled in turns) used the project of the monetary union as means of legitimacy to extend their rule.
Their basic argument was that while they acknowledged the ongoing domestic problems in Greece,
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they were the two significant political parties that were willing to pursue monetary integration with
their European partners. Therefore the Greek people should keep those parties in power until the
monetary union was fully realised and the government would receive fiscal and monetary policy
guidelines directly from Brussels.57 This particular part of the Greek integration process in a
monetary union falls short from the view of liberal institutionalism. It is important to acknowledge
that while there is significant evidence to explain how Greece entered the Eurozone from a liberal
institutional perspective, it is also critical to understand that in order for that objective to be reached
in the name of cooperation and integration, the Greek governmental system exploited that ideology
for short term gains which in return established a pattern of conducting politics that would prove
catastrophic with the crisis of 2008.
Monetary Union in the context of liberal institutionalism
As the process of European monetary integration increased, it became essential to introduce
guidelines for the final stage of the monetary union, namely the Eurozone, in order to ensure
economic and political stability as well as maximise the gains through this institutional framework.
The treaty of Maastricht in 1993 became fundamental in establishing these economic criteria.
However the criteria established for countries to properly function in this monetary union were not
eligible for the periphery states due to the Eurozone’s institutional design, as examined in Appendix
I. Therefore a difficult dilemma was created between the formation of limited and rather
economically constrained Eurozone but with a relatively stable monetary union, or its expansion to
the periphery nation-states which would increase economic cooperation and interdependence but in
return would produce a fragile monetary system that was vulnerable from the deficit economies.
Greece was positioned in the middle of this political dilemma that would eventually determine the
future of the Eurozone. According to the Maastricht criteria all states that were potential members
should:
• Maintain a maximum public debt of no more than 60% of its gross domestic product at market
prices. (see Graph III)
• Maintain a maximum budget deficit of no more than 3% of its gross domestic product at market
prices.
• Devaluation of the national currency pegged to the common currency should have devalued in the
last two years that the state has participated in the monetary union.
• Be part of the EMS-ERM mechanism successfully for two consecutive years without any
“severe” tensions in the economy. However it is possible to take monetary stability before
entering the EMS into account through the European Commission.
• HICP inflation should not significantly be below or above the eurozone benchmark. 58
The Maastricht Criteria (or Euro Convergence Criteria) were not achievable by most nation-states
that comprised of the monetary union. In the case of Greece, its economy was far from eligible for
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full membership in the Eurozone. In 1993 the Greek government deficit budget was 11.3% as to the
3% benchmark. Furthermore the Greek public debt was around 70% in comparison to the 60% limit
imposed by the criteria. Finally at the time, inflation should have been about 3.9% for countries to
enter the Eurozone, however Greece had an inflation level of about 20%.59 From a monetary
perspective it was thus not logical or beneficial for the long term to allow a monetarily weak
country to enter the Eurozone.
The Eurozone founding members facing the dilemma of monetary stability or increased political
and economic power within the institutionally fragile monetary framework, eventually chose for the
expansive integration. The way in which the Maastricht criteria were circumvented became evident
with the entrance of Italy in the Eurozone. European leaders realised that a monetary union without
Italy would not be pointless. Italy was a considerable economic force as it is to this day, and the
second manufacturing centre of Europe. Furthermore at the time, the devaluation of the lira gave a
competitive advantage to the Italian industry in comparison to the German one and thus threatened
German industrial status. Finally, the Northern part of the Italian peninsula had significant trade
relations with France which presented the opportunity for potential new markets. However, similar
to Greece, Italy suffered from high inflation and a public debt that was twice as large as what was
demanded by the Maastricht criteria. As a result, from a purely monetary sense, Italy was not a
candidate for the Eurozone. Despite its economic weaknesses, Italy was too important to be
excluded from the Euro and therefore the European architects of the monetary union adopted an
unconventional strategy.The rigid criteria that were established in 1993 were reinterpreted into
monetary guidelines that potential member states should follow to achieve membership. As long as
the European Commission and the ECB were convinced that Italy was moving towards the aims set
by the Maastricht Treaty, convergence with the Euro was a possibility. As a result Italy was only a
member of the EMS-ERM for only 15 months as to suppose two years, and then joined the
Eurozone.
Greece followed a similar approach to the one that Italy and Brussels adopted. However, the Greek
government also made domestic efforts to make sure that its government expenditure reports
resembled policies in the direction of minimising public debt, government deficit and inflation. This
was primarily done by manipulating statistics to misrepresent their economic state, more commonly
known as ‘cooking the books’. One example is the way which the Greek Institute of Statistics dealt
with losses from the railway sector. In the late 1990s the Greek railway was losing about one billion
euros a year. The railway would issue shares the government would buy and therefore instead of
expenditure it accounted as a financial transaction which meant that it never appeared on the budget
balance sheet.60 Those statistics were sent to the European Commission and AMECO (Annual
Macro-economic database of the European Commission) as part of the membership process. The
problem was that those institutions did not possess the appropriate tools and institutional
mechanisms to check on the validity of the statistical information and therefore had to rely on the
national institutions. Despite the lack of institutional sophistication, the numbers still seemed highly
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questionable as the budgetary and monetary policy that the Greek government implemented, while
being a step in the right direction, could not have potentially produced such results. However, in the
context of liberal institutionalism, the way in which Greece entered the Eurozone can be analysed as
the desire of Brussel to expand its institutional infrastructure across the region for further economic
cooperation, long term gains and the ability to be more competitive in the international markets.
Similarly, the Greek government viewed the Eurozone as an economic driver for its economy that
could stimulate growth and enhance the economic position of Greece. In addition, the political
dimension is also crucial as the monetary union was aimed to form the basis for further political
integration which in return would allow European nations to collectively tackle foreign policy
issues, security and geopolitical concerns without relying on Washington. However political gains
and short term economic benefits were prioritised over forming a stable institutional and monetary
basis for a sustainable union.
Finally it is also important to acknowledge that, in the context of liberal institutionalism, the
Eurozone further encouraged the influence of non-state actors in the political process, namely
European banks. In the previous appendix, the rise of financialization was introduced which played
a fundamental role in forming the Eurozone. The Western European countries such as Germany and
Netherlands however were not attractive markets for banks to lend money. Due to their surplus
status, money was in larger supply thus their price, namely interest rates dropped. As a result deficit
national economies, similar to that of Greece were potential markets for bankers. One of the reasons
was because of low level of private indebtedness. The consumption culture in Greece (as well as
Italy, Spain and Portugal) is different in the sense that, while poorer than the average Northern
European, people in the South own their houses, cars etc. thus their debt is rather low. In addition to
low indebtedness, high interests rates in deficit countries was another stimulus. As countries like
Greece entered the Eurozone, free movement of capital allows for surplus nations like Germany to
export goods and in return cash flows from Greece to Germany. The Greek consumers purchased
more imported products and the price of euros thus rise more in comparison to Germany. High
interest rates and low private indebtedness were the perfect conditions for bankers to unload their
money in Greece and in return produce high yield which has become the primary purpose of the
banks. Moreover, the fact that Greece was part of the Eurozone meant that it received the same
credit validity as Germany meaning that since European nation-states were all part of a monetary
union, lending to deficit countries like Greece was risk-free.61 This process led to the banks gaining
significant political and economic status in the Eurozone and formed a fundamental part of the
institutional structure. Therefore when the 2008 crisis occurred, European governments had to
bailout the banks as these non-state actors formed a critical component of the Eurozone economy.
In conclusion liberal institutionalism provides an effective analytical capacity in examining the
entrance of Greece in the Eurozone. Its approach focuses on the motives of allowing the
participation of Greece in the context of greater economic and monetary cooperation,
interdependence and process towards greater political integration. The monetary union in this
appendix is treated as an institutional framework which provided European states with the
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conditions to increase their national gains through broader cooperation. Furthermore liberal
institutionalism builds on the historical institutionalist approach. The way in which the Eurozone
was institutionally developed was flawed and the objective of European states to integrate into this
monetary union to maximise their gains and deal with European issues on a broader level, links
back to liberal institutional theory. Furthermore this system provided the necessary ground for the
development of banks as significant non-state actors which heavily influenced the way in which the
Eurozone designs monetary policy. The rise of this particular non-state actor and the way which
contributed to the 2008 crisis shaped the design of the policies by European leaders to combat
recession and this policies in return were based on a new movement of economic thought.
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Appendix III: Economic Neoliberalism and the Troika policies on Greece

The expansion of the Eurozone in the peripheral nation-states of Southern Europe served primarily
as pathway towards economic integration whose principal purpose was political and economic
stability in the region. The founders of the Eurozone, however, proceeded with their convergence
strategy without addressing the institutional flaws in the design of the Eurozone (Appendix I) and
the economic incapability of weaker member states to successfully integrate their economies in a
broader monetary union, such as Greece (Appendix II). This combination was eventually exposed
in the crisis of 2008 when the entire financial order was on the brink of collapse. Yet despite the
necessity for an institutional reform in the Eurozone, European leaders implemented economic
policies that would sustain those architectural flaws while simultaneously condemning the
economies of a number of periphery members in a state of devastating recession or, in the case of
Greece, depression. In this appendix the ideological basis, namely neoliberalism, for the conducting
of the crisis management policies of the Troika will be examined, with a focus on Greece as it
highlights best the fundamental weakness of those programs. Furthermore an analysis will be
provided as to the factors that made neoliberalism the dominant economic framework in the
Eurozone and how its long term unsustainable economic doctrine during the crisis, resulted in the
devastation of the Greek economy as well as the formation of political fault lines within the
Eurozone.
Economic Neoliberalism and the End of the State in Political Economic Theory
From the 1940s, Western liberal democracies had adopted an economic policy grounded on the
social-liberal tradition whose core economic discipline was Keynesian theory. National
governments formed economic policy which was orientated towards limiting economic and social
inequality, increasing social welfare and regulating the financial sector. However in the early 1970s
economic stagnation and increased public debt placed enormous pressure on the ‘welfare state’ and
the use of the Keynesian model as the primary tool for creating economic policy. This backlash on
social capitalism paved the way for the re-emergence of classical liberalism based on the economic
framework developed by Adam Smith, which came to be known as neoliberalism.62 This newly
found alternative economic ideology was championed by political leaders including Ronald Reagan
and Margaret Thatcher in the 1980s. During that period, the concept of increased globalisation also
formed an ideological basis on which neoliberal theory was embraced by almost all liberal
democracies.
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Overview of economic neoliberalism
The main focus of neoliberalism is the promotion of market fundamentalism and the idea of free
market competition as the most appropriate mechanism for the effective allocation of resources and
economic growth.63 The identification of key characteristics that form neoliberal ideology are rather
challenging to identify due to the fact it is susceptible to the specifics of national economic policy.
However there are several guidelines which find their roots to classical liberalism and the economic
model founded by Adam Smith and his emphasis of the self-correcting mechanisms of the markets
(the Invisible Hand of Adam Smith).
The first element that offers a degree of theoretical structure to neoliberal economic thought is its
claim of minimal state intervention in economic and social affairs. In contrast with social liberal
tradition where the government serves as a mediator between capital and labour with tools such as
market regulations, wage policies and allowance for trade unions, neoliberalism takes a laissez faire
approach towards the dynamic between government and markets. Since free market competition is
the ultimate mechanism that ensure effective resource allocation and maximum economic growth,
the state should not influence the way in which it operates. Instead, it should protect the free market
through a series of economic policies including trade union dissolution, corporate tax reduction,
loose wage policies, deregulation, privatised public services and the pulling of capital controls.64
Through those policies private profits escalate to extraordinarily high levels through resource
allocation and the government can tax a small part of those profits in order to fund its limited public
expenditure activity. In addition, funding certain public goods becomes less challenging as a
number of them can be privatised, including quasi-collective social welfare, healthcare etc.
The second element of neoliberalism is a transformation of macroeconomic policy that stimulates
freedom of trade and movement of capital. In the context of globalisation, national governments
become more interdependent with one another and therefore protectionist measures based on
national incentives would undermine the international economic mechanisms that ensure stability.
Economic convergence on a regional and international level through multilateral trade agreements,
single market formations (EU) or institutions promoting free trade agendas (IMF) are strategies that
can be deployed to achieve free movement of capital and labour as well trade. The core argument is
that through free mobility of capital and labour, there will be higher efficiency in allocation of
resources which in return strengthens economic prosperity on multiple levels.65 In the Eurozone for
example, the movement of capital from capital abundant to capital scarce economies would result in
the harmonisation of incomes across the region. The government’s task should be to keep low
public debt and deficit by limiting public expenditure and the market mechanisms will carry out the
rest.
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Besides those two principal elements of economic neoliberalism, its rising influence can be also be
associated with the economic dogma of monetarism that was adopted in the early 1970s, primarily
by central banks, and it can be argued that it served a fundamental purpose to the overarching
narrative of neoliberalism. In addition to the popularity of monetarism, neoliberalism also served as
a convenient theoretical framework for the rise of the banking sector and financial corporations, a
phenomenon that came to be known as financialization. The following two sections will focus on
monetarism and financialization in the context of neoliberalism in order to examine the more
practical use of this ideology which played a significant role in the crisis of 2008.
Monetarism and the reformation of the central banking sector
Monetarism emerged as a school of economic thought in the 1970s, as an antithesis to the fiscal
focus of Keynesianism for running the economy. Its chief architect, Milton Friedman, advocated for
a macroeconomic model that diverged significantly from Keynesian tradition by focusing on the
money supply as the primary determinant on the demand side of short term economic activity.
Monetarists were critical of the fact that Keynesian governments run the risk of over inflating the
economy in times of crisis by increasing money supply to stimulate public investment and support
welfare programs which in return stimulated short term economic growth, necessary to overcome
recessions.66 The long-term effects on price stability was therefore the critical concern of
monetarists.
Milton Friedman formed a simple model to explain money supply which centred around the
equation of MV=PQ. In the equation M is the money supply, V is the velocity of turnover of money,
P is the price and Q the quantity of goods produced. The idea was that V was rather constant and
predictable and so as the money supply increases so does Q or P. 67The causation process thus
proceeds from the left to the right of the equation and it directly affects the way in which
employment, production and price levels develop. However the consequences only become
apparent after a long period of time. Therefore, according to Friedman, the money supply is the
primary component in the equation that governments should focus on. Controlling the money
supply was essential in keeping low inflation as well as ensuring economic growth. As a result
emphasis was placed on the monetary aspect of the economy whereas fiscal policy lost significance
in forming economic policy.
In a neoliberal context, market fundamentalism required stable prices and low inflation in order for
market mechanisms to work efficiently and promote economic growth. This process of monetarism
was integrated in the mandate of central banks, including that of the European Central Bank which
was created in 1998, at the peak of neoliberalism. In its charter elements of market fundamentalism
and macroeconomic models based on monetarism were evident. The most compelling evidence is
the mandate of the ECB whose sole purpose is to focus on inflation and setting interest rates across
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the Eurozone as those two components define financial stability to a large extent.68 Constraints on
fiscal policy were also placed on the ECB’s charter, influenced by Friedman’s view on fiscal policy,
thus eliminating any decision-making capacity for controlling unemployment and stimulating
economic growth.
In the 1980s monetarism began to erode as the nature of the US economy changed in such a way
that was impossible to predict the velocity.69 However the fixation on inflation to support market
mechanisms at the expense of rising unemployment still influenced the conduct of central banks and
especially in the Eurozone which inflation stability was critical in maintaining a monetary union
based on fixed exchange rates. Even after the crisis of 2008, the ECB maintained its inflation
mandate whereas the Federal Bank in the US understood the importance of fiscal policy and utilised
it to save its economy. As to be seen, the case of the Eurozone was different.
Financialization, Neoliberalism vs Democracy and the end of state
In Appendix I, the rise of financialization in the American economy in the late 1970s was examined
as tool that allowed the US economy to keep its hegemonic status as well as a phenomenon that
contributed significantly to the institutional formation of the Eurozone. Financialization was
interconnected with the narrative of neoliberalism. for example by deregulating financial markets to
allow foreign investment in Wall Street as part of the recycling foreign surpluses strategy. In the
1990s the process of financialization was further enhanced by the Clinton administration by passing
significant legislation regarding the deregulation of the commercial banking sector which started to
overtake the American economy. Neoliberalism was used as an argument, claiming that the interests
of the financial sector are closely linked with the interests of society and that this can be
accomplished through “self-regulation” of the private sector.
This claim in turn, formed the pretext for the independence of banks from any government
jurisdiction. In the context of neoliberalism, democratic processes are an obstacle for the efficiency
of the markets and the financial sector.70 Therefore it advocates for a shift of power from national
parliaments and congresses to international financial institutions, offshore trade tribunals and
corporations.71 In this framework central banks should also be an independent entity as its only
concern, controlling money supply, is supposedly a purely technocratic matter with no political
decisions attached. The formation of the ECB is the product of the neoliberal attitude towards
democratic accountability and the dynamic between governments and banks.
The ECB was created as an independent central bank that would have no attachment to democratic
processes of national governments that were part of the Eurozone as was indicated in the Treaty of
Maastricht. Increasing confidence on the self-regulating mindset of central banks and the aim of
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averting any politicisation in the ECB were the primary motives behind the decision taken by the
founders of the Eurozone.72 However, as it will be made evident in a later section, the ECB became
vulnerable to the interests of the financial sector, there was a high degree of politicisation and it did
not possess the skills to self-regulate nor did it have the incentives to do so.
Finally, this process of independent central and commercial banking, financialization and neoliberal
policies that advocated for the limitation of government influence was viewed as the end of the
state.73 Democratic processes no longer were to determine the economy that was viewed as purely
technocratic matter. After 2008 this notion of a stateless economy collapsed as governments rushed
in to bailout that very system. However in the Eurozone, neoliberalism was still championed as an
ideology and embedded in the bailout programmes for the crisis countries which in the end led to
the political division of the Eurozone even more and began a process of high risk political and
economic fragmentation.
The Neoliberal Troika Program and the Greek Debt Crisis (2010-2014)
The Greek debt crisis that began in 2010 was testament to the flawed architectural structure of the
Eurozone as it manifested the lack of institutional infrastructure for the proper coordination of
various key actors in the Eurozone in order to produce an effective management strategy. However,
Greece demonstrated something of even greater importance regarding the institutional arrangements
of the Eurozone, namely the incapability of member states to produce any sort of reform measures
to ensure the prevention of future recessions. Instead, a patchwork of an institutional arrangement
between the European Commission, the European Central Bank and the IMF, the Troika, persisted
on implementing policies on the Greek economy that would result in further recession, to keep the
facade of a well-functioning monetary union. In both aspects of the crisis, neoliberalism heavily
influenced the demise of the Eurozone in 2008, as well as Greece and the policies of the Troika to
maintain the same system that caused the crisis in the first place.
The European Central Bank and the causes of the Eurozone crisis
The core of the Eurozone is arguably the institution that has the most constraints placed upon it, the
European Central Bank. As examined in the previous section, this paradoxical institutional
arrangement was not an accident but rather a necessary arrangement in order to support market
fundamentalism, financialization and neoliberal ideology. However, the ECB has monopolised the
monetary tools necessary for national governments to promote economic growth and financial
stability. This combination of constraints and monopolisation is at the core of the Eurozone crisis
and the dysfunctional relationship between the member states and the ECB.
Control over monetary policy by national governments has been undermined by the institutional
arrangements of the ECB and the Eurozone. The ECB determines the interest rates for the entire
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Eurozone area which in return affects the exchange rate between the euro and other foreign
currencies. Depending on the agenda of the ECB, it can place high interest rates to increase demand
for the euro and thus increase its value or choose for low interests in order to stimulate the
economy. Depriving adjustment mechanisms of interest rates and exchange rates from national
governments had severe symptoms for the development of their economies as peripheral countries
such as Greece were not able to adjust imports and exports thus lacking the capacity to correct trade
imbalances leading to increasing deficits.74 In addition ensuring employment and financial stability
as well as funding welfare programs are still the responsibility of national governments who in
return have different needs. The economic disproportion between fiscal and monetary policy
therefore inevitably leads to a crisis. Furthermore the transfer of monetary policy control to the ECB
ensured for the depoliticisation of central banking which was the mandate of neoliberals who
focused on the financial aspect of the central bank and viewed it as a technocratic matter.
The transition of these monetary tools from national governments to the ECB was essential for the
mandate of controlling inflation which again finds its roots in neoliberalism, and more specifically
monetarism. The focus on inflation by the ECB can be explained through the convergence of
Eurozone markets into one entity, the single market. As mentioned in appendix II, through the
integration process of markets, Greece became an emerging market for lending by German and
French banks due to the fixed-exchange rate that meant no risk for European bankers. As capital
flowed from Germany and France to Greece, it was critical to keep inflation rates steady as
increased inflation would mean that the real value of what debtors owned would diminish at the
expense of the creditors. Even in 2011, during the ongoing crisis, there was a raise in interest rates
in order to protect banks and bond market investors.75 This demonstrates how the depoliticisation of
the ECB made it vulnerable to its capture by the financial sector as monetary policy was primarily
determined by the interests of bond market investors and banks who in the neoliberal era became
central to the functioning of the economy.
Another critical aspect that led to the Eurozone crisis was the flight of capital from the periphery
countries, due to the single market mechanism, to the core of the Eurozone and the role that the
ECB played. As capital flew from France and Germany (capital abundant) to Greece (capital scarce)
through excess lending that created increases in prices and current account deficits that were not
sustainable. Eventually this led to a vicious cycle as capital left the crisis countries which forced
local banks to increase interest rates and put the Greek state into a competitive disadvantage which
further increased the exodus of capital. The banks then had to restrict lending which weakened the
economy and the ability of the state to bail out its banks in case of a crisis and that increases the
interest rate that banks have to pay which economically weaken them and that forces more capital to
leave. The ECB also enhanced these issues as the single interest rate set in the eurozone created
spreads in the interest rates, reflecting the differences in market’s judgment of risk and ability of
banks to provide credit to companies, resulting in weaker economic countries such as Greece to pay
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higher interest rates.76 The situation was even more risky as Greece, as well as other Eurozone
members, lost control of their printing press of their currency since money supply was directed by
the ECB. That meant that in a case of crisis, the Greek government was not able to increase money
supply, devalue the currency to increase exports as well public spending and thus repay any debts to
the creditors. In conclusion the neoliberal view of converging markets for greater efficiency
essentially resulted in massive capital flights from Greece that undermined its economy. In addition
financial markets focused on the risk-free exchange and free mobility of capital rather than the cost
of excess lending to deficit nations which was encouraged by the deregulation process and the fact
that corporations and banks formed the core of the Eurozone economy.
Finally the ECB’s mandate excluded any policy support or recommendation on the fiscal aspect of
the Eurozone thus laying the groundwork for recession management strategies that exclusively
focused on maintaining stable inflation rather than addressing the fiscal needs of the crisis countries.
Due to the fragmented banking system that was still in the constraints of national governments, the
risk of weak banks led to the deterioration of the fiscal position of governments.77 Furthermore in
times of crisis programs to combat unemployment were designed on a national level. Greece and
other crisis countries had to limit unemployment with increasing welfare costs while government
revenue was drastically reduced. Fiscal constraints imposed by the Maastricht treaty, and later the
Troika, also reduced investment and public expenditure that could potentially stimulate economic
growth. Complemented by the flow of capital from Greece and the rising interest rate, an anticyclical policy to combat potential recession was not possible. In addition Europe’s federal budget
was virtually non-existent and thus did not have the capacity to utilise in the context of anti-cyclical
policies. Instead, the founders of the Eurozone based their strategy for fighting recession through a
pro-cyclical policy of cutting government deficits which would restore confidence in investors and
that markets would eventually adjust themselves to restore full employment.78 In short, neoliberal
faith in market fundamentalism resulted to the destructive policy of austerity to preserve steady
inflation levels for keeping the monetary union together and saving the banking and market sector.
(see Graph I)
The primary lesson from the causes that led to the Eurozone crisis, is how the institutional flaws of
the Eurozone reinforced neoliberal policy which in turn served those very flaws. The ECB was
subject to this deadly cycle of weak structure and a tailored ideology which benefited the process of
financialization. In addition, in appendix I, path dependency explains the reason behind the
institutional failure of the formation of the Eurozone and it can be applied in this context as well.
The self reinforcing mechanism of neoliberalism allowed for free mobility, deregulation and
minimal government under which the financial sector thrived. As the financial sector became
increasingly important, it was inevitable that institutions such as the ECB would be structured in a
way that supported the core of the international financial order. This in turn translated it into
determining monetary policy (with political consequences) decision by technocratic institutions in
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Frankfurt and Brussels that were free of a democratic accountability which was seen as an obstacle
to implementing the idea of neoliberalism. As result, the progression of this system reduced the
incentives of member states to reform the Eurozone to the point that when the crisis of 2008
happened, the political will was non-existent because of their dependence on the system.
Unfortunately, it was the weakest members of the Eurozone that had to pay the price of maintaining
that vicious cycle based on path dependency.
The Eurozone crisis and the first Greek bailout programme
When the international financial order collapsed in 2008 by the crush in Wall Street, neoliberalism
temporarily received backlash in the US. The consequences of decades of financialization finally
manifested themselves and the Federal government stepped in to save the US economy by allowing
the Federal Bank to flood the market with money, part of which went to bailing out the banks.
Nonetheless the unified US banking system and its domestic surplus recycling mechanism
effectively tackled the effects of recession. However the situation in the Eurozone was drastically
different. Without possessing the necessary tools or proper institutional arrangements to confront
the recession, Eurozone’s leading members engaged in a programme of austerity to save the the
broken monetary union at the expense of the crisis countries, more specifically Greece.
The absence of proper Eurozone institutions and the limitations imposed to the already existing
ones, meant that the burden of dealing with the debt crisis of Greece fell onto Germany and France
which, in the context of the structural failure of the Eurozone, did not have the capacity or the
willingness to assist Greece economically. In 2008 French and German banks were about to
collapse as it was discovered that their US-sourced toxic derivatives lost almost all their value as a
result of the crash in Wall Street.79 This meant that national parliaments had to step in and intervene
by offering bailout packages through increased taxation. Moving the losses of the bankers to the
taxpayers on a national level caused massively political resentment as the fallout of the neoliberal
system was at the expense of ordinary citizens. However banks in Greece, and other deficit nations,
were also ready to default yet the government did not have the capacity to bail them out as it was
deprived of its monetary tools and in addition it was too weak to operate in the framework of the
Eurozone. Germany’s Chancellor, Angela Merkel, already having burdened Germany’s taxpayers,
declined to bailout the Greek banks who were at the brink of defaulting. The lack of institutional
mechanisms to independently deal with the situation in Greece and the unwillingness of national
governments to further burden their taxpayers for saving a foreign economy (which was yet an
important part of the monetary union) created a unique problem that was the consequence of a
flawed Eurozone structure.80 Furthermore the bailouts of the banks were already an unpopular
decision as they were responsible for the economic disorder however the neoliberal establishment
recognised their importance and therefore their options were limited.
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As France and Germany denied assisting Greece, the burden was passed to the only institution in
the Eurozone and the one who in times of recession was not supposed to intervene, the ECB. As it
was deprived of any policy powers to directly support Eurozone members economically due to the
Treaty of Maastricht, the governing board at the ECB circumnavigated around the treaty. The ECB
allowed Eurozone banks to issue IOUs that no one would buy, since those very same banks were
insolvent, and get the government to guarantee them. The banks then would deposit them back with
the ECB as collateral. The ECB in return would lend them money that it created.81 This mechanism
essentially provided a false image to national parliaments that the banks in Greece were solvent and
thus increasing the chance of granting a ‘solidarity’ package to the Greek government as part of
saving the ‘European Project’.
The real reason behind the ‘solidarity’ package was that by December 2010 bond yields were
soaring long term Greek interest rates that started at 6% and reached 12%. The Greek government
had to borrow to finance its fiscal deficit of 10% and to repay earlier loans yet credit trust had
plummeted and this meant that the next step was for the Greek government to default on its
payments. However, French and German banks who held many of the bonds would become
insolvent as Greece owned 200$ billion worth of bonds.82 The problem was that at the time the
French and German governments could not estimate how big the damage would be since
transparency was not existent due to financialization and deregulation. Therefore it can be
concluded that the ‘solidarity’ package that was approved to help the Greek economy, was
essentially a bailout for the French and German banks who had fallen victims of their own
predatory lending encouraged by both the monetary union’s fixed exchange rate and neoliberal
policy of free mobility of capital.
Complementary to the ‘solidarity’ package of the Eurozone members was the implementation of the
Troika, an institutional patchwork of the ECB, European Commission and the IMF, and its
programme which aimed at fiscal balance. The real purpose, however, was to restore the access of
Greece to the financial markets and credit as well as repayment of debt rather than sustainable
growth.83 Essentially the programs worked as mechanisms to ensure that the creditors get their
money back whereas the debtor pays the cost of adjustment. The core of the programme was based
on the principle of austerity, the contraction of government spending and an increase in revenue.84
The objective is to eventually halt borrowing processes to reduce the deficit by cutting expenditures
and raising taxes which theoretically lead to independence from foreign finance. In order to achieve
this aim, various policies were utilised by the Troika to ensure that Greece would begin the
repayment process. One of the principle elements of the program was the focus on the sources and
and size of primary surpluses, the excess of revenues over expenditure, due to the fact that they
served as a way of repaying the interest. Interestingly enough, the Troika did not consider the view
that a country that has received the largest loan in economic history, in absolute terms, cannot pay
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back creditors through its primary surpluses. This policy eventually led to the reduction of the
purchasing power of consumers more than reinforcing it due to the lack of demand. Furthermore,
the Troika set a target of 3.5% surplus by the year 2018 which according to the IMF would lead the
Greek economy into depression.85
Another important aspect of the Troika programme was the raising of revenues through increased
taxation and simultaneously cutting spending. (see Graph IV). Troika ‘recommended’ to the Greek
government high taxation with 23% VAT tax on most products and 22% income tax on the lowest
bracket which together form an effective tax rate of about 40%.86 Moreover, to combat the problem
of tax evasion, which was a massive domestic issue, Greek firms and MSEs (small and medium
enterprises) had to pay their taxes at the beginning of the year which in turn led to a negative
supply-side effect. Taxes were also implemented on industries such as tourism due to their high
productivity but this eventually decreased its economic output as Greece became less attractive as a
tourist destination. Finally increased taxes on property resulted in the loss of many assets of
ordinary Greek citizens, many of which were unemployed and their house ownership is what
prevented them from full poverty. In terms of cutting expenditure, pension cuts were implemented
as the pensions were described as outsized. By 2013, 15% of retirees were under poverty threat with
some having to live with 665 euros per month. Other expenses included reductions in education,
healthcare and infrastructure which in turn further stagnated the economy.
Privatisation also was encouraged in order for the Greek government to generate quick revenue.
Evidently, the Troika was primarily concerned with the cash flow rather than long term
consequences on the public sector and the capacity of the government to maintain a sustainable
source of revenue. The privatisation of government assets led to decreased revenue as there was less
yield and a higher cost for different branches of the public sector (ex. renting offices). In addition to
the economic effects there was also a political dimension involved. A number of the assets were
taken over by Greek oligarchs who gained increasing influence by controlling the banks and the
media. Until 2011, the PASOK government of George Papadreou introduced reforms to limit the
influence of Greek oligarchs however, when the Troika programme was introduced he resigned due
to massive political unpopularity. The then newly elected government of New Democracy came to
power. Yet members of Samaras government had links with those very same oligarchs and the
containment policy was reversed.87 The Troika however did not intervene to stop the corruption
process as the Samaras administration was successfully implementing their programme.
The first bailout programme and the implementation of austerity measures by the Troika formed the
disastrous policy of giving the largest loan in history to the most bankrupt state of the Eurozone
under economic conditions which drastically decreased its national income and eliminated any
chance of economic growth. Having examined the motives behind the management strategy of the
Eurozone, it is clear that the intent was to primarily bailout the French and German banks with only
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10% of the loan reaching the Greek state since the interest that the Greek government had to pay
was enormous in order to speed up the bank recovery process. The austerity measures which
accompanied the loan were designed in a way to ‘punish’ Greece for its fiscal indiscipline but to
also demonstrate to taxpayers in France and Germany that the loan was not going to be given
without guarantee of repayment, which also was the aim of the austerity programme. In turn, the
policies of the Troika were based on the neoliberal assumptions of limiting the government and
letting the private sector to eventually lead economic growth and restore full employment. In reality,
this pro-cyclical policy was to serve the broader structure of the monetary union by limiting
government expenditure and keeping inflation thus the value of the loan repaid does not decrease
and thus disturb financial markets.(see Graph V) In conclusion, the lack of institutional
infrastructure, manifested primarily in the institutional patchwork of the Troika, in the to properly
support the Greek state, the dependency on the banks due to financialization and the neoliberal
austerity policies to ensure the repayment of the loans was the beginning of the Greek Depression
but also a broader process of tensions within the institutional structure of the Eurozone.
The spread of the ‘Greek-style crisis’ and the ECB as the defender of the Euro
The second phase of the Greek debt crisis further exposed the architectural flaws of the Eurozone
and the economic failure of neoliberal policies, not necessarily by its domestic developments in
relation to the Troika policies, but through the way in which it was perceived by other member
states throughout the Eurozone and its demonstration of the ineffectiveness of the Troika. This
would eventually result into tensions between various institutional components of the Eurozone as
well as the national interests of member states versus the interest of the ECB to save the euro.
In May 2012 the Greek bailout program had to be renewed in order to ensure the prevention of
Greece defaulting on its debts and thus causing political and financial instability in the Eurozone.
The fundamental issue was that, unlike the first bailout, which was sold as ‘solidarity’ package for
Greece, the Treaty of Maastricht forbade the ECB or member states to directly bailout failed
member states as it would encourage fiscally irresponsible behaviour. The technocrats in Brussels
designed a mechanism that would once again bypass the Treaty of Maastricht within a legal
framework. The newly founded European Financial Stability Facility (EFSF) would bail out the
crisis countries, to rescue the banks, while respecting the clause in the treaty that forbade bailout
through the nature of the bonds that it would issue. The bonds would be sold at face value in the the
markets that would pass it to Greece and then the government would pass them to the European
bankers. As this process was backed by the Eurozone’s solvent members, who were becoming
Greece’s creditors, each member had a proportion of the new debt relative to its national income.
Thus every euro belonging to one state (France, Germany or the Netherlands) would have the
interest rate payable to the bond’s owner, making it thus technically not a bailout.88 This mechanism
is another example of how member states were forced to constantly form temporary institutional
arrangements to navigate around the already existing institutional arrangements which in turn
preserved the idea of the Eurozone.
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A few months later, in the summer of 2012, the Spanish and Italian banks were running the risk of
defaulting, similar to the case of Greece. The head of the ECB, Mario Draghi, drafted a strategy of
printing money in the ECB to bolster the debt through the Outright Monetary Transactions
Programme. The main idea behind the OMT was that the ECB would step in the currency exchange
markets, in times of recession, to buy massive amounts of Spanish and Italian bonds to stabilise
their value and interest rate to refinance their public debt. The purchases in return would be done by
creating digital euros. The main concern that the ECB was facing was that its mandate did not allow
it to monetise the Eurozone crisis states.89 Draghi however cleverly claimed that the OMT
programme was about buying public debt to recover control over interest rates that businesses paid
in the Eurozone which was part of the ECB’s responsibility as stated in its charter.
The OMT was heavily criticised by the Bundesbank due to its controversy as a monetary tool which
was at the edge of violating the Treaty of Maastricht. Essentially the institutional arrangements
grounded in the 1993 treaty created fault lines between transnational European institutions and
member states who were primarily concerned with their national interests. The manifestation of this
disparity can be most clearly illustrated by the case of Mario Draghi versus the Chairman of the
Bundesbank, Jens Weidmann.90 As previously seen in appendix I, the ECB charter was based to that
of the Bundesbank, as that it was constrained in its ability to lower interests to stimulate economic
growth in the periphery states, due to the fact that this would in turn risk high inflation rates in
Germany. Therefore the ECB was institutionally prevented from monetising weak European
economies as it would enhance the risk of higher inflation on a broader European level which in
turn would disturb the markets.(see Graph II) The OMT program was perceived by the Bundesbank
as a violation of the charter of the ECB91, but more importantly it began to signify a shift from
neoliberal economic ideology, where central banks were only concerned with inflation, towards a
direction of direct monetary assistance through intervening in the markets. In the German
constitutional court, the Bundesbank representatives based their criticisms exactly on the points
mentioned above, questioning the mandate to save the euro through the use of the OMT as well as
the decision of the ECB and the rest of the Troika members to keep Greece in the Eurozone.
Although the OMT program was never utilised as a mechanism to assist Spain and Italy, it allowed
the ECB to gain significant time before implementing their main strategy, namely the quantitative
easing programme. The challenge the Bundesbank presented to the ECB however illustrates the
dynamic that the failure of neoliberal policy had placed upon the institutional arrangements in the
Eurozone. The already existing influence of the Bundesbank on the ECB charter, which was the precondition to allow for a monetary union to exist in the first place (as examined in chapter I), was
enhanced by the emergence of neoliberalism and its support of controlled inflation, which in turn
benefit the German economy. However, once the neoliberal institutional arrangements dissolved and
the Troika implemented policies of austerity to resurrect those arrangements, the ECB governing
board was rather sceptical and concerned as to the effectiveness of the programmes which
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threatened to lead peripheral national economies towards a deflationary spiral. The case of Greece
further strengthened those assumptions and once Spain and Italy became the potential next pieces of
the domino, the ECB decided to redirect the existing institutional mechanisms towards a more
moderate neoliberal policy. This meant the bypassing of the charter and therefore undermining the
Bundesbank’s influence. As a result struggle for institutional supremacy was resurfacing as it did in
the early stages of the Eurozone formation and it would begin to create fault lines in the monetary
union as the ECB would proceed with its next policy plan.
Emergence of division between member states as well as various institutional elements in the
Eurozone from an economic and political sense became increasingly evident as the ECB proceeded
with the implementation of its primary monetary mechanism. In January 2015 Mario Draghi,
introduced the “expanded asset purchase programme” or more commonly known as the quantitative
easing program. The ECB would buy debts from commercial banks which generate profit and in
return the ECB would deposit euros in an account that the commercial bank created in the ECB.
The money supply was created from nothing however their purpose was that the commercial banks
would lend it with low interest rate to business and households in order to boost consumption and
investment.92 In order to make sure that the QE programme did not resemble a bailout for the
Spanish and Italian banks, the ECB would buy bonds proportionate to their share in the central
bank. Furthermore to demonstrate that the ECB was not risking buying the bonds from insolvent
states, countries under the Troika programme were excluded from the QE programme. Greece was
one of them and ironically the state that desperately needed QE to minimise the risk of deflationary
forces capturing its economy due to the austerity measures implemented by the Troika. The ECB
recognised that Southern European countries began to head towards a deflationary catastrophe. It is
clear however that as the ECB was part of the Troika it had to tailor the QE program in a way that it
would operate within the institutional network by proportionate bond purchasing and excluding
Greece from the programme in order to maintain the pretence that austerity was a successfully
policy. Therefore it can be argued to a large extent that the neoliberal ideology that defined the
Troika as an institution, created tensions between their various structural aspects. While it was clear
that introducing austerity in Italy and Spain would mean the end of the euro and introducing the QE
programme to all crisis countries would significantly alter the existing institutions, a compromise
was reached to both bypass and maintain neoliberal policies by implementing QE but allowing the
neoliberal experiment on Greece in the form of austerity to continue.
The Eurozone was diverging significantly economically and politically as the peripheral states grew
increasingly resentful of the Troika neoliberal programme of austerity. However, within the Troika
itself, the direction towards policy making in regard to the crisis countries should was also in
dispute. The ECB was concerned with the long term consequences and the unsustainability of
defending the neoliberal institutional arrangements in the Eurozone. Similarly the IMF was also
becoming increasingly worried with the extent to which austerity had been integrated into the
institutional mechanisms for combating with recession. On the other hand it is important to
recognise that those concerns only began to emerge only after the massive investment of political
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capital by institutions to pursue this programme. In the early period of the crisis, there was a wide
consensus on implementing austerity and bailout programmes in order to rescue the self-serving
mechanism of neoliberalism which supported the flawed monetary structure and institutional
infrastructure of the Eurozone. Once this was accomplished, it was almost impossible to introduce
any meaningful reform. At this point it is worth mentioning that the consequences, in the context of
path dependency theory, started to resonate in the institutions of the Eurozone who operated on a
regional level and understood that the neoliberal policies that they had been defending, restricted
their options to diverge from that policy path which also massively decreased any returns that they
have might gained. This realisation process began with the worsening of the situation in Greece and
the threat of deflationary expansion towards the Southern European peripheral region. In the next
chapter the consequences of the path that Eurozone institutions depended upon become even more
clear through the political and economic instability when the 2015 Greek negotiations with the
Eurogroup and the Troika escalated to the extent that the Eurozone was at the brink of
disintegration.
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Appendix IV: Rational Choice Theory, Political Realism and the Greek
Referendum 2015
In June 2015, the fate of the Greek state would determine the future of the Eurozone. The Greek
people were offered the opportunity from the anti-austerity, radical left wing government of Syriza
to vote on a referendum that posed the question of whether or not the Greek state should continue
with the existing programme of the Troika. This massive political mobilisation of the Greek
citizens was the result of six months of brutal negotiations between the Syriza government and the
Troika about reforming the bailout-programme.
At the early stages of the debt crisis, the role of the Greek government was rather limited as the
various governing political parties were dedicate to executing the policy ‘recommendations’ of the
Troika. However, the 2015 negotiations for the third bailout programme were dramatically different
as a clash of political and economic interests openly surfaced between the Greek state and the
Troika. This appendix will examine the factors that contributed to this change of the political
atmosphere in the Eurozone as well as how this collision process almost resulted in the beginning of
the disintegration of the Eurozone. In order to contextualise the events of 2015, rational choice
theory and political realism will be utilised in order to provide an analysis of how conflicts within
institutions manifest themselves as well as how institutional constraints, or rather lack of, further
enhance the possibility of political instability.
Institutional rational choice theory and political realism in International Relations
Rational choice institutionalism and the Neo-institutional methodology
In the methodological approach of Neo-institutionalism towards analysing political institutions,
rational choice institutionalism is one of the core theoretical disciplines. In political science, rational
choice institutionalism utilises concepts and ideas from economics and organisational theory in
order to provide a comprehensive understanding of how various states function within an
institutional framework.93 While both rational choice institutionalism and historical institutionalism
focus on the role of institutions in international politics, rational choice attempts to explain
institutional structures as systems of rules and incentives rather than products of long-term
historical, political and social processes.
In the conventional sense rational choice institutionalism provides an analytical framework under
which emphasises how a variety of tools for institutional engineering can be utilised to provide
incentives and benefits for political actors to be incorporated into a broader institutional structure
that can maximise benefits, similarly to liberal institutionalism. However, rational choice
institutionalism can be also reinterpreted as an attempt to explain the way in which pre-existing
institutional arrangements can be exploited by various member actors in order to gain political and
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economic leverage over others.94 Furthermore institutional changes, in the form of external shocks
that result the process of transition from one structural equilibrium to another, as well as the
persistence of flawed structures can be examined through the lens of rational choice theory. In order
to illustrate role of strategic calculation within an institutional framework modelling assumptions
and game theory are often mechanisms which can provide a comprehensive understanding of how
actors in the context of power politics interact with one another. It is important to note, however,
that modelling does include significant theoretical parameters as it is grounded in certain political
assumptions as well as constrained by focusing on a single set of institutions within a particular
time frame.
Game theory in the context of rational choice institutionalism
Game theory is a mathematical model which attempts to examine the strategic interactions between
two or more rational decision makers.95 Due to its flexibility and high analytical capacity for
conflict analysis and problem solving, Game theory is applicable to a vast set of academic
disciplines. In the context of rational choice institutionalism, game theory provides a theoretical
framework of international politics and strategic realism where actors are self-orientated and
attempt to maximise their gains through rational decision making. In order to illustrate how such
processes of competing power and conflict might manifest themselves in an institutional context,
two models of game theory will be applied in this chapter.

The Prisoner’s Dilemma
Prisoner’s dilemma is a form of a symmetric game, simulated in a payoff matrix, where the payoffs
of a particular strategy being utilised are exclusively dependent on the other strategies employed.
The main point of the Prisoner’s Dilemma is to demonstrate how two rational individuals may not
be able to cooperate even if that is the preferable outcome for both. The canonical set up of a
prisoner’s dilemma is as follows:

In order for the payoffs to produce a prisoner’s dilemma the following condition must apply
T>R>P>S. The payoff relationship R > P implies that mutual cooperation is superior to mutual
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defection, while the payoff relationships T > R and P > S imply that defection is the dominant for
both players.The R-R outcome is seen as at the cooperative or best outcome, the T-S outcomes as
the conflictual points and the P-P as the worst possible outcome for both actors. 96
In addition to the canonical structure and the rules that the prisoner’s dilemma is set in, a number of
key assumptions are of essence. Firstly the game is simultaneous thus both players interact at the
same time and deploy their strategies without receiving any reaction from the other player first and
the using that as basis to choose their next move. Secondly, players do not have the ability to
discuss with one another so that they can both chose the the best payoff outcome.97 However in
international politics, and in the real world, this assumption is not realistic as most states do have
the capacity to conduct diplomacy and use institutional frameworks in order to cooperate and
achieve a higher payoff. In the context of rational institutionalism, one can make the critical
assumption that institutions often do not offer the appropriate mechanisms which can guarantee
cooperation between states as the actors involved are self-oriented and seek to maximise their
interests even in an institutional context (see below for political realism). Therefore in the context of
the case study, this assumption will be integrated into the model in order to more accurately
simulate the conflicting interests.
Game (variation) tree
Game tree is an alternate modelling method in Game theory that primarily focuses on sequential
decision making rather than simultaneous. The model is presented in a graph which outlines the
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interaction and decisions of the two players through the use of arrows and the edges of those arrows
offer the outcomes for the interaction path chosen.

In the context of rational choice institutionalism, the Game tree can provide different form of
interaction between various political actors in a sequential context. This can be often utilised for
situations in which proposals are being exchanged during negotiations since the process requires the
actor who has offered the proposal to predict what the reaction of the receiver will be and thus
outline a set of possible outcomes over a range of various different scenarios and strategies.
Furthermore, the institutional framework under which this model operates can provide the
assumption of stability in terms of decision-making as it limits, to a large extent, unpredictable
outcomes due to institutional constraints which in turn determine to a large extent the number of
choices provided to players. This can be demonstrated through the use of international law, the rule
of law, treaties and other institutional arrangements that set the behavioural pattern of participating
states under a specific operating framework.
Rational choice institutionalism and realism in international relations
The behavioural patterns of rational political actors in the context of rational choice institutionalism
are primarily centred around questions of power, competing interests and the maximisation of
national benefits, in a framework of institutional arrangements. In order to fully comprehend the
origins of those behavioural patterns and their influence on international relations, a brief
examination of the theory of political realism is required.
The philosophy of political realism emphasises the importance of a realistic and hard-headed
approach in international relations without any moral conduct. Power is the most crucial element
which in turn is founded on two essential assumptions. Firstly, egoism in a defining characteristic of
human nature. Secondly, the state-centric system operates in a political landscape characterised by
anarchy as there is no world governance but a set of fragmented power driven states. The
combination of inherent egoism and anarchy is the groundwork from which power politics emerges
as the dominant strategy of interaction between states.98
In the context of neoinstitutionalism, political realism does acknowledge the importance of
institutional development and the critical role that international organisations play in international
affairs. However, realism differs significantly from other institutional approaches such as liberal
institutionalism in a number of aspects. Firstly realism views institutions exclusively as mechanisms
by which states that are involved can fulfil part of their national interests more effectively and with
less cost compared to a isolationist foreign policy approach. Secondly due to the nature of states,
institutional arrangements set by them are rather vulnerable to conflicting interests and thus only
temporary. Finally, institutional structures develop supranational aspects over the course of time
which in turn threaten state sovereignty and can therefore create tensions between governing
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institutions and member states. However, this claim has been challenged by the idea of ‘pooled
sovereignty’, states yielding national sovereignty in exchange for an institution that can deliver
better policy results due to its massive political capital, potential political stability, and the concept
of interdependence as national political and economic boundaries become increasingly alienated.
The descriptive or empirical theory of political realism is translated into a more comprehensible
normative narrative through the conduct of Realpolitik. The emergence of the this political doctrine
is grounded in the philosophical ideas of Machiavelli, Thucydides and Hobbes who presented a
united front of moral skepticism in the context of political governance.99 Realpolitik as a foreign
policy doctrine is pragmatic in its nature and always prioritises practical solutions while viewing a
moral approach to politics as an obstacle for preserving security, national sovereignty and
advancing the state’s interest. The term Realpolitik carries a negative connotation in modern politics
as it is often associated with manipulative statesmen conducting wars and orchestrating conflict to
serve their own geopolitical aspirations. While this claim is true to some extent in the sense that the
willingness to conduct warfare for national interest is tool widely accepted by practitioners of
Realpolitik, there are several approaches to advance a state’s interest without resulting to violent
conflict. Building diplomatic and institutional networks, primarily driven by a regional hegemon,
has been a historical pattern in the context of Realpolitik. For example, Otto von Bismarck, the
architect of the modern conception of Realpolitik, achieved German unification through war yet in
order to preserve the newly found European empire he engaged in a number of diplomatic
campaigns and institutional building with other neighbouring powers for regional stability.100
Similarly US Secretary, Henry Kissinger, who is regarded as a famous practitioner of Realpolitik in
American foreign policy, circumnavigated around idealistic constraints during the Cold War and
opened a network of diplomatic negotiations with communist China.101 Those two cases
demonstrate how Realpolitik can be used in an institutional context to advance the interests of a
particular group of political actors.
The Eurogroup, Greece and the negotiations for the third bailout programme 2015
The negotiation process between the Troika and the Eurogroup and the Greek government for
reforming the existing bailout programme developed into a institutional crisis in the Eurozone that
highlighted how the institutional development of the Eurozone created deep structural flaws with
democratic deficit being at the core of the issue. The fundamental point of the third bailout was no
longer primarily about which economic policy should be adopted by the ECB, the IMF and the
Troika but rather about power politics within the Eurozone. Although economic policy did manifest
itself as the main concern on the surface level, a deeper examination provides a different narrative
to the events of early 2015. The institutional arrangements in the Eurozone began to slowly collapse
not only between member states but also within institutions.
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The rise of the Syriza party to power and the European response
In January 2015, the Greek legislative election results transformed the domestic political landscape
of Greece. The radical left movement of Syriza gained around 36% of the vote and together with the
Independent Greeks formed a coalition government, while the conventional governing centre-left
and centre-right parties, that previously run the Greek state, of New Democracy and PASOK
formed the opposition.102 This shift in governance did not happen because of a sudden change in the
political alignment of the Greek population with the radical left movement. To a large extent, the
Troika programme that was implemented by the parties of New Democracy and PASOK in Greece,
was the main driving force for radical political change. By 2014 the Greek state had cut public
expenditure in various sectors of the economy and increased income and sales tax to levels that
caused economic stagnation. For example, in the healthcare sector spending was reduced to 6% of
the GDP whereas the minimum in European countries was 8%. Furthermore investment had been
drastically reduced in the private sector due to increasingly high corporate taxes that created a
hostile financial environment for investors. Finally, unemployment rates were rising, there was an
increase in poverty due to limited access to healthcare and drastically reduced wages.103 This
economic depression also led to serious social consequences including a rise in suicide rates and
public disorder which tragically illustrated the extent of the damage that the austerity measures
created.
The economic and political consequences caused by austerity, resulted is massive resentment of the
Greek people towards the pro-liberal European establishment political parties and a rising
movement of political opposition towards the Troika. At this critical point, the radical left wing
party of Syriza began to gain significant political momentum on the basis of its programme that was
grounded on anti-austerity policies. The Greek people in return had reached a breaking point and
out of desperation, they would vote for any political party whose mandate promised change and a
policy which guaranteed a collision course with the liberal European establishment.104 In addition to
the economic crisis in Greece, there were also increasing social concerns regarding the refugee
crisis due to the Syrian Civil War as Greece was one of the European hotspots of the refugee crisis.
Combined with limited economic capability to successfully assimilate the refugees, far right
nationalist xenophobes became increasingly popular using the Golden Dawn party as their main
platform. Those social and economic forces eventually led to Syriza being the elected as the
governing party in Greece, New Democracy as the second major party and Golden Dawn as the
third. Eventually this combination in government would cause massive domestic instability and an
incapability to present a united front to the negotiations with the Troika for reforming the
programme. From a realist perspective, this reactionary government was a symbolic move of the
Greek people towards the Eurozone that signalled their frustration with the institutional
arrangements. As Greece no longer benefited from its membership in the monetary union, its
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political will to remain part of it began to disappear and was replaced by broader political
movement for the reclamation of national sovereignty and its ability to freely pursue its national
interests.
From the perspective of the Troika, the election result was an existential threat to the stability of the
institutional structure of the Eurozone. The position of European leaders was very complicated as
they could not possibly allow the Greek government to demand the restructuring of the program as
they were afraid that it would create a domino effect to the rest of the Southern peripheral states.
Therefore, the program had to continue as massive political capital was invested by the ECB, the
European Commission and the IMF.105 In the framework of rational choice institutionalism, the
Troika recognised the importance of maintaining the false pretence that its programme was a
success in order to maintain institutional stability and by that the existing status quo in the European
Union which required minimum economic and political involvement by Germany and France to
restructure the economies of Greece, Italy, Spain, Portugal etc. If the Troika would have agreed for
reforming its policy towards Greece in an economically meaningful way, that would require
institutional reform that caused further economic and political integration that would in turn alter
the status quo and institutional arrangements that required minimum involvement by more powerful
members in the Eurozone. Essentially assisting Greece in restructuring its economy would also
imply doing the same for the other Southern European countries and that would have created the
need for reforming the ECB’s mandate to extend its powers, extending the power of the
Commission as well as attempting to fill the institutional gap of the IMF, as the organisation itself
would not have been willing to get involved in such a massive political project. Finally, and most
importantly, Germany’s position in the Eurozone would be heavily affected due to the fact that it
would have become more economically responsible on a European level, risking losing its
hegemony which it gained at the expense of the deficit nations in the Eurozone (see Appendix I).
Power politics manifested in a clash of economic ideologies
The negotiations between Greece and its European creditors, which started in February 2015,
primarily took place under the Eurogroup. This institutional arrangement is characterised as an
informal meeting attended by the finance ministers of the Eurozone, as well as the President of the
ECB and sometimes other members of significant financial institutions such as the IMF.106 During
the six month period of constant clashes between the Syriza government and the European
creditors, the Eurogroup began to display signs of an authoritarian attitude, absence of democratic
accountability and its use of power politics as its primary negotiating tool. This struggle essentially
manifested itself in the form of clashing economic ideologies between the various parties involved.
The key issue that was clear from the beginning of the negotiations was Syriza’s commitment to
reform the existing programme on the basis of anti-austerity policies. In turn the Eurogroup was
determined to defend the institution of the Troika and the economic mandate of austerity in
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combination with providing further loans to the Greek state. The economic framework under which
the proposals of the Syriza government were created, debt restructure was the key component. The
objective was to restructure and reduce public debt in four sectors:
• The ECB which held 27 billion euros worth in Greek bonds that it purchased in 2010, partly to
stabilise the debt.
• The IMF which was owned 20 billion euros as part of the bailout loans.
• Bilateral loans towards European members, 53 billion euros in total.
• The EFSF which was owned approximately 144 billion euros.107
Measures to debt restructure included the lending of 27 billion euros by the ESM (institutionally
upgraded version of the EFSF) to the Greek government in order to pay back the ECB as the loan
conditions by the ESM include longer maturities and lower interest rates compared to the ECB.
Another proposal was the debt swaps in the form of GDP-indexed bonds. This post-Keynesian
approach emphasises economic growth as the bonds issued to European creditors and investors
would be directly linked to the growth of Greek GDP.108 The higher the economic growth, the
higher the yield. This was to also be complemented by limiting austerity measures and instead
lower corporate, sales and income taxes, increase public expenditure and lowering the primary
surplus target in order to stimulate aggregate demand in the economy.
However the Eurogroup maintained its position on the bailout programme of the Troika with
austerity measures attached to it as finance ministers were focused on the supply-side of the
economy and how in the long run, austerity and fiscal discipline would create financial stability and
thus generate investment opportunities.109 The faith of neoliberals on market fundamentalism was
the principle obstacle towards a more moderate economic approach. From a purely economic
perspective, a paradox in the behaviour of the Eurogroup emerges, namely neoliberal finance
ministers refusing proposals that incorporated corporate tax cuts. The paradoxical viewpoint of the
Eurogroup can be examined at a deeper analytical level in the context of power politics. As
mentioned in the previous section, debt restructure and altering the Troika policies would cost
massive political capital and cause damage to the reputation of the Eurozone’s structure as it would
imply that the Eurozone was not comprised of the appropriate structural elements to form a proper
monetary union. Furthermore the risk of a domino effect of other peripheral states requiring similar
treatment would demand institutional reform that would in turn require further integration thus
damaging the national economic and political sovereignty of Germany, the Netherlands and France
to an extent that the balance of power would be altered. Moreover the design of the current
institutional structures allow for Germany and France to maintain their roles as leading members of
the Eurozone and shape monetary policy to their advantage. For example the ECB’s charter and
mandate is build on controlling inflation and being constrained from monetising the Eurozone
members. In the period that Mario Draghi launched his QE programme, the negotiations with the
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Syriza government were becoming increasingly tense. As a result the Eurogroup used the QE
program as leverage towards the ECB by allowing Draghi to continue with his policy in exchange
for closing the banks in Greece, if the Syriza government did not comply to the demands for the
third bailout programme. In order to better illustrate the points mentioned above rational choice and
game theory can be deployed.
Payoff Matrix Eurogroup-Greece negotiations:
The following payoff matrix is built on a number of assumptions:
• Negotiations are viewed a simultaneous game were players both deploy strategies (proposals) as
the same time.
• The game is based on individual interest, self-driven.
• No ability for players to communicate in order to achieve cooperative outcome due to lack of the
institutional infrastructure and imbalance of power.
• There is a specific time frame assigned - negotiating period
• Focus on a specific institution- Eurogroup and the Troika.

The payoff-matrix above is presented as a Prisoner’s Dilemma and it is a symmetrical game. The
cooperative outcome is chosen as both players agreeing to debt restructure due to the fact that it
enhances Greece’s economic growth in the long run and on a broader European level it creates more
financial and political stability. Conflictual outcomes are seen as one player choosing debt
restructure or bailout programme. Finally the outcome with the lowest payoff is if both players
choose for the bailout programme as the austerity measures continue which enhances domestic
instability in Greece and broader discontent amongst other peripheral states which in turn creates
macroeconomic and political instability.
Strategy Troika: The Troika’s strategy is to automatically choose to continue with the existing
bailout programme as it yields a higher payoff than debt restructure (200 > 100). The Troika will
expect Greece to comply because their payoff will also be higher if it chooses the bailout
programme and does not remain on the debt restructure strategy because then its banks will close
(50 > -500).
Strategy Greece: Greece is aware that if the Troika cooperates in the debt restructuring there will be
a higher payoff. However since there is no possibility to cooperate (in the form of institutional
structures), Greece will pick the bailout programme as it has a higher yield (200> 100). The Troika
will do the same since it also will offer a better yield (50> -500).
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Outcome: The dominant strategy in both cases is to choose the bailout program in comparison to
the strategy that the other person will deploy. However this is not the optimal outcome as it leads to
a lower outcome (50, 50) in comparison to the cooperative outcome (100, 100).
Comparison to the real world scenario: In the real negotiations the Eurogroup and the Troika made
their strategy from the beginning clear that they would proceed the bailout programme as it would
cost them less in the short term since no drastic institutional changes would have to be made. As a
result they expected Greece to comply with the programme otherwise they would use the ECB to
stop liquidating the Greek banks which would cause economic catastrophe for Greece. From the
Greek perspective, abandoning the negotiation line that called for restructuring was also attractive
in the short term as complying with the program would avoid the collapse of the Greek banks and
the recession deepening even further.
In conclusion, the short term gains for both players in terms of economic and political stability was
to continue with the Troika programme. However the long term solution which required high
political dedication and capital would eventually yield higher returns. It is important to note that at
the time of the negotiations, the Greek government was rather divided from a political sense and
there was a high degree of domestic instability and disorder. In addition, the threat of the bank
closure in Greece by the ECB further worsened the political will of Syriza to successfully negotiate
an alternative solution and eventually gave in to the demands of the Troika for maintaining short
term economic order. Complementary to the rational choices that the political actors made, is the
element of political realism which reinforced the behavioural pattern of orientating decisions around
national interests rather than approaching the issue on a European level. The role of power politics
and the will of political actors in the Eurozone to dominate through the use of economic institutions
as tools of extortion, in order to maintain the status quo, further led to the creation of fault lines and
division of a European level. Finally the lack of a proper institutional instrument that was
democratically accountable and free of competing national interests, did not enable the European
creditors and Greece to reach for the optimal outcome which in the long run would have ensured the
development of a more stable monetary union.
The Greek Referendum and the Democratic deficit in the Eurozone
The pressure that the Troika and the Eurogroup exerted on the government of Syriza proved
problematic for its external and internal legitimacy. From the perspective of the Eurogroup, the
government in Greece was legitimate as long as its monetary and fiscal policy was exclusively
dictated by the Troika. Yet from a domestic perspective, the source of Syriza’s political legitimacy
was grounded on its mandate of anti-austerity and its commitment of reaching a new deal with its
European creditors. This is a significant point in the history of the Greek debt crisis as Syriza placed
itself in a dilemma of contradicting sources of legitimacy. On one hand, the political atmosphere of
power politics in the Eurogroup forced the Greek government to accept the continuation of the
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bailout programme for the preservation of its position in the Eurozone. On the other hand, the Greek
people had reached a point of psychological, economic and political exhaustion through the
austerity program but also the pro-Troika governments that adopted a flawed rhetoric of temporary
economic and social depression for long term gains which was grounded on the unrealistic
neoliberal doctrine imposed by the Troika. In order to prevent the overthrow of the Syriza
government, Greek Prime Minister Alexis Tsipras announced a referendum on the acceptance of the
conditions for the third bailout programme on the 27th of June.
The decision of the Syriza government to hold a referendum, in the context of political realism, was
not only to maintain internal sovereignty and the preservation of the government. A referendum was
a democratically symbolic move towards the Eurogroup and the Troika. Essentially the Greek
government used the appeal of democratic ideals as a method of last resort in order to attempt to
gain leverage in the negotiations. Despite the pragmatic nature of the architectural structure of the
Eurozone, democratic values held a political symbolic significance as the Eurozone was comprised
of states that endorsed liberal democratic values. (see liberal institutionalism). Therefore if the
majority of the Greek people voted ‘No’ (which was almost certainly the case), the Eurogroup and
Troika would be potentially forced to reconsider closing the Greek banks as it would be interpreted
as an anti-democratic gestures by technocrats who utilised a doctrine of Realpolitik, to defend the
existing status quo. In short, the referendum was a means by which Greece attempted to exercise
soft power in the negotiations in order gain leverage.
On July 5th 2015, the referendum outcome was clear ‘No’ and thus the Greek people expected the
Syriza government to maintain their negotiating stance towards the Troika and the Eurogroup.
Despite an outcome that was democratically legitimised, the Syriza government capitulated and
signed the third bailout programme. The Eurogroup and Troika were not concerned with the
legitimacy of democratic processes and warned the Greek government that if they would not
comply, they would close down the banks regardless of any democratic outcomes. From a rational
choice institutional perspective, the decision of the Syriza government to ignore the referendum
outcome was inevitable. Game theory can be used to further illustrate the reason behind the Greek
government’s decision.
Game (Variation) Tree
The model below is based on the assumption that the game between the Greek government and the
Troika is sequential as one player must wait for the move of the other and on that base its decision.
In this scenario the time frame in the week after the referendum and it is also assumed that there is
no asymmetric information between the players.
Strategy Greek Government: The highest payoff for the Greek government would be to choose
strategy B and then expect the Troika government to choose strategy B. In this case Greece gets
2000 payoff as it accepts the democratically elected outcome and the Troika agrees to reform thus
being both a domestic and foreign victory. However since there is no asymmetrical information, the
Troika’s payoff will be lower if it were to choose strategy B in comparison to strategy A (50>10).
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Thus the Greek government is forced to choose strategy A as the payoff will be higher (50>-100).
While it loses significant legitimacy in the domestic front, its relationship with the Troika
normalises and Greek banks keep receiving credit.
Strategy Troika: For the Troika, it is more attractive to for Greece to pick strategy A as it has a high
payoff, namely continuing the program. If Greece however were to choose Strategy B due its
relative high payoff, then the Troika would choose Strategy A. The reason is that by renegotiating,
the Troika loses institutional reputation and it has broader consequences for the institutional
structure of the Eurozone (Strategy B). Therefore closing the banks forces Greece to comply to the
program, thus keeping the institutional arrangements intact while suffering from some criticism
regarding democratic accountability.
Outcome: From examining the decision tree, it is clear that the outcome for the Greek government
will be to choose Strategy A and ignore the referendum outcome.
The Greek referendum of the third bailout in July 2015th is considered the climax of the Greek debt
crisis and the beginning of the ongoing Greek Depression. However, in the context of the Eurozone,
the events of July 2015 was a manifestation of a deeper systemic problem in regards to democratic
accountability. In Appendix I, the technocratic aspect of the Eurozone and the objective of the
founders of the Eurozone to create a monetary union on the basis of a democracy free-zone, which
in turn was heavily influenced by neoliberalism, was deeply embedded in the structural elements of
the prototype of the monetary union and the institutions that were built on that architectural basis. In
the context of rational institutionalism, as well as dependence theory, preserving the institutional
engineering process, through the use of the Troika and the Eurogroup, was reliant on the absence of
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democratic accountability. Reforming the Eurozone in an economic and political dimension would
require reforming existing structures that had the effect of positive feedback mechanism in regards
to the Eurozone governance which was based on the technocratic aspect to run the ECB, the EMS
and the Eurogroup. These institutional mechanisms were in turn set up free of any democratic
processes.
Regardless of the outcome there was heavy criticism in regards to the question of the Greek Debt
Crisis. The mandate of dismissing democratic outcomes and essentially using hard power through
the process of economic blackmail to preserve the structure that enhances this political behavioural
pattern became increasingly unpopular amongst the broader institutions of the European Union. The
European Parliament displayed serious concerns in regards to the way in which the institution of the
Eurogroup is structured. The lack of transparency in meetings, the conflicting interests of the
Eurogroup chair (who represents the interest of the Eurozone and his own national interests),
domination of a restricted number of states and the Troika, as well as the lack of democratic
accountability to the European Parliament are elements that strongly reside with the Eurogroup. In
addition, its minimalistic legal basis is disproportionate to the power that it possess in the decision
making process of the Eurozone. Similar criticisms concerning democratic accountability have been
launched at the ECB which acts independent of the European Parliament. The democratic deficit in
the Eurozone is perhaps the core flaw of the institutional system which developed over decades of
European history and reinforced by a variety of economic ideologies that discarded the importance
of the demos in political and economic decision making.
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Appendix V: Conclusion and Learning outcomes

The question of how the Greek debt crisis was a manifestation of the institutional weaknesses
presents a multidimensional issue that involves a number of political, economic, social and
historical processes, that developed over an expansive timeframe. The institutional development
and the way in which it led to the Greek debt crisis in 2008, is a narrative involving a broad
collection of varying historical events/processes, ideological developments, changes in the
international political system and set of multiple political actors each equipped with their own
interests, policies/ strategies and objectives. Therefore it would impossible to list every single
weakness of the institutional structure of the Eurozone in detail. However there are four key areas
that provide an overarching view of the fundamental problems of the Eurozone.
Technocratization and absence of democratic accountability
The technocratic aspect in the Eurozone is one of the critical flaws in the way in which institutions
are both engineered and operated. The principle problem is the fact that this approach towards
forming policy, independent of any democratic accountability, has resonated in the Eurozone (and
more broadly in the EU) from the origins of the early institutions. The objective of corporatists in
the 1950s to create a union, under which any political or economic policy decision was depoliticised
developed a pattern of behaviour and positive feedback mechanism (path dependence theory) that
excluded politicians from taking political decisions. With the increasing popularity applying
neoliberal economic ideology on political institutions, the ECB and later the Troika became
independent mechanisms that eventually served primarily the financial markets as financialization
was the core of the world financial order. Furthermore there was a growing divergence between the
member states of the Eurozone and the institutions that drafted the monetary policy that would in
turn impact millions of people. This resulted in an increasing concern as to successfully identifying
the importance of the relationship between institutions and the average citizen. In the periphery
crisis states, Brussels and Frankfurt were not the core of a functioning union but rather a distant,
technocratic organisation that was focused on preserving the liberal European establishment rather
than implementing policy that supported the various members states.
In addition, removing the political aspect from monetary policy and handling it purely as a
technocratic matter, led to a mandate that was detached from political reality. Therefore, the
management strategy of the financial crisis of the 2008 and the Greek debt crisis was grounded of
the features of a technocratic approach to political problem solving. However, this proved to be a
process that resulted in the creation of economic recessionary zones in the deficit part of the
Eurozone. This was in turn implemented by a patchwork of existing institutions since there was no
official mechanism to address the problem, which were not democratically accountable. As a result,
when the Greeks, the Portuguese and the Irish demonstrated signs of resistance that were
threatening to the structural survival of the Eurozone, the Troika had the ability to become
increasingly authoritarian and utilise hard power in order to implement the policies that would
protect the technocratic structure that caused the crisis in the first place. This may seem paradoxical
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but the Eurozone is caught in trap of its own making due to the fact that the technocratic ideology
was not only originally used as a blueprint for institutional engineering but it was also a more
convenient administrative tool drive monetary policy. Introducing democratic accountability would
require massive political capital that at the original founders could not potentially mobilise. As the
system grew and institutional layers were built on top of each other, it became increasingly difficult
to alter it.
Economic mandate based on market fundamentalism
Neoliberal economic ideology was a complementary theoretical element that further enforced the
technocratic aspect of the Eurozone. Liberating institutions from political accountability and
reorganising their policy priorities in a way that protected the markets and minimised state
intervention was one of the critical problems of the Eurozone. Financialization, the idea of
globalisation and the end of state as an actor in economic affairs were frameworks under which
institutions in the Eurozone including the ECB and the Troika were calibrated to operate.
Deregulation of European banks caused toxic lending in economies that were too weak to respond
the loans and when the system collapsed, the institutions did not have the ability to reform as
abandoning neoliberalism meant the collapse of the financial sector which was the core of the
economic order. As a result austerity measures were implemented by the Troika which began to
damage the political fabric onto which the Eurozone was reliant upon, namely the member states.
Essentially neoliberal policy supported the technocratic structures which in turn used those policies
to protect themselves from reforming in the fear of the collapse of the very same technocratic
structures. This vicious cycle created the need for additional institutions to be created in order to
enforce the neoliberal mandate including the Eurogroup, the EFSF etc. This resulted in layering of
institutions that were formed from the flawed system of the previous institutions.
Moreover, the institutional arrangements of the Troika, the Eurogroup and the EFSF were all
mechanisms in order to circumnavigate around the original structural conditions of the monetary
union, presented in the Treaty of Maastricht. The founders of the Eurozone who attempted to create
a set of institutions that were detached from any political framework, endorsed an economic
ideology which supported the system but at the same time undermined it in the long term. Therefore
when the crisis emerged, the European leaders who inherited the system started to build layers of
neoliberal institutions that attempted to keep the false pretence that the system was working
whereas in reality they were mechanisms whose purpose was to navigate around the original
institutional conditions in order to preserve those very conditions and the dominance of neoliberal
policies.
Monetary Union without a Fiscal Union
An important aspect of the institutional crisis of the Eurozone does not only concern the existing
institutions and the arrangements between them but also the absence of complementary institutions
and mechanisms that are essential for the effective structure of an economic union. The fundamental
flaw that developed in the institutional history of the Eurozone was the exclusive focus on forming a
monetary union, while simultaneously ignoring the critical need for a fiscal union in order for
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economic integration to succeed and become beneficial on a European level. The emphasis on
monetarism downgraded the importance of fiscal accountability and therefore the institutions that
were built monopolised monetary tools from national economies while preserving national fiscal
accountability. From a theoretical perspective, fiscal and monetary policy are inherently
interconnected with one another and thus elevating the status of one at the expense of the other
creates an incomplete an institutional network. Controlling interest rates, inflation and exchange
rates while not establishing a common public debt fund, a common investment fund and a surplus
recycling mechanism, enhances the surplus of the strong economies and the deficit of the weak
economies thus increasing the degree of divergence. Founders of the Eurozone were aware of the
problem however they hoped that if recession were to occur this would encourage the necessary
fiscal integration. However, reliance on the idea of liberal institutionalism and a common European
goal was overshadowed by the technocratization of institutions and neoliberal policy. To further
expand on the issue, the European founders attempted to emulate the United States but only on a
monetary basis. However, this causes massive dysfunctions as the US has a Federal government to
support the Federal Bank, a national banking sector and a surplus recycling mechanism as well as
nationwide welfare system and a national banking union with the Fed at the core. In the Eurozone,
many of those essential institutional tools are missing and therefore the system cannot possibly
produce the same level of effectiveness as that of the US. In the long term, European Federalisation
is required for the Eurozone to function. The fundamental issue is that technocratic structures who
receive high returns from the way in which they are engineered (path dependence) are challenging
to alter. Therefore federalisation or forming a common fiscal policy becomes almost impossible
without reframing the existing institutions under a broader unification project, both economic and
political in nature.
National interest vs European interest
Finally the Eurozone, similar to numerous institutions, became vulnerable to the national interests
of a limited number of member states. The objective of Germany for Eurozone that emulated its
fiscal discipline, austerity policy and broader economic framework in order for the state to maintain
its trade surplus at the expense of the deficit nations, resulted in a struggle of power with France
which similarly wanted control of monetary institutions. This pattern of behaviour evolved into the
crisis of 2008 and the bailout programs that condemned the Greek economy in order to save French
and German banks. Eventually the negotiations of 2015 were also a manifestation of competing
national interests in the form of power politics as Greece was no longer concerned with maintaining
the status quo in the Eurozone. It is important to note that the problem does not lay with the states
themselves nor are some the villains and others the victims. The fundamental flaw is that the
Eurozone was designed in a way in which it was not integrated into the broader European project
successfully but it was rather a patchwork of institutions made to maximise the interests of member
states. Due to the lack of absence of democratic accountability, anti-political economic policy and
missing institutional arrangements, states were rather free to pursue their own interests in an
institutional framework that provided them with short term gains while ignoring long term
consequences. As a result, there was never a mechanism to cultivate a sense of European interest
which rose above national aspirations.
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Therefore, any form of institutional change must be based on the interest of the Eurozone. This in
turn is rather paradoxical because to a large extent the existing institutions of the Eurogroup and the
Troika attempted to preserve the Eurozone so then it becomes difficult to comprehend the reasons
behind pursuing that mindset as it caused massive economic and political disparity. Furthermore
preserving the Eurozone as an institutional structure essentially implied to support a technocratic
structure that was designed to increase economic prosperity in the core of the Eurozone at the
expense of the periphery zone. As a result national interests played a fundamental role to the
institutional behavioural patterns of the Eurozone. Therefore recalibrating the mindset of the
existing towards pursuing a policy that is not grounded on national interests and a divergence
between the core and the periphery is critical. Institutions under the framework of a united Europe
is the most critical aspect to prevent any form of political or economic disintegration and instead
strive towards prosperity on a European level.
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Appendix VII: Political Philosophers in the context of the Extended Essay
Jean Jacque Rousseau and Social Contract Theory:
Jean Jacque Rousseau produced his most famous political work On the Social Contract in a period
of political and social instability in France. The lower social classes experienced massive pressure
from King Louis XVI as well as the aristocratic and cleric element, primarily in the form of heavy
taxes and duties. Inequality between the different levels of French society became increasingly
transparent as the largest class with the lowest income was responsible for financing 80% of the
government’s expenditure.While this situation would reach its climax a few years after the
publication of On the Social Contract, with the outbreak of the French Revolution, Rousseau
already sensed the formation of a toxic political climate.
The idea of the Social Contract was not foreign to Enlightenment thinkers such as Rousseau. In the
17th century English philosophers John Locke and Thomas Hobbes explored in detail the nature of
the social contract and its utility. However, Hobbes and Locke were operating under the framework
where sovereignty resonated to the monarch and the elites, which in turn their duty was to
implement laws in order to either prevent a state of anarchy (Hobbes) or protect the liberties of
individuals (Locke). On the other hand, Rousseau presented a more ‘radical’, enlightened approach
which claimed that the people are the ultimate sovereign. Instead of attempting to preserve the
Ancién Regime based on monarchical rule and a hierarchical class system, Rousseau dismisses it
and places the individual at the centre of political action. Institutions according to Rousseau, were
by their nature limiting the ability of individuals to pursue freedom as he claimed that “a man is
born free but everywhere he is in chains”. His view of the social contract was that the government’s
responsibility should promote liberty and equality amongst all members of society. Yet government
should also consist of the active participation of the individual in political affairs as he has a
responsibility to contribute to the realisation of that goal.
The Social Contract Theory of Rousseau provides a critical view of political institutions, how they
acquire legitimacy and the source of their accountability. Since people comprise the source of
sovereignty and legitimacy for any form of government, institutions according to Rousseau, should
exclusively serve the the will of the people. This is in a sense an interesting revival of Classical
thought and particularly the re-examination of direct democracy where citizens are an active
member concerning matters of state. Despite the fact that in contemporary politics, direct
democracy is unattractive due to the scale and complexity of political entities, Rousseau still
confronts modern statesmen, policymakers and individuals with the true purpose of political
institutions, namely protecting and serving the individual.
Karl Marx and Political Economy Theory:
Karl Marx can be argued to be perhaps the most influencer thinker of economic and political
thought of the 19th century. His critique of capitalism, as presented in his work Capital, exposes the
flaws of an economic system that has been championed by Western states up to contemporary times.
Influenced by the consequences of industrialisation and the rise of capitalist systems across Europe,
Marx attempted to explain how capitalism created massive social inequality, exploitation of the
working poor and eventually tension between rivalling social classes.
His work explores a multitude of issues and concepts in economic and political thought, however
one element that is particularly relevant regarding the functions of the contemporary systems is the
increasing divergence between the economic and the political sphere. One of the problems that
Marx identified with capitalism is its emphasis on market fundamentalism and the minimisation of
73

state intervention in market mechanisms. The sole role of the state in capitalism is defined by its
ability to maintain a market environment in which enterprises are free to operate without any
restrictions. The principle concept behind this elevated form of capitalism is that the interest of
corporations indirectly serve the interests of the state and the social classes. Marx recognised the
fallacy in this ideological thinking which to him became evident through industrialisation and the
exploitation of the labour force for the generation of profit by a small elite. As Marx claimed the
unsustainability of this system, he proposed an alternative. His idea was the reunification of the
economic and the political sphere that became increasingly separated and isolated from one another.
By regaining control of the means of production, the economy can be reorientated towards an
agenda that serves the interests of all social groups. Political institutions should be able to control
the economic tools and not the other way around which Marx saw happening and it can be argued
that in contemporary economic development this criticism has reached a significant degree of
reality.
The reunification of the political and economic sphere is a radical proposal in the context of
contemporary economics as states cannot imagine a system without capitalist mechanism and are
rather concerned that this process of reintegration of the two spheres will lead to an authoritarian
state of affairs. While this criticism is valid and an element that statesmen should take into
consideration, it is still useful to examine the current economic structures through a Marxist lens.
Neoliberalism and market fundamentalism have reached unprecedented levels of power in which
states are often powerless in relation to corporations due to their dependence on the financial sector.
In that sense capitalism also encompasses an authoritarian element as it is free of political processes
and democratic accountability. Capitalist systems have thrived in countries such as China where the
government is rather authoritarian. Therefore the reunification of the political and economic sphere
presents a compelling case for re-examining the dynamics between the economic and the political
sphere and how boundaries should be drawn to eventually serve in the interest of society.
Aristotle’s criticism of Democracy:
Aristotle’s political philosophy regarding the best form of government in a polis (political-social
organisation) has influenced political thinkers significantly throughout the course of history. In his
work The Politics Aristotle examines various forms of constitutions categorised by their
characteristics and eventually presents a verdict for the best form of governance. His criticism of
democracy is particularly noteworthy as it confronts fundamental issues of a system that has
dominated contemporary politics. It is important to note that the democracy that Aristotle examines
is, from an institutional sense not similar to the liberal democracies in Western countries. Aristotle
lived in Ancient Athens where direct democracy through active citizenship was the political norm.
State Affairs were debated and decided on a smaller scale with a form of citizenship that was rather
restricted to a significant percentage of the population. Despite its detachment from the modern
conception of democracy, Athenian democracy introducing the idea of empowering the demos (the
people) and placing them at the core of political decision making, a political framework
championed to this day.
Aristotle is rather pessimistic towards this form of government. He defines the idea of democracy
as the rule by the many in order to serve their own interests. This is problematic due to the fact that
a state can fall into the trap of the tyranny of the majority. Aristotle saw virtue as critical in political
decision making in order for effective laws and institutions to be build which in turn will run
society in the best way possible because the administrators and institutions are naturally good due to
the fact that they are virtuous, essentially a state dominated by meritocracy. Yet in the case of
democracy, one cannot expect the average citizen to have the same level of virtue as someone else.
This is for Aristotle, the starting point of a dysfunctional system were the decisions taken and the
laws produced are not based on what is virtuous and good but rather on the interest of the majority
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which does not necessarily mean that it possesses virtuous intents. For Aristotle, democracy can be
viewed as a form of mob rule that can lead to the moral degradation of the polis and sacrifice virtues
for liberty. It is important to note that Aristotle did not completely reject the idea of democracy. In
his works he explored a form of governance known as a polity, where the rule by the many is driven
by the interest towards the betterment of the polis. However this is not a fully comprehensible
concept as presented by Aristotle and rather utopian therefore it is largely insignificant in the
broader development of political philosophy.
The ideas of Aristotle may seem distant but are highly relevant to the development of liberal
democracies. Western countries have become victims of populist movements across the political
spectrum that offer radical proposals which perhaps could not be considered virtuous and yet are in
the interest of a large portion of the public. Demagoguery, as Aristotle feared, is utilised as a tool to
polarise societies in order to bring radical political change without considering long term
consequences. While democracy may have institutionally changed, the core principle of respecting
the will of the public has remained largely intact. Aristotle raises therefore interesting questions
regarding the nature of democracy and how it can often lead states to destructive paths that are
based on the will of the majority.
Cicero and the origins the rule of law
Marcus Tulius Cicero was a Roman statesman and political philosopher whose influence on
constitutional law and the development of the rule of law has been of critical importance in the
progression of states as political entities. Cicero lived at a turbulent period that eventually marked
the end of the Roman Republic and its institutions. The toxic political landscape that defined the last
days of the Republic led Cicero to examine constitutional law, politics and the nature of the rule of
law in order to find a way to restore the political dignity of Rome.
Cicero was an unconventional thinker in this time as he did not conform to the traditional norms
established by the political thought at the time which placed emphasis on the differentiation of
constitutional forms and viewed them as rivalling forces used by a specific group of people to gain
power. The constitution of the Roman Republic attempted to balance three critical components: the
monarchical (consuls), the senate (aristocratic) and the democratic (people and courts). In the last
years of the Roman Republic, the three elements were at constant tension with one another as
people from each sphere attempted to maximise their power at the expense of the other. Cicero
viewed this struggle for power as toxic and destructive for the future of the Roman Republic. In his
book The Laws, an expression of Roman Republicanism, he presented a proposal that argued for a
balance between the three elements through a legal framework (in this case the constitution) which
would restore political stability and limit public unrest. This is a very early form of the use of the
rule of law in political history. Cicero, being a lawyer himself prior to a statesman, had enormous
respect for the divinity of the law in a political sense. He saw the law as the key to building
institutions that attempt to balance the interests of the various political elements through subjecting
them to a body a laws that in turn protects property and liberty.
Cicero’s emphasis on the rule of law is still a critical concept for the development of political
institutions in the 21st century, primarily on the international level. The power of intergovernmental
organisations in respect to the member states is often unbalanced. Furthermore, the rules and laws
implemented are either non binding or not respected. Cicero’s analysis of the rule of law and
balancing between authoritarian and democratic elements in the context of codified law, presents an
interesting starting point for the reorientation of intergovernmental or supranational organisations,
in order to maximise their effectiveness .
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Graphs - Illustrative Data
Graph I: Troika austerity policy in Greece in relation to neoliberalism
Figure I: Inflation Consumer price annual (%), World Bank Database

Graph I
portrays the inflation consumer development in Greece and Germany. Before the entrance in the Eurozone,
inflation levels in Greece was higher in comparison to other members (ex. Germany). After the entrance in
the Eurozone, inflation was no longer exclusively controlled by the Greek government but by the ECB.
Therefore from 2002 there is a steady decline of consumer inflation in Greece. After the introduction of the
Troika programme and the austerity measures in 2011, inflation has been further suppressed to the point that
it dropped below that of Germany’s and is at risk of taking a deflationary direction. This was part of the
neoliberal mandate in the Eurozone to keep inflation levels low, manifested in policies of the ECB and
austerity.
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Figure II: Unemployment Rate (% of total labour force), World Bank Database

Graph II portrays the development of the unemployment rate (% of total labour force) in a number of
Eurozone members. The overall trend is that before the crisis of 2008, unemployment levels were steady but
there was a overall rise due to the neoliberal mandate of focusing on inflation levels and letting the labour
markets to correct themselves without state intervention. During the crisis of 2008 there was a drastic
increase in the unemployment rate due to recession. While this is a natural phenomenon in a period of
economic crisis, in Greece austerity policies further increased unemployment due to lower public
expenditure, reduced welfare funds and the overall policy of restricting government debt. As a result
unemployment skyrocketed.

Figure III: Relationship between inflation and unemployment in Greece (Phillips Curve)
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Graph III highlights the relationship between unemployment and inflation in the economic model of the
Phillips Curve. The main premise is that the higher the inflation, the lower the unemployment and vice versa.
During the Drachma period, the inflation in Greece was high and the unemployment low as the public
expenditure of the government was high in order to maintain low levels of unemployment. However, when
Greece entered the Eurozone, the mandate of prioritising inflation control over employment was transformed
Greek economic policy. When the debt crisis erupted, inflation levels were drastically reduced due to
austerity measures in order to keep financial markets and exchange rates stable (graph I). The
unemployment rate increased drastically (graph II) due to the limited public expenditure. The Phillips curve
effectively visualises the overall effects on neoliberal policies on Greece as part of the broader institutional
structures of the Eurozone.

Graph II: ECB’s OMT programme effect

Figure I shows the reduction in the spreads (%) on bonds in Italy and Spain relative to that of Germany. This
demonstrates the success of the OMT programme to improve monetary policy transmission and lower the
sovereign spreads. Simply the announcement of Mario Draghi in his “Whatever it takes” speech, in regards
to saving the Euro, confidence in bond market investors was restored in Italy and Spain. This prevented the
loss of faith in the fiscal policy of the government and the mass sell of bonds by investors which drive interest
rates up which in turn are a fundamental cause to the reducing the sustainability of debt. However from the
perspective of Germany the ECB, threatened the budgetary sovereignty of the Bundesbank as it used the
OMT programme reduce sovereign spreads in relation to the German Central Bank.
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Graph III: Development of the Greek economy in the early stages of the Eurozone
Figure l: Greek government debt to GDP (%)

Figure I shows the development of the Greek government debt to GDP (%). It is clear that the entrance the
Greek state did not meet the required standards to enter the Eurozone as by 2002, the Greek public debt was
over 100%. Furthermore it is also clear that the moment Greece entered in the Eurozone, the debt increased
drastically as the European banks engaged in a policy of excessive lending towards to the Greek state, due to
its attractiveness as a market.

Graph(s) IV: Troika austerity policy and the effects of the Greek GDP growth
Figure I: Greece government budget

Figure I shows the development of the budget of the Greek government (%) to GDP. In 2008, the budget
reached -15% due to the crisis and when the Troika implemented austerity there was an increase in
government revenue in a significant way.
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Figure II: Greece GDP growth and unemployment rate

Figure II shows the Greek GDP growth and the development of the unemployment rate. In figure, the GDP
growth drastically declines in 2010 with the implementation of the Troika policies reaching -4,0%.
Furthermore unemployment had also risen significantly in 2010 by 11,8%. Comparing Figure I and Figure
II, it is clear that while the austerity policies did increase government revenue however it was not utilised
properly to stimulate the economy as GDP growth was negatively progressing between 2010 and 2011 and
unemployment rate was drastically increasing. This supports the claim that the austerity program did not
support economic growth but rather improved government revenues to repay debt while minimising public
expenditure at the expense of GDP growth and combating high unemployment.

Graph V: Pro-cyclical vs Anti-cyclical policy
In recession periods, governments can adopt between a pro or anti
cyclical policy to stimulate the economy. In a pro cyclical policy the
government follows the business cycle and in times of crisis in uses
austerity to stabilise the economy by limiting public expenditure with the
hope of increased foreign investment in order to stimulate the economic
growth. An anti-cyclical policy advocates for spending less during a high
business cycle and increasing public expenditure in the times of recession
to stimulate the economy. Greece adopted a pro-cyclical policy however
investors lost confidence and therefore it was broadly ineffective.
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