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Introduction
From the failure of the Werner Plan in the 1970s (see Section 1.1) to the current debates on the Recovery and Resilience Facility (RRF), European Union (EU) member states have disagreed on the adequate degree of fiscal and budgetary mutualisation in the Economic and Monetary Union (EMU). These persistent conflicts are in strong contrast with the successful negotiations on the creation of the euro area in the early 1990s, and the deepening of financial integration since then (McNamara, 1998). In fact, since its creation in 1999, the euro area is shaped by a deep asymmetry between the integration of monetary policy, which is formulated at the supranational level by the European Central Bank (ECB), and budgetary and fiscal policies, which mainly follow an intergovernmental logic (Howarth & Loedel, 2005). With the benefit of retrospect, we know that this asymmetry was one of the main drivers of the economic imbalances of the euro area, which started to unfold from 2007 onwards and were conducive to the euro crisis. 
What are the historical roots of the battle of ideas that shape the euro area asymmetry and why was it conducive to the crisis? What does the  response of political authorities to the euro crisis teach us about the battle of ideas that underlies the 2021-2027 Multiannual Financial Framework (MFF) negotiations and the present state of distributional conflicts between EU countries?
This chapter aims at answering these questions by shedding light on the ideational struggles about the EMU economic governance before, during and, to a lesser extent, after the euro crisis. In the first section, we underline that the institutional design of the euro area is the outcome of ideational struggles, which are unfolding and evolving since the 1960s. The second section analyses the battle of ideas between the different policy players who were fighting to frame the causes of the euro area crisis and the subsequent policy solutions. In our conclusion, we draw links between the battle of ideas that took place during the euro area crisis and the negotiations on the RFF and the MFF. 
In this chapter, we do not take a position on theoretical debates about the nature of ideas. More precisely, we follow the assumption that ideas have a “Janus-faced nature” (Parsons, 2002). On the one hand, ideas influence power structures to the extent that they shape actors’ worldviews, beliefs and their realms of possibility (Diez, 2001). On the other hand, ideas can be mobilised by strategic players in the pursuit of their interests to build unlikely alliances or legitimise controversial decisions (Jabko, 2006).
1. 	The history of the battle of ideas and the origins of EMU imbalances
1.1 	The historical roots of the battle of ideas
Two competing economic visions shaped the early phases of economic integration in the European Economic Communities (EEC) in the 1960s (Warlouzet, 2019). On the one hand, the dirigiste paradigm encouraged states to play a developmental role in their economy by steering credit in strategic sectors and fostering industrial development. This policy paradigm was influential in the majority of EEC states, including France, Italy, Belgium and the Netherlands. On the other hand, the ordoliberal paradigm promoted markets as the most efficient allocation mechanism but recognised that public authorities must create a proper legal environment to ensure fair competition. However, these interventions should not distort market prices and mechanisms. For example, states should oversee merger and acquisitions but refrain from engaging in fiscal and monetary expansionary policies since they allegedly destabilise markets and spur inflation. This paradigm has been associated with the Wirtschaftswunder and the build-up of a social-market economy in post-war Germany[endnoteRef:1] (Bonefeld, 2012). While these two economic paradigms strongly influenced EEC sectorial policies, they failed to set up a macroeconomic framework to coordinate European economies at the supranational level.[endnoteRef:2] This failure was caused by political and technical factors (Canihac, 2021).  First, under De Gaulle’s leadership, France refused to delegate macro-economic competencies to the European Commission, which led to the empty chair crisis[endnoteRef:3]. Second, economists had technical difficulties to develop a supranational macroeconomic framework because there was a lack of harmonisation of national statistics and methodological disagreements among them.  [1:  	The “economic miracle” refers to the fast economic expansion of West Germany after World War Two.]  [2:  	The “dirigiste” approach was central to the functioning of the Common Agricultural Policy (CAP) whereas ordo-liberals had a prominent role in competition policy.
3 	]  [3: The empty chair crisis occurred when French president Charles de Gaulle asked French representatives to leave the meetings of the Council of ministers in 1965.  ] 

This battle of ideas shifted in 1969 with the elaboration of the Werner report, which laid down a plan for economic and monetary unification (Maes, 2004). The report oscillated between two policy options: the “economist” and the “monetarist” approaches of integration (Dyson & Featherstone, 1999, pp. 29-30). On the one hand, French officials promoted a “monetarist” approach whereby monetary integration comes with endogenous effects that would foster economic convergence in the currency area. In their perspective, establishing a common currency should precede economic integration. On the other hand, a German-led “economist” approach argued that EEC economies must reach a certain level of economic homogeneity before merging into a currency zone, or else monetary policy would not be optimal for participant countries. German policy circles considered common fiscal rules as a prerequisite step for diffusing a culture of economic stability within EEC countries before introducing a common currency. In line with this view, the Bundesbank introduced the “coronation theory”, whereby monetary integration should only come after a significant degree of economic convergence. The Werner report released in 1970 embraced arguments of both approaches as it advised a parallel monetary and economic integration and proposed a roadmap for implementing a monetary union within a decade.
However, the ambitious strategy of parallel integration of the Werner plan was quickly abandoned in the wake of the collapse of the Bretton Woods system in the early 1970s. EEC governments faced new dilemmas in a world of floating exchange rates where states compete to retain and attract capital, which started to circulate freely (Helleiner, 1994). On the one hand, the growing interconnection of their economies called for a common response to this crisis. EEC policies such as the Common Agricultural Policy (CAP) required a stable exchange rate regime among member states (McNamara, 1998). On the other hand, the crisis triggered national economic retrenchment as EEC states were facing stagflation and the collapse of the post-war growth model. The combination of mass unemployment and high inflation also undermined some core tenets of the Keynesian paradigm, which formed the theoretical basis of the dirigiste approach. The first European monetary cooperation project, the European “currency snake”, is an outcome of this dilemma. While the snake aimed at limiting the fluctuations of exchange rates, it only amounted to loose monetary coordination because EEC states were strongly attached to their monetary sovereignty and the pursuit of their national economic objectives. In other words, during the 1970s crisis, the lack of ideational convergence and cooperation between national leaders led to a pause of the supranational economic integration. However, the growing interdependencies between European economies and the build-up of international networks between technocrats and civil servants from different EEC countries paved the way for the relaunch of monetary integration, albeit in the very different economic context of the 1980s (Mourlon-Druol, 2012).
A shift in the battle of ideas occurred at the beginning of the 1980s, as EEC governments gradually converged towards anti-inflationary, pro-market policies. In fact, in 1979, they created the European Monetary System (EMS), which imposed tighter coordination of exchange rates by using the Deutschmark, the strongest European currency, as a de facto peg. Under the EMS, governments soon realised that they were facing a strong trade-off between the pursuit of national economic policies and the respect of the EMS rules.[endnoteRef:4] This is well exemplified with the 1983 austerity turn in France. Francois Mitterrand, the first French Socialist president, started to implement an expansionary economic policy following his election in 1981. However, this policy made it difficult to keep stable exchange rates towards the Deutschmark because of increasing outwards capital flows towards Germany and a deteriorating trade balance. In March 1983, the French presidency faced two exclusive policy options: either they pursued their strategy of economic expansion but had to leave the EMS, or France remained in the EMS but had to reverse its policy stance. Following the advice of Jacques Delors, who was the Finance Minister at the time, the French government did a policy U-turn as it implemented fiscal consolidation measures and raised interest rates to keep the Franc at parity with the Deutschmark (Lemoine, 2016). This episode revealed the Deutschmark hegemony in the EMS and the ensuing lack of room for economic manoeuvre for other participating countries (Marsh, 1992). In turn, European social-democratic parties gradually abandoned the Keynesian policy framework for the benefit of pro-market solutions (de Waele et al., 2013).   [4:  	Mundell’s (1961) “impossible trinity” theorises this dilemma: a country cannot combine at the same time fixed or stable exchange rates with a sovereign monetary policy and free capital movement.] 

In sum, the post-war European economic integration has been influenced by two competing economic paradigms, which evolved through various crises. The French promoted a dirigiste economic model and believed that monetary integration would strengthen the convergence of European economies. Conversely, German ordo-liberals believed that a shared culture of price stability and a stronger economic convergence between EEC countries was necessary before a further delegation of competencies to the supranational level. While these two paradigms were equally influential in the early stages of the EEC, the 1970s crises, the prioritisation of inflation control policies and the convergence of EMS currencies towards the Deutschmark led to a stronger influence of the German policy model in the 1980s (McNamara, 1998). 
1.2 	The outcome of the battle of ideas: an asymmetrical euro area
In the late 1980s, the Delors Commission pursued an integration strategy that paved the way for the creation of the Economic and Monetary Union (EMU) in 1992. On the one hand, the European Commission promoted the “market revolution” to form new alliances between EEC states. On the other hand, Jacques Delors strategically narrowed the focus of EMU negotiations on monetary integration to bypass past resistances against budgetary and fiscal integration.
First, the Delors Commission mobilised market rationales to build unlikely political alliances and foster support for further economic integration (Jabko, 2006). For example, the 1983 austerity turn convinced French policymakers that, in a world where capital roams freely, market confidence was necessary to spur economic reforms. From this perspective, the delegation of monetary policy to a supranational central bank would strengthen French sovereignty, as it would benefit from the German ‘imported’ market credibility into the new currency. Moreover, Italian policymakers saw the European monetary integration process as a window of opportunity to “modernise” their economy by implementing unpopular economic reforms without taking the electoral blame for it (vincolo estorno) (Dyson & Featherstone, 1996). Conversely, German elites saw the creation of common currency as a way to increase trade, and thus German exports, in the EEC. In sum, the Commission used the market as a “talisman” to bridge the different economic preferences and perceived interests of governments and enlist them into EMU negotiations (Jabko, 2006).
Second, the Delors Commission strategically narrowed down the EMU negotiations on monetary integration. More precisely, the Commission created the “Delors Committee”, which included the governors of the central banks of the twelve EEC states, three expert personalities and Delors himself. This committee was tasked to elaborate a blueprint for the creation of the economic and monetary union. Central bankers formed an “epistemic community” since they had a high level of ideational agreement on central banking and monetary issues stemming from their continuous policy coordination since the 1970s (Verdun, 1999). More precisely, they believed that the European monetary integration process should follow the successful template of the Bundesbank, which combined a high level of independence from political authorities and the prioritisation of price stability over other monetary objectives (James, 2012).
The enlistment of central bankers was crucial for the success of the EMU negotiations since they played a decisive role to convince their governments to delegate their monetary competences to a supranational central bank. More generally, the narrow monetary focus helped to downplay the fiscal and budgetary dimension of economic integration and restrict the EMU negotiation to a small and intimate set of actors in the “core executive territory” (Dyson & Featherstone, 1999, p.14). In fact, EMU negotiators were isolated from external pressures and sectoral interests because of the historical “mystique” surrounding monetary policies and the difficulties that interest groups had in calculating the impact of a common monetary policy on their activities (Grossman, 2004). Finally, the creation of the euro was eased by the fall of the Berlin wall and the collapse of the USSR. In addition of strengthening market ideas, it also gave EEC countries some negotiating advantage over Germany. In fact, EEC leaders made it clear that they would accept the reunification between West and East Germany only if German leaders gave up the Deutschmark and agree on the euro creation, in order to compensate for Germany increased power (Dyson, 1994). 
In sum, the Delors Commission managed to build unlikely alliances in favour of the creation of the EMU by strategically manipulating a variety of market ideas according to the pre-existing set of interests and dominant economic paradigms in different European countries. Besides, the Delors Committee enrolled central bankers for the creation of a supranational central bank on the condition that it would follow the template of the Bundesbank. In turn, the narrow focus on monetary integration defused the traditional political resistances against budgetary and fiscal integration, which derailed previous integration projects. In other words, the creation of EMU is an outcome of the historical battle of ideas (Jabko, 2010). On the one hand, monetary integration preceded a significant degree of economic convergence in line with the “economist” position defended by French policymakers. On the other hand, the institutional architecture of the EMU is strongly influenced by the Bundesbank template and the ordo-liberal principles.   
1.3 	The persistence of asymmetries: fiscal rules and financial integration rather than economic government and social harmonisation
Following the signing of the Maastricht Treaty, the focus of the battle of ideas shifted to the kind of economic integration that was required for the smooth functioning of the euro area. In fact, the delegation of monetary competencies to the ECB meant that participating states could not adjust their interest or exchange rates anymore to their domestic economic situation. According to the optimal currency area theory, wages’ flexibility, labour mobility or supranational fiscal transfers can compensate for this rigidity (Mundell, 1961). Since the euro area was faring poorly on these criteria while showing a high level of economic heterogeneity, the majority of American macroeconomists believed that the single currency was doomed. More precisely, they underlined that the lack of a significant federal budget would prevent countries to regain economic competitiveness if they were hit by a crisis (Jonung & Drea, 2010). The Delors Commission relied on these arguments during the EMU negotiations to push forward the creation of a gouvernement économique, which would pool budgetary resources and promote some degree of social harmonisation. In 1993, the Commission published a white paper, proposing the coordination of EU unemployment policies and a crisis resolution mechanism financed by joint borrowing (Verdun, 2003). 
However, these proposals met with strong resistances in the European Council in general, and from Germany, in particular. German leaders worried that a gouvernement économique could lead to a “transfer union”, whereby the fiscal resources of core countries would be transferred to the periphery, and create risks of moral hazard (Heipertz & Verdun, 2010). Moreover, they feared that the importation of the German credibility at the EMU level would lower the national interest rates and allow fiscal profligacy in the euro area periphery (Schoeller & Karlsson, 2021). Fiscal profligacy is associated with German elites’ historical concerns about inflation, which is often wrongly associated with the rise in power of the Nazi regime (Haffert et al., 2019). Furthermore, in a judgement on the Maastricht Treaty, the German Federal Constitutional Court underlined that the transfer of macroeconomic competencies at the supranational level creates a democratic risk because a European demos is lacking (Weiler, 1995). This ruling did not threaten the creation of the euro but it set legal limits for further integration, in particular the creation of a supranational fiscal authority, which constrained the room of manoeuvre of German policymakers during the euro crisis (cf. section 2). Finally, the diversity of welfare states in the EMU prevented a significant degree of social policy integration at the supranational level (Scharpf, 1997). 
This opposition shifted the debate about European economic governance, which moved from the gouvernement économique proposal to a regime of fiscal rules, enshrined within the Stability Pact in 1997. The Pact imposed debt and deficits’ limits for euro area member states and granted limited sanction powers to the European Commission. Then, the newly elected French Prime Minister Lionel Jospin asked to reopen the negotiations for integrating growth-fostering measures and the gouvernement économique in the agreement. Despite Jospin’s attempts, he only obtained the addition of the word “growth” to the title of the pact, which became known as the Stability and Growth Pact (Blyth, 2013). More generally, the pre-eminence of concerns over fiscal rectitude and budgetary sustainability rather than the lack of counter-cyclical macroeconomic capacities were in line with the policy recommendations of dominant economic circles in Europe and North America (Helgadóttir, 2016). In the same vein, the compatibility between a uniform set of rules at the European level and the different growths models in the European economy was overlooked (Johnston & Regan, 2018). In particular, EMU fiscal rules were more suited for (northern) countries relying on price competiveness and strong exports to generate growth than (southern) growth models that rely on debt accumulation and domestic consumption. In sum, the battle of ideas in the 1990s led to an asymmetric EMU whereby monetary policy is delegated to an autonomous supranational central bank while economic coordination is limited to an intergovernmental regime of fiscal discipline.
Against this background, the European institutions promoted less controversial instruments to break the deadlock on fiscal integration and achieve economic convergence. More precisely, the Commission and the ECB believed that the deepening of financial integration would help to correct imbalances between the core and the periphery of the currency area, and thus foster macroeconomic convergence (Dietsch et al., 2018). The underlying idea was that capital would flow from the centre to the periphery of the euro area and, in turn, boost growth and align business cycles between euro area states. In fact, the lack of alignment of business cycles made it impossible for the ECB to set an appropriate interest rate for the various economic situations of member states: think, for example, about booming Ireland and stagnant Germany in the early 2000s. As with many other areas of European economic integration (Scharpf, 1997), financial integration meant that different market regulations were liberalised similarly. In addition, the cross-border activities of the large universal banks from core euro countries were encouraged (Gabor & Ban, 2016). At first sight, this strategy of financial integration was a success: lending from the core to periphery rose by 350% between 1999 and 2009 and the sovereign interest rates of peripheral euro states converged on Germany (Baldwin & Giavazzi, 2015). However, this strategy had two important side effects. On the one hand, capital inflows were not always directed towards productive investments, but, rather, fuelled speculative bubbles in the euro periphery. On the other hand, the risky but lucrative investment strategies of the core euro area financial institutions in the euro periphery and the US subprime market doubled the size of the balance sheets of the banking system between 1999 and 2008, up to the point that many banks became too-big to fail (Gabor & Ban, 2016).
In sum, the battle of ideas between different economic paradigms shaped the long process of European economic integration, from the first stages of the common market to the creation of the single currency. The creation of the euro area showed that a compromise was found between different policy options. On the one hand, the prioritisation of monetary integration was in line with the historical preferences of French negotiators, who were also trying to regain economic sovereignty after the 1983 policy turn. On the other hand, the fact that the ECB was modelled following the Bundesbank template and the implementation of a regime of fiscal rules rather than a gouvernement économique clearly shows the preeminence of the German economic model in Europe since the 1980s. In other words, the battle of ideas resulted in an asymmetrical EMU, which was conducive to the build-up of macroeconomic imbalances that unravelled from 2007 onwards. 
2. 	The euro crisis and the battle of ideas
2.1 	Framing the crisis: the ordo-liberal victory
The first signs of the Global Financial Crisis (GFC) started to materialise in August 2007, when the ECB injected 95 billion of liquidity into the markets after the closure of three BNP Paribas subsidiaries, which were heavily exposed to the US subprime market. This event reflected the nodal role played by the European universal banking model, which came to function as a “global hedge fund” in interconnected financial markets (Tooze, 2018, p.90). The lucrative business strategies of EU banks during the formation of the speculative bubbles brought them to the edge of the abyss when confidence among financial market participants evaporated after Lehman Brothers’ bankruptcy in September 2008 (Hardie & Howarth, 2013). To avoid the meltdown of their fragile, interconnected, oversized and overleveraged “too big to fail” banks, EU governments implemented bailout measures between 2007 and 2009. These bail-outs followed an intergovernmental logic and were not coordinated between EU member states; the efficiency of their responses varied significantly. The main reason for the lack of a coordinated supranational response mirrors the battle of ideas underlying the creation of the euro area: German negotiators argued that, in the absence of a common economic government, the fiscal responsibility for the bailouts remained, and should be decided at the national level (Woll, 2014).  
These rescue packages came at a heavy price for EU taxpayers: their impact on public debt between 2008 and 2015 is estimated at 4.8% of the GDP of the European Union (Millaruelo & Del-Rio, 2017). Moreover, the banking crisis morphed into a full-fledged economic crisis as banks shrank their credit lines to the real economy, which led to business foreclosures, GDP loss and higher unemployment. In reaction, EU states became “Keynesian for a year” by stimulating their economy and supporting countercyclical economic measures, which increased member states’ deficits and debt levels (Blyth, 2013). The extent of this economic support varied according to the economic strength of euro area countries: while the size of the German stimulus was 2% of its GDP, the Italian stimulus was less than 0.1% of its GDP (Tooze, 2018, p.285). In short, the causes of the GFC follow a classic “boom and bust” pattern: the lucrative but risky business models of financial institutions in general, and the universal European banks in particular, have fuelled the US subprime speculative bubble. Then, when the financial crash materialised, domestic political authorities had no choice but to bail out their banking systems, which had become “too big to fail”. In turn, bailout costs and countercyclical measures aggravated deficits and raised the levels of public debt and deficit, which used to be broadly in line with the rules of the Stability and Growth Pact (SGP) before 2007 (Baldwin & Giavazzi, 2015).
Yet, despite these financial roots, the crisis started to be framed as a budgetary and fiscal crisis by core euro area powers from 2010 onwards (Blyth, 2013). In October 2009, the newly elected Greek government announced that previous administrations masked the extent of its public deficit, which reached 12.7% of its GDP. Soon enough, it became clear that, because of structural problems and the impact of the crisis, Greece would not be able to repay its debt at sustainable interest rates; in other words, the country was insolvent (Tooze, 2018, p.334). While the standard procedure for insolvent countries consists of finding an agreement with creditors to restructure the outstanding debt (usually against the implementation of structural reforms), this option was quickly barred by French and German representatives as well as the ECB (Fontan & Saurugger, 2019). The main reason for this refusal lies in the balance sheets of French and German banks, which were heavily exposed to the Greek debt following their investments in the euro area periphery in the previous “boom” years (Thompson, 2015). Since restructuring Greek debt would have involved a new round of banks’ recapitalisation in the core countries of the euro area at a high political cost, this option was quickly side-lined by core euro area powers, even though the amount of Greek sovereign debt was less than 1,5% of the euro area GDP (Roos, 2019, p.237). 
Instead, on May 3 2010, euro area countries provided €120bn of bilateral financial loans to the Greek government, whose disbursement was conditional to the implementation of stringent austerity measures, written down in a Memorandum of Understanding (MoU). So-called “Troika” expert groups, bringing together IMF, ECB and European Commission agents, were sent to Greece to watch over the implementation of austerity measures.  With this agreement, euro area leaders replicated the template of the “Vienna Initiative”, which was implemented in Central and Eastern Europe in late 2008 and early 2009 (Lütz & Kranke, 2014; Tooze, 2018). Indeed, when Romania, Latvia and Hungary were on the brink of collapse following a sudden reverse capital flight, they asked for financial assistance from the EU and the IMF. In reaction, the EU and the IMF offered credit lines to these countries against the implementation of deep austerity cuts monitored by “Troika” expert groups and the promise not to devalue their currency.
This policy answer is in line with the dominant framing of the crisis, which underlined that the peripheral countries of the euro area took advantage of the single currency for running high levels of public spending instead of improving the competitiveness of their economies. In turn, the difficulties encountered by peripheral countries to refinance their debt at sustainable rates is only the outcome of the loss of market confidence in the soundness of their economies. The fact that the financial rescue comes attached with austerity measures is in line with this framing. As peripheral countries cannot regain financial markets’ confidence without the financial guarantees of core countries, the latter developed this narrative about the causes of the crisis, and therefore their policy solutions, without much challenge.
More generally, this framing also helped to promote crisis solutions that were consistent with ordo-liberal ideas (Matthijs & McNamara, 2015; Matthijs, 2016). If the crisis was diagnosed as caused by the structural imbalances in the euro area and banks’ risky business models, supranational debt pooling (“eurobonds”) and a re-regulation of the banking system could have been easily promoted as “natural” policy solutions to the crisis. Eurobonds proposals were discussed when the financial pressure on euro area peripheral economies started to deepen in early 2010, but they were quickly dismissed by German elites who worried about moral hazard, in line with their previous rebuttals of joined debt issuance proposals. Conversely, framing the crisis as caused by the fiscal profligacy of euro area peripheral countries gave more weight to the arguments of the ordo-liberal economists who lamented about debt sustainability issues and the breach of the SGP rules during the first years of the crisis. For example, participants to the Eurogroup “last-chance” summits, which took place during multiple weekends between 2010 and 2015, acknowledged that the ECB emphasis on structural reforms and debt sustainability before the crisis increased the recognition of its expertise during the crisis summits (Fontan, 2018). In turn, this increased expert authority allowed central bankers to use the crisis as a window of opportunity as they persuaded elected policymakers to enact the economic reforms (flexibilisation of labour markets, more stringent budgetary rules) they had been asking for a decade.
In sum, while the crisis was mainly caused by the risky activities of banks, which triggered macroeconomic imbalances in the euro area, core countries (France, Germany) and euro area institutions (the Eurogroup, the European Commission and the ECB) managed to frame it as a fiscal, budgetary and competiveness crisis, caused by reckless borrowing in the euro area periphery. This framing provided justifications for the implementation of structural reforms and austerity measures against the provision of financial loans in the periphery. In other words, the initial framing of the crisis exposed a clear victory of the partisans of fiscal rules in their battle of ideas against the proponents of more budgetary integration.
2.2 	Between austerity and stabilisation measures
Euro area negotiators quickly realised that the mechanisms set up to stabilise Greece were not enough to dispel concerns about the sustainability of the euro area institutional design. The raising spreads[endnoteRef:5] between the core and peripheral countries made it clear that financial contagion would only stop if there were credible stabilising mechanisms in the euro area (Gabor & Ban, 2016). Against this background, on May 7, 2010, Jean-Claude Trichet, the ECB president at the time, warned the euro area head of states that if they would not find a common rescue solution in the next days, the financial stress on euro area peripheral sovereign debt would trigger another banking collapse in Europe (Gocaj & Meunier, 2013). This warning pushed euro area negotiators to agree over the following weekend (7-9 May 2010) on a €440bn rescue mechanism (the European Financial Stability Facility/EFSF), which completed the announcement of the first ECB asset purchase program (Securities Market Programme). [5:  	Here, spreads refer to the difference of interest rates between the German sovereign bonds and peripheral states’ sovereign bonds. The widening of the spread is an indicator of the increasing lack of confidence of market operators about the ability of peripheral countries to reimburse their debt.
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However, the provision of the EFSF credit lines and the activation of the ECB purchases was conditional to the implementation of austerity measures, written down in MoUs and overseen by the “Troika” expert groups. This strategy of “constructive ambiguity[endnoteRef:6]” shows that euro area leaders found a balance between two logics: strengthening the regime of fiscal austerity in Europe and building up stabilization mechanisms (Crespy & Vanheuverzwijn, 2019). Financial loans conditioned on the implementation of austerity measures written down in MoUs were used in Ireland (2010), Spain (2012), Portugal (2011), Cyprus (2013) and three times in Greece (2010, 2012, 2015). [6: This strategy aims at curbing risks of moral hazard by attaching strong conditionality to the disbursement of loans ] 

The implementation of austerity measures in the bailed-out countries varied according to different levels of ideational convergence, coalition building and administrative capacities (Hardiman et al., 2019). In Ireland and Portugal, pro-reform ministers used loan conditionality to pass measures that were not asked by the “Troika” but that they wanted to implement for a long time whereas, in Greece, the lack of administrative capacity and the antagonist strategy of the SYRIZA government slowed down reforms (Moury et al., 2021). The economic performances of the countries that had to implement these rescue plans were also not uniform. Whereas Irish rapid recovery was often used as an example of the success of the “Troika” strategy, it was mostly caused by exogenous factors such as its already existing export growth model (Brazys & Regan, 2017). In Greece, loans were mostly used to reimburse existing loans rather than to modernise its ailing economic system: only 5% of the two first bailouts funds were directed towards its national budget and Greek growth remained lacklustre (Roos, 2019). In other words, the main aim of the emergency measures taken to “rescue” the euro area periphery was to stabilise the banking systems of core powers rather than helping these struggling countries to regain competitiveness.
These emergency measures were institutionalised, with larger and permanent structures built along these initial lines (Braun, 2015): the EFSF was substituted by the European Stability Mechanism (ESM) in 2013 while the ECB under Mario Draghi claimed that it would do “whatever it takes” to stabilise the euro in 2012 and activated large scale asset purchases in 2015 (Quantitative Easing). More generally, the double logic of austerity measures and stabilisation mechanisms shaped the reforms of the euro area between 2010 and 2015. On the one hand, fiscal surveillance was strengthened with the implementation of the European Semester and the Treaty on Stabilization Coordination and Governance (TSCG) in 2010 and 2012, respectively. On the other hand, stabilisation mechanisms were improved with the creation of the Banking Union in 2014 and the establishment of the European Fund for Strategic Investments in 2015. These two strands of reforms were deeply intertwined during the negotiations. For example, France accepted the TSCG because it was part of a Franco-German compromise whereby Germany accepted the creation of the Banking Union (Fontan & Saurugger, 2019). Germany dictated the pace of reforms as it reluctantly agreed on stabilisation mechanisms and made it clear that they should be tied with stricter fiscal rules (Howarth & Schild, 2021).
This combination reflects well the sets of incentives and constraints of core and peripheral countries. On the one hand, core countries needed to stabilise the euro area peripheral sovereign debt to avoid a collapse of their banking system and, ultimately of the single currency itself. However, core euro states negotiators were constrained by domestic factors: their electoral constituencies refused debt mutualisation and fiscal transfers. This refusal was driven by long-standing positions against a “transfer union” and by the framing of the euro area crisis, which highlighted the so-called fiscal profligacy of peripheral states. On the other hand, peripheral countries tried to avoid the implementation of austerity measures because of their large social, economic and political costs (Stuckler & Basu, 2013). Yet, they did not have much room for manoeuvre as the euro area credit lines and the ECB interventions quickly became their only way to refinance themselves at sustainable interest rates. From this perspective, the combination of austerity and stabilisation mechanisms made political sense, albeit it was self-defeating from an economic point of view because austerity measures prevented a fast and strong economic recovery in peripheral countries (Schelkle, 2013; Matthijs & Blyth, 2018).
2.3 	The political impact of the response to the euro area crisis 
The initial framing and the political response to the crisis led to a “culturalisation” of the economic situation of the peripheral states, which obscured the complex financial mechanisms that caused the financial imbalances to the profit of a moral understanding of the crisis (Dyson, 2014). This “culturalisation” is driven by scapegoating discourses, which pin the responsibility of the crisis on the “moral” behaviour of citizens living in the euro area periphery (Mylonas, 2012). These discourses were performed by political elites in both core and peripheral countries. On the one hand, elites in creditor countries promoted financial loans as an “act of solidarity” while justifying austerity as a necessary mean to restore economic competitiveness in the euro area periphery after years of fiscal profligacy (Closa & Maatsch, 2014; Wallascheck, 2020). For example, Jeroen Dijsselbloem, president of the Eurogroup, claimed that the “countries of the North have shown solidarity with the countries affected by the crisis […], but you also have obligations. You cannot spend all the money on drinks and women and then ask for help.” [endnoteRef:7] On the other hand, domestic elites in peripheral countries were caught between a rock and a hard place, as they needed to legitimise unpopular austerity decisions that symbolised a loss of sovereignty. To do so, they depoliticised the crisis resolution process as they framed austerity as a “remedy” to heal their “sick” economies (Borriello, 2017). In turn, the “culturalisation” of the crisis constrained the room of manoeuvre of negotiators during the crisis resolution process as domestic constituencies became increasingly polarised against each other and increasingly refused austerity measures or stabilisation mechanisms (Crespy & Schmidt, 2014). [7:  	Amaro, Silvia. “Dijsselbloem under fire after saying southern Europe wasted money on ‘drinks and women’”. CNBC, March 22, 2017. Accessed on April 6, 2021. https://www.cnbc.com/2017/03/22/dijsselbloem-under-fire-after-saying-southern-europe-wasted-money-on-drinks-and-women.html] 

Moreover, the institutionalisation of the euro area response to the crisis led to political resistance in euro area states as citizens felt that their demands and interests have not been respected. In the periphery, citizens were protesting against the framing of the crisis and the imposition of austerity measures, which caused democratic and societal damages, in addition to a loss of national sovereignty (della Porta & Parks, 2016). Besides, plaintiffs in Italy, Spain and Portugal challenged the austerity measures in front of their constitutional courts, albeit with mixed success: the Portuguese court was the only one to found illegal many of the austerity measures written down in the MoUs (Saurugger & Fontan, 2019). In core countries, such as Germany and the Netherlands, citizens worried about the risks of moral hazard and inflation linked with the stabilisation mechanisms and the ECB asset purchase programmes. These concerns stem directly from the historical construction of German preferences about the EMU (cf. section 1). In fact, a group of German ordo-liberal activists challenged every ECB asset purchase program and stabilisation mechanisms in front of the Federal Constitutional Court (de Cabanes & Fontan, 2019). Their legal challenges were in line with previous opposition to the creation of the EMU and strongly informed by ordo-liberal principles.
Finally, the measures taken to answer the euro area crisis had strong political consequences in both core and peripheral states. Indeed, the politics of conditionality attached to the financial loans have undermined incumbent governments to the benefit of protest parties (Hopkin, 2020). For example, euro area leaders and the ECB forced Silvio Berlusconi, the former Italian Prime Minister, to resign in October 2011 because he did not implement well enough the conditionality measures attached to the ECB purchases of its sovereign debt, and he was quickly succeeded by Mario Monti, a former European commissioner (Fontan, 2018). This event shook up the Italian political system and influenced the outcome of the 2013 elections, which paved the way for the electoral rise of the M5S and the Lega (Chiaramonte, 2014). Conversely, in core euro area countries, governments were challenged by protester parties, which complained about the implementation of stabilisation mechanisms. For example, the far right party, Alternative für Deutschland, was created in the aftermath of the creation of the ESM and the ECB’s asset purchase programmes (Grimm, 2015).
In sum, the initial framing of the euro area crisis obfuscated the financial roots of the macro-economic imbalances and put the spotlight on the fiscal and budgetary troubles of peripheral countries, which were caused mainly by the bailouts of their banking system in 2008-2009. This framing was key to legitimise the political answer to the crisis, which consisted in a simultaneous strengthening of stabilisation mechanisms and fiscal discipline, rather than building up joint-debt mechanisms. Both the framing and the solutions adopted to solve the crisis reflect an asymmetrical power balance in the battle of ideas that took place between euro area countries. Indeed, core countries managed to rule out policy options that were not in line with their interests (debt restructuring, Eurobonds, fiscal transfers) and forced austerity measures in the periphery. However, the transnational activities of the European banking system and the strength of market pressures also forced core countries to agree on the creation of new stabilisation mechanisms that were necessary for the survival of the euro area. In other words, the battle of ideas during the euro area crisis did not lead to a radical overhaul of the initial economic paradigm (Schmidt & Thatcher, 2013). Rather, pre-existing tropes (moral hazard, fears of fiscal profligacy) were activated to legitimise the strengthening of fiscal rules while strong conditionality was attached to the activation of stabilisation mechanisms.
3.	Conclusion. The RFF: the EU Hamiltonian moment?
When the Covid-19 pandemic struck the European continent in March 2020, after months of complacency by Western elites, national economies went into lockdown and regular economic activity was heavily disrupted as both supply and demand shocks were looming. Tensions started to appear between euro area countries because of their unequal economic capacities: in the early stages of the crisis, Germany was able to commit a bigger portion of its GDP in fiscal measures and guarantees than Italy and Spain. European leaders (EU institutions & national governments) feared that this differentiation could increase risks of a breakup of the euro area and political backlash in peripheral countries and started to discuss again the possibility of joined debt emissions to finance the relief measures. These discussions led to a Franco-German proposal on May 18, 2020, in which the European Commission would raise €500bn on the markets, in the names of EU countries, and reallocate the funds to the most affected countries[endnoteRef:8]. [8:  	Fleming Sam, Mallet Victor and Chazan Guy, “Germany and France unite in call for €500bn Europe recovery fund”? Financial Times, May 18, 2020. Accessed on April 6, 2021, https://www.ft.com/content/c23ebc5e-cbf3-4ad8-85aa-032b574d0562] 

Initial reactions to this proposal mirrored the fault lines of the euro crisis resolution: Dutch leaders warned about risks of moral hazard and performed “culturalisation” discourses against Italian “mismanagement” and an alliance of four self-proclaimed “frugal” countries (Austria, Denmark, Netherlands and Sweden) blocked the Franco-German proposal. However, a set of concessions made to these countries during the MFF negotiations cleared the path for the Recovery and Resilience Facility (RFF), which will raise €312bn of joint-debt on the markets. Initial projections reveal that grant distribution under the RFF will favour the countries with a limited economic capacity to answer to the crisis. In other words, the EU states crossed their Rubicon as they overcame decades of disagreement on joint-debt instruments, which assume a redistributive dimension between EU countries.
What explains this change and what is its extent? While further empirical research is needed to answer these questions precisely, we propose here three lines of preliminary observations. First, the “enabling” element of the RFF is, without a doubt, the reversal of German policy preferences (Schramm & Crespy, 2021). Multiple elements can explain this policy turn: since the 2020 crisis was caused by the exogenous outbreak of a global pandemic, the “moral hazard” and “fiscal profligacy” tropes could not be easily mobilised to justify the lack of a common EU response. Moreover, learning effects may have occurred as German leaders realised that the strong conditionality and austerity measures created a political backlash and put hostile leaders in power. Furthermore, the change of finance minister might have been conducive to this change since the social democrat Olaf Scholz succeeded the conservative Wolfgang Schäuble (Karremans, 2020). Second, the ECB faced new policy challenges because of the macroeconomic consequences of the austerity regime that was imposed during the euro crisis. In particular, inflation in the euro area remained under the ECB target despite the large amounts of liquidity injected by the ECB in financial markets (Van Doorslaer & Vermeiren, 2020). This pushed the ECB, which was one of the main proponents of stringent fiscal rules during the euro area crisis, to reverse its policy stance and encourage expansionary fiscal policies for all member states[endnoteRef:9]. Third, it is too early to assess the extent of change. The RFF is supposed to be temporary and it has a modest size in light of the gravity of the crisis and in comparison with federal budgets in other currency areas. Moreover, it remains unclear which conditionality will be attached to the RFF as grant distribution should be tied to the recommendations of the Commission during the European Semester process.  [9:  	Schnabel, Isabel. “ Unconventional fiscal and monetary policy at the zero lower bound “, Keynote speech at the European Fiscal Board 3d annual conference. Accessed on April, 6, 2021. https://www.ecb.europa.eu/press/key/date/2021/html/ecb.sp210226~ff6ad267d4.en.html] 
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