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Preface


Is it too late to save the European Union? In January 1999, when the euro was created, the single currency project looked like the most decisive step toward Europe’s “ever closer union,” a process that began with the Treaty of Rome in the aftermath of the Second World War. The euro was supposed to create a unified continental economy that would rival the United States in its economic dynamism and financial stability. It was designed to eradicate the economic divergences that contributed to what Winston Churchill described as Europe’s “Thirty-Year Civil War” from 1914 to 1945. And it was supposed to make the EU an even more inspiring model, at the point in history when the Soviet empire was collapsing and the time seemed ripe for new geopolitical arrangements based on mutual economic benefit and democratic cooperation, instead of coercion by imperial powers.


Fifteen years later, it is obvious that this project has gone badly wrong. Xenophobic and neo-fascist movements have gained unprecedented support in the run up to the 2014 European elections. Britain is planning an EU exit referendum. And all over Europe national interests are perceived to be in conflict as governments respond to anti-EU sentiment among their voters. This reversal of European integration is clearly linked to the euro and the global financial crisis. But what exactly went wrong and can it be put right?


If anyone can offer an authoritative answer, it is George Soros. The Tragedy of the European Union is deftly organized in a series of in-depth interviews conducted over several months in 2013 by Gregor Peter Schmitz, Europe Correspondent for Der Spiegel, one of Europe’s leading news-magazines. Soros’s insights, not just on Europe but also on global economic politics and financial markets, are uniquely valuable for three mutually reinforcing reasons: Firstly, because the disintegration of once-great nations and empires is often triggered by financial crises. And nobody understands crises better than Soros. As the world’s pre-eminent currency speculator, Soros has shown repeatedly that he understands the interaction of markets and politics better than the people who run finance ministries and central banks. Bolstered by Schmitz’s introduction, which astutely frames the major themes and offers context, the interviews in this book present Soros’s insights—mainly about Europe, but also about the US, China, the Middle East, and elsewhere—with unprecedented clarity by focusing on specific personal experiences and historical events. Because of his astonishing investment record, his views on finance and economics are always in demand around the world.


But there are two other reasons why Soros’s comments in this book could have a greater effect than usual, especially on European policy debates. While Soros has achieved fame as the world’s most successful financial speculator, if he is remembered by history it will not be just for making his $20 billion fortune, but for spending it. By creating his Open Society foundations, Soros helped to tear down the Iron Curtain, demolish the Berlin Wall, and overthrow the communist dictatorships of Eastern Europe and the Soviet Union. Because of his decades of direct engagement in both politics and finance, he brings a personal insight to his analysis that few other commentators, or even politicians, can match.


Soros explains that his faith in the EU goal of “ever-closer union” was inspired by his father, who insisted, even in the midst of the Nazi holocaust, that they should bear no personal grudge against the German people as a whole. Unlike the British euro-sceptics or German conservative economists, who always believed that the single currency was doomed to failure, Soros expected the euro to succeed. For him, the euro crisis was not an inevitable consequence of over-ambitious integration, but a result of avoidable blunders and misunderstandings in politics, economics, and finance.


This emphasis on flawed understanding points to a third feature of Soros’s thinking that makes his analysis unique. Soros presents both the euro crisis and the financial collapse related to Lehman Brothers as classic examples of “reflexivity”—a process by which flawed economic or political theories become so powerful that they alter the social realities they are supposed to describe. This interference between perceptions and realities creates waves of instability in markets and political systems that few economists or politicians properly understand. Soros attributes his financial success mainly to focusing on reflexivity, and he uses this concept to diagnose the flaws of the euro project as well as to explain the US banking collapse.


In both cases, a misguided economic theory—the excessive faith in the self-regulating financial markets that Soros calls market fundamentalism—inspired flawed institutional structures. In Europe, the key institutional flaw was the Maastricht Treaty; in the US it was the excessive reliance on badly designed synthetic financial instruments like collateralized debt obligations and credit default swaps. The false economic theories embodied in these structures changed economic and financial conditions, setting up boom-bust cycles of initial over-performance and over-confidence, followed by self-reinforcing collapse. Because reflexivity is so central to Soros’s perspective, this book includes an article from the latest issue of the Journal of Economic Methodology in which Soros offers the most detailed and definitive account of his conceptual framework and its implications for economics, politics, and the philosophy of science. Comments from excerpts on Soros’s theory can be found in the Winter 2014 issue of JEM at www.tandfonline.com/action/aboutThisJournal?journalCode=rjec20.


Nowhere have the reflexive misunderstandings of politicians and financial markets been more widespread and damaging than in Germany. Soros shows with detailed examples why Chancellor Angela Merkel’s approach to the euro is widening the divergences between creditor and debtor nations, leaving the subservient debtors resentful and disempowered. As a result, the European ideal of a voluntary community of open societies, linked by mutual economic interests, is beginning to resemble an old-fashioned empire ruled by a domineering German hegemon.


While hegemonic oppression is certainly not the intention either of Germany or the European leadership, the fact is that misguided responses to the euro crisis have turned the EU into a foreign oppressor in the eyes of many of its citizens—and not only in the peripheral states. Even in Britain, the euro crisis has intensified opposition to the entire European project and strengthened demands for total withdrawal from the EU. Many of the arguments Soros presents here could prove very influential both in the upcoming European Parliamentary elections, and in Britain’s planned referendum on EU membership, since the evident failure of Europe’s most important project is having a profound effect on British views. Soros argues that Britain currently enjoys the best available position, being part of the European Union but not part of the euro. Changing it would be detrimental both for Britain and for Europe as a whole. For Britain, EU withdrawal would undermine London’s position as Europe’s financial center and threaten foreign investment directed at the European single market. The European Union, in turn, would be diminished by Britain’s departure. Britain would cease to play its historic role of maintaining a balance between hostile blocks on the continent. Its departure would powerfully reinforce a process of economic and political disintegration that is already under way.


Yet a British vote to withdraw will become increasingly likely if the eurozone becomes a region of permanent economic stagnation and political alienation. Such an outcome seems almost inevitable to Soros if Germany maintains its present policy of preserving the euro by always offering the smallest possible concessions at the last possible moment.


This is what Soros calls Europe’s recurring nightmare. But a nightmare is a horror from which we can wake up. To awaken Europe Soros proposed a revolutionary notion: that Germany should “lead or leave the euro.” Either Germany should lead Europe toward some form of mutual debt and bank guarantees, or it should leave the euro and allow other countries to solve the currency’s systemic problems on their own, which according to Soros they would be quite capable of doing. A euro without Germany may sound like a shocking concept, but Soros spells out in detail how a “southern euro,” probably led by France, could become a viable currency.


Following the German elections Soros ceased to advocate that Germany should “lead or leave the euro.” The German electorate has decisively rejected the idea by keeping the party advocating it below the threshold of parliamentary representation; and no debtor country can afford to advocate it because it would be immediately punished both by the markets and by the European authorities.


For Soros, such a euro break-up was never an optimal solution. Far better would be for Germany to become a “benign hegemon,” accepting its responsibility to support the reconstruction of peripheral Europe, as the US supported post-war German reconstruction with the Marshall Plan. Perhaps this could even happen, now that Angela Merkel can contemplate her place in history, instead of her next election campaign. Let us hope Mrs. Merkel reads this book.


ANATOLE KALETSKY


Chairman of the Institute for New Economic Thinking and author of Capitalism 4.0




Introduction


It may have been her proudest moment, her first undisputed election victory after two previous nail-biters. It was September 22, 2013, and Angela Merkel was standing on the stage at the Konrad Adenauer House in Berlin. The pollsters had predicted a clear victory for Merkel and her Christian Democratic Union (CDU), together with its sister party, the Bavarian Christian Social Union (CSU), and even an absolute majority seemed within reach. Merkel’s supporters were jumping up from their seats, and as “Tage wie diese” (Days Like These) by the German punk band Die Toten Hosen boomed from the loudspeakers, CDU-CSU parliamentary floor leader Volker Kauder grabbed a microphone and began singing along. CDU secretary general Hermann Gröhe seemed on the verge of waving a small German flag that someone on the stage had handed him. But not on Merkel’s watch. Shaking her head in disapproval, she took the flag from his hand and removed it from the stage.


The symbolism was unmistakable. Even in her greatest moment of triumph, the chancellor was being careful not to indulge in German nationalism. After all, the rest of Europe, which had characterized Germany’s parliamentary election as a “European election,” was watching. Merkel was determined not to allow her victory to be seen as an exuberant display of national pride by people in Europe’s crisis-stricken countries, such as Spain, Italy, and Greece. But her intervention was to no avail. The next day, the headline “Merkel, Merkel Über Alles” appeared on the front page of the Spanish daily newspaper El Mundo, and the Greek newspaper Ta Nea ran the headline: “Europe Is Becoming Merkel-Land.”


How could it have come to this? Why is a country that rejects a leadership role in Europe once again being viewed by many as a ruthless hegemon, even a dominant occupying power? Why do protesters wave swastika flags when Merkel visits the Greek capital, Athens? How could the “German question” return with such vehemence, at a time when Germany is in fact one of the most important lenders to the crisis-ridden countries in the European Union (EU)? In his book Ein Europa, das es nicht gibt (A Europe That Doesn’t Exist), University of Bonn professor and historian Dominik Geppert writes: “Some of the political catchphrases of the July crisis after 1914—‘encirclement,’ ‘blank check,’ ‘flight to the front’ and ‘a leap into the dark’—feel unexpectedly topical in 2013.” Former foreign minister Joschka Fischer apparently holds a similar view. In a piece for the Süddeutsche Zeitung in June 2012, he wrote darkly: “In the 20th century, Germany destroyed itself and the European order twice in wars that involved crimes and genocide, in its efforts to subjugate the continent. It would be a tragedy and an irony alike if, at the beginning of the 21st century, a unified Germany were to ruin the European order once again, this time peacefully and with the best of intentions.”


These are confusing and even alarming questions, especially when embellished with scenes from the 2013 parliamentary election, in which the newly established Alternative für Deutschland (Alternative for Germany) party held “euro burnings” in front of the Brandenburg Gate in Berlin to draw attention to the fact that Germany is now experiencing the greatest destruction of money since the hyperinflation of 1923. The party’s leader, Bernd Lucke, provided “yet another allusion to those times of democracy in crisis,” as the Frankfurter Allgemeine Zeitung wrote, when he likened an alleged attack on him during a campaign speech to the actions of “gangs of thugs in the Weimar Republic.”


Today’s times of crisis prevail in a Europe in which euro-skeptics and anti-European parties from Greece, Spain, Great Britain, Belgium, France, and Germany are predicted to capture a total of 30 percent of the vote in elections to the European Parliament in May 2014. French president François Hollande warned: “A majority of the European Parliament could consist of anti-Europeans. This presents a true risk of paralysis.”


.     .     .


This book is about Germany and the crisis, including a crisis within its political leadership. But it is also a book about Europe and the weaknesses of its institutions and their future. In a European Union premised on the founding concept of its nation-states progressively moving toward a federation of states, these two poles—the German crisis and the European malaise—are inseparable. “The Treaties of Rome, and later the Maastricht Treaty, expressly affirmed the goal of an ‘ever-closer’ union. Walter Hallstein, the first and, thus far, only German president of the European Commission [Commission of the European Economic Community], said that the nation state is ‘not the unchanged measure of all things political.’ From this point of view, it was not a question of salvaging the nation states but of abolishing them. The goal was a United States of Europe as a European federal state,” writes historian Dominik Geppert.


In other words, the predominant and uniting ambition was that it would come to pass that important political decisions would no longer be made in Berlin, Paris, and London, but at the European level. This ambition was long the established standpoint in Germany. When top German politicians spoke with George Soros in the 1990s, they assured him that there was no longer a German but only a European foreign policy. And during the years of the euro introduction, then-chancellor Helmut Kohl’s declared motto was that a united Germany was only conceivable within a united Europe.


But that consensus has since been shattered. Privately, Merkel, as her biographer Stefan Kornelius fears, has long abandoned the collective model. In her view, the nation-states are responsible for their own plight and should resolve their own problems. In the 2013 election campaign, Merkel was no longer invoking the concept of “more Europe,” as the overwhelming majority of her predecessors had done, but instead proposed that powers could be returned to the nation-states—which amounted to “less Europe.” Brussels political scientist Jan Techau characterized such scenarios as a “breach of taboo in German foreign policy.” It seems that Merkel simply no longer believes in the creative power of European institutions, especially the European Commission, and would rather content herself with bilateral problem-solving approaches, in which Germany sets the tone. So, can we expect to be confronted with Berlin’s desire for a “German Europe”? Will close political unity be replaced by the “tragedy of the European Union,” as American Nobel laureate Paul Krugman predicts?


Only a few years ago, the project of European unification and the common currency, the euro, was on a roll. In his well-received 2004 book, The European Dream, political scientist Jeremy Rifkin explained why Europe—and not the United States—was the world’s role model, as did Mark Leonard, the co-founder and director of the European Council on Foreign Relations, in his 2005 book, Why Europe Will Run the 21st Century. Such ideas seemed by no means presumptuous at the time. The project of European unification was not just responsible for the longest period of peace on the continent since the sixteenth century. It had also shaped a multinational generation, which, thanks to uncomplicated border crossings and a uniform currency, was living together in greater harmony than any generation before it. In the distant future, historians were to look back on an era in which 7 percent of the world’s population was responsible for 32 percent of global trade and 50 percent of global social benefits.


There seemed to be no end in sight to the boom. The word Europe was closely linked to economic progress, be it in the form of low telephone rates, subsidies for Sicily, or impoverished parts of Portugal (and, as we sometimes forget, for structurally weak German regions), new industrial construction in Ireland and Spain, or more generally, joining the euro, which promised an additional economic boost. Harvard political scientist Joseph Nye recognized that the EU expansion policy was a global export success, especially compared with the nation-building disaster by the United States in Iraq and Afghanistan. And political scientist Ulrike Guérot even called Europe the “true modern world” when compared with the United States, because its expansion had taken place voluntarily.


During this time, the euro was being praised about as euphorically as the federation. Immediately before the euro crisis erupted, the European Commission was still rejoicing over how well the new currency had developed ten years after its introduction. In many places, the euro was being exuberantly touted as a success story. And Germany? After difficult years of crisis, it was the world’s top exporting nation once again. And as the economic engine of Europe, Germany also felt like the heart of the continent—a country no one had to be afraid of.


Did this hubris inevitably lead to tragedy? Today, in the fifth year of the crisis, the European dream feels like a nightmare from which the continent has yet to awaken. In Spain and Greece, for example, almost every other young person is out of work, and people there will have to adapt to decades of stagnation. In his new book, Das deutsche Europa (A German Europe), sociologist Ulrich Beck warns that the very foundations of the welfare state are at risk, and that this could lead to the emergence of a new European lower class.


.     .     .


In the following conversations with George Soros, four key questions are addressed that Europe, in light of this epochal crisis, can no longer ignore if it hopes to become a “united federation” made up of politically and economically equal partners, and if it hopes to act as a global player:


       1.   Does the current European Union still live up to the ideals on which it was founded?


                 It remains to be seen whether the community will remember its unique and historic original idea—the realization that on a belligerent continent lasting peace is only possible through cooperation. Can this idea still hold the continent together in times of economic crisis? Can it have a similarly uniting effect at the European level as the American motto “We, the people”? Or does Europe threaten to relapse into the kind of national egoism that once divided the continent?


       2.   What has caused the euro crisis, and what can we learn from the mistakes that have been made?


                 The analysis of mistakes that led to the crisis always sounds surprisingly simple: government failure and waste in the crisis-ridden countries. But is it really that simple? The euro crisis wasn’t just based on government borrowing excesses such as those in Greece, but also on the structural defects of a monetary union expected to function without a political union, and in which the countries with large trade surpluses (Germany, for instance) and those with large deficits were united. Only when the European players recognize this fact can they come to an agreement on the best way out of the crisis.


       3.   What is the current relationship between politics and the market?


                 Is Europe merely a pawn of global financial investors, or do politicians still have some influence over the markets? Do they even understand the markets? Or do they use criticism of speculators as an excuse to draw attention away from the structural weaknesses of the system they designed and now control? And could speculation have been curbed earlier if reactions to the first symptoms of the crisis had been more unanimous, such as in the form of collective liability for public debts in individual EU member states?


       4.   In which direction is the European Union headed?


                 Many leading politicians in Europe have long placed their faith in a policy of small steps, driven by acute crises. But is that enough, or does Europe need a so-called Philadelphia moment, that is, the epochal step toward a true political union, like the one the first colonies in the United States took a few years after their declaration of independence, with the ratification of their draft constitution? And what steps would have to follow such a breakthrough? A social union, a union based on joint liabilities, and perhaps even a common European citizenship?


In March 2010, an opinion piece on European crisis management called “Euro Trashed” appeared in the New York Times. And during the 2012 American presidential election campaign, the Wall Street Journal decreed that any candidate for the White House must, above all, make one thing clear: that the United States is not turning into Europe, an outdated, cowardly, conservative continent that also happens to be deeply in debt. The two pieces reflect America’s reactions to Europe, ranging from schadenfreude to true concern. But largely missing in this epochal crisis are intermediaries: between the United States and Europe; more important, among the states within Europe; and, most important, between Germany and the rest of Europe.


Such an intermediary must remind all parties involved that the monetary union was also designed as a political project, which helps to explain some of its structural weaknesses. An intermediary must also explain why the European Union isn’t merely the framework for a currency union but is in fact far more: a “confirmation that Europe still plays a role in the world,” as former British prime minister Tony Blair put it. And this intermediary must also come up with a viable tradeoff between the circumstance that on the one hand, Germany cannot in fact keep the union together on its own and, on the other hand, it is by no means a “victim of the euro,” as it likes to portray itself (on the contrary, Germany has benefited considerably from European unification and the establishment of the eurozone). Finally, this intermediary must explain to Germany that it bears a responsibility, not only for historic reasons but also because the poorly conceived monetary union was largely a German project.


But such intermediaries are absent, partly because borders continue to exist in Europe, in defiance of all open barriers, and because a “public space,” of the sort German sociologist Jürgen Habermas calls for, has not developed yet, not in the media or in politics, not in the culture of remembrance or within the country’s key institutions. When new entities take shape, such as the European Stability Mechanism (ESM), or when existing entities such as the European Central Bank (ECB) take on an increasingly important role, the key posts in these organizations are not filled through elections but through relatively nontransparent agreements among the member states.


In the euro crisis, there is an unmistakable trend toward renationalization among political leaders. National elections and the media still determine the European rhythm. Most politicians wouldn’t think of placing Europe’s interests above their national interests, says Ulrich Beck. The sensation caused by a 2001 speech by Polish foreign minister Radosław Sikorski is telling. He could hardly believe what he was saying, Sikorski told his audience in Berlin, but he feared German power less than he was beginning to fear German inactivity. Germany, he noted, should no longer allow itself to be paralyzed by its historic culpability—whereas it threatened to become culpable once again if it did not live up to its responsibility for Europe.


Although Sikorski’s clear words had a broad impact, when German politicians discuss issues related to the euro, they tend to sink into “sanitized Lego-language,” as British historian Timothy Garton Ash describes it. They are “snapping together prefabricated phrases made of hollow plastic. Most German politicians are more likely to fly unaided to the moon than they are to coin a striking phrase,” he writes in the New York Review of Books. This leads to a paradox, according to Ash: “while German power has grown, its political class has shrunk.” Similar tendencies are recognizable in other member states, where “government failure” often goes hand in hand with the failure of the political leadership.


And yet communication should be more important than ever. One should no longer see Europe as a question of war and peace. However, European politicians should finally tell their citizens how they intend to cope with the challenges described: the difficult balancing of national interests and common interests, the temptations of national statehood, the role of the markets, and the uncertain future of the union.


Europe needs intermediaries and it needs translators. There is almost no one as qualified to serve in these roles as George Soros, one of the richest men in the world, with a fortune of roughly $20 billion in estimated assets. But Soros has also been a generous philanthropist for decades. Through his Open Society Foundations, he has spent billions to promote democracy and open societies around the world, especially in Eastern Europe.
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