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 ‘An era can be said to end when


its basic illusions are exhausted.’


 


Arthur Miller










Prologue


Delirium


It was the futile act of an angry man. A shaking fist. A moment of rage against greed and ruin.


Thomas O’Malley was a kiosk cop, a police officer who controlled the gates to the Irish Parliament. When the weather blew cold and damp he would retreat into his booth from where he would control those going in and out of Leinster House. 


On that afternoon in September 2010, it began with sound. The gunning of an engine. The grating of a missed gear change. It drew O’Malley’s eye to the corner of Kildare and Molesworth. There it was, in all its garish rebellion. A cement mixer with the bright red slogan, ‘Toxic bank’ stamped on its drum. O’Malley stayed watching this truck with its yellow cab as it headed towards him and, at the last moment, veered towards the gates of the Parliament. 


The driver, stopped, climbed onto the roof of his cab and locked the doors behind him. O’Malley stared at the man – lean, middle-aged, with sleek, black hair – convinced he was about to pour concrete and seal up the entrance to Parliament. He shouted at him to step down. The man glanced at him and announced the brakes of the truck had been cut and could not be moved.


Joe McNamara was a builder brimming with resentment and debt. On the back of his mixer he had written, ‘The people have had enough.’ Now, surrounded by police, he stood there waving a hurley stick. It was a solitary gesture of defiance: one man’s protest against a government that had rescued reckless banks and left the tax-payers to pick up the bill. He, like others, believed his country was on the verge of insolvency. 


Weeks later, the moment came. Sunday, 21 November 2010 was the reckoning. It had been long anticipated but it stung nonetheless. On one raw, unsettled day in late autumn, Ireland was forced to accept a bail-out from the EU and the IMF. Until the final hours, the rumour of a rescue had been denied. The government in Dublin had set up a war room to resist. It had insisted time and again that the country’s sovereignty had been ‘hard won’ and would not be given away to anyone. It proved an empty promise. 


Ireland believed it had escaped the poverty of its past and had been reborn as the Celtic Tiger. Now it faced humiliation. The country had revelled in its new-found reputation as a nimble, economic powerhouse. In a short period of time, it had become the second richest nation in the world; it owned more Mercedes per head of population than the Germans. Dublin had grown into one of Europe’s weekend party cities. The road south from the capital led to steep hillsides overlooking azure bays: the hideaways for Ireland’s expanding community of the rich and famous. Bono, Enya, Neil Jordan, Van Morrison and Maeve Binchy all hunkered down there. It was a small island bursting with pride.


Now the future of the country had passed into other’s hands. Unknown people. European Commissioners. Officials from the European Central Bank. A team from the International Monetary Fund, the IMF, had arrived in town. Their reputation went before them: unsentimental administrators who forced broken states into adopting tough regimes of austerity. Photographers managed to catch the fund’s top European official, Ajai Chopra, walking past a beggar, a symbol of what Ireland had become. 


The Celtic Tiger had been built on a property bubble, fuelled by cheap money. The Irish had had a swagger about them. It had been dazzling while it lasted, but there had been fears that old Ireland had not gone away, that the country would be drawn back into its past. On that November day, Dublin’s ‘pram women’ were selling grapes and bunches of fruit from battered baby carriages. They had hard-lined, outdoor faces. They were women who would out-lip you. And they took you back to another time. On Grafton Street, there was a man in charcoal-grey, statue-still, his long coat, his kepi hat and his face all charcoaled. Even the live pigeon that inexplicably rested on his shoulder had a grey dusting. He was a human statue playing General de Gaulle. No one had the time or the money for the street artist. The party was over. Nearby was an old man, sunk back into the wall, his flat cap half obscuring his face. In his hands were two string puppets of young Irish girls, which he jigged to some fiddle music. That, too, took you back to an older, half-forgotten Ireland.


With the bail-out came a national shudder, serious enough for the Irish Times, in its editorial, to borrow its headline from W.B. Yeats and his poem about the Great War, ‘September 1913’.


 


‘Was it for this the wild geese spread


The grey wing upon every tide;


For this that all that blood was shed


. . . all that delirium of the brave?’


 


In posing the question, ‘Was it for this?’ the paper asked its readers to confront what the financial crisis had done to the country. ‘Having obtained our political independence from Britain to be masters of our own affairs, we have surrendered our sovereignty to the European Commission, the European Central Bank and the International Monetary Fund. Their representatives ride into Merrion Street today.’ There were many who shared the paper’s lament: ‘The shame of it all.’


It hurt because the Irish had embraced being European. In their struggle to be independent, they had defined themselves by what they were not. And that was British, that big – sometime occupying, sometime bullying – neighbour. The Irish would gently mock the British as stubborn, wary and insular; some of whose people had even feared the Channel Tunnel would finish Britain as an island nation. The Irish had shed their doubts; they had found their place in the world. They were Europeans. It sounded modern, even enlightened. Some of their best and brightest had headed to Brussels.


The roots of the crisis lay exposed along the country’s highways. From the capital, it is a short undulating drive to the Irish Midlands and the rolling hills of the Republic. In autumn, the late afternoon light is often soft with the mist hanging low to the ground. And then emerging from the haze, like intruders, are clusters of recently built town houses. Row after row of them. Mostly empty. These became the ghost towns, the thousands of houses left unsold when the bubble burst. Concrete and speculation lay behind the Irish miracle. 


In 2002 Ireland – enthusiastically – had exchanged its currency, the punt, for the euro. The single currency was the symbol of European integration. It lay at the heart of the dream of the European Union’s founding fathers. At its launch, it had been celebrated as ‘far more than a medium of exchange. It is part of the identity of a people.’ But this new currency ended up seducing countries like Ireland. 


Even before it adopted the euro, Ireland was fast-charging with growth of 9.6 per cent a year. Within the euro-zone, there was one interest rate for all. It suited some but not others. Low rates, which were right for the conservative German economy, were potentially dangerous elsewhere. Despite its already strong growth, Irish interest rates halved. Money became even cheaper. Capital flowed in from countries like Germany and stoked the boom. In just ten years, property prices quadrupled and Ireland gorged itself. 


In 2008, the financial crash struck. It started in America and engulfed all western countries. Financial institutions like Lehman Brothers collapsed and credit dried up. Over the next two years, house prices in Ireland plunged 30 per cent. The banks were left nursing huge losses and the Irish government decided to take extraordinary measures to save them. It guaranteed the loans of the banks and placed their debts on the government’s books. It had no realistic means of repaying these sums, and the country reeled towards bankruptcy. 


On the road to Kilkenny is a ruin and beside it a graveyard. The dates on the gravestones do not go back much beyond a century, for before that – in the 1840s – there had been famine, and waves of Irish emigrants had joined the huddled masses heading west to the New World and Ellis Island. The Irish thought they had seen the end to emigration. In the years of the economic miracle, in fact, thousands of East Europeans had come to the island to work, but they had left on the economic low tide. Once again, emigration fairs returned to Irish towns, pulling in the crowds and calling young people away. In time, 1,700 young people a week would be leaving. Town after town saw the rituals of departure: the farewell gathering in the pub, the embraces, the tears and the unspoken fears that the promises of return would not be honoured. 


A taxi ride in Dublin is rarely silent. The drivers like to talk, to savour the craic. A grey-haired driver with pale blue eyes spoke about his fifteen-year-old daughter, Lily. He feared that in a few years he would lose her. She would emigrate and join the Irish diaspora. The thought gnawed away at him to the point he confided in a stranger. Lily would go to Australia or Canada, far-away places, and he hated those who had broken his country. ‘Mass emigration,’ said the writer, Fintan O’Toole, ‘had always been the index of Ireland’s failure.’ 


Another driver spoke of the craziness, the delirium of the boom. His grown children had been offered thousands on their credit cards without anyone checking their income. Everyone knew people were printing out false P60 forms to inflate their take-home pay, but neither the banks nor the finance houses cared; they just doled out the mortgages. All lies and greed, the driver said bitterly. 


 


The road south out of the Spanish capital is flanked by hundreds of stores with flashing signs announcing muebles, tienda de azulejos, materiales de construccion, cemento. A casual glance would leave the impression that there was really only one business in town: construction. And, in a way, that had been true and the reason for Spain’s economic downfall.


At the edge of Madrid the billboards are more faded. They still advertise chalets en venta, ‘for sale’. Even though the prices are slashed, almost no one is buying. Property is yesterday’s dream. Beyond the clutter of the city’s edge are cement silos and then the dry lands of La Mancha. It is desolate, flat, sun-baked and inhospitable in summer; the terrain where Cervantes’s Don Quixote tilted at windmills. 


After a forty-minute drive from the capital, a dark, muscular block rises from the parched plateau. From a distance it could be a penitentiary, but these are the solid, Soviet-style apartment blocks of Seseña; a brown-bricked housing complex made up of twelve towers intended to house 30,000 people in 13,000 apartments.


It is eerily quiet as almost no one lives there now. A metal fence surrounds the project to keep out squatters and the thieves who come to strip out the piping and radiators. The project was aimed at those who could not afford the prices of Madrid, but it stands alone, set apart from the nearest town, on a dry, waterless piece of scrubland with few trees. The roads between the blocks are deserted, apart from the occasional patrol by the security guards. There is still an oficina de ventas, offering three-bedroom apartments at 89,000 euros, but more often than not the shutters are down. Seseña has become a destination for the curious rather than the buyer. In time, the prices would be slashed further and the banks would settle for rock-bottom offers just to get the project off its books. 


The developer, Francisco Hernando, had long gone. Locals referred to him as El Pocero – the pitman. He had once sold coal from the back of a cart, having left school scarcely able to read and write. In time he would own a 235-foot yacht with a helipad. Cemento made millionaires, dozens of them. But the craze for construction ruined Spain. 


Nearby to Seseña are chalets that appear like sugar cubes with shuttered windows. They can be bought for 153,000 euros, but they look out onto a wasteland, where hundreds of red power cables peek out of the scrub. These are the abandoned foundations of buildings that will never be completed. Beside them are piles of scaffolding, roof tiles and concrete drains discarded by the construction workers as they drove away, their wages no longer paid by bankrupt developers. 


Seseña and other Spanish ghost towns are monuments to the delirium that, as in Ireland, gripped the country. Spain, too, had gone on a building binge; at times it was consuming more concrete than France, Belgium, Germany and Italy put together. A second home almost became an accessory. It did not matter where. It might be a flat on a sun-baked plot beside a rutted track or an apartment in the towers that choked and disfigured the coastline. It did not matter. A belief had set in that you would never lose money with property. In the space of a decade, land prices rose by over 500 per cent. For a time, Spain had the largest number of mortgages per capita in the world. 


When the bubble burst, the banks were stuffed full of bad debts: 200 billion euros. Perhaps more. No one was really sure. The construction sites were mothballed. The numbers of unemployed soared to the highest levels in Europe. There were more than 5 million out of work, with over half of all young people without a job. 


Early on a Monday, a queue begins forming in Calle de Evaristo San Miguel in Madrid. The first people have secured their place in the line by seven-thirty in the morning, even though the doors of the drab oficina de empleo do not open until nine. Soon there are 200 people. There is little conversation between them. Many sit on the pavement reading. A casual glance would judge it a queue for a lecture theatre: a young man flips through a book on architecture, another is engrossed in business studies; a woman is learning German, another is studying for a part in a play. They are all waiting to claim unemployment benefit. Spain describes them as ni-nis: ni estudia, ni tranaja, ‘not in education, not in work’. They are also called a lost generation, highly educated, the best and brightest. Eduardo Paniagua is twenty-eight. He has filled in nearly 1,000 application forms and had only a handful of replies, all of them rejections. The years without work have spawned a social revolution: most Spanish people in their early thirties can only afford to stay living with their parents.


The Spanish, like the Irish, were eager Europeans. They had only recently shed the dictatorship of General Franco. They yearned to be normal, to enjoy the freedoms of others. Weary of fluctuating exchange rates and devaluations, they had fought hard to join the euro but, most of all, they wanted to be modern Europeans. 


Golden years followed. They had joined a club with low interest rates. The banks offered easy money to developers and homeowners. Spain was creating more jobs than anywhere else in Europe. With the euro had come streams of foreign investment and cheap credit. The single currency was transforming a society. The country spoke of a Spanish fiesta, but it changed the national character. Where once the Spanish had been conservative and frugal, they now gambled their future on property and condemned future generations to sorting out their debts.


Europe took time to realise an immense storm was building. Its officials had been lulled by the currency’s early success. The euro had defied the critics who said countries with such different economies could not share the same coins and notes. In a matter of years, the euro had become the world’s reserve currency.


In October 2009 everything changed. Greece had held an election and elected a new prime minister, George Papandreou. He was trim, a jogger; a middle-aged politician who had lost most of his hair while what remained was grey, including his moustache. Politics ran in his family. His father and grandfather had been prime ministers. Some called him ‘Little George’. Others, however, saw him as a stranger in his own country. He had been born in St Paul, Minnesota, America, and had been educated at Amherst. He was a guitar strummer, a boomer from the counter-culture. His English was better than his Greek. Some derisively called him ‘Geoff’ rather than ‘Giorgios’.


During the election, he and his socialist party had promised real wage rises and extra spending on welfare. Within days of taking power, his new finance minister insisted on a meeting. He came to Maximos Mansion, a former ship-owner’s house, which was now the prime minister’s office. He told George Papandreou that they had been going through the national accounts. The previous government, he said, had been publishing false statistics; the figures were as good as fakes. The deficit was not 6.7 per cent but closer to 13 per cent. ‘We were shocked at the discrepancies,’ the prime minister said. He also knew that he had been lied to by the previous administration. In a moment, he understood that all his election promises now counted for little. There would be no funds to increase benefits. More importantly, he realised that without a dramatic plan, the country would be unable to borrow money to pay its debts. 


The news seeped out almost immediately and the new government decided not to disguise the scale of the problem. The finance minister described the situation as a ‘national emergency’. The prime minister George Papandreou said, ‘This is without doubt the worst economic crisis since the restoration of democracy in Greece.’


Cheating was nothing new. Wall Street titans had helped massage the figures so that Greece could meet the criteria for joining the euro. Those who had expressed doubts over whether the Greek economy qualified for sharing the new currency were ignored. ‘You could not say “No” to the country of Plato,’ was the view at the time. Athens, however, squandered its new membership. Like Ireland and Spain, it found it could borrow at the same rates as Germany. It could not resist the lure of easy money to expand its already bloated public sector. 


The announcement that the country was in crisis baffled many Greeks. They had come to believe that membership of the euro immunised them from financial shocks. Some assumed that EU tax-payers would ride to their help if they were in trouble. Others thought the prime minister was exaggerating, summoning up a ruse to renege on election promises made. 


Other countries before had run up huge debts, but the problem for Greece was that it was locked into a monetary union: there were limits to what it could do. It could not devalue or print money as in the past. The only way the deficit and the debts could be reduced was to cut spending: taking the axe to benefits, wages and pensions. 


In the European quarter in Brussels, officials appeared stunned by the revelations. Countries in the euro-zone were supposed to limit their deficits to 3 per cent of gross domestic product (GDP), although the rules had regularly been broken. Suddenly, officials were facing a dilemma they had never planned for: how to manage a country inside the euro-zone that might not be able to settle its debts. There were early flashes of Greek pride. The finance minister, George Papaconstantinou, snapped, ‘We are not Iceland; we are not Dubai,’ – two countries that had recently gone broke. ‘There will be no bail-out,’ he insisted. 


In late 2009, Europe’s leaders were initially uncertain how to judge the news from Athens. After all, Greece’s economy was relatively small; it made up just 2 per cent of Europe’s GDP. The Swedish prime minister, Fredrik Reinfeldt, said the Greek deficit was a domestic problem that had to be addressed with domestic solutions. 


Papandreou told the Greek people, ‘We must change or sink.’ The country, he said, was in intensive care. He tried to set a personal example, shedding the official Mercedes for an electric car and encouraging his ministers to do the same. What Greece had done was to focus attention on the debts run up by European governments. A senior MP in Angela Merkel’s party in Germany warned that Greece was ‘just the tip of the iceberg’, but as European officials headed off for their long Christmas break in 2009, there was no appreciation of the magnitude of the crisis. It was assumed that spending cuts and tax increases would bring Greece back into line. They did not. Lean times provoked opposition and resistance.


In 2010 a sterner tone emerged from Europe’s political class. ‘No one can live beyond their means for ever – not even governments,’ said one official. It soon became apparent, however, that Greece was struggling to reduce its deficit and that it was running out of money. The Germans in particular were against rescuing Greece. One of the rules they had insisted on when they gave up their beloved Deutsche Mark was that countries would not have to take on the debts of others. 


By May 2010, Europe’s leaders feared the euro-zone might break up. Plan after plan to save Greece had failed. The politicians were scrambling to find solutions but the agenda was being set elsewhere. The financial markets were kings. They cast an unblinking, unsentimental eye on the debts that had been racked up across the continent. They judged Europe to be a risky investment and forced up the costs of borrowing. These vigilantes, as officials liked to call them, were bitterly resented in Brussels. Later, and after another long crisis meeting, the president of the European Commission, José Manuel Barroso, would snap: ‘There is no sovereignty any more. Only the markets are sovereign.’ 


An epic struggle was to follow, pitting Europe’s leaders against the markets. There were financial rescues and bail-outs, but Europe’s leaders could not extinguish the fire. The crisis enveloped not just Ireland, Spain and Greece but Italy and Portugal too. Eventually, it would bring down governments and force leaders from office. The fear was that if countries like Italy could no longer service its debts, then it was too big an economy to be rescued and that would trigger a collapse in the European banking system. 


What at first had seemed like a little local difficulty would, over time, shake the European Union to its core and threaten the global economy. It would lead in Chancellor Merkel’s view to ‘Europe’s toughest hour since World War Two’. The governor of the Bank of England, Sir Mervyn King, described it ‘as the most serious crisis we have had since the thirties, if not ever’. The American president was frequently on the phone to Europe’s leaders demanding action. The French president Nicolas Sarkozy argued that the crisis threatened peace. ‘Those who destroy the euro,’ he said, ‘will take responsibility for the resurgence of conflict on our continent.’ The French and German leaders said that the end of the euro would be the end of Europe. A continent lost. ‘For us,’ said Sarkozy ‘it is not simply an economic issue; it has to do with our identity as Europeans.’


The crisis managers were the French and Germans. They had always dominated the European Union. One of its founding fathers, Robert Schuman, had said that, ‘The gathering of the nations of Europe demanded the elimination of the age-old antagonism between France and Germany.’ The Union had been largely a French and German dream, designed to ensure that war never again returned to the continent. Now the two countries believed they were fighting to save the project that had helped rebuild Europe after World War Two. 


The German and French leaders could not have been more different. German Chancellor Angela Merkel was cautious, analytical; a former scientist who trusted facts more than her emotions. The Americans judged her to be ‘risk averse and rarely creative’. Her closest advisers referred to her as Mutti, ‘Mother’. 


The French President, Nicolas Sarkozy, on the other hand, was hyperactive; a leader who would come up with a hundred ideas before breakfast. He was mercurial, impulsive, short-fused. His close friend, Alain Minc, said: ‘Sarkozy is a man who creates stress.’ One US cable stated ‘Just being in the same room with Sarkozy is enough to make anyone’s stress levels increase.’ His predecessor, Jacques Chirac, described him as, ‘Nervous, impetuous, bubbling over with ambition, doubting nothing, least of all himself.’ 


Chancellor Merkel was mindful of German history and the lessons from the Weimar Republic; that inflation left unchecked could destroy democracy. She praised the wisdom of the Swabian housewife, a model Southern German citizen, famed for her frugality and thrift. Her instinctive attitude to the Greeks and others was that they had to be taught a lesson; that they needed to live within their means. Her medicine of choice was austerity.


President Sarkozy disliked the very word ‘austerity’ or ‘la rigueur ’ – he banned it from conversation in the Elysée Palace. He wanted the Germans to show solidarity, to use their economic power to help save the euro. Initially, Merkel disliked and mistrusted his Gallic style. When they met he kissed her hand and was always touching her, which she loathed. There were frequent rows and arguments. Privately, he called her ‘La Boche’, the French equivalent of ‘Kraut’. She made fun of his gestures and the way he walked. There was an exchange between them at a European summit when the French president told her, ‘We are made to get on,’ and that, ‘We are the head and legs (of the EU).’ 


‘No, Nicolas,’ she replied. ‘You are the head and legs. I am the bank.’ 


Over time, these two very different personalities would realise that the survival of the European project depended on them working closely together. They would phone each other regularly and meet almost every ten days. The blending of their views led the French press to write of a single personality called ‘Merkozy’. President Sarkozy joked, ‘I’ve been spending more time with Angela than I have with my wife.’ They had the confidence to tease each other. Sarkozy would say to her, ‘Don’t take butter with your cheese because of your weight.’ After he left office, he said it was one fight he never won. 


It was a period, however, marked by tension. A financial crisis evolved into a political crisis. The leaders felt impotent in the face of market forces they did not understand and could not control. They would attend summits and judge them a success, only for financial markets to dismiss their agreements within days. On occasions, the animosity could barely be disguised. Although the French president had dined in Downing Street with his wife Carla Bruni, it did not stop him rounding on David Cameron, the British prime minister. ‘Why don’t you take the opportunity to shut up,’ he shouted at Cameron at a particularly difficult moment. ‘I am sick and tired of hearing every day David Cameron criticising us,’ he went on. 


Italy was one country that had the potential to bring down the currency. ‘The future of the euro will be decided at the gates of Rome,’ said David Riley of the ratings agency, Fitch. It had debts of 1.9 trillion euros. It was simply too big an economy to bail-out or rescue. Yet for much of the crisis it was led by Silvio Berlusconi, who seemed less like a modern prime minister and more like an emperor in a late Roman imperial drama. The Italian leader had interrupted one summit to say, ‘Why don’t we talk about football and girls?’ Italian police intercepted a phone call from the prime minister to an escort girl, in which he joked that ‘in my spare time I am prime minister.’ One exchange made it into the official record when he suggested to Angela Merkel that she did as he did and take a lover and still, he told her, his popularity ratings were above 60 per cent. Not surprisingly, she despised him.


Behind the disagreements lay a fundamental dilemma: a monetary union on its own was inherently unstable; it also needed a fiscal union where budgets and tax and spending were co-ordinated and controlled. But if decisions on tax and spending were being decided at a European level, then that made the case for a full political union. That was way beyond what the people of Europe wanted. The voters had expressed no interest in swapping their nation states for a United States of Europe. Yet as the crisis deepened, many believed that Europe faced a stark choice: a political union or the break up of the currency.


Germany, once again, held the key to Europe’s future. One German paper said that the ‘Germans had become the indispensable nation’. For the first time in Europe’s post-war history, Germany emerged as the unquestioned leader. ‘France was having to adjust to a subordinate role,’ said one long-time observer of the European scene. The Germans did not seek this role but their economic strength delivered them influence and power. Their economy minister, Rainer Brüderle, was not boasting when he said that ‘quite simply, we are the motor for the entire European economy’. 


It was a great irony of history that the EU, set up to keep German power in check, should end up with Germany holding the future of Europe in its grasp. One German paper said that Germans had spent decades pretending to be smaller than they really were: ‘Now they’re suddenly realising that the world is relying on them to save the euro and avert a disaster for the global economy.’ The article continued, ‘The Germans are going through a crash course in being a leading power.’ 


Their new-found influence was based on Wirtschaftswunder, an ‘economic miracle’. The Germans had developed an economic model that was the envy of others. Unions were willing to forgo pay rises in order for businesses to become more competitive. Whilst other countries were seeing their companies battered by emerging nations like China, with their low costs, the Germans retained their long list of global brands: BMW, Mercedes, Volkswagen, Siemens, Bosch, Beyer and Allianz to name but a few. When the value of the euro dipped it only boosted their exports. The German finance minister, Wolfgang Schäuble, said the economy ‘was a source of pride’ but he felt compelled to add ‘not smugness’. 


This more confident Germany was visible at its most famous festival, Oktoberfest in Munich. From a distance it seems like a giant fairground. The neon lights. The wailing sirens from the rides. The sideshows. Taking aim at the ugly monster’s mouth; firing pellets to win a cuddly bear. Tents with names like Hippodrome. Oktoberfest, however, is about beer. It cannot be rebranded or shaded. It is total immersion in amber. It is Europe’s largest festival, but it is a time to revel in being German.


Inside one of the tents, hundreds of people sit at long wooden tables. Many of the young men are in lederhosen and the women in dirndl, peasant blouses and country skirts with aprons. The numbers who dress traditionally are increasing each year. The waitresses serve the beer, fistfuls of litre glasses resting on push-up bras. Some are almost caricatures: the blonde plaited hair, the full cleavage. Others have nurtured their own legends: the woman who carried eighteen glasses at one time and entered beer-soaked history. Others strap their wrists, like iron-pumpers, before lifting the beer steins. Everyone is bunched in, close and sweaty. To drink is to belong, to feel connected, to be part of a tradition that stretches back 200 years. 


‘A toast, a toast, to happiness!’ the cry rings out. ‘One, two, three, drink!’ The oompah band stamps out its drinking songs as the würstl sausages, the giant pretzels, the pork knuckles, the schweinshaxe are carried on trays that swirl above the heads of the drinkers. 


An important part of the festival is the Costume and Riflemen’s Parade. Thousands of performers, some with animals, parade through the streets in ancient costumes. There are men in tails and top hats with bonneted ladies on their arms. Some troupes wear grey military uniforms. Some, in peasant clothes, carry craftsmen’s tools. There are women in Black Forest bollenhut hats topped with bright red pom-poms. Others ride in carts clutching carnations with the skins of dead foxes hanging from the cart’s sides. 


These are the costumes of a past that until recently had been stored away. The clothes are immaculate. The parade is taken seriously. There is a waiting list to be part of it. The uniforms have to be spotless and authentic. The modern must not intrude. Wristwatches and sunglasses are forbidden. For this is about memory, reminding Germans of who they are, where they come from and what they share. 


‘Twenty years ago there would have been nothing like this,’ said a young woman from Munich. ‘This is the first generation not to be embarrassed to be German,’ she said, with a nod of certainty. For a while, after the Second World War, the new Germany found its identity in being model Europeans. In 1954, when Germany won the soccer World Cup, almost no German flags were waved. Time, European integration and the single currency have changed that. In Germany, many people find their identity in their region. ‘I am Bavarian first, then German, then European,’ said the woman. 


So, a newly confident Germany found itself, at the moment of Europe’s greatest recent crisis, in a position of leadership. To those nations facing bankruptcy, the Germans preached austerity. Redemption lay in discipline. Initially, Berlin set its face against rescuing any of these countries. When it did support a bail-out, it insisted on spending cuts: nations had to slim their deficits by a brutal winnowing of their welfare states. Some detected a creeping arrogance, accusing Germany of trying to remake the rest of Europe in its own image. Countries like Greece and Spain were condemned to years of grinding austerity. A prominent German commentator, Ulrike Guérot, warned, ‘This will backfire on us terribly in two or three years.’ 


And so old wounds reopened. The German paper Die Welt noted that ‘our new power is triggering rejection and resentment’. Some Greeks responded by bringing up the war. They argued that Germany had not fully paid reparations for the atrocities during the German occupation. Banners with swastikas began appearing at demonstrations. A group of off-duty Greek policemen even went to the German embassy in Athens with signs that said that modern Germany still owed Greece money. A Greek shop-owner displayed a picture of Angela Merkel in Nazi uniform. The currency that was intended to bring countries together was sowing new divisions and resurrecting old stereotypes. 


The European project began with a dream, a dream born out of the ashes of war. It was a noble vision: the determination to make conflict on the continent impossible ever again. European institutions evolved into a union of states. Over time, this union proved a beacon for democracy, encouraging the countries of eastern Europe to shed their communist past. There would be three outstanding pillars of the European project: a single market, the free movement of people and a shared currency. 


The European Union enjoyed years of great confidence. Europeans were able to travel across much of a continent with scarcely the wave of a passport. The modern stag and hen weekend grew out of budget airlines operating in a Europe without frontiers. Hundreds of thousands of eastern Europeans seized the opportunity to move freely abroad and follow the scent of work. Then there was the quality of life: paid holidays, maternity leave, paternity leave, child care, sick leave, unemployment benefits, pension schemes and affordable health care. 


The crisis, however, raised fundamental questions about the European way of life. Over the past sixty years, Europe had developed a strong welfare state; it was one of the features that distinguished it from America. The safety nets were stronger. The entitlements greater. Life in Europe was less fragile. The French, in particular, had made sure that the EU helped preserve their way of life by robust funding of its rural life and farms. 


Suddenly, in 2010, all of this was thrown into doubt as nations began trimming, then cutting, then slashing, their social programmes. As the continent peered into the future, its old ways seemed no longer sustainable. ‘Without reform,’ said Jesus Banegas Nunez, President of the Confederation of Employers and Industries of Span, ‘Europe will not be able to maintain its welfare state.’ As it struggled with its debts, a deeper problem was revealed: an absence of growth. Europe had some world-beating companies but, without growth, its influence would decline. No longer could there be the certainty that the continent would be a global player. Energy and dynamism were migrating to the emerging nations. 


From the beginning of monetary union there had been deception. Figures were massaged to allow countries like Greece to join; later, rules were bent to allow countries like France and Germany to run up large deficits. Objections were ignored. Critics who warned of the dangers of such different countries sharing a monetary union were dismissed as being anti-European. The gathering storm, however, was debt. 


The American economist, Paul Krugman, said Europe’s leaders engaged in ‘magical thinking’. ‘No, the real story behind the euro-mess,’ he wrote, ‘lies not in the profligacy of politicians but in the arrogance of élites, specifically the policy élites who pushed Europe into adopting a single currency well before the continent was ready for such an experiment.’ In September 2011, the British Foreign Secretary William Hague said, ‘It was folly to create this system. It will be written about for centuries as a kind of historical monument to collective folly.’


It is the biggest political drama in Europe for sixty years, with the outcome uncertain. Old assumptions are being torn up. The crisis will leave Europe a changed place. It may prove the catalyst that catapults old nation states into a much closer union. It may force democracy into retreat. For the moment the continent is lost, absorbed in its own turmoil. 


This, then, is the story of the dream that turned dangerous and came to threaten Europe and the global economy.










Chapter 1


The Dream


In the late afternoon of 9 November 1989, in a hall in East Berlin, a communist party official, Guenther Schabowski, baffled and intrigued his audience. ‘If you want to go,’ he said, ‘you are free to leave.’ Journalists who were present huddled together, trying to unravel what the official meant, but the implication was clear: the people of East Germany, penned in behind walls and barbed wire, could travel. 


By mid-evening there were cries echoing through the streets of East Berlin. ‘Freiheit,’ ‘freedom’ was shouted over and over again. People, couples, groups tumbled out of apartment buildings. Many were young, their faces alive, daring to believe. They surged through dimly lit streets towards Checkpoint Charlie, one of the crossing points to West Berlin. 


At the checkpoint, the crowd slowed. From the West German side there was the buzz of a party, of celebration. In that moment, defined by a distant sound, some sensed their world had changed and they embraced, their tears running onto the shoulders of friends. 


Ahead of them were guards, edgy and uncertain, standing back in the shadows. On the Western side of the crossing was a bear, a dancing bear. Someone placed an East German border guard’s cap on its head and the crowd laughed and drank from the necks of bottles. 


Then on the East German side, a middle-aged couple sauntered towards the security post and just kept walking. Two ordinary, anonymous people. The crowd fell silent and watched a slow, agonising walk into history. The guards did not stop them. They just checked out. On the West German side there was a roar, and the couple were swallowed up by a crowd fêting them.


At the Brandenburg Gate there was a line of East German police. A man in a black leather jacket and blue jeans climbed on top of the wall. He stood there, legs apart, his arms outstretched, his fingers shaped in a gesture of victory. Some East German guards turned a fire-hose on him but they appeared half-hearted enforcers, and soon others were on the wall, stamping on it, revelling in their defiance.


Army trucks arrived and the disembarking soldiers stood in groups, back-lit by orange street lights, waiting for orders. Then some young men jumped off the wall, into East Berlin, and walked towards the police lines. They were smiling and offered their hands to the police, whose faces betrayed fear and bewilderment. And in those gestures of hesitation, of uncertainty, the authority of the German Democratic Republic, with its feared secret police the Stasi, crumbled. 


It is the curse of authoritarian regimes that at the very moment they embrace reform and relax their grip, they are at their most vulnerable. The crowd sensed this and was no longer afraid. A couple with a sparkler walked towards the wall, shrugging off police requests to stay back, but the request had been polite, more pleading than an order, and it only encouraged others to follow. They showed no hostility to the police; they just humiliated them.


The police attempted to hold their lines but the people streamed through. They were pulled up onto the wall and stood there looking down on the two sides of a divided city. A man was passed a pickaxe and began chipping pieces off the wall. It was the moment when force might have been used, but the crowd had tasted freedom and not without terrible bloodshed could it be wrested from them. So, in a long night, where every stranger became a friend, the curtain that divided Europe was lifted and the history of the continent changed. 


The following day there was a great migration. Tens of thousands of people headed for the crossing points into the west. Most of them had no plans. They were driven by curiosity and the irresistible lure of liberty. At the border they bunched close together, urging on the person in front, as if they feared that at any time East Germany would be sealed up again. It was like a herd driven by a strong, compelling instinct. Many of them clutched Ostmarks, a currency that would be of little use to them. They window-shopped at KaDaWe, strolled down the Kurfürstendamm, and stared at the sex shops. It was a bright, shining, unknown world and wherever they went, they were fêted and embraced as fellow Germans.


As they crossed into West Berlin, most of them said that they would return that evening and most of them did. Many were cautious, mindful that the secret police had not been disbanded, but amidst all the exhilaration of that day the future of a divided Germany was sealed. It could not survive. The West German government was careful with its words, determined not to alarm Moscow. It was too soon to discuss reunification said officials, but on the streets, in casual encounters, everyone spoke of it. At the crossing points there was the occasional cry: ‘We are one people.’ 


The world sensed history turn. It had been on 5 March 1946 that Winston Churchill had taken the stage in the small town of Fulton, Missouri and declared that ‘from Stettin in the Baltic to Trieste in the Adriatic, an iron curtain has descended across the Continent’. Now it had been torn down. Not through war or violence, but because Moscow had lost the will to maintain its empire. Europe was no longer divided. 


For forty-five years, West Germany had been a model democracy, firmly planting its identity in being European. Yet for all that, the fear of a united and powerful Germany had not disappeared. It lurked there in the minds of leaders like Margaret Thatcher. She was nervous. Helmut Kohl, who was the German Chancellor at the time, recalls her saying, ‘We beat the Germans twice and now they’re back.’ One of her ministers, Nicholas Ridley, described reunification as a ‘German racket designed to take over the whole of Europe’. 


Mrs Thatcher was not alone with her fears. On 20 January 1990 she went to lunch at the Elysée Palace with the French president, François Mitterrand. He warned that reunification would result in Germany gaining more influence in Europe than Hitler ever had. He even expressed a concern that the ‘bad’ Germans could return. According to a British official, the French president said, ‘They might make even more ground than Hitler.’ The year before the wall came down, Mitterrand had said that ‘the Germans are a great people deprived of certain attributes of sovereignty, with reduced diplomatic status. Germans compensate for this weakness with economic power. The Deutsche mark is to some extent its nuclear force.’ Yet for all his doubts, Mitterrand understood there was a ‘logic to reunification’.


During this period, the British prime minister dusted down old maps and pointed to names like East Prussia, Silesia and Pomerania and questioned whether the new Germany would want those places too. On 18 November 1989, she had had a furious row with the German Chancellor, who told her, ‘You will not stop the German people following their destiny.’ 


For Germany, however, the most important European leader was the French president, François Mitterrand. He had developed a strong bond with Helmut Kohl. War to them was not a distant memory. It shaped their politics. On 22 September 1984, they had gone together to the Douaumont cemetery in Verdun. It was there, amidst the hilly terrain, that in 1916 nearly 800,000 French and German soldiers were killed or wounded in one of the fiercest battles on the Western Front. The two leaders stood in the rain in front of two wreaths and a casket wrapped in the French and German flags. Behind them were hundreds of veterans. Mitterrand reached out to Kohl and for minutes they stood there holding hands, remembering the sacrifices that had been made to feed the bitter rivalries between their two countries. Mitterrand had fought in the nearby hills in World War Two and had been taken prisoner. Kohl’s father had fought in the same area in World War One.


Both men were committed to a united Europe that made war impossible. Even so, there were suspicions and tensions between them. Over time, the French president softened his opposition to German reunification. In any event, he understood it could not be opposed: the German people wanted it. Helmut Kohl was wary of his French ally. He suspected that Mitterrand had become more relaxed because he believed that the Soviet leader, Mikhail Gorbachev, would block Germany becoming one nation once again. Thatcher, too, saw the Soviet leader as an ally. In early 1990 she told him that ‘all Europe is watching this, not without a degree of fear, remembering very well who started the two world wars’. Gorbachev, however, had decided that Moscow neither had the means or the desire to hold the Soviet empire together with force. 


Mitterrand believed the Germans needed to be bound more tightly into Europe, through deeper European integration. ‘I believe,’ he said, ‘it is the EU, and only the EU, that can contain this German power.’ Mrs Thatcher was less sure. She had told a French minister that European integration would increase Germany’s dominance by giving Germany ‘Europe on a plate’. The German Chancellor understood a price would have to be paid for German reunification, and that the rest of Europe would only be reassured by Berlin committing to a closer European union.


There was already a blueprint for the next stage of European integration. It was economic and monetary union, with a shared currency. Mitterrand and Kohl had already discussed it in 1987. No one underestimated the scale of the ambition. The French franc and the German mark had been linked, but not since the Roman Empire had a large part of Europe had the same currency. 


Mitterrand now wanted urgent negotiations on creating this new currency. In 1991, at a summit in Maastricht, the two leaders committed themselves to an ‘irreversible deadline for the start of monetary union’ and the introduction of a single currency. They set a target date of 1999, with the new notes and coins in circulation by the start of 2002. The French leader understood the trade-off. At the time it was described as Mitterrand saying to Kohl, ‘You get all Deutschland and I get half the Deutsche mark.’ 


For the Germans there could be no greater commitment to the future of European unity than giving up their currency and reducing the power of their admired central bank, the Bundesbank. There was such pride in the Deutsche mark that it was seen as a substitute for the flag – history having left Germans wary of flag-waving. Jacques Delors, the French politician, who was one of the architects of the euro, said that, ‘not all Germans believe in God, but they all believe in the Bundesbank’. 


There were many obstacles. Europe’s economies were very different and so were the political cultures that guided them. Some were wary of debt; others more relaxed. Some ran tight accounts; others had a tradition of easy spending and tax evasion. Some, like Italy, had taken refuge in devaluations. In order to qualify to use this new currency, states had to pass economic tests and to bring their economies closer together. Deficits had to be lowered, budgets tightened and debt reduced. 


From the very start there were doubts that this could be done, and these doubts would only deepen as the launch date grew closer. As early as 1990, the Central Council of the Bundesbank had questioned whether a monetary union, with a European central bank setting interest rates, could survive on its own. It believed that political union was needed to control economic policy. Monetary union, it said in a statement, ‘is an irrevocable joint and several community, which, in the light of past experience, requires a more far-reaching association, in the form of a political union, if it is to prove durable’. There had been two European reports in the seventies and the eighties, which had concluded it would be rash to set up monetary union without political union. 


There were many other warnings that the design of the monetary union was flawed. How could you have monetary union without central control of budgets and spending? How would states that violated the limits on debt and deficit spending be disciplined? Even the German Chancellor said that monetary union without political union would be a ‘castle in the air’. Much later, when the currency was in operation, Helmut Kohl said that, ‘Recent history, and not just that of Germany, teaches us that the idea of sustaining an economic and monetary union over time without political union is a fallacy.’


In July 1998, a poll conducted by 34 out of 42 economists found that the ‘discipline needed to make the euro work was completely lacking’. That same year, 155 German economists signed a letter saying ‘the euro is coming too early’. It said that insufficient progress had been made in improving public finances, and labour markets were too rigid so that wages could not adapt to changing conditions. Wolfgang Schäuble, the German finance minister during the euro-zone crisis, said in December 2012 that, ‘If we had waited until we had achieved political union we would never have introduced the single currency. That is one of the basic principles of how European integration works. You always start with imperfect solutions. If you want to wait until you have the perfect solution you never go ahead.’ There was a reason why they never sought political union; the people in Europe had shown no desire for it. However determined France’s leaders were to bind Germany to Europe, they could not imagine selling political union to the French people. Schäuble said, ‘We knew when we decided on the single currency that it would be better to have a political union ahead of it, but we knew also that we wouldn’t get it.’ 


The president of the European Council, Herman Van Rompuy, said that for Kohl and Mitterrand, the currency was never, at heart, an economic project. ‘The euro was not created,’ he said, ‘because there was an economic necessity. Not at all. The euro was created as a major step in European integration.’ He believed that if you analysed this creation with only the eyes of an economist then you understood nothing. The trouble was that the dream, so enticing to a European élite, obscured flaws that were starkly obvious. 


Those countries that planned to use the euro were told to bring their deficits down, and targets were set. In the event, the criteria for joining the new currency were fudged. There was creative accounting. Countries used the proceeds of privatisations and profits from the sale of gold to boost their accounts. There were numerous warnings that Italy was not ready to join the euro. Italy’s figures, it was suspected at the time, were based on a fraud: the country was selling gold reserves from one branch of government to another. The German Chancellor, Helmut Kohl, was told but he did not heed the warnings. He felt, he said, the ‘weight of history’ and insisted the project could not go ahead ‘without the Italians’. His closest adviser said at the time, ‘We all shared a certain love for Italy.’ Reunification gave urgency to the introduction of the new currency, but the leaders were caught up in the romance of their ambition. Some hoped the euro would prove a match for the dollar and that, in time, it would propel Europe into being a global power. It was a project driven not by the dreams and hopes of the people, but by an élite that believed that destiny lay in building an ever-closer European union.


Greece, too, caused concern. On 3 May 1998, the European Commission judged that Greece had not met the criteria for joining because the deficit of its public sector was too large. However, in the following year, the officials dropped their objections and the criteria were eased: it was enough for Greek public debt merely to be heading in the right direction. 


Miranda Xafa was an economist working at Salomon Brothers in London at the time. She knew – and advised her clients – that Greece’s economy was not ready; that the statistics its government was publishing did not reflect reality. ‘I’d come to Athens from London with clients,’ she said. ‘We always saw the head of the statistical agency of Greece who compiled statistics on the debt, the deficit and so on. We’d call him the magician because he could make everything disappear. He made inflation disappear. And he made the deficit disappear.’ 


She used the example of the Greek state railway. Its accounts were impenetrable, as if a mist had fallen on its books. The suspicion was that there were more employees than passengers. A former minister, Stefanos Manos, said publicly at the time that it would be cheaper to send everyone by taxi. Manos said the railway company issued shares that the government would buy ‘so that it was counted not as expenditure but as a financial transaction’. The whole point of the ruse, he said, was that it did not appear on the budget balance sheet.


Monetary union was launched on 1 January 1999. Otmar Issing, who would serve at the European Central Bank, said it was a ‘milestone in history’. ‘Never before,’ he said, ‘had sovereign states ceded their responsibility for monetary policy to a supranational institution.’ In 2002, 8 billion new banknotes and 38 billion coins were put into circulation. It was a giant undertaking, performed efficiently. According to the financial analyst, David Marsh, the notes, if laid end to end, would have reached the moon and back two and a half times.


The moment itself was curiously flat. It was a historic day but with little sense of occasion. Eleven national currencies were being discarded. After over 2,500 years, the Greek drachma was no more. Other currencies that had helped define nations, like the franc, the guilder, the mark, the peseta and the lira were consigned to history. There were fireworks and music at the Brandenburg Gate in Berlin, and some Italians drowned their lire in the Trevi Fountain, but the celebrations were muted.


Most notably, the German public was unenthusiastic about the new currency: 60 per cent of them opposed it. One of their fears was that they would become responsible for the debts of other states. Others warned that one interest rate for such different economies would create havoc. To reassure the Germans, the European Central Bank – which would set the rate – would be modelled on the Bundesbank and based in Frankfurt. 


Many of Europe’s leaders, however, saw it as a foundation stone of the European dream. Gerhard Schröder, who would later succeed Helmut Kohl as German Chancellor, said, ‘We are witnessing the dawn of an age that people of Europe have dreamed of for centuries – borderless travel and a payment in a common currency.’ A former Italian prime minister, Carlo Azeglio Ciampi, saw the euro ‘as a decisive step towards ever-closer political and institutional union in Europe’. 


On the Champs Elysées, the EU’s top monetary official, Yves-Thibault de Silguy, went shopping with his pristine new euros. He spent 141 euros on CDs and declared the occasion ‘dynamic and full of gaiety’ but, unlike others, he was more cautious with his dream. ‘We can never be an American melting pot,’ he said, ‘even with a single currency . . . people here are firmly attached to national ideas.’ 


For some, the new currency was just a more convenient means of exchange; for others, it heralded a new Europe. None more so than the Portuguese prime minister, Antonio Gutierrez, who had declared in 1995 in a fit of exuberance that, ‘When Jesus resolved to found a church, he said to Peter, “You are Peter, the rock, and upon this rock I will build my Church.” ’ Turning to the single currency he continued, ‘You are the euro and upon the new currency we will build our Europe.’


It was the stuff of dreams, potentially dangerous dreams. The biggest myth was that these ancient and separate countries, fashioned and shaped by their own history, had become a cohesive economic and political bloc. They had not, but they could borrow on near identical terms regardless of the strengths and weaknesses of their economies. 


There were other flaws too, which would be revealed later, but Europe’s leaders had embarked on the giant undertaking – which would transform their continent – knowing that it was flawed. As one economist said, the currency ‘offered every facility to a country to get into trouble’.










Chapter 2


Boom Time


The village of Vilanova d’Alcolea is tucked away amid the wheat plains in the province of Castellón. The business of this Spanish village, with 700 inhabitants, centres on olives and almonds, and tending the vineyards and carob trees. It has been that way for as long as anyone can remember; an undisturbed place, thirty-six kilometres from the coast and the frenzy of development. 


In 2003, the people were informed that an airport was planned. The runway would pass two kilometres from their houses. They were told the project was essential to the development of the region but they were unconvinced, and not just because every take-off and landing would rattle their windows. They were baffled by the need for another airport. Valencia, which lay just an hour away, already had bustling terminals and runways.


The residents were up against a powerful local politician, Carlos Fabra. For much of the time since the nineteenth century, his family had been controlling the province of Castellón. Like him, his father, grandfather and great-grandfather had run the local government. Fabra was not used to being denied. With his swept-back hair and his penchant for wearing sunglasses even indoors, he was referred to as the Godfather. He tossed out promises; that the airport would attract 600,000 passengers a year, that 17 golf courses would be built and that jobs and money would flow to the region. 


There were legal battles but eventually the airport, backed by public money, was carved out of the countryside. It was not an ideal location. It was a protected area for birdlife. There were hills, and two of them had to be dynamited to make way for the runway. The project was forced through at a cost of 155 million euros. There was, however, no demand from the airlines. In any event, the winds were in the wrong direction and landing was difficult. 


Fabra was unabashed. The building provided more work for local construction companies. All across Spain, there were powerful networks linking politicians to local banks and building firms. At the entrance to the airport, Fabra commissioned a statue to himself. That cost another 300,000 euros. There was a gleaming new terminal. Roads were built connecting the airport with the Autopista Del Mediterraneo. A further 7 million euros were spent on advertising, including persuading the local first division football team to wear the airport’s logo. Still no planes landed. There was not even a test flight. 


When questioned as to the purpose of the airport, Carlos Fabra provoked ridicule when he tried to argue that this was not an airport for planes but for people who could come and visit and stroll around the runways. It was a unique opportunity, he said, to turn an airport into a tourist attraction by giving visitors full access to a non-functioning airport. 
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