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Structure 

  An Experiment of Thought:  All Europeans are equally the same  

  Reality Check: Europe means and is Diversity 

  Combating the Crisis by ESM, EPP and a “European Economic 
Government” – other fire brigade ideas and recent developments 

  A Solution and a Vision of the Future 



 „What is prudence in the conduct of every private family 
can scare be folly in that of a great kingdom.“ 

 Adam Smith (1776) 
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How Does Europe Fit In? 

US Europe 

Russia 

India 

Japan 

China 

Brazil 

We See Europe as One of the Key Members of the New G7 

Europe Together is the Largest Economy in the World –  

apart it is Irrelevant 
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Africa 
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Creeping Socialism in Europe:  
Government Spending in GDP, 1870-2009  



No decisions 



7	  

Who Deserves the Blame? 

  In Europe, besides having been affected by the U.S. recession, the crisis is 

basically a debt crisis. 

  The “hidden liabilities” of welfare states within the EU are now obvious and finally 

need to be dealt with. 

  “Socialist governments traditionally do make a financial mess. They always run 

    out of other people’s money”.  (Margaret Thatcher) 

  Erosion of Creditworthiness of the Euro Member States (Rating Agencies) 
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Who deserves the blame? 

  PIGS-countries have spent more funds in the past decade (thanks to the common 

currency of the Euro and cheap money) than Northern and Central regions of 

Europe countries which have acted more responsibly. 

  This drift has created a Europe of two paces. 

  Economic and Currency Union created a dependency among the players in the 

Euro area such that a disturbance or bankruptcy of any could pose a systematic 

risk for the entire EU. 

  Thus, PIGS countries lead to a bank crisis in all Europe. 



Chicago Tribune 1934 9	  



A free society is the form of social organization that best provides prosperity and  

economic growth. 

The same principles that enable a market economy to prosper could also work when  

applied in a company. 

Market economies are highly effective at communicating what people value and how  

best so satisfy those values, needs and demands. 
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The “Age of Hayek” – started the late 1970s 

“The Times” in May 1978 

1983, Reagan and Hayek 

Dr. Laurence Hayek is receives this award on behalf of 
his father from President George  Bush and Mrs Bush, 

1991 
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The Europe Crisis 

  Attempt to make a common currency zone out of extremely diverse 
countries 

  Stability Pact has not been complied with; violations were not sanctioned 
  Moral hazard, tragedy of the commons 
  The Euro = Monopolistic and unsound money 
  Expansive monetary policy (low interest rates) 
  In the peripheral countries result bubbles are developed 
  Since 2007: Bursting bubbles, bank losses are socialized 
  No corrections are allowed, instead, expensive time is bought 
  Inflationary monetary policy to burden the lower income level of the 

population; 
 "Race to the Bottom" 



Sovereign debts 

0	  

10	  

20	  

30	  

40	  

50	  

60	  

70	  

80	  

90	  

100	  

110	  

120	  

130	  

140	  

150	  

160	  

170	  

180	  

190	  

200	  

210	  

2005	   2006	   2007	   2008	   2009	   2010	   2011	   2012	  



Big Government 



Problems and Causes 

  Violation of the Commission against the “No Bail-Out" clause (Article 125 
of the Treaty of Lisbon 

  The Commission infringed the prohibition on the purchase of debt 
securities (Article 123 of the Treaty of Lisbon) 

  Consequently new contracts and regulations are urgently needed (leaving 
the EU must be a possibility) as well as the possibility of bankruptcy of a 
government (at a local level as it is possible in Leukerbad (CH), Marseille 
(F), NY). 

  This would lead to an automatic withdrawal from the Euro and a monetary 
reform in this country. 



Problems and Causes 

  The problem in terms of competitiveness in Europe is  the gap between 
two large regions in Europe (North/South). Neither ESM nor EPP solve 
the competition problem, apart from the fact that both plans draw massive 
deficits. 

  The differences in unit labor costs continue to grow (N-S). 

  Unit labor costs are too high and productivity is too low. 

  The export performance fluctuates greatly between countries (e.g. 
Greece 60 to 70% of all exports, while less than 10% in the U.S.) 



Problems and Causes 

  Change in current account balances of some countries (Greece, Italy, 
Portugal, and Spain) are negative in contrast to other countries 
(Germany) 

  Lack of competition leads to problems for economic growth 

  Standards of market integration are still not met (labor mobility and 
manpower, etc.) 

  Population anxiety is not counteracted with reliable and solid information 



Rescue Packages 2010 1.0 

  Germany:  500 Bn. Euro 

  US:   700 Bn. Euro 

  Austria:  100 Bn. Euro 

  UK:   500 Bn. Pounds 

  France:  360 Bn Euro 

  International Monetary Fund (IMF) suspects more than  

3 Tr. Euro  losses (overdue loans, a.s.o)  

  High risk of additional losses due to State Liabilities  

(not only banks, also Sectors Industry, Insurance, a.s.o.)  
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Rescue Package for the €-crisis: 1.0 

  EU and IMF together 750 billion € (guarantees) 

  That means for all EU countries an extra fiscal-political burden: 

-  Austria (1,9%) 

-  Germany (19%) 

-  France (14%) 
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Reality 

  EU financial rescue funds, the European Stability Mechanism (ESM) and Euro 

Plus Pact (EPP) do not offer solutions to the current structural imbalances. 

  Neither of them solve the competition problem while both plans bear massive 

deficits. 

   They simply move the date on which policy makers will have to deal with the 

inevitable financial truths and declare bankruptcy.   

  Meanwhile, European tax payers must bear the burden. 
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Reality 

  March 23rd 2011 officially made the EU a tranfser union 

  European Stability Mechanism ESM basically allows governments to request 

financial aid 

  Neither of them solve the competition problem while both plans bear massive 

deficits. 

   They simply move the date on which policy makers will have to deal with the 

inevitable financial truths and declare bankruptcy.   

  Meanwhile, European tax payers must bear the burden. 
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Problem of ESM 

  Targeted to (national) governm. Deb when credibility and the ability ot refinance 

on the market is not given anymore 

  In a normal market process you would go bust (like any business) 

  Reforms are only forced on gov. When it is too late 

  It actually incentives not to solve the problems and get structural reforms on track 
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Problem of ESM 

  Like more governments (and the bigger they are) make use of ESM the least 

effectively and the smaller it is and the consequences are penalties for gov. 

  Problems that ESM is provided even if IFM decides not to 

  No private creditors are held responsible 

  A regular check by federal ministry of finance whether the 500 billions are 

sufficient and the outcome is big enough they are checking themselves 



27	  



28	  



Reform of the EFSF   

  Unenthustiastic – Member states will still finance their speding via debts 

  Preventive and corrective component – past experience 

  Macro-economic tools as warning system 

  Sanctions if: 

-  Stuctural deficit higher than 0.5% of GDP 

-  Must use higher income to reduce deficits 
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Problems with the new rules 

  Will not prevent violations  

  Sanctions remain without consequences 

  Impossibility to identify imbalances – Lack of knowledge (Hayek) 

  Imbalances are politically motivated & can be directly infuenced 

  Political bargaining 

  Commission can stop deficit procedure by qualified majority 

  Early warning system should identify imbalances at early stages 
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ESM 3.0; April 2012 
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 Freedom– social Responsibility 

-  Long-term consequences of the damage, now caused to combat the 

recession: Who will pay or be responsible for this debt? 

-  Budget deficit forecast for EU countries in 2012 an average of 3.9% 

(For comparison: 2008: 2.4% 2009: 6.9% 2010: 6.6% 2011: 4.7%) 

-  Self-interest in the 21 Century is, to care for one another "(Horst Köhler) 



Central planning in Brussels 



ESM 

0	  

200	  

400	  

600	  

800	  

1000	  

1200	  

1400	  

1600	  

Bedarf	  

12	  33	   86	  

215	  

365	  

460	  

300	  
laufende	  Defizite	  

Italien	  

Frankreich	  

Spanien	  

Griechenland	  

Portugal	  

Irland	  



Crash Course 

   The transfer payments by the EFSF strengthen the current 
crisis by reducing the pressure for reform on the recipient 
countries. These painful, but necessary and unavoidable 
reforms are delayed. 

   The willingness to reform is very limited, due to  the fact that 
countries which already refer to the help of EFSF could 
codetermine about the payments to other countries. 

   Moreover, the willingness to reform is reduced by the purchase 
of government bonds and further changes nothing  in the 
fundamental data of the country. 

  In the event of a loss of the AAA rating of a country, the possible 
additional payments into the fund could lead to uncontrolled 
costs for the national budget. 



Crash Course 

  Only free markets and real structural reform can solve the 
  current crisis - more bureaucracy and transfer payments  
  have never worked! 



Competing Regions! 



Europe Believes in Responsibility 

 Living within your means 
—  Limited government debt 
—  Limited individual debt 
—  Limited government Future Obligations 
—  Individual responsibility 

 Maintaining Competitiveness 
—  Single Market for Goods and labour 
—  Tax Competiveness  
—  Limited government regulation 
—  Quality education 

 Rule of Law 
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www.freemarket-rs.com 

www.friendsofaec.com 


