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e An Experiment of Thought: All Europeans are equally the same
e Reality Check: Europe means and is Diversity

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

e A Solution and a Vision of the Future
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,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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WE SEE EUROPE AS ONE OF THE KEY MEMBERS OF THE NEwW G7

SOUTH EAST Slezr
us EUROPE CHINA INDIA AsIA SAHARAN
AFRICA
e

EUROPE TOGETHER IS THE LARGEST ECONOMY IN THE WORLD —

MIDDLE EAST
& NORTH
AFRICA

APART IT IS IRRELEVANT
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I It can’tgoon (1
Government™* spending, % of GDP

1870 1913 1920 1937 1960 1980 1990 2000 2005 2009

Austria 10.5 17.0 14.7 20.6 35.7 48.1 38.6 52.1 50.2 52.3
Belgmmna ......... 138221 ........ 218 ........ 3 03 ........ 586 ........ 5 48 ....... 491 ........ 520540

Bntam ............. 94 ......... 127262 ........ 300 ........ 3 22 ........ 430 ........ 399366 ........ 406472

Canadana .......... n0167 ........ 250286 ........ 383 ........ 4 60 ....... 406 ........ 392438

France126 ........ 170276 ........ 290 ........ 3 46 ........ 461 ........ 4 98516 ........ 534550

Germanymo ........ 148250 ........ 341 ........ 3 24 ........ 479 ........ 4 51 ....... 451 ........ 4 68476

Italy137 ........ 171301 ........ 311 ........ 3 01 ........ 421 ........ 5 34 ....... 462 ........ 1.82519

Japan ............. 8883148 ........ 254 ........ 1 75 ........ 320 ........ 3 13373 ........ 342397

Nethertands ..... 9190135 ........ 190 ........ 3 37 ........ 558 ........ 5 41 ....... 442 ........ 1.48500

Spamno ......... 110 ........ 83 ......... 132 ........ 1 88 ....... 322 ........ 4 20391 ........ 384458

Sweden ........... 57 ......... 104109 ........ 165 ........ 3 10 ....... 601 ........ 5 91527 ........ 518 ........ 5 27

------------------------------------------------------------------------------------------------------------------------------------------------------
-----------------------------------------------------------------------------------------------------------------------------------------------------

Average 10.4 12.7 18.4 23.8 28.4 43.8 44.7 43.2 44.1 47.7

Sources: Vito Tanzi and Ludger Schuknecht; IMF; OECD *1870-1937 central government, 1960-2009 general government
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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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e 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.

e This drift has created a Europe of two paces.

e 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.

e Thus, PIGS countries lead to a bank crisis in all Europe.
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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
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I New Printing House Square,

WHERE KEYNES WAS WRONG

The republication of an
anthology of Professor F. A,
Hagek‘s writings on inflation
and Keynes is an opporiunity to
reassess the impact of a man
whose greatest influence has
come towards the end of his
jife. The third quarter of this
century has been described as
“1the age of Keynes™ not just
hecause of the influence which
he had on economics and public
policy but also because it was
above all a time when his pre.
dictions of the beneficial effecis
which would flow from his
policies seemed o be triumph-
antly justified.

In terms of the economic
problems now facing us, the
current ~ period might more
accurately be termed “the age
of Hayek ". Inflation has, on
occasion, spiralled out of control
and is still too high. Attempts to
remove unemployment by stimu-
lating demand have become
more and more obvicusly inef-
fective. Professor Hayek tends
10 be linked with the other
school of opponents of Keynes
who sre generally described as
monerarists and whose chief
exponent is Professor Friedman.
There are in fact important
differences in  the economic
analysis which underlies his
position from the views of tradi-
tional monetarism, even though
many of the political and social
judgments are the same.

At the heart of Professor
Hayek’s disagreement with
Keynes is a concern for the
relative movements of prices in
the economy rather thian the

performance of overall aggre-
gates. In practical terms, Keynes
made the mistake of arguing that
the unemployment which he saw
in the 1930s was caused by a
simple insufficiency of overall
demand when it was in fact
caused by the failure of relative
prices to adjust to changed
circumstances. Atlempts to use
monetary means (o deal with this
problem by increasing overall
demand would have the exactly
opposite effect to that intended.
Far by increasing in the short
run the demand in the econemy,
the government would be luring
more and more workers into a
pattern of employment and
wages which is not sustainable
in the long run.

Attempis 1o use expansionary
means to cure unemploymenr
can only, in Professor Hayek's
view, work if the real wages of
those in a sector for which
demand has fallen are adjusted
downwards through a failure of
money wages in that sector to
keep pace with rising prices. But
in a world where society does
nat have the will or the meaas to
force unions to accent money
wage cuts it is most unlikely that
it will be possible to bring about
real wage cuts through inflation.
As unions push for higher wage
settlements to recoup the ground
governments ave forced to induce
ever faster inflation. This is the
“tiger by the rmil” which is
pulling the western economies
and the societies which rest on
them to destruction.

The picture is in many ways
a much gloomier one than that
which emereges from rha writings

“The Times” in May 1978

of some monetarist economists,
At the heart of the more opti
mistic versions of monelarism is
the belief that if money supply
is kept in check then the mar-
ket mechanism will work and
work relatively painlessly. In
order to case the transition from
& period of high inflation to 2
stable form of economic acuvity,
& gradual rather than a sudden
deceleration of the growth of
money supply is urged. Professor
Hayek is sceptical of this part of
the prescription and of the opti-
mism which underlies it. A con-
cern not to inflawe the money
supply is crucial; but be at least
has no doubts that this alone will
not solve the prablem.

The role of the trade unions as
monoplies interfering with the
working of the labour market
lies at the very heart of his
thinking.  Correct monetary
policy can ensure that inflatien
§s not made worse from
monet: causes, but it cannol
ensure that inflation is abolished
Only a willingness 10 force
unions to become governed by

_the rule of law can de that, he
‘argues.

g‘he question of whether, in 2
free society, mone policy
can by itself be sufficient to
prevent inflation and produce
stability must to some extent
still be an open one. What i
clear is that the warnings of the
dangers to which an wuncritica'
acceptance of Keynes's teaching
were exposing us voiced b
Professor Hayek some forn
years ago have been prove:
right. They were forgotten io
too long.

T Dr Friedride A. .a’)-f
T i fest iy,

Dr. Laurence Hayek is receives this award on behalf of
his father from President George Bush and Mrs Bush,
1991
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e Attempt to make a common currency zone out of extremely diverse
countries

e Stability Pact has not been complied with; violations were not sanctioned
e Moral hazard, tragedy of the commons

e The Euro = Monopolistic and unsound money

e Expansive monetary policy (low interest rates)

* In the peripheral countries result bubbles are developed

e Since 2007: Bursting bubbles, bank losses are socialized

® No corrections are allowed, instead, expensive time is bought

e |nflationary monetary policy to burden the lower income level of the
population;

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

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

e 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).

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

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

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

e [ack of competition leads to problems for economic growth

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

e Population anxiety is not counteracted with reliable and solid information
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e Germany: 500 Bn. Euro

e US: 700 Bn. Euro
® Austria: 100 Bn. Euro
e UK: 500 Bn. Pounds
* France: 360 Bn Euro

¢ International Monetary Fund (IMF) suspects more than

3 Tr. Euro losses (overdue loans, a.s.0)

e High risk of additional losses due to State Liabilities

(not only banks, also Sectors Industry, Insurance, a.s.o.)

19
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e EU and IMF together 750 billion € (guarantees)

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

- Austria (1,9%)

- Germany (19%)

France (14%)

20
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FOT0: AP PHOTO/VIRGINIA MAYD

DAS EUROPAISCHE BOLLWERK

April 2010 Rettungspaket fiir Griechenland - bereitgestelite Kreditsumme

IWF Kredite der Euro-Lander
30 B80mm.e

110 mra.€ IJ"""‘

an Griechenland © .

Mai 2010 Euro-Rettungsschirm - Hillskredite und Kreditgarantien bis 2013
IWF EU-Haushalt  Euro-Stabilitatsfonds
60mm. €

250 mra €

A40 mrd. € (nur 250 Mrd. verfigbar)

780w e " S
an alle in Not R ] 2 bt 302 T
ab 2013 Europaischer Stabilitatsmechanismus (ESM) -abrufbares Kapital

Kredite der Euro-Lander

620mrd. € 2.B:

— 168,3 Deutschiand

620 Mrd. € 126.4 Frankreich
an alle in Not | 17.30sterreich
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IJIE EUR0-WACKELKANDIDATEN

Staats- |Haushalts-| Arbeits-
schulden | defizit | losigkeit
-BI g Wackelkandidaten: mdi?illfg“ Indl;rsoéfg\t gl
==riechenland | 1428 | 105 | 126
BN ftalien] 190 | 46 | 84
WY irland| 92 [ 324 | 137
W% Portugall 930 | 91 | 110
TER  spanien| 601 | 92 | 20,
Lum Yergleich:
@ nuEr?caﬂﬂch}‘l?r?ﬁ% 85,1 6.0 10,0
UMSTHEE| 800 | 30 | -
oy Osterreich| 723 | 46 | 42

PIIGS—STAATEN

- Wahrend Grie-

chenland mit der
Staatsverschul-
dung kdmpft, hat
Irland ein exorbi-
tantes Haushalts-
defizit und Spanien
gine Rekord-

' arbeitslosigkeit.

Kracht Griechen-
land, stelit sich
unweigerlich ein
Domino-Effekt ein.

ELLE STATISTIKAUSTRIA namwwssinfografik
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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.

23
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e March 23rd 2011 officially made the EU a tranfser union
e European Stability Mechanism ESM basically allows governments to request
financial aid

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

deficits.

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

inevitable financial truths and declare bankruptcy.

e Meanwhile, European tax payers must bear the burden.

24
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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

25
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e 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

e No private creditors are held responsible

e Aregular check by federal ministry of finance whether the 500 billions are

sufficient and the outcome is big enough they are checking themselves

26
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Government debt of euro-zone countries in 2011
As percentage of gross domestic product

Greece = I N, 1 57 -7

Italy 1 S R ! 0.

Ireland fy DN oo I 1 12.0

Portugal oy D —oi

Belgium 11 I R o7 -0

France 5 I T, 5 -7

Germany Y W 524

Austria o~ I R .o

Spain ~a

Malta ‘W N N ¢¢.o e

MNetherlands = _63.9 average:

Crorus c I . S

Finland -~ I 5o -¢

Slavakia oy I o

slovenia === | EEES

Luxembourg = _ 17.2

Source: Eurostat, May 2011
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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

29
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e Will not prevent violations

e Sanctions remain without consequences

e Impossibility to identify imbalances — Lack of knowledge (Hayek)
e Imbalances are politically motivated & can be directly infuenced
e Political bargaining

e Commission can stop deficit procedure by qualified majority

e Early warning system should identify imbalances at early stages

30
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Defenses Against Default
Bailout measures for European crisis countries, in billions of euros

April 2010 May 2010 From 2013 onwards
Rescue Package for Greece EU Euro Rescue Fund European Stability Mechanism (ESM)
Total loans made available Emergency loans and credit guarantees for Available Capital / Guarantees
€110 bil. troubled euro-zone countries, expires in 2013 | Approximately €620 bil.*
Up to €750 bil. *including over-collateralization in order to

maintain a top rating

Guaranteed by
the EU's budget
60

Germany France
168.3 126.4

European
Financial Stability
Facility (EFSF)

4 I 3 ees

edit guarante

countr
440
Germany Euro-zone
up to countries
22.4 80

Metherlands 35.4
Belgium 21.6
Greece 17.5

In practice, only €250 bil, of that can be
used, The rest acts as security thus far

intended for Ireland. Discussions on aid for L Austria 17.3

Portugal are ongoing. L Portugal 15.6
Finland 11.1
Rernaining

euro countries 22.2

Source: DER SPIEGEL
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The euro zone's problem children
Public debt, budget deficits, unemployment

Public debt as percentage of gross domestic product, 2011 Unemployment in percent, 2011

Greece = 157.7 20.6
o o o I =+

14.6

soor 2 [

12.3
10.1
. 8.4
Budget deficit as percentage of gross domestic product, 2011
reland [l I - -10.5
Greece ries - -9.5

Spain z - -6.3

portugal [JEI - -5.9
= 1 = Ir M

Ttaly ' . - -4.0 Spain  Ireland Greece Portugal  Italy Euro
countries

Source: Eurostat, May 2011
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€ 700bn ESM guarantee

6%

Country
m Germany

m France

m Italy

m Spain

m Netherlands

m Belgium

m Greece

m Austria

m Portugal

m Finland

® Ireland

» Slovakia

w Slovenia

» Luxembourg
Cyprus

» Estonia
Malta

5.7
3.5
2.8
2.8
25
1.8
1.6
0.8
0.4
03
0.2
0.2
0.1

Perc.(%) Amount (€ bn)
27.1

204
179
119

190.0
1427
1254
83.3
40.0
243
19.7
195
17.6
126
111
58
3.0
18
14
13
05

34




Freedom- social Responsibility ECONOMICS
A4

CiENTER

- 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 Kohler)
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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.
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Only free markets and real structural reform can solve the
current crisis - more bureaucracy and transfer payments
have never worked!
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Europe Believes in Responsibility
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» 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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