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BOWLBY:    The Eurozone crisis has its public face – summits with bold 
promises of action, knife-edge elections, financial markets lurching up and down. But 
behind all that, out of view, in thousands of private but urgent conversations between 
policy makers, experts, people desperate to protect their cash or their political dreams, 
very different questions are posed. Where will it all end? Will the euro break up 
chaotically, or be saved? Whatever happens now, could Europe be heading for change 
most of us have never begun to imagine?  

RODRIK:    Five years down the road, I think we’ll have a much smaller 
group of Eurozone members. 

BOWLBY:    Including France and Germany, or a core around Germany 
of its closest financial friends, if you like - the Dutch, the Austrians and so on? 
 
RODRIK:    I would say that’s 50/50. I would say 50% chance that it’ll be 
just the hardcore members and 50% chance that France will remain in. 
 
BOWLBY:   Only 50%. That’s quite a shock to the whole idea of 
European unification, isn’t it? 
 
RODRIK:    It is, it is. I am terribly concerned that Europe is going through 
something that is not just an economic crisis of the most severe proportions. It’s also a severe 
political crisis,  

BOWLBY:    That’s Dani Rodrik, a leading political scientist at Harvard 
University who now believes – it’s worth repeating – that  it’s as likely as not that 
Germany and France will, in a few years’ time, no longer be in a Eurozone together. 
And you thought the Greek crisis was bad enough! But something much bigger may be 
stirring across the continent. And European leaders, for all their bold words, are in 
shock. Professor Aristotle Kallis of Lancaster University who’s seen events in his 
country, Greece, feed into much broader European trends.   

KALLIS:    The parties and the social forces that you would expect would 
support the European project do so in a kind of rather disappointed manner. There is no 
vision anymore. Even the most ardent supporters of the European project do so because at the 
moment this is the least terrible solution. Gone are the days of the 1990s when there was a 
genuine enthusiasm about where Europe is going. There is no vision!  At the moment, what 
we call the European project is a damage limitation project. 

BOWLBY:    Those leaders, of course, do have a plan, or at least an aim. 
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A much closer union, a leap into areas such as shared responsibility for debt. But much 
more than that too – a new Eurozone in which national sovereignty for its members, the 
ability to take key economic decisions, could be drastically reduced. It’s something 
which, we’ll hear, is already taking shape, as the Irish get used to the German 
parliament scrutinising their budgets. And it could throw up the most tense of political 
battles with, say, outside governments including Germany challenging the French right 
to keep a nuclear deterrent. So an enormous challenge – but such are the fears of 
imminent chaos in the Eurozone and beyond that even more eurosceptic British 
conservatives like the Chancellor George Osborne have been saying this leap into 
tighter union is unavoidable.    

OSBORNE:    I’ve argued for a year now that the Eurozone needs to follow 
the remorseless logic of monetary union towards much greater fiscal integration.  

Segue: 

LORD MANDELSON:  I don’t think the Eurozone as currently constructed and 
designed, plus its existing members, are compatible. I think something has to change. Either 
its members have to change or the way in which it operates, the way in which it is structured. 

BOWLBY:    That’s the view of one of the single currency’s most 
prominent British enthusiasts, former EU commissioner Lord Mandelson. Change, 
major change, is on everyone’s lips. Much less openly addressed is where it could lead.  

When I first looked into the implications of a Eurozone break-up for Analysis in 
February, there was much talk of Greece as a special case of containing the trouble. But 
in conversations on and off the record I’ve been having with experts and officials now, 
much more fundamental questions are raised about money, power and democracy. 

So in this programme - the latest stage in Europe thinking the unthinkable - why much 
closer union could backfire, as we reveal what Germany, the key player, really wants – 
and why France, in particular, may find that so hard to take.  

But first, to understand why European leaders are attempting this hazardous leap at 
speed, we need to understand how fear has grown of the Eurozone’s chaotic 
disintegration.  

DONOVAN:    Monetary unions when they die, normally don’t die because of 
bond markets or because of policymaker’s decisions.  

BOWLBY:    Paul Donovan, global economist at UBS bank, has been 
researching intensively into how a Eurozone break-up could happen. Financial markets 
apply their own volatile pressure, but what’s causing most fear now, he suggests, is 
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people power. 

DONOVAN:    Monetary policy unions tend to fail because there are bank runs 
led by ordinary people who panic and get their money out of the bank, and that brings about a 
collapse of the financial system. You get this contagion very, very quickly, and of course it’s 
very important to try and control this because of course if the euro does break up, the 
consequences will be disastrous. We in fact believe that the consequences are so horrendous 
that every possible effort will be made across the Eurozone to prevent a break-up from 
occurring. 

BOWLBY:    As always in matters monetary, psychology is king. Once 
people think something is not what it seems, that the euro, say, may not be permanent, 
the game has changed. And in case you’re listening in Britain and think – we’re not in 
the Eurozone, so all this is a long way away from me – ask yourself why the British 
authorities have been busy thinking through the scenarios. It’s partly the worries the 
Bank of England’s been addressing about responding to the banking shock that would 
follow, say, Eurozone debt defaults. British banks’ exposure to Greece, Spain, Italy, 
Portugal and Ireland is estimated at around £190 billion. And remember, too, that the 
UK shares a land border with a Eurozone country -  Ireland - so if things really 
deteriorate, much more could be at stake. Brian Lucey, professor of finance at Trinity 
college Dublin, used to work for the Irish central bank. 
 
LUCEY:    It would be astonishing in my mind if there was not close and 
ongoing contacts between the Ministry of Finance and the Treasury and the Bank of England 
and the Central Bank of Ireland gaming out situations where problems occur in in the 
Eurozone. How are they going to react in a quasi-coordinated manner! 
 
BOWLBY:    What might be an example of the kind of problem that 
might occur in that context? 
 
LUCEY:    Well you have a situation where you’ve an open land border 
and it’s easy, therefore, for not just fiscal currency and electronic currency for goods to move. 
And we’ve seen that even during you know a low grade civil war, it was impossible to close 
that land border. 
  
BOWLBY:    If, say, the Eurozone started to fragment, and Ireland was 
caught up in the panic and could not sustain its membership, it might end up with a new 
currency sharply devaluing against sterling. Imagine the trouble if thousands from 
Northern Ireland armed with pounds came south to enjoy the bargains – you might 
hear this kind of news story. 
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NEWS REPORT: TROUBLE ON IRISH BORDER  

Troops have been sent to Northern Ireland’s border with the Republic, following 
Dublin’s decision to leave the Eurozone and to devalue its currency. In recent days 
tensions have been building up in the border area as thousands of people from the north 
have been crossing into the Republic to buy cheaper petrol and food. People in the south 
have been complaining that their shops have been stripped bare by the influx.  

BOWLBY:    Such scenarios may seem purely hypothetical. What’s 
striking now though is how many real decisions have been taken by businesses and 
others to guard against possible consequences of Eurozone failure. People really think 
this could happen. Instead of an ever greater spread of investment across Europe, 
precisely what the single currency made easier, money’s been retreating behind 
national boundaries. Individuals and companies across the Eurozone fear a moment 
when a country leaving the euro suddenly devalues, citizens in many other countries try 
to pull their cash out of banks, and governments feel they have to seize control 
suddenly. Paul Donovan of UBS has worked through this scenario.  

DONOVAN:    If you’re starting to move to a very panicked environment, you 
need something which convinces the markets and which convinces ordinary people that the 
euro is going to continue to exist. Now that can’t be negotiated terribly quickly, so I think 
that what you would probably have to look for is a shutting down of the financial system. 
You declare a two week long bank holiday, and by shutting down the banking system you’re 
automatically limiting the amount of withdrawal and you’re preventing deposits into other 
banks. So you‘re stopping money moving around the Eurozone, you’re shutting down the 
financial markets. You then buy time in which politicians can come out and say “okay, we 
are going to go to a proper banking union, a lender of last resort, fiscal confederation. This is 
the plan, this is what we’re going to do” and hopefully then convince markets and investors 
of their commitment to the integrity of the euro. 
 
BOWLBY:    So across the Eurozone, you’re talking about banks closing 
their doors. ATMs, would they continue to dispense cash? 
 
DONOVAN:    Yes, I think you’d probably still have to have ATMs dispensing 
cash, but there’s an automatic limit on that, so you can’t get a complete run on the banking 
system. And bear in mind this is an extreme scenario, but if we get to that scenario, then we 
should expect extreme measures. 
   
BOWLBY:    While the rest of the Eurozone faces growing 
unemployment, it’s been boom time for central bank contingency planners. David 
Marsh co-chairs an organisation linking central banks and financial institutions - and is 
in close touch with many key players in the Eurozone crisis.  
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MARSH:    The contingency plans are still secret, to the extent we don’t 
know chapter and verse, but the existence of the contingency plans has now been confirmed 
and there are now conference calls taking place between finance ministries and central banks. 
Central banks are openly boasting that they’ve had contingency plans now for a considerable 
amount of time, even though there may be a lot of stress and even though you may see this 
example of a monetary union breaking down or at least being broken up into smaller bits 
taking place in front of our eyes.   

Segue: 

LORD MANDELSON:  The sword of Damocles which is hanging over the Eurozone is 
a market sentiment or an opinion that suddenly starts questioning whether the euro is a 
permanent currency. 

BOWLBY:    Former EU commissioner Lord Mandelson has watched the 
marshalling of billions of euros in various funds to attempt to withstand contagion - 
runs on banks across the Eurozone - if, say, Greece leaves the euro and banks in other 
countries start to wobble. That’s for the immediate crisis. But to stop it happening 
again, the European elite realise they have to make a major, credible commitment to a 
union where the common currency is backed permanently and unmistakeably by every 
member country’s resources.  

LORD MANDELSON:  There were design faults, which in a sense really mean that the 
Eurozone project was not so much a failed project as an incomplete project, and it is 
completing that for its future sustainability and survival that has to take place now. 

BOWLBY:    Not failed but incomplete fits an optimistic narrative, well 
established in European thinking – that crises like this one are what, in the end, take 
Europe forward; that it’s only in times of trouble that Europeans realise they have to do 
more together. German chancellor Angela Merkel, leader of the country that can do 
most to guarantee the Eurozone, has been promising to fix those euro design faults.  

ACTUALITY: ANGELA MERKEL (in German) 

BOWLBY:    “Our task” she’s been saying, “ is now to do what we failed 
to do then and stop the vicious circle of more and more new debts, of broken rules. I 
know that’s laborious and painful. It’s a Herculean task, but it’s unavoidable.” 

Never again, runs German thinking, will we allow the dodgy accounting and sheer 
profligacy that have brought the Eurozone to its present crisis. And for a real sense of 
what this will mean, listen to the steely words of Jens Weidmann, president of the 
German central bank, the Bundesbank, and former economic adviser to Angela Merkel. 
In a recent speech in Mannheim, he spelt out just what he regards as essential if 
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Germany is, in effect, to guarantee the debts of other Eurozone countries as part of a 
new fiscal union. Their budget limits would be set at the Eurozone level, and if they 
continue to break the rules? Dr Weidmann’s little reported speech wasn’t recorded, but 
here are his words from a transcript released by the Bundesbank.  

 
WEIDMANN READING: 
In the event of a country not abiding by the budgetary rules, national sovereignty would 
be automatically transferred to the European level on a scale that can ensure 
compliance with the objectives.  
 
BOWLBY:    So that’s the deal. Follow the rules or hand over control of 
key economic decisions to a Eurozone authority with, Dr Weidmann suggested in his 
speech, extensive powers. This is what his speech said. 
 
WEIDMANN READING: 
One option, for example, could be the right to make tax increases or proportional cuts 
in expenditure – and not just the possibility of calling for them. In effect, national 
sovereignty would be largely retained and fiscal policy decision-making capabilities and 
room for manoeuvre would be preserved as long as a country in question complies with 
the limits on borrowing and debt.  
 
BOWLBY:    The head of the Bundesbank is traditionally revered by 
Germans as the figure who guarantees sound money and stops politicians from ruining 
it. So Dr Weidmann, who also sits on the governing council of the European Central 
Bank, articulates with great authority what many Germans see as essential for a 
Eurozone that will work. If you want to fund distressed European economies with 
Eurobonds - loans jointly guaranteed by all Eurozone governments – accept that you’ll 
forfeit national control of, say, tax and spending if your debt is seen as too large.       

Ulrike Guerot, based in Berlin for the European Council Foreign Relations, is a close 
observer of German thinking. 

GUEROT:    There’s a lot of Germany bashing these days, especially in the 
British press - you know “why does Germany not do enough?” At least you can give credit to 
Germany that the Germans have been putting a lot of money on the table so far and they are 
thinking or they’re trying to set the agenda for institutional change. From a German 
perspective, Eurobonds are not for free, and this is what the other countries need to get. They 
have conditions. And of course what we are seeing here is that Germany in a way tries to 
negotiate powerful money, right, and is seeking for a different institutional set-up of the 
European Union - a federation if you want, I mean starting with a banking union, starting 
with a fiscal compact and so on and so forth but then moving into politics. There are of 
course doubts whether we can achieve this.  But what I think will not go is that there’s no 
readiness of the other countries engaging with the German argument, but then just squeezing 
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Germany for Eurobonds. This is not going to work.   

BOWLBY:    So will other European governments and people engage 
with that German argument, and accept that the new Eurozone has to mean loss of 
national power for countries that break its strict rules?  

Are increasingly eurosceptic citizens really ready for this? Think of all the tension 
there’s been in recent years - not only in Britain - over what was seen as transfers of 
sovereign power away from national authorities. How does former EU commissioner 
Lord Mandelson see the prospects of Europe accepting such change? 

LORD MANDELSON:  I know anti-Europeans like to use that language of something 
being taken away from you - you know you’re losing your sovereignty, you’re passing it to a 
bunch of unelectable bureaucrats in Brussels. In fact what we’re doing - democratically 
agreed and decided incidentally by us - is to pool our sovereignty, to pool our strengths. But 
even then we remain in Europe a union of democracies.  

BOWLBY:    But can I quote you something not from say a British 
eurosceptic. This is the President of the Bundesbank in Germany, Jens Weidmann, 
speaking recently, talking about what a fiscal union that works will mean. And he said 
in his speech, “In the event of a country not abiding by the budgetary rules, national 
sovereignty will be automatically transferred to the European level on a scale that can 
ensure compliance with the objectives.” It does seem to be a matter of saying if things go 
wrong, if people do not play by the rules in the future, you cannot allow them to carry 
on taking decisions at a national level? 

LORD MANDELSON:  Yeah, but from a German point of view you understand why 
he’s placing that emphasis in his remarks. Germany is being looked to, not unreasonably, as 
the principal saviour and bailer-outer of the Eurozone. What Germany is saying and what 
Jens Weidmann is saying in his speech is if you want Germany to stump up and to bail out 
those who are in trouble, then it’s not unreasonable for Germany to expect a set of rules to be 
drawn up, a discipline to operate, for all of us to act in a collective spirit rather than simply 
you know turning to Germany every time something goes wrong and telling us to get our 
chequebook out. 

BOWLBY:    Given the difficulties that governments have had getting 
constitutional changes relating to European integration through in recent years, do you 
see it as feasible they can go to their people and say this is the next stage, you must make 
this kind of constitutional commitment to have joint responsibility for debts across the 
Eurozone? Is that really politically feasible? 

LORD MANDELSON:  But put it a different way. You know if we’re not going to see 
this entire project of economic and monetary union falling apart with the most devastating 
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consequences for our livelihoods, our standards of living, our ability to gain employment, to 
find a future for our youngsters who are leaving school and university now, we’ve got to 
make those changes. Now put like that, do I think that people on the continent in the main are 
going to sign up to those changes? Yes, on balance I do. 

BOWLBY:    And given the urgency of the situation, is that how you see 
the political debate going - not a kind of vision if you like of European unification, the 
rather more idealistic ones we’ve seen in the past, but saying do this or else? 

LORD MANDELSON:  I don’t think it’s do this or else. It’s complete the project or sit 
back and watch it fail further. The human and social costs of the economic chaos that would 
ensue from that would be colossal. 

BOWLBY:    But ‘do this or else’ is what it may already feel like - 
especially for economically weaker countries. Professor Brian Lucey in Dublin says the 
Irish have - under the terms of their current bailout - already become used to 
intervention by outsiders. The so-called ‘men in black’, officials of the troika - the 
European Commission, European Central Bank and International Monetary Fund - 
supervise economic decisions. And in what may be a foretaste of the new Europe, the 
German parliament’s been scrutinising Irish economic performance. 

LUCEY:    What we have at the moment is we have permanent oversight. 
And there were problems let’s say in parliament in the Dail where it became revealed that, 
once again, the finance committee of the Bundestag, the German parliament, had had sight of 
the troika’s report on the Irish economy, the score card. 
   
BOWLBY:    So let’s be clear about this. This is the idea that German 
politicians are discussing how well the Irish economy is doing and what it should do 
before Irish politicians in their own parliament are? 
 
LUCEY:    Yes. 
 
BOWLBY:    And what’s been the response to that in Ireland? 
 
LUCEY:    The first time it happened, there was a bit of an outcry. The 
second time it happened, it was a case of “oh dear”. The third time, some of the responses 
were well they are supplying the money and at least somebody competent and serious is 
looking at it, and while it’s unfortunate … There was a little bit of you know shoulder 
shrugging of what can you expect - not terribly you know nationalistically chest beating, but 
the reality is that it’s the golden rule, them that has the gold makes the rules! 
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find traumatic. A country that’s always seen itself as Europe’s political leader faces its 
own debt problems and doubts – not least in Germany – about the economic policies it 
wants the Eurozone to follow. 
   
Add to that distinctly poor personal relations between Chancellor Merkel and the new 
French President Francois Hollande. She offered to campaign for Nicolas Sarkozy in 
the French presidential elections. After Hollande was elected his spokesman warned 
Berlin “We didn't have an election to get a European president called Mrs Merkel who 
has the power to decide everyone else's fate." Imagine, then, the French response to this 
kind of European future.  
 
NEWS REPORT: 
The German Parliament, the Bundestag, has passed a resolution criticising France’s 
budget, saying it risks breaching Eurozone spending rules. The Parliament’s finance 
committee says the French government needs to cut spending further and questions 
whether France’s nuclear weapons are still affordable.  
 
BOWLBY:    Ulrike Guerot once worked for a think tank run by one of 
the French architects of European integration, Jacques Delors. She suggested to me just 
why a new Eurozone and closer economic union could threaten France.  
 
GUEROT:    It cannot only be an economic government, you know, 
because what is government? Government is nothing else than collective choices about 
societal priorities. I mean is France then allowed to have a nuclear bomb, which costs I don’t 
know how many millions, or to go to Libya, which costs a million per day, and then have a 
budget deficits? I mean the thing is we will need to do political choices together because 
politics is always engaging money. And that is the sort of quantum leap that we I think can 
do, should do - I mean that’s my opinion. But are we ready? That’s the question mark. 
 
BOWLBY:    But you know France very well, as well as Germany. Can 
you really envisage a  situation in which either the French population or its political 
elite accept, for example, Germany having a say in the future of the French nuclear 
deterrents? 
 
GUEROT:    Well no, of course not, but thinking the thing through in ten 
years or in twenty years time is already making them sort of happy in the mindset, you know. 
I mean I’m not saying that tomorrow Germany will have a finger on the French button on 
nuclear arms. But ultimately a political power and economic power belong together and that 
is the European project.   
 
BOWLBY:    Throughout the whole European integration project its core 
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members have been Germany and France – it was formed essentially to halt the conflict 
between these two countries that had devastated Europe repeatedly. But could the 
attempt to save the Eurozone force Germany and France apart? 
 
For now and in public, the traditional declarations of perpetual Franco-German amour 
will persist. But when it comes to the hard policies of, say, Eurozone debt management 
Germany’s real soulmates are the Netherlands, Finland and Austria. And there’s great 
doubt in those countries about whether a much stricter union really can be achieved. As 
one source in a government close to the Germans told me - “Everyone’s saying 
eurobonds are essential.” Those are the loans issued and jointly guaranteed by all 
Eurozone member governments. “But for them to work”, said the official, “we think 
every government involved will have to make a constitutional amendment accepting 
liability for other countries’ debts.” Can you imagine everyone voting for that? What 
could happen instead is German minded countries becoming ever closer, while others, 
including perhaps France, become more detached. David Marsh, historian of the euro, 
has followed Franco-German relations for decades.  

MARSH:    It’s happening already in a way and I get the sense in which we 
are going, which is to say that only those countries which are already rather convergent with 
Germany and have Triple A credit ratings and run their economies rather sensibly, only those 
can be beneficiaries of any fiscal or debt or banking union. But of course, then if they are 
already convergent, they don’t need it.  So the only countries allowed into fiscal union are 
those who manifestly don’t need it; and the ones who do need it are going to be kept out.  

BOWLBY: So the fiscal union or the establishment of it, which at the moment is being 
much talked about as the way to save the existing Eurozone, you seem to be suggesting 
will be the means whereby the Eurozone will actually split pretty fundamentally? 
 
MARSH:    It could well be like that. I think the show has got a long way to 
run and particularly this big conundrum about whether the French will stay in or stay out with 
the Germans? The timeframe even for that fundamental question is now shortening.   
 
BOWLBY:    So if the Eurozone’s immediate disintegration – by the loss 
of, say, Greece – is avoided, could the zone fragment more fundamentally in the long 
term once Eurozone members realised there was such a difference of approach between 
the Germanic core and the rest? Could we even see this kind of scenario some way 
down the line?  
 
NEWS REPORT: 
The political leaders of Germany, Austria, the Netherlands, Finland, Luxembourg and 
Belgium have announced that they are setting up a new, core Eurozone area. In a joint 
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statement they said they wanted to protect the integrity of the currency and could only 
do this by having economically prudent members within the new zone. The French 
President has strongly criticised the move. 
 
BOWLBY:    Few will talk openly about this kind of possibility. But there 
are definite signs in the way Chancellor Merkel has been talking of a warning that 
Germany cannot simply be expected, as it might have done more readily in the past, to 
follow others’ lead and sign a large cheque in the name of European unity and penance 
for the German past.  

ACTUALITY: ANGELA MERKEL (German)  

BOWLBY:    “Germany’s strength isn’t infinite” she’s been saying. And, 
she might have added, I’m seeking re-election next year so I can’t ignore German public 
opinion increasingly hostile to what are seen as German subsidies for other countries’ 
inefficiency. Ulrike Guerot sees politicians struggling to match policy with public 
opinion.   

GUEROT:    I’m not so pessimistic about laying out you know the quantum 
leaps that would need to happen. I’m more pessimistic about bringing all our people along 
after we have allowed public discourses being so poisoned over two years. And if you want 
to have a recreation of a beautiful, noble, new European undertaking, you need to come with 
happy energy. You don’t need to come whether we must now because that’s how we got 
trapped into it, and that is where I’m most concerned. 

Segue: 
 
KALLIS:    On the one hand, the number of people who are willing to use 
nationalism and sovereignty to attack the European project is growing in both numbers and 
strengths of argument. On the other hand, the people, political and social forces that are 
meant to stand up and make the case for that trans-national, more cosmopolitan vision have 
lost their capacity to do so in the situation of crisis and are arguing in favour of it only on the 
basis of this is the only solution. Well I’m sorry, but if you say to an electorate “this is the 
only solution” and you don’t associate this message with a positive vision for what it means, 
for why nationalism is not the solution, why protectionism is not the solution, then you’re not 
gonna win this game and it’s going to get worse and worse. 
 
BOWLBY:    Political scientist Aristotle Kallis. 

Politicians trapped in a crisis. Chaos is the immediate fear, the unravelling of the single 
currency that policy makers - in private if not in public - have been imagining. The 
response - a leap towards much tighter economic and political union – aims to revive 
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belief in European integration as essential and irrevocable, symbolised by that shared 
currency. But if chaos is averted, and closer union attempted, formidable new 
challenges will loom – especially if Eurozone economies remain so weak, and people so 
desperate. So much is so uncertain. Yet one thing we have learnt in the last few 
turbulent months: the Eurozone will soon look very different from today – and few are 
putting their money (euros or not) on that change emerging smoothly. 


