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EU economic policies and the Eurozone  
Neil Warner (workshop coordinated by Joao Albuquerque and Neil Warner) 
 
There are a number of basic problem with how EU economic politics and the Eurozone are built at 
the moment.  Firstly, it is dysfunctional and is at the moment built in a way that is cannot work 
properly or last as an effective economic system. Secondly, the way both the EU and Eurozone are 
built and the assumptions they are run on favour  the interest capital over labour or democracy. 
Together, this enables a system that tends towards austerity and a deflation. 
 
But the problems of the Eurozone go back further than the creation of the Euro itself. They go back 
to basic dilemmas and problems of the international monetary system and the management of 
exchange rates. For democratic systems to have some, limited ability to resist international market 
forces they need to be able to have both some degree of control over their currencies and some 
ability to resist the impact of flows of international capital in and out of their country. This was 
provided to some degree from 1944 to 1971 by the Bretton Woods system.  Currencies had an 
adjustable value that was connected  to the US dollar, which was connected to the value of gold. 
provided controlled the flow of financial capital  and their impact on exchange rates while giving 
countries some limited ability to set the value of their currency. John Maynard Keynes had wanted 
the Bretton Woods system to be based on a more extensive international standards and rules that 
was not built around the US economy, but was overruled by the US government. When the system 
which it had demanded stopped suiting the interests of the US government in the 1960s and 
1970s, it broke down. In the aftermath, countries were left much more vulnerable to international 
finance which could impact on their economies and influence policy by rapidly moving money in 
and out of them. In response, European countries set up the European Exchange Rate 
Mechanism. But this effectively tied the value European currencies to the German Deutschmark,  
leaving them depending on German monetary policies and the state of the German economy. The 
Euro was meant to be a solution to this, but has ended up restricting the freedom of member states 
and imposing a system that has tended to suit the interests of Germany even more. 
 
The fact that monetary policy is controlled on a Eurozone level but debts and budgets remain at 
the member state level  creates a dysfunctional system that we have seen in the Eurozone crisis. 
Control over the exchange rate is a key tool for maintaining growth in a vulnerable economy and 
for providing some measure of democratic control and social protection against international 
market economy. The fact that member states do not have control over the exchange rate means 
that more economically vulnerable member states, in particular, are instead forced to engage in 
“internal devaluation” – cutting wages and implementing austerity. This, of course, suits the 
interests of the owners of capital – but not necessarily the economy as a whole.  At the same time, 
the lack of a European fiscal system means that the economic shocks that come with monetary 
union cannot be dealt with on a European level either. 
 
These problems are further worsened by EU policies such as the Stability and Growth Pact, which 
force member states to follow counterproductive deficit reduction measures – as we can see in the 
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cases of Portugal and Spain at the moment. The EU Commission says that it is concerned with 
regional inequality and deflation, but at the same time contradicts itself by proposing measures 
such as labour market deregulation, spending cuts and low wages that worsen these problems. 
 
In the final part of the seminar different groups looked at the change needed s in the EU’s policy 
and structure to deal with these problems. These were the changes that were emphasized: 
 
Eurozone structural reforms 
 
Vision: upward harmonization of living standards  
Compensation payments to rebalance current account imbalances 

• Eurobonds 
• Stronger coordination: upward harmonisation of fiscal and economic policy in the EU 
• European investment initiative focussed on infrastructure and small and medium sized 

companies/cooperatives 

 
Tackling lack of solidarity 
 

• Organise, strengthen and democratise trade unions 
• Develop genuine trade union links and activism on a European level 
• Political protection of formation of trade unions 
• Parties must be democratised and turned back into movements 
• Measures to protect local economies 
• Restrict power of lobbyists with neoliberal agenda 

 
Tackling Deflation and stagnation: 

• Extensive investment in real economy and society: focussed on schools, energy (alternative energy 
and energy distribution), public transport 

• Tax reform. Move burden away from low an and middle income earners towards taxation on wealth: 
EU corporate tax system and EU inheritance/gift taxes 

 


