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Introduction

This paper analyzes the anatomy of the U.S.
debate about the euro crisis. It traces why
U.S. economists see the European crisis as
relevant and harmful to U.S. interests. It
reviews the historical skepticism in the
United States about the European common
currency and assesses the impact of this
skepticism on current perceptions of the cri-
sis. It examines how the historic U.S. jour-
ney toward full federalism impacts the ad-
vice U.S. officials and analysts offer to
Europe. And it describes the battle of eco-
nomic schools that is often mistakenly por-
trayed as some sort of cultural divide be-
tween the transatlantic partners. In the
end, a relatively unflattering portrait of
Europe emerges — the Europe perceived by

U.S. analysts of the eurozone.

Concern, Pessimism, Alarmism

When it comes to the euro crisis, Americans
and Europeans do agree on one point: both
publics simply want this crisis to go away.
More than two years after the first interna-
tional assistance package for Greece was
passed, crisis fatigue has set in on both
sides of the Atlantic. The desire for a magic
solution is growing as fast as the realization

that magic wands are hard to come by.

In many ways, however, the U.S. debate is
distinct from the European conversation. On

the most basic and obvious level, it is an

elite discourse rather than a broadly based
public deliberation. In Europe, the populace
is bombarded with news and commentary
about the crisis, and citizens are faced with
the consequences of the crisis on a daily
basis. Fifty-four percent of Germans see the
euro crisis as the most important political
topic by far, according to a poll from July
2012.' This result may not be surprising,
given that German taxpayers have been
asked to shoulder a substantial portion of
the bailouts for other eurozone members.
By contrast, only 17 percent of U.S. re-
spondents say they closely follow the news
about the economic malaise in Europe. The
Pew Research Center, which conducted the
poll in May 2012, sums up the U.S. senti-
ment over the euro crisis: “Public yawns at

European economic woes.”

But at the same time, U.S. elites have en-
gaged in a lively debate about Europe’s cri-
sis and its impact on the U.S. economy.
Criticism of Europe’s handling of the crisis
and its inability to end it dominates the dis-
cussion in U.S. policy circles and the U.S.
press. Any sampling of headlines will un-
cover how, at best, “the euro baffles Amer-
ica.” More likely, the Euro’s future is seen as
“debatable.” Europe seems to be stuck in

one “great illusion” or another. For months,

! Politbarometer, “Euro-Krise gewinnt stark
an Bedeutung,” July 13, 2012,
http://politbarometer.zdf.de/ZDF/zdfportal/
web/ZDF.de/Politbarometer/2942200/23440
882/33c54a/Euro-Krise-gewinnt-stark-an-
Bedeutung.html
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readers of U.S. periodicals have been led to
believe that “Eurogeddon” is near, that
European leaders will “bumble their way
into the worst case scenario,”” and that the
“eurozone will collapse,” even “this year,”?
a prediction that, at the time of this writing,
had only weeks to become true. While the
source of this quote, Nouriel Roubini, is well
known as a Cassandra-type figure amongst
U.S. economists, it seems as if Cassandra’s
long arm reaches well into newsrooms and
editorial page offices across the country
where Mr. Doom and Ms. Gloom appear to
be on duty. A recent issue of The Atlantic
magazine, for example, encouraged Ameri-
cans to “start panicking.”* It is this pessi-
mism, bordering on alarmism, that became
a distinct feature of the U.S. conversation in
2011 and most of 2012. Mostly absent from
the conversation is the idea that Europe is
going through a painful process of restruc-
turing, at the end of which it will emerge as

a stronger economic entity.

This paper aims to analyze the anatomy of
the U.S. debate about the euro crisis. It
traces why U.S. economists see the Euro-
pean crisis as relevant and harmful to U.S.
interests. It reviews the historical skepti-
cism in the United States about the Euro-
pean common currency and assesses the
impact of this skepticism on current percep-
tions of the crisis. It examines how the his-
toric U.S. journey toward full federalism im-
pacts the advice U.S. officials and analysts
offer to Europe. And it describes the battle

of economic schools that is often mistakenly

2 Weissmann, Jordan, “Eurogeddon: A

Worst-Case Scenario Handbook for the
European Debt Crisis,” June 12, 2012,
http://www.theatlantic.com/business/archiv
e/2012/06/eurogeddon-a-worst-case-
scenario-handbook-for-the-european-debt-
crisis/258368/

% Monaghan, Angela and Fletcher, Richard,
“Eurozone will collapse this year, says
Nouriel Roubini,: The Telegraph, January
28,2012,
http://www.telegraph.co.uk/finance/financia
Icrisis/9046365/Eurozone-will-collapse-this-

portrayed as some sort of cultural divide
between the transatlantic partners. In the
end, a relatively unflattering portrait of
Europe emerges — the Europe perceived by

U.S. analysts of the eurozone.

The “1 Told You So” Argument

U.S. criticism of Europe’s common currency
is not a new phenomenon. Many U.S.
economists have been skeptical of monetary
unification in Europe since its inception. This
was especially true in the 1990s, before the
actual introduction of the common currency.
Whereas many European elites saw mone-
tary union as an essential step in the his-
toric integration of the continent, U.S. ex-
perts typically had a much gloomier outlook.
Writing in Foreign Affairs in 1997, Harvard
economist Martin Feldstein concluded that a
European monetary union and further politi-
cal integration would not lead to a more
unified or even harmonious Europe, but
would result instead in “increased conflicts
within Europe and between Europe and the
United States.”® It is no surprise then that
the current crisis in Europe has led to sev-
eral U.S. economists feeling vindicated by
their earlier predictions: “l told you so.”
They do not want to be right and overheard
twice. This explains much of the tone and
volume level of the public discourse. And
why shouldn’t they feel that way? Almost all
of the initial design flaws of the euro, today
considered either causes of the crisis or rea-
sons for the inability to fix it, had been pre-
dicted by U.S. economists. They don’t want

to be right and yet overheard once again.

Most of the early research about the Eco-
nomic and Monetary Union (EMU) conducted

by U.S. economists was based on the theory

Feldstein, Martin, “EMU and International
Conflict,” Foreign Affairs, Novem-
ber/December 1997,
http://www.foreignaffairs.com/articles/5357

year-says-Nouriel-Roubini.html
# Weissmann (2012).

6/martin-feldstein/emu-and-international-
conflict
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of Optimum Currency Area (OCA) as devel-
oped by Robert Mundell and others, which
looks at the trade-offs between the benefits
of permanently fixed exchange rates (cur-
rency union) and flexible exchange rates®.
Many U.S. economists used these criteria to
analyze the readiness of European countries
to form a successful currency union, fre-
quently citing the United States as a bench-
mark. These studies often concluded that
Europe was not as optimally suited as the
United States to adopt a common cur-
rency.’ Barry Eichengreen and Tamin Bay-
oumi (1992), for example, found that sup-
ply (and,
shocks to the core countries (at this point

to a lesser extent, demand)
German, France, Belgium, Luxembourg, the
Netherlands, and Denmark) were both

smaller and more correlated across
neighboring countries than in the periphery
(the United Kingdom, Italy, Spain, Portugal,
Ireland, and Greece), thus signaling a dan-
ger of asymmetric occurrences of shocks in
the monetary union. Similarly, differences
could be observed between regions in the
United States, but the study found that U.S.
regions could adapt much faster than Euro-
pean countries, a result that Eichengreen
and Bayoumi attributed to greater factor

mobility in the United States.® Furthermore,

& Jonung, Lars and Drea, Eoin, “The euro:

It can’t happen, It's a bad idea, It won't
last.” US economists on the EMU, 1989-
2002, p 10, November 10, 2009. Compare
also Krugman, Paul, “Revenge of the Opti-
mal Currency Area,” June 24, 2012,
http://krugman.blogs.nytimes.com/2012/06
/24/revenge-of-the-optimum-currency-
area/; Frankel, Jeffrey A. and Rose, Andrew
K. , “The Endogeneity of the Optimum Cur-
rency Area Criteria,” p. 3, September 24,
1997,
http://faculty.haas.berkeley.edu/arose/ocae
Lpdf

" For an extensive overview over the analy-
sis of and conclusions about EMU by U.S.
economists, see Jonung, Lars and Drea,
Eoin 2009.

8 Bayoumi, Tamim and Eichengreen, Barry,
“Shocking Aspects of European Monetary
Union,” National Bureau of Economic Re-
search, Working Paper No. 3949, p. 35f.,
January 1992,

Xavier Sala-i-Martin and Jeffrey Sachs found
in a 1991 study that the impact of regional
shocks in the United States had been miti-
gated significantly by federal transfers.
They thus concluded that the creation of a
unified currency in Europe “without a fed-
eral insurance scheme... could very well lead
the project to an eventual failure.”®

Given such scholarship, some U.S. econo-
mists concluded that EMU made little sense
economically and was therefore likely pur-
sued for political reasons. One of the most
ardent proponents of this argument was the
Harvard economist Feldstein, who described
the political driving forces behind EMU as “a
strange mixture of pro-European interna-
tionalism and the pursuit of narrowly de-
fined national self-interest.”*® In this narra-
tive, the decisive nations were Germany
and France, and the decision in favor of
EMU — as Barry Eichengreen stated — was
a result of a bargain between France, which
wanted to “recapture some control over the
continent’s monetary policy,” and Germany,
which wanted ”political integration in order
to acquire a foreign policy role in the con-
text of an EU foreign policy.”™* Others, in-
cluding Thomas Willet, argued that Euro-
pean political elites “didn’t know when to

stop” and misguidedly came “to think of

http://www.nber.org/papers/w3949.pdf?ne
w_window=1

® Sala-i-Martin, Xavier and Sachs, Jeffrey,
“Fiscal Federalism and Optimum Currency
Areas: Evidence for Europe from the United
States,” National Bureau of Economic Re-
search, Working Paper No. 3855, p. 20, Oc-
tober 1991,
http://www.nber.org/papers/w3855.pdf?ne
w_window=1

1% Feldstein, Martin, “The Political Economy
of the European Economic and Monetary
Union: Political Sources of an Economic Li-
ability,” National Bureau of Economic Re-
search, Working Paper No. 6150, p. 5, Au-
gust 1997,
http://www.nber.org/papers/w6150.pdf

1 Eichengreen, Barry, “EMU. An Outsider’s
Perspective,” Finlay-O’'Brien Lecture, deliv-
ered at University College, Dublin, October
7, 1996, p. 2 and p. 11,
http://emlab.berkeley.edu/~eichengr/researc

h/c96-97.pdf
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economic integration as an institutional
process that must always be ongoing.” Ac-
cording to Willet, these individuals subse-
quently pushed monetary union as the next
logical next step following the single market

negotiations.

The inclination among many U.S. observers
to view the European monetary union as a
political project “driven by murky motives
and based on insufficient institutional foun-
dation” thus contributed to a pessimistic
general outlook for the euro.'? In this view,
the EMU as pursued by Europe’s political
elite clearly did not meet the criteria for an
optimal currency area and was conse-
quently created with significant and inher-
ent design flaws. It is worth noting that
much of the U.S. debate about Europe was
(and still is), to a large degree, informed by
British news outlets. The influence of the
British press on this issue might further
contribute to such skeptical views about all
things Continental European. Accordingly,
the mocking title of a European study about
U.S. perceptions of the euro reads: “The
euro: It can’t happen. It's a bad idea. It

won't last.”

Lessons from the United States?

The fact that the EMU has generally been
analyzed through the paradigm of OCA and
often in comparison to the successful cur-
rency union of the United States helps to
explain the nature of some of the advice
being proffered across the Atlantic today. If
the EMU is lacking critical elements of a
sustainable currency area, it could look for
lessons from the United States’ experience
in establishing a lasting monetary union.
One such example is the famous assump-
tion of state debts by the new federal gov-

ernment pushed by Alexander Hamilton in

12 Jonung, Lars and Drea, Eoin 2009, p. 22.

1790.** However, this lesson comes with
decisive caveats, namely that U.S. federal
debt has been “supported by the full system
of federal powers, including a sweeping
power to tax” ever since the early Federal
period, whereas the eurozone, for now,

lacks such authority.™

It follows that one way to remedy the struc-
tural deficiencies of the euro would be, as
Paul Krugman of the New York Times notes,
“full integration, American-style — a United
States of Europe.”*® Krugman acknowledges
that there is one stipulation: the United
States of Europe is nothing but a vision. If a
vision is to turn into a solution, it will be a
long-term solution at best. In one important
strain of U.S. thinking, federalism is at the
heart of any solution for the European cri-
sis. Whether mentioned explicitly or not, the
envisioned shape of Europe is that of a na-
tion state, making it akin to the United
States of America. This perception of Euro-
pean integration has a long history in U.S.
discourse. It was George Washington who
once wrote to the Marquis de Lafayette that
“one day, on the model of the United States
of America, a United States of Europe will
come into being.”*® Little wonder, then, that
even today, and especially during this crisis
of European integration, steps toward Euro-
pean unification are often measured in the
United States in relation to the degree of
federalization

centralization and they

achieve. Europe’'s postmodern idea of

shared sovereignty and policy coordination

within a largely intergovernmental frame-

3 Cooley, Thomas; Richardson, Matthew;

and Schoenholtz, Kermit, “What Alexander
Hamilton can teach the euro zone,” Politico,
Dec. 6, 2011,
http://www.politico.com/news/stories/1211
/69839.html

4 Henning, C. Randall and Kessler, Martin,
“Fiscal Federalism. U.S. History for Archi-
tects of Europe’s Fiscal Union,” Peterson In-
stitute for International Economics, p. 19,
January 2012.

1% Krugman 2012.

16 Letter from George Washington to the
Marquis de La Fayette,
http://en.wikiquote.org/wiki/Europe




Konrad-Adenauer-Stiftung e.V.

THOMAS KLEINE-BROCKHOFF
PETER SPARDING

May 2013

www _kas.de/brasilien/Zen/

work has always been met by a good dose
of skepticism. It seemed only feasible as a
way station towards full federal integration.
The euro crisis represents a good opportu-
nity for U.S. commentators to remind them-
selves of what they have thought for a long
time: that this Europe isn’t going to work
the way it has been constructed and will
need a healthy injection of Americanism to

function effectively.

Largely absent from the debate is the idea
that the current intergovernmental frame-
work could be improved and strengthened
to fit the needs of a currency zone. In this
conceptualization, the end of European na-
tion states in order to create a European
nation state is not in the offing. Instead, a
monetary union of European nation states
would ideally be based on treaties and
commitments. It would continue to operate
under the principle of “no bailout.” In in-
stances where a European state does offer
limited assistance, such programs would
based on strict conditionality in order not to
undermine the will to reform (i.e. so as not
to create a political moral hazard). An in-
termediate solution would foresee some sort
of quasi-federalism, rigorously restricted to
the realms of banking and fiscal policy."’

Instead of allowing themselves to consider
such a scenario, U.S. experts seem to focus
on steps that will eventually lead to full fed-
eralism. The problem with this approach is
the yardstick used to measure the success
of any European action to address the crisis.
If federalism is the goal and the only solu-
tion, all European answers thus far have
fallen short. European analysts sometimes
complain that such an interpretation under-
states what Europe has already achieved to

overcome the crisis.*® One can confidently

7 Kleine-Brockhoff, Thomas, “Germany

can’t save Europe on its own,” CNN Opinion,
June 21, 2012,
http://www.cnn.com/2012/06/20/opinion/b

predict that this pattern will continue to
dominate the interpretation of the European

crisis in the United States.

An exception to this rule is the work of C.
Fred Bergsten and Jacob Funk Kirkegaard.
These Peterson Institute economists distin-
guish themselves by acknowledging that full
federalism is unlikely, but solutions are pos-
sible. They describe what they term the
“only on the brink” theory. In this reading,
far-reaching structural reforms are only
possible in periods of crisis, such as the
present. The deployment of overwhelming
financial force is impossible in an area of
distributed sovereignty where political moral
hazard “will remain the overarching political
concern shaping the intergovernmental cri-
sis response.”'® But they assume that, in
the end, the main parties interested in the
survival of the eurozone (Germany, France,
the European Central Bank) will do what
they need to in order to get the job done.
However, “the problem for the markets is
that these central players cannot say that

this is what they will do.”*°

A Transatlantic Philosophical Rift?

Keynes v. Hayek

Quite apart from the conversation about the
viability of Europe’s governance structures,
a transatlantic rift is evident in the eco-
nomic policy debate. Put simply, there is a
clash of philosophies: on the one side a per-
ceived Anglo-American (mostly American)
interpretation of the crisis and most promis-
ing policies to end it, and on the other a
Northern European (mostly German) inter-
pretation. Or, simplified even further: John
Maynard Keynes vs. Friedrich August von
economics of

Hayek. While the actual

Keynes and Hayek are not always at the

http://www.gmfus.org/archives/rebalancing
-works-the-prospects-for-the-eurozone-

rockhoff-germany-euro/index.html
8 Matthes, Juergen, “Rebalancing Works,”
GMF EuroFuture Paper Series, August 2012,

reconsidered/
° Bergsten and Kirkegaard 2012, p. 2.
20 Bergsten and Kirkegaard, 2012, p. 2.
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center of this debate, the two economists
stand in for a variety of views. “Keynes” and
“Hayek” have become catchwords to de-
scribe broad strategies: the former can be
described as advocacy for further debt-
financed stimulus, more activist central
banking, and a postponement of structural
reforms until growth has returned; the lat-
ter warns of moral hazard and argues for
austerity, budgetary as well as monetary
restraint, and immediate structural reforms,
even if they might reduce (or eliminate)

growth in the short term.

The Keynesian view that dominates public
opinion in the United States seeks more de-
cisive actions now, and as a result perceives
European efforts at “muddling through” as
Many U.S.

insufficient. observers have

faulted European leaders for only doing
what is needed to avert total disaster, but
never enough to solve the crisis. They have
criticized the Europeans for always being “a
day late and a euro short.”? In this view,
the primary goal of policies in the eurozone
should be to lower debt and borrowing bur-
dens and to spur economic growth as soon
as possible, because without growth, the
stabilization of the situation seems unrealis-
advocates do not see
They

tic. Accordingly,
brinkmanship as a viable solution.
worry that such an approach “threatens to
undermine the cohesion of the European

integration project.”*?

As his biographer
Robert Sidelsky points out, Keynes himself
had warned in The Economic Consequences
of Peace that there was a limit to national
capacity to service debts, leading Sidelsky’s
co-author Marcus Miller to conclude that

“sovereign debts must be managed in ways

2! Stokes, Bruce, “Moment of Truth. Ger-

many’s chancellor can save Europe. But it
means betraying her voters,” National Jour-
nal, December 3, 2011, p. 33.

22 Truman, Edwin M., “The Terrible Cost of
Inaction in Europe,” Real Time Economic
Issues Watch, Peterson Institute for Inter-
national Economics, July 2, 2012,
http://www.piie.com/blogs/realtime/?p=30

01

that do not destroy the economy or the po-
litical centre.”®® According to this line of
thinking, current European crisis manage-
ment is unsustainable. Austerity policies,
prescribed by the Northern Euro-
pean/German economic view, have caused
economies to shrink further and have made
it ever harder for countries to repay their
debt. A solution, accordingly, can only be
achieved if growth enhancing measures are

adopted.?*

Some advocates of this view are careful to
acknowledge that long-term deficit bias (the
tendency to increase public debt) is “a seri-
ous issue, both in the eurozone and out-
side.”® But, they argue, true Keynesianism
actually “demands more, not less, fiscal rec-
titude in normal times than does the ortho-
dox theory of balanced budgets,” as Keynes
proposed that “surpluses should be accumu-
lated during good years so that they could
be spent to stimulate demand during bad
ones.”?® Similar to current European poli-
cies, fiscal rules are required, but in con-
trast to the rules of Europe’s Stability and
Growth Pact and the Fiscal Compact, these
rules should “encourage governments to set
counter-cyclical rather than pro-cyclical fis-

cal policy.”?’

2 Miller, Marcus and Sidelsky, Robert,
“How Keynes would solve the eurozone cri-
sis,” Financial Times, May 15, 2012,
http://www.ft.com/intl/cms/s/2/55d094cc-
9e74-11el-a24e-
00144feabdcO.html#axzz24V3Ctl1UM

24 The New York Times, “The Crisis This
Time,” Editorial, May 24, 2012,
http://www.nytimes.com/2012/05/25/0opini
on/the-euro-crisis-this-time.html

% Wren-Lewis, Simon, “The work of John
Maynard Keynes shows us that counter-
cyclical fiscal policy and an easing of auster-
ity may offer a way out of the eurozone cri-
sis,” August 23, 2012, London School of
Economics and Political Science,
http://blogs.Ise.ac.uk/europpblog/2012/08/
23/keynes-counter-cyclical-fiscal-policy/

26 Farrell, Henry and Quiggin, John, “How

to Save the Euro — and the EU. Reading
Keynes in Brussels,” Foreign Affairs,
May/June 2011, p. 100.

27 \Wren-Lewis, Simon 2012.
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While directed at European crisis manage-
ment in general, this criticism more specifi-
cally aims at what is perceived to be the
German economic view behind it. Indeed,
as Ulrike Guérot and Sebastian Dullien point
out, “German solutions to the euro crisis are
quite different to those demanded by the
international

financial markets and the

press.”?® One reason for this, they argue, is
the “long shadow of Ordoliberalism,”®® a
uniquely German variant of neoliberal eco-
nomic thinking that was fundamental in
creating the German economic model after
World War Il. With its strong emphasis on
price stability and opposition to Keynesian
interventions into the economy, Ordoliberal-
ism prepared the ground for what Guérot
and Dullien today identify as a mainstream
consensus among the German economic
elite, heavily influenced by rational expecta-
tions and supply side thinking.*® In this
view, imbalances within the eurozone, seen
as a major cause of the crisis by many U.S.
observers, are a consequence of a largely
self-inflicted loss of competitiveness and
excessive consumption in the periphery and
must thus be fixed in those countries, but
not in Germany. In this German view, aus-
terity measures combined with immediate
structural reforms, deemed devastating by
many in the Anglo-U.S. mainstream, consti-
tute the only way to return economic confi-
dence to the periphery. The “Anglo-
American Uber-Keynesians” and their poli-
cies are rebuffed as having created “gar-
gantuan deficits” while having barely
“dented unemployment.”*" In countries that

have trouble retaining access to financial

28 pullien, Sebastian and Guérot, Ulrike,

“The Long Shadow of Ordoliberalism. Ger-
many’s Approach to the Euro Crisis,” Euro-
pean Council on Foreign Affairs, January
2012, p. 1, http://www.ecfr.eu/page/-
/ECFR49_GERMANY_BRIEF_AW.pdf

2 Ibid.

3% 1bid.

81 Joffe, Josef, “I come to praise Ms. Merkel,
not to bury her,” Financial Times, June 19,
2012,
http://www.ft.com/intl/cms/s/0/a438a8a6-

markets, a strategy of stimulus based on

more debt is seen as self-defeating.

On further analysis, however, these eco-
nomic and philosophical fault-lines are not
unique features of the transatlantic debate.
In fact, they represent rifts between two
different factions both in Europe and in the
United States. The same divisions that
characterize the transatlantic dispute are
key features of the current domestic U.S.
debate about economic policies. While their
names are “lurking mostly out of sight,”
both Keynes and Hayek have provided “in-
tellectual underpinnings to each side,” with
the White House following a more Keynes-
ian approach, and many Republicans follow-
ing the school of Hayek and his mentor,
Ludwig von Mises.*

In addition, while it is true that the eco-
nomic discourse in Germany is dominated
by “the long shadow of Ordoliberalism”,
there is nevertheless a vocal Keynesian mi-
nority in both the political sphere and aca-
demia. In fact, much like the rest of the
global economy, Germany responded to the
2008 financial crisis by implementing a

large-scale fiscal stimulus, although the
country has since “returned to its traditional
anti-Keynesian stance”.** Moreover, while
Germany and other Northern European
countries seem to be driving much of the
policy response to the crisis, their main-
stream economic views only receive limited
support elsewhere in Europe.® Even inside
the Northern European camp, fissures are
becoming visible, as demonstrated by the
growing support for Keynesian prescriptions

in the Netherlands. Similarly, while Keynes-

b8ab-11el-a2d6-
00144feabdcO.html#axzz24V3CtlUM

32 Rattner, Steven, “The 2012 rivals can be
named. Hayek v Keynes,” Financial Times,
September 12, 2011,
http://www.ft.com/intl/cms/s/0/0Ocebaala-
dd47-11e0-b4af2-
00144feabdcO.html#axzz24V3CtlUM

%3 Farrel, Henry and Quiggin, John 2011, p.
100.

34

Dullien, Sebastian and Guérot, Ulrike
2012, p. 1.
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ian policies are still playing a major role in
the U.S. debate (most notably, the presi-
dent’s proposed $447 billion Jobs Act), a
strong and outspoken opposition persists
and might well gain more influence. The ap-
petite for further stimulative measures
seems low and, with 2012’'s debt ceiling
showdown between the White House and
the Republican-controlled House of Repre-
sentatives looming, attention has increas-

ingly shifted to a focus on deficits and debt.

Certainly, economic policy disputes between
the transatlantic partners are a reality.
Some are influenced by differing main-
stream economic views and political tradi-
tions, while others might be a reflection of
which political parties and leaders are cur-
rently in power on either side. For the past
few years, center-right governments have
mostly been in power in Europe, while a
center-left administration has governed the
United States. With the arrival of Socialist
Francois Hollande as president of France,
the policy outlook has shifted noticeably.
For the United States, the perceived rift
with the German/Northern European main-
stream economic view is as much an actual
transatlantic dispute as a reflection of the
domestic U.S. economic policy debate since

the start of the financial crisis.

The Euro Crisis and the U.S. Elections

It will take some time for Europe to recover
from the 2012 U.S. presidential campaign
given the bugaboo it was made out to be.
Europe was rarely mentioned, and when it
was, it was only in a derogatory way.
Europe entered the debate either as a justi-
fication for the sluggish U.S. recovery or as
a synonym for excessive government debt
and spending. In the process — as is to be
expected during a political campaign — his-
toric, economic, and political details were
often lost, and more nuanced views were

overlooked.

For President Obama, the situation in

Europe had been of crucial importance.
Over the summer of 2012, it appeared as if
his chances for re-election could be seri-
ously hampered if Europe were to pull the
global economy back into recession, threat-
ening to knock “the president out of of-
fice.”® The president thus took a keen per-
sonal interest in developments across the

Atlantic. According to some reports, he

»36 with the conti-

formed a “near-obsession
nent’s woes. This may have further ex-
plained the U.S. Administration’s focus on a
quick-fix solution to the euro crisis, and it
accounted for the disconnect with those
Northern European leaders who worried
about adverse long-term effects of any swift
crisis resolution (i.e. moral hazard and per-
manent transfers). As the Obama admini-
stration had few means to impact the situa-
tion in Europe in the short-term, it was con-
demned to sit tight and hope that “any
news from abroad waits until after Novem-

ber 6”.%

Europe didn’t fare much better with the U.S.
political right. To its critics, the administra-
tion’s frequent references to headwinds
from Europe were little more than “eco-
nomic alibis” for the “Excuse-Maker-in-
Chief,” as Wall Street Journal columnist,

%8 In this view, the

Bret Stephens, wrote.
president simply attempted “to divert atten-
tion from his failed policies by pinning

blame on Europe — and most especially on

%% |bid.
%6 White, Benm, “Obama’s Europe fixation,”
Politico, August 25, 2012,

http://www.politico.com/news/stories/0812
/79846.html

57 West, Darrell; Gayer, Ted; and Lombardi,
Domenico, “Economic signs for November,”
The Washington Post, August 24, 2012,
http://www.washingtonpost.com/opinions/e
conomic-signs-for-
november/2012/08/24/f454a69e-e8c8-
11e1-936a-b801flababl9_story.html

38 Stephens, Bret, “A Presidency of Ex-
cuses,” Wall Street Journal, June 11, 2012,
http://online.wsj.com/article/SB100014240
52702303901504577460193263617530.ht
ml
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Frau Merkel.”*® In the Republican narrative,
the eurozone was seen as supposed proof of
the dangers of government debt, overregu-
lation, and spending. The Republican chal-
lenger, Mitt Romney, frequently connected
President Obama to developments in
Europe, arguing that if “we stay on the road
we’re on, we’re going to become like
Europe, with a bigger government demand-
ing more and more, promising more and
more, and taking more and more.”*® He
also made clear that Europe should not ex-
pect to be bailed out by the United States.*
Other Republicans cautioned that the ad-
ministration’s policies were a “roadmap to
Greece.”*? Similarly, the GOP vice presiden-
tial candidate, Paul Ryan, warned that “we
will turn out just like Europe if we stick with
European policies.”*® Therefore, in the run
up to November 6, the Republican Party
held that, as another analyst noted, “a sec-
ond Obama term would mean the consolida-
tion of a European economic and social

model on U.S. soil.”**

% stelzer, Irwin M., “The Bucks Stops Over
There. Blaming Europe for the U.S. econ-
omy,” Weekly Standard, June 25, 2012,
http://www.weeklystandard.com/articles/bu
ck-stops-over-there 647321.html

4 AFP, “Romney doesn’t want Europe’s fis-
cal problems in U.S.,” AFP, June 16, 2012,
http://www.google.com/hostednews/afp/art
icle/ALegM5hHdI2CatLKAVRzutypkK3T4FZdF
w?docld=CNG.57af47f3cbe2260c211d864cf
e7f5c93.2f1

4 Geman, Ben, “Romney warns Europe.
Don’t expect U.S. bailout,” The Hill, June
17, 2012, http://thehill.com/blogs/on-the-
money/economy/233089-romney-dont-bail-
out-europe

42 McMorris-Rogers, Cathy (R-WA), “McMor-
ris Rodgers Delivers Weekly Republican Ad-
dress,” February 18, 2012,
http://mcmorris.house.gov/news-
releases/mcmorris-rodgers-delivers-weekly-
republican-address/

4% Walshe, Shushannah, “Paul Ryan Says
President Obama is Turning the Country
into Europe,” ABC News, August 22, 2012,
http://abcnews.go.com/blogs/politics/2012/

Both U.S. political parties were doing their
best to keep Europe at bay. They portrayed
Europe as a bad influence on the United
States, and as a model not to be emulated.
Certainly, much of this rhetoric could have
been attributed to the campaign. But such
anti-European comments also invoked the
age-old stereotypes of Europe in the United
States. Historically, U.S. fascination with
Europe has been mixed with disillusionment
and irritation. After all, for most immigrant
Americans, Europe was the place to escape
from. The United States, on the other hand,
was built as an antidote to Europe. “Why,”
asked George Washington in his Farewell
Address, “by interweaving our destiny with
that of any part of Europe, entangle our
peace and prosperity in the toils of Euro-
pean ambition, rivalship, interest, humor, or
caprice?”*® Such images, powerful as they
are, can easily be recreated in times of cri-
sis and put to good use during political
campaigns. All too often, “Europe” is em-
ployed as a stand-in for choices that are
more a reflection of the inner-American de-
bate than of the specific situation across the

Atlantic.

From an Economic to a Strategic

Debate

While debating Europe’s woes, the public
conversation is uniquely American in that it
mirrors homespun preferences and policy
choices, images, and perceptions. At its
most straightforward level, U.S. discourse
on the euro crisis reflects a deep concern
about contagion; secondly, such rhetoric
reiterates some of the favorite themes of
U.S. interpretations of Europe; finally, on
the level of political campaigning, it props

up Europe as a bogeyman.

polarized-to-a-draw/2012/08/27/8023a824-

08/paul-ryan-says-president-obama-is-
turning-the-country-into-europe/

4 Gerson, Michael, “Polarized to a draw,”
The Washington Post, August 28, 2012,
http://www.washingtonpost.com/opinions/

fO7f-11e1-892d-bc92fee603a7_story.html

% Quoted in Ash, Timoth Garton, “Anti-
Europeanism in America,” Hoover Digest
No.2, April 30, 2003,
http://www.hoover.org/publications/hoover

michael-gerson-a-campaign-that-is-

-digest/article/7235
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The very real possibility of the world’s larg-
est economy sliding into a double-dip reces-
sion is not being overlooked by the United
States. Furthermore, Americans are also
aware that Europe is economically inte-
grated with the United States in a unique
and complex manner. Deep integration“®
can lead to deep contagion. Contagion leads
to concern, deep concern. What started as a
niche conversation about financial market
contagion has mushroomed into an argu-
ment about investment strategies, growth,
and jobs. Whether U.S. companies will con-
tinue to invest in Europe will depend on
whether they expect the continent to re-
main a solid source of revenue. Some
alarmism might be understandable from this

perspective.

But over the course of 2012, the debate
about the European crisis has started to
transcend the economic sphere. The key
question is this: will the United States’ tra-
ditional “whither-Europe” discourse be re-
placed by a theory of implosion? “What if
Europe fails?,”*” is now a question that ana-
lysts seriously ponder. Will Europe suddenly
rather than gradually disappear from the
world stage? And how will this affect the
U.S.-built global order? Clearly, the debate
has found a strategic overlay. Unfortunately
for Europeans, it took a major crisis and its
ripple effects to put the old continent back
on the center stage in Washington, at least

for a little while.
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