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The argument

1. Germany's leadership during the Eurocrisis has been diverse,
changing from a national to a German-French
Intergouvernmental approach, which was then complemented
by the ECB.

2. German actors, most importantly its banking sector, have
contributed to the onset and course of the Eurocrisis.

3. German policy during the Euro-Crisis was and is driven by
domestic concerns and the fear of hazardous committments for
(irresponsible) lender governments.

4. A liberal explanation which focusses on the interests of the
(exposed) German banks, public opinion and the rulings of the
Federal Constitutional Court explains Germany's policy
trajectory best.
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The Eurocrisis and German actors:
a brief history
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The Eurocrisis: three crisis interact

Banking
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German Bank exposure, the sudden stop and the ECB

Exhibit 3

German banks’ GIIPS funding gap
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Political non-decisions and their escalatory effects

Figure 10.1 Greek-German Interest Rate Differential
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International leadership as a role
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International Leadership: definition and explanation

* International leadership may be defined as a social role consisting of
expectations of a group of states towards one or more group members to
enhance the group’s goals by means at the leaders disposal and compliance by
following states. This regularly includes the partial transfer of national policy
competences and power resources to the group leader (Harnisch 2013).

Leadership thus requires both hard and soft power, that is leadership
through representing the interests of the group (input legitimacy of
leadership) and effectively achieving the goals of the group (output
legitimacy).

To pursue leadership functions, the role holder needs social capital among
which trust is the most important one.
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Measuring International leadership

Composition of | Singular

leadership /
Scope of
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Germany's policy response
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German policy response: Phase 1 (May 2010)

1. Merkel government signals substantial support, but withholds final
commitment to gain additional Greek concessions and strengthen
,2ultima ratio” argument.

2. Merkel government insists on voluntary bilateral measures and IMF
involvement to highlight intergovernmental and voluntary character of
aid. (cf. FCC Maastricht ruling, para. 146-148.)

3. Merkel government is aware of substantial domestic opposition:
1. Several professors (Economics) appeal to FCC.

2. Several members of ruling coalition disagree.
3. Germany‘s biggest boulevard newspaper (Bild-Zeitung) is highly critical.

4. Bottom line: Merkel government agrees to broad intergovernmental
rescue mechanism (European Financial Stability Facility (EFSF) with
substantial contribution (150 Bil. €), but hedges against involuntary at
home (FCC) and voluntary defection (Moral hazard) abroad.
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German Public Opinion on €-bailout: sceptical

« April 2010: bilateral aid for Greece
— 57% vs. 33% against aid (cf. Infratest dimap, 15./16.04.2010).

— 65 % vs. 16% against aid (cf. Institut fr Demoskopie Allensbach,
www.FAZ.net, 28.04.2010).

« May 2010: German participation in EFSF

— 64 % vs. 31 % against German substantial participation (123 Bio.
Euro).

— 51 % vs. 35 % against establishment of EFSF (cf. Infratest dimap,
25./26.05.2010).

* Stronq overall support for stabile Euro
— May 2010: 82 % vs. 17% € is in German interest

— November: 88% vs. 11% (cf. Infratest dimap, 29./30.11.2010)
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German policy response: Phase 2

(March-June 2011)

Respect EU + nat. law
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Headnotes of the
Judgment of 7 September 2011

1. Art. 38 GG (electoral right) prevents citizens from loss of substantial decision of the
Bundestag due to soverign rights transfer to supranational bodies (BVerfGE 89, 155 <172>;
123, 267 <330>). Safeguarding dimension of Art 38, para. 1 GG will be invoked if the
competences of the Bundestag are exhausted to an extent that ist does not represent the
free will of the electorate anymore.

2. a) The decision on the budget of the public purse is fundamental part of democratic self-
determination and government (vgl. BVerfGE 123, 267 <359>). The Bundestag has to
decide on all expenses and income. The budget competences is fundamental part of the BT
competences (vgl. BVerfGE 70, 324 <355 f.>; 79, 311 <329>).

b) As representatives of the people the parliamentarians must hold fast to the control of the
budegtary process.

3. a) The Bundestag must not transfer its budgetary competences onto other actors by way of
vague empowerment. In particular, it must not engage in any scheme which may involve
unforeseeable costs without its prior constitutive consent.

b) No permanent international legal mechanisms must be established, which may involve
any liability for free policy decisions by other member states, especially if they involve highly
risky follow on effects. Any substantial international or EU-based aid measure must be
appropriated by the Bundestag.

c) Moreover, it has to be clear that parliament has substantial influence of the ways and
means of providing the aid.
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Active acquiescence of the Federal Government vis-a-vis the ECB

* “The federal government sees no sign that the measures taken
by the ECB so far have done damage to its mandate,” Mr
Schauble told the court in the spa town of Karlsruhe.

« Mr Schauble said the court should exercise caution in taking
action that might be seen as it attempting to exercise jurisdiction
over the ECB, lest the central bank become subject to courts in
all eurozone countries.

Financial Times, 11.06. 2013
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The ECB programs: the TARGET Il system

Schaubild 39

Langerfristige Refinanzierungsgeschéafte und TARGET2-Salden” im Euro-Raum
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Eurocrisis: German benefits

10Y government bond yields (%)
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Conclusion and outlook
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Conclusion

German leadership during the Eurocrisis has been substantial
but alternating: national, intergouvernmental and supranational
elements complemented each other.

German leadership has been strongly influenced by domestic
concerns: stability of the German banking sector, the Federal
Constitutional Court’'s and public opinion.

Germany‘s economy and federal budget has (so far)
substantially benefitted from the crisis, e.g. Germany will
balance its budget in 2015 and possibly reduce its public debt
moderately.

Chancellor Merkel's calm leadership style has adumbrated
some public concerns but added some escalatory momentum to
the crisis, i.e. in May 2010 or in the current conflict over the
candidacy for the President of the EU Commission.
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Moral Hazard-Problem (Insurance-Effect)

Moral hazard refers to the tendency for insurance against loss to
reduce incentives to prevent or minimize the cost of loss (Baker
1996: 239).

 Griech.Reg.
Greek

Society
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Deutsche Banken Ubertragen die Subprimekrise in den
Euroraum....

ABEILDUNG &
Abschreibungen deutscher und
franz6sischer Banken durch die
Subprime-Krise
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Eurocrisis: Germany's robust economy

« Nach einer starken Rezession (2008) ist die dt. Wirtschaft auf einem robusten

Wachstumspfad; 2015 legt der Bund eines ausgeglichenen Haushalt vor.

Economic forecasts

Real GDP Consumer Prices” Current Account Fiscal Balance
(% growth) (% growth) (% of GDP) (% of GDP)

2013F 2014F 2015F 2013F 2014F 2015F 2013F 2014F 2015F 2013F 2014F 2015F
Euroland 0.4 11 1.5 1.3 0.8 13 24 2.4 2.1 -3.1 2.5 -2.1
Germany 04 15 20 1.5 1.2 15 75 7.5 7.3 0.0 0.1 0.1
France 0.3 1.0 1.4 1.0 1.0 1.1 1.7 -1.5 -1.3 -4.3 -3.6 -3.1
Italy -1.8 0.6 1.1 1.3 0.7 12 1.0 1.2 1.2 -3.0 2.9 -26
Spain -1.2 0.7 1.5 1.5 0.5 1.1 0.8 21 2.5 -1 -5.8 -4.5
Netherlands 0.8 09 1.4 26 0.5 12 104 10.56 11.0 -2.5 -3.1 29
Belgium 0.2 1.4 1.6 1.2 1.1 15 -1.6 -2.0 -1.0 -2.6 2.5 -26
Austria 0.4 14 1.8 21 1.5 1.7 27 36 T -1.5 -2.8 -1.5
Finland -1.4 0.3 1.4 22 1.6 1.8 -11 0.0 0.3 -2.1 -2.1 -1.6
Greece -39 1.0 2L -08 -0.8 0.1 08 10 15 127 -1.6 -09
Portugal -1.4 1.4 1.1 0.4 0.3 09 05 1.0 20 -4.9 -4.2 -3.0
Ireland 0.3 1.8 L2 0.5 0.5 12 6.6 7.0 7.0 7.2 4.7 -26
UK 1.7 29 2L 26 1.6 18 4.4 2.7 -2.6 -5.8 47 -3.8
Denmark 0.4 1.4 1.5 0.8 1.4 1.8 7.3 6.5 6.5 0.0 -1.5 -2.0
Norway 21 25 26 2.1 1.9 21 10.6 11.5 11.5 7.6 95 10.5
Sweden 1.5 27 3.0 0.0 0.5 1.8 6.2 56 5.5 -3.6 -1.6 -0.8
Switzerland 20 1.8 20 -0.2 0.4 0.8 12.6 12.56 12.5 0.4 0.0 0.0
Czech Republic -0.9 20 25 1.4 1.0 20 -0.6 -1.0 -1.4 2.7 -2.8 27
Hungary 1.1 2.1 22 1.7 0.7 28 21 1.9 1.4 22 -2.9 27
Poland 1.6 3.0 3.9 0.9 1.5 23 -1.5 2.2 -1.9 4.5 43 -3.1
United States 19 3.1 38 1.5 2.1 23 2.3 2.4 -2.4 -4.0 2.9 -25
Japan 1.5 0.4 1.4 0.4 3.0 1.7 07 0.8 1.8 -9.2 -7.2 -5.6
World 2.8 3.4 3.9 3.2 3.5 36
*Consumer price data for European countries based on harmeonized price indices except for Germany. This can lead to discrepancies to other DB pu

Sources: National Authorities, Deutsche Bank

p

ciers Quelle: DB Research 2014
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Eurocrisis: strong distributional effects and export growth

Real wages: Nearly 1% plus in real
termsin 2013

el

% yoy; negotiated hourly wages incl. benefits

German exports by region
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The ECS provides liquidity through the TARGET-II System

Target-Salden in Mrd. Euro
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Eurozone: Deleveraging, Bail-out-effects, systemic risks

Exhibit 8: German banks’ exposure to the periphery Exhibit 9: German banks’ exposure to the periphery
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eXpO n Ie ru n g I n Exhibit 10: German banks’ exposure to France Exhibit 11: French banks’ exposure to the periphery
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Headnotes of the

Judgment of 7 SeEtember 2011

4. European treaties do not stand in opposition to national budgetary competences, in
fact, they are based on the assumption of their existence. Strict application of existing
European rules does imply that actions by EU bodies have effectual democratic
legitimacy (BVerfGE 89, 155 <199 ff.>; 97, 350 <373>). The contractual conception of
the Currency union as stability community is the foundation and purpose of the
German law requiring approval (BVerfGE 89, 155 <205>).

5. With regard to the extent of the assumption of guarantees, it has to restrict its review
to evident transgressions of ultimate boundaries. In this context, the legislature has a
margin of appreciation with regard to the probability of having to make payments in a
guarantee event, which the Federal Constitutional Court has to respect. Something
similar applies to the assessment of the future sustainability of the federal budget and
of the economic performance of the Federal Republic of Germany. Taking this
legislative priority of appreciation into account, and measured against the
constitutional standards that have permissibly been applied, both the Monetary Union
Financial Stabilisation Act and the Euro Stabilisation Mechanism Act prove to be
compatible with the Basic Law. The Bundestag did not deplete its right to adopt the
budget and control its implementation by the government and did not disregard the
essential content of the principle of democracy.
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EU-IMF Assistance for Greece, Ireland, and Portugal

Date Agreed

European
Financial
Assistance

IMF Financial
Assistance

Total Financial
Assistance

Greece May 2010

Ireland® December 2010

Portugal May 201 |

€80 billion
(about $115 billion)

€45 billion
(about $65 billion)

€52 billion
(about $75 billion)

€30 billion
(about $43 billion)

€22.5 billion
(about $32 billion)

€26 billion
(about $37 billion)

€110 billion
(about $158 billion)

€67.5 billion
(about $97 billion)

€78 billion
(about 3112 billion)

Source: |MF press releases.

Motes: Figures may not add due to rounding.

Source: Nelson/Belkin 2011: 11
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“Roles” In International Relations

Social environment

1

Role expectation
(alter part)

1
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Measuring International leadership:

the inEut and output dimension

Role expectation
(alter part)

Culture
Societal norms

Role expectation
(ego part)

<How effective?
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The Self: the process of self-identification

The Self

I Me

as individual Perception of position
disposition vis-a-vis others
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