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Abstract 

 

This dissertation examines the ongoing European sovereign debt crises that began with Greece 

in 2009, in the wake of the US subprime mortgage crisis. Through the application of a historical 

materialist approach, I attempt to understand the on-going crisis in the European Monetary 

Union (EMU) by investigating root causes of sovereign debt crises, relations of power, and main 

beneficiaries of the policy responses. My theoretical framework hinges on three contradictions 

in capitalism: the tendency towards overaccumulation, the tension between fictitious capital 

and the productive base, and the contradiction inherent in capitalist states between their role 

as a national state and as a class state. In contrast to the dominant positions that locate the 

cause of the crisis within either: debtor states; creditor states; or the framework at the EMU, I 

argue that these sovereign debt crises are actually a broader crisis of crisis of capitalism within 

the EMU itself. In order to do so, I trace the evolution of the political economy of the Eurozone 

in the post-Bretton woods era, with a particularly focus on the credit system. More specifically, 

I argue that these crises are the result of an interaction between three meso-level 

contradictions that have developed within the EMU region: 1) Germany’s postwar accumulation 

regime, which has produced a deep crisis of overaccumulation; 2) the contradictory processes 

associated with the neoliberal logic of the EMU, by which I mean the rush to lower barriers to 

credit and finance at the expense of all else; and 3) credit-fueled, consumption-based EMU 

integration in the periphery; and. These three contradictions came together in the wake of the 

2007-2008 US subprime crisis to form an overall crisis of capitalism in the Eurozone, expressed, 

as I suggest, as a crisis of fictitious capital. This dissertation aims to contribute to the ongoing 
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project among critical political economists to de-naturalize and re-politicize money, while 

challenging the hegemony of monetarism within neoliberalism. Second, there has yet to be a 

comprehensive study that examines the EMU, Germany, and the crises in the periphery from a 

holistic, historical materialist analysis.  
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Chapter One 

Introduction  

 

 

 

 

1.1 - Overview of Argument and Contribution of Research 

The 2008 US-led financial meltdown, which led to the deepest recessionary period in 

world history, has revealed the fragility of a global capitalism that has been fueled by, and 

increasingly dependent on, credit-led accumulation1 (Soederberg 2014; on the general topic of 

financialization, see: Lapavitsas 2013; Engelen 2008; Martin et al. 2008).  The global 

consequences of this crisis drove several countries in the so-called periphery2 of the European 

Monetary Union (EMU), most notably Greece, into sovereign debt crises in 2009 and 2010, 

respectively. This in turn triggered a crisis of confidence about the very project of the Euro itself 

as well as the ability of the European Central Bank (ECB) and Germany, the EMU’s largest 

economy, to manage economic shocks to the EMU, whilst facilitating the debt restructuring and 

payment process.  

The two most important institutions involved in managing these crises have been the 

German government (particularly the German Central Bank, or Bundesbank) and the so-called 

                                                           
1 By credit-led accumulation, I refer to the increasing tendency for capitalists to employ the creation and extension 
of credit in order to facilitate expanded accumulation and resolve previous crises. See Soederberg 2014, 27 
2 This term came into use shortly after the onset of the debt crisis in order to distinguish between the deeply-
indebted and relatively-underdeveloped southern European countries and the more-stable north. See Moore, E 
“Bond investors ready to back Eurozone periphery for bigger return,” Financial Times 03/22/16, for an example of 
this usage (see also Featherstone 1998). 
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Troika, which is comprised of the European Commission (EC), the ECB, and International 

Monetary Fund (IMF). As the Eurozone treaties had no established debt restructuring 

framework at the time of the crisis, the Troika and Germany have adhered to the principle of 

‘muddling through’3 with slow policy responses and a fanatical, moralistic conviction that 

indebted states needed to be punished for their profligacy (Irwin 2013, 206). As Neil Irwin 

notes, 

[There] was a time when Greece’s crisis was a relatively inexpensive one for Europe to 

solve; the nation’s economic output was only about 2 percent of the Eurozone as a 

whole. But instead of simply writing a check and guaranteeing Greek finances, the 

message sent from Brussels in the spring of 2010 was that while the nations of the 

Eurozone would stand behind their weaker members, they would do so reluctantly, only 

when they had absolutely no other choice, with huge procedural obstacles, and on a 

scale inadequate to the size of the problem (Irwin 2013, 213) 

 

During this long phase of muddling through the crisis, the social consequences in Greece have 

been dire, leading to years of economic depression. GDP in Greece has fallen by a quarter of its 

2007 peak, and unemployment has hovered around 25%, with youth unemployment sitting at 

50% (Palaiologos 2016). 

Widespread protests in response to deteriorating social and economic conditions has 

also challenged the political legitimacy of governments in the periphery, who are beholden to 

international lenders to implement harsh austerity measures in order to avoid default. Finally, 

the lack of decisive leadership from Germany, the European Parliament (EP), or the ECB, 

                                                           
3 This has been a term used by the financial press to describe the often-unfocused nature of the Troika’s actions, 
see Lienhard (2012). 
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combined with slow-decision making has threatened to undo the very project of European 

monetary integration itself. 

As I demonstrate in Chapter Two, the existing scholarly treatments of the European 

sovereign debt crises, and more broadly, discussions of sovereign debt crises in general, tend to 

be framed primarily as short-term economic analyses. The mainstream of economic treatment 

is represented by new institutional economics. The latter approach is based on the neoclassical 

framework but includes a role for institutions, which comprise ‘the rules of the game’. This view 

understands sovereign debt as a loan to a government, analogous to a loan to a household, 

allowing states to smooth their consumption in order for countries to efficiently maximize their 

intertemporal budget constraint (Eaton 1993). The focus here is how to create the proper 

incentive systems such that developing countries borrow ‘properly’ (i.e. used in such a way to 

boost long-term growth above debt-service costs) in a way that maximizes predictability and 

minimizes losses for creditors (Eaton 1993; Easterly 2002; Caballero and Krishnamurthy 2003). 

This leads into the design of loan conditionalities, as well debt restructuring and forgiveness in 

order to maintain the value of existing debt (i.e. confidence in repayment). These programs are 

largely portrayed as technocratic and neutral efforts to create the correct incentive structures 

for debtor countries to operate within (Easterly 2002; Caballero and Krishnamurthy 2003). 

Analyses following from these theoretical frameworks are highly technical and apolitical and 

thus devoid of any consideration of history, social contextualization, and class-based power4. 

While existing treatments differ in their relative strengths and weaknesses, what they lack is a 

                                                           
4 By power, I mean here the ability of capital to subordinate life to the needs of capital reproduction and 
expansion, as well as power struggles between various individual capitals themselves to divide accumulated capital 
(Clarke 1988, 355) 
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commitment to holistic, diachronic analysis. Instead, approaches focus their attention on either 

dysfunctional institutions in either debtor states (such as Greece), lender states (particularly 

Germany), or the institutional failures of the EMU itself, rather than looking at how all of these 

pieces fit together within the overall global development of capitalism.5  

My research aims to fill the above gap in our knowledge by investigating the root causes 

of sovereign debt crises, relations of power, and main beneficiaries of the policy responses 

though an application of a historical materialist framework in order to understand the ongoing 

crises in the EMU. I elaborate more fully on my understanding of historical materialism in 

Chapter Three; suffice it to say here that my particular understanding of historical materialism 

hinges on three contradictions in capitalism: (1) the tendency towards overaccumulation6, a 

pervasive lack of profitable investments; (2) the tension between fictitious capital7, and the 

productive base, and (3) the contradiction inherent to all capitalist states between their role as 

a national state and as a class state. Simply, and respectively, by these I refer to: a pervasive 

lack of profitable investment sites; an oversupply of credit; and the state’s pull between the 

desire to enhance the general well-being of its citizens while ensuring its own survival as part of 

the broader system of global capitalism. 

In contrast to the dominant position based in new institutional economics that 

sovereign debt crises taking place within the EMU stem from institutional failures within debtor 

states (Chorafas 2009, 2011; Mitsopoulos & Pelagidis 2011; Gibson et al. 2011; Arghyrou & 

Tsoukalas 2011) or the monetary union (Lapavitsas et al. 2012; Young & Semmler 2011; Nelson 

                                                           
5 For a summary and critique of new institutionalist approaches to development, see Bardhan 1989  
6 Briefly, this is a surplus of capital relative to profitable opportunities for that capital (Harvey 2006, 192). This is 
discussed in more depth later. 
7 Capital backed not by any commodity transaction, but which represents a claim on future value 



5 
 

et al. 2010; Lane 2012; Rodrigues & Reis 2012; cf. Overbeek 2012), I argue that these sovereign 

debt crises are actually indicative of a broader crisis of crisis of capitalism within the EMU itself. 

More specifically, I hypothesize that the Greek crisis is the result of an interaction between 

three meso-level contradictions8 that have developed within the EMU region: (1) Germany’s 

postwar accumulation regime, which has produced a deep crisis of overaccumulation; (2) the 

contradictory processes associated with the neoliberal logic of the EMU itself, by which I mean 

the rush to lower barriers to credit and finance at the expense of all else; and (3) credit-fueled, 

consumption-based EMU integration in the periphery, notably Greece; and (3). These three 

contradictions came together in the wake of the 2007-2008 US subprime crisis to form a larger 

crisis of capitalism in the Eurozone expressed, as I suggest, as a crisis of fictitious capital. The 

latter refers to situations where a large number of firms face liquidity problems, or an inability 

to borrow. I unpack these three propositions below. Each of the above meso-level 

contradictions is dealt with individually in the following chapters. 

This dissertation aims to provide two main contributions to the disciplines of political 

science, economics, and development studies, as well as contributing to policy debates about 

the EMU (Lapavitsas et al. 2012; Lane 2012; Overbeek 2012; IMF 2013; ECB 2011) and sovereign 

debt management (Corbridge 1993; Jochnick & Preston 2006; Addison et al. 2004; Barry et al. 

2007; Herman et al. 2010; Aggarwal & Graville 2003). First, it will contribute conceptually to the 

ongoing project among critical political economists to de-naturalize and re-politicize money, 

                                                           
8 By this I refer to an examination of actually-existing regional and national contradictions, rather than a purely 
theoretical analysis of the contradictions of capitalism as provided by Marx 1990, 1991; and Harvey 2006. 
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while challenging the hegemony of monetarism within neoliberalism9. Second, there has yet to 

be a comprehensive study that examines the EMU, Germany, and the crisis in Greece together 

from a historical materialist analysis. I apply a multi-scalar analysis (regional and national) with 

a focus on the state and credit, tracing the historical evolution of the state and credit markets in 

these spaces, thereby making an important empirical contribution to the debates on sovereign 

debt crises and the EMU. 

 

 

1.2 - Core Research Questions 

 This dissertation addresses four research problems. The first research problem to be 

addressed is the theoretical question of how and why sovereign debt crises come about. The 

way I will do this is by studying long-term dynamics of capitalism, so as to challenge existing 

economic and political economy explanations, which only focus on immediate or near-term 

causes for sovereign debt crises. The second, and related, problem to be addressed is the 

empirical question of what caused the Greek debt crisis, and how its political economy 

developed historically to bring them to crises. The third problem is what role the development 

of post-war German capitalism has played in the sovereign debt crises. Finally, there is the 

question of how the institutional structure and policies of the EMU - in particular the capital 

                                                           
9 By neoliberalism, I mean a political ideology, backed by neoclassical economic theory, which ostensibly advocates 
for a self-regulating market. However, neoliberalism also includes an active role for the state in “designing, 
promoting and guaranteeing the free and efficient operation of the market.” (Cerny 2008, 1) Peck and Tickell 
(2002) highlight a useful distinction between the ‘roll back’ neoliberalism of the 1980s and the ‘roll-out’ 
neoliberalism from 1990-present. Through this shift, “the agenda has gradually moved from one preoccupied with  
the destruction and discreditation of Keynesian-welfarist and social-collectivist institutions (broadly defined) to 
one focused on the purposeful construction and consolidation of neoliberalized state forms, modes of governance 
and regulatory relations.” (Peck and Tickell 2002, 384) 
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mobility, limitations on fiscal policy (via the SGP), and pooled monetary policy (via the ECB) - 

have contributed to the crises, and whether or not these crises are best understood as singular 

events, or as representative of a broader crisis of capitalism within the EMU.  

 I suggest that the manner in which these questions have been understood in the 

literature thus far has been hampered by two key explanatory weaknesses, one theoretical and 

one empirical. The first is the inability to grasp the fundamental and historically unfolding 

contradictions of capital accumulation, which are inscribed within sovereign debt. Briefly, these 

are as follows: 1) the tendency, inherent to capitalism, towards overaccumulation; 2) the 

contradiction between fictitious capital and the productive base, which itself derives from the 

contradiction between money as both measure of value and medium of circulation (Harvey 

2006, Ch. 9 & 10); and, 3) the contradiction between the state as a national state and a class 

state (Clarke 1988, de Brunhof 1978). As I discuss in Chapter Three, mainstream approaches to 

credit and money tend to focus solely on the realms of exchange, excluding production. As 

Soederberg (2014, 29) argues, we should not assume “credit ‘just is,’ but instead should try to 

grasp its very existence as a social construct in the context of capitalist society. This is necessary 

to understand that the relations of power underpinning credit cannot be separated from the 

wider dynamics of capital accumulation, which includes both consumption (exchange) and 

production.”  

The empirical weakness in current approaches to the debt crises in Greece is the 

unwillingness to pursue a holistic understanding that takes into account crisis-hit states, 

Germany, and the structure of the EMU, instead preferring only to focus on one of these sites 

of investigation (for specific examples, see Chapters Two and the Introductions of Chapters 
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Four through Chapter Six).  However, such a short-term and reductionist understanding is 

unsuitable for making sense of the EMU. Rather than individual debt crises in profligate states, 

these crises are actually part of a larger crisis of the Eurozone itself, driven by long-term, 

political and economic dynamics in member states. Challenging this particular interpretation 

does not only have scholarly relevance, but policy importance as well, as crisis-fighting 

measures informed by this misunderstanding have the potential to lead to the breakup of the 

Eurozone itself. This dissertation attempts to overcome these two weaknesses by using a 

theoretical framework that grasps the relationship between consumption, production, and 

credit in the empirical context of the development of the EMU. 

 

 

1.3 - Thesis Restated  

As I mentioned above, the overarching thesis is that these so-called sovereign debt 

crises are actually a broader crisis of fictitious capital in the EMU itself. More specifically, I 

hypothesize that this crises is the result of an interaction between three meso-level 

contradictions that have developed within the EMU region: 1) Germany’s postwar accumulation 

regime, which has assisted in producing overaccumulation; 2) the contradictory neoliberal logic 

of the EMU itself; and  3) Credit-fuelled, consumption-based EMU integration in the periphery, 

particularly Greece. These three contradictions came together in the wake of the 2007-2008 US 

subprime crisis to form an overall crisis of capitalism in the Eurozone, expressed as a crisis of 

fictitious capital. By meso-level contradictions, I refer to the attempt to walk a balance in 
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between examining systemic contradictions, and focusing on specific failings. In other words, I 

attempt to trace how systemic contradictions unfold in given spaces and over specific times. 

 

 

 1.3.1 - Overaccumulation in Germany and Neoliberal Responses 

 The first sub-hypothesis to be advanced, and discussed in Chapter Four, is that capital 

accumulation in German has been experiencing a crisis of overaccumulation since the 1970s, 

which became particularly acute during the so-called Eurosclerosis period of the 1990s10. 

However, the balance of social forces during the creation of the EMU led to an institutional 

apparatus which was only partially successful in remedying the so-called ‘sclerotic’ German 

economy (Streeck 2009). Furthermore, as the EMU was credit-driven, it could only displace 

(rather than resolve) the crisis spatially and temporally, where it interacted with the other two 

contradictions to form an EMU-wide crisis of fictitious capital. 

 This hypothesis will be pursued by applying David Harvey’s manifestations of 

overaccumulation to the Germany political economy from 1974 to 201311. I justify my temporal 

focus below. While the general response to overaccumulation is devaluation, the structural 

power of the German institutional apparatus within the overall EMU institutional apparatus 

was able to imperfectly displace this crisis both spatially and temporally via the credit system 

within the EMU. Germany has still had to pursue liberalization of its credit system, its welfare 

state, and its institutional organization of labour (Streeck 2009; Deeming et al. 2011; Busch-

                                                           
10 This term was coined to describe European countries experiencing slow growth and high unemployment at a 
time when the United States was booming. When used to describe Germany specifically, it implies that rigid labour 
markets and overly generous unemployment benefits were the cause of this slow period of growth (Ganßmann 
2000). 
11 See chapter Three 
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Geertsema 2004; Eick 2011; Fleckenstein 2012; Hohmeyer & Wolff 2012; Seeleib-Kaiser 2002). 

However, this occurred in tandem with EMU integration, which exported these policies to the 

rest of the Eurozone.    

 

 

1.3.2 - Contradictions in the EMU and Neoliberal Integration 

 Chapter Five discusses these crises within the context of European integration. The EMU 

plays a two-fold role here, affecting both the spatial and temporal displacement of crises12. 

First, it has served as a vehicle, which has made the credit system the primary channel with 

which to deal with crises. The thesis pursued here is that the EMU is driven largely by a 

neoliberal logic13; albeit one that has been implemented in a contradictory, uneven and 

incomplete fashion owing to the tension between the self-interest of (national) state 

institutional apparatuses, and that of the regional institutional apparatus of the EMU as a 

whole. This fragmented implementation created the conditions leading to a crisis of capitalism 

that clearly revealed the structural imperatives of a capital and the discipline of credit markets. 

This crisis has been used as a lever to further consolidate the neoliberal project at the heart of 

the EMU, by drawing on the disciplinary aspects of the global credit system. 

 Second, the EMU demonstrates the spatial dimension of crisis by re-organizing the 

distribution of production and consumption within the Eurozone. Production was de-

                                                           
12 Spatial displacement refers to shifting crises geographically in space, while temporal displacement means 
pushing back crises into the future. See Harvey (2003). 
13 By this I mean a logic that understands markets as delivering the best outcomes, but that they may sometimes 
produce undesirable outcomes owing to poor incentive structures. The response to undesirable outcomes then is 
to enact market-enhancing reforms such as privatizations, liberalization while also correcting skewed incentive 
structures (see Cerny 2008; Gill 1995; Peck & Tickell 2002; Peck 2010) 
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emphasized in the periphery, and its place was taken by money-capital and consumption, 

facilitated by the EMU’s institutional reforms, which liberalized the credit system. This 

displacement took the form of an asset bubble in the periphery when banks drastically 

increased their lending to both households and firms. Similarly, when the crisis hit the EMU, the 

structural power of the German institutional apparatus was able to displace nearly the whole 

cost of adjustment onto peripheral states with a high degree of internal devaluation relative to 

upward socialization and asset devaluation. 

 Tying together the preceding two arguments, I argue that the EMU has served to export 

these contradictions to a regional level. Overaccumulation of German capital went hand-in-

hand with the development of a credit-focused EMU, which focused on the removal of barriers 

to capital, particularly finance capital, emphasized banking and financial integration over all 

else. This had the side effect of compensating for inequality in living standards between the 

European core and periphery through credit-fuelled consumption.  

 The prevailing discourse surrounding this integration was that of Eurosclerosis, arguing 

that these changes were necessary to restore stagnant European economies to international 

competitiveness (in particular, relative to the United States) through the development of 

integrated financial markets (Bruff 2010, 618). The twin push of monetary union and financial 

integration was designed to promote cross-border trade, investment, and ownership, through 

the reduction of transaction costs associated with differing regulatory structures and other 

barriers to the free movement of capital (van Apeldoorn and Horn 2007, 225-226; See also 

Overbeek 2012). 
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 The broad contour of the argument becomes thus: Germany and Greece each possessed 

their own contradictory institutional apparatuses in the mid-1970s. Germany’s was based on its 

continued reliance on a developing-world style, export-oriented political economy, which 

produced increasing severe overaccumulation from the mid-1970s to the end of the 1990s. In 

Greece, the institutional apparatuses were reactions to right-wing military juntas, and were 

thus concerned with constructing some form of a welfare state, with heavy state intervention, 

to shore up political support. Beginning in the 1990s, Germany went through a period of change 

in its state institutions, taking strong steps towards liberalization of its credit system, welfare 

state, and industrial policy. Owing to the prevailing neoliberal ideals that emphasized the credit 

system, the EMU was constructed on the basis of credit and bank-led integration, hoping that 

the other aspects of integration would follow. Greece rapidly liberalized its credit systems, but 

aside from this the overall institutional apparatus and balance of social forces remained largely 

unchanged. This led to a domestic credit bubble, banks were now able to easily offer cheap 

credit, and households were eager to ‘catch up’ to the living standards of the EMU core (see 

Chapter Six) However, the 2008 subprime crisis popped this bubble when global credit markets 

froze. Germany and Greece responded with upward socialization by bailing out domestic banks, 

yet the subprime crisis also caused a deteriorating fiscal position of states, owing to decreased 

tax revenue and increased spending on automatic stabilizers. While Germany was able to pass 

through largely unscathed, this combination triggered a crisis of sovereign debt in Greece, and 

later other states in the periphery. The response to this has heavily leaned towards internal 

devaluation (austerity measures) relative to upward socialization (the troika rescue packages) 

and asset devaluation (the Greek PSI), the reasons for which will be discussed in Chapter Six. 
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1.3.3 - Credit Expansion in Greece 

The sub-thesis pursued in Chapter Six is that a key, and hitherto unexplored, dimension 

of the crisis is the rapid expansion of the domestic credit system, which was used for 

consumption purposes during the 1990s and 2000s, facilitated by bank liberalization associated 

with ascension to the EMU. This allowed banks in Greece to greatly expand lending both at 

home and abroad. However, the configuration of social forces and institutional apparatus has 

remained largely unchanged since the fall of each state’s respective junta in 1974. The 

expansion of domestic credit allowed fundamental contradictions in the social relations of 

production within Greece to be hidden, displaced into the future, and exported to the level of 

the EMU, but failed to resolve them.  

In this context, I argue that the crisis has served as an opportunity to impose a radical 

restructuring of the Greek capitalist system aimed at reconfiguring the balance of social forces 

and expanding the scope of the processes of accumulation. This can be understood as one of 

the three responses to a crisis of fictitious capital: (1) internal devaluation (i.e. austerity policies 

which include privatization and de-regulation) aimed at restoring balanced accumulation, (2) 

asset devaluation, or (3) upward socialization (for example, through the issue of Eurobonds or 

more aggressive ECB intervention such as the direct financing of Greek bonds). However, the 

success of this project is far from guaranteed, so far the austerity project pursued by the troika 

has failed to fully replace the old balance of social forces, and Greece has remained mired in 

recession since the onset of crisis. 
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1.4 - Methodology  

 The methodology grounding this research project is a qualitative analysis grounded in a 

comparative political economy study of a small European state, Greece - whose sovereign debt 

sparked the beginning of the European sovereign debt crisis - the largest economy in the 

Eurozone, Germany, as well as the EMU. As elaborated in the theoretical framework, the focus 

of my historical materialist analysis of the sovereign debt crises includes national level analyses 

of Germany and Greece as well as a regional focus on the policies formulated by the European 

Central Bank and Eurozone leadership. The overarching goal is to analyze state regulation of 

money and labour by studying the comparative historical development of the credit and 

banking systems in each of the cases within the context of European monetary integration. In 

the three country cases, I intend to focus on Central Bank policies (i.e., monetary policy and 

monetarist dominated policy formation), and the overall process of liberalization. However, 

since monetary policy cannot be understood in isolation, I attempt to contextualize this policy 

focus by providing a backdrop regarding the state of the economy (i.e. dominant sectors, 

imports/exports) and the regulation of labour through the welfare state. At the regional level, I 

focus on the social processes and effects of European monetary integration. I also investigate 

the crisis-fighting measures deployed by the Troika, and their implementation by national and 

regional bodies. The focus is on major turning points and ruptures in the prevailing balance of 

social forces. For instance, the Hartz IV reforms in Germany, which transformed the German 

system of social protection, moving away from a corporatist-conservative welfare regime, 

aimed at preserving social status, towards one inspired by Anglo-Saxon liberal welfare regime 

(Busch-Geertsema 2004, 306) 
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 1.4.1 - Justification of Case Selection 

 First, Greece is a small state14 on the so-called ‘periphery’ of the EMU (i.e. states that 

entered the EMU with lower levels of GDP per capita and institutional development, relative to 

core states such as Germany, France, and the Netherlands) that was the first country to face 

severe debt-servicing issues. Second, it was ruled by a right-wing military dictatorship during 

the 1970s, emerging as a liberal democracies in the immediate aftermath of the collapse of the 

Bretton Woods regime and the onset of the long overaccumulation crisis. At the same time, 

conducting comparative research on a focused selection of two countries (and one regional 

body) will allow me to investigate the significance of the geographical and historical differences 

in the political economies of each, as well as shared characteristics given that they are all part 

of the same world market. The start date of 1974 was chosen as it was the year when the 

military dictatorship in Greece collapsed and the late 1970s also marked the last major crisis of 

capitalism, and it is hypothesized that the way countries adapted to this crisis in the context of 

a collapsed dictatorship will be an important factor in their respective crises. The end date of 

2013 was chosen due both to the ongoing nature of the debt crises, but acknowledges the 

necessity to set an end date for research. 

The other European countries which have experienced recent crises - Italy, Spain, and 

Ireland - have been excluded owing to the fact that their contribution to the dissertation is 

likely to be minimal, and due to time and space constraints. First, these three states have not 

experienced crises of the same magnitude as Greece. Second, the political economies of these 

states, and the nature of their crises, are quite different than the two under question. Italy was 

                                                           
14 Greece accounted for 2.5% of the Eurozone’s GDP in 2010, with Portugal accounting for 1.9% (Source: Eurostat) 
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omitted, despite a dysfunctional political system similar to that of Greece, as it remains a much 

stronger economy than the three cases chosen owing to the large number of major 

international firms operating within the country. Ireland, on the other hand, is more developed 

than the other countries under consideration, and its bubble was the result of a massive 

financial sector aimed at attracting major MNCs via a permissive tax system, which none of the 

countries under consideration possessed, making its domestic crisis qualitatively different. 

Similarly, Spain’s crisis was based on a bubble in the housing sector, whereas in Greece the 

crises was the result of debt-fueled consumption following liberalization of their credit systems 

for EMU ascension. Portugal was not selected as a case as, while it shared several 

characteristics of the Greek political-economy, the crises in Portugal was not as severe as 

Greece’s. Similarly, Greece both marked the start of the European sovereign debt crises, and 

has remained the primary focal point since 2009, making it the crucial case to study in the 

periphery. 

Debt crises in countries outside Europe have also been excluded due to their perceived 

small contribution relative to time constraints. First, the preceding wave of debt crises in the 

1980s has attracted a great deal of scholarly attention, and so the ability of this research 

project to make a contribution to this debate would be seriously limited. Secondly, other debt 

crises occurred in a much different international environment than that of the present 

moment. In particular, the impact of the US subprime crisis and the internal structures of the 

EMU make comparisons with other debt crises problematic. Finally, focusing on European 

states in crises allows me to produce work that is relevant to both scholarly and policy circles, 
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as understanding the nuances of these crises is a critical question of the moment, and the crisis 

of the Eurozone is unlikely to disappear soon. 

Germany was selected for its theoretical importance vis-à-vis the crisis of 

overaccumulation, as explained in Chapter One. Germany is also important owing to its role as 

the largest economy within the EMU, as a major player in the design of the EMU, as well as 

exerting a strong influence on policy. Germany has also been incredibly important following the 

onset of crisis, as Chancellor Merkel’s hard-line anti-bailout stance is perceived to be 

responsible for the importance placed on internal devaluation within the periphery15.  

A regional focus is included due to the necessity to situate analyses of nation-level social 

forces within the broader constellation of the regional social relations. As such, investigating 

the social processes of monetary integration is key to understanding national social processes. 

Finally, it is imperative to study the crisis-fighting actions of the Troika, in order to unpack the 

regional social forces which shaped its chosen policies. In particular, it helps us to understand if 

the three responses to crises of fictitious capital are present in the Troika’s responses, their 

relative importance in the policy mix, and why such a mix was chosen. 

 

 

1.4.2 - Data Collection 

The data collection for this project involves qualitative data, drawn from a mix of 

primary and secondary sources, as well as quantitative data. Data is provided online by national 

                                                           
15 This of course stands in contrast to the US response, which has prioritized upward socialization via the Troubled 
Asset Relief Program (TARP) and Qualitative Easing (QE), which ‘bailed out’ banks by purchasing bad debt and 
purchased securities to banks to drive down yields, respectively (see Irwin 2013)   
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and regional central banks, domestic statistical agencies, or International Financial Institutions 

(IFIs) such as the IMF, World Bank, or Organization for Economic Cooperation and Development 

(OECD). The overarching methodological goal is to analyze state regulation of money and 

labour by studying the comparative historical development of the credit and banking systems in 

each of the three countries within the context of European monetary integration. In the three 

country cases, I intend to focus on Central Bank policies (i.e., monetary policy and monetarist 

dominated policy formation), and the overall process of credit liberalization and welfare state 

reform using both quantitative and qualitative data.  

Quantitative data is obtained on credit-market data, such as the amount of credit 

provided to different sectors, debt-to-GDP levels over time, savings rates, real wages, and 

international bank claims both on and from other countries. Data is also accessed from national 

statistical offices on sectoral indicators such as capital formation, retail turnover, as well as the 

composition and destination of exports and imports. This data is graphed and interpreted by 

generating trend lines and looking for major changes. However, since monetary policy cannot 

be understood in isolation, I attempt to contextualize this policy focus by providing a backdrop 

regarding the state of the economy and the regulation of labour through the welfare state 

using qualitative data. At the regional level, I focus on the social processes and effects of 

European monetary integration. I also investigate the austerity measures deployed by the 

Troika, and their implementation by national and regional bodies. 
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1.5 - Structure of the Dissertation 

In this dissertation, I argue that the European sovereign debt crisis is best understood 

theoretically with regard to three fundamental contradictions within capitalist accumulation. 

These are: (1) the tendency towards overaccumulation; (2) the tension between fictitious 

capital, and the productive base, and (3) the contradiction inherent to all capitalist states 

between their role as a national state and as a class state. I do so by examining Germany, the 

EMU, and Greece. More specifically, I argue this has been expressed as: (1) Germany’s postwar 

accumulation regime, which has produced a deep crisis of overaccumulation; (2) the 

contradictory processes associated with the neoliberal logic of the EMU itself, by which I mean 

the rush to lower barriers to credit and finance at the expense of all else; and (3) credit-fueled, 

consumption-based EMU integration in the periphery, notably Greece.  

Chapter Two reviews the literature on sovereign debt crises in general, the European 

sovereign debt crisis, and theoretical perspectives on debt. I begin by using Stuart Corbridge’s 

(1993) typology of sovereign-debt theories: system-stability, system-instability, and system-

corrections. While this framework was developed for the 1980s developing-world debt crises, it 

provides a useful typology to understand dominant narratives about sovereign debt, as well to 

trace changing narratives as crises unfold. System-stability perspectives are grounded in 

neoclassical economics, focusing on rational borrowing by states; a sovereign debt crisis is then 

an example of irrational borrowing, meaning that the debtor state is to blame for its own woes, 

and needs to be restructured. While these narratives appear at the onset of crisis, they are 

challenged by system-instability perspectives, which place emphasis on the role of lender states 

with current-account surpluses, such as the US or Germany in facilitating borrowing. Finally, 
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both narratives tend to be supplanted by system-corrections perspectives, which are grounded 

in a neoliberal pragmatism that emphasizes surveillance failures, while highlighting the need for 

debt restructuring alongside milder restructuring in order to prevent de-linking and the spread 

of crisis. 

Chapter Three develops the theoretical framework that is employed in the dissertation. I 

focus on three contradictions within capitalism: (1) the tendency towards overaccumulation; (2) 

the contradiction between fictitious capital and the productive base; and (3) the contradiction 

between the state as national state and capitalist state. I do so by elaborating first the tendency 

towards overaccumulation, or the absence of profitable opportunities to employ capital, which 

appears because the more capitalists produce goods profitably (through keeping labour costs 

low), the harder it is to realize the values in those goods because demand has been 

undermined. I then argue that this crisis of overaccumulation can be displaced spatially, 

temporally, or through devaluation. Next, the role of the credit system as a particularly 

important site to respond to crises of overaccumulation, is discussed. The credit system can be 

used to suspend and displace overaccumulation both spatially and temporally but also can 

generate its own crisis in turn since fictitious capital, by which I mean claims on future value 

created through the credit system, is also contradictory and crisis-prone if credit is oversupplied 

relative to productive activity. I then discuss the ways in which crises of fictitious capital can be 

responded to, through upward socialization (i.e. a state or central bank purchasing bad assets 

from banks), asset devaluation (write-downs such as the Brady Plan or the Greek PSI), or 

internal devaluation (austerity, meaning lowering labour costs, privatizations, and a decrease in 

state spending). 
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Chapter Four examines the post-1970s economic development of Germany within in the 

context of das Modell Deutschland. I argue that Germany has been suffering from a long crisis 

of overaccumulation, paradoxically as a result of its postwar economic success. I apply Harvey’s 

forms of overaccumulation to the case of Germany, and argue that Germany’s conservative 

welfare state, credit-aversion, and bank-dominated financial system served as barriers to 

resolving overaccumulation. In turn, these were addressed through spatial and temporal 

displacement that relaxed labour protection, expanded German manufacturing eastward to the 

post-Soviet states, and expanded the German financial system internationally. 

Chapter Five then traces the development of the European Monetary Union (EMU). 

Here I argue that the EMU has pursued a credit-led integration strategy aimed at making the 

EMU the cheapest and easiest place to do business by emulating the supremacy of American 

finance. I argue that this served as a form of new constitutionalism (Gill 1995) that embedded 

disciplinary, roll-out neoliberalism (Peck & Tickell 2002) across Europe. In particular, the focus 

on capital market liberalization meant that peripheral states such as Greece had to liberalize 

their banking systems in order to join the Eurozone. This played into Germany’s financial 

response to its crisis of overaccumulation, and led to a massive expansion in the mass of credit 

in the periphery, and contributed to the growth in current-account imbalances in Europe. 

Chapter Six focuses on the case of Greece, which has served as ground-zero for the 

European sovereign debt crisis, and has been its main reference point since 2009. I briefly 

examine the political economy of Greece following the fall of the military junta and argue that 

Greece has developed an outwardly focused economy reliant on external funds and 

government benefits distributed unevenly through protected public-sector jobs. I focus largely 
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on the expansion of Greece’s domestic credit system, going from heavy state involvement in 

the 1980s, through fully liberalized by the time it joined the Eurozone. This led not just to a 

massive expansion in the issuance of domestic credit, largely used for consumption, but also 

the brief development of Greece as a regional banking power. I then argue that Greece’s 

private sector borrowing, combined with the global recessionary effects following the US 

subprime crisis pushed Greece into a sovereign debt crisis. I then apply the three responses to 

crises of fictitious capital developed in Chapter Three: (1) upward socialization, (2) asset 

devaluation, and (3) internal devaluation, represented respectively by the loans granted by the 

Eurozone, the Greek PSI deal, and the imposition of austerity measures. 

Chapter Seven concludes by summing up and restating the arguments. I also reflect on 

the prospects for the future of the Eurozone as a political project, and the future for Greece 

under the rule of the left-wing and nominally anti-austerity SYRIZA party. 
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Chapter Two 

Literature Review 

 

 

 

 

2.1 - Introduction 

Drawing on a typology developed by Corbridge (1993) to analyze responses to the 1980s 

debt crises, treatments of sovereign debt can be usefully grouped into three approaches. We 

can apply this typology to the literature on the ongoing European sovereign debt crises in order 

to draw out their analytical weaknesses, both then and now. It should be noted that not all 

authors work exclusively within only one of these approaches, sometimes drawing on 

arguments from two. However, for the purposes of drawing out analytical weaknesses, this 

typology presents a useful starting point. In this chapter, I argue that while all of these 

approaches have generated useful insights about the crises, what they all lack is the type of 

holistic, historical analysis which is necessary for understanding the inherent dynamics of 

capital accumulation, which is contradictory and crisis prone (Harvey, 1999).  

Although Corbridge developed his typology with regards to the 1980s developing-world 

debt crises, it remains a useful analytical lens for examining the types of narratives developed 

when a sovereign debt crisis occurs. System-stability perspectives, grounded in neoclassical 

theories of debt and rational borrowing, are often the first narratives deployed. Here the 

emphasis is on the profligacy or irrationality of debtor states, who have brought the crisis on 
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themselves and require austerity to be imposed upon them to re-instate economic rationality. 

However, these approaches are often challenged by system-instability perspectives, which 

focus on the role of the surplus lender states, such as the US and Germany, who facilitated the 

run-up in debt due to their need to recycle surpluses abroad through the global financial 

system. Finally, the narrative settles into a system-corrections perspective, which is grounded in 

neoliberal pragmatism. Here, there is no denying the concerns of either system-stability or 

corrections perspectives, but rather an emphasis on a failure of surveillance and the need to 

implement pragmatic solutions that prevent debtor states from defaulting, while still carrying 

out austerity reforms. I then briefly discuss heterodox and critical perspectives on sovereign 

debt, in particular I criticize the recent use of the term “financialization,” preferring the term 

“credit-led accumulation” (cf. Soederberg, 2014; Christophers, 2015).  

 

 

2.2 - System-Stability Perspectives 

The first, ‘system-stability perspectives,’ are grounded in neoclassical economic theories 

of debt, where both borrowers and lenders are viewed as rational actors, by which is meant 

that they act in such a fashion as to maximize their long-term benefit. In terms of sovereign 

debt, this means that borrowing is rational so long as the return on the investments made with 

this borrowing exceeds the rate of interest paid on the loan (Barro 1979, 940). For example, 

investments made in industry or infrastructure would be considered rational (so long as they 

‘paid off’ in the future), while using debt to fund increased social spending in order to placate 

citizenry, or to delay governmental reforms would be irrational. Lenders then need to ensure 
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that the cost of the loan (i.e. the interest rate) balances the risk that a borrower will spend the 

money irrationally, or decide to default altogether.  

While borrowing for investment is seemingly more important for the purpose of 

development, neoclassical literature tends to focus on “smoothing loans.” Cohen et al. (2008) in 

an OECD working paper argue that developing countries, in particular those dependent on 

commodity exports, borrow in order to smooth the effects of volatile commodity price shocks. 

Credit, in other words, becomes a method to separate consumption and production spatially 

and temporally, allowing countries to efficiently maximize their intertemporal budget 

constraint (Eaton 1993). Lenders also attempt to efficiently maximize their expected payoffs, 

and “to realize a collective positive return on their loans, foreign creditors cannot allow the 

discounted value of debt in the infinite future to be positive.” (Eaton 1993, 141) This leads to 

the design of loan conditionalities, as well debt restructuring and forgiveness in order to 

maintain the value of existing debt (i.e. confidence in repayment). These programs are 

portrayed as technocratic and neutral efforts to create the correct incentive structures for 

debtor countries to operate within (Easterly 2002; Caballero and Krishnamurthy 2003). Only 

neoclassical economics could depoliticize what is in fact a highly political process aimed at 

creating a homogenization of capitalist states. 

During crises, sovereign debt naturally accumulates as governments maintain (and 

usually increase) spending even while their revenues decline (Reinhart and Rogoff 2010, 3). In 

such situations, there can be a decline in investor confidence in the borrowing sovereign’s 

ability to service their debt (Grossman and Van Huyck 1988, 1088). Sustainability becomes a 

particular concern both during and following macroeconomic crises due the aforementioned 
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accumulation of debts and pessimistic or safety-seeking behavior by financial actors.  Alfonso 

(2005) extends Ricardian equivalence to determine that the sustainability of public debt is 

challenged when government revenues are perceived as not enough to finance the issue of 

new debt.  A sustainable sovereign debt then is one that grows faster, in real terms, than the 

real rate of interest (Alfonso 2005, 5).  In essence, the government is restricted by its present-

value budget constraint and so future tax collection must be enough to cover both the present 

value of government borrowing and debt service (Alfonso 2005, 16).  However, this analysis 

fails to problematize the nature of this perception, and how it could reflect the exercise of 

power by ratings agencies or lenders, a power which stems from the nature of money as a 

social relation. 

Neoclassical theories are also problematic in part due to their ahistorical nature.  

Altvater (1993) demonstrates that many sovereign debts are not repaid, and sovereign debt 

repayment in itself is highly political.  Sovereign debts rarely involve full payoff, but repudiation, 

restructuring, or write-offs in a way mediated by the historical political-economic conditions 

(for example, the recent Latin American debt crises; see Soederberg 2005).  Contract 

enforcement takes a much different meaning at the level of states, a point also noted by 

Helleiner (2008b), Strange (1998) and Soederberg (2005) in their examinations of the lack of a 

formal sovereign debt restructuring mechanism.  This is a serious blow to theories of debt 

based on Ricardian equivalence.  Implicit in many of these accounts is the existence of a 

sovereign debt equilibrium.  This becomes problematic when combined with Ricardian 

equivalence, which implies that the sum of sovereign surpluses minus deficits must approach 

zero over the long term.  Debt is treated as a claim on future wealth, yet often simultaneously 
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as a commodity itself, which can be valued, traded, and generates a return through interest 

payments.  This ignores the fact that sovereign debt cannot be a commodity itself, since it 

instead it is a form of fictitious capital, representing a claim on future wealth (Harvey 2006). 

Finally, the political character of interest rates, exchange rates, bond ratings and risk pricing (in 

the case of Greece, through credit default swaps) is hidden behind the veil of the efficient 

market hypothesis of many neoclassical economic theories and their influence on policymaking.  

This obscures the socio-political nature of money and credit and the power relations inherent in 

debt relationships (Soederberg 2005).  These shortcomings reflect the inability of neoliberal 

theory to conceive of money, and by extension credit and debt, as a social relation. 

Neoliberal theories also ignore the dual character of the credit-debt relation; they 

ignore structural conditions, which make necessary not only the incurrence of debt, but also 

the extension of credit itself. A focus on debtor countries further serves to obscure and displace 

contradictions of capitalism, the most fundamental of which for our purposes is that of the 

overaccumulation of capital. With overaccumulation, “surplus capital lies idle with no profitable 

outlets in sight” (Soederberg 2005, 931), and new outlets for the reproduction and expansion of 

capital must be located and opened to investment, by force if necessary (Soederberg 2005, 931; 

Holloway 1994, 134; Clarke 2001, 13).  The extension of credit then becomes a structural 

necessity for the capitalist class, rendering the need to prevent debtors from de-linking from 

global credit systems even more acute (Soederberg 2005). This further displaces the 

contradiction of overaccumulation, since repayment presupposes that a debtor eventually 

generates its own surplus, exacerbating future overaccumulation. This contradiction is 

additionally obscured in mainstream models since “even an accumulation of debts — in the 
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form of intricately packaged financial instruments — can appear as an accumulation of capital.” 

(Nesvetailova 2005, 402) These models also suggest that sovereign debts can always be 

positive, so long as they do not grow at a rate exceeding the interest rate (Eaton 1993, 141). 

This challenges the aforementioned orthodoxy that describes countries as moving from a 

debtor stage to a creditor stage (stages which evoke the discredited modernization theory). 

Because credit implies a corresponding debt, the entire world cannot simultaneously be 

creditors.  

Heavily emphasized in these approaches are the neutrality of market relationships and 

the assumption of Ricardian equivalence --- that a debt is a simple tax increase (or spending 

cutback) in the future (Barro 1979). In other words, indebted states are to be blamed for 

mismanaging a run-up in debt and, when they can no longer borrow, need to increase taxes 

and/or cut current spending in order to regain the confidence of international lending markets. 

As many critical scholars writing on the 1980s developing-world debt crises have noted, 

blaming the debtor is the first argument pursued by the media and economic elites. Crisis-hit 

countries are accused by economists in powerful states and international development 

organizations of waste and inefficiency, poor fiscal and trade policy, and mismanagement of 

capital flows (Corbridge 1993, 113-114; see also Easterly 2002, Wade & Veneroso 1998). Policy 

prescriptions following from these analyses consist of loan rescheduling and austerity in order 

to ensure that debtor states can pay off their existing debts while still maintaining access to 

international financial markets. With loan rescheduling, the repayment period is extended and 

debtors are allowed to continue borrowing (often via official or public channels, rather than 

private) to service their old debts. This perpetuates the fiction that indebted states are not 
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insolvent, just facing a temporary liquidity problem16. Indebted states in the early phases of the 

1980s crises were forced to implement austerity policies in order to receive rescheduled loans. 

Austerity, usually imposed as a precondition for loan rescheduling, is a general name for a 

policy package meaning some combination of cutting spending, increasing taxes, liberalizing the 

financial sector, and maintaining a tight monetary policy in order to control inflation (Roodman 

2006). The outcome in the 1980s was quite the same as it has been in the European periphery 

today, namely a collapse in private investment, deterioration in infrastructure, falling growth, 

and soaring unemployment. 

Specifics of my argument will be provided in Chapters Six, but the broad contours of the 

approaches that fall in the system-stability perspective are that peripheral states are to blame 

for their own problems, owing to patrimonial political systems, out of control government 

spending, inefficient economies, as well as uncompetitive labour - by which is usually meant 

too high wage levels and rigid labour markets. After joining the EMU, private investors in the 

core countries poured money into the periphery, believing that reforms would be carried out in 

order to fix the political economies of the periphery and that the European Union as a whole 

would take responsibility for any potential problems. German economist Hans-Werner Sinn has 

claimed that capital outflows to peripheral states such as Greece “deprived Germany of 

necessary investments and led to the lowest growth rates-second only to Italy-between 1995 

and 2005” (Young and Semmler 2011). Peripheral countries experienced a demand-driven 

boom, with an associated current account deficit, financed by cheap core-provided credit, but 

                                                           
16 By illiquid, I mean a situation where a state or firm has the resources to repay its loans, it just does not have 
them in the form of money. Insolvent means that the state or firm lacks the resources to repay the loan (see Klein 
2014) 
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failed to tackle these underlying political and economic issues, which hindered their global 

competitiveness. In short, according to these narratives, crises-hit states have abused the 

privilege17 of EMU membership and deserve to be punished for their profligacy in order to be 

put back on track and discourage other member states from following suit. 

In terms of the recent responses to the European sovereign debt crises, particularly in 

Greece, blame has been placed on two areas within debt-laden states. The first is the lack of 

political will to cut back popular social policy entitlements that make up their modern welfare 

states, and the second is a too-large bureaucracy. Both of these are said to have been ignored 

over the period from EMU integration until the crisis hit, owing to the drop in borrowing costs 

for peripheral states. However, many authors here lay contradictory blame on the insufficient 

regulation of credit, which prevented financial markets from operating according to the 

neoclassical ideal (Chorafas 2009, 2011; Mitsopoulos & Pelagidis 2011; Gibson et al. 2011; 

Arghyrou & Tsoukalas 2011; Featherstone 2011). 

In these debates, the politics of debt is simply limited to an indebted state’s internal 

structure, such as how the burdens of tax increases and austerity are to be distributed, as well 

as how to reform the problem state to bring it in line with the neoliberal ideal of a ‘rational’ 

bureaucracy which facilitates smoothly-functioning and competitive markets. This perspective 

misses the fact that every loan is a two-sided operation, with both lender and borrower. In 

turn, this obscures any imbalances of power between lender and borrower, with the mandatory 

reforms imposed on debtor states assumed to be unambiguously positive and class-neutral. 

                                                           
17 These privileges purported to be given to less-developed states in return for joing the Eurozone are: boosts to 
exports thanks to the elimination of exchange-rate risks, structural adjustment funds (such as from the Common 
Agricultural Policy), easier access to international credit markets for domestic banks and firms, and increased 
tourism thanks to the common currency and freedom of movement (see Feldstein 2006) 
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Furthermore, this approach fails to query how these contradictory institutional apparatuses 

come about historically. The result of taking simply a synchronic snapshot at the time of crisis is 

an inability to understand the diachronic interplay of social forces that either support or oppose 

various aspects of austerity measures and privatizations by dramatically underestimating the 

relative fixity and entrenchment of social structures. This approach presumes that crises can be 

‘solved’ given the implementation of a correct policy package, failing to understand that crises 

can only be displaced temporally and spatially18.  

Most importantly, these approaches cannot grasp that the state itself embodies a 

fundamental contradiction within capitalism. Put briefly, the state, which I treat as a historical 

social relation of capitalism, is split between its putative role as a national state, to act in the 

general interest of its citizens, and its actual existence as a capitalist state that necessarily 

needs to maintain the conditions for ever-expanding accumulation of capital, as well as 

facilitating the reproduction and subordination of the labour force, to ensure its continued 

existence, even if this runs contrary to its stated goals as a national state (Clarke 1988; de 

Brunhoff 1978). 

Furthermore, this line of analysis leads to problematic policy implications, namely that 

the severe austerity measures risk causing a borrower default19, or producing an increasingly 

severe economic and social collapse within the debtor state. This is why, although generally 

turned to as a first resort, system stability theories, and their policy implications, are generally 

                                                           
18 Briefly, this refers to how unprofitable surpluses of capital can find profitable outlets through displacing them 
into the future, for example by investing in long-term capital projects, or spatially, for example through the 
opening of new markets (Soederberg 2014, 42). 
19 The need to prevent debtor states from de-linking from the global credit system (through default and autarky) 
while still maintaining confidence in repayment with austerity measures has been called the ‘golden noose’ of 
sovereign debt (Soederberg 2005) 
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supplanted by more balanced approaches such as those demonstrated in the following 

approach. 

  

 

2.3 - System Instability Perspectives 

 The second approach identified by Corbridge is what he calls ‘system instability 

perspectives. This perspective is usefully exemplified in the case of the 1980s third-world debt 

crises by the work of Susan George (1989), who highlights the pervasive victim-blaming that 

tends to permeate every aspect of a debt crisis, and notes the pervasive power imbalances 

between lenders in the US and indebted Latin American states. Indeed, rather than blaming the 

debtors exclusively, system instability perspectives place the blame for the 1980s debt crises at 

the feet of the US (George 1989). Following the collapse of the gold window with the demise 

the Bretton Woods regime in 1973, the US restored its trading position by printing money and 

so devaluing the dollar. It then forced a dramatic rise in the price of money in the 1980s, when 

confidence in this strategy was called into question, which triggered debt-servicing issues in 

third-world debtor states (Corbridge 1993, 195). In other words, it is the pursuit of policies of 

national exceptionalism by the US, and later Germany, which is the root cause of sovereign 

debt crises (Lapavitsas et al. 2012; Young & Semmler 2011; Nelson et al. 2010).  

This is essentially the reverse of the above argument, and blames Germany for its 

artificially competitive labour productivity and pathological obsession with maintaining a 

current account surplus at the expense of the Eurozone periphery (Lapavitsas et al. 2012). 

According to this narrative, Germany - and to a lesser extent, other ‘core’ states such as France 
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and the Netherlands - has been the main beneficiary of the EMU at the expense of the 

Eurozone periphery. Germany took a lead role in designing the institutional structure of the 

EMU, aiming for the ‘sound money’ and ‘sound finance’20 principles exemplified by the German 

Bundesbank. “The problems of [current account] imbalances had been disguised, in part by the 

design of the EMU and in part by the elimination of the risk of exchange-rate shocks with 

currency union… As long as debtor states complied…imbalances were assumed not to be a 

problem.” (Dyson 2010, 604)  

According to this perspective, the root of the problem lies within divergent labour 

competitiveness, compounded by structural problems of the EMU which converted this 

competitiveness gap into current account deficits in peripheral states. Germany achieved its 

export boom - and associated current account surpluses - through a policy of wage moderation 

(Lapavitsas et al. 2012; Nelson et al. 2012; see also Chapter Four). These reforms focused 

largely on reducing non-wage labour costs and increasing flexibility in labour markets in order 

to achieve fiscal consolidation (Young and Semmler 2011, 10). Because the member states of 

the EMU share the same monetary policy --- one aimed at inflation targeting and price stability, 

with Maastricht criteria21 limiting the freedom of fiscal policy --- pressure is forced onto labour 

markets as a lever for increasing competitiveness (Lapavitsas et al 2010). Germany maintained 

                                                           
20 These refer to a specific monetary policy carried out by a central bank with complete separation from the 
democratic state apparatus. In particular, the goal is to maintain price stability at all costs, and refrain from 
succumbing to political pressure to loosen monetary policy in times of economic weakness. Given that many 
peripheral EMU states were accused of having a too-close relationship between the state and central bank, 
Germany was held up as the model for new Eurozone states to aspire to. Ironically, the Bundesbank’s radical 
adherence to tight monetary policy has been accused of prolonging the Eurosclerosis period, and the ECB’s 
adherence to the same stance (under pressure from Germany and the Bundesbank) has been pointed to as 
prolonging the Eurozone crisis. See Young (2014), Kitscheldt & Streeck (2003). 
21 The Stability and Growth Pact (SGP) requires member states of the EMU to have a deficit-to-GDP ratio of no 
more than 3% and a debt-to-GDP ratio of no more than 60%. In practice, even core states such as Germany have 
ignored these limits (See Bulmer & Patterson 2010, 1059).  



34 
 

structural current account surpluses through labour cost repression and technological 

excellence, while in the periphery of the EMU the scope for relative gains via labour repression 

was much smaller. Germany, then, induced peripheral states such as Greece to join the EMU as 

quickly as possible in order to recycle these surpluses profitably in the booming periphery. 

 This system-instability approach certainly goes further than the preceding one by 

bringing in the power dynamics between the core European states --- with their well-developed 

and diversified economies, advanced technologies, as well as efficient bureaucracies --- and the 

southern European states, which tend to display underdeveloped manufacturing and financial 

sectors, poorly diversified economies, and clientalist bureaucracies22. In this approach, the 

politics of debt becomes a power struggle between states over how costs are distributed, and 

which states have the power to set EMU policy. 

Despite the fact that adherents of this approach, such as Corbridge and George, are 

ostensibly opposed to neoclassical economic theorizing, their lines of argument implicitly 

assume the same methodological individualism, with states as rational actors. This reification of 

states is extremely problematic given that states are simply social relations with various power 

centres of competing interests and priorities. These approaches then fall into a simple 

reductionism of simply blaming the most economically powerful state in the EMU, namely, 

Germany, for using its political power to create an economic structure that disproportionately 

benefits its domestic economy. While of course this power asymmetry is an important aspect of 

international financial markets, the simple reductionism to state power prevents us from 

                                                           
22 Clientelism refers to a pervasive network of patron-client relationships where the patron delivers benefits to his 
or her clients in return for loyalty, which often manifests at the voting booth. Patrons and clients can either be 
individuals, or organizations (such as a political party). Out of many patron-client relationships, a pyramid forms. 
(Mavrogordatos 2007, 2) 
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penetrating any deeper into the politics of sovereign debt. The power relations here are not the 

class-based power of capital to subordinate life to the needs of capital reproduction and 

expansion, but rather the one-dimensional ‘direct’ power of state A to get state B to do 

something it would not otherwise do (Strange, 1988). And quite ironically, while many authors 

working in this perspective share a commitment to progressive politics, they share a major 

similarity with the final approach in that they place a great deal of blame on the poor 

governance and structural economic imbalances of the EMU (Lane 2012; Rodrigues & Reis 

2012; Lapavitsas et al. 2012; cf. Overbeek 2012). 

 

 

2.4 – System-Correction Perspectives 

The final approaches are those which Corbridge has identified as system corrections 

perspectives, which regards markets as desirable, but sometimes imperfect, and highlights the 

importance of pragmatism in developing solutions (Corbridge 1993, 126). This perspective has 

been well-represented in the literature that has been published more recently on the topic of 

the 1980s crises and the problem of third-world debt (Jochnick and Preston, 2006; Ocampo et 

al., 2007; Addison et al. 2004). Generally speaking, authors drawing on this perspective argue 

that insisting on full repayment and fiscal austerity is counterproductive and risks threatening 

the entire global economy, if a debtor were to default. Examples of policy based on this line of 

thought can be found in the 1989 Brady Plan, where debtors were able to swap existing loans 

for new ones with lower face values, or more recently in the Greek Private Sector Initiative (PSI) 

deal, where privately-held Greek bonds were exchanged for new ones with lower face values 
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(Petrakis and Christie, 2012). These scholars argue that claims of moral hazard by system-

stability theories are overstated, and that historically “a partial writedown of the debt is the 

norm, not the exception” in debt crises (Corbridge 1993, 156). 

 The system correction perspective is much closer to the others than it might at first 

appear. Policies aim for a pragmatic approach, which keeps debtors within the global lending 

game, while still pressuring states towards neoliberal reforms through conditional lending, 

which Soederberg (2005) has described as the ‘golden noose’ of sovereign debt. In managing 

the golden noose,  

Creditors, including both official and private lenders, must see to it that the noose is 

snug enough to weaken any resolve debtor countries might have with regard  to  

decoupling,  while  coercing  them  to  continue  to  engage  in accumulation by  

dispossession,  or what  in  this context may be  considered socioeconomic  

strangulation. Put in less sinister terms, the disciplinary and bargaining power of capital 

over debtor states must be administered  in such a manner as to  integrate debtor states 

into  the global financial system so  that they become  increasingly dependent not  only 

upon  loans  from private and public creditors and the subsequent rescheduling  and 

refinancing  agreements, but also on  the overall stability of  the global capitalist system. 

(Soederberg 2005, 936) 

 

However, these approaches assume that there is some policy equilibrium point, which perfectly 

achieves these goals, instead of addressing the fundamental contradictions of capitalism 

associated with the credit system. Policies informed by system-instability perspectives then 

unknowingly play into the contradictions of fictitious capital, namely the upward socialization of 

debt23. Furthermore, the political impossibility - or, at the very least, extreme improbability- of 

reaching the golden noose’s ‘equilibrium point’ actually makes both problems worse; the 

                                                           
23 By this I mean the ability of states to socialize the losses of their credit systems. This will be discussed in Chapter 
Three. 
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increasing severity of austerity decreases confidence in the ability of the sovereign to honour its 

debts, as well as increasing social unrest, necessitating more austerity, and so on.  

This contradiction inherent in the golden noose is fundamentally unsolvable, given the 

tendency of capitalist systems toward overaccumulation. With overaccumulation “surplus 

capital lies idle with no productive outlets in sight,” (Soederberg 2005, 931) and new outlets for 

the reproduction and expansion of capital must be located and opened to investment. 

According to Harvey, this leads to the necessity of spatio-temporal ‘fixes’ as the surplus of 

labour and capital within a region are absorbed by some combination of temporal displacement 

(such as long-term projects that delay the re-entry of invested capital) and spatial displacement 

through the opening of new markets, new production capacities, or new resource possibilities 

elsewhere (Harvey 2003, 109). Of course, a contradiction arises here in that ‘fixed’ capital must 

be expected to realize a profit, and so when it matures, the overaccumulation problem 

becomes even more acute. Greece, for instance, drastically expanded banking operations to 

southeastern Europe between 2001 and 2007, becoming a regional banking power in the lead 

up to its own debt crisis (Alexiou & Sofoklis 2009; Eurobank 2006; Kapopoulos & Lazaretou 

2011). 

The politics of debt here appears as a failure of market incentives to operate correctly in 

the EMU’s institutional environment. From its very inception, the EMU was dysfunctional, 

owing to the political battles fought during its design, particularly the resistance to pairing 

monetary union with banking or fiscal union. Within this dysfunctional incentive structure, 

states such as Greece may have been rational, in that low-cost borrowing was a much more 

attractive choice than politically costly reforms that would have increased competitiveness vis-
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à-vis core economies. Similarly, many authors point out the institutional weaknesses of the 

EMU, particularly under crisis conditions, owing to the lack of banking union and EMU-wide 

buffer mechanisms (Lane 2012; Arghyrou & Tsoukalas 2011; Featherstone 2011), which 

exacerbated the crisis and prolonged the response24. 

According to this set of approaches, the crises of the EMU are a result of failure of 

surveillance and incentive mechanisms amidst the rush to lower barriers to capital circulation, 

as well a failure of macroeconomic coordination resulting from a conflict between the EMU’s 

single monetary policy - exercised by the ECB- and the independent fiscal policies exercised by 

member states25. This tension creates an incentive towards chronic deficits, since excess 

spending does not cause a change in a country’s interest rate or exchange rate, and states need 

to use fiscal rather than monetary policy to offset temporary economic weakness (Feldstein 

2006). In other words, in the minds of neoliberal analysts and policymakers there has been a 

failure of market discipline and incentives to operate effectively within the Eurozone. Even the 

IMF has come around to this approach in its ex-post evaluation of its actions in Greece, which 

served as a mea culpa for its initial diagnosis of the crisis as strictly a Greek problem to be 

solved with fiscal austerity (IMF 2013). 

Finally, one major problem running through each of the above three approaches is that 

they take both the state and the national interest as given a priori. What this, in turn, obscures 

                                                           
24 The crisis did lead to buffer mechanisms being established; The European Financial Stability Fund (EFSF) was 
established in June 2010 as a temporary measure and was replaced in October 2012 by the permanent rescue 
fund, the European Stability Mechanism (ESM). See: http://www.efsf.europa.eu/about/index.htm  
25 The ECB sets monetary policy for the entire EMU, aiming for 2% rate of inflation, by setting an interest rate 
target and conducting open-market operations (buying and selling securities to alter the money supply). 
Ostensibly, member states are limited in their fiscal policy by the SGP (see above). 

http://www.efsf.europa.eu/about/index.htm
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is the capitalist state’s nature as both a class state and particular form of capital social relations. 

As John Holloway notes, 

the fact that it [the state] exists as a particular or rigidified form of social relations 

means, however, that the relation between the state and the reproduction of capital is a 

complex one: it cannot be assumed, in functionalist fashion, either that everything that 

the state does will necessarily be in the best interests of capital, nor that the state can 

achieve what is necessary to secure the reproduction of capitalist society. (Holloway 

1994, 28-29) 

 

In other words, the concrete activities of a state are not the abstract results of demands 

placed upon it by the capitalist system (though of course, these play an important role), but are 

the result of political activity by individuals. There is no reason to believe in the substantive, as 

opposed to formal, unity of the capitalist state, because it reflects underlying conflicts within 

capitalist society. For instance, these conflicts involve disagreements between branches of the 

government such as the Central Bank and the Ministry of Finance, or between class fractions 

such as money-capital and manufacturing-capital. Indeed, it makes less sense to speak about 

the state as an actor, than to speak of various power centres located within the institutional 

apparatus (Jessop 2008, 36-37).   

 The aim of this dissertation is not necessarily to completely refute all of the insights 

provided by the above approaches. Indeed, all three broad approaches to sovereign debt crises 

have provided useful insights in their analysis of the ongoing debt crises. However, what they 

all fail to do is grasp the immense complexity, unevenness and dynamism of capital 

accumulation itself, and its contradictory historical processes. The contribution then, is to 

provide a holistic explanation of the crises, with greater historical context and to provide a 

more adequate framework to grasp, as Simon Clarke has usefully put it, “both the coherence 
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and the complexity between economics, politics, and ideology in the crisis-ridden development 

of capitalism.” (Clarke 1988, 13) This is not to strictly reduce the state to representing one 

“fraction of capital” (Clarke 1978) over another, but rather to try to understand the state’s 

contradictory role between a national and capitalist class state. This is also not to reify political, 

economic, and ideological realms as separate and fixed, but rather to understand them as 

convenient starting points in understanding policy creation and implementation; the 

contradictions of capital accumulation; and the justifications of these; respectively.  

 

 

2.5 – Heterodox and Critical Theories on Credit 

The International Political Economy (IPE) literature on money and debt has rectified 

some of these issues but left other gaps.  “Cohen (1971) usefully highlighted six distinct ways 

[of understanding money] which corresponded to the three basic functions of money as well as 

a distinction between public and private use.  (Money is used) as a medium of exchange…as a 

store of value… [and] finally, as a unit of account.” (Helleiner 2008a, 355)  The IPE literature 

removes the neutrality of the state in debt relations and argues that currencies (and therefore 

money and debt) are, at least in part, political (Kirshner 2008; Helleiner 2008a; Cohen 2008).  

Following Minsky, Bell (2001) describes money as a two-sided balance sheet operation since 

the creation of money requires someone to accept your debt and act as a creditor (Bell 2001, 

150-151; Nesvetailova 2005, 406).  Following this, Nesvetailova (2005) notes that it is the ability 

to access credit that stabilizes states, which are reliant on short-term financing to roll-over 

debts, and can allow them to expand (Nesvetailova 2005, 413-414).  Currencies are also treated 
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as non-neutral, and the issuer of a dominant international currency receives a number of 

benefits.  These include seigniorage, flexibility in the balance-of-payments (Kirschner 2008, 424-

425), the power to deflect economic adjustment to foreigners, and the power to delay 

repayment (Cohen in Helleiner 2008a, 357-358).   

According to the IPE literature, the most important of these powers are what is referred 

to as ‘structural power.’  Susan Strange differentiates this from relational power (direct power), 

and defines structural power as the ability to shape the ‘rules of the game,’ or the framework 

within which action takes place (Strange in Kirshner 2008, 425). A second strain of structural 

power, identified by Hirschman (in Kirshner 2008, 425) and Helleiner (2005), is exercised when 

states develop a vested interest in the stability of the dominant currency.  While currency 

arrangements reduce transaction costs and facilitate trade and investment, they also reinforce 

dependency relationships in a way that benefits the dominant state (Helleiner 2005, 7-8).  

These myriad benefits accrued through the issue of a dominant currency encourage states to 

either push for an international role for their currency, or to take the head place in a currency 

union.  The putatively economic characteristics of a dominant currency (i.e., confidence in 

value, open financial markets and wide transactional networks) then take an overtly political 

character as states struggle to become the issuer of the dominant currency, or ally themselves 

with the currency leader (Helleiner 2008a, 373-374).   

These accounts reflect a fundamentally one-dimensional political economy, which 

assumes the separation between, and neutrality of, both the state and the economy.  The 

(conceptual) construction and exercise of monetary power, as a form of structural power, does 

not take into account the mutual constitution of the state, its money system, and the global 
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economy.  Rather, monetary power in these accounts simply derives from the strength of the 

issuing state. These accounts also treat debt relations as a one-sided operation, and fail to 

recognize the structural constraints on lenders as well.  Most IPE accounts of monetary power 

treat it only as a lever that is used by powerful states against weak ones.  However this ignores 

the fact that wealthy states are forced to loan in search of profitable returns on capital, just as 

poor states are forced to borrow.  

States (and international institutions) play a key role in the reproduction of capital 

through the creation and enforcement of laws and regulations, as well as monetary and fiscal 

policy. However, capital is not subordinate to its ‘home’ (or any) state, nor for that matter does 

the state simply respond to the whims of capital. By focusing on the sovereign nation state as 

the unit of analysis, the relations of the world market appear to be little more than an effect of 

the interaction between states.  Thus the realm of debt and money takes the form of simply an 

empty stage where power relationships between states are played out and contested.  The 

argument that a state alone can shape monetary frameworks implicitly assumes nation state 

primacy over (as well as separation from) the social forces of capitalist society.  This analysis 

ignores the relationship between the global, as well as uneven, nature of capital accumulation 

and the fixed nature of the nation-state.  This approach also ignores the social relations that are 

internalized in the money-form and cannot grasp contradictions inherent in the monetary and 

credit systems.  Finally, an analysis grounded in power relations is unable to grasp the 

separation between money and capital, and so ignores both the necessities of the social 

reproduction of capital. 
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The Critical Political Economy (CPE) literature has also weighed in on the topic of 

sovereign debt, fictitious capital, and the state. Given their centrality to the development of my 

theoretical framework, certain authors (in particular, David Harvey) are reviewed instead in the 

following chapter. In general, much of CPE literature not employed in my theoretical framework 

deals with either fictitious capital or the (bourgeois) state without linking the two together in a 

compelling and historically-informed and satisfying manner. Fictitious capital26 “is paper-claims 

to wealth… yet they can be bought and sold many times over, as if they were that wealth 

itself… Secondly, fictitious capitals lay claim to future wealth, that is, to shares of profits or 

wages that have not yet come into existence. So, when a bank creates a financial asset… it is 

not selling an existing asset but a claim to income that may be created in the future.” (McNally 

2008, 66) Determining the value of fictitious capital becomes problematic, since its worth 

depends on anticipated future profits, the rate of interest, as well as political and legal 

concerns. Given the mobility of capital in the neoliberal era, a major question in the CPE 

literature is how these fictitious values are stabilized and exchanged, particularly in 

international markets, which involve multiple states, bankers and financiers, as well as 

international institutions.  

Bryan and Rafferty (2006) argue that financial derivatives fill this function as a monetary 

‘anchor’, which permits the commensuration of prices over space and time, and permits the 

exchange of assets. McNally (2008) on the other hand, argues that the US dollar fulfills this role 

by denominating most transactions and serving as a stable international coordinator. However, 

these explanations are not very compelling.  In particular, Bryan and Rafferty argue that 

                                                           
26 The concepts of fictitious capital and fictitious values are discussed in greater detail in the following chapter. 
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derivatives create pressures, which stabilize prices because they provide a measure of value 

against which forms of capital can be compared (Bryan and Rafferty 2006, 278). Similarly, 

systems of derivatives expose capital to a ‘web’ of pressures (through swaps, options, and other 

contracts) within which competitive pressures stabilize values. This stability has clearly not 

been the case during times of crisis, which have demonstrated that derivatives are subject to 

the same crises of confidence that are at the heart of all fictitious capital. This overly optimistic 

analysis ignores the contradiction between money as both measure of value and medium of 

circulation. Similarly, placing theoretical emphasis on the role of derivatives obscures the 

central role of the state and central banking in maintaining fictitious value during times of crisis. 

Even if derivatives did ‘anchor’ the international monetary system during stable periods, the 

interesting questions only arise when we consider how and why crises arise in the financial 

system, the link between finance and the ‘real’ economy, and how crises are managed by the 

state, central bank, and international institutions. Finally, McNally (2008) fails to question the 

formation and operation of the state within the world market, even as he argues that a single 

national currency can anchor the world market. It is obvious that the US state (as well as the US 

dollar and Federal Reserve) plays a major role in the world economy, however the European 

sovereign debt crisis has been largely an internally managed affair and here we have seen 

relatively minor involvement by the US state. 

Another major theoretical gap in the CPE literature lies in the lack of an in-depth 

analysis of the bourgeois state. The role of the state is important for two reasons. First, the 

central bank acts both to maintain stability in national money and credit systems as well as to 

guarantee fictitious values in times of crisis by purchasing assets with newly printed money 
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(Harvey 2006). Second, we must question how states and their central banks are structured and 

constrained by the world-market and the global movement of capital. With sovereign debt 

under investigation, states are responsible not only for maintaining private fictitious value, but 

in maintaining confidence in their own fictitious value (i.e. sovereign debt sold as bonds to 

international investors). 

Financialization has also played a role in many CPE analyses of credit and crises. Here, it 

is argued that the superficial circuit of money-capital producing more money-capital without 

intervening production has come to dominate the global economy (Martin 2002; Martin et al. 

2008; Lapavitsas 2011; Becker et al. 2010; Englen 2008; Montgomerie & Williams 2009). While 

there have been many definitions of financialization put forward, Epstein concisely defines 

financialization as “the increasing role of financial motives, financial markets, financial actors 

and financial institutions in the operation of the domestic and international economies.” 

(Epstein in Martin et al. 2008, 122) Similarly, Lapavitsas (2011) characterizes financialization as 

a transformative process comprising: 1) increased corporate financial capacities and a 

consequent independence from bank credit; 2) a reorientation of banks towards mediating 

transactions, consumer credit, and handling household financial assets; and 3) increased 

involvement of workers within the financial sector, with respect to both increased borrowing 

and the holding of financial assets (Lapavitsas 2011, 623). Taken together, we can understand 

financialization as the increasing size and importance of global finance as well as the new 

embeddedness of households, states, and non-financial firms into networks of global finance.  

I argue that the popular concept of financialization is problematic when discussing the 

role of the credit system in mediating crises. As seen even in the brief survey above, 



46 
 

financialization has come to take on many meanings and has become almost a catch-all word to 

describe the current era. Furthermore, the basic idea of financialization, taken broadly to mean 

the increasing size and importance of global finance as well as the new embeddedness of 

households and non-financial firms into networks of global finance, is itself implied within the 

broader idea of fictitious capital. Financialization is implied in both the creation of fictitious 

capital as well as crisis-fighting measures. During credit-fuelled expansions, financialization 

expands hand-in-hand with the creation of fictitious value as the speed of this credit-based 

expansion is determined by an increase in the complexity of credit provision and/or new 

institutional features. For the former, we can point to examples here of securitization and 

derivatives, and for the latter, it will be shown later how the EMU’s focus on capital freedom 

and banking harmonization helped spur a massive increase in credit provision within millennial 

Greece. During crises of fictitious capital, and the management of fictitious values, 

financialization is again implied, particularly during internal devaluation. Privatizations, which 

are generally part of austerity packages, shift control of organizations from public hands to the 

market, and institutional reforms (particularly in tax collection and ease-of-doing-business) are 

generally portrayed as rationalizations of a dysfunctional political economy. Indeed, it could be 

argued that a finance-dominated regime is the most ‘rational’ from the standpoint of capital, as 

it removes human fallibility by taking control, not just of state bureaucrats, but also from 

individual capitalists who are frequently viewed as having a too-cozy relationship with the state 

apparatus in the developing world. Financialization then becomes a term with too broad a 

theoretical meaning to be analytically useful, when the term “credit-led accumulation” 

(Soederberg 2014; Christophers 2015) is a more analytically viable one. 
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2.6 - Conclusion 

 In this chapter I have used Stuart Corbridge’s (1993) typology of debt-crisis theories to 

group narratives about both debt crises in general, and the European sovereign debt crises in 

particular. I argued that neoclassical, system-stability, theories tend to frame crises when they 

first occur, placing the blame on debtor states. However, these narratives are challenged by 

system-instability theories that examine the role of lender states, before finally settling into a 

perspective of system-corrections theories that emphasize a pragmatic neoliberalism. I then 

briefly examined heterodox and critical perspectives on credit, with an emphasis on the recent 

use of the term financialization.  

The next chapter develops the theoretical framework which guides my analysis, in 

particularly developing the three tensions of capitalism which I argue are fundamental for 

understanding the Greek (and European) sovereign debt crisis: the tendency towards 

overaccumulation, the contradiction between fictitious capital and the productive base, and the 

contradiction between the national and class state. 
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Chapter Three 

Theoretical Framework 

 

 

 

 

3.1 - Introduction 

In this chapter, I lay out the simplest of capitalism’s contradictions and in turn use them 

to derive more complex ones, in order to show how they are linked. By this I mean how 

resolving a contradiction tends to pose another, often in a more dangerous form. I then lay out 

how these contradictions come to be expressed institutionally throughout Europe. By 

contradiction, I do not refer to the normal understanding of two statements that cannot both 

possibly be true, but rather “when two seemingly opposed forces are simultaneously present 

with a particular situation, an entity, a process of an event.” (Harvey 2014, 1) Contradictions are 

not necessarily negative, and indeed often serve as ‘the mother of invention’ in the historical 

unfolding of capitalism. However, what is to be emphasized is that contradictions are never 

truly ‘solved,’ but rather only mutate or are displaced elsewhere in space or time (Harvey 2014, 

3-4). While this process may seem to be structuralist, and even determinist, the reality is that 

contingencies, nuances across geographies and histories, as well as the impact of political 

struggles make the unfolding of contradictions (and their responses) often messy and 

unpredictable. 
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 I argue that sovereign debt crises are actually reflections of underlying tensions, and 

their institutional expression, in a given ‘space’ of capitalism (in this case, the European 

Monetary Union). Briefly, these tensions are as follows: 1) the tendency, inherent to capitalism, 

towards overaccumulation; 2) the contradiction between fictitious capital and the productive 

base, which itself derives from the contradiction between money as both measure of value and 

medium of circulation (Harvey 2006, Ch. 9 & 10); and, 3) the contradiction between the state as 

a national state and a class state (Clarke 1988; de Brunhof 1978). I then understand recent 

events in Greece as an expression of a broader crisis of capitalism within the EMU, articulated 

through fictitious capital. I follow Harvey (2006) in understanding crises resulting from a 

systemic misallocation of social labour resulting from the bias in the organization of the labour 

process that leads individual capitalists to act in such a way that threatens their own social 

reproduction as a whole (Harvey 2006, 68). However, in turn crises can work to benefit 

capitalists, since they also serve as an opportunity to re-introduce order and rationality to the 

system. 

 I do so by examining how these contradictions are expressed institutionally as states, 

markets, and regional organizations, and how they have evolved historically in order to lead to 

a sovereign debt crisis. This stands in contrast to the dominant perspectives, discussed in the 

preceding chapter, which understand debt crises as singular events where the blame can be 

laid upon a (unitary) state actor. In this chapter, I lay out the simplest of these contradictions 

and use it to derive more complex ones, and show how they are linked. By this I mean how 

resolving a contradiction tends to pose another, often in a more dangerous form. I then lay out 

how these contradictions come to be expressed institutionally throughout Europe. For instance, 
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the contradiction between production and consumption (i.e. more profitable production 

jeopardizes that ability of workers to purchase those products) can be then expressed as a crisis 

of overaccumulation, which I later argue has been the case for Germany. In turn, 

overaccumulation can turn into a crisis of fictitious capital (i.e. the credit system), if credit is 

used to displace and paper over the tensions of overaccumulation. In turn, a crisis of fictitious 

capital can be displaced by some combination of upward socialization, asset devaluation, and 

internal devaluation. This is not to argue that this unfolding proceeds in a structural fashion 

across all space and time, but I argue that this pathway can be used to understand the 

European sovereign debt crises. 

 I develop this argument in the following five sections. Section two begins with outlining 

the contradiction between production and consumption, the most fundamental for the 

purposes of this dissertation because it helps explain the underlying tendency to 

overaccumulation. By this I mean that the more capital-owners are able to produce goods 

profitably - by keeping labour costs such as wages, social insurance payments, and so forth low 

– the more they threaten to undermine their ability to realize those profits through the sales of 

those goods, since domestic demand has been undermined (leaving aside, for the moment, the 

credit system and exports), and vice versa (Harvey 2014, 80-81). I then argue that this is 

expressed as a crisis of overaccumulation, where “surplus capital lies idle with no productive 

outlets in sight,” (Soederberg 2005, 931) and explain the forms of appearance 

overaccumulation takes. In Section three, I discuss the potential ways in which 

overaccumulation can be responded to by either displacing it spatially and temporally, or 

through the devaluation of commodities (which could be labour, financial assets, produced 
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goods, factories, and so forth). In Section four, I examine the credit system as a particularly 

important avenue of response for the purposes of this dissertation. I then argue that fictitious 

capital, by which I mean claims on future value created through the credit system, is itself 

contradictory and crisis-prone if credit is oversupplied relative to productive activity. Section 

five then elaborates the ways in which a crisis of fictitious capital can be resolved, or, more 

accurately, displaced into the future, through some combination of three means: upward 

socialization, asset devaluation, and internal devaluation. The next section discusses the role of 

the state in the preceding contradictory dynamics of capital accumulation, particularly vis-à-vis 

what has come to be called the neoliberal turn in contemporary capitalism. The final section 

concludes by summarizing the argument.  

 

 

3.2 - Production, Consumption and Overaccumulation 

Following Marx, I understand the fundamental goal of capitalism as the accumulation of 

surplus value through the production and sale of commodities. In the most basic sense, this 

involves a capitalist purchasing means of production (a factory, tools, etc.) and the labour-

power of workers, to produce a commodity, which is sold for more than its costs (surplus 

value).27 The profits are then used to purchase new means of production and labour-power, 

and so forth. Multiple firms producing the same commodity implies a socially necessary labour 

                                                           
27 Marx expressed this cycle of accumulation as M-C-M’, where M’ = M + ▲M and C is the means of production 
and the labour-power purchased. From the perspective of a worker, who has nothing to sell but their labour, the 
cycle is perceived as C1-M-C2 where C1 is their labour power, M is their wages, and C2 is the basket of goods 
consumed with those wages. It is only in the first example where M is capital.  
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time28 for a given commodity to be produced, which is the time needed to produce the 

commodity at the average level of productivity and organization (Marx 1991, 129; Soederberg 

2014, 19; Harvey 2006, 15). However, if all firms were to produce at this socially necessary 

labour time, competition between firms would drive down prices such that no profits would be 

made, and expanded accumulation could not occur. This means that capitalists are only able to 

secure expanded reproduction through ongoing struggles to drive down wages, extend the 

working day, intensify labour, improve technology, and so forth.  

The drive to force down wages, intensify labour and expand sales is not a matter merely 

of the subjective motivation of the capitalist, but bears down on the capitalist with the 

objective force of competition, particularly when the development of the financial 

system means that the capitalist has to realize not simply his own capital, but that of his 

creditors. Competition forces every capitalist to seek out means of reducing costs or 

accelerating the turnover of capital. (Clarke 1988, 100) 

 

The grand irony of the capitalist mode of production is that the more effective 

capitalists are at overcoming barriers to increased production, the more they create barriers to 

realization by overproducing commodities relative to the ability of workers to purchase them. 

For instance, driving down labour costs by reducing wages or cutting employer contributions to 

social insurance may increase profits over a competitor, but these measures reduce the ability 

of workers to purchase goods, raising the possibility that those goods might be sold at a loss or 

written off altogether. Exporting those goods can circumvent this issue, but only temporarily, as 

the destination country is also subject to the same competitive pressures. For instance, 

Germany was able to maintain its status as an exporting power through the displacement of its 

                                                           
28 According to Marx, “Socially necessary labour time is the labour-time required to produce any use-value under 
the conditions of production normal for a given society and with the average degree of skill and intensity of labour 
prevalent in that society.” (Marx 1990, 129)  
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manufacturing supply chain to post-Soviet states in the east, while the liberalizing of the credit 

system in peripheral Eurozone states facilitated the purchase of exported goods on credit. In 

the case of Greece, the liberalization of its credit system was so successful, it even briefly 

became a regional banking power before the subprime crisis led to a spike in non-performing 

loans (see Chapter Six). 

As we shall see below, even expanding demand through the credit system cannot solve 

these issues; but instead displaces them spatially and/or temporally. This tendency towards 

overaccumulation, where “surplus capital lies idle with no productive outlets in sight,” 

(Soederberg 2005, 931) leads to periodic crises, which can only be solved through devaluation 

or, if devaluation is to be avoided, new outlets for the reproduction and expansion of capital 

must be located and opened to investment. This leads to the necessity of spatio-temporal 

‘fixes’ in order to delay devaluation, or shift it to a new space, as the surplus of labour and 

capital within a region are absorbed by some combination of temporal displacement (such as 

long-term projects that delay the re-entry of invested capital) and spatial displacement through 

the opening of new markets, new production capacities, or new resource possibilities 

elsewhere (Harvey 2003, 109). Of course, a contradiction arises here in that ‘fixed’ capital must 

be expected to realize a profit, and so when it matures, the overaccumulation problem 

becomes even more acute. 

More specifically, and following David Harvey, there are six forms of appearance of 

overaccumulation, which are not mutually exclusive: 

(1) An overproduction of commodities, relative to the purchasing power of consumers. 

(2) A surplus of inputs, such as raw materials used in the production process 
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(3) Idle fixed capital, such as factories, which are not being used to produce 

commodities. 

(4) Surplus money-capital and idle cash, meaning that the bourgeoisie are not investing 

money in production, but rather keeping it in the financial system, generally in 

perceived ‘safe’ assets. 

(5) Surpluses of labour-power, meaning high unemployment. 

(6) Falling rates of return on capital, meaning that competitive pressures are driving 

down profits (owing to form 1) on productive activity so that firms do not go 

bankrupt. (Harvey 2006, 195) 

 

These forms, or expressions of overaccumulation are not absolute, but are masked and 

expressed in different ways depending on how the social configuration of a given space of 

capitalism (for instance, a state) has unfolded historically. More specifically I argue that, in the 

case of Germany, these six forms can be simplified down to three lenses, depending on 

whether the problem is looked at through the lens of consumption, fixed-capital, or money-

capital. These three lenses are elaborated upon in Chapter Four, but are discussed briefly 

below. 

From the perspective of consumption, overaccumulation appears in form one, an 

overproduction of commodities relative to purchasing power. In other words, the problem here 

the inability of domestic consumers to realize the values in produced goods through purchase 

and consumption. Two responses then, when the problem is considered just from a domestic 

point of view, are two types temporal displacement, either through the credit system or 

through an expansion of social benefits. Through the lens of fixed-capital and production, we 

see appearances two, three, five, and six. Briefly, the problem here is an inability of firms to 

produce goods profitably (i.e. to produce surplus-value), leading to a surplus of factors of 

production, idle fixed-capital, and unemployment. From this lens, the responses then appear to 
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be to restore competitiveness through austerity measures (i.e. internal devaluation) or to shift 

domestic inputs to international ones, particularly labour inputs. Finally, from the perspective 

of money-capital and finance, overaccumulation appears as form four and six, or a surplus of 

investable funds relative to profitable opportunities to employ it. From here, spatio-temporal 

fixes are necessary, either at home or abroad, in order to open up new spaces of investment 

(Harvey 2003). 

 

 

3.3 - Responding to Overaccumulation 

As noted above, overaccumulation can either be displaced spatially and temporally, or 

commodities in a given space of capital can be subject to devaluation. Devaluation can occur 

through some combination of four different mechanisms: 1) capital in money form can be 

devalued by inflation or financial crises; 2) capital in fixed form, such as factories, can be 

devalued through lack of use; 3) produced commodities can be sold at a loss; and 4) labour can 

be devalued through unemployment and falling real wages (Harvey 2006, 196). There are two 

primary avenues for carrying out these fixes and/or devaluations: the state and the credit 

system.  

Following Harvey (2006), I argue that there are at least four overlapping, concrete ways 

in which states and the credit system are implicated in these fixes and/or devaluations: 

modifying the value of labour; geographic expansion; expansion of consumer credit; and a 

general increase in the mass of fictitious capital. These first two of these measures involve the 

state, while the second two rely more on the credit system, although there are aspects of both 
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in all four. First, the state can modify the welfare state and domestic industrial policy in order to 

either devalue labour or encourage domestic demand. This can be achieved, on the one hand, 

through welfare state cuts and loosened industrial policy (for instance, reducing unemployment 

benefits and weakening unions). These strategies were pursued by Germany in the 2000s to 

devalue labour, particularly the tightening of unemployment benefits, the relaxation of job 

protection, and the introduction of one-Euro jobs. These interventions have the general effect 

of reducing labour costs and devaluing labour. On the other hand an expansion of the welfare 

state or a pro-labour industrial policy has the effect of bolstering domestic demand, but at the 

cost of displacing a crisis into the future if a state borrows in order to finance this expansion. 

Greece displays some aspects of this, as the post-junta years meant that the state was eager to 

buy-in the disaffected left after years of repression. In addition, since the Greek state lacked 

institutional reach, welfare benefits could be distributed indirectly via the provision of 

protected, public-sector jobs with generous pensions. 

 Second, the state can use trade and regional policy in order to encourage geographical 

expansion which again can have both the effect of either devaluation or displacement. For 

instance, replacing domestic labour with cheaper foreign labour (generally abetted by the 

reduction of trade and capital barriers) devalues domestic labour, for instance by forcing a shift 

into lower-wage industries and by encouraging the state to cut back on generous 

unemployment benefits that might slow this shift. On the other hand, encouraging exports, 

through the removal of capital and trade barriers and maintaining a low exchange rate, 

displaces overaccumulation both spatially and temporally. In the case of Germany, firms 

expanded eastward after the fall of the Soviet Union in order to take advantage of a skilled, but 
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low-cost labour force. While this was beneficial for German capital, it was problematic for 

German workers. 

 The third and fourth responses are based upon the concept of fictitious capital, which is 

defined as capital backed not by any commodity transaction, but which represents a claim on 

future value (Harvey 2006, 266-267). In the third type of response, there can be general 

expansion in the mass of consumer credit extended. This is generally done in a three-way, semi-

coordinated fashion between the state, the central bank, and private lenders: the state relaxes 

regulations on bank activities and consumer lending; the central bank cuts interest rates in 

order to encourage lending and discourage saving; and lenders develop an increasing variety of 

credit products to appeal to borrowers. An expansion of domestic credit in other states can also 

have the same effect, and often goes hand-in-hand with the second response described above 

since the removal of capital and trade barriers often go hand in hand. Productive firms can 

export goods while banks can invest in foreign banks, or set up foreign branches, to encourage 

lending. These measures displace overaccumulation temporally by allowing consumers to 

purchase goods they may not have otherwise been able to, but at the cost of potentially 

inciting a worse crisis in the future if those debts are unable to be repaid. In the case of 

Germany, the formerly public Landesbanken and Sparkaasen expanded internationally in a 

search for yield, which led them into investing in US subprime mortgages. In Greece, the 

liberalized domestic banking system quickly tapped into a pent-up demand for credit, and even 

expanded to nearby countries. 

Finally and fourthly, in the more general case of response three, there can be a broad 

increase in the amount of fictitious capital created which, recalling the above definition is 
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simply a claim on future value and is so not limited to simply consumer credit. For instance, the 

increasing size and importance of securities markets and the proliferation of complex 

derivatives products are examples of this trend in that they expand the size of the financial 

sector and, although even the most complicated derivatives product relies on the eventual 

production and sale of commodities, they can fluctuate independently, which strengthens the 

illusion that these claims constitute real capital, rather than ownership titles (Marx 1991, 598). 

Fictitious capital can help displace overaccumulation both spatially and temporally, as well as 

serving as a site for devaluation. For instance, with the removal of capital barriers firms are free 

to shift capital around to find the balance of risk and yield desired, say by investing in the stock 

market of another nation. Similarly, even traditionally non-financial firms can use financial 

markets as a site of profit if profit margins on production are being squeezed. In times of crisis, 

fictitious capital can also serve as a site for the devaluation of money-capital (particularly during 

market crashes) but it can also be a way to displace devaluation spatially (i.e. a wealthy country 

can shift devaluation to a poorer one that it has invested in) and temporally (for instance, when 

a central bank socializes losses by purchasing so-called ‘toxic’ assets from financial firms). 

There are also two key spatial dimensions of overaccumulation, and responses to it. The 

first is the spatial organization of production and consumption, which serves as the basis for 

capital valorization and the creation of surplus value. The second is the spatial displacement of 

crises and devaluation. The first fits in with what has been called the ‘uneven geographic 

development of capitalism’ (see Harvey 2006, Ch 12), where strong concentrations of 

productive power exist alongside relatively ‘empty’ regions. As noted above, highly productive 

regions are susceptible to overaccumulation, which can be displaced spatially and/or 
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temporally. In other words, productive regions suffering from overaccumulation can ‘solve’ 

their problem by encouraging consumption in other regions. However, if these regions are 

relatively unproductive, they are unlikely to have the purchasing power necessary. Here again 

the credit system re-enters, which allows this overaccumulated capital to be valorized through 

purchases, but at the cost of displacing overaccumulation into the future.  

 The second point follows from Harvey’s insight that “devaluation, arising for whatever 

reason, is always particular to a place, is always location specific.” (Harvey 2006, 378) As we 

have seen, devaluation is a necessary component of capitalist crises. Upward socialization can 

only head off particular devaluation for so long, or it will cause general devaluation through 

inflation. This then leads to struggles over the spatial distribution of devaluation. Money and 

credit serve as two key avenues of both spatial and temporal displacement, and the credit 

system can also be used to impose devaluation, and it is to money and credit we now turn. 

 

 

3.4 - Money, Credit, and Fictitious Capital 

Marxist thought on money begins from the proposition that money performs two 

distinct functions, serving as the social incarnation of human labour in the abstract - meaning it 

can be used to make a claim on the labour of others29 - as well as serving as a standard of price 

and means of circulation (Marx 1991, 192). It is only the latter, which is addressed by 

mainstream and heterodox economic thought, where money is taken only to be as a medium of 

                                                           
29 As Harvey (2014) puts it, “it is the social value of all that activity, of all that laboring, that underpins what it is 
that money represents. ‘Value’ is a social relation established between the laboring activities of millions of people 
around the world. As a social relation, it is immaterial and invisible…[But] this immaterial value has objective 
consequences for social practices.” (Harvey 2014, 26) 
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exchange, a store of value, and a unit of account. These three only refer to the price-and-

circulation function of money, by analyzing the conditions, which make a form of money an 

effective price standard and means of circulation (Helleiner 2008, 355). This then misses the 

insight provided by the first function, which is that money is a social relation, rather than a 

thing. What this means is that money fundamentally represents the power to command 

commodities, most importantly labour-power. As Simon Clarke usefully puts it,  

The power of money is not the power of banks and financial institutions, although it is 

the latter who wield the power of money, it is the power of capital in its most abstract 

form. This the conflict between the needs of the domestic economy and the interests of 

multinational capital is not a conflict between the interest of different fractions of 

capital, but between the interests of multinational capital and the needs of the mass of 

the population (Clarke 1988, 5). 

 

And while money is inherently social, particularly fiat money backed by the state, it becomes 

the private power of private persons, enabling them to exercise power over the labour of 

others (Marx 1991, 230). 

Money’s role as a measure of value and means of circulation is inherently contradictory. 

For money to overcome the constraints of barter and separate the two halves of exchange 

spatially and temporally, the social power of money must “remain constant with respect to 

both time and space. Money has to be able to function as a trusted store of value; but the more 

money is used to store value rather than circulate values, the greater the monetary costs of 

circulation become.” (Harvey 2006, 245) This leads into the development of the credit system, 

and fictitious capital in particular. 

As Marx (1991) argued, the credit system is necessary for the reproduction and 

expansion of capitalism as it can help to overcome the ‘natural’ limits of capitalism, which are 
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imposed by the limited consumption of households. The value in a commodity can only be 

realized when that commodity is purchased on the market. When examining this realization of 

value through the lens of the wage-relation, these funds must come either from wages or credit 

(which are claims on future wages)30.  However, the tendency to push down wage costs to 

increase profits and the tendency (associated with technological growth) to replace workers 

with machines over time creates more products, but without the corresponding wage base to 

purchase them, and thus realize their value, in what Soederberg (2014) has called “credit-led 

accumulation” (62). Credit helps to circumvent this limit, for instance, by allowing industrial 

capitalists to produce more goods as well as allowing workers to consume more goods, thereby 

valorizing capital. In other words, credit speeds up problems of overaccumulation, but also 

helps to displace them forward in time (Marx 1991, 613-614; see also Harvey 2003). This limit 

imposed by the declining wage base helps to explain why credit always returns, expands, and 

increases in complexity after each crisis.  

Finally, because of the credit system, idle money located anywhere becomes potential 

interest-bearing capital. For instance, the savings account of a household, the excess cash of an 

industrial capitalist who cannot expand production, or a merchant with excess cash after selling 

goods can all be put into the credit system to earn interest. (Marx 1991, 638) As the credit 

system increases in size and complexity, it becomes easier to use excess money as interest-

bearing capital. For instance, risk-weighting and the proliferation of derivatives products allow 

any idle money to be converted into interest-bearing capital which suits nearly any need. 

                                                           
30 While there are myriad ways to realize the value of a commodity through purchase, the goal here is to 
understand the role of the wage-relationship, and its link to credit, vis-à-vis the crises of overaccumulation. 
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This leads to the concept of fictitious capital, which is defined as capital backed not by 

any commodity transaction, but which represents a claim on future value (Harvey 2006, 266-

267). Fictitious capital is created through the financial system31, which is a necessary 

component of capital reproduction and valorization, and to the functioning of the current 

monetary system. Under fractional reserve banking, banks, rather than governments, are the 

creators of money as they lend out more credit than they take in deposits. The debt then owed 

to the bank becomes interest-bearing, fictitious, capital, which is especially important when the 

rate of profit is low elsewhere in the country. Consumer credit is based on the ability of workers 

to devote a portion of future wages to interest repayments32, while corporate credit is 

dependent upon the future realization of surplus value through the sale of a commodity. Even 

in the cases of credit extended to non-manufacturing businesses, the source of repayment can 

always be traced back to the division of surplus value33 from a sold commodity into profit, rent, 

interest, and so forth. 

This concept is related to the concept of net present value in modern accounting, as 

fictitious capital implies that any regular periodic income can be thought of as the interest on a 

sum lent out at the going rate of interest (Marx 1991, 597). For instance, a $100 regular 

payment (say of wages) with a prevailing interest rate of 5% can be capitalized as $2000, which 

represents the exchange-value of possessing this $100 regular payment. In the case of 

sovereign debt, which is fictitious capital backed by the state’s ability to tax future production, a 

                                                           
31 By financial system, I refer to not simply the global creation and flow of money and securities, but also the 
markets, institutions, networks, and actors which facilitate them. 
32 Soederberg (2014, Ch 2) has discussed these “secondary forms of exploitation,” such as exorbitant interest rates 
on consumer loans, which are less-visible and political than the primary form of exploitation, which refers to a 
labourer’s production of surplus-value over-and-above what is paid in wages. 
33 Recalling footnote 8 above, surplus value is the ▲M in the M-C-(M+▲M) circuit. 
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$2000 loan to the state provides the lender (such as a bank) with a legal title to $100 annual 

interest payment. However, turning $2000 of idle money into interest-bearing capital only 

produces the superficial circuit M-M’, rather than the valorization produced by capital invested 

in production involving the exploitation of labour power (and thus expansion of the productive 

economy) to produce a commodity which is sold, M-C-M’34. Yet the independent fluctuation in 

fictitious capital, independent of the underlying value, strengthens the illusion that these claims 

constitute real capital, rather than ownership titles (Marx 1991, 598).  

This problematizes the very nature of money within capitalism. While money is legal 

tender backed by the force of the state within its borders, credit is privately-created money and 

assumes social powers very similar to money itself. In other words, state-created legal tender is 

money, and credit is privately-created money. Because credit is money created by capitalists, it 

is perfectly situated to absorb contradictions in the accumulation process (Soederberg 2014, 

27), particularly with respect to overaccumulation. However, as I have argued, solutions to 

overaccumulation based on credit only heighten the tensions and contradictions, for example 

by creating a continual drive for ever-more speculative strategies.  

For this credit-money to circulate and suspend the contradictions of the money and 

overaccumulation, “those who issue the credit must be subject to some discipline, and the 

quality of the credit money must be guaranteed [by the state].” (Harvey 2006, 246)35  “A central 

bank of some sort can solve this problem. It provides the means for banks to balance accounts 

with each other without shipping gold around. To do this, the central bank must possess high 

                                                           
34 See section 3.2, above 
35 Note that the following discussion refers to the post-Bretton Woods era as the shift from the gold-exchange 
standard to the floating exchange rate (and de-facto US Dollar standard) marked a shift in the money-credit 
relation. While the credit-money contradiction still holds in the general sense, there was a fundamental shift as 
money became less-constricted in terms of using credit to suspend and displace its contradictions. 
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quality money, which can guarantee the safety of the transactions between banks. The money 

of individual banks is freely convertible into central bank money only when the central bank is 

satisfied as to the quality or soundness of the individual bank money.” (Harvey 2006, 247) In 

other words, the contradictions and limits of the credit system have been exported to yet a 

higher level. In the case of the EMU, this is done through the European system of central banks, 

which comprises the ECB and EU member-state central banks. More specifically, the Eurozone 

uses the TARGET2 (Trans-European Automated Real-time Gross settlement Express Transfer), 

which settles central bank operations as well as large-value euro interbank transfers. Unlike the 

decentralized TARGET system, TARGET2 uses a single platform with no central bank 

intervention, with the goal of facilitating harmonized service and better cost-efficiency (ECB 

1994, 26). 

 

 

3.5 - Responding to crises of Fictitious Capital 

By its very nature, fictitious capital is always created ahead of real production. Due to 

this, it represents a claim on future value, and is thus prima facie free from the limit imposed by 

consumption. In times of overaccumulation, where a glut of commodities exists unsold, credit 

can displace this crisis and lubricate accumulation. However, fictitious capital is fundamentally 

linked to the nature of money as both a medium of circulation and measure of values. As David 

Harvey (2006) notes, this creates a tension 

between the need to sustain accumulation through credit creation and the need to 

preserve the quality of money. If the former is inhibited, we end up with an 

overaccumulation of commodities and specific devaluation. If the quality of money is 
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allowed to go to the dogs, we have generalized devaluation through chronic inflation. 

Thus are the dilemmas of modern times neatly presented. (Harvey 2006, 280) 

 

During expansionary phases, this tension is unproblematic. The fictitious capital represented by 

legal titles circulates easily, and can often be used in place of money as a medium of circulation 

to a degree depending on the liquidity of the title. Similarly, fictitious capital can be easily 

created and sold, as expectations regarding the future state of the economy are positive. The 

demand for money-capital, to speed up both production and consumption, “calls forth its own 

supply since faith in the system is sufficiently strong to allow even debt claims to circulate as a 

form of money capital.” (Harvey 2006, 303) Yet while fictitious capital can be created out of thin 

air by either capitalists or states, its worth ultimately rests on the monetary base defined by 

commodity production. During periods of stable accumulation, credit-money exists only as an 

imaginary unit of account to settle an ongoing chain of payments. However, if this chain suffers 

a general disturbance, “money suddenly and immediately changes over from its merely 

nominal shape, money of account, into hard cash. Profane commodities can no longer replace 

it.” (Marx 1991, 236) 

Because fictitious capital is dependent on confidence in future repayment, either from 

profits or wages, the value of fictitious capital is highly dependent on the state of economic 

activity. If overaccumulation becomes evident, and the value of produced goods cannot be 

realized or wages paid, then confidence in repayment collapses. This overaccumulation takes 

many forms of appearance including: overproduction of commodities; surpluses of partially 

finished commodities; idle fixed capital; idle money-capital; underemployment; and falling rates 

of profit for industrial and interest-bearing capital (Harvey 2006, 295; see also Section 3.2). In 
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other words, both underconsumption and a falling rate of profit are symptoms of the same 

underlying contradiction in social relations. The interlinked nature of fictitious capital means 

that when the value of one set of assets is thrown into doubt, there are knock-on effects to the 

balance sheets of lenders, which may themselves then have the value of their own fictitious 

capital thrown into doubt, and so on.36 A crisis of fictitious capital thus emerges. I unpack three 

various ways I hypothesize that a resolution to this crisis may be achieved, and which is based 

on my historical materialist analyses of the three case studies (Germany, Greece and the EMU) 

at hand.  

 Seen from the above perspective, I argue that a crisis of fictitious capital can be 

resolved, or, more accurately, displaced into the future, through some combination of three 

means: upward socialization, asset devaluation, and internal devaluation. By upward 

socialization I refer to the ability of states and their central banks to purchase assets and so 

realize fictitious values at their going or inflated price. Ideally, this ends the ‘credit crunch’37 and 

allows accumulation, including the creation of fictitious capital, to restart anew. Two problems 

emerge here. First, the central bank now holds fictitious commodities whose actual value is in 

doubt; these commodities must either be held with the hope to sell later and realize a positive 

return, or the central bank can acknowledge a loss on the bad asset, a move which has the 

potential to trigger a new crisis of confidence in the state’s capacity to borrow. Second, with 

                                                           
36 For example, bank A holds $100 worth of bonds from country X. These assets are marked-to-market on a bank’s 
balance sheet, meaning that this amount represents what these bonds could currently be sold for on the market. If 
suddenly X experiences a sovereign debt crisis, the value of these bonds falls, say to $50. This loss must be 
immediately marked on A’s balance sheet, and if this asset makes up a significant portion of A’s asset portfolio, 
there may be a crisis of creditworthiness for A. If bank B holds bonds from A on its balance sheets, and their 
market value, B itself may then experience a crisis, and so forth. 
37 This was a term oft-used by the financial press in the aftermath of the subprime crisis. During a ‘credit crunch,’ 
financial actors are reluctant to extend credit because of prevailing uncertainty of other actor’s creditworthiness 
and are reluctant to trade fictitious capital, as asset values would drop and impose potentially destabilizing losses. 
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the central bank injecting money into the economy, by buying assets from domestic banks, 

there is a risk of inflation, or money over-creation. Recall that fictitious capital ultimately rests 

on the monetary base defined by productive activity, the latter of which shrinks during periods 

of crisis. In other words, both components move apart from each other during upward 

socialization. This of course can result in generalized inflation or localized asset bubbles, both of 

which have the potential to cause new crises of fictitious capital or threaten the credit-

worthiness of the state. For example, the Greek government’s response to the global recession 

following the subprime crisis totalled 11.4% of GDP (Papadimas and Georgiopoulos, 2008) and, 

along with declining tax revenue and increased spending on automatic stabilizers, was a major 

factor in pushing Greece into a sovereign debt crisis. 

 Asset devaluation on the other hand, refers to processes such as debt restructuring, 

exemplified by the Greek Private Section Initiative (PSI). Here, a quantity of fictitious capital is 

subject to a carefully managed devaluation, rather than sticking to the pretence that the 

fictitious values will be realized in full. This of course can have particularly devastating 

consequences if not managed correctly; a deal such as the Greek PSI wiped out a great deal of 

(supposedly risk-free) capital in the Greek banking system and necessitated a larger 

recapitalization of the sector. This vicious cycle between sovereigns propping up their banking 

system, which in turn threatened the ratings of their sovereign bonds, which domestic banks 

hold and so need further propping up, and so forth, has been a major concern in the European 

sovereign debt crisis. 

 Finally, internal devaluation, popularly now called austerity measures, refers broadly to 

a set of policies aimed at devaluing commodities, especially labour power. The overall goal of 
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these measures is to rationalize and restructure production and subject all aspects of social life 

to more stringent capitalist discipline and, in doing so, to restore confidence in fictitious capital 

(Harvey 2006, 326). This devaluation is undertaken with the hope of driving down wages and 

commodity prices in order to enhance labour competitiveness vis-à-vis the rest of the world. 

When taken with the rationalization and restructuring of the Greek state, this devaluation 

aspires to create “a ‘controlled recession’ that will have the long-run effect of putting 

accumulation back on track.” (Harvey 2006, 328) 

 To return to the assertion made at the outset of this chapter, sovereign debt exists at 

the intersection of three fundament contradictions in capitalism: overaccumulation, between 

fictitious capital and the monetary base, and the state as both a national and class state. As 

Simon Clarke notes, “as the overaccumulation of capital led to the devaluation of capital, 

intensified industrial conflict, the destruction of productive capacity, the redundancy of labour 

and the pauperization of a growing mass of the population, the demands made on the state 

increased, while the resources at its disposal contradicted.” (Clarke 1988, 142) The national 

state is ostensibly to act in the general interest of the population, but its existence as a class 

state prevents it from doing so. However, one way of suspending this contradiction is to issue 

sovereign debt, which can fund class demands on the state without needing to raise additional 

revenue. Similarly, if there is a crisis of fictitious capital in a state’s domestic credit market, it 

can upwardly socialize a mass of fictitious capital, which also implies issuing sovereign debt. 

This too suspends the contradiction between national and class state, as capitalism demands 

devaluation in response to crisis, but devaluation is unpopular among whomever is forced to 

share the costs. However, these responses suspend contradictions, but at the cost of 
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heightening them to the level of the state, as well as displacing them forward in time, i.e., a 

temporal fix.  

      

 

3.6 - Neoliberalism and the role of the state  

Despite its theoretical robustness, Harvey’s analysis poses a number of problems if we 

are to move forward. As noted at the outset of this chapter, Harvey’s argument proceeds in 

what I call logical, rather than historical time. In applying a theoretical analysis constructed in 

this manner, we run the risk of what Ian Bruff (2010) has called institutional isomorphism-

assuming that the logic of capitalism completely penetrates institutions and causes them to act 

in the best interests of capital. Rather, these processes are marked by difference, asymmetries 

and the uneven exercise of political power. Similarly, the state cannot be considered in a 

vacuum from all of the other states, which make up the world market. Harvey merely pays lip 

service to this observation, yet it deserves closer attention. “The development of a national 

monetary space or region…is what transformed the banks of London into the Bank of England… 

These processes are inseparable from the formation of national capitalist markets within the 

international monetary market.” (de Brunhoff 1978, 54) This is similar to observations made by 

Claudia von Braunmühl (1978) and John Holloway (1994), who argue that capitalist political 

authority can only be mediated nationally even though capital accumulation (as a process) 

occurs beyond national borders. Or, as Marx suggested (1990), capital accumulation operates 

at the scale of the world market (see also von Braunmühl 1978, 176; Holloway 1994). 
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 This is the tension between freely moving capital and the fixed, fetishized state 

necessary for its expanded reproduction (von Braunmühl 1978, Holloway 1994, Clarke 2001) As 

von Braunmühl argues, the world-market (i.e. the abstract circulation of capital) is not simply 

the sum of national economies, although these national economies are integral components. 

“The world market should thus be related as the one proper sphere of the circulation of capital 

to the national spheres of circulation as particularizations, and defined in this relation.” (von 

Braunmühl 1978, 164) In other words, capital(ism) must be conceived as an abstract, universal 

totality, but can only exist as contradictory and fragmented concrete forms. Holloway (1994), 

following von Braunmühl argues that “the political, then, as a moment of the relation between 

capital and labour, is a moment of a global relation. However, it is expressed not in the 

existence of a global state, but in the existence of a multiplicity of apparently autonomous, 

territorially distinct, national states.” (Holloway 1994, 31) Following this, “understanding the 

development of the state cannot be a question of examining internal and external 

determinants, but of trying to see what it means to say that the national state is a moment of 

the global capital relation.” (Holloway 1994, 36) States exist in relation to mobile capital, and 

must compete with each other in order to attract and fix capital within its borders. However, as 

Holloway importantly notes “the fact that it (the state) exists as a particular or rigidified form of 

social relations means, however, that the relation between the state and the reproduction of 

capital is a complex one: it cannot be assumed, in functionalist fashion, either that everything 

that the state does will necessarily be in the best interests of capital, nor that the state can 

achieve what is necessary to secure the reproduction of capitalist society.” (Holloway 1994, 28-

29) This helps to explain the muddy and uncertain path followed as contradictions unfold, in 
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particular how Germany’s response to its overaccumulation crisis threatens to blow-back as 

part of the broader European sovereign debt crisis, as well as why the imposition of rational 

capitalist restructuring in states such as Greece is not a sure-fire success.  

 Holloway makes an important insight in recognizing that states exist as a set of rigidified 

social relations. However he fails to follow through on the importance of this insight and makes 

the same totalizing, ahistorical statements as Harvey. What the findings of Holloway and von 

Braunmühl highlight is the necessity of conducting robust historical materialist analysis on the 

area under consideration. Forms of fictitious capital management, as well as social restructuring 

are determined by socio-political history. “The forms of (state) intervention, however, have the 

particular characteristics of meeting norms of regulation defined and established by institutions 

produced by class confrontation or conciliation, and can thus be anachronistic in terms of the 

prevailing forms of capitalist exploitation.”(de Brunhoff 1978, 61) As Manu Goswami notes, the 

universalizing drive of capitalism “did not mean, neither then nor now, the realization of a 

unified and homogenous globalized space-time. This was a consequence of both the internal 

contradictions within capitalist that impose structural limits on homogeneity…and the efficacy 

of historically diverse and multiple forms of resistance to capitalism.” (Goswami 2004, 39) 

 All of this is to say that theoretical analysis is but an important first step. The 

development of my framework is heavily grounded in abstract theory, yet this analysis suggests 

that these theories can only be useful in the cause of examining concrete socio-political 

development. We must pay close attention not only to the internal contradictions of capitalism 

(and to the social resistance generated), but also to particular local cultural, historical and 

geographic factors which affect the precise political form of fictitious capital management. 
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Because of the rigidified nature of the state, past occurrences whether stemming from class 

struggle or from cultural-historical factor) can often reassert themselves many years later. As 

we shall see in the following chapter, this analysis suggests that our conception of the state (as 

it pertains to the management of fictitious capital) must be radically expanded. Neoliberalism 

and the intricacies of the EMU have meant that it has not simply been the Greek state, which 

has dealt with its sovereign debt crisis. Rather, the German state, the ECB, and the IMF have all 

been heavily involved in performing the functions, which Harvey casually ascribes to ‘the state.’ 

In particular, Harvey takes a relatively functional view of the state, one which serves simply to 

fill functions implied by his analysis of money, such as the printing of currency and the carrying 

out of monetary policy (Harvey 2006, 306.) Harvey also has a tendency to reduce the state to a 

war between two factions of capitalists – industrialists and financiers – that fails to capture the 

messy intricacies of actual political struggle, not to mention the importance of regional and 

international organizations. 

 The current, post-Bretton Woods, era has come to be called neoliberalism, referring in 

the most basic sense to the shift to floating exchange rates and the ‘new normal’ of capital 

mobility. Rather than the simplistic, anti-statist and pro-market, use often deployed, I follow 

Jamie Peck’s understanding of neoliberalism as something concerned with re-tasking (rather 

than eliminating) the state (Peck 2010, 4). As he argues, it is impossible to develop a simple 

definition of with which we can rank states on their degree of neoliberalism because: 

At root…neoliberalism refers to a qualitatively differentiated process, rather than to a 

developmental stage or quantitative threshold; it denotes the form of state/economy 

relations, not a linear path towards a purely free-market state. Neoliberal statecraft, in 

fact, can often be both extensive and expensive, but more fundamentally it varies in 

kind (Peck 2010, 10; emphasis in original). 



73 
 

 

Briefly then, I take as a starting point neoliberalism’s re-making of the state-market relationship 

in order to direct political will towards making and (re-)producing markets, with the state 

intervening in markets in order to generate (perceived) optimal market outcomes38. However, 

this is simply a starting point, requiring a specific examining of how these processes unfolded. 

 More specifically, Gill (1995) and Peck & Tickell (2002) provide more concrete, 

institutional, suggestions on how to unpack these processes, particularly with respect to the 

construction (both rhetorical and political) of the financial system, as well as the construction of 

the neoliberal state. Stephen Gill’s 1995 article, “Globalisation, Market Discipline and 

Disciplinary Neoliberalism,” develops the language necessary to analyze neoliberal 

restructuring. Neoliberalism, in its most basic form, refers to “the steadfast belief that political 

and social problems should be solved primarily through market-based mechanisms as opposed 

to state intervention.” (Soederberg 2005, 938) Gill argues that what defines the present era is 

the emergence of a neoliberal ‘market civilization’, configured by the power of transnational 

capital, involving a myth of capitalist progress, hierarchical social relations, and achieved 

through a combination of market discipline and localized political power (Gill 1995, 399). Within 

this market civilization, Gill identifies the coexistence of two varieties of neoliberalism, which he 

terms oligopolistic and disciplinary. Oligopolistic neoliberalism involves on the one hand, 

protection for the strong and wealthy, and a socialization of their risks, while on the other, 

market discipline for the weak (Gill 1995, 405). Disciplinary neoliberalism then “is a concrete 

form of structural and behavioural power” which combines the structural power of capital 

(through market discipline); the ability of capital to promote uniformity and obedience in 

                                                           
38 Recall the discussion of system-corrections perspectives discussed in Chapter Two. 
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political policies; particular instances of state power; and finally, constant surveillance of 

economic actors (Gill 1995, 411). These forms of neoliberalism are institutionalized through 

what Gill calls the new constitutionalism, which “are often implicit rather than explicit. 

Nevertheless, they emphasize market efficiency, discipline, and confidence; economic policy 

credibility and consistency; and limitation on democratic decision-making processes.” (Gill 

1995, 412) As will be argued in Chapter Five, the EMU itself is a practical realization of the new 

constitutionalism and the response to the European sovereign debt crises has reflected the 

logic of both oligopolistic and disciplinary neoliberalism.  

While these neoliberal forms have a clear political element, they also have a certain self-

sustaining and intensifying logic resulting from state dependence on the market which 

homogenizes and constrains political choices, as well as a fetishism of global finance where 

there appears to be “material relations between persons and social relations between things.” 

(Marx 1990, 166) “Driven to raise operating finance on the more globalized financial markets, 

governments are pressured into providing a business climate judged attractive by global 

standards in order to win and retain foreign direct investment.” (Gill 1995, 417) This is similar to 

observations made by von Braunmühl (1978) and John Holloway (1995), who argue that 

capitalist political authority must be mediated nationally, and that a contradiction exists 

between the free movement of capital and the fixed national state necessary for its 

reproduction (von Braunmühl 1978, 176; Holloway 1995, 123-126). These structural 

imperatives stemming from the international movement of capital often fail to be critically 

analyzed in accounts of European integration. Finally, Gill identifies a number of contradictions 

in this process: 



75 
 

The logic of neoliberalism is contradictory: it promotes global economic integration (and 

hence the need for global public goods)… as well as undermining the traditional tax base 

and the capacity to provide public goods… Moreover, neoliberal macroeconomic 

policies, aligned to the ideology of the competition state, may generate a more 

conflictual inter-state dynamic that may prolong economic stagnation for the vast 

majority of the world’s population through, for example competitive austerity and 

beggar-thy-neighbour currency depreciation… While capital tends towards universality, 

it cannot operate outside of or beyond the political context, and involves planning, 

legitimation, and the use of coercive capacities by the state. (Gill 1995, 419-422).  

 

These contradictions, which we will see in a later section, have played out almost verbatim in 

the case of the EMU, in particular the embedding of a credit-led strategy of accumulation 

driven by capital market integration and banking liberalization. 

Jamie Peck and Adam Tickell’s 2002 article, “Neoliberalizing Space” provides a similar 

perspective to that of Gill, focusing on the shift from what they call ‘roll-back’ to ‘roll-out’ 

neoliberalism. Through this shift, “the agenda has gradually moved from one preoccupied with 

the destruction and discreditation of Keynesian-welfarist and social-collectivist institutions 

(broadly defined) to one focused on the purposeful construction and consolidation of 

neoliberalized state forms, modes of governance and regulatory relations.” (Peck and Tickell 

2002, 384; See also van Apeldoorn & Overbeek 2012 as well as Ryner 1999) In other words, 

neoliberalism constructs the rules of competition by shaping the metrics of value (Peck and 

Tickell 2002, 387) while reproducing and deepening the forces which make this competition 

between geographic locations necessary, the free movement of capital with its attendant 

disciplinary effects (Peck and Tickell 2002, 393). “The subsequent neoliberal ‘settlement’ had to 

be engineered through explicit forms of political management and intervention and new modes 

of institution-building designed to extend the neoliberal project, to manage its contradictions, 
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and to secure its ongoing legitimacy.” (Peck and Tickell 2002, 396) The emphasis on the political 

construction of neoliberalism (which is often referred to in quasi-mystical terms as ‘freeing’ 

markets from the burdens of politics) overlaps broadly with Gill’s new constitutionalism, and 

the logic of roll-out neoliberalism is similarly reflected in the EMU. Finally, the authors 

emphasize that “neoliberalism has demonstrated an ability to absorb or displace crisis 

tendencies, to ride-and capitalize upon-the very economic cycles and localized policy failures 

that it was complicit in creating.” (Peck and Tickell 2002, 400) It is precisely this ability, which 

we see in the response to the European sovereign debt crises, where the crisis has been used to 

further consolidate and deepen neoliberalism within the EMU. While Peck’s work is useful in 

understanding the political construction of neoliberalism, both rhetorically and as actual policy, 

his analysis tends to leave out the actual tensions, contradictions, and struggles associated with 

the process of capital accumulation. It is my goal to blend both the theoretical analysis of the 

capital accumulation process with this type of analysis of actually existing neoliberalism. In 

order to do so, I draw on some of the insights provided by IPE scholars who have examined the 

role of economic nationalism. I explore rhetoric and nationalism vis-à-vis neoliberalism here in 

order to contribute to the understanding of neoliberalism as an actually-unfolding political 

project that needs to be constantly re-produced and interpreted. 

 

 

3.7 – Economic Nationalism  

 While the conventional use of economic nationalism has been in opposition to 

economic liberalism (i.e. national autarky versus open markets), recently scholars have 
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advocated for a more theoretically nuanced use of the term. Andreas Pickel has argued that 

“economic nationalism cannot be examined and assessed as an economic doctrine in an 

abstract framework precisely because it responds to problems situated in particular historical, 

political, cultural and social contexts.” (Pickel 2005, 4)  

One of the major themes in this school of research is that ‘national identity and 

economics are closely and significantly related, and that globalization processes may in fact 

reinforce rather than weaken these relationships.’ (Pickel 2005, 1) In other words, economic 

nationalism is not simply the opposite of liberal doctrine, but can in fact encompass liberal 

doctrines if they are to the (perceived) benefit of the nation. For instance, the British Empire’s 

support of free trade at the height of its power can be understood as economic nationalism 

since ‘British policymakers were supporting free trade not because it would benefit the 

economic welfare of humanity and promote world peace, but because it would give their 

country “a world manufacturing monopoly’ that would bolster British wealth and international 

power.” (Helleiner 2003, 320) Thus, economic nationalism exists at the intersection of politics, 

the economy, and ideas (particularly about who or what constitutes ‘the nation’) and exists as 

both discourse and (political) action. This implies that ‘economic nationalism should be 

understood simultaneously as political action in a specific historical context, rather than as 

economic doctrine in a universal context of ideas.’ (Pickel 2005, 8) 

What is in common here is the tension between insiders and outsiders, which I argue 

needs to be productively integrated into theoretical discussions of the neoliberal state. These 

insiders and outsiders can be determined by a variety of mechanisms, but common are those 

based on either political borders or ethnicity. In the former, the most important for the case at 
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hand, “claims are made to protect the labor markets, industries, national resources, financial 

assets, or welfare benefits of the nation-state and its citizens vis-à-vis some foreign threat or 

competitor.” (Brubaker 2011, 95) This threat can be from another state’s goods or capital, or 

supranational institutions such as the International Monetary Fund (IMF) or the EU. In the case 

of Greece, it has gone from an outsider to Europe in the 1980s and 1990s, to an insider in the 

2000s, and back to an outsider after the debt crisis. 

Following the above authors, I take economic nationalism to be a process, 

encompassing both discourse and capitalist social relations, which purports to protect or 

benefit the economic welfare of national insiders, however constructed. Note that it is less 

important for economically nationalist policies to objectively benefit or protect insiders than it 

is to be generally believed to do so. This nation under ‘protection’ does not exist as some sort 

of timeless and well-defined object, but one that is socially (re-)constructed through the use of 

economic nationalism. This implies that the nation need not be a nation-state (although it often 

is), but can also be a sub-state region or a super-state entity such as the European Union. There 

can be no grand theory of economic nationalism, since each is constructed socially and 

historically. Thus, economic nationalism is defined not by its content, but by its reference point. 

This also implies that the various levels can exist simultaneously with one another; one should 

not assume there to be a zero-sum relationship between European and state economic 

nationalism, for instance, but rather various levels interact with each other in complex ways 

depending on historical circumstances. 

 Following from Pickel (2005), the most important function of economic nationalism is to 

legitimate the social, political, and economic structure as it changes. This is not to suggest that 
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economic nationalism plays a purely secondary role, which only comes into play to legitimate 

pre-chosen policies in a top down fashion. Rather, because economic nationalism exists in a 

dialectical relationship with the ever-changing nature of capitalist social relations, economic 

nationalism is a particular, relatively stable form of economic policy and discourse arising out of 

fundamental social conflict. Those whom are most often the source of economically nationalist 

discourses are also constrained by historically determined conceptions of economic nationalism 

and ‘national identity’ more broadly. As John Holloway argues, ‘it cannot be assumed, in 

functionalist fashion, neither that everything that the state does will necessarily be in the best 

interests of capital, nor that the state can achieve what is necessary to secure the reproduction 

of capitalist society.’ (Holloway 1994, 28-29) In other words, economic nationalism can be both 

conducive to, and antagonistic towards, the reproduction and expansion of capital 

accumulation, depending on circumstances. Finally, we can conceive of this legitimating 

mechanism to be a spectrum, with ideas at one end and output at the other. A legitimation 

mechanism dependent solely on ideas could legitimate any social order, no matter how 

unequal, while one based solely on output would derive legitimacy purely from its ability to 

provide material benefits. Clearly, these are ideal types, with each particular instance existing 

somewhere between these two poles.  

 Economic crises then are conducive to change – as they place strain the existing 

legitimating mechanism and can redefine the insider/outsider distinction – but do not 

necessarily lead to change. In order to explain why and what change occurs, it is necessary to 

turn to critical political economy. In particular, we need to understand the place of the given 

unit within the structure of global capitalist relations, and its historical constitution. In this case, 
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the relevant processes are the neoliberal integration project in the EMU, and Greece’s entry 

therein, which was based on a modernizing, ‘catching up,’ myth underpinned by credit-

facilitated consumption (Hembruff 2014). Crises reinforce the dominance of capital and money 

and, by re-exerting this dominance in crucial junctures, can shape outcomes through the 

inherent necessity of the state to reproduce capitalist accumulation. ‘Money in advanced 

capitalism functions primarily as means of payment and element of hoards… Who generates 

the means of payment, who holds the money hoards, who has access to them in times of 

distress, all are issues deeply enmeshed with power and authority in capitalist society.’ (Fine 

and Lapavitsas 2000, 370) 

 

 

3.8 – Conclusion 

 In this chapter I developed the three fundamental theoretical contradictions that I argue 

are necessary for understanding the European sovereign debt crises. Briefly, these are 1) the 

tendency, inherent to capitalism, towards overaccumulation; 2) the contradiction between 

fictitious capital and the productive base, which itself derives from the contradiction between 

money as both measure of value and medium of circulation; and, 3) the contradiction between 

the state as a national state and a class state. However, I also argued that these contradictions 

are not sufficient to fully understand the crisis, and would provide only a functional and 

structuralist take on the crisis. To combat this, I argued for an understanding of actually existing 

neoliberalism as it manifests itself both at the state, regional, and international level. 
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 In the following chapters, I apply this theoretical framework to Germany, the EMU, and 

Greece. More concretely from these abstract, theoretical contradictions, I focus on three meso-

level contradictions, which I argue are responsible for the debt crises. First, there is Germany’s 

postwar accumulation regime, which has produced a deep crisis of overaccumulation. Second, 

the periphery has seen credit-fuelled, consumption-based EMU integration. And third, the 

contradictory processes associated with the neoliberal logic of the EMU itself, by which I mean 

the rush to lower barriers to credit and finance at the expense of all else. These three 

contradictions came together in the wake of the 2007-2008 US subprime crisis to form a larger 

crisis of capitalism in the Eurozone expressed, as I suggest, as a crisis of fictitious capital.   
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Chapter Four 

Germany 

 

 

 

 

4.1 – Introduction 

 Since its rapid reconstruction since the end of World War Two, Germany has long played 

a traditional, yet problematic, role within the broader European political economy. It was one 

of the founding members of the European Coal and Steel Community (1951), which eventually 

became the European Union in 1993, yet the continued rise in Germany’s power within the EU 

has not always been well-received by its neighbors. Although it was briefly referred to as the 

“Sick Man of Europe” (Kitscheldt & Streeck 2003; Deeg 2005) throughout the 1990s (particularly 

following re-unification) and early 2000s, by the time of the US subprime crisis, Germany has 

sat alongside the Troika as one of the most important players in managing the debt crises that 

subsequently hit Europe. In particular, Chancellor Angela Merkel and the conservative 

Bundesbank have often been portrayed (following the crisis) as being in an antagonistic 

relationship with the countries in the periphery (see Brubaker 2011), whose profligate ways 

have made them incompatible monetary union partners with the spendthrift Germans. 

However, such simplistic explanations are not sufficient for a full understanding of the causes 

and consequences of the European sovereign debt crises. Recalling Chapter Two, this has been 

framed as a debate between system-stability perspectives that focus blame on Greece’s 
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reluctance to reform its economy, and the system-instability perspectives that counter by 

pointing to Germany’s large current-account surpluses since the formation of the EMU. 

However, neither of these on their own is sufficient in providing a full understanding of the 

European sovereign debt crisis. Instead, we gain deeper understanding by understanding the 

Germany’s political economy, which I do by focusing on the German economic doctrine of 

ordoliberalism, and its implementation through Modell Deutschland by which is meant the 

post-war organization of German capital accumulation. 

In this chapter, I trace the development of the German economy, with a particular focus 

on Modell Deutschland in the post-Bretton Woods era, through the process of German re-

unification, and to its role in the European sovereign debt crises. In so doing, I document that 

Germany’s post-war economic success was contradictory, as it eventually produced a crisis of 

overaccumulation, leading to its Eurosclerotic, “Sick Man of Europe” designation in the 1990s 

and early 2000s. As discussed in Chapter Three, Germany demonstrates the tendency towards 

overaccumulation, and its attempts to spatially and temporally displace this accumulation 

demonstrate the tension between fictitious capital and the productive base, and the tension 

between the German state’s role as both a national state and a class state. 

 I do so by employing Harvey’s (2006) six forms of overaccumulation, which I simplify 

into three lenses (see Chapter Three): Labour & Consumption; Fixed-Capital & Production; and 

Money-Capital & Finance. From this perspective, I argue that Germany has pursued three 

strategies in addressing its crisis of overaccumulation: 1) devaluing labour by cutting welfare 

system benefits and weakening collective bargaining; 2) spatio-temporal fixes in production and 

consumption by integrating cheap labour from Eastern Europe and doubling down on an 



84 
 

export-oriented growth model, rather than encouraging domestic demand; and 3) financial 

integration and expansion, in concert with European monetary integration, in order to pursue 

spatio-temporal fixes in global securities markets. Germany was able to exploit its central 

position within the Eurozone to facilitate these fixes, but because crises can only be displaced, 

never resolved, these fixes in turn created conditions for subsequent crises in the Eurozone’s 

periphery, which I address in subsequent chapters.  

 

 

4.2 - Postwar German Capitalism: Modell Deutschland 

The postwar German political economy can best be summarized as a state-organized, 

export-oriented growth model with a high degree of coordination between the state, capital, 

and labour backed by the economic doctrine of ordoliberalism. Similar institutional 

configurations have come to be defined as a ‘Coordinated Market Economy’ by Varieties of 

Capitalism (VoC) theorists (Soskice & Hall 2001) and, more specifically, it has been defined as 

das Modell Deutschland by the German Social Democratic Party (SPD) as a 1976 campaign 

slogan (Jessop 2014, 251). In this section, I provide a brief description of Modell Deutschland 

and argue that ordoliberalism is fundamentally crisis-prone, because prolonged coordination 

between the state, capital, and labour is an impossibility within capitalism, owing to the 

contradiction between the state as a national state and as a class state. This is expressed as a 

crisis of overaccumulation, which recall can be displaced spatially and/or temporally. 

As Werner Bonefeld (2012) has pointed out, the economic doctrine of ordoliberalism 

has been a core organizing economic doctrine in postwar Germany. Briefly, ordoliberalism “calls 
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for a political-economic order (Ordnungspolitik) which organizes competitiveness and 

competitive markets in such a way to prevent private power (in the form of industrial cartels 

and labor unions) and public power (socialist nationalization) from interfering with market 

forces.” (Young 2014, 277) More specifically, Bonefeld defines ordoliberalism as 

an authoritarian liberal project: one that socialises the losses by means of ‘financial 

socialism’, one that balances the books by a politics of austerity, one that demands 

individual enterprise and calls upon the individual to meet life’s misadventures with 

courage, and one that sets out to empower society in the self-responsible use of 

economic freedom. (Bonefeld 2012, 636) 

 

In other words, contrary to economic liberalism, which sees the state’s only legitimate role as 

enforcing the basic necessities for capitalism to function, ordoliberalism sees a role for a strong 

state to both police the market order as well as the social order of ethical and moral individual 

behavior (Bonefeld 2012, 651). As Young (2014) has argued, the importance of ordoliberal ideas 

has waxed and waned depending on the political whims of the party in power, but German 

economists and the Bundesbank have closely adhered to an ordoliberal doctrine in the 

aftermath of the crisis. (Young 2014, 277-278) With the importance of ordoliberalism 

understood, we now turn to a brief overview of Modell Deutschland. 

 Following the destruction of much of its economic capacity in World War Two, the 

growth of the German economy was kick started by a combination of the Marshall plan, which 

provided reconstruction aid, and the 1953 London Debt Agreement which relieved West 

Germany of approximately 50% of its external debt (Young 2014, 282-283; For a more 

expansive take on this theme, see Altvater 1993). Given the desire to rapidly catch up to the 

other major Western economies which it had once rivalled, German policymakers decided to 

consciously avoid the long-term ‘trial-and-error’ approach to capitalist development. Instead, it 
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was decided that the state should play a major role in helping large firms form, secure both 

funding and appropriately-skilled workers, find profitable production niches, and orient 

production towards the export of goods in those niches (Allen 2010, 381). These policies 

required social protection for those not favoured by this model (which was tailored towards the 

full-time, unionized, skilled, family man), particularly the unemployed, women, and children 

(Manow & Seils 2000, 140). “These leaders did not offer such policies altruistically, rather, they 

were preventive policies aimed pragmatically at minimizing social tension and political 

opposition while the economy grew.” (Allen 2010, 382) The welfare system was a conservative, 

‘social insurance state’ aiming at preserving social status and providing earnings-related 

benefits. Those without sufficient entitlements through this social insurance rely on tax-funded 

social assistance, which are modest and subject to means testing. In other words, it is focused 

on horizontal rather than vertical redistribution (Fleckenstein 2012, 849-850) 

The labour law favoured long-term, full-time employment contracts, and restricted the 

ability of firms to hire on a fixed-term or part-time basis, as well as it erected barriers to firing 

employees. Wage bargaining was done on a regional and sectoral-basis, with industry-wide 

unions and employer associations negotiating agreements that apply to all firms (Kitschelt & 

Streeck 2003, 5). The goal was to discipline labour and transform it into - as much as possible - 

into a fixed aspect of production such as capital, in order to encourage a high investment in 

skills by both the state and employers (Streeck 1997, 241). This joint governance was tempered 

by a high degree of autonomy given to the German central bank (the Bundesbank) in order to 

defend the Deutschmark; because the Bundesbank was able to credibly threaten a non-

accommodating interest rate policy, excessive wage increases would have resulted in 
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unemployment, rather than inflation (Kitschelt & Streeck 2003, 6), encouraging unions to aim 

for collaborative bargains with management. 

In terms of production, Modell Deutschland is distinguished by a high share of exports 

by GDP compared to other major economies, and its focus on capital goods and high-quality 

consumer durables (Jessop 2014, 251). The large-to-medium size firms which produce most of 

these exports tend to be privately held, or in the hands of a few large stockholders, and rely on 

bank loans, forming an interlocking web between productive and financial capital and creating 

an incentive for banks to provide long-term loans to firms, and not speculate with their stock 

(Kitschelt & Streeck 2003, 4; Streeck 1997, 241). Indeed, Germany is an anomaly compared to 

the US and UK in that it has a bank-based, rather than capital-market based system, with a high 

degree of public ownership (Hufner 2010, 7; Vitols 2005, 386). In terms of the accumulation 

process, this represents a unification of financial and productive capital, but leads to an overall 

conservative economic strategy in which Germany lagged in high-technology and business 

services, especially compared to states with more decentralized and fluid relationships 

(Kitschelt & Streeck 2003). Similarly, banks were reluctant to engage in the same type of risky 

profit-chasing that could be seen in the US system. Finally, the strong role played by the state in 

mediating bank-firm relationships, as well as firm-labour relationships became a hurdle to be 

overcome in order to compete with the rest of the world (see Deeg 2005). 

 The banking system is comprised of three pillars: large, privately-owned commercial 

banks, as well as a number of medium-to-small banks and the branches of foreign banks; public 

sector banks known as Sparkassen and Landesbanken; and co-operative banks, which make up 

two thirds of banking institutions, but only 11% of bank assets (IMF 2011a, 4-5; IMF 2011b, 8; 
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Hufner 2010, 8-9). The Sparkassen are notable in that they are required by law to offer financial 

services for all Germans, and that they operate on a regional basis where they compete with 

commercial and co-operative banks, but not each other. The Landesbanken were originally 

intended as a sort of central bank for associated Sparkassen, but later became involved in 

wholesale funding, investment banking, and international business activity, which brought 

them into competition with the large commercial banks. From their creation until 2005, 

Sparkassen and Landesbanken were also backed by mutual guarantee schemes, although this 

has been grandfathered to 2015. Finally, the model is marked by a generally conservative 

economic culture, with a high savings rate and low consumer credit (Streeck 1997, 243), as well 

as banks that tend to be risk-averse (Reifer and Knobloch 2009, 9). 

As will be discussed in empirical depth below, this ordoliberal Modell Deutschland 

eventually began to break down, leading to overaccumulation. For now, it is worth setting up 

the fundamental contradictions that drove this process. 

 

 

4.3 - Eurosclerosis and the forms of overaccumulation: 1980-2008 

Although the German model produced strong growth and political stability during the 

postwar era, by the 1990s German became thought of as ‘the sick man of Europe’ suffering 

from ‘Eurosclerosis.’ By Eurosclerosis, it was meant that the German state was suffering from 

high unemployment (especially problematic for the German model, which relied on 

contributions from workers to fund redistributive policies, as discussed above), low GDP 

growth, high government borrowing costs, and a net outflow of investment (Streeck 1997, 248; 
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Harding 1999, 66-70; See also Figure 4.1, below). Most of the problems cited by critics had to 

do with the fundamental structure of Modell Deutschland itself. These included: a banking 

system focused on long-term partnerships, rather than financing innovation; cozy corporate 

governance and a too-close relationship between trade unions and employer associations; 

uncompetitive industries; and an overly generous social welfare system, particularly with 

respect for the ability of the unemployed to ‘hold out’ for a job of equal or superior worth 

(Deeg 2005, 332-333; Allen 2010, 379). More generally, it was argued that globalization had 

undermined the ability of the German state to maintain organized capitalism since new 

producers from Asia and Central Europe were able to close the quality-gap with German 

products, but with lower labour costs (Deeg 2005, 339). During the 1970s-1980s, Germany had 

a strong comparative advantage in expanding industrial sectors, owing to its ability to produce 

highly-skilled workers with low transaction costs (owing to the corporatist relationship between 

capital, labour, and the state), and so could produce cheap, high-quality goods (Kitschelt & 

Streeck 2003, 10), but the advent of low-to-nonexistent capital and trade barriers, as well as 

advancements in automation, in emerging markets such as Asia and Central Europe undercut 

this.  

Summing up the sense among German capitalist class and political elites during 

Euroslerosis (i.e. the crisis of overaccumulation), Wolfgang Streeck points out that: 

The indications were that, in response, it [Germany] had slowly begun to deteriorate 

into a pattern where socially instituted markets, negotiated management, structurally 

conservative politics, quasi-public associational governance and cultural traditionalism 

no longer resulted in industrial upgrading, but in an ever-expanding number of people 

being relegated to an ever more expensive and, ultimately, unsustainable social safety 

net in the widest sense, being kept out of employment at public expense or in 

employment at private expense. (Streeck 1997, 250) 
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All of this was compounded even further when the Berlin Wall fell in 1989, and Germany 

experienced a major fiscal shock associated with reunification.  

 

Figure 4.1: Growth, Unemployment, and Current Account Balance in (West) Germany (%) 

 

Source: OECD.Stat (2014a); Figures prior to 1991 refer to West Germany (Author’s Calculations) 
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Figure 4.2: Consumer Price Index, all items (%) 

 
Source: OECD.Stat (2014b) 

  

In this section, I follow from Chapter Three, where I simplified Harvey’s (2006) six 

appearances of overaccumulation, into three lenses that can each be used to examine 

Germany’s crisis in different ways, depending on whether the problem is looked at through the 

lens of consumption, fixed-capital, or money-capital. This grouping is, in some senses arbitrary, 

since there is a great deal of linkage between all six, however this format has been chosen in an 

attempt to present the argument in the most streamlined possible way. In general, I argue that 

the three major trends that have marked Germany’s response to overaccumulation and 

Eurosclerosis and overaccumulation have been: 1) devaluing labour by cutting welfare system 
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benefits and weakening collective bargaining; 2) spatio-temporal fixes in production and 

consumption by integrating cheap labour from Eastern Europe and doubling down on an 

export-oriented growth model, rather than encouraging domestic demand; and 3) financial 

integration and expansion, in concert with European monetary integration, in order to pursue 

spatio-temporal fixes in global securities markets. 

 

 

 4.3.1 - Labour and Consumption 

 The first facet of overaccumulation has to do with labour and domestic demand (i.e. 

consumption). Essentially, the problem here is the inability for domestic consumers to realize 

the values in produced goods through purchase and consumption. As noted above, a common 

diagnosis was that Eurosclerosis resulted from an overly generous welfare system, particularly 

with respect to unemployment benefits, as well as too-close relationships between trade 

unions and employer associations which produced unsustainably high wages and restricted the 

ability of firms to fire employees, thereby compromising international competitiveness. This 

move kept unemployment high - since workers would prefer to hold out for a job of equal or 

higher pay - and GDP growth low - since producers were falling behind international 

competitors. In turn, this can fan pro-cyclical tendencies during periods of sluggish growth, 

since the unemployed will generally choose to limit consumption, in turn leading to worse firm 

performance, declining growth, and fiscal crises of the welfare state, and so forth. At the same 

time, real wages were stagnating or declining, particularly in the manufacturing sector (Brenke 

2009; Dunhaupt 2012).  
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Viewed from this lens, there can be two responses here, when viewed domestically: 1) 

temporal displacement by attempting to boost domestic demand through an expansion of 

consumer credit; and/or 2) an expansion of fiscal stimulus with generous social benefits (the 

latter often referred to as Keynesian ‘pump-priming’). In this section, I demonstrate that while 

there has been a great reluctance to expand domestic consumer lending in Germany, there 

were attempts to maintain the prevailing social model. However, with the increasing exposure 

to global economic shocks, German elites became less interested in maintaining this model, 

particularly when faced with the conservative Bundesbank, the costs of re-unification, and the 

looming spectre of European monetary integration, which limited states to a deficit-to-GDP 

ratio of 3% and a debt-to-GDP ratio of 60%. In this context, the costs of reunification served as 

the straw that broke the camel’s back, leading to a shift towards a liberalization of 

employment. When we step back from considering this issue from only a domestic lens, a third 

response becomes apparent: spatial displacement and domestic labour devaluation via export-

oriented policy, generally in concert with measures to boost competitiveness that cut welfare 

benefits, outsource jobs, and so forth. This response is dealt with in depth in the next section.  

 Germany has long been a credit-averse society, and stagnation associated with 

Eurosclerosis did little to change this. Few Germans have a credit card, compared with other 

developed economies, and most payments are conducted in cash. While nearly every citizen 

has a bank account (Policis 2006, 26-7), this does not imply access to consumer credit. Short-

term credit, particularly overdraft credit, is generally offered automatically based on monthly 

income, which is deposited directly into account (Office of Fair Trading 2009, 33). This lack of 

consumer credit has to do with several factors. First, the large number of publicly-owned and 
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co-operative banks in Germany have customer-service, rather than profit-making motives. This 

has led to risk-averse banks and a reluctance to implement risk-based pricing39 (Reifer and 

Knobloch 2009, 9). When US-based Citibank tried to implement risk-based pricing it was 

criticized by both consumer groups and other banks for violating pricing norms (Policis 2006, 

24). 

 

Figure 4.3: Rate of Change, Private Consumption (%) 

 
Source: Bundesbank National Accounts (2014a). 

 

 

 

                                                           
39 Briefly, risk-based pricing refers to offering different loan terms and interest rates to borrowers based upon the 
creditworthiness. For instance, the payday lending industry justifies its sky-high interest rates on the ground of 
risk-based pricing, arguing that high interest rates on their loans militate against the high possibility of default (see 
Hembruff & Soederberg 2015). 
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Figure 4.4: Retail Trade Turnover (2010=100) 

 
Source: Bundesbank National Accounts (2014b) 

 

 

 Because credit is so closely tied to wages, most borrowing is used to meet short-term 

needs. Aside from overdraft credit, pawnshops are also common but, unlike the popular 
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income, and has a 90% chance of paying back the loan (Office of Fair Trading 2009, 35-39). 

Similarly, Germany is much less of a homeowner society than other developed economies 
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popular response, with 52.2% (EC 2010, 19-20). Of course, it is not necessary to use consumer 

credit to increase purchasing power in the face of weakening growth and high unemployment. 

The welfare state can also serve as an instrument to realize values, and it is to this we now turn. 

Instead of expanding consumer credit, which was more prevalent in Anglo-Saxon 

economies, in Germany the social structure of the welfare state was largely used as the main 

instrument of economic adjustment. The goal was, in times of economic trouble, to reduce the 

labour supply with the help of social insurance. However, the tight monetary policy followed by 

the Bundesbank meant that the government had to pursue fiscal discipline in the face of 

declining tax revenue. This cost-cutting, and cost-shifting (to labour) was particularly acute 

during the 1970s stagflation crisis. “Declining employment, in turn, is particularly problematic 

within a social policy model that relies almost exclusively on revenue stemming from 

dependent employment.” (Manow & Seils 2000, 138; 141; 143) When crises are over, excess 

revenue is then used to expand the welfare-state regime, particularly focusing on the long-term 

unemployed. “With this higher level of spending and revenue, but also with more generous 

welfare entitlements, the welfare state then enters the next crisis. Thus, we witness a ratchet-

effect that parallels the rise in unemployment. In each recession, insurance contributions are 

raised but do not fall back to their initial level with the recovery.” (Manow & Seils 2000, 150) 

Additionally, between 1993-1997, income taxes and social insurance contributions were 

increased significantly to finance the costs of reunification (Brenke 2009, 195) and, mirroring 

global trends, real wages in West Germany have been stagnant or declining over 1990-2008 

(Brenke 2009, 194). 
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 To make matters worse, these issues with Modell Deutschland were exacerbated even 

further owing to the costs and questionable political decisions associated with German 

reunification. 

The West German response to unification was above all designed to protect the West 

German social order from being modified by the event. Unification was conceived and 

executed as a giant exercise in Institutionentransfer - a wholesale transplantation of the 

entire array of West German institutions to the former East Germany. This approach 

was supported by all major West German players, including business, labour, the 

conservative government, and the Social-Democratic opposition. (Streeck 1997, 250) 

 

In essence, the goal was to protect the existing West German system by ‘buying-in’ the East, 

with the costs placed on West German taxpayers and East German labour. Despite a developed 

infrastructure, East German labour was made uncompetitive almost overnight as wages rose far 

beyond productivity (owing to the transfer of West German collective agreements) and the 

replacement of the East German currency by the Deutschmark at an unrealistic rate (Manow & 

Seils 2000, 150-151; Streeck 1997, 250-251). Together this made East German industry 

uncompetitive (particularly with respect to other post-Soviet economies – its closest 

competitors) and resulted in firms being wiped out, and absorbed, and high unemployment. 
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Figure 4.5: Domestic Demand and Exports (2005=100; Price Adjusted) 

 
Source: Bundesbank National Accounts (2014c; 2014d) 

 

Figures 4.3, 4.4, and 4.5 show the effects of these trends. Figure 4.3 shows the rate of 

change in Private Consumption at or below 2% since the 1990s, which puts it also at or below 

the rate of inflation over that same period (See. Figure 4.2). Figure 4.4 shows the same trend; 

Retail Trade Turnover, a measure of activity in the retail sector, which serves as an indicator for 

domestic demand, has remained essentially flat since reunification. Finally, Figure 4.5 

demonstrates that Domestic Demand has also been relatively flat since the mid-1990s. This 

flattening of domestic demand is both indicative of the crisis of overaccumulation in Germany, 

since it indicates an overproduction of commodities relative to the ability of consumers to 

purchase them, as well as the inability for the German political economy to escape this crisis 

(i.e. Eurosclerosis) through consumer credit or an expansion of the welfare system. Instead, as I 
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shall argue in the next two sections, Germany opted for spatial and temporal displacement in 

production and consumption through a redoubled focus on exports and labour outsourcing, as 

well as a shift towards financial markets as a site of profit-making. 

 

 

4.3.2 - Fixed-Capital and Production 

 The second facet of overaccumulation in this case can be simplified with a focus on 

fixed-capital and the production of commodities. This facet encompasses the following forms 

from Harvey’s definition: a surplus of inputs for production, idle fixed-capital, and high 

unemployment. Essentially, the problem as viewed through this lens is an inability of firms to 

produce goods profitably. This leads to a surplus of factors of production (i.e., material inputs, 

fixed-capital, and labour) because firms are unwilling to purchase them, and a falling rate of 

return on capital invested in production. In Germany this was evident from the Eurosclerosis 

narratives, discussed above, that placed the blame on too-generous unemployment benefits 

that prevented people from seeking rapid re-employment, as well as a general inflexibility in 

the labour market. 

Putting aside efforts to spur domestic demand (discussed above), there are three 

primary responses to this manifestation of an overaccumulation crisis. The first is what can be 

broadly referred to as ‘restoring competitiveness’ to domestic industry through cutting labour 

costs or enhancing value-added. Domestically, this refers to restructuring the industrial 

relations system and the welfare state, particularly with respect to unemployment insurance. 

By weakening union bargaining, making unemployment less attractive, and lessening firm 
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contributions to the welfare state, labour inputs are devalued. Internationally, competitiveness 

can be enhanced by shifting away from domestic inputs to international ones. Domestic labour 

can be replaced with foreign, outsourced labour, and firms can expand to secure cheaper inputs 

abroad. These are often abetted through trade and regional policy, which lowers barriers to 

capital and trade. Finally, firms can shift to an export-oriented focus in order to avoid the issues 

of realization associated with weak domestic demand.  

The first major changes in the industrial relations system began with the 1992-1993 

recession, which ended the brief post-unification boom with reforms that were intended to 

make the labour market more decentralized, flexible, and ‘marketized.’ The existing ‘welfare 

without work’ approach was considered unfeasible, and placed in the context of a perceived 

welfare state crisis and underperformance of the labour market, particularly with regard to 

unemployment (Fleckenstein 2012, 854).The most important of these were the introduction of 

hardship and opening clauses which allowed firms to deviate from the aforementioned 

industry-wide collective agreements in order to reduce wages, increase overtime, or reduce 

hours worked. From 1990-2000, the number of firms that had at least one of these pacts that 

allowed them to deviate from collective agreements increased from 1% to 46% (Deeg 2005, 

340). In addition, labour market policy during 1994-1997 was aimed at implementing workfare. 

Generosity of unemployment assistance was reduced, financial support for existing job training 

was reduced, and new training measures were introduced to test benefit recipients’ willingness 

to work. Unemployed workers were now expected to accept seasonal and low-wage work, and 

do community work (Fleckenstein 2012, 855) in order to continue receiving benefits.  
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Changes in social policy sped up rapidly in the early-to-mid 2000s under the rule of the 

Red-Green coalition between 1998 and 2005 with a policy package called “Agenda 2010” that 

aimed at creating a neoliberal workfare state. These policies cut unemployment benefits, raised 

the age of retirement, outsourced health insurance, reduced subsidies, abolished craft 

requirements, and extended shopping hours (Eick 2011, 27-28).  A major part of Agenda 2010 

were the Hartz reforms, particularly Hartz IV, which combined unemployment and social 

insurance and introduced “one-euro jobs” for the unemployed. These reforms marked a shift 

away from the previous social model, which focused on preserving achieved social status, and 

towards a recommodification of labour, by which is meant the goal (from the perspective of 

capital) to turn labour into a factor of production that can as easily be purchased and replaced 

as raw inputs. 

Bonhnke sums up the efforts on the part of Germany’s political and economic class to 

recommodify labour via labour market reforms: 

Before the reform, benefit access was generally given with previous social security 

contributions being the key criterion. Now access to benefits and participation in active 

labor market policy programs is strictly based on a person’s ability to work. The benefit 

level is related to previous earnings only for the first 6 to 18 month depending on age 

and employment history. Thereafter, a flat-rate means-tested benefit is paid and the 

person concerned is subject to the regulations of the activation policy. Only those not 

capable of working due to sickness or care responsibilities receive means-tested social 

assistance and are exempt from duties. (Bohnke 2010, 190) 

 

Policies such as these have become known as ‘workfare,’ or ‘work-for-welfare’ and aim to test 

the willingness of the unemployed to reintegrate into the labour market, even under much 

worse circumstances. One of the major components of German workfare has been the 

introduction of the Basic Income Support for Jobseekers in January 2005, which introduced a 
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workfare program called one-euro jobs. These are temporary, part-time jobs in the non-profit 

sector that are mandatory for jobseekers if they want to maintain their benefits (Hohmeyer and 

Wolff 2012, 174-177). Of course, reforms aimed at devaluing labour are contradictory; while 

they are beneficial while looked at through the lens of production, they negatively impact 

domestic demand by increasing the size of the working poor. Owing to the decline in collective 

bargaining, the roll-out of one-euro jobs, and increased competition for jobs, the poverty rate 

for the employed increased from 5-9% between 1999 and 2005 (Bohnke 2010, 196), even as 

unemployment decreased.  

With East German industry in ruins, and West German labour becoming uncompetitive 

globally, German capital began its shift towards Eastern Europe following the collapse of the 

USSR. Beginning in the 1990s, there was the emergence of a German-Central European Supply 

Chain consisting of the Czech Republic, Hungary, Poland, and the Slovak Republic, supported 

largely by Foreign Direct Investment (FDI) in the manufacturing sector (IMF 2013). These states 

provided a pool of low-wage, but not necessarily unskilled, labour as well as being close enough 

in geographic proximity, sectoral structure, and culture to be included in just-in-time 

production overseen by German capital (Streeck 1997, 253; IMF 2013 3-4). This trend 

accelerated greatly in the 2000s, alongside the implementation of policies to devalue labour 

and cut welfare-state costs. 
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Figure 4.6: German exports by destination  
(Percent of Total) 

 

 
Source: World Bank WITS (2014). Author’s Calculations40 

 

In international response to the pressures of overaccumulation, German capital has 

pursued spatio-temporal fixes through an eastward expansion of production chains, and bank 

expansion to provide easy credit in the periphery. This was facilitated by the removal of capital 

                                                           
40 PIGS refers to Portugal, Italy, Greece, and Spain. Core Europe refers to France, Netherlands, Belgium, and 
Luxembourg. The CE4 are the Czech Republic, Hungary, Poland, and the Slovak republic. And the BRICs are Brazil, 
Russia, India, and China. The right scale refers to the EMU figures, while the left scale refers to all others. 
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and trade barriers with post-Soviet states associated with the eastward expansion of the 

European Union. As Figure 4.5 shows, German exports skyrocketed after the collapse of the 

USSR and reunification, while domestic demand has remained relatively flat. This was 

accomplished by funneling large amounts of capital east and south. Eastward in the 

aforementioned German-Central European Supply chain, the four Central European states (or 

CE4: the Czech Republic, Hungary, Poland, and the Slovak Republic) were recipients of Foreign 

Direct Investment, while Portugal, Italy, Greece and Spain (or, PIGS) were recipients of Foreign 

Portfolio Investment41. In addition, capital flows to the CE4 were largely claims on non-banks, 

while the reverse was true for the PIGS countries (IMF 2013, 6-8). In other words, there was a 

general focus on establishing productive capacity in the East, and a focus on speculation and 

bolstering consumption in the South. The result of this is that Germany is now the most 

important trading partner of the CE4 (IMF 2013, 5), and German exports to those states have 

approximately doubled over the last twenty years. Finally, despite the elimination of exchange-

rate risks and the removal of trade barriers as part of the introduction of the Euro, Germany has 

become steadily less dependent on other European states to absorb its exports. As Figure 4.6 

shows, German exports to other Eurozone states have decreased by about ten percent since 

the Euro was introduced, and rapidly expanding economies such as the BRIC states have 

become some of the major importers of German goods. 

 To conclude this section, from the perspective of fixed, productive capital, the main 

cause of German overaccumulation was excessively high labour costs, which made production 

                                                           
41 Foreign Direct Investment refers to an investor investing directly in productive assets of a country (i.e. building a 
factory), whereas Foreign Portfolio Investment occurs when investors instead invest in the financial sector (i.e. 
through purchasing stocks or bonds in a foreign country) 
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unprofitable. The response to this was twofold. First, labour costs were aggressively reduced, 

first by weakening the welfare state and shifting to a work-for-welfare approach and integrating 

low-cost post-Soviet labour into a German-Central European supply chain. Second, Germany 

has aggressively doubled down on its export-oriented growth model, but rather than encourage 

exports to other Eurozone states, most of these exports have been directed at Post-Soviet 

states and rapidly-industrializing economies such as the BRICs. However, German money-

capital did expand south, and it is to this we now turn. 

 

 

4.3.3 - Money-Capital and Finance 

 The final form of overaccumulation occurs in the realm of money and finance, and takes 

the form of surplus money-capital. From this perspective, the issue is a lack of profitable 

investment opportunities to recycle surplus capital. The response to this then is to create these 

opportunities, either by expanding the size and importance of financial markets domestically, 

or by engaging in a ‘search for yield’ abroad. In this section, I argue that while German political 

and economic elites engaged in efforts to expand financial markets domestically, it found more 

success in expanding abroad as banks sought to counter low profitability at home. 

 Neoliberal financial reforms began in the mid-1980s, but accelerated in the 1990s after 

the pressures of reunification and Eurosclerosis weighed on German economic performance. 

Although there was a continuation of the strong monetarist focus, there was a renewed 

emphasis on emphasizing market discipline carried out by the credit system. Importantly, there 

was special attention paid to reforming the banking system to bring it more in line with the 
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Anglo-Saxon model, as banks were faced with low profitability domestically and the oncoming 

monetary union (Jessop 2014, 250-251). German banks had always exhibited low profitability, 

even compared to European peers, given the importance of cooperative banks and 

Landesbanks. As an IMF report on the German banking system notes,  

[o]f course, the cooperative banks do not aim to maximize profits, but rather the sum of 

profits and consumer surplus of their members, which inevitably compress banks’ 

profitability. Their presence, and that of public sector banks that are under less pressure 

to exit unprofitable business lines, could reduce opportunities for purely profit-

maximizing banks. Arguably, the poor returns in the domestic market have led the larger 

and more internationalized banks to take on increase leverage and invest heavily abroad 

in search for higher returns. (IMF 2011a, 17) 

 

This push for regulatory reform was driven by three sets of actors: large private banks, 

finance and economic ministries, and managers of large companies (Deeg 2010; Kitscheldt and 

Streeck 2003). To Germany’s large banks, slowing world growth and increased global 

competition meant that there were lower profits to be made on interest rate spreads and new 

sources of profits had to be located in order to keep up with the dominance of Anglo-Saxon 

banks. In addition, Germany’s high savings rate, conservative economic culture, and importance 

of cooperative banks limited the profitability of fee-based income (Vitols 2005, 388-389). To 

large companies, the threat of globalization (either real or perceived) drove a desire to emulate 

the seemingly more-successful Anglo-American system, which was capital-market rather than 

bank-based. In addition, there was a desire to diversify access to capital, which was limited to 

long-term relationships with German banks. To politicians, particularly in finance and economic 

ministries, there was a desire among Germany’s political leaders, as well as the leaders of the 

large private banks, to shape Germany into a major financial hub to compete with Wall St. and 
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the City of London (Deeg 2010, 363). Finally, the rapid privatization of East German assets 

provided a strong impetus to develop and expand the role of finance in the German political 

economy.  

In the mid-1990s, Banks launched an effort to promote Germany’s “underdeveloped” 

securities markets as part of a broader push by both financial and non-financial interests to 

reorient banking from commercial activities to securities market investments and shift from 

bank-loan financing to capital market funding. Reforms ramped up rapidly in the early 1990s as 

part of an effort to prepare for unfolding capital market liberalization in preparation for the 

European Monetary Union (EMU). Four financial market promotion laws were passed that, 

among other things, introduced futures markets, abolished a tax on stock trading, as well as 

legalizing money market funds and share buybacks (Dunhaupt 2012, 470; Vitols 2005, 389). In 

1993, the German stock market went public, and by 1994 securities markets were fully 

harmonized with the European Union. These reforms were mainly pushed by the ruling 

Christian Democratic Union (CDU), but were also supported by the Social Democratic Party 

(SPD) and unions. Since 1998, much of the pressure to liberalize capital markets has come from 

the German left, who wanted to decentralize corporate power and “strengthen the ability of 

capital markets to put pressure on firms, i.e. to undermine what they saw as excessive 

concentration of corporate power.” (Deeg 2005, 334-336) By 1998, Germany was considered 

one of the most shareholder-friendly states in Europe after laws were passed allowing German 

firms to use American accounting standards (meaning shares could now be listed in New York), 

limited the influence of banks in firm decisions, and increased management transparency and 

accountability (Deeg 2010, 367). 
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By the mid-1990s the desired shift away from long-term bank-firm relationships had 

been successfully carried out. This led to an associated dispersal and internationalization of the 

investor base for firms and an associated shift towards a shareholder-value orientation42 (van 

Appeldoorn & Horn 2007) among management; there was increased stock ownership by 

insurance funds and foreign investors, and decreased ownership by domestic banks and 

households (Vitols 2005, 391). On the bank side, there was also a shift towards an international 

focus as they sought more diversity in their portfolios and to redeploy their formerly long-term 

investments in domestic industry into short-term, more profitable investments abroad. This 

shift is highlighted by a spike in the number of mergers & acquisitions and decreased capital 

ties between the 100 largest German corporations (Deeg 2005, 337). In addition, the number of 

private banks in Germany has decreased by 44% from 1990-2011 (IMF 2011a, 7). 

In the late 1990s and throughout the 2000s, there was an acceleration of previous 

trends. Taxes were slashed on financial activities four times: the wealth tax was abolished in 

1997; in 2002 the tax on realized capital gains was removed for corporations; and in both 2000 

and 2008 corporate and capital-income taxes were reduced (Dunhaupt 2012, 470). These were 

consistent with the project undertaken by political and banking elites in order to generate the 

dynamism of the US system, and in particular strengthen Germany’s role as a regional financial 

hub. In addition, the Federal government passed a Corporate Income Tax Law in 2000 that 

made the sale of long-term equity stakes tax-free after January 1, 2002. (Deeg 2005, 337) 

Finally, in 2005, the European Union required firms to publish consolidated financial statements 

using mark-to-market accounting (Deeg 2010, 368). This put further emphasis on short-term 

                                                           
42 Briefly, this refers to the increasing power shareholders (particularly institutional ones) have played in pressing 
firms to deliver on increases in share values above all else. See Stockhammer (2005) and Soederberg (2010). 
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profitability and maintaining shareholder value, as well as increased the importance of ratings 

agencies. 

The liberalization of capital markets, combined with a lack of profitable investments 

domestically meant more banks chasing yield globally, even the traditionally conservative 

Landesbanken. Faced with the phasing out of government guarantees, the Landesbanken built 

up large funding reserves before costs rose, which they then used to invest abroad (Hufner 

2010, 10-11). As a recent IMF report notes, “Some of the banks worst affected by the crisis 

were those that were known to have expanded rapidly into less familiar financial markets in a 

“search for yield” because their traditional business lines were stagnant at best.” (IMF 2011b, 

29) As their traditional role in the German banking system was scaled back owing to financial 

market liberalization, Landesbanken were faced with low profitability compared to their peers, 

but with strong balance sheets and adequate capitalization (IMF 2011b, 12). Faced with this 

new reality, Landesbanken leveraged themselves in order to search for profits overseas, even 

though they lacked experience. A recent analysis concludes,  

Their role as main bank of the state and municipalities was reduced in recent years and 

their business of providing services for the savings banks, which was one of the main 

purposes for their creation, now accounts for only a small share of revenues. In 

addition, efforts by the Landesbanken to expand into retail banking or into lending to 

small businesses were hindered by the savings banks, which tried to protect their own 

business. As an alternative they focused on wholesale activities, increasing their 

investment banking business and international activities, and thus were in direct 

competition with private banks. Also, they were under pressure from their owners to 

achieve ambitious performance targets (Hufner 2010, 10). 
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Figure 4.7: Bank Balance Sheet Assets (Million Euros) 

 
Source: OECD.Stat (2015) 

 

 

 

Figure 4.8: Bank Memorandum Item Assets (Million Euros) 

 
Source: OECD.Stat (2015) 
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Figures 4.7, 4.8, (above) and 4.9 (below) show the effects of this internationalization of 

German financial capital. Figure 4.7 (above) shows a marked expansion of the balance sheets of 

German banks beginning in the early 1990s and peaking in the 2000s after the Euro had been 

adopted, with most of this expansion taking the form of loans. The same figure also shows a 

strong expansion for German banks into securities markets, although from a smaller starting 

point. Figure 4.8 (above) contextualizes this expansion by showing the direction of expanding 

for the German banking system. In particular, claims on non-residents became the largest 

portion of bank balance sheet assets, with bonds also playing an important role, both of these 

reflecting an increased willingness and desire to lend money outside of Germany. While these 

figures peaked in 2007 with the subprime crisis, they remain much higher than pre-Eurozone 

levels. Finally, Figure 4.9 (below) shows the liabilities of the German banking system, which 

have remained in the traditional mold of deposit-taking and interbank lending. Together, these 

three figures demonstrate the evolution of the German banking system, with re-unification 

(1990) and the introduction of the Euro (1999) as key moments. While German banks continued 

to rely on traditional deposit-taking activities, they became increasingly desperate in a search 

for profitability outside of Germany, since credit remained restrained domestically. This was 

facilitated by the EMU, which prioritized credit-and-finance led integration, and enabled the 

German banking system to expand throughout Europe. However, while credit can serve as an 

effective spatio-temporal fix in the short-run, it inevitably sows the seeds for future crises. 
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Figure 4.9: Bank Balance Sheet Liabilities (Million Euros) 

 
Source: OECD.Stat (2015) 

 

 

4.4 – Conclusion 

 In this chapter, I have argued that German capital, organized around the conception of 

das Modell Deutschland, has been experiencing a crisis of overaccumulation since the 1970s, 

which became particularly acute during the so-called ‘Eurosclerosis’ of the 1990s. I did so by 

employing Harvey’s (2006’s) six forms of overaccumulation, which I combine into three lenses 

in order to examine Germany’s political economy: Labour and Consumption; Fixed-Capital and 

Production; and Money-Capital and Finance. I argued that German capitalists and their 

supporters in politics had little interest in facilitating expanded consumption, particularly given 

the costs of German re-unification and the looming specter of the SGP, and so opted for 

attempts to spatially and temporally displace the crisis. For fixed-capital & production, this took 

0

1000000

2000000

3000000

4000000

5000000

6000000

7000000

1
9

7
9

1
9

8
1

1
9

8
3

1
9

8
5

1
9

8
7

1
9

8
9

1
9

9
1

1
9

9
3

1
9

9
5

1
9

9
7

1
9

9
9

2
0

0
1

2
0

0
3

2
0

0
5

2
0

0
7

2
0

0
9

Other liabilities

Bonds

Customer deposits

Interbank deposits

Borrowing from Central bank

Capital and reserves



113 
 

the form of labour-market reforms to make employment more flexible and unemployment 

benefits less generous, while also pursing spatial displacement by creating a German-Central 

European supply chain in order to tap cheap labour costs in post-Soviet states and cement 

Germany’s position as an exporting powerhouse. Finally, the German banking system 

underwent a rapid internationalization and financialization beginning in the mid-1990s, which 

went hand-in-hand with the desire to make the forthcoming EMU ‘the cheapest and easiest 

place to do business’ (see Chapter Five). While banks, many of which were public, or formerly-

public, maintained their strong domestic deposit base, a lack of profitability domestically led to 

a search for spatio-temporal fixes in order to search out profitable financial fixes in the form of 

credit. Together, these fixes have not affected Germany’s real GDP growth, they have had 

effects on the current-account balance and unemployment (see Figure 4.2). Hartz IV reforms, 

particularly one-euro jobs, have decreased unemployment without increasing spending power, 

while Germany’s use of the EMU and its integration of post-Soviet economies have made it an 

exporting powerhouse, it has run massive current-account surpluses since the introduction of 

the Euro. Because the Eurozone economies share the same currency, these current-account 

surpluses must be met by capital-account deficits, and the German banking system has 

facilitated this expansion of credit beyond Germany’s borders. When combined with the EMU’s 

credit-first integration, this laid the groundwork for crises in the Eurozone’s periphery. 
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Chapter Five 

European Monetary Union 

 

 

 

 

5.1 - Introduction 

Following the Second World War, the process of European economic integration has 

proceeded unevenly, navigating an uneasy tension between a desire for integration and a 

reluctance to cede national control over key issues. Despite this, the Euro has become a key 

international currency, second only to the US Dollar in its international use (Dominguez 2006, 

68). However the European Economic and Monetary Union (EMU) is now facing perhaps its 

greatest challenge in the form of the sovereign debt crises, which have affected Greece, 

Portugal, Italy, Ireland, and Spain - crises that appear poised to undermine the Eurozone itself. 

Member states are no longer witnessing the purported benefits of the common currency, and 

are now having to either bail out southern states, or submit to harsh austerity measures 

imposed by distant bureaucrats. The sense of a common European identity or solidarity has not 

been enough to overcome these material demands. 

In line with the theoretical framework developed in Chapter Three, I see the EMU not 

simply as a monetary union or regional organization, but also a class project that is highly 

contradictory and subject to struggle. While the Eurozone was part of an attempt among 

European capitalists to suspend the contradiction between money and credit, it has in turn led 
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to the development of its own internal contradictions, but applied on a regional scale. These 

contradictions, in turn, laid the groundwork for the crisis in the Eurozone periphery through the 

liberalization of capital markets and banking. 

As I elaborate below, mainstream perspectives, namely intergovernmentalism and 

neofunctionalism, tend to emphasize the political or symbolic aspects of European integration43 

while often ignoring the social character of economic relations or the prevailing structural 

conditions of global capitalism.  

In this chapter, I instead argue that the EMU instead represents a neoliberal class 

project aimed at institutionalizing neoliberal principles such as the primacy of finance, 

surveillance and discipline. In other words, the EMU serves as a practical example of what Peck 

& Tickell (2002) have called ‘roll-out neoliberalism’ and what Stephen Gill (1995) has called the 

‘new constitutionalism.’ Roll-out neoliberalism emphasizes the political construction of a 

“neoliberal ‘settlement’ [that] had to be engineered through explicit forms of political 

management and intervention and new modes of institution-building designed to extend the 

neoliberal project, to manage its contradictions, and to secure its ongoing legitimacy.” (Peck 

and Tickell 2002, 396) Similarly, the new constitutionalism serves to formalize neoliberal ideas 

that “are often implicit rather than explicit. Nevertheless, they emphasize market efficiency, 

discipline, and confidence; economic policy credibility and consistency; and limitation on 

democratic decision-making processes.” (Gill 1995, 412) 

I further suggest that while the EMU was a neoliberal political project aimed as 

suspending the fundamental contradictions highlighted in Chapter Three, i.e. the tendency 

                                                           
43 Ffor an overview and critique of rationalist and constructivist accounts, see Macartney 2011; for further 
mainstream perspectives on integration, see Pentland 2000.  
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towards overaccumulation, the contradiction between financial capital and the monetary base, 

and the contradiction between the national and class state, it has instead only displaced those 

contradictions across the Eurozone. While the EMU facilitated Germany’s rebound from its 

crisis of overaccumulation (Chapter Four), it also facilitated the massive expansion in private 

credit in the periphery (Chapter Six), which in turn led to the sovereign debt crises. In turn, 

these crises have heightened the underlying contradictions even as they reveal the disciplinary 

aspects of the credit system (Soederberg 2005; 2014). For instance, the bail out loans granted 

to Greece and other periphery states, as well as the ECB’s bond-buying program have upwardly 

socialized the risk across the Eurozone, while the internal devaluation applied has led to the rise 

in anti-European parties on both the far-right and far-left. 

I develop my argument by briefly reviewing mainstream theories on European monetary 

integration, the political theories of intergovernmentalism and neofunctionalism. I then 

examine the process of European monetary integration, with a focus on the capital market 

integration that facilitated the harmonization of credit regulation and the overall liberalization 

of the financial system in the Eurozone. I then examine the structural asymmetries that have 

characterized the EMU, namely the widening current account imbalances between Germany 

and the periphery. I then examine the EMU’s role in mediating the national-class state 

contradiction through an examination of how the rhetoric of integration has developed, both 

before and after the sovereign debt crises. I then examine the effects that the crises have had 

on the consolidation of the neoliberal class project at the heart of the Eurozone, arguing that it 

reveals both how the underlying contradictions have been heightened while also 

demonstrating the disciplinary aspects of the credit system. 
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5.2 - Theories of European Integration 

In this section, I briefly review the two leading theories on European integration, namely 

intergovernmentalism and neofunctionalism. Respectively, these two theories argue that 

integration is driven by either state power balancing or functional spillovers. In contrast, I 

maintain that the capitalist state - broadly speaking - is tasked with creating and reproducing 

the basis for a capitalist mode of production. At its most basic, this means enforcing the legal 

basis for private property and the wage-labour relationship. The state must also reproduce 

itself, and the state must levy taxes (on incomes, goods, capital, etc.) in order to fund itself. 

Recalling the state’s contradictory role as both a national and class state, this means that the 

state is a political project that needs to be engineered and constantly reproduced. While much 

of the theory discussed in Chapter Three uses the term ‘the state,’ the EMU itself also fits 

within this theoretical understanding, since it too is split between its role as a national state - 

which purportedly acts to increase the general welfare – and as a class state – which needs to 

ensure its own reproduction through the general facilitating and expanded reproduction of 

capitalism.  

For example, the EMU needs to sell itself to Eurozone citizens as a project that benefits 

them, while still attracting globally-mobile capital through the lowering of barriers, particularly 

barriers to capital movement and credit creation. I argue that while these contradictions were 

suspended in the period between the Euro’s introduction in 1999, and the onset of the debt 

crises in 2008, they have been revealed after Greece began its sovereign debt crisis.  

Holloway has argued that particular investments of capital are not tied to any one faction or 

any one state, but always exist in the relationship between a fixed nation state and a globally 
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mobile capital (Holloway 1995, 126-127). This has meant that states must compete against one 

another to attract and fix capital within their borders, in order to capture a share of global 

wealth production (Holloway 1995, 127; Peck and Tickell 2002; Hope 2009). This tendency 

towards freeing capital from national barriers, controls and taxation has weakened the 

revenue-raising abilities of states and made the amassing of sovereign debt necessary (Hope 

2009, 74). It is this insight that is overlooked by these three mainstream perspectives on 

integration. 

The intergovernmentalist approach argues that states remain the key actors that 

determine integration. “In other words, whether integration occurs depends on whether or not 

it is in the interest of national governments.” (Heipertz and Verdun 2010, 19) This approach 

then, is a parallel to realism, and outcomes are determined by the relative power of the major 

players with weak states siding with a major player according to the principles of bandwagoning 

or balancing. During the creation of the Stability and Growth Pact (SGP), Germany and France 

represented the major powers, both because they are the largest member states, but they 

represented the two major perspectives on the shape the SGP would take (Heipertz and Verdun 

2010, 21). Germany was in favour of more automaticity out of fear that unsound policies in 

small states could threaten the EMU as a whole (the ‘stability’ part of the SGP; Heipertz and 

Verdun 2010, 25) while France was in favour of more flexibility to implement fiscal stimulus, 

particularly in recessionary periods (the ‘growth’ part of the SGP). “The intergovernmentalist 

approach can explain that the eventual outcome of the negations lay closer to the German 

demands than to those of France… This power asymmetry, in turn, is explained by the fact that 

the future EMU depended on Germany’s willingness to continue the project.” (Heipertz and 
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Verdun 2010, 40) The implications from this approach for the future of the state are quite clear; 

whatever the level of integration, the state remains dominant, particularly strong states who 

have the ability to set and change the ‘rules of the game’ in any constellation of integration. 

In contrast, the neofunctional approach is grounded in liberal theory, in contrast to the 

realism of intergovernmentalism.  

According to the neofunctional approach, the players that matter most are 

supranational actors, supranational institutions and transnational elites… From this 

perspective, the integration process is aided significantly by decisions prepared by 

supranational institutions, EU committees and other elites who have been socialized. 

The socialization process has enabled them to have a good sense of which actions and 

projects may benefit the integration objective. (Heipertz and Verdun 2010, 64-65) 

 

In other words, there exists a certain degree of path dependence in the integration process, 

with regional organizations tending to be more integrated over time as policy spillover occurs. 

From this perspective, the driving logic behind the SGP was not bargaining between Germany 

and France, but the need to address the externality problem in the EMU. “Via numerous 

transmission channels, fiscal policy measures adopted by one country affect the economy of 

another, and thereby also its public budget.” (Heipertz and Verdun 2010, 71; See also Risse 

2005; Jachtenfuchs 2001) Similarly, unsustainable deficits could compromise central bank 

independence by forcing the ECB to intervene in bond markets of weak member states 

(Heipertz and Verdun 2010 74-75). Because smaller, peripheral member states are able to 

borrow more cheaply in a currency union than they would otherwise, and because member 

states cannot use monetary policy to offset temporary economy weakness, there is a tendency 

to use fiscal policy and a bias towards chronic deficits (Feldstein 2006, 422). Addressing these 

incentive and externality problems is the key problem for the SGP to solve.  
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The implications for the state are less clear from this perspective. Because a degree of 

path dependence is assumed, the tendency is towards a continuing process of integration and 

the ‘pooling’ of sovereignty. Similarly, the problems viewed by a neofunctionalist lens are 

technical in nature, and can be solved by technocratic elites operating outside the confines of 

the state and politics. In many ways, this approach is neoliberal in nature, and the critiques 

offered in the previous section by critical scholars highlight the potential for neoliberal 

integration to shift decision making from the hands of politicians to technocratic elites. 

However, certainly during the process of integration, there is always the potential for ‘messy’ 

politics to intervene and stymie the integration process. 

Problematic in both of these mainstream approaches is that they depend on an a priori 

conception of state power and autonomy. For instance, the liberal intergovernmentalist 

Andrew Moravcsik (2005) that integration is driven primarily by how states respond to 

exogenous shocks, and that by 2005 the process of integration was essentially completed. 

However, this view is challenged by the fact that, while the US subprime crisis did indeed 

originate beyond Europe, the contradictions highlighted earlier in Chapters Three and Four, as 

well as the EMU’s design were what led to the expression of the debt crises in Europe. 

Furthermore, the crisis has spurred the creation of the European Financial Stability Fund (EFSF), 

and later European Stability Mechanism (ESM)44 in order to tackle the debt crises, as well as a 

roadmap to banking integration. 

Furthermore, the theories offered generally have an a priori conception of state power 

and autonomy that does not change regardless of how the integration process proceeds. The 

                                                           
44 These are discussed later in this chapter. 
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neofunctionalist lens is the only approach in which the relative autonomy or power of the state 

could possibly be different, but still relies on a loose path dependence that focuses on apolitical 

incentives rather than underlying contradictions in the capital accumulation process.. In this 

chapter, I apply my own ‘eclectic’ approach to understanding European Integration, albeit one 

grounded in Critical Political Economy and the internal contradictions of capitalism, as I detail in 

Chapter Three. I now turn to the process of European financial integration in order to reveal 

how the contradiction between fictitious capital and its productive base was institutionalized 

across the Eurozone. While this helped suspend Germany’s Eurosclerosis, the credit system can 

only displace contradictions and crises spatially and temporally. 

 

 

5.3 - European Financial Integration 

 The European Monetary Union (EMU) was proposed in 1969, but has its institutional 

roots in the 1979 European Monetary System (EMS), which introduced fixed but adjustable 

exchange rates between the major European economies (Dominguez 2006, 69). The process of 

European monetary integration proceeded in three phases: First, capital markets were 

liberalized in member states in order to create a single market, harmonize regulations, and 

facilitate credit liberalization; Second, the ECB was created alongside the European system of 

central banks; and Third, the Maastricht criteria were developed, and the Euro rolled out in 

qualifying member states. Despite a crisis in the exchange rate regime (also known as “The 

Snake”) in 1992, the European Central Bank (ECB) was formed in 1998, the Euro was introduced 

electronically in 1999, and physically in 2002 (Dominguez 2006, 70). The Maastricht Treaty, 
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which led to the creation of the Euro, includes a number of restrictions on the fiscal policies of 

EMU member states. In particular, the Stability and Growth Pact (SGP) calls for a maximum 

deficit-to-GDP level of 3 per cent, and a maximum debt-to-GDP level of 60 per cent, ostensibly 

under the threat of fines for noncompliance, although there have been widespread violations 

of these limits without consequence (Nelson et al. 2010, 2-3). In 2005, there was a revision of 

the SGP, which gave more flexibility and discretion to member states in meeting these 

requirements, with little practical effect (ECB 2011, 102). The Maastricht treaty established that 

the primary objective of the ECB was to maintain price stability (targeting a 2 per cent inflation 

rate), and support general economic policies of member states, although in practice the former 

has dominated ECB decision-making (Dominguez 2006, 71). Dominguez notes that “no 

provision was included in the Maastricht Treaty for the European Central Bank to act as a 

lender of last resort in the case of financial crisis, nor does the European Central Bank have 

supervisory powers over European banks-both of these roles are still held by the national 

central banks or other national authorities.” (Dominguez 2006, 71) While these policies and 

institutions reflect a neoliberal logic, it is a logic mediated by the local circumstances. In the 

case of the European Union, the tension between the desire for integration and a reluctance to 

cede national control forms the framework within which a neoliberal teleology of development 

is (unsuccessfully and partially) inscribed. 

 From the perspective of the credit system, capital market liberalization was the most 

important factor in creating the conditions for the expansion of fictitious capital, as it facilitated 

a shift to credit-and-finance led development in the US mode. As Pagoulatos points out:  

the capital liberalization prospect necessitated the completion of domestic financial 

liberalization as a necessary pre-requisite… As a subsequent wave of institutional reform 
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came the Economic and Monetary Union (EMU) program, the entry into which was 

contingent on the SE currencies’ participation in the European Monetary System (EMS). 

The combination of liberalized capital movements and stable exchange rates 

necessitated the full alignment of national monetary policies behind EMS even for those 

EC/EU member states that had not yet entered EMS (Pagoulatos 2003, 177). 

 

Two further developments were also crucial for understanding credit-market liberalization. The 

first was the elimination of exchange-rate risks and the reduction of transaction costs, which 

allowed banks to more easily borrow on international securities markets, as well as expand 

their lending activities (particularly in places where the state had traditionally intervened 

heavily in the banking system, such as Greece and Portugal). The second was the introduction 

of the principle of mutual recognition, also known as the “single passport” for banks. This 

principle was adopted in 1989 and has been in effect since 1993 and establishes basic banking 

regulation rules and requires member states to recognize the regulatory structures of any other 

member as equivalent to its own and so allows any credit institution authorized to operate in 

its own state to conduct the same activities in any other member state (Honohan 1999, 6-7).  

In order to understand the neoliberal project at the heart of the EMU, one must also 

understand both the domestic and international contexts of capitalism during its creation. In 

particular, the crisis of capital over-accumulation (i.e. an excess of capital, in this case financial 

capital, and a lack of readily available opportunities to create profit) has entailed the searching 

out of ‘riskier’ areas for investment (often in the forms of loans). In addition, this necessitated a 

development of finance and a removal of barriers to the flow of capital (Soederberg 2005, 942). 

This extension of loans has also had the effect of compensating for real wage stagnation 

through both the extension of credit and household investments in stock markets (Macartney 

2011, 60). Within the EU itself, France and Germany were faced with crises of capitalist 
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accumulation in the mid-1990s, experiencing high unemployment. They responded through 

wage moderation, reduced social contributions for unskilled workers, and the development of 

more flexible employment contracts (Maccarney 2011, 59). This breakdown in the traditional 

class compromise underpinning European capitalism was accompanied by a corresponding shift 

towards the paradigm of ‘shareholder value.’ German firms and banks, traditionally controlled 

by large blockholders, shifted to a more dispersed and decentralized management structure. 

This necessitated the “marketization of corporate control” through a development of more 

liquid financial markets for trading stock ownership (van Apeldoorn and Horn 2007). The 

acceptance of shareholder value as the dominant paradigm, which accompanied this change in 

ownership structure, led German firms to seek more acquisitions and investments regionally, 

encouraging the reduction of financial transaction costs and the development of more liquid 

regional securities markets. 

Initially, financial market integration was proposed by the European Commission (the 

political body of the EU), following a wave of liberalizing global financial services in the 1990s, 

and gained strong support from national governments and central banks (Bieling 2006, 427). 

While it was clear that the Euro would accelerate financial integration, European elites realized 

that this push would be more effective if the EU simultaneously improved the regulatory 

framework to promote cross-border capital flows (Bieling 2006, 428), echoing the process of 

‘roll-out’ neoliberalism. The prevailing discourse surrounding this integration was that of 

‘Eurosclerosis,’ arguing that these changes were necessary to restore stagnant European 

economies to international competitiveness (in particular, relative to the United States) 

through the development of integrated financial markets (Bruff 2010, 618). The twin push of 
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monetary union and financial integration was designed to promote cross-border trade, 

investment, and ownership, through the reduction of transaction costs associated with differing 

regulatory structures and other barriers to the free movement of capital (van Apeldoorn and 

Horn 2007, 225-226).  

Two pieces of legislation were essential to this process, which represent both Peck’s 

roll-out neoliberalism and Gill’s new constitutionalism, discussed above. The first was the 

European Union’s Lisbon Strategy, which aimed to make the EU “the cheapest and easiest place 

to do business.” (Grahl 2011, 33) The Lisbon Strategy sought to do this by imitating the US 

financial system and focused on the centrality of finance, the development of a liquid financial 

system with an emphasis on securities (stocks, bonds and derivatives), and the elimination of 

market and regulatory fragmentation (Grahl 2011, 35). The second was the Financial Services 

Action Plan (FSAP), passed in 1999, which became a key component of the Lisbon Strategy. The 

FSAP “comprised 42 original measures, including over 30 directives, aimed at constructing a 

harmonized market in banking, insurance, investment, derivatives and commodities.” 

(Macartney 2011, 61) It was underpinned by a consensus among European elites that 

integrated financial markets would be the key motor of European growth. As Bieling points out, 

It is repeatedly stressed that, without an integrated and dynamic financial 

market, the EU ‘will forego the potential reduction in the cost of EU capital 

offered by the single currency,’ with detrimental effects on competitiveness and 

employment. At the same time, it is also mentioned that solely an integrated 

financial market will direct sufficient capital and investment to the EU economy 

and strengthen the euro (Bieling 2006, 430).  

 

The financial and monetary integration of the EU is driven by these structural imperatives of 

capitalism, which are made all the more acute by the forces of over-accumulation and the 
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challenge presented by a robust, finance-driven and liquid US economy. While this neoliberal 

project at the heart of the EMU is driven by the structural power of capital in the form of 

disciplinary neoliberalism, it was also something that had to be politically engineered. Thus, the 

EMU becomes an institution through which the new constitutionalism and roll-out 

neoliberalism is embedded. 

 

 

5.4 - Structural Asymmetries within the EMU and the European Sovereign Debt Crises 

 While European financial and monetary integration was driven by this neoliberal logic, 

its actual implementation has been incomplete, contradictory and fragmented. This 

contradictory implementation has institutionalized structural asymmetries within the EMU (in 

particular, the ‘competitiveness’ gap between Germany and the Eurozone periphery such as 

Greece), setting the stage for the European sovereign debt crisis. However, this transnational 

project, once formulated at the European level, was unable to penetrate member states in a 

uniform and complete manner that completely adhered to the logic of capital (Bruff 2010, 618). 

Rather, this has been a process marked by difference, asymmetries, and the uneven exercise of 

coercive political power. Although the goal of the EMU was convergence in growth rates, 

interest rates, inflation rates and the like, the result has actually been a divergence between 

the core and the periphery of the Eurozone (Young & Semmler 2011; Nelson et al. 2010; 

Lapavitsas et al. 2012)). This has often been presented as a ‘failure’ of surveillance (through the 

SGP), amidst the rush to lower barriers to capital circulation (ECB 2011, 99), or as a conflict 

between the EMU’s single monetary policy (exercised by the ECB) and independent fiscal 
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policies exercised by member states (Feldstein 2006). Similarly, the adoption of the Euro, and 

the promise of reforms and integration meant that peripheral economies were able to borrow 

at a more favourable rate (Nelson et al. 2010, 6). Feldstein argues that this tension has created 

a bias towards chronic deficits since excess spending does not cause a change in a country’s 

interest rate or exchange rate, and states need to use fiscal rather than monetary policy to 

offset temporary economic weakness (Feldstein 2006, 422). In other words, there has been a 

failure of market discipline to operate effectively.  

 While these factors have played large roles in the build-up of sovereign debts, one 

component that was often ignored (at least until the time of the crisis) was labour 

competitiveness, by which is meant ensuring that labour productivity per dollar is higher than 

competitors in the same product category. Because states do not control their currency (and so 

cannot devalue to make exports cheaper), they must become competitive by putting pressure 

on labour costs in order to increase relative productivity. Even the ECB has come to recognize 

this fact, noting that “for peripheral Euro area countries, which cannot devalue, the way to 

improve competitiveness is via domestic wage restraint and structural reforms to boost 

productivity.” (Smaghi 2011) This recalls Gill’s warning against “competitive austerity and 

beggar-thy-neighbour currency depreciation,” (Gill 1995, 422) with labour repression replacing 

local currency depreciation (which is impossible because of the shared currency). Germany won 

this so-called ‘race to the bottom’ of labour costs, and has experienced large and continual 

current account surpluses, with the peripheral Eurozone economies experiencing 

corresponding current account deficits (Lapavitsas et al. 2010, 6). These imbalances were 

largely kept within the region. Two thirds of German exports remained in the Eurozone, and 



128 
 

German banks (many of which were nationalized or bailed out during the subprime crisis) 

recycled surpluses through loans, foreign direct investment, and cross-border mergers and 

acquisitions in the periphery (Lapavitsas et al 2010, 28). The reasons why individual states in the 

Eurozone periphery became recipients of loans and investment are diverse. What links them 

together, however, is their reliance on external funding to roll-over their debts45, and therefore, 

they share a common dependence on the amorphous ‘confidence’ of the market.  

The case of Greece – discussed more fully in Chapter Six - is instructive given its position 

as the catalyst for the sovereign debt crisis. Here, high government spending (in particular, 

spending to implement the macroeconomic reforms which were meant to make the country a 

competitive destination for capital) met weak tax collection and a large informal economy 

(Nelson et al. 2010, 5). Similarly, high consumption, underpinned by rising levels of household 

debt was a key component of Greek integration into the Eurozone market (Lapavitsas et al. 

2010, 17). Greece’s rapid growth was fuelled largely by cheap credit, which was easily available 

due to banks in the core seeking investments for excess capital, and the elimination of the risk 

premium following the adoption of the Euro. By this is meant the elimination of exchange rate 

risk, since Greece could no longer devalue its currency, the lowering of transaction costs thanks 

to TARGET2, and the sense that the Eurozone would stand by member states who experienced 

financial distress. These factors made Greece a profitable investment for capital, banking on the 

prospect of macroeconomic reforms and credit-fuelled growth. One absurdity of speculative 

                                                           
45 More technically, this is referred to as refinancing, where maturing debt is paid off by borrowing new debt on 
the open market. While this is normally unproblematic, in conditions of crisis debtors may be forced to pay much 
higher interest rates, or be prevented from borrowing altogether, if they are seen as a poor credit risk. See Barker 
& Khan (2016) for an example with respect to Greece.  
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investment is that even if core banks were to notice a bubble, there is no reason to liquidate 

their investments so long as they expect the bubble to continue inflating. 

 The European sovereign debt crises plaguing Greece, Ireland and now Portugal, have 

resulted from these widening current account imbalances and their financing with speculative 

capital (Grahl 2011, 44). The crisis occurred when this speculative capital went into reversal, 

causing a jump in government borrowing rates (a de-linking from the converged Eurozone 

borrowing rate anchored by Germany). The already high levels of debt built up through a 

decade of asymmetries was compounded by the sub-prime crisis, during which governments 

borrowed on markets to bailout financial sectors, implement stimulus programs, and fund 

automatic stabilizers (such as unemployment benefits), while at the same time, experiencing 

declining tax revenues. The proximate cause of the European sovereign debt crisis came in 

October 2009, when the Greek government announced that its budget deficit had been revised 

to be twice as high as initially thought, leading to immediate credit rating downgrades and a 

jump in borrowing costs (Nelson et al. 2010, 3). While the ECB had initially extended liquidity to 

combat the sub-prime crisis, it rapidly cut back, and Eurozone banks shifted from holding long-

term to short-term securities. “The result was credit shortage and accelerated recession across 

the Eurozone, including the periphery. These were the conditions under which states…began to 

seek additional loanable funds in financial markets.” (Lapavitsas et al. 2010, 7) Following this 

were massive widening yields on government bonds, and the concern that other peripheral 

Eurozone economies (in particular, Portugal and Ireland) would soon face similar problems 

financing debt roll-overs. This opened up the possibility for speculative attacks on peripheral 

government bonds and the Euro itself. Also of concern was the spectre of ‘contagion,’ that 
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losses on holdings of Greek debt would drive banks or other investors into bankruptcy, which 

would lead their investors into bankruptcy, and so on, leading to a cascade of failures 

reminiscent of the sub-prime crisis. 

 The next section examines how the prospect of European integration was constructed 

rhetorically by European elites and their willing partners in member state governments. While 

the neoliberal project could be developed by political and economic elites in Brussels, it still 

needed to be sold rhetorically as natural and as apolitical and as the obvious remedy to 

Europe’s diminished economic presence vis-à-vis the US. 

 

 

5.5 – Discourses of European Integration 

The prevailing discourse surrounding European monetary integration was that of 

Eurosclerosis, arguing that these changes were necessary to restore stagnant European 

economies to international competitiveness (in particular, relative to that of the United States) 

through the development of integrated financial markets (Bruff 2010, 618). The Lisbon strategy 

(developed in 2000) sought to make the EU ‘the cheapest and easiest place to do businesses by 

imitating the US financial system and focusing on the centrality of finance (Grahl 2011, 33-35). 

It is repeatedly stressed that, without an integrated and dynamic financial market, the 

EU ‘will forego the potential reduction in the cost of EU capital offered by the single 

currency,’ with detrimental effects on competitiveness and employment. At the same 

time, it is also mentioned that solely an integrated financial market will direct sufficient 

capital and investment to the EU economy and strengthen the euro. (Bieling 2006, 430) 
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The rhetoric of the EMU is a banal one, rather than the passionate ones often associated 

with nationalism in popular imaginings. “The metonymic image of banal nationalism is not a 

flag which is being consciously waved with fervent passion; it is the flag hanging unnoticed on 

the public building.” (Billing in Cram 2009a, 101) A banal nationalism then, is one which is much 

more heavily weighted towards output-oriented legitimacy, i.e. increasing the material well-

being of those in the EMU (ibid). However there are important ideational elements as well, 

particularly the routinization of ‘European’ economic transactions, such as the everyday use of 

Euro banknotes and coins. As the ideational and symbolic aspects are seen as less important 

from the perspective of economic nationalism, I turn to them first before addressing the issue 

of material and economic benefits. 

Arguably the most important symbolic aspect is the routine use of the Euro for 

transactions within the EMU, which challenges the traditional ‘one nation/one money’ view. 

“According to this perspective, coins and banknotes have frequently defined the boundaries of 

political identities.” (Kaelberer 2004, 161) However, the Euro is used widely within the EMU 

without challenging the existing political boundaries, and the fact that state-level identities 

have not been seriously altered by the use of the Euro suggests that monetary integration is not 

necessarily a zero-sum game in terms of national identities. Of course, it is worth restating that 

the EMU has been an elite-driven project, which requires the building of some level of 

‘European’ identity, even if this does not necessarily come at the expense of state-level national 

identity. “Eurobarometer data demonstrates a striking gap between elite support (rather, elite 

consensus) for the EU, on one hand, and widespread skepticism among the general public on 

the other. The difference between elite and citizen identification with Europe can be largely 
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explained by how ‘real’ Europe is for people’s daily lives.” (Risse 2003, 489) A common money is 

one time-honoured way of producing and reproducing a national identity and ‘imagined 

community’ of fellow users (see also Helleiner 1998). 

At the elite level, as we have seen above, the EMU was clearly based on output 

legitimacy given that it was a response to the world crises of capitalism and an attempt to 

reinvigorate the economic fortunes of European states and firms. In other words, much like the 

British Empire and the gold standard, it was accepted by European elites based on the 

assumption that it would be in their best interests. The processes noted above “fosters a 

discourse that enables the ‘European economy’ to be spoken about in terms of an entity that is 

inter alia ‘competitive,’ or ‘threatened,’ or characterized by particular measureable attributes.” 

(Rosamond 2012, 333) This political process of market-making, which is still ongoing, is 

mutually constitutive of a European economic identity and therefore a European economic 

supranationalism. 

European identification has always been much higher among elites than among the 

general population (Fligstein et al. 2012). However, the EMU was a massive undertaking that 

needed to be accepted by potential member states, importantly their voting publics. As will be 

demonstrated in the following chapter on Greece, this was a process largely carried out at the 

state level, but this project also had to be articulated at an elite level, between European 

economic elites and state political elites. The ‘eurosclerosis’ debate, and the response (the 

EMU) was articulated at the mass level as well, leading to a legitimating mechanism that was 

largely based on the ability of the Euro and the EMU to provide material benefits greater than 

citizens would have received within monetary union. As Jones (2009; 2010) shows, support for 
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the Euro, the ECB, and the EMU are highest when the economies of Europe are performing 

well, and fall off sharply during periods of crisis. 

 

 

5.6 - Consolidations of (roll-out) neoliberal governance 

Despite neoliberalism’s complicity in creating this crisis, what has followed has not been 

a fundamental rethinking of the neoliberal project, but instead, its reinforcement and 

consolidation. The crisis has been portrayed as a ‘failure’ of market discipline to operate 

effectively because of the weakness of integration in the EMU. Although the goal of the EMU 

was convergence (in growth rates, interest rates, inflation rates and the like), the result has 

actually been a divergence between the core and the periphery of the Eurozone. This has often 

been presented as a ‘failure’ of surveillance (through the SGP) amidst the rush to lower barriers 

to capital circulation (ECB 2011, 99) or a conflict between the EMU’s single monetary policy 

(exercised by the ECB) and independent fiscal policies exercised by member states (Feldstein 

2006). Drawing on the discourse and policy actions of European elites and institutions (in 

particular, the ECB), this section argues that the response to the crisis has continued to follow 

the logic of capital (in particular, that of oligopolistic and disciplinary neoliberalism), and has 

used the crisis as a lever to advance the consolidation of the new constitutionalism and roll-out 

neoliberalism.  

Although the European sovereign debt crisis began in October 2009, the first response 

did not occur until May 2, 2010 when the EU and IMF provided Greece with a €110bn rescue 

package (Nelson et al. 2010, 1). This package was an attempt to avoid a Greek default and 
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prevent financing concerns from spreading. It was contingent upon the implementation of 

economic austerity programs aimed at reducing public spending and reducing labour costs.  On 

May 10, 2010 the EU announced the creation of a Special Purpose Vehicle (SPV) called the 

European Financial Stability Fund (EFSF). This fund totalled €750bn and was to include €440bn 

(initially this amount was €250bn) from the European Council, and €250bn from the IMF. The 

fund was to assist distressed Eurozone countries by buying up government bonds (BBC 2010). 

Despite a one-day rally in the Euro and European markets, markets fell again May 11 over 

concerns that peripheral economies would not be able to implement the prescribed austerity 

measures, and that debt problems had only been postponed (Rinke & Groendahl 2010). 

Similarly, Germany, and in particular the German political opposition, began to raise concerns 

about the inflationary effects of the bailouts and claimed that Germans would have to ‘foot the 

bill’ for the indiscretions of countries like Greece.  

Following these concerns, EU intervention quickly fell until December 2, when the ECB 

began an aggressive intervention into bond markets. In particular, intervention occurred in 

Portugal and Ireland in order to maintain confidence in the solvency of those states and 

prevent further contagion (Atkins & Oakley 2010).  It was not until March 13, 2011 that the 

EFSF was bumped up to its full €750bn capacity, which was announced alongside its 

replacement, the European Stability Mechanism (ESM). The ESM was launched later in 2013 as 

a permanent crisis management framework, and is based on the EFSF. It provides assistance to 

distressed Eurozone economies on the condition of stringent economic and fiscal adjustments 

(Spiegel 2011a). These austerity conditions follow a neoliberal logic similar to that of the IMF’s 

structural adjustment programs in the 1990s, and include the privatization of public assets, 
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social spending cutbacks, and a shift to more flexible employment. Furthermore, Greek interest 

rates were reduced, and it was announced that both the EFSF and the ESM would have the 

authority to purchase and hold government bonds (Oakley, 2011a). On March 15, the European 

Commission agreed in principle upon the enforcement of fines originally stipulated by the SGP, 

although it continued to leave a significant degree of wiggle room.   Furthermore, whether 

these fines will actually be implemented remains to be seen (Spiegel 2011b).  The ESM itself 

was officially announced on March 22 and spurred a leap in bond yields, again over concerns 

about simply postponing debt problems (Oakley 2011b). EU officials continue to deliberate the 

nuances of crisis response. However, the final proposal will almost certainly continue to follow 

the neoliberal logic mapped out by the IMF’s structural adjustment programs. 

The response of European political elites (in particular those associated with the ECB) is 

instructive in demonstrating the neoliberal logic at work. Austerity reforms have been 

portrayed with an air of inevitability - implying submission to the logic of capital is both 

beneficial and necessary - echoing the Eurosclerosis discourse surrounding the creation of the 

EMU itself. The involvement of the IMF has served to reinforce the illusion that these reforms 

are necessary, technocratically-developed, and politically neutral. Financial markets are 

portrayed as testing the strength and resilience of the euro area as well as the willingness and 

ability of EU authorities to preserve the integrity, stability, and competitiveness (as a 

destination for capital) of the EMU. Similarly, the ECB has noted that, while the proposals are a 

step in the right direction, there needs to be a ‘quantum leap’ in economic governance to 

consolidate the functioning of the EMU (ECB 2011, 101). The ECB argues that there needs to be: 

stricter penalties applied for noncompliance; less discretion and more automaticity in 
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discipline; and better data collecting and reporting on the macroeconomic conditions of 

member states (ECB 2011, 108). The report focuses heavily on the themes of ‘competitiveness,’ 

‘confidence,’ and the ‘proper incentives’ for member states, reusing the neoliberal discourse of 

the EMU’s initial construction and justification. Heavily emphasized is the need to recognize 

joint responsibility for stability in the Euro area, and the need to ‘take the historic opportunity 

offered by the reform process to fully exploit the current Treaty framework to strength euro 

area economic governance.’ (ECB 2011, 102)  

The response has been that of simultaneously providing liquidity while imposing fiscal 

austerity through loan conditionality in other words, maintaining the value of capital while 

disciplining labour. The liquidity provision has helped to maintain the value of bank investments 

in sovereign debt through bond market intervention, while attempting to complete the 

aforementioned ‘race to the bottom’ of labour costs. These reforms are given an air of 

inevitability, implying that submission to the logic of capital is both beneficial and necessary.-

This echoes the ‘Eurosclerosis’ discourse surrounding the creation of the EMU itself. An ECB 

speech plainly toes the neoliberal line stating that,  

In the end, the crisis-hit countries have no alternative: they have to make 

fundamental reforms to their banking systems, involving substantial 

restructuring and, in some cases, very significant downsizing. Liquidity support 

can help to reduce adjustment costs by smoothing the transition. But those costs 

should not be used as a pretext for delay. (Smaghi 2011)  

 

 

Financial markets were portrayed as testing the strength and resilience of the euro area 

as well as the willingness and ability of EU authorities to preserve the integrity, stability, and 

competitiveness (as a destination for capital) of the EMU. A 2011 EC Task Force report 
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recommended an enhanced surveillance framework aimed at preventing the emergence of, 

and combating existing, macroeconomic imbalances (ECB 2011, 100-101). Responding to this, 

the ECB has noted that, while the proposals are a step in the right direction, there needs to be a 

“quantum leap” in economic governance to consolidate the functioning of the EMU (ECB 2011, 

101). The ECB argues that there needs to be stricter penalties applied for noncompliance; less 

discretion and more automaticity in discipline; and better data collecting and reporting on the 

macroeconomic conditions of member states (ECB 2011, 108). The report focuses heavily on 

the themes of ‘competitiveness,’ ‘confidence,’ and the ‘proper incentives’ for member states, 

reusing the neoliberal discourse of the EMU’s initial construction and justification. The need to 

recognize joint responsibility for stability in the Euro area, and the need to “take the historic 

opportunity offered by the reform process to fully exploit the current Treaty framework to 

strength Euro area economic governance” is heavily emphasized in the report (ECB 2011, 102).  

Hidden within this technocratic language of neoliberalism is the fact that these reforms 

are aimed at strengthening the power of capital relative to labour; liquidity mechanisms have 

maintained the value of investments while austerity conditions have reduced wages, imposed 

cutbacks in social services and necessitated shifts to more flexible employment.  

This discourse and action is consistent with the characterization of the EMU’s economic 

supranationalism as ‘banal’ and market-making. With legitimacy dependent more on output 

than ideas, the EMU needed to take drastic steps to ensure the Eurozone stayed together and 

maintained the general ‘confidence’ of the market. This meant providing significant liquidity to 

European banks - a privileging of insiders, and particularly those who ‘make markets’ – whilst 

imposing economic discipline on the periphery and restructuring their social systems to bring 



138 
 

them in line. This has resulted in a redefinition of insiders and outsiders in the EMU, and no 

longer can the myth that all citizens that use the Euro count as ‘insiders’ be maintained. The 

new ‘inside,’ is the Eurozone core consisting primarily of Germany and France, and the banks of 

the Eurosystem. The new ‘outside’ is not even outside the Eurozone, but rather the periphery 

that is portrayed as threatening the whole existence of the Euro project.  

This is hardly surprising if we recall Fine and Lapavitsas, arguing that ‘who holds the 

money hoards, who has access to them in times of distress, all are issues deeply enmeshed with 

power and authority in capitalist society.’ (Fine and Lapavitsas 2000, 370) It is in this light that 

we can understand the importance of German domestic policy in shaping the supranational 

policy of the ECB. German Chancellor Angela Merkel has continued to take a hard-line on an 

‘austerity-only’ approach, and has clashed with the ECB, who favour a gentler approach. This 

has largely been attributed to the effects of German domestic politics, where most of the voting 

populace considers the profligate Greeks responsible for their own fate, and believes that 

Germany is simply throwing ‘good money after bad.’  

These responses have been the main, almost exclusive topic in the 2011 and 2012 

regional elections in Berlin, and will feature much more importantly in the upcoming 

federal elections scheduled for September 2013. Neither of the two main political 

parties that in the past have supported EU integration can hope to accrue 40% of the 

vote. With this in mind, they are reflecting on the extent to which people in Germany 

can be expected to accept EU integration. (Mahnkopf 2012, 480) 

 

While these reforms are ostensibly apolitical and technocratic, they must be imposed 

politically, often circumventing democratic decision-making. Ironically, the ECB bases its 

arguments on the proposition that “the high degree of integration among euro area countries 

clearly justifies deeper economic union.” (ECB 2011, 101) Rather than rethink the principles of 
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neoliberal governance, the ECB argues that the only way to solve the contradictions created by 

the incomplete neoliberal integration of the EMU is through a deeper process of 

neoliberalization.  

 

 

5.7 - Conclusion 

The discourse of the ECB and European elites is not idle talk, but instead illuminates the 

guiding neoliberal principles behind the EMU. These principles are best captured by what Gill 

(1995) has called ‘oligopolistic’ and ‘disciplinary’ neoliberalism, and what Peck and Tickell 

(2002) have called ‘roll-out’ neoliberalism. The simultaneous liquidity provision and austerity 

conditions have protected the strong (largely German owners of capital) by maintaining asset 

values while imposing greater market discipline on the weak (labour in peripheral states), 

reflecting a deepening of oligopolistic neoliberalism. Similarly, the structural power of capital, 

made clear by the crisis, has imposed uniformity and obedience on peripheral European 

economies, frequently circumventing democratic decision-making. The increased surveillance 

and renewed push towards fines for budget violations completes this process of intensifying 

disciplinary neoliberalism, by furthering panoptic surveillance of member economies. Finally, 

these ideas are something that must be concretely engineered and embedded within 

institutions. The development of the ESM, as well as the policy developments of the EMU and 

EC reflects this as the process of roll-out neoliberalism, a purposeful construction and 

consolidation of neoliberal modes of governance (Peck and Tickell 2002). 
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While this crisis occurred in large part due to an incomplete and contradictory neoliberal 

integration, deepening neoliberalism will not solve these contradictions. Rather, it will only 

make them more acute. Within the European Union, we are witness to a contradiction inherent 

in capitalism itself; the universal drive of capital and the necessity of a territorially defined 

political unit for its often coercive reproduction. Neoliberalism has sought to realize these 

universal pretentions of capital through precise political engineering; yet the result has been a 

deepening of this contradiction. As long as finance remains fetishized as a force to be submitted 

to, the process of European financial and monetary integration will continue to seen as 

common-sensical as well as natural, inevitable, and necessary, even as crises continue to 

unfold. The debt crises plaguing the EU will not be solved by this process of neoliberal 

integration, but will instead continue to be displaced spatially and temporally, with subsequent 

crises increasing in magnitude as more and more liquidity must be provided to maintain 

‘confidence.’ Unfortunately, it is likely that these crises will continue to be used as levers to 

advance and consolidate roll-out neoliberalism and the new constitutionalism within the EU, 

rather than prompt a fundamental rethinking of the neoliberal project.  

 In this chapter I have argued that the EMU is best understood as a neoliberal class 

project that has put capital-market integration and banking liberalization at the forefront. This 

links to the theoretical framework developed in Chapter Three in the following ways. First, the 

project to develop the EMU as the cheapest and easiest place to do business (particularly in 

financial services) can be best understood in the context of the crisis of overaccumulation. 

Recall that overaccumulation can be spatially and/or temporally displaced by the opening of 

new markets, new investment sites, and through the expansion of the credit system. Second, 
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through the introduction of the Euro and the single banking passport, the Eurozone has 

constitutionalized the contradiction between fictitious capital and its productive base. While 

capital, particularly finance-capital has been freed to move around the Eurozone, labour 

organization remains rooted in place, and while the SGP has imperfectly imposed fiscal 

discipline, fiscal policy remains constrained at the level of the state. Finally, the crisis has 

revealed that the Eurozone suffers from the same duality as all capitalist states – namely the 

contradiction between a national state that acts in the general interest, and a capitalist state 

that needs to ensure its own survival through facilitating expanded reproduction. These 

contradictions were expressed in the Eurozone as a neoliberal class project aimed at ensuring 

the primacy of finance and credit. However, this could not suspend contradictions forever, only 

change their form of appearance. In Greece, a rise in the mass of private credit extended after 

joining the Eurozone laid the ground work for a sovereign debt crisis, and the responses to this 

crisis of fictitious capital in Greece (upward socialization, asset devaluation, and internal 

devaluation) in turn returned these contradictions to the level of the Eurozone. 
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Chapter Six 

Greece 

 

 

 

 

6.1 - Introduction 

 From October 2009 onwards, the Greek economy has been in a near-constant state of 

crisis. In May 2013, Greece entered its sixth year of recession and remained reliant on external 

loans from the so-called Troika of the International Monetary Fund (IMF), the European 

Commission (EC), and the European Central Bank (ECB) to service its public debt. Measures 

aimed at reducing this debt, imposed by the troika as a condition for extending loans to Greece, 

have not produced the predicted ‘expansionary austerity,’46 but instead have produced the 

ostensibly counterproductive effect of throwing crisis-hit countries, such as Greece, into deep 

depressions and rendering it more difficult to repay their debts.  

I address this apparent paradox by examining both the integration of Greece into the 

EMU and post-crisis austerity measures with a particular focus on the Greek credit system. I do 

so by employing my historical materialist framework focusing on Marx’s concept of ‘fictitious 

capital.’ The latter describes capital not backed by a commodity transaction, but by a claim on 

future value. In so doing, I focus an under-examined dimension of the Greek crisis: the rapid 

                                                           
46 By expansionary austerity, I refer to the argument that reduction in government spending will result in private 
actors changing their future expectations, and increasing consumption accordingly, resulting in a net positive in 
economic growth for the country as a whole. See Giavazzi & Pagano (1990) for an early formulation of the 
hypothesis, and an IMF working paper prepared by Guajardo et al (2011) for a more recent evaluation. 
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expansion of the Greek credit system in the 1990s and 2000s caused by bank liberalization and 

ascension to the EMU. I argue that this expansion allowed Greek banks to expand to 

neighbouring countries, while borrowing by households and firmed spiked dramatically. This 

expansion of the credit system also served as a crucial spatio-temporal fix for the 

overaccumulation crisis in Germany (see Chapter Three). However, the configuration of social 

forces has remained largely unchanged since the fall of the junta. The expansion of domestic 

credit allowed fundamental contradictions in the social relations of production within Greece to 

be hidden, and displaced into the future, but failed to resolve them.  

On the above view, I demonstrate that the crisis has served as an opportunity to impose 

a radical restructuring of the Greek economy aimed at reconfiguring the balance of social forces 

and expanding the scope of accumulation. This can be understood as one of the three 

responses to a crisis of fictitious capital, as discussed in Chapter Three: internal devaluation (i.e. 

austerity47) aimed at restoring balanced accumulation, asset devaluation, or upward 

socialization (for example, through the issue of Eurobonds or more aggressive ECB 

intervention)48. However, the success of this project is far from guaranteed; so far the austerity 

project pursued by the troika has failed to replace the old balance of social forces, and has not 

yet successfully undermined either the strong public sector unions or the entrenched political, 

economic, and media elites which have dominated the Greek political economy. 

                                                           
47 Austerity has come to be the colloquial name for packages of government spending cuts, tax increases, and 
privatizations. I discuss austerity as part of the general strategy of internal devaluation, i.e. devaluing labour power 
and attempting to re-rationalize production, in Chapter Three. 
48 While central banks regularly use open-market operations in targeting price stability, the ECB and other central 
banks have engaged in outright purchases of financial assets, such as bonds, since the onset of the subprime crisis. 
The purchase of GGBs and other government bonds by the ECB is legal so long as it purchases them on secondary 
markets (i.e. from banks) rather than directly funding member governments. See Altavilla et al 2015; Delivorias 
2015 
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The rest of the chapter is organized as follows. I begin by reviewing several of the causal 

processes that have led to the (overdetermined) Greek debt crisis. These primarily include the 

institutionalized asymmetries within the European Monetary Union (EMU) between the 

exporting North and the importing South, creating permanent balance-of-payment problems, 

as well as the dysfunctional Greek political-economic system which emerged from the military 

junta, arguing that both of these explanations miss the importance of the domestic economy 

and credit system. I then apply my theoretical framework to pre-crisis Greece, focusing 

primarily on the role of the Greek credit system after the adoption of the Euro. Finally, I place 

the austerity project undertaken in Greece within the context of this framework, and conclude 

with a discussion of the possibilities for resistance and change in the future. 

 

 

6.2 - Dominant Interpretations of Greece’s sovereign debt crisis 

In many of the narratives used to explain the sovereign debt crises, Greece has long 

been plagued by a dysfunctional, patrimonial political system, out-of-control spending, and a 

weak social safety net (Mitsopoulos and Pelagidis, 2011). Leaders of Greece’s major political 

parties, PASOK and New Democracy, promised European leaders it would fix these problems if 

it were allowed into the European Union, and was granted transitional loans that would allow it 

to undertake the macroeconomic reforms necessary reduce patrimonial corruption, reform the 

state administrative capacity, and improve tax collection. Private investors, namely banks from 

core countries such as France and Germany, flooded the country with money, believing that 

reforms would be carried out and that the European Union as a whole would take responsibility 
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for any potential problems. German economist Hans-Werner Sinn, as quoted by Young and 

Semmler (2011), has claimed that these capital outflows to peripheral states such as Greece 

“deprived Germany of necessary investments and led to the lowest growth rates-second only to 

Italy-between 1995 and 2005” (4). Peripheral countries such as Greece experienced a demand-

driven boom, with a current account deficit financed by cheap core-provided credit. As the 

dominant narrative goes, Greece abused the ‘privilege’ of EMU membership and deserves to be 

punished for its profligacy in order to be put back on track (see Chorafas 2009; 2011 for 

examples of this argument). 

The reverse of the above argument blames Germany for its artificially competitive 

labour productivity and pathological obsession with maintaining a current account surplus at 

the expense of the Eurozone periphery. According to this narrative, Germany (and to a lesser 

extent, other ‘core’ states such as France) has been the main beneficiary of the EMU at the 

expense of the Eurozone periphery (Sinn, quoted in Young & Semmler 2011, 4). Germany took a 

lead role in designing the institutional structure of the EMU, aiming for the ‘sound money’ and 

‘sound finance’ principles exemplified by the German Bundesbank. “The problems of 

imbalances had been disguised, in part by the design of the EMU and in part by the elimination 

of the risk of exchange-rate shocks with currency union… As long as debtor states 

complied…imbalances were assumed not to be a problem.” (Dyson, 2010, 604)  

According to this perspective, the root of the problem lies within divergent labour 

competitiveness, compounded by differences in the real rate of inflation. Germany achieved its 

export boom (and associated current account surpluses) through a policy of wage moderation. 

These reforms focused largely on reducing non-wage labour costs and increasing flexibility in 
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labour markets in order to achieve fiscal consolidation (Young and Semmler 2011, 10). Because 

the member states of the EMU share the same monetary policy --- one aimed at inflation 

targeting and price stability, with Maastricht criteria limiting the freedom of fiscal policy --- 

pressure is forced onto labour markets as a lever for increasing competitiveness (Lapavitsas et 

al., 2012). Germany maintained structural current account surpluses through labour cost 

repression and technological excellence, while in the periphery of the EMU the scope for 

relative gains via labour repression was much smaller. Germany, then, induced peripheral 

states such as Greece to join the EMU as quickly as possible in order to recycle these surpluses 

profitably in the booming periphery. 

 

Figure 6.1: Debt/GDP in Greece (%) 

 

Source: IMF Fiscal Affairs Division (2012) 
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 While both of these perspectives highlight important aspects of the Greek sovereign 

debt crisis, particularly structural balance-of-payments problems between the North and South 

and a dysfunctional Greek bureaucracy, they fail to capture the whole story. Most notably, the 

first of these theories predict a long-term secular increase in Greece’s debt-to-GDP ratio after 

joining the EMU, whether from cheap borrowing costs (which converged to German levels, see 

Blythe, 2013, 80), structural balance-of-payments imbalances, and/or a dysfunctional 

government’s profligate spending. However, Greece’s debt-to-GDP remains nearly constant 

from 1993-2007 at around 100% (see Figure 6.1)49. This is despite debt servicing costs, chronic 

balance-of-payments deficits, and public infrastructure investments related to the 2004 Athens 

games and challenges the notion that the Greek economy was constantly accumulating debt 

and ‘due’ for a debt-servicing crisis at some point (for examples, see Chorafas 2009, 2011; 

Mitsopoulos & Pelagidis 2011; Gibson et al. 2011; Arghyrou & Tsoukalas 2011; Featherstone 

2011). While Greece’s debt-to-GDP ratio is still much higher than prescribed by the EU’s 

Stability and Growth Pact limit of 60% (See Figure 6.1), Greece’s fiscal position pre-crisis was 

nowhere near as dire as most of the mainstream theories predict. Both the “dysfunctional 

Greece” and “structural balance-of-payments imbalance”50 theories contribute useful 

information on the debt crises, but both operate at the level of states, and do not delve deeply 

into the domestic level of crises-hit states, contributing to an overall reification of the capitalist 

state and hardening the false distinction between economics and politics. In other words, I 

argue that the Greek sovereign debt crisis needs to be understood in the context of the long 

                                                           
49 Despite manipulation of statistics by Greek officials, with the aid of Goldman Sachs, this data, provided by the 
IMF, currently represents the best available data, and takes into account past manipulations. See Balzi 2010. 
50 These theories were also discussed in more general terms as “System-Stability Perspectives” and “System-
Instability Perspectives” in Chapter Two. 
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crisis of overaccumulation, as well as the global recession caused by the subprime crisis. In 

particular, I aim to supplement Lapavitsas et al.’s (2012) useful analysis of the European debt 

crises with an analysis of the accumulation process in Greece, with a particular focus on the 

domestic credit system. Lapavitsas et al.’s (2012) analysis only looks at the contradictions of the 

Eurozone as a whole, which are important, but overlooks the necessity of analyzing 

relationships of power and the contradictions of credit. In particular, I focus on the 

development of Greece’s banking and credit system, which underwent liberalization over the 

1990s, in preparation for joining the single European market. This lead to a rapid expansion of 

domestic credit, which proved to be a major part of triggering Greece’s debt crisis when the 

banking system had to be bailed out in the aftermath of the subprime crisis. 

  

 

6.3 - The Political Economy of Greece 

 In this section and the next I apply the theoretical framework, developed in Chapter 

Three, to the expansion of domestic credit system that took place between Greece liberalizing 

its credit and banking systems in the 1990s, through the onset of the crisis in 2008, and place it 

within the overall context of the development of the Greek political economy. During this 

period, Greek banks expanded to neighbouring countries, and borrowing by households and 

firmed spiked dramatically. However this credit expansion occurred without any change in the 

balance of social forces, leading to what Gramsci called a passive revolution (i.e. a situation 

where the introduction of changes in social forces was not accompanied by political changes 

such as the establishment of a new hegemonic bloc; Cox 1983, 166-167). Second, this 
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expansion occurred during a period when the social relations of production remained 

unchanged, widening the contradiction between fictitious capital and its monetary base. In 

other words, the explosion of domestic credit, triggered by EMU ascension, displaced a crisis in 

the productive sector into the future as a crisis of fictitious capital, rather than resolving it. The 

contradictions inherent in the EMU (see Lapavitsas et al. 2012) interacted with the 

contradictions of capitalism within Greece to determine the form of appearance of the Greek 

debt crisis. 

Greece’s military junta collapsed in the summer of 1974 following the Turkish invasion 

of Cyprus. “This surrender of power, without a struggle that would have perhaps cleared the 

field of the legacy of the past, had its negative aspects. Although the transfer was 

unconditional, the new democratic regime initially operated within a state apparatus totally 

controlled by junta appointees.” (Koliopoulos and Veremis 2010, 153) During its time in power, 

the military junta implemented economic policies which starkly increased inequality and 

continued the process of liberalization begun with American help in the 1950s. “The junta’s 

legacy was a 26.4 percent rate of inflation, an ever-widening balance of payments deficit, and a 

slump in economic activity.” (Koliopoulos and Veremis 2010, 158) 

With a return of democracy in Greece, issues of inequality unsurprisingly came to the 

forefront of politics, leading to the creation of the Panhellenic Socialist Movement (PASOK) by 

Andreas Papandreou (Kariotis 2003, 259). However with the fall of the military dictatorship, 

Greece’s economy grew among the slowest of all capitalist European economies, growing only 

1.3% per year between 1974 and 1993 (Close 2002, 168). 
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It is in this context that Greece sought membership in the European Economic 

Community in 1975. After the antagonistic political environment of the 1980s, by the 1990s, 

both the major parties were in step on major issues (particularly implementing neoliberalism 

and joining the EU), and in 1993 the PASOK government began a new course of economic 

policies aimed at liberalizing and reforming the Greek economy in order to converge with the 

other EU member states (Kariotis 2003, 248). Despite Greece’s many problems, foreign capital 

began its deluge into the country in the 1990s. Liberalization of financial markets and 

harmonization with other European states lead to strong growth in private credit and the EU 

pumped infrastructure funds into the country (Mitsopoulos and Pelagidis 2011, 111-112) 

However, liberalization had deleterious effects on already-high inequality and unemployment. 

Despite all of these factors, the Greek economy began a long boom. “Between 1993 and 2000 

Greece was able, for the first time since the beginning of the 1980s, to keep up with the growth 

performance of the benchmark economies, which today make up the Eurozone. And then, at 

the beginning of the 2000s, when Europe-and the Eurozone-saw their performance burdened 

by a weak conjecture, Greece clearly outperformed the benchmark Eurozone economy.” 

(Mitsopoulos and Pelagidis 2011, 111) 

While Greece is often referred to as part of the EU’s periphery, spatially, Greece is 

characterized by its own core and periphery. The core is the two main urban centres of Athens 

(which accounts for 50% of Greek GDP) and Thessaloniki as well as the popular tourist islands, 

while the periphery covers most areas outside of these, in particular the northern border 

regions. The northern parts of the country are characterized by high levels of 

underdevelopment (particularly in household amenities), which shifts towards more developed 
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communities as you move southwards across the Greek mainland. Following the de-

industrialization noted above, northern regions were hit particularly hard, as they experienced 

the most closures, and lacked a tertiary sector to counteract this loss in employment. 

FDI has tended to concentrate in only a few locations, largely around the two urban 

centres, self-selecting into high productivity regions. In other words, it works to heighten 

already-existing spatial imbalances. Most parts of central Greece and southwest Peloponnese 

specialize in agriculture, while services are mainly concentrated in the largest cities and the 

islands, reflecting the importance of tourism and financial services. Measured in terms of per-

capital GDP, internal inequalities in Greece have widened over time; other than the Attica 

region and the tourist hotspot of Notio Aigaio, all regions have diverged from the national 

average. 

Greece’s political system has had a strong contribution to the reproduction of this 

uneven development. While there have been moves toward greater regional decentralization, 

in line with EU goals, “any conflicts between national and local governments are mediated 

through the MP and regional administrators… Localities aim to be as proactive as possible to 

shape their own local domain but this proves difficult with a dominant central state and 

centralized political parties.” (Liddle 2009, 350) The state remains highly centralized, there is no 

legal framework which allows municipalities to formulate their own rural policy, and central 

government grants and transfers account for approximately 60% of municipal income. 

Many of Greece’s fundamental economic issues are demonstrated with respect to the 

manufacturing sector, to which we now briefly turn. 
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6.3.1 - Manufacturing 

Greece has always remained a middle-of-the-road country in terms of its development 

and its social relations of production. The bulk of manufacturing is also concentrated in low-to-

medium technology sectors, focusing largely on processing agricultural products and textiles. 

This pattern has persisted even today, with FDI in manufacturing accounting for only 33% of 

total stock, 2/3 of which was in sectors producing consumer goods, with only 0.8% devoted to 

the manufacture of capital goods (Monastiriotis and Jordaan, 2011). Furthermore, much of 

Greece’s agricultural sector is dependent on the EU’s Common Agricultural Policy (CAP), which 

largely provides market price support and has only recently begun focusing on rural 

development policies (farm income support makes up 75% of CAP spending in Greece, mostly 

direct payments to vine growers and subsidies for olive oil – see Psaltopoulos et al., 2006). 

Initially, Greece possessed a comparative advantage in agriculture and manufacturing due to its 

low labour costs, however by the early 2000s, Greece was still less productive than technology-

intensive producers in core EMU states, but has higher labour costs than developing states such 

as China. This has been compounded by the removal of tariff barriers, which devastated 

traditional manufacturing sectors (primarily food & drinks, tobacco, and textiles). Since 2004, 

there has been a steady drop in most manufacturing exports, with only food & beverages 

remaining constant, and only tobacco and plastics growing (Athanasoglou et al, 2010). Import 

penetration from the EEC quadrupled during the 1980s, and during the 1990s capital from the 

core of the EEC began to take over the few remaining viable firms.  
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Many of these same issues, notably Greece’s shrinking middle ground between high-

cost, high-productivity production of capital goods, and low-wage production of cheap 

products, are also evident in the Agricultural sector. 

 

 

6.3.2 - Agriculture 

In Greece’s agricultural sector we witness much the same pattern as in manufacturing. 

Once again, Greece depended on low-cost labour as its main comparative advantage in world 

markets and again, it found itself in an awkward middle position between highly productive 

advanced states, and developing states with greater and cheaper pools of labour. The 

agricultural sector in Greece is largely characterized by small-and-medium family-run 

enterprises. These small holdings render Greek agricultural production less productive than the 

developed capitalist production of the core, and the reliance on family labour, and other forms 

of home labour, renders Greece somewhat of an anachronism in neoliberal capitalism 

(Psaltopoulos et al. 2006).  

This pattern has been changing somewhat in recent years with the collapse of the Soviet 

Union. Particularly, there has been a massive inflow of illegal immigrants from the Balkans 

(most notably, Albania), which have found labour on Greek farms, freeing up family members 

to move from rural areas to urban ones to pursue post-secondary education and seek jobs in 

the urban core (Lawrence 2007). However, this new inflow of highly-educated youth has placed 

even greater strains on the weak Athens job market, and the expected high-skilled jobs have 

not been forthcoming. 
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Greek agricultural firms, often located in northern border regions, have also expanded 

into the Balkans in order to both take advantage of low-cost labour and access raw materials; 

however the family nature of the firms and consequent reliance on in-person, head-of-

household management still renders them less productive (Kalogeresis and Labrianidis 2010). 

This relocation to neighbouring states, combined with the replacement of family labour with 

illegal immigrants, has led to job losses in Greece, which are not easily replaced, pointing to a 

similar trend as in the manufacturing sector. 

One place where Greece has historical found a profitable economic niche has been in 

global shipping, however that too has been increasingly squeezed as more sophisticated banks 

in EU financial centres crowd out local banks, with little of the profits returning to Greek state. 

 

 

6.3.3 - Shipping 

Despite the devastation of its fleet during World War Two, shipping has long been an 

integral component of Greek capitalism. Greece has been the international leader in shipping 

since the 1970s and in 2011, Greek owners controlled a record 16.2% of the world’s 

deadweight tonnage (UNCTAD 2011, 41). Many of these owners however, live in the United 

States or the UK, these ships are registered under flags of convenience such as those of Cyprus 

or Liberia.  

During the early postwar period, it was hoped that shipping capital would be reinvested 

in Greece itself, driving the development of manufacturing within the country. However, ship-

owners did not show any interest in undertaking the country’s industrialization. Shipping capital 
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was either siphoned out of the country, or invested in stock markets or the tourism sector 

(Serafetinidis, Serafetinidis, Lambrinides, and Demathas, 1981). Despite this, the state has 

continued to take a highly permissive approach (particularly with respect to taxation and legal 

requirements) to shipping capital in order to keep Greek shipping from moving elsewhere, and 

in the hopes that it can drive development. Ship-owners pay a tonnage tax, but are exempt 

from income taxes, and there are no restrictions on the re-exporting of funds made through by 

ship-owners. Since the accession to the EMU, the movement of shipping capital outside of the 

country has been made much easier with the liberalization of the financial sector and the 

removal of capital barriers (Serafetinidis et al., 1981; UNCTAD, 2011; Fotopoulos, 1992; 

Featherstone, 2008).  

The Greek shipping sector is highly dependent on foreign funding through the 

international financial market for its operation. Currently, loans booked in Greece and 

worldwide amounted to just over $66bn USD in 2011, 96.5% of which originate from banks 

within the Eurozone (Petropoulos 2012, 3). While Greek banks have been historically important 

in ship finance, enjoying a symbiotic relationship with ship-capital, the sector has rapidly been 

penetrated by foreign capital, owing to the liberalization of financial markets; 2011 marked the 

first year in which no Greek bank was one of the top 5 lenders to the Greek shipping industry. 

Far and away the biggest lender is RBS with Commerzbank-Deutsche Schiffsbank, and Credit 

Suisse also key players (Petropoulos 2012, 4). 

These trends in shipping are part of a broader issue within the Greek political-economy, 

in that it has historically been dependent on inflows of foreign funds. 
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6.3.4 - Foreign Funds 

Indeed, it is not simply from lenders that Greece has been reliant on an inflow of foreign 

funding. Following World War Two, Greece encouraged emigration, and many Greeks abroad 

still send funds back home, which are an important source of funds for Greek families (Karafolas 

1998). Emigration was encouraged in the immediate postwar period both to create a stable 

source of foreign funds via remittances, and to defuse the massive unemployment problem, 

which threatened the survival of postwar Greece. Remittances peaked in the 1970s, when they 

covered over one quarter of the balance of payments deficit, but have steady declined since 

(Fotopoulos, 1992). The tight monetarist policies pursued by the advanced economies following 

the stagflation of the 1970s however, meant that opportunities were much more limited in 

these countries, drastically reducing the usefulness of emigration. 

The EU is also an important source of funds for the Greek economy; as mentioned 

earlier, price supports from the CAP make up most of the income for Greek farmers. Other 

transfers include cohesion policy funds for infrastructure development and administrative 

reform. Greece is similarly reliant on foreign funds via (mostly European) tourists, which has 

steadily increased in importance since the 1970s, and replaced the declining share of 

remittances. The tourist sector is also highly spatially concentrated, with tourism (and related 

services) largely concentrated around Athens and the Greek islands. This unevenness is also 

replicated in the welfare and taxation systems, to which we now turn. 
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6.3.5 - Welfare and Taxation 

In terms of welfare provision and the tax system, Greece exhibits one highly protected 

strata and one unprotected one. Taxation in Greece is largely based on indirect taxation, which 

constitutes 2/3 of tax receipts, made up in large part by consumption taxes. Direct taxes, such 

as income taxes, are paid only by waged and salaried workers, who constitute a much smaller 

portion of the population than most European states given the small size and family-nature of 

most firms as well as the large black market economy. Most business activity is exempt from 

anything more than symbolic taxation, including banks, commercial firms, and professions such 

as lawyers, engineers and doctors, and various forms of legal tax evasion are used to conceal 

income revealed through consumption of expensive luxuries. In effect, legal tax evasion is the 

norm, as no party has been willing to go up against these powerful groups. This has resulted in 

a regressive tax system with no redistributive effect, and meant the inability of Greece to cover 

government spending with taxation (Featherstone, 2008). 

Similarly, the welfare system in Greece is highly fragmented and weak, and in effect, 

almost nonexistent. ‘Welfare’ in the broadest sense of the term, is generally provided directly 

by the Greek state in the form of protected, public-sector jobs, and high pensions. The state 

then relies on the informal links (such as family and community ties) to distribute these funds to 

those in need, as the state lacks the capacity to carry out direct welfare policies (Leontidou, 

1993). Like the emigration policy noted earlier, this has been undertaken to control the 

unemployment problem in Greece and reduce social unrest. This has been done through the 

provision of public sector jobs with generous pensions and high job security. 
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The state began to expand under the conservative New Democracy (ND) party 

immediately after the collapse of the junta. ND nationalized Greek companies which were 

under stress due to the international economic crises in the late 1970s. When the socialist 

PASOK party took power in 1980, it did not expand the nationalization program, but on focused 

on developing the welfare state through public funding of healthcare, education, and pensions. 

However, Greece is somewhat of an anomaly compared to most advanced industrial countries, 

in that money spend on families is low, while the cost to the state of pensions is high (Stathakis, 

2010). The construction of the welfare state helped to bring in the disenfranchised Left (which 

had been persecuted heavily both before and during the junta), and accounts for the large rise 

in public debt over this period. For those not lucky enough to work in the public sector, there is 

an extremely thin and patchy institutional apparatus for unemployment relief.  

The family has taken up many tasks of the public sector and the welfare state, including 

the support of unemployed members and their placement into jobs. The mobilization of 

the extended family network often creates an intricate, self-help network of 

unemployment relief based on personal acquaintances. They place the unemployed in 

jobs without contacting formal agencies, which leads to a chronic underestimation of 

unemployment. Income-sharing in many communities is customary. Younger and older 

women within the family take up roles such as child-rearer, nurse for the sick and the 

old, teacher, etc., alongside their domestic tasks. (Leontidou 1993, 63)51 

 

 

In combination with the process of European integration, these trends meant that Greek 

society was increasingly being formed by a highly sophisticated and demanding consumer 

society without the productive base to match. The foreign-oriented, comprador bourgeoisie 

                                                           
51 Although most of the available research on the Greek welfare state was carried out during the 1990s, recent 
work has confirmed that there has been little change in the character of the Greek welfare state after joining the 
EMU (see Katrougalos & Lazaridis 2003; Sotiropoulos 2004). 
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directed capital towards service-sector activities such as banking, commerce and shipping. The 

fundamental social relations in Greece were thus: a large agrarian and service sector, alongside 

a limited manufacturing base and an economy structured on small and medium-sized 

enterprises that were predominantly family-owned, and a tightly connected, well-protected 

economic, political and media elite. 

Of course, these changes were not self-interpreting, and these economic processes had 

to be articulated and communicated to Greek society as part of the process of European 

integration. I argue that by examining this, we can help to bridge the national-global divide that 

I have highlighted as an issue in many analysis of the crisis. 

 

 

6.3.6 – Discursive Framing 

Two myths, propagated by political and media elites52, of national identity exist in 

Greece, which have been used to rhetorically frame and justify political-economic policy in the 

post-World War Two era. The first of these is the ‘underdog’ myth “which understands Greece 

in purely ethnocentric terms as a unique nation battled by enemies on all sides…Greeks, despite 

being on the side of truth, are either victims of foreign conspirators or wage battles to resist 

superior forces. This includes popular resistance against domestic elites in favour of foreign 

imported reforms in various policy fields.” (Sotiropoulos 2010, 317) These feelings are bound up 

largely with anti-Western, and particularly anti-US sentiments. Following the Greek civil war, 

the US intervened heavily in Greek domestic politics, was tacitly supportive of the Greek 

                                                           
52 On the post-dictatorial close relationship between political and media elites in Greece, see Papatheodorou & 
Machin 2003. 
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military junta, and was seen as indifferent (if not supportive of Turkey) in the conflict over 

Cyprus (Pagoulatos 2004, 58). It was in this context that the Panhellenic Socialist Movement 

(PASOK) was able to become first, the major opposition party (1977), and later the ‘natural’ 

ruling party of the centre-left (1981), despite only being established following the collapse of 

the junta in 1974. PASOK drew both on these anti-Western sentiments, channeling them 

towards the debate on entrance to the European Economic Community (EEC), and the 

longstanding disenfranchisement of the Left and poor segments of the population following 

their defeat in the civil war (Moschonas 2001, 12-13). 

However, beginning with PASOK’s rise to power in 1981, the second myth of Greece, 

that of modernization and ‘Europeanization’ began to take hold, which informed its path into 

the EMU. Indeed, after its election, PASOK dramatically weakened its opposition to the EEC and 

by the 1990s, there was consensus among political elites of both PASOK and ND that joining the 

rest of the Europe was both necessary and beneficial for Greece.  

During the 1990s, a broad programmatic consensus developed among the major 

political forces that Greece should join EMU at the earliest possible date… The political 

leadership was convinced that only through EMU participation could the country 

enhance national security and have a say in important EU policy sectors ‘on an equal 

footing’ with the other member states. (Kasakos 2004, 906) 

 

This shift towards Europe brought several benefits to Greece. For one, the Greek 

standard of living has risen dramatically owing to the cheap goods made easily available by the 

common market (Lawrence 2007, 170). Similarly, subsidies provided by the EU, particularly 

those through the CAP and for construction projects have pumped funds into the once-stagnant 

Greek economy (Close 2002, 184-188). Greece’s entry into the EMU also meant that the state, 
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banks, companies, and consumers were all able to borrow on international financial markets 

much cheaper than before the financial liberalization associated with the EMU admission 

process, further boosting the consumption boom that drove the Greek economy from the 

1990s onward (Hembruff 2014). Finally, modernization and ‘Europeanization’ was frequently 

used by domestic elites to justify unpopular policies, such as the privatization of state firms or 

cutbacks in generous social benefit programs handed out by PASOK during the ‘populist’ 1980s 

(Antoniades 2007; Tsakalotos 1998, 2008). By the mid-1990s, the two ‘natural’ ruling parties, 

PASOK and the centre-right New Democracy (ND) became nearly identical in their party 

platforms, especially in terms of their stance towards European integration and neoliberal 

reforms (Moschanos 2001; Featherstone 1998; Kazakos 2004). 

Greece’s insertion into the EMU then was based largely on the output of benefits, as 

Greeks saw ascension providing a direct impact on their quality of life through cheaper imports, 

easier credit, and increased tourism. However, discourses were also important here, and 

focused on ideas such as about ‘re-joining’ or ‘catching up’ with the rest of Europe (seen as 

having a heavy historical debt to ancient Greece – see Clogg 2002, Bein 2005) also played an 

important role in reforms necessary for EMU ascension. In other words, Greece was redefined 

as an insider to Europe again, rather as an outsider, which needed to protect itself against the 

onslaught of foreign forces.  

I now turn to an examination of the development of the credit system in Greece, which I 

argue is both crucially important to understand both the Greek and European sovereign debt 

crises, as well as being often-overlooked. 
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6.4 - Fictitious Capital and the credit system in pre-crisis Greece 

 Greece’s insertion into the integrated market created by the EMU was driven by 

consumption and facilitated by easy credit, which had been relatively muted in the pre-EMU 

years. Prior to the mid-1980s, the Greek banking system was characterized by a high degree of 

state interference, but these controls were gradually relaxed, with capital controls removed 

during the late-80s and early 1990s in preparation for the EMU ascension process 

(Hondroyiannis, Lolos, and Papapetrou, 1999). By the time the country joined the EMU in 2001, 

its banking system was fully liberalized in line with the other Eurozone members. The 1990s and 

early 2000s also saw a wave of mergers and acquisitions in the banking system, and by 2006, 

the six largest banks controlled more than 80% of the market and were witnessing nearly 

double-digit annual profit growth (Alexiou and Sofoklis 2009, 98). As late as 2006, the Greek 

bank, Eurobank predicted that “the Greek banking system has significant growth potential” due 

to the seemingly limitless demand for credit (Eurobank 2006, 4; emphasis added). The strong 

performance of the banking and financial sector can be seen in Figure 6.2. Between 2001 and 

2007, bank stocks doubled, while stock prices of financial services corporations tripled.  

 

 

 

 

 

 

 

 



163 
 

Figure 6.2: Athens Stock Market Indicies  

(3.12.2005=5000) 

 

Source: Bank of Greece (2014a) 

 

In many ways, the period from Greece’s entry to the EMU to the global financial crisis 

was the country’s first experience with a domestic credit bubble based on the creation of vast 

amounts of fictitious capital, which is shown in Figures 6.3 and 6.4 (below). 
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Figure 6.3: Domestic Bank Lending in Greece (Outstanding amount at end-of-period) 

 

Source: Bank of Greece (2014b). Author’s calculations. 

 

Figure 6.4: New Consumer Loan Volume (monthly) 

 

Source: Bank of Greece (2014c). Author’s calculations. 
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As Figure 6.3 shows, outstanding loans to households grew nearly 600%, from approx. 

€17 billion in September 2001 to €119 billion in October 2009. Over the same period, 

outstanding loans to corporations increased a more muted, but still strong, 207%, from approx. 

€43 to €133 billion (Bank of Greece, author’s calculations). Similarly, as Figure 6.4 shows, new 

credit issuance to consumers per month increased 180%, from approx. €10 billion in September 

2002 to a peak of €28 billion in October 2007 (ibid.). However, as Figure 6.5 shows, household 

savings over this period only increased by 1/3, from €60 billion (ibid.), to a relatively stable pre-

crisis level of €80 billion. These figures point to a working class that was becoming rapidly 

integrated into, and dependent upon, the financial system to meet consumption demands and 

facilitate social reproduction, by which is mean both the biological reproduction as well as the 

reproduction of the labour force through subsistence, education and training (Katz 2001, 

Bakker 2007, Roberts 2013). The fact that most new consumer loans took the form of either 

overdraft credit or credit cards (Figure 6.4) implies that this excess credit was being spent on 

current consumption in an attempt to ‘catch-up’ to the living standards of the Eurozone core.  
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Figure 6.5: Household Savings 

 

Source: Bank of Greece (2014d). 

 

Figure 6.6: International Bank Claims on Greek Banks 

 

Source: BIS (2014) 
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Figure 6.7: Bank exposure to GGBs by country (As of June 2011) 

 

Source: The Guardian/IBS (2011) 

 

At the same time consumer credit was exploding, there was an increasing amount of 

foreign penetration into the Greek banking sector (particularly among French and Germany 

banks, see Figure 6.6), even as financing for the Greek public debt continued to be provided 

largely by domestic banks (see Figure 6.7). At the same time, Greek banks were engaging in 

rapid expansion into southeastern Europe by opening branches and purchasing local financial 

institutions. Much like Greece in the early 2000s, southeastern Europe was seen as an 

untapped market, due to extensive privatizations, low access to credit, and rising household 

demand. By 2006, Greek banks controlled 14.3% of banking assets in Romania, 16.3% in Serbia, 

28.3% in Bulgaria, and 32% in Albania (Eurobank 2006, 27). “From 17% of the total foreign 

0

5

10

15

20

25

30

35

40

45

50

Greece French German

B
ill

io
n

 E
u

ro
s



168 
 

claims [on southeastern Europe] at the end of 2004, it rose to 57% in 2007, 49% in 2008 and 

44% at the end of June 2009. In terms of total assets, the presence of the Greek banks in 

emerging Europe has increased to 43% at the end of 2008.” (Kapopoulos & Lazaretou 2011, 13) 

 To recall our discussion of fictitious capital in Chapter Three, we can see how the vast 

creation of credit facilitated the ‘obstacle’ posed by low domestic demand and production. 

Although the stock of fictitious capital represented by the Greek sovereign debt remained 

relatively constant, consumer and corporate credit exploded during this period, and Greek 

banks even began providing credit in neighbouring countries, hoping to facilitate the same 

‘miracle’ that Greece was experiencing. Yet, recall that fictitious capital must always be created 

ahead of real production, as it simply represents a claim on future value, and that different 

types of fictitious capital are highly susceptible to contagion – a decline in confidence in one 

fictitious value can easily and quickly turn into a lack of confidence in other fictitious values, or 

even fictitious capital as a whole.  

These tensions in fictitious capital were revealed following the subprime crisis, and in 

turn, the broader European sovereign debt crisis. We now turn to the impact of, and responses 

to the debt crisis in Greece. 

 

 

6.5 - The Crisis in Greece and Financialized Shock Therapy 

 It is impossible to overstate the degree to which the 2007-2008 US subprime crisis sent 

shockwaves through the global financial system. States borrowed to fund automatic stabilizers, 

recapitalize their banking systems, and launch stimulus program. In the EMU, where monetary 
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policy is shared, fiscal policy was the first available tool to smooth out the recessionary shock 

caused by the aftermath of the subprime crisis. While the subprime motion set in motion the 

events that would trigger the Greek sovereign debt crisis, the crisis itself can be said to have 

begun in October 2009, when the incoming PASOK government revised the estimated 

government budget deficit from 6.7% to 12.7% of GDP (Nelson et al. 2010, 3).  

 However, between the subprime crisis and this triggering event, there were several 

processes which worked to morph the deflation of Greece’s domestic credit bubble into a 

generalized sovereign debt crisis. First, in the banking system, the worldwide recession made 

loan repayments for not only Greek firms and households, but for those in Southeastern Europe 

where Greek banks had aggressively expanded during the boom years. Nonperforming loans in 

Greece rose from a low of 4.5% in 2007 to 17.2% of total gross loans in 2012 (Figure 6.8). 

Second, Greek banks were affected by the global ‘credit crunch’ that restricted liquidity in the 

global financial system. The Greek state responded with an upward socialization of fictitious 

capital through the recapitalization of its banking system; in October 2008, Greece pledged €28 

billion (or 11.4% of GDP) in support for its banking system (Papadimas and Georgiopoulos, 

2008). At the same time, the government was witnessing a deteriorating fiscal position due to 

falling tax revenues associated with the recession.  

While the Greek government was bailing out its banking system, two of the most 

important sectors in the Greek economy, tourism and shipping, were hit particularly hard by 

the worldwide recession, with travel spending dropping 24.2% between 2008 and 2009 

(Maltezou and Melander, 2009). Finally, the booming construction sector, fueled by the 

domestic credit bubble, also collapsed in the wake of the subprime crisis, as demand for new 
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homes collapsed. Between 2007 and 2008, fixed investment in the construction sector fell by a 

staggering 19.1% (Greek Ministry of Finance 2010, 6). From 2008-2009, GDP fell by 1.7% and 

“gross fixed capital formation at constant prices declined by 18.6% on a year-to-year basis in 

the third quarter, which comprised a 22.5% contraction in investments in the housing sector, 

21.3% in machinery, and 19.1% in transportation equipment.” (Greek Ministry of Finance 2010, 

7) This made evident overaccumulation in Greece, both through: declining profitability of 

interest-bearing capital (see Figures 6.2 and 6.8); falling purchasing power through the sharp 

reduction in credit, which also affected firms leading to an increase in idle fixed capital; and 

rising unemployment. Through these processes, the crisis in fictitious capital at the level of the 

domestic credit system (triggered by the global subprime recession) was transformed into a 

crisis of fictitious capital at the level of sovereign debt.   
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Figure 6.8: Bank nonperforming loans to total gross (%) 

 

Source: World Bank (2014) 

 

After the sovereign debt crisis was triggered by PASOK’s announcement, Greek banks 

were hurt by falling prices, and diminished creditworthiness of Greek Government Bonds 

(GGBs). While government bonds are normally considered risk-free for the purposes of 

collateral swaps and balance sheet accounting, the credit downgrade of GGBs in February 2012 

rendered them ineligible for use in repo transactions with the ECB (Blackstone and Buell, 2012). 

The ECB did not accept GGBs as collateral again until December 2012, after Standards & Poor 

increased Greece’s credit rating in the wake of the successful PSI and years of austerity 

measures (Wiggglesworth, 2012). However, the PSI seriously compromised the GGB-laden 

Greek banking system even further, as existing bonds were swapped for new ones with 31.5% 
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of the initial face value (Petrakis and Christie, 2012). Finally, the Greek banking system saw 

widespread deposit flight after the onset of the crisis, as Greeks feared a banking collapse or a 

return to the drachma (see Figure 6.5). This was especially significant as Greek banks were 

more reliant on deposits than large banks in the North, and the vicious cycle between GGB 

credit downgrades and bank downgrades made tapping international capital difficult (see Bank 

of Greece, 2012).  

 

 

6.5.1 - Changes in Discourse 

The Greek sovereign debt crisis, which began in 2009, both shattered the old 

legitimating mechanism, based on ‘modernization,’ and redefined Greece’s insider/outsider 

distinction. Simply put, the promise of modernization and Europeanization has failed to 

legitimate the austerity reforms imposed by the EU and IMF as a condition for bailout loans, 

which have caused further economic stagnation and driven unemployment to record levels. 

With each new round of austerity measures passed, Greeks have flooded the streets to protest, 

even as riot police have fired tear gas into crowds. Perhaps the most striking symbol of this 

failure was the 2012 suicide of a 77-year old pensioner, who blamed the ruling parties in his 

suicide note and claimed that he would rather die than be forced to scavenge for food 

(Maltezou 2012). 

The crisis has also redefined the insider/outsider distinction in Greece. Where, for a 

brief period, Greeks joined the ‘inside’ of Europe, they once more found themselves on the 

outside, and once more being dictated terms by foreign forces. Similarly, the Greek state has 
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failed to protect Greek insiders from these outside forces, and no new legitimating mechanism 

has emerged to take its place. This has caused a split back to the underdog and modernizer 

identity. On the one hand there are those - exemplified by PASOK, ND, and capitalists - who 

have remained true to the modernizing myth, arguing that while these reforms are painful, they 

are indeed necessary to reform Greece’s dysfunctional administrative system in line with 

stable, European core states (Kathimerini 2012a). On the other hand are those who have 

dropped back into the ‘underdog’ myth of Greek civilization defending itself against foreign 

invaders, exemplified on the extreme end by the dramatic upswing in support for both radical 

left- and right-wing parties such as the left-wing SYRIZA, which claims to be open to an exit 

from the monetary union, and the neo-nazi Golden Dawn party (Kathimerini 2012b). 

As Halikiopoulou et al. (2012) have demonstrated, nationalist euroscepticism is a 

common denominator among both extreme left and extreme right parties within the EU, and 

these parties have seen an upswing in support in light of the continuing debt crises. Similarly, 

the crisis has not simply redefined Eurozone elites as outsiders, but the crisis has also 

galvanized racist xenophobia against illegal immigrants. However as Lawrence (2007) as 

demonstrated, illegal immigrants have played an important role in the Greek agricultural sector 

by performing as a source of cheap labour which frees up Greeks from agricultural families to 

move to cities and pursue higher education and higher-paying jobs. As Lawrence notes,  

In the face of tensions between the promises of neoliberal prosperity and freedom and 

the reality of an increasingly problematic economic base, farmers assert their national 

identity both as a way of framing opposition to the neoliberal ideology of the state and 

as a way of naturalizing the exploitation of immigrant laborers… Resistance is thus safely 

deflected into forms that ultimately strengthen the expansion of European capitalism. 

(Lawrence 2007, 166) 
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This is post-crisis shift in political attitudes is best demonstrated by the meteoric rise of 

the neo-Nazi party, Golden Dawn. Despite being linked to a variety of racially-motivated 

assaults, Golden Dawn is the third most popular party in Greece, commanding around 10% 

popular support, and is widely supported by the police forces, which often overlook attacks 

carried out by members (Boitard 2012; Phillips 2012). 

Again, this uptick in right-wing extremism can be understood as a failure to legitimate 

the effective transfer of policymaking away from the Greek state. Instead of policy-design, the 

state has been reduced to the role of implementation. Ironically, this failure of legitimacy 

compromises the social trust necessary to implement policy, and worsens the crisis. 

 

 

6.5.2 - ‘Resolving’ the Crisis 

 The crisis is, at its heart, a result of the contradiction between fictitious capital and its 

monetary base. While fictitious capital creation in Greece was dramatically accelerated owing 

to EMU integration, which was based primarily on financial integration at the expense of other 

aspects, the social relations of production remained largely unchanged. This recalls the early 

point that fundamental contradictions in production cannot be ‘solved,’ by use of the credit 

system, only displaced into the future. The crisis demonstrates the ease of contagion between 

forms of fictitious capital, particularly between Greek banks and the GGBs, but also between 

Greece and other Southern European states which were facing similar issues, and of course 

between subprime mortgages in the US and the rest of the world. The need to manage this 

crisis of fictitious capital has become the overriding priority for the troika, as it has the potential 
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to spread even to the core states, via the PIIGS, thereby threatening the existence of the 

monetary union. 

The current tack in response to the crisis has been to impose reforms on crisis-hit states 

and centralize control while building up funds which can be used to assist distressed banks and 

states. On May 10, 2010 the EU announced the creation of a Special Purpose Vehicle (SPV) 

called the European Financial Stability Fund (EFSF). This fund, totaling €750bn and to include 

€440bn from the European Council and €250bn from the IMF, was to assist distressed Eurozone 

countries by buying up government bonds (Smith, 2012). The EFSF was replaced by a 

permanent institution, the European Stability Mechanism (ESM), in 2013. The ESM is based on 

the EFSF, and is set to provide over €800bn when brought into being as the so called ‘firewall’ 

against the debt crisis. Both the EFSF and the ESM will provide assistance to distressed 

Eurozone economies on the condition of stringent economic and fiscal adjustment. These so-

called ‘austerity’ conditions follow a neoliberal logic similar to that of the IMF’s structural 

adjustment programs in the 1990s and include the privatization of public assets, social spending 

cutbacks and a shift to more flexible employment. 

Austerity reforms have been portrayed with an air of inevitability-implying submission 

to the logic of capital is both beneficial and necessary-echoing the ‘Eurosclerosis’ discourse 

surrounding the creation of the EMU itself. The involvement of the IMF has served to reinforce 

the illusion that these reforms are necessary, technocratically-developed, and politically 

neutral. Financial markets are portrayed as testing the strength and resilience of the euro area 

as well as the willingness and ability of EU authorities to preserve the integrity, stability, and 

competitiveness (as a destination for capital) of the EMU. An EC Task Force report 
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recommended an enhanced surveillance framework aimed at preventing the emergence of 

(and combating existing) macroeconomic imbalances (ECB 2011, 100-101). Responding to this, 

the ECB has noted that, while the proposals are a step in the right direction, there needs to be a 

“quantum leap” in economic governance to consolidate the functioning of the EMU (ECB 2011, 

101). The ECB argues that there needs to be stricter penalties applied for noncompliance; less 

discretion and more automaticity in discipline; and better data collecting and reporting on the 

macroeconomic conditions of member states (ECB 2011, 108). The report focuses heavily on 

the themes of ‘competitiveness,’ ‘confidence,’ and the ‘proper incentives’ for member states, 

reusing the neoliberal discourse of the EMU’s initial construction and justification. Heavily 

emphasized is the need to recognize joint responsibility for stability in the Euro area, and the 

need to “take the historic opportunity offered by the reform process to fully exploit the current 

Treaty framework to strength euro area economic governance.” (ECB 2011, 102)  

Here, we can see all three strategies for managing fictitious capital crises at work. The 

first, upward socialization can be seen first in the recapitalization of the Greek banking system 

by the Greek state (Bank of Greece 2012) and second in the actions of the troika. Through the 

Securities Markets Programme (SMP), the ECB purchased €33.9 billion in GGBs (ECB 2013), and 

the troika has provided hundreds of billions in loans to the Greek state. Both of these now 

represent liabilities which are borne by the entire Eurozone. The second, asset devaluation, can 

be seen in the Private Sector Initiative (PSI), wherein private bondholders would agree to write 

down some of their holdings. On March 9th, 2012, Greece activated collective action clauses 

(CACs), which enforced losses on investors who refused to participate in an exchange that 

swapped existing bonds for Greek bonds, at 31.5 per cent of the initial value, and notes of the 
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European Financial Stability Facility with 15 per cent of the face value. This swap reduced the 

€206bn of privately-held Greek debt by 53.5 per cent, making it the largest debt swap in history 

(Argentina’s debt swap in 2005, previously the largest, was US$81.8bn) (Petrakis and Christie, 

2012). 

The third, internal devaluation, can be seen in the austerity and privatization measures 

which have been imposed as part of the conditionalities attached to troika loans. 

Euphemistically, the goal of internal devaluation is to restore ‘competitiveness’ in order to 

reconnect the monetary base with fictitious capital, and reignite confidence in future 

repayments. However, the underlying goal is a restructuring of the social relations of 

production and a shift in the balance of social forces. This is down by aggressively driving down 

the price of commodities, especially labour. Wages in Greece have decreased by an average of 

40-50%, and private sector minimum wages have been driven down to around €700 per month, 

with public sector wages slightly higher (Woestman 2012, 383). According to the European 

Commission,  

The extensive labour market reforms, implemented as a prior action for the second 

programme, have already led to a substantial improvement in competitiveness in terms 

of unit labour cost, and to a slowdown in inflation…But much more needs to be done to 

create the basis for renewed growth, which will have to rely more than in the past on 

private investment and exports. An acceleration of product and service market reforms 

is crucial to bring about investment, innovation and competition. A stronger focus on 

microeconomic reforms is, therefore, imperative to ensure sustained productivity 

growth and a reduction in prices to increase disposable income. (EC 2012, 2) 

 

The so-called “Memorandum of Understanding” signed on to by Greece as a condition of 

receiving loans emphasizes “rationalizing and reducing expenditures,” “tax reform and 

rationalization,” and extensive privatizations of government holdings (European Commission 
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2012, 3-4). These remarks echo Harvey’s argument that the overall goal of internal devaluation 

is to rationalize and restructure production and subject all aspects of social life to capitalist 

discipline and in doing so, hope to restore confidence in fictitious capital (Harvey 2006, 326).  

Internal devaluation however, is contradictory when it is applied with such speed and 

vigour, as it undermines the social basis of production. Greece has seen near-constant unrest 

since the onset of the crisis, which has seriously compromised its ability to carry out the 

reforms required by the troika. There also is serious political opposition presented by privileged 

groups who have benefitted from the skewed tax and welfare regime, such as the professional 

classes and public sector employees. More worryingly is the recent meteoric rise of the neo-

Nazi party, Golden Dawn. Despite being linked to a variety of racially-motivated assaults, 

Golden Dawn is the third most popular party in Greece, commanding around 10% popular 

support, and is widely supported by the police forces, which often overlook attacks carried out 

by members (Boitard 2012; Philips 2012).  

 

 

6.6 - Conclusion 

 In this chapter, I have argued that the Greek crisis can be best understood as a crisis of 

fictitious capital. Greece experienced a domestic credit-driven boom in the 2000s, facilitated by 

the credit-first integration of the EMU, which was shattered as the world was affected by the 

aftermath of the 2007-2008 subprime crisis. This expansion of credit was not accompanied by 

an associated change in the social relation of production or the balance of political forces, and 

merely displaced a crisis into the future. Subsequent actions carried out by the Troika and the 
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Greek state are then attempts to manage this crisis of fictitious capital through a combination 

of three means: upward socialization, asset devaluation, and internal devaluation. However, 

the success of this management is far from guaranteed, in the best case scenario from the 

perspective of capital, Greece muddles through years of economic stagnation while the social 

relations of production are changed into neoliberal, ‘balanced accumulation’ regime. In worse 

scenarios, the upward socialization extends Greece’s problems across the whole Eurozone, 

ultimately undermining the monetary union itself. Similarly, the extreme social unrest caused 

by internal devaluation has the very real possibility to undermine its implementation.  

In the concluding chapter, I summarize the arguments made, and reflect on the future 

possibilities for both Greece and the Eurozone. Exit, default, and nationalization have rightfully 

been described as the best outcome for Greek labour and, more generally, its society 

(Lapavitsas et al. 2012), but the likelihood of such a strategy in the face of entrenched 

resistance, both at the Greek and EU level, is questionable at the current conjecture.  
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Chapter Seven 

Conclusion 

 

 

 

 

In this dissertation, I have argued that the European sovereign debt crises are best 

understood with a long-term historical and regional perspective, grounded within an analysis of 

the contradictions in the capital accumulation processes. This is in contrast to the mainstream 

perspectives that I review in Chapter Two. Briefly, these were: system-stability perspectives, 

which are grounded in neoclassical economic theory and focus on dysfunctional and irrational 

borrowers; system-instability perspectives which focus on lender states who recycle loans 

abroad; and system-corrections perspectives which focus on failures of surveillance and focus 

on the need to restore pragmatic neoliberal rationality. In the case of the European sovereign 

debt crises, these take the form of, respectively: the argument that the Greek government 

borrowed recklessly; that Germany was artificially competitive vis-à-vis periphery states, 

leading to balance-of-payments issues; and the failure of surveillance and discipline at the level 

of the Eurozone. I argued that while all of these arguments provide useful insights, they lack the 

analytic depth provided by a long-term historical perspective that examines the post-Bretton 

Woods era within Europe as a space for capitalism. 

Chapter Three then developed the theoretical framework that is used to understand the 

sovereign debt crises in Europe. I argue that sovereign debt crises are actually reflections of 
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underlying tensions, and their institutional expression, in a given ‘space’ of capitalism (in this 

case, the European Monetary Union). Briefly, these tensions are as follows: 1) the tendency, 

inherent to capitalism, towards overaccumulation; 2) the contradiction between fictitious 

capital and the productive base, which itself derives from the contradiction between money as 

both measure of value and medium of circulation; and, 3) the contradiction between the state 

as a national state and a class state. I then argue that the sovereign debt crisis in Greece is best 

understood as expressions of a broader crisis of capitalism within the EMU, articulated as crises 

of fictitious capital. I argued that in practical terms, this is expressed in three contradictions 

within European capitalism: 1) Germany’s postwar accumulation regime, which has produced a 

deep crisis of overaccumulation; 2) the contradictory neoliberal class project of the Eurozone; 

and 3) credit-fueled, consumption-based EMU integration in the periphery, notably Greece.  

Chapter Four then examines Germany, arguing that the German Modell Deutschland, 

backed by the economic doctrine of ordoliberalism produced an increasingly severe crisis of 

overaccumulation. This in turn lead to a variety of spatio-temporal fixes such as: labour market 

reforms aimed at devaluing and re-commodifying labour; spatial relocation of production 

chains eastward to post-Soviet states; and spatio-temporal fixes through the expansion of 

German banking capital and the expansion of credit in the periphery. Through these processes, 

Germany’s crisis was not solved, but rather displaced to the both the periphery and the 

Eurozone as a whole. 

Chapter Five examines the EMU, which I argue is a contradictory neoliberal class project 

that has put capital and banking liberalization at the forefront. While the project seemed 

unproblematic at first, the onset of the Greek sovereign debt crisis has revealed the 
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contradictory nature of the Eurozone. First, the project to develop the EMU as the cheapest 

and easiest place to do business (particularly in financial services) can be best understood in the 

context of the crisis of overaccumulation. Recall that overaccumulation can be spatially and/or 

temporally displaced by the opening of new markets, new investment sites, and through the 

expansion of the credit system, but that these new spatio-temporal fixes need to generate their 

own surpluses, which worsens overaccumulation in the long-run. Second, while capital, 

particularly finance-capital has been freed to move around the Eurozone, labour organization 

remains rooted in place, and while the SGP has imperfectly imposed fiscal discipline, fiscal 

policy remains constrained at the level of the state. Finally, the crisis has revealed that the 

Eurozone suffers from the same duality as all capitalist states – namely the contradiction 

between a national state that acts in the general interest, and a capitalist state that needs to 

ensure its own survival through facilitating expanded reproduction. This could not suspend 

contradictions forever, only change their form of appearance. 

Chapter Six examines the case of Greece as patient zero for the sovereign debt crisis 

that has continued to affect Europe. I argued that in the case of Greece, the configuration of 

social forces remained largely unchanged since the fall of the junta but that the expansion of 

domestic credit (facilitated by Eurozone membership) allowed fundamental contradictions to 

be displaced and suspended. Greece’s private-credit fueled expansion in the 2000s was then 

undermined by the constrained credit conditions and general world recession that occurred in 

the wake of the US subprime crisis. The reactions to this crisis then demonstrate the three 

avenues of resolving (or more accurately displacing) crises of fictitious capital: upward 

socialization, asset devaluation, and internal devaluation. Upward socialization took the form of 
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the bailout loans that Greece has received to prevent it from defaulting on its sovereign debt 

obligations, first directly from other Eurozone member states, and latter via the EFSF and ESM. 

Asset devaluation too the form of the Greek PSI deal, which became the largest sovereign debt 

restructuring in history. And finally, internal devaluation has been done through the austerity 

measures that have been attached as conditions for the bailout loans. 

To conclude, I reflect here briefly on the possibilities for the future of Greece and the 

EMU. First, in Germany, there has been little sympathy for peripheral states with debt servicing 

issues. Even with near-continual unrest in Greece, German Chancellor Angela Merkel has 

continued to take a hardline on an ‘austerity-only’ approach, and has clashed with the IMF, who 

favour a gentler approach. This has largely been attributed to the effects of German domestic 

politics, where the most of the voting populace considers the profligate Greeks responsible for 

their own fate, and that Germany is simply throwing ‘good money after bad.’ As Birgit 

Mahnkopf has noted, regarding the antagonistic attitudes towards Greece after the crisis: 

These responses have been the main, almost exclusive topic in the 2011 and 2012 

regional elections in Berlin, and will feature much more importantly in the upcoming 

federal elections scheduled for September 2013. Neither of the two main political 

parties that in the past have supported EU integration can hope to accrue 40% of the 

vote. With this in mind, they are reflecting on the extent to which people in Germany 

can be expected to accept EU integration. (Mahnkopf 2012, 480) 

 

The refugee crisis has further inflamed tensions, stoking anti-European and anti-foreigner 

sentiment. 

 At the level of the Eurozone, the tack has been to continue with the neoliberal class 

project of integration via two processes. The first was the replacement of the EFSF with the 

ESM, a permanent crisis-fighting institution bound to the neoliberal logic of disciplinarily. The 
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ESM is to serve as a firewall that can prevent debt servicing issues in peripheral states while 

ensuring that the contagion does not spread. This is done via emergency loans tied to austerity 

conditions that recalls Soederberg’s (2005) golden noose – where the austerity measures are 

not so harsh they encourage states to leave the Euro, but the disbursements are so timed as to 

inflict maximum leverage over peripheral states to restructure. The second has been the efforts 

to construct a European Banking Union with a single-supervisory mechanism in order to step-up 

surveillance efforts and further consolidate apolitical control over the credit system. 

These trends are worrying signs that there may be limited possibilities for progressive 

change in Greece, as much of the discourse has devolved into reactionary extremism. One 

option that has been floated by much of the Left in Europe is an orderly exit from the EMU and 

a return to the drachma, which could then be devalued to restore competitiveness. However, 

there is much to be skeptical about this plan. For one, European elites have demonstrated a 

strong desire to maintain the integrity of the EMU, and it is hard to believe that they would 

allow an orderly Greek exist without putting up a strong fight. In particular, the amount of 

Greek Government Bonds held by public institutions across the Eurozone means that they 

would take a serious hit to their balance sheet if the Greek government were to return to a 

devalued drachma, or to default on its debts entirely. Similarly, the ease of contagion between 

forms of fictitious capital would likely invite speculative attacks on the other PIIGS countries, 

forcing the Troika into another crisis of fictitious capital. However, exit and default for Greece 

would likely be positive for the people themselves and the threat of exit could be a useful 

bargaining chip. However, I am much less optimistic than Lapavitsas et al. (2012) in thinking 

that progressive forces in Greece can form a united front with which to take control of the 
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state, leave the EMU, default, and nationalize the credit system in the interests of working 

Greeks. As shown above, power relations in accumulation processes in Greece have remained 

largely unchanged since the introduction of the Euro. In other words, there has been no ‘war of 

position’ in Greece that would make such a political strategy viable and, after six years of crisis, 

little signs that one has begun.  

These insights seem to have been supported by the recent fortunes of SYRIZA, who 

were elected into power in Greece on a left-wing, anti-austerity platform. Initial enthusiasm 

among Greeks turned into cynicism as Prime Minister Alexis Tsipras proved unable to 

substantially re-negotiate the bailout agreements, leading to a continuation of business as 

usual. While there may be some hope that the left in Greece can facilitate progressive reform, 

so far they have stood as a cautionary example of what happens when a nationally-organized 

party attempts to challenge a transnational political project within the confines of capital 

accumulation. 
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