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ABSTRACT

This article offers an interdisciplinary perspective on the drivers of political and economic crisis in the
European Union. A growing body of literature highlights the detrimental effects of extractive institutions on
opportunity, sustainable growth and social cohesion. The article therefore examines the link between
income inequality, corruption and perceptions of illegitimacy in the European Union. It conjectures that
poor institutional quality and governance are critical drivers of the European Union’s legitimacy deficit.
The article concludes that for the European regional project to advance there is a need for greater
institutional convergence amongst member states and a renewed commitment to social cohesion.
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Introduction

From its inception the European Union (EU) has drawn generously, and gained inspiration, from the
imperative of an ever-closer union. An epoch-making vocabulary emerged over half a century of
development, which seemed to express the EU’s objectives to improve the lives of all of its citizens.
Words and sentiments such as ‘solidarity’, ‘cohesion’, and ‘integration’ itself, proved self-fulfilling as
the EU marched towards peace and prosperity — the original twin imperatives of European integration
(ED). However, the upheaval following the financial crisis of 2008 and the onset of systemic financial-
economic-political crises unprecedented in the post second world war period have challenged the
tenets of EI while austerity has consigned debtor states to recession or low growth, accentuating social
inequalities.

As the economic and social problems persist, the disintegration of the Eurozone still appears plausible.
While the European Commission pleads for greater unity, its federative proposals are not
enthusiastically received by many EU citizens who are increasingly disenchanted with globalisation
and its European counterpart, Europeanisation. Populism is on the rise across Europe, and many
citizens are now viewing the EU as the source of their problems (Longo and Murray 2011). More and
more citizens in many member states have lost faith in the EU as a system, most now thinking that EI
has weakened their country.! The prescription of austerity is nourishing existing divergences in the
economic and social condition of member states. While purporting to present a critical solution to
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corruption) and lead to social exclusion (e.g., youth unemployment and poverty).

This article examines the substantive dimensions of the Eurozone crisis emphasising interconnections
between inequality, exclusion and legitimacy. Section II briefly interrogates globalisation, the
monetary union and austerity as central to current debates on the crisis. In Section III, the article seeks
to develop a fresh critique of the crisis to argue that deep-seated institutional deficiencies and
corruption are key drivers of rising inequality. Further, it proposes that the interaction of inequality
and social exclusion is a critical element of the EU’s legitimacy crisis. There are links between
inequality, corruption and legitimacy. Finally, the article concludes with the assessment that austerity
will fall short of the desired outcomes in the light of extreme divergence in economic conditions and
governance practices.

European Crisis: The Big Issues

As key drivers of the legitimacy crisis, regional inequalities have been attributed to three major
factors: accelerated globalisation; monetary union; and fiscal discipline.

Globalisation and the loss of sovereignty

The globalised economy of the 21st century appears to have diminished the capacity of national
authorities to exercise effective regulatory control over economic policy. The challenges posed by the
Eurozone crisis have highlighted the need for well thought out policy responses that reach beyond the
national sphere to correct institutional deficiencies and economic imbalances. Yet national responses
still seem to be expounded as if the nation state were fully sovereign and dominant. Arguably,
globalisation and Europeanisation have rendered moot the proposition that nation states are the
masters of their destiny. A reluctance on the part of national elites to present the idea of ‘more Europe’
as a response to the economic rise of ‘population behemoths like China and India’ (Hill 2013) means
that the starkness of the choice between ‘banding together’ or becoming ‘less relevant and secure’ is
being obscured.

The process of European integration has lately coincided with the rise of China, India and Brazil as the
expanded domains of global capitalism. Globalisation brings innovation, ‘creative destruction’ and
inevitably winners and losers (Roubini 2012). The emerging economic powers have exerted much
pressure on wages and the employment prospects of low-skilled and unskilled workers in the West
(Roubini 2012). Europeanisation, exacerbated by the Global Financial Crisis (GFC) and the Eurozone
crisis, has motivated many to resent free trade and the further surrender of national sovereignty to
‘free’ markets. Moreover, markets have recognised the flaw in the EU and Eurozone’s architecture.
Markets are spurred to action by decisions of credit agencies and institutional players in the global
financial system, many of whom have to shoulder some responsibility for the GFC and its aftermath.

Yet, markets do not have long memories and the GFC testifies to the fact that they can fail to assess
and even ignore valuable information to the detriment of taxpayers, jobs and the vulnerable (Taleb and
Spitznagel 2012; Stiglitz 2012a). Former Italian Prime Minister Monti lamented, during a period of
persistently high yields on Italian Government Bonds, the inability of financial markets to recognise
the progress made by his government on fiscal and structural reforms (Wall 2012). Markets have
longed for clear policy statements, backed up with unequivocal action that demonstrated beyond a
doubt that the Eurozone and the ECB would provide protection for struggling states against
insolvency, if only to ensure the integrity and continuing viability (and investor-friendly status) of the
Eurozone. They were often left wondering.
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In theory, were they to be efficient, as economic theory suggests, the Euro markets ought to account
for differences in productivity, risk, and frugality. The experience of the toxic lending in the USA and
sovereign debt in Europe shows that, in reality, markets can fail to accurately assess risk (Weidmann
2012) and are prone to contagion (Stiglitz 2012b). Moreover, critical flaws in the financial architecture
of EU have meant that stronger economies have little incentive to circulate surplus funds while weaker
regions are exposed to panics and bank runs (Auerback 2012; Bibow 2012). Habermas notes that
‘[f]linancial markets have developed beyond the control of even the most powerful nation states’
(Habermas 2012, 53). Only by acquiring greater ‘political steering capabilities’ and working towards
‘a convergence of the member states’ economic and social development’ can the EU ‘withstand the
financial speculation’ (Habermas 2012, 50). Market speculation has indeed prompted political elites to
strengthen the executive capacity of the European Council to deal with the crisis, but the European
Council’s interventions have proved neither popular nor effective. Under German leadership it has
pushed for tough austerity to balance national budgets and reforms to restore competitiveness.

There is a growing gap between the EU’s supranational institutions and the European publics (Hill,
2013). Financial globalisation and the current finance-led model of growth have demanded the
prioritisation of financial interests over all others. While banks have been bailed out by taxpayers,
states are struggling to tame budgets to meet European and market demands — all at the cost of social
cohesion. Not surprisingly, Europeans are judging this model negatively.

The inadequacy of monetary union

A key aspect of monetary union, as expressed in the Maastricht convergence criteria and the
subsequent rules-based Stability and Growth Pact (SGP), was to target inflation expectations through
monetary policy, restrict national budget deficits to less than 3% of GDP and limit total national
(sovereign) debt to 60% of GDP. The Maastricht criteria and SGP essentially featured a system of
surveillance and coordination of fiscal policies among its member states.® Despite the rules and the
pro-SGP rhetoric, the failure of so-called ‘core’ governments to adhere to the limits has been striking.
Germany departed from the Maastricht regime of 2% unit labour costs by wage deflation (Bibow
2012) and both France and Germany violated the 60% debt rule (Feldstein 2011). This departure from
the fiscal rules by the Eurozone’s leaders was to have a detrimental effect when the GFC prompted
stimulus spending in member states in a climate in which those states believed that the rules were
meant to be violated.

The Fiscal Compact, a stricter version of the SGP, came into force on 1 January 2013 for ratifying
states. The compact seeks to enforce budgetary discipline and, effectively, commits participating states
to long-term austerity. It represents an intergovernmental response to a problem that demands an
integrated political response. Hill (2013) has observed that ‘[t]he eurozone crisis has stretched EU
governance to its limits because the EU’s current political institutions are mostly adequate for a loose
confederation of member states — but a loose confederation is inadequate for a monetary union.’

Indeed, as currently calibrated and constituted, monetary union is unable to deal with persistently
divergent movements in prices and competitiveness across member states (De Grauwe 2012). It is
worth noting that monetary union evolved at the heyday of deregulation and free-market ideology
promising level-playing field, competition, market efficiency and welfare improvements. Also, the
imperatives of financial deregulation and inflation targeting, as sufficient conditions for innovation
and growth, reigned supreme.

However, it has now emerged that regulation and taxation can improve welfare (Stiglitz 2012b; Frank
2011) and a nation’s capacity to adapt to economic change and convergence can be severely curtailed
by extractive institutions (Acemoglu and Robinson 2012b). In addition, it is now apparent that pay
does not always reflect productivity for all workers (Diamond and Saez 2012) and countries new to
financial liberalisation are more vulnerable to debt crises than others (Reinhart and Rogoff 2011).
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Principal elements of the EU such as monetary union, free trade and capital movements, and fiscal
discipline all rest on the contestable premises that (a) markets are always more efficient than
government; that is, labour markets and prices adjust to reflect differences in productivity and social
norms, and (b) adjustments are independent of institutional constraints, and income distribution.
However, these assumptions are hard to reconcile with the Great Recession and even economic
intuition (Stiglitz 2012b, Aghion and Cage 2012). The Great Recession has exposed the flaws of a
monetary union as a mechanism of integration, in view of free capital movements, a restrained
European Central Bank, and rigid fiscal rules. Moreover, this union seems incompatible with the
ultimate goals of stability and prosperity for all the EU member states.

Austerity and economic growth

Sovereign debt crisis is often interpreted as a sign that a people live beyond their means and lack fiscal
discipline. All too often the remedy proposed by the IMF in such cases has been austerity and the
reduction of debt as a means to recovering business confidence and investment. Highly controversial
claims of a direct link between public debt and stagnation (Herndon et al. 2013) have given impetus to
the drive for austerity.

However, it has been argued that the focus on austerity when the servicing of the debt exceeds growth
rates is a misdiagnosis of the problem. In fact, the right focus for Europe in that case should be on
growth (Summers 2012). Although growth seems to be what Europe needs, the lack of fiscal discipline
can be a risky strategy in the global world of banking and finance (Deen and Worrachate 2012).
Austerity is thought essential to reduce debt and restore credit worthiness as well as market confidence
in Europe, but the debt to GDP ratio will only increase in a recession which, in turn, perpetuates the
austerity policy (Schulmeister 2012). The answer may be to strike a balance between growth and
moderate inflation.

The debate on growth strategies so far has centered on structural reforms that foster competition and
remove product and labour market rigidities. In theory, these reforms ought to enhance
competitiveness, business confidence, and ultimately economic growth (ECB 2012). Although there is
an increasing willingness to examine EU investments in education, innovation and growth-enhancing
sectors such as energy (ECB 2012), there is still a pervasive emphasis on fiscal discipline and national
stereotypes such as ‘grasshoppers and ants’ (Steffen 2012) or tax cheating (Elliot and Aitkenhead
2012).

Although these interpretations of sovereign debt allude to some core institutional failures, they fail to
acknowledge that these failures associate with conflict of interest, uneven distribution of political
power, and persistence of rent-seeking (Acemoglu et al. 2005, Bardhan 2005). Moreover, stark
inequalities and social exclusion (e.g., youth unemployment) seem to perpetuate rent-seeking and
severely impede institutional reform (Stiglitz 2012b; Alvaredo et al. 2013).

Furthermore, austerity, as a regressive policy, exacerbates inequality and undercuts a nation’s capacity
for reform and economic growth (UNDP 2011). A positive association between fiscal imbalances and
corruption (Mungiu-Pipidi 2013) may give credence to the view that austerity may act as an antidote
to corruption. Yet again, causation may run in reverse — i.e., corruption and weak institutions in
general lead to sovereign debt problems. If the latter holds true, austerity may reduce the resources
available for corruption but it would not necessarily lead to better institutions.

With the swearing in of the new Juncker European Commission in November 2014, and the
introduction of a Quantitative Easing (QE) program by the European Central Bank in January 2015
there is renewed hope that changed political circumstances will favour growth and investment over
austerity. The full extent of the damage (material and symbolic) that austerity and inequality are
inflicting on European societies has emerged. The IMF has questioned the effectiveness of its own
bailout policies on Greece.* Apart from burgeoning unemployment, social exclusion and poverty, there
is a growing sense that the ideals of EI are vanishing. There is rising anger with political elites and
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general disenchantment with the EI project (ETUI 2013a). Moreover, the current EU failure to deliver
adaptation and convergence to a European standard of living for all is raising questions of capacity,
performance and legitimacy. The EP vote in May 2014 revealed the extent of disillusionment with the
EU as Euroscepticism gained ground in core and peripheral member states alike.” The outcome of the
snap Greek election in January 2015 signalled the popular defeat of the bailout/austerity program in
that country.

Political legitimacy and resilience in the era of globalisation also rest on the robustness of the
European Union and the quality of institutions that have long-term impact on incentives and markets,
and ultimately on growth and prosperity. The multi-dimensionality of legitimacy and its orientation to
performance and social acceptability means that institutions that function optimally and deliver desired
social and economic outcomes are more likely to be deemed legitimate. A more detailed discussion of
legitimacy follows.

Institutions, inequalities and democratic legitimacy

Although globalisation, monetary union and fiscal austerity are important sources of discontent in the
EU, it is intuitive that inequality can be the product of social progress or policy errors. We maintain
that these sources of inequality cannot rationally explain a sustained legitimacy crisis in the EU, for in
the longer term, all other things being equal, creativity should dominate destruction and policy ought
to be corrected.

Persistent popular challenges to the EU’s legitimacy point to more fundamental causes of inequality
that relate to social justice and fairness. Recent advances in economics advocate that institutional
quality® is a critical element of economic development (Acemoglu and Robinson 2012b). By its effect
on transaction costs and incentives, institutional quality critically impacts on prices, innovation and
economic growth. An important dimension of institutional quality is corruption in member states
which can contribute to unsustainable deficits, market distortions, and extractive institutions.
Corruption may be driven by either agency problems (Blackburn et al. 2010) — the principal (i.e., the
public) delegates authority to an agent (i.e., executive government or public officials) who may use
privileged information to their benefit and at the expense of the public — or ‘collective action’
problems (Persson ef al. 2010) whereby lack of trust is so pervasive that the costs of containing
corruption are much greater than the benefits for the perceived majority.

‘Rent seeking’ behaviors, such as corruption, monopoly power, and ‘regulatory capture’ exacerbate
income inequalities (Stiglitz 2012b). Roubini (2012, 163) suggests that ‘any economic model that
doesn’t properly address inequality by providing public goods and opportunity to all will eventually
face a crisis of legitimacy.” Corruption and rent seeking undercut opportunities for the disadvantaged
to upgrade their skills and to adapt to technological transformation. Consequently, rent seeking
ultimately undermines macroeconomic stability, structural reform, and economic growth (Johnson et
al. 2011; Stiglitz 2012b).

It has been argued that entrenched inequality associates with higher public debt, political instability
(Roubini 2012; Kumhof and Ranciere 2010), extractive institutions (Krugman and Wells 2012;
Acemoglu and Robinson 2012a) and the depletion of social capital (Wilkinson and Pickett 2009). The
current focus on austerity and market reform does nothing to address the yawning inequalities
afflicting many of the member states in crisis. In fact it makes it worse, as austerity tends to affect the
disadvantaged most.

In economic theory, rising income inequality is justifiable when it reflects shifts to new technologies
or new products (Acemoglu 2011; Yun 2006). However, increasing inequality can be unacceptable for
several reasons: (a) it can be due to corruption, and ‘cognitive capture’ of public policy by interest
groups and the rich (Johnson et al. 2011; Krugman and Wells 2012; Stiglitz 2012b); (b) it can add to
economic crisis and public deficits; (c) it can lead to intergenerational exclusion and poverty
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(Alvaredo et al. 2013), and (d) it may lead to social unrest and political violence (Acemoglu et al.
2005; Bardhan 2005).

Social exclusion and unjustifiable inequality also impinges on economic growth. According to Aghion
(2012), the success of EU reform hinges on the balance between fiscal discipline, growth, and social
justice where the latter involves fairness and social inclusion. He argues that growth cannot be
‘sustainable’ when stark inequalities exclude many people from employment, dampen life aspirations
and suppress work effort. Inclusive institutions are more conducive to skill development, innovation
and growth (Acemoglu and Robinson 2012b). Commenting on the economic success of ancient
Athens, Ober (2008, 266) also highlights the role of democratic institutions built on principles of
accountability, transparency and legitimate dissent.

Until recently, the debate on institutional reform has been overly preoccupied with property rights
(e.g., privatisation), labour market deregulation, and the inefficient state (Aghion and Cage 2012;
Bardhan 2005). For example, corruption is almost exclusively discussed in terms of a rigid and self-
serving public service (Mungiu-Pipidi 2013; Bardhan 2005). Yet, the role of rent-seeking and market
power often goes unchallenged, although Boldrin and Levine (2013) and Stiglitz (2012b) are
exceptions.

Income inequality due to institutional failure leads to resource misallocation and distorted incentives
as it can strengthen the bargaining power of the rich to influence public policy (Stiglitz 2012b) and the
wage structure (Alvaredo et al. 2013), both of which accentuate existing inequalities. In the absence of
a ‘level-playing field’, policy capture by vested interests inevitably undermines public confidence in
reforms, innovation, and investment in human capital.

The current debate on austerity is characterised by two polar views that both ignore the fundamental
role of institutions. One view insists on fiscal re-distribution and an increasing role for state
intervention while the other extreme pushes for austerity, piecemeal reforms and deregulation.
However, both neglect that the ‘level playing field’ is work-in-progress, a common-interest state can
be efficient, neither austerity nor its opposite abolishes extractive institutions, and ‘market-supporting
regulation’ is critical for innovation and growth (Besley and Persson 2011).

Legitimacy

Democratic principles pertaining to representative and/or participatory democratic processes, now
codified in the Treaty on European Union (TEU),” are means by which civic participation in EU
decisional processes can be stimulated. Articles 9-12 of the TEU are intended to encourage democratic
participation. Important as these provisions may be in addressing the purported democratic deficit of
EU decision-making, they are not intended to bring about a convergence within and between the
member states themselves towards accepted standards of good governance. The EU member states are
characterised by extreme divergence in the adherence to principles of democratic governance, which
has been shown to distort markets and hamper EI. Within the Eurozone itself are states at virtually
opposite ends of the spectrum of global rankings for corruption.*As poor governance has similar
deleterious, market-distorting consequences for EI as important constraints on economic development,
there is a strong case for coordinated action at EU level to work towards correcting institutional and
related deficiencies in the interests of integration.

For scholars, European integration has accentuated dilemmas of legitimacy. The role of undemocratic
European institutions has received considerable attention since at least the 1990s (e.g. Banchoff and
Smith 1999; Beetham and Lord 1998; Scharpf 1999; Schmidt 2013). For some time the draft
Constitutional treaty was seen as a likely antidote to the legitimacy problem; a fresh opportunity to
negotiate a compact between the EU and its citizens and thereby correct the deficiencies of an
emerging political system.
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There are links between the failure of the Constitutional Treaty’ and the Eurozone crisis. Both may be
attributed, at least in part, to a lack of certainty about the EU’s direction. Whereas during the
negotiation and ratification stages of the draft Constitutional Treaty, the single currency may have
been seen as a stepping stone towards political union, the policy choices and loss of momentum
associated with the eventual abandonment of the treaty meant that this perspective was lost (Pisani-
Ferry and Sapir 2009, 69). The constitutional vision contemplated an acceleration of integration as a
voluntary policy choice as citizens acknowledged the benefits of closer economic union and backed
political union as a necessary corollary of economic and monetary union. Arguably the failure of the
constitutional treaty stymied the push for greater political legitimacy and halted progress towards a
form of political union that encompassed greater citizen participation in democratic processes and
tighter fiscal integration. It is now evident that the imperfections of monetary union and the
democratic deficit are both driven by a single cause: uncertainty about the aims of EI (The Economist
2012). Citizens are challenging the legitimacy of the EU’s policies in the public space and in national
constitutional courts. '’

Legitimacy is often discussed in output-oriented and input-oriented terms (Scharpf 1999). Output-
oriented legitimation is concerned with effectiveness and performance; effective results are for the
benefit of the people. Instead, input-oriented legitimacy is about securing citizens’ choices through
participation by the people. Accordingly, political choices are legitimate if they are effective and
reflect the ‘will of the people’. To this analytical framework can be added so-called ‘throughput’
legitimacy’ (Schmidt 2013). Having a focus on governance processes, throughput legitimacy is
concerned with the efficacy, accountability and transparency of the EU’s processes as well and their
inclusiveness and openness to public consultation (Schmidt 2013, 2). While there are
complementarities, interactions and tradeoffs between input and output legitimacy, it is thought that
poor governance taints even effective and democratic outcomes:

[B]ad throughput — consisting of oppressive, incompetent, corrupt or biased governance practices
— regularly undermines public perceptions of the legitimacy of EU governance, regardless of how
extensive the input or effective the output (Schmidt 2013, 3).

The EU’s traditional concern in dealing with transnational problems has tended to focus attention on
output-oriented legitimacy. However, the growth of EU competence in areas of high electoral salience,
such as monetary and fiscal policy, has drawn attention to the need for greater democratic input in EU
decision making. It is in this context that the blurring of legitimacy and democracy is most critical
(Banchoff and Smith 1999). With its noticeable democratic deficits, EU governance is readily
susceptible to the conclusion that it suffers from a legitimacy deficit as well. The motto ‘Lavoro ¢é
Democrazia’ (Work is Democracy) — catch-cry of uniform trade union protests in Rome on 22 June
2013 (Ronchini, 2013) — demonstrate the connections between employment, equality, social cohesion
and democratic legitimacy. The connections are substantiated by the not so implicit threat that
executive inattention to growing citizen demands for work will result in social discord and the demise
of governments. Voters in Greece have ultimately made good on this threat. The UK referendum on
EU membership further illustrates the potential for disenchanted voters to overturn unpopular
executive bargains.

Although it is evident that nation states are no longer the repositories of undiluted national sovereignty
and that membership of the EU and the Eurozone brings with it a surrender, or pooling, of national
sovereignty in supranational institutions, the current concentration of legal powers in the Commission
and the shifting of moral authority to the European Council (viz, Germany) to deal with the crisis have
raised significant questions of legitimacy. These developments have effectively severed the long-
standing binary between national and supranational institutions, introducing for the first time a direct
and explicit relationship of dominance-submission among member states themselves. Stratham and
Trenz (2013, 168) observe that public contestation about the winners and losers of integration is
shattering the old universal premise that the EU is an equal partnership between countries and their
citizens.
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The EU has taken a predominantly ‘hands-off’ approach on the question of correcting national
maladministration. The Commission did not, until recently, have the power to bring national
executives to account on issues of high political salience such as budgets. On the instigation of
Germany and France in the mid-2000s the Commission’s power to impose sanctions on member states
in breach of the Stability and Growth Pact was deactivated. With Germany’s insistence on fiscal
consolidation and austerity during the debt crisis, divisions with other member states have surfaced.
Moreover, by Germany assuming a leadership role in the crisis, the Commission has appeared, rightly
or wrongly, as less of a policy innovator and more as an agent. This fundamental change raises new
questions of legitimacy in terms of the authority of a powerful member state to impose unpopular
solutions on the citizens of other member states.

The perennial question surrounding the absence of citizen approval of elite decisions on Europe has
assumed new dimensions in the light of the current crisis: ‘has anyone asked Europeans how much
sovereignty they are ready to surrender to save the euro?’ (The Economist 2012). If Europe chooses to
continue to develop as an autonomous political system in order to make the euro work, it would
ultimately need authority to do so. Conversely, the need to democratically legitimise EU would
diminish if strategic institutional choices were exercised in favor of limited political integration.

Hix (1999, 364) suggested almost two decades ago that for integration to proceed much further the EU
would need increased policy competence and greater democratic participation to legitimise outcomes.
While increased policy competence has materialised in the monetary and fiscal spheres, this has not
been accompanied by greater democratic participation. Habermas (2012, 50) opines that political
legitimacy requires greater democratic influence by citizens over what their national governments may
negotiate. Though irrefutable, these principles do not find firm expression in the EU’s current
institutional and governance arrangements.

Furthermore, it is becoming increasingly apparent that the legitimacy crisis afflicting EU institutions
has also been driven by EU indifference or impotence to deal with bad governance and corruption at
the national level (Mungiu-Pippidi 2013). This issue is closely connected with the EU’s lack of
leadership and problems of institutional design both at the EU and the member state level. Stark
differences in equality within the EU, combined with persistent extractive institutions (Besley and
Persson 2011) such as corruption, are inimical to the promise of shared prosperity and solidarity.

There is also growing fragmentation in the EU with the emergence of a multi-speed Europe (ETUI
2013a). With growing divergence there is social polarisation, increased risks of social exclusion and
poverty (ETUI 2013b). If monetary union is not sustainable without social convergence, and monetary
union is currently producing divergence, then it is clear that the EU is caught in a legitimacy trap that
can only lead to Euroscepticism and populism. To gain greater acceptance Habermas (2012) suggests
that the EU must demonstrate that it has the capacity to secure the EU’s objectives in the interests of
all of its member states and citizens. For this to come about the EU must acquire the capacity to
confront institutional deficiencies in the member states, which impact on inequality and sustainable
growth.

The need for effective institutions invites discussion of how the EU can promote convergence among
its members around the principles of good governance. This imperative has been a point of discussion
since at least the Commission’s White Paper on Governance.'' The degree of divergence on this issue
between and within member states suggests the need for concerted action on improving institutional
frameworks and the targeting of specific problems in order to promote core principles of good
governance, the absence of which has been shown to negatively impact on economic growth and
development.

New initiatives and ideas by EU leaders have recently emerged that promise to revitalise the European
vision for stability and shared prosperity. The Juncker Commission’s focus on investment is an
attempt to shift focus from austerity to growth. For some time the EU leadership has acknowledged
the inadequacies of the existing system and has actively sought further integration with a more robust
institutional structure of EU. Economic and political pressures in Italy, France, Spain and Greece
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motivated the former EU Commission president to call for a federation of states,'” and the ECB
president for a ‘banking union’. These announcements were designed to contain bank runs and relieve
national governments from the responsibility to recapitalise banks, and for rising sovereign debt, and
contagion. Institutional reform has been slow and piecemeal. The main focus of reform has been the
strengthening of monitoring of national budgets by the Commission and greater coordination of fiscal
objectives. Despite these changes, questions have persisted as to whose interests are being secured by
EU policies and with what consequence. Doubts will remain until the citizens’ interests in being
represented by inclusive institutions that adhere to principles of good governance are prioritised over
others. If this analysis is valid, it follows that the EU will fail to assert its legitimacy if it fails to
achieve sustainable reductions in inequality and greater democratic participation.

Conclusion

The EU is confronted with division and extreme uncertainty regarding its future. The response to the
fallout from the Great Recession has been piecemeal and inadequate. Seriously compromised now is
the EU’s core founding myth that integration leads to stability and growth for all its members; there
are new power-holders, winners and losers of integration (Statham and Trenz, 2013, 164,168). The
North, the rich, the banking sector may all be labeled winners at present, much to the dismay of
ordinary workers and the newly unemployed in Southern Europe. Having played a leading role in
causing the crisis, banks are dictating solutions despite evidence of ‘regulatory capture’ by ideology
and vested interest (Stiglitz 2012b).

The sovereign debt crisis has revealed the inadequacy of the SGP and the absence of an effective crisis
management system. Proposals for a banking union, eurobonds or other means of debt mutualisation
have met resistance. Although the notion of collective responsibility — the defining element of
solidarity — would provide a conceptual basis for burden sharing (Cook 2012, 508), it is not currently
in evidence. Economic and social conditions in the member states differ widely.

There is general recognition among EU policy makers that the EU must act to achieve a degree of
convergence in the fiscal and economic governance domain. Without some form of fiscal union,
monetary union is incomplete. The latter requires a degree of homogeneity in regulations, public
sector administration and governance rules. However, standards differ substantially amongst member
states.

Moreover, the deficits are acquiring new dimensions. The performance or output-based legitimacy of
EU decision-making, rarely seriously questioned in the past, has come into critical focus, with EU
policymakers presenting austerity as the primary cure for the Eurozone’s problems. EU policies that
aim to avoid systemic risk in the Eurozone appear to be penalising debtor states and favouring others.
Ultimately, austerity will not produce the desired effects against a background of extreme divergence
in economic conditions, institutional quality and governance practices.

Equity considerations demand that the EU act to overcome the structural imbalances and deficiencies
of monetary union and that it contribute to redressing national impediments to growth and
development, whatever the source of such constraints may be, as such impediments distort the market.
Just as the EU seeks to narrow development disparities among regions and member states through
structural and cohesion funding, there is a need for the EU to act to equalise and optimise conditions
for economic governance. Whether this can be achieved through monitoring and supervision or
sanctions and incentives is a matter of debate. Lately, the European Commission has signaled its
intention to adopt a stronger EU anti-corruption policy, although new EU legislation on corruption
does not seem to be the favored approach at this stage."* It appears the EU's commitment will not
progress quickly beyond a reporting function in the absence of political will.

The abandonment of the Constitutional Treaty in 2005 set the scene for the erosion of EU centeredness
over the last decade. The EU must tackle its legitimacy problem if it is to regain lost ground.
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Concerted EU action to achieve greater convergence towards good governance and growth can lay the
foundations for a workable fiscal union, a reduction of inequality and, arguably, a more legitimate EU.

There is general recognition that the EU faces an unambiguous choice between the collapse of the
European project or further integration towards a financial or fiscal union (Bibow, 2012). In response,
and at the insistence of the Commission and Germany, debtor Southern states are making adjustments
to align more closely to the Northern model of economic organisation. At the same time austerity,
budgetary restraint and stronger fiscal coordination among Eurozone states with sanctions for non-
compliance are being promoted as necessary safeguards against the collapse of the euro currency.

A lesson we are learning from the current crisis is that equity and social justice concerns must assume
greater prominence in the hitherto arid discourse on the interventions necessary to stave off the
collapse of the euro and economic decline. At stake is the legitimacy of EU action itself. The article
has sought to demonstrate the link between poor institutions, persistent inequality, and the legitimacy
deficit, assessed against output, input and throughput criteria. There is a need for further empirical
research to establish the links between inequality, corruption and legitimacy and to complement the
growing body of literature in this field. An examination of EU policy and scholarly literature invites
the conclusion that the EU will continue to struggle to maintain its legitimacy unless it acts decisively
to bring about a convergence of governance and sustainable growth to the benefit of all its citizens.
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