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ABSTRACT

This paper argues that institutions and political party systems are
simultaneously determined. A large change to the institutional framework,
such as the creation of the euro by a group of European countries, will
realign after a transition period—the party system as well. The new political
landscape may not be compatible with the institutions that triggered it. To
illustrate this point, we study the case of the euro and how the party system
has evolved in Southern and Northern European countries in response to it.

L INTRODUCTION

Institutions and political party systems are simultaneously determined by
the choices of politicians, voters, and other agents. Institutions shape the
political parties that appear, grow, and succeed in winning office and enacting
legislation.! Parties, in turn, try to change the political institutions (both
formal and informal) in ways that favor their goals and the interests of their
voters. Thus, when institutions are modified by an external force, such as a
process of federal integration, party systems will mutate, and these mutations
will feed back into how the institutions themselves evolve.?

In this paper, we argue that this was the case in the design of the euro.
Most Western European party systems were organized around a left-center
pole (with a dominant social-democratic party, perhaps with a smaller
competing party to the left from a more radical tradition) and a center-right
pole (with mixed, in different proportions, liberal, Christian Democrat, and
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conservative parties).” Each of these poles amalgamated heterogeneous
coalitions of voters and interest groups. For example, the center-right pole
included small businessmen, liberal professionals, and the traditional
religious middle classes.* The left-center pole gathered support from low- and
middle-skill workers, public-sector employees, and young voters.” While
these different constituencies often disagreed on priorities, a modus vivendi
had been forged during the years of fast postwar growth in the countries of
Northern Europe.® These arrangements were extended to Southern European
countries during the democratization wave of the 1970s.” The subsequent
party systems showed, for many decades, a considerable degree of stability
and reliance.®

The adoption of the euro and the policies required to sustain it in the face
of the financial crisis of 2008 and its aftermath have irremediably damaged
those coalitions.” For example, many young and low-skilled workers face the
prospect of decades of high taxation and low consumption growth required
to pay the large public liabilities accumulated between 2008 and 2015, as well
as the external debt piled up during the early years of the euro.'” And this
adjustment has to occur without the possible benefits (for them) of an external
devaluation that would erode the real value of the debt.!" Debt issuance has
been geared to a large extent to maintain the social welfare benefits enjoyed
by retirees, but also the unemployed.'? Thus, for these voters, breaking down
the euro (or at least avoiding the policies required for its survival) has become
an attractive option."* At the same time, middle-skilled workers and older
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voters with financial assets and pension benefits have a vested interest in
maintaining the status quo, including the euro and a policy of low inflation."

These contradictory cleavages have fractured the left-center pole in Spain,
Portugal, and Greece into more conventional social democratic parties and
new left-wing populist parties, such as Podemos, Bloco de Esquerda, and
Syriza.'® Social democratic parties represent the interests of those who benefit
immediately from the maintenance of the existing institutions of the welfare
state and of the real value of the claims they have against it in the form of
pensions and health care.'® These voters, who tend to be older, benefit much
less from the option embedded in radical policies such as the abandonment
of the euro.!” Instead, the “new left parties” capture the constituencies with
diminished expectations.!® Their voters tend to be younger, have less
immediate claims on the welfare state, and care more about improving their
current prospects.'” Since the status quo does not bode well for the long-term
fiscal sustainability of the welfare state (when current young voters would be
old), young voters face a strong incentive for more radical departures from
standard, “more-of-the-same,” policies.”® The optionality embedded in a
general reshuffling of the “economic cards” is, for them, a more attractive
policy. At the heart of the division between different constituencies lies
divergent assessments of the risks that each policy alternative represents.
Furthermore, these changes have anchored themselves within /es lieux de
mémoire created by old historical turning points that seem to have been
buried in these countries (such as the discussion regarding the constitutional
design of postwar Europe, how to come to terms with the inheritance of past
civil wars, and the policy choices that the left has made over the preceding
decades).”!

A similar process, but from the center-right pole, has occurred in several
Northern European countries.”> Here fractures run along different
dimensions. A first source of tension is the realization that the sustainability
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of the euro may require some form of fiscal union and an ever-deeper
mutualization of risks.? This splits traditional center-right constituencies into
two groups: those who benefit from exchange-rate stability and a depreciated
currency (anyone linked to the export sector), and those who might bear the
tax burden associated with transfers inside the monetary union without being
linked to the export sector, such as anyone associated with the local services
economy.?* The first group is willing to consider deeper ties to preserve the
monetary union from which they benefit, whereas the second—though wary
of the costs of undoing the euro—want to bind and put a limit on fiscal
integration, such as any form of eurobonds or a system of deposit insurance
at the European level to complete the banking union.”® An additional divide,
but one closely connected to trade, relates to immigration.?® A consequence
of the freedom of movement of people at the heart of the European Union has
been a significant intra-European flow of workers.?” These flows open a new
divide between those who benefit from the cheap labor immigrants typically
supply and those whose wages are potentially hurt by increased labor market
competition.”® Technological progress adds to the woes of those exposed to
these trends.” Cultural displacement is an additional factor that cuts across
political divides.*

Note that immigration is a European Union concern (since this is the
jurisdiction where the “four freedoms” of movement of goods, services,
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capital, and people operate) and not just a Eurozone problem.*! Thus even in
countries such as the United Kingdom that stayed outside the euro, the
consequences of European integration have been a determining factor
(although not the only one) in the outcome of the recent Brexit referendum.*

In this paper, we will describe these forces and offer tentative arguments
about how to analyze them. Of course, we are aware that other mechanisms
were important in the political changes witnessed in Europe over the last few
years. The historical cleavages of working class allegiance and religious
identity that solidified, respectively, the electoral bases of social democrat
and Christian Democrat parties have been significantly eroded by
technological change, structural transformation, and by the broad
secularization of European societies.”> And, as proved by the success of
Podemos in Spain, social media allows the electoral breakthrough of novel
parties with limited budgets by letting their message reach voters without the
mediation of traditional “gatekeepers.”* Finally, as briefly mentioned above,
immigration has been central to the success of right-wing populist parties.*
Nevertheless, we find that the unheralded role of the euro has been crucial in
catalyzing many of the previous forces.*®

We start now to develop the previous arguments in more detail by
describing how Western European postwar politics were organized.

L WESTERN EUROPEAN POSTWAR POLITICS

The end of World War II brought a period of peace and prosperity to
Western Europe that few would have foreseen after the turbulent “Second
Thirty Years’ War” of 1914-1945. Many forces contributed to this era: the
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U.S. security guarantee to its European allies, the new geostrategic reality
inaugurated by nuclear weapons, the reopening of international trade, and
cheap energy.’’ But a key element was the creation of party systems in most
Western European countries that reflected a broad consensus among political
and social elites regarding the basic constitutional and economic
arrangements of postwar Europe.®

First, the defeat of fascism irremediably tainted the old right-wing national
conservative parties. These political creeds, due to their more or less open
cooperation with fascism, either disappeared or were pushed to fringe
positions. In Germany, for instance, there were no political heirs to the
German National People’s Party (Deutschnationale Volkspartei) (DNVP).*
The DNVP had reached as high as 20.5% of the votes during the Weimar
Republic (in the federal election of December 1924) and became the second
party in the Reichstag, smaller only than the Social Democrats
(Sozialdemokratische Partei Deutschlands) (SPD).** The Weimar coalition of
social democrats, left-wing liberals, and Catholics always faced the handicap
of the DNVP (plus a smaller right-wing liberal party), limiting its ability to
stabilize the regime.*!' The situation in postwar West Germany was different.
After World War II, two minor right-wing parties that appeared in the
aftermath of the Allied occupation soon collapsed.*’ Since 1957, no party to
the right of the Christian Democrats of the CDU/CSU has achieved
representation in the Bundestag (although, as we will argue later as part of
the central thesis of this paper, this may soon change).*

37. BARRY EICHENGREEN, THE EUROPEAN ECONOMY SINCE 1945: COORDINATED
CAPITALISM AND BEYOND 20-29 (2008).

38. Id. at42-47.

39. See HERMANN BECK, THE FATEFUL ALLIANCE: GERMAN CONSERVATIVES AND NAZIS IN
1933: THE MACHTERGREIFUNG IN A NEW LIGHT 253 (2008). In this paper, we will follow the
convention of calling a political party by the most natural translation of its name in English,
followed, the first time it appears, by its untranslated name. We will have exceptions to this rule
when the party is well-known in English by its original name (e.g., the reader is likely to recognize
Sinn Fein more readily than “We Ourselves”).

40. Id. at32,39. The connections of the DNVP with the social, economic, and military elites
of Germany (best represented by Alfred Hugenberg, the party’s leader and a media tycoon) gave
the DNVP a weight that reached beyond the arithmetic of its electoral base. See LEWIS
HERTZMAN, DNVP: RIGHT-WING OPPOSITION IN THE WEIMAR REPUBLIC, 1918-1924, at 34-60
(1963) for a classic treatment of the origins and evolution of the DNVP and BECK, supra note 39,
at 71 for how the national conservatives aligned themselves with the NSDAP in 1933.

41. BECK, supra note 39, at 47-48.

42. Uwe Backes & Cas Mudde, Germany: Extremism Without Successful Parties, 53
PARLIAMENTARY AFF. 457, 457-58 (2000).

43. See Stefan Wagstyl, Merkel Picks up the Flag to Face Right-Wing Challenge, FIN.
TIMES (June 20, 2017), https://perma.cc/3HW2-5GRC.
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Second, the cold war made communist parties an unacceptable
government partner to large sections of the electorate.** The most striking
case was Italy. Partito Comunista Italiano (PCI), the largest party in Western
Europe, never entered into government even when it gained 34.37% of the
votes in the general election of 1976.% Similarly, postwar West German
communists lingered in electoral irrelevance until their party was banned in
August 1956 by the Federal Constitutional Court as contrary to the principles
of the Basic Law of the Federal Republic.*

The pruning of the extremes on both sides of the political spectrum left on
the table only three major political families: the social democrats, the
Christian Democrats, and the liberals.’” These three families shared many

44. See Maud Bracke & Thomas Ekman Jergensen, West European Communism After
Stalinism Comparative Approaches 8—10 (European Univ. Inst., Working Paper HEC No. 2002/4,
2002).

45. WEST EUROPEAN COMMUNIST PARTIES AFTER THE REVOLUTIONS OF 1989, at 2-6
(Martin J. Bull & Paul M. Heywood eds., 1994). During the first months after the end of World
War II, the Italian and French Communist Parties were members of national unity governments.
M. DONALD HANCOCK ET AL., POLITICS IN EUROPE 322 (Charisse Kiino et al. eds., 6th ed. 2015);
see also RONALD TIERSKY, FRENCH COMMUNISM, 1920-1972, at 375 (1974). After the so-called
crisis of May 1947, both parties were excluded from government. PAUL GINSBORG, A HISTORY
OF CONTEMPORARY ITALY: SOCIETY AND POLITICS, 1943-1988, at 111-12 (2003); HANCOCK,
supra, at 322. The Italian communists never returned to power, although most of them mutated
in 1991 into a moderate left-wing party that entered into government in 1996. HANCOCK, supra,
at 324. The French communists only played a secondary role in Mitterrand’s government from
1981 to 1984 and later from 1997 to 2002. GINSBORG, supra, at 150.

46. Edward McWhinney, The German Federal Constitutional Court and the Communist
Party Decision, 32 IND. L.J. 295, 299-300 (1957).

47. DESMOND DINAN, EVER CLOSER UNION: AN INTRODUCTION TO EUROPEAN INTEGRATION
273-74 (2d ed. 1999). Like all taxonomies, we are omitting the rich texture of detail. The biggest
anomaly to this classification was France, where Charles De Gaulle’s outsized personality created
a political movement, Gaullism, with its idiosyncrasies (there was, for instance, a left-leaning
Gaullism that combined French nationalism and pro-workers socialization policies). THE OXFORD
COMPANION TO POLITICS OF THE WORLD 305-08 (Joel Krieger ed., 2d ed. 2001). The movement
survives until today, although after a bewildering series of party-name mutations. /d. at 308. At
the same time, Gaullists did not depart in substantial ways from the common threads that we will
highlight in the next lines. /d. Therefore, for the purpose of our argument, the peculiarities of the
French are of secondary importance. Despite much more recent research, RENE REMOND, LES
DROITES EN FRANCE (1982) is still an outstanding introduction regarding the history of right
parties in France for the general reader. Another partial exception was the United Kingdom, where
the conservatives were never challenged by a Christian Democrat party, to a large extent because
it never flirted sufficiently with fascism. CHRISTIAN DEMOCRATIC PARTIES IN EUROPE SINCE THE
END OF THE COLD WAR 11 (Steven Van Hecke & Emmanuel Gerard eds., 2004). Smaller
conservative parties also survived in Scandinavia, again having largely avoided cooperation with
the extreme right. Nick Sitter, The Politics of Opposition and European Integration in
Scandinavia: Is Euro-scepticism a Government-opposition Dynamic?, 24 W. EUR. POL. 22, 27—
28 (2001).
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common views. First, all three embraced representative liberal democracy as
a political regime.* Liberals, of course, had been the creators of such a regime
in the long nineteenth century (1789—1914) and were delighted by the final
triumph on the continent of the rule of law, separation of powers, checks and
balances, and bills of rights.*” Social democrats, particularly in the north of
Europe and in the United Kingdom, had a long tradition of appreciation for
representative liberal democracy that had gone as early as the late nineteenth
century.”® Many of their leaders were keenly aware of the dictatorial
predisposition and duplicitous nature of communist parties and, in the case
of Germany, they had seen with their own eyes what Soviet dominance meant
in real life.’! Christian Democrats, after several decades of hesitation,
reconciled the religious middle classes with modern political structures and
gave many national conservative voters an electoral house and a veneer of
respectability. >

Second, social democrats, Christian Democrats, and liberals shared a
common view of a mildly interventionist market economy with a relatively
generous welfare state and macroeconomic stability.*® Social democrats were
more for nationalizations and liberals more inclined toward the market (with
the Christian Democrats in a somewhat intermediate position and having their
dissensions, with both left and right wings of their parties). But the
differences were more of emphasis than of substance.** As deftly documented
by Eichengreen, post-war European countries set a quasi-corporatist system
of “coordinated capitalism,” where wage moderation was exchanged for
growing welfare states and where competition and the entry of new firms
were managed to minimize disruption.”® The Keynesian consensus existing

48. See ANDREW HEYWOOD, POLITICAL IDEOLOGIES: AN INTRODUCTION 3943, 83-84,
125-36 (5th ed. 2012) (providing an explanation of the beliefs of liberals, Christian Democrats,
and social democrats respectively).

49. Seeid. at 40.

50. Michael Freeden, The Coming of the Welfare State, in CAMBRIDGE HISTORY, supra note
33,at 7, 27-30.

51. See ASHLEY LAVELLE, THE DEATH OF SOCIAL DEMOCRACY: POLITICAL CONSEQUENCES
IN THE 21ST CENTURY 9-10 (2008) (analyzing “the conflict between revolutionary Marxists and
non-revolutionary Social Democrats”).

52. Caciagli, supra note 33, at 175-79; see also ALAN S. MILWARD, THE EUROPEAN RESCUE
OF THE NATION STATE 23-24 (2d ed. 2000).

53. Caciagli, supra note 33, at 176 (explaining the welfare and economic beliefs of Christian
Democrats); Freeden, supra note 50, at 20, 27 (explaining the welfare and economic beliefs of
liberals and social democrats).

54. See DINAN, supra note 47, at 277 (stating “ideological rivalry is far from intense and the
party group system is by no means rigidly bipolar” in the European Parliament).

55. See EICHENGREEN, supra note 37, at 4-7.
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among macroeconomists (partially tempered by German Ordoliberalism) fit
well with that economic view.>

Third, social democrats, Christian Democrats, and liberals in continental
Europe (but not in the United Kingdom, where euroscepticism was
widespread across party lines®’) saw European integration as the path to
overcoming a range of challenges, such as collective security and sufficiently
large markets that had plagued their nation-states in the previous decades.®
Far from being the product of a sudden burst of federalist impulse, Europe
was the key to the survival of the nineteenth-century nation-state in the
changed world that emerged from the war.*

Of the three political families, the Christian Democrats were the
electorally most successful one, especially until the early 1980s.%° The most
extreme case was Italy, where the Democrazia Cristiana ruled (alone or in
coalition) uninterrupted from 1944 to 1994.%! Christian Democrats governed
West Germany from 1949 to 1969 (alone or in coalition, the last three years
with the social democrats) and again from 1982 to 1998 (again, in coalition).®
Social democrats made inroads into power in the late 1960s and 1970s as
younger voters were attracted by the promises of more redistribution and

56. See CHRIS J. BICKERTON, EUROPEAN INTEGRATION: FROM NATION-STATES TO MEMBER
STATES 79 (2012) (explaining the “Keynesian consensus”); Werner Bonefeld, Freedom and the
Strong State: On German Ordoliberalism, 17 NEwW POL. ECON. 633, 638 (2012) (explaining
economic views of German Ordoliberals).

57. CHRIS GIFFORD, THE MAKING OF EUROSCEPTIC BRITAIN: IDENTITY AND ECONOMY IN A
POST-IMPERIAL STATE 6 (2008); BENJAMIN GROB-FITZGIBBON, CONTINENTAL DRIFT: BRITAIN
AND EUROPE FROM THE END OF EMPIRE TO THE RISE OF EUROSCEPTICISM 466 (2016).

58. See Christine Vodovar, The Impossible Third Force: Italian and French Socialists and
Europe, 1943—1963, in EUROPEAN PARTIES AND THE EUROPEAN INTEGRATION PROCESS, 1945—
1992, at 45, 56 (Lucia Bonfreschi et al. eds., 2015) (explaining Europe’s socialist political
factions’ beliefs regarding European integration); Gary Marks, Carole J. Wilson & Leonard Ray,
National Political Parties and European Integration, 46 AM. J. POL. SCI. 585, 590 (2002).

59. See MILWARD, supra note 52, at 2.

60. See Peter Pulzer, Nationalism and Internationalism in European Christian Democracy,
in 2 CHRISTIAN DEMOCRACY IN EUROPE SINCE 1945, at 8, 8 (Michael Gehler & Wolfram Kaiser
eds., 2004) [hereinafter CHRISTIAN DEMOCRACY].

61. Pietro Scoppola, The Christian Democrats and the Political Crisis, 1 MoOD. IT., no. 1
1995, at 18, 18.

62. See Ulrich Lappenkiiper, Between Concentration Movement and People’s Party: The
Christian Democratic Union in Germany, in CHRISTIAN DEMOCRACY, supra note 60, at 21, 21,
26-27.
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progressive social policies.®® The liberal parties, in comparison, could never
extend their reach beyond the upper-middle and professional classes.*

The political-economic consensus was supported by internal and external
forces. Among the internal forces, the most relevant was economic growth.
The trente glorieuses (1945—-1975) saw per capita income growth rates
between 3% and over 5% across Europe even after controlling for recovery
from the war.®® Voters were satisfied with peace, prosperity, low
unemployment, and increasingly generous social transfers.®® The electoral
systems were often designed to favor mainstream parties (for example, in
Germany, with high threshold requirements to obtain parliamentary
representation or, as we already mentioned, by judicial decisions declaring
radical parties to be illegal).®” Finally, these were the decades of old-style
media: there were limited TV and radio networks (and, in contrast with the
U.S., most of them were government-owned), traditional newspapers, and no
internet.®® Dissenting voices were easy to marginalize in the public debate.
Among the external forces, the gentle nudging from the U.S., the Soviet
menace (ruthlessly exploited by Christian Democrats in Germany and Italy),

63. STEPHEN PADGETT & WILLIAM E. PATERSON, A HISTORY OF SOCIAL DEMOCRACY IN
POSTWAR EUROPE 113-14 (1991) (explains the role that class and Keynesianism played in the
political success of the social democrats in the late 1960s and 1970s).

64. For example, in Britain, the Liberal party “lacked any clear concentration of strength in
any socio-economic group.” John Curtice, Great Britain—Social Liberalism Reborn?, in LIBERAL
PARTIES IN WESTERN EUROPE 93, 108 (Emil J. Kirchner ed., 1988).

65. See Peter Temin, The Golden Age of European Growth Reconsidered, 6 EUR. REV.
EcCoN. HisT. 3, 4-5 (2002).

66  See Giuliano Bonoli, The Politics of the New Social Policies: Providing Coverage
Against New Social Risks in Mature Welfare States, 33 POL’Y & POL. 431, 432 (2005).

67. See Suzie Navot, Fighting Terrorism in the Political Arena: The Banning of Political
Parties, 14 PARTY POL. 745, 754 (2008); Susumu Shikano et al., Strategic Voting under
Proportional Representation: Threshold Insurance in German Elections, 32 W. EUR. POL. 634,
637 (2009).

68. Private TV stations were opened in France and Germany only in 1984 and in Spain in
1989. See 2 OPEN SoC’Y INST., TELEVISION ACROSS EUROPE: REGULATION, POLICY, AND
INDEPENDENCE 645, 733 (2005) (France and Germany respectively); Richard Gunther, José
Ramoén Montero & José Ignacio Wert, The Media and Politics in Spain: From Dictatorship to
Democracy, in DEMOCRACY AND THE MEDIA: A COMPARATIVE PERSPECTIVE 28, 57 (Richard
Gunther & Anthony Mughan eds., 2000) (Spain). Even in more liberal countries, such as the
United Kingdom, private stations were strictly regulated. See ELI NOAM, TELEVISION IN EUROPE
128-29 (1991). Private TV stations were allowed more as a result of a grudging acceptance that,
in the world of satellites and cable, these stations were unavoidable than out of a conviction of
their merits. See Jean K. Chalaby, Transnational Television in Europe: The Role of Pan-European
Channels, 17 EUR. J. CoMM. 183, 187-88 (2002).
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and, above all, the memory of World War II turned many voters into cautious
decision makers that favored centrist, consensus-oriented politicians.®

II. THE DEMOCRATIZATION WAVE OF THE 1970S

Three countries in Southern Europe had resisted the consensus described
in the previous paragraphs: Spain, Portugal, and Greece. Spain and Portugal
had right-wing dictatorships for decades (from 1926 to 1974 in Portugal, and
from 1936 to 1975 in Spain).”® After World War II and a bitter civil war
between the communist and the social government returned from exile (from
1946 to 1949), Greece had a period of turbulent democracy followed from
1967 to 1974 by the so-called Regime of the Colonels.”! Then, in just a few
months, all three countries started transitions to democracy: the Carnation
Revolution in Portugal on April 25, 1974, the fall of the military junta in
Greece on July 24, 1974, and the death of Francisco Franco in Spain on
November 20, 1975.72

Each transition had its unique traits. Portugal, after the collapse of the
dictatorship, toyed with widespread collectivization and a transition to
socialism, while, in Spain, the late Francoist elites kept a much closer control
of the political process, of the commanding heights of the economy, and of
the security forces.” Greece started on a moderate route, but it radicalized
with the 1981 electoral victory of Andreas Papandreou and his Panhellenic
Socialist Movement (PASOK).”

Despite these distinctive features, all three countries ended up with a
political and party system that looked remarkably similar to those in Northern
Europe: first, a parliamentary democracy with modern constitutions and
extensive protection of political and civil rights; second, a market economy

69. See Martin Conway, Democracy in Postwar Western Europe: The Triumph of a
Political Model, 32 EUR. HIST. Q. 59, 60-61, 71, 79 (2002).

70. RAYMOND CARR & JUAN PABLO FUSI AIZPURUA, SPAIN: DICTATORSHIP TO DEMOCRACY
15-16, 37 (2d ed. 1981); ToM GALLAGHER, PORTUGAL: A TWENTIETH-CENTURY
INTERPRETATION 38 (1983).

71. DAVID H. CLOSE, GREECE SINCE 1945: POLITICS, ECONOMY, AND SOCIETY 16, 18
(Routledge 2014) (2002); Constantine P. Danopoulos, Military Professionalism and Regime
Legitimacy in Greece, 1967—-1974, 98 POL. SCI. Q. 485, 485-86 (1983).

72. CARR & FUSI AIZPURUA, supra note 70, at 1; CLOSE, supra note 71, at 123; GALLAGHER,
supra note 70, at 188.

73. CARR & FUSI AIZPURUA, supra note 70, at 207—09; GALLAGHER, supra note 70, at 229—
31.

74. CLOSE, supra note 71, at 141, 152-53. Papandreou’s fascinating voyage from Professor
of Economics at the University of Minnesota to rebrand Greek populist is superbly narrated by
Draenos. See generally DRAENOS, supra note 7.
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with a fair degree of government intervention and integrated into the
European Union; and third, two major parties, one in the social democratic
family and one in the liberal/Christian Democrat families taking peaceful
turns in power.”

This outcome was not, in retrospect, an accident. Spain, Portugal, and
Greece, thanks to decades of fast growth, had by the early 1980s social and
economic structures that resembled those of their northern neighbors (thus,
calling for similar parties to represent similar constituencies). Also, the desire
to imitate Europe and the discreet political and financial support from other
European parties helped to consolidate their equivalent partners in Southern
Europe.”

75. See KEVIN FEATHERSTONE, SOCIALIST PARTIES AND EUROPEAN INTEGRATION: A
COMPARATIVE HISTORY 170-74, 287-88, 291-92 (1988) (summarizing the changes to economic,
government and party structures in Greece, Portugal, and Spain after the fall of the countries’
authoritarian regimes and documenting the countries’ peaceful power transitions). Regarding the
social democratic parties, the PASOK in Greece was the most left-wing, with a weak commitment
to NATO and a populist streak until the 1990s. See Christos Lyrintzis, PASOK in Power: From
‘Change’ to Disenchantment, in GREECE, 1981-89: THE POPULIST DECADE 26, 29-33 (Richard
Clogg ed., 1993) (noting PASOK’s populist leanings); Dionysios Chourchoulis & Lykourgos
Kourkouvelas, Greek Perceptions of NATO During the Cold War, 12 SE. EUR. & BLACK SEA
STUD. 497, 508 (2012). The Spanish Socialist Party (PSOE) was surprisingly moderate on social
issues, pro-Atlantic, and friendly to markets. See WAYNE C. THOMPSON, WESTERN EUROPE 388
(34th ed. 2015) (calling the PSOE under Felipe Gonazalez a “moderate, pragmatic party”); Maria
Elena Cavallaro, The Europeanism of the PSOE from the Anti-Francoist Choice to the Social
Democratic Transformation of the Party (1977—1992), in EUROPEAN PARTIES AND THE EUROPEAN
INTEGRATION PROCESS, 1945-1992, supra note 58, at 93, 105, 107. The Portuguese Socialist Party
was close to the Spanish one. See Richard Gunther, Spain and Portugal, in POLITICS IN WESTERN
EUROPE 214, 243—44 (Gerald A. Dorfman & Peter J. Duignan eds., 2d ed. 1991). Regarding the
liberal/Christian democratic parties, Spain and Greece ended up with catch-all right-wing parties
that included Christian Democrats, liberals, and, as a dominant force, more old-fashioned
conservatives, such as the People’s Party (Partido Popular; formerly known as Alianza Popular)
in Spain and New Democracy in Greece. See id. at 237, 239 (Alianza Popular); Roy C. Macridis,
Greece, in POLITICS IN WESTERN EUROPE, supra, at 369 (New Democracy). In Portugal, there was
a Partido Social Democrata, which despite its name was a liberal-conservative alliance with a few
progressive and Christian Democratic add-ons and the Centro Democratico e Social-Partido
Popular, a combination of Christian Democrats and conservatives. Beata Kosowska-Gastot,
“From Mistrust to Cooperation:” Relations Between the Christian Democratic and Conservative
Parties at the European Level in the 1970s—1990s, in EUROPEAN PARTIES AND THE EUROPEAN
INTEGRATION PROCESS, 19451992, supra note 58, at 259, 265; Gunther, supra, at 247; Francisco
José Veiga & Linda Gongalves Veiga, The Determinants of Vote Intentions in Portugal, 118 PUB.
CHOICE 341, 342 (2004).

76. For example, some political parties in Portugal received financial support from Eastern
European countries and the Soviet Union, whereas others received financial support from Western
European countries. INGRID VAN BIEZEN, POLITICAL PARTIES IN NEW DEMOCRACIES: PARTY
ORGANIZATION IN SOUTHERN AND EAST-CENTRAL EUROPE 183 (2003).
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In summary, by the mid-1990s, the party systems of most Western
European countries were noticeably homogeneous.” Even if national
histories meant British conservatives were not fully exchangeable with
French Gaullists or German Christian Democrats, an outside observer would
have easily understood why these parties could cooperate with a fair degree
of efficacy in the European Parliament.”® And, while the fast growth of the
trente glorieuses had evaporated by the early 1980s and signs of structural
economic troubles were accumulating, prosperity was still acceptable to most
voters, especially during the high phase of the expansionary cycle originated
in the U.S. in the second half of the 1980s.” But things were about to change
from an unexpected direction: the introduction of the euro.

III. POLICY EXPERIMENTS AND POLITICAL REALIGNMENT IN POST-
BRETTON WOODS EUROPE

The monetary union was an additional step, albeit a critical one, in the
process of European integration that we introduced above as the proposed
solution to the challenges facing European nation-states.®® The euro was the
logical step following the Single European Act (SEA), the effort to finally
transform the then-called European Economic Community (EEC) into a true
single market.*’ The SEA’s passage sprang from a felicitous coincidence of
political views in the United Kingdom, France, and Germany over the need

77. See Daniele Caramani, The Formation of National Party Systems in Europe: A
Comparative-Historical Analysis, 28 SCANDINAVIAN POL. STUD. 295, 318-320 (2005)
(discussing party competition as an explanation for parties spreading across territories).

78. See Wolfgang Wessels, Economic Policies, in MODERATES AND CONSERVATIVES IN
WESTERN EUROPE: POLITICAL PARTIES, THE EUROPEAN COMMUNITY, AND THE ATLANTIC
ALLIANCE 224, 242 (Roger Morgan & Stefano Silvestri eds., 1983).

79. For instance, much economic growth in France or Italy had come from moving workers
from agriculture to manufacturing and services during the 1950s and early 1960s. See 1 EUROPE
SINCE 1945: AN ENCYCLOPEDIA 408, 652 (Bernard A. Cook ed., 2001) (France and Italy
respectively). Once the number of agricultural workers had shrunk enough in the mid-1960s, labor
became scarcer and workers’ militancy increased (as shown by the large strikes of 1968—1969).
See THE SOCIAL INSTITUTIONS OF FRANCE 32 (Pierre Laroque ed., Roy Evans et al. trans., Gordon
& Breach Sci. Publishers 1983); Mattei Dogan, How Civil War Was Avoided in France, 5 INT'L
POL. SCI. REV. 245, 247 (1984).

80. See Paul Krugman, The Plight of the Hapless EMU, FORTUNE, Dec. 1998, at 34 (“The
ultimate . . . goal of a unified currency is to move Europe toward political union.”).

81. For an explanation of the aftermath of the Single European Act (SEA), which “proved
to be a public relations dream and led to a massive advertising campaign built around the central
topic of achieving the single market,” see 1 EUROPE SINCE 1945: AN ENCYCLOPEDIA, supra note
79, at 354.
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to renew the impetus of the EEC.% The election of Margaret Thatcher in 1979
and the turnaround of the Mitterrand government in matters of economic
policy in 1983 allowed an agreement with Germany, which, as an exporting
powerhouse, had always been keen on advancing a free trade agenda.® This
coincidence of views between the three heavyweights of the EEC was
crucially facilitated by the dynamism of Jacques Delors, the then president of
the European Commission and a convinced European federalist.®

It is useful to linger briefly on the French decision to support this process
as it bears on our central thesis. The election of Mitterrand to the presidency
in 1981 was followed by a program of nationalizations and expansionary
fiscal policy aimed at reactivating the flagging French economy.® But these
measures quickly put the European Monetary System (EMS), the managed
exchange-rate system that was the second iteration of the European response
to the collapse of the Bretton Woods exchange-rate system in the early 1970s,
under severe pressure.® Expansionary policies and rising nominal interest
rates (the result of Volcker’s decisions at the Federal Reserve) resulted in
three small devaluations of the franc between 1981 and 1983.*” Mitterrand
was confronted with the unpalatable choice of sticking with his policies or
abandoning them to preserve the EMS and good trading relations with
Germany.® In 1983, Mitterrand chose the latter, “a pivotal moment in the
political economy of French socialism, heralding a neo-liberal shift towards
competitive disinflation.” This turnaround explains why politicians as

82. Id. at 353-54; Martin Feldstein, The Political Economy of the European Economic and
Monetary Union: Political Sources of an Economic Liability, J. ECON. PERSP., Fall 1997, at 23,
25.

83. See DAVID MARSH, THE EURO: THE POLITICS OF THE NEW GLOBAL CURRENCY 37
(2009) (explaining Germany’s free-trade agenda); Bernard H. Moss, Economic and Monetary
Union and the Social Divide in France, 7 CONTEMP. EUR. HIST. 227, 236 (1998) (explaining
Mitterrand’s conversion to monetarism).

84. See MARSH, supra note 83, at 124.

85. Id. at 96.

86. Seeid. at 90-91.

87. Moss, supra note 83, at 232; see also Timothy A. Canova, The Transformation of U.S.
Banking and Finance: From Regulated Competition to Free-Market Receivership, 60 BROOK. L.
REV. 1295, 1311-12 (1995).

88. See Marc Lombard, Restrictive Macroeconomic Policies and Unemployment in the
European Union, 12 REV. POL. ECON. 317, 330 (2000). In fact, this was the second French
experiment of fiscal expansion in a system of managed exchange rates in less than a decade. In
1975 the Gaullist Jacques Chirac, then prime minister to the newly elected Valery Giscard
D’Estaing, launched a stimulus package that forced a devaluation of the franc and the break-up
of the European “snake,” the first iteration of the EMS after the fall of Bretton Woods. Moss,
supra note 83, at 231.

89. Ben Clift, The Political Economy of the Jospin Government, 10 MOD. & CONTEMP. FR.
325,325 (2002). Already in the spring of 1982, Prime Minister Mauroy and Jacques Delors, then
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radically different as Mitterrand and Thatcher could agree on a project of the
magnitude of the SEA, which was to be spearheaded, as already mentioned,
by Jacques Delors, the same man who had convinced the French president of
the wisdom of reversing policies.”

Mitterrand’s about-face had momentous political consequences for
“[t]here was nothing like a converted left government to destabilize the
labour movement.”! Indeed, the French Communist Party, which had four
cabinet members, did little to resist the turnaround and their share of the votes
dwindled throughout the 1980s.%

What drove Mitterrand’s U-turn? Was he convinced of the need to
preserve the EMS and the economic collaboration with Germany? Or, more
simply, was there a lack of popular support for radical policies? To some
extent, the reason is irrelevant to our argument. What matters is that the EMS
forced a choice on French policymakers. Either option—expansionary
policies and abandonment of the EMS or deflation and exchange-rate
stability—would realign the coalition on which Mitterrand had been
elected.” Mitterrand’s choice and his conversion to the pro-market ethos of
the time meant that radical left parties, such as the communists, would be on
their own and could not count on the socialists to be in power.”* The euro
lives in the shadow of that episode in French politics.

Mitterrand’s policy change was indeed a momentous event for France and
Europe. Consider first the case of Spain. In 1982, the Spanish socialists won
a general election for the first time since Franco’s death. Prime Minister
Gonzalez, an astute observer of European politics, drew the inevitable lessons
from Mitterrand’s botched experiment and implemented an orthodox
stabilization policy.”” Gonzalez was, in any case, elected on a different
platform: the modernization of the obsolete framework of the Spanish state.”
Furthermore, he enjoyed a favorable landscape that gave him broad electoral
support.”” He could safely pivot to the unoccupied center because of the

economic and finance minister, presented a plan to President Mitterrand by which devaluations
would be accompanied by wage freezes to reduce real wages, reversing the redistributive spirit of
the “Projet socialiste” on which Mitterrand had been elected. Moss, supra note 83, at 231-32.

90. See MARSH, supra note 83, at 100; Moss, supra note 83, at 236.

91. Moss, supra note 83, at 235; see Clift, supra note 89, at 330-31.

92. Moss, supra note 83, at 233, 235.

93. Id. at 233.

94. See Frank L. Wilson, After the Deluge: The French Communist Party After the End of
Communism, 2 GER. POL’Y STUD. 259, 274 (2002).

95. Carles Boix, European Monetary Union and the Spanish Left, in SOCIAL DEMOCRACY
AND MONETARY UNION 97, 100 (Ton Notermans ed., 2001).

96. See id. at 100.

97. Seeid. at 100-01.
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right’s perceived links with the Franco regime.”® Furthermore, his hands were
free to veer to the center because he did not need the votes in parliament of
the Spanish communists, who were never able to capitalize on having been
the true opposition to Franco’s regime.?” The traumatic realignment of the left
in France never occurred in Spain because it was realigned from the start.!%
It would take the disenchantment with the politics of the euro in the late 2000s
to rekindle the fortunes of the Spanish extreme left.!*!

Italy was unique in that alone among major European countries its
communist party, PCI, commanded a significant fraction of the votes.!®
Unlike in France, Spain, and certainly Germany, PCI was the left.'” But even
there, the merciless logic of the constraints on economic policy of a fixed
exchange-rate regime in an open economy reasserted itself.'™ The Keynesian
experiments of the Christian Democrats in the mid-1970s led to similar
results as the Chirac experiment in France.!” The run on the Italian lira was
even more severe.' Only in 1976, the lira depreciated by more than 20%
against the basket of currencies of its main trading partners.'”” By 1977, a
coalition government led by Prime Minister Andreotti, with the benevolent
neutrality of the PCI, was reorienting Italian economic policy toward
monetary orthodoxy.'® Enrico Berlinguer, the historical communist leader,

98. Seeid. at 99-100.

99. See RICHARD GUNTHER ET AL., SPAIN AFTER FRANCO: THE MAKING OF A COMPETITIVE
PARTY SYSTEM 75, 412 (1988).

100. Boix, supra note 95, at 100-01.

101. Gonzalo Caballero & Marcos Alvarez-Diaz, Institutional Change in Spain from
Francoism to Democracy: The Effects of the Great Recession, in THE POLITICAL ECONOMY OF
GOVERNANCE: INSTITUTIONS, POLITICAL PERFORMANCE, AND ELECTIONS 113, 114, 129 (Norman
Schofield & Gonzalo Caballero eds., 2015).

102. See DAVID J. BAILEY, THE POLITICAL ECONOMY OF EUROPEAN SOCIAL DEMOCRACY: A
CRITICAL REALIST APPROACH 77 (2009).

103. See Alessandro Brogi, ‘Westpolitik’: Eurocommunism, and the Evolution of the Western
European Communists’ Positions Toward European Integration, in EUROPEAN PARTIES AND THE
EUROPEAN INTEGRATION PROCESS, 1945-1992, supra note 58, 135, 135; Wilson, supra note 94,
at 265, 268-69.

104. See Maria Dolores Gadea et al., Exchange Rate Regimes and Prices: The Cases of Italy,
Spain and the United Kingdom (1874—1998), 19 J. INT’L FIN. MARKETS INSTITUTIONS & MONEY
477,478 (2009).

105. See GILBERT DURIEUX ET AL., FRENCH FINANCIAL MARKETS 38-39 (1995); ILARIA
FAVRETTO, THE LONG SEARCH FOR A THIRD WAY: THE BRITISH LABOUR PARTY AND THE ITALIAN
LEFT SINCE 1945, at 98-99 (2002).

106. See S. Micossi & S. Rebecchini, 4 Case Study on the Effectiveness of Foreign Exchange
Market Intervention: The Italian Lira (September 1975—-March 1977), 8 J. BANKING & FIN. 535,
538, 540 (1984).

107. Id. at 540.

108. FAVRETTO, supra note 105, at 101-02.
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advocated “austerita” in a preview of the heated economic debates of the late
2000s." The PCI could not recover from that alignment, and its share of the
vote never returned to its 1976 high-water mark.!'® Though the PCI remained
a large force in Italian politics for another decade, it would never again regain
its preeminence.''! The PCI’s decline allowed the old, but traditionally weak,
Italian Socialist Party (Partito Socialista Italiano) (PSI) to achieve significant
electoral inroads during the 1980s.!!?

In sum, the failed policy experiments of the 1970s, the inevitable
consequence of the lack of coordination across countries participating in the
EMS, led to an embrace of policies that emphasized structural reforms and
supply-side policies.!"”® That such ideas were gaining credence among
academic economists was more a convenient rationalization than a cause.''

That exchange-rate policies have redistributive consequences and lead to
political realignments has long been recognized.''> But our point is not just
that the Eurozone crisis is simply a more extreme version of the political
realignment of the late 1970s and early 1980s.!!® Rather, we argue, as well,
that the creation of the euro was the recognition that fixed exchange-rate
regimes of the EMS imposed constraints on the set of feasible policies, but
that the EMS lacked commitment devices to enforce these constraints.!'"’
European governments could always fall into the temptation of a devaluation
to avoid the unpleasant short-term sacrifices imposed by the supply-side
reforms needed to render national economies more flexible, the EMS

109. See BAILEY, supra note 102, at 77.

110. See id. at 77-78.

111. Seeid.

112. See CINZIA PADOVANI, A FATAL ATTRACTION: PUBLIC TELEVISION AND POLITICS IN
ITALY 39 (2007).

113. See Jesus Fernandez-Villaverde et al., Political Credit Cycles: The Case of the
Eurozone, 27 J. ECON. PERSP. 145, 14748 (2013).

114. For another assessment, see KATHLEEN R. MCNAMARA, THE CURRENCY OF IDEAS:
MONETARY POLITICS IN THE EUROPEAN UNION 130, 132, 134-35.

115. See Manuel Funke et al., Going to Extremes: Politics after Financial Crises, 1870-2014,
88 EUR. ECON. REV. 227, 229 n.5 (2016); For a historical account of exchange rate policies and
subsequent economic turmoil in Europe, see DINAN, supra note 47, at 462—65.

116. For an example of realignment in France, see Moss, supra note 83, at 231-32
(discussing the change of France’s economic policy following changes in leadership).

117. DINAN, supra note 47, at 455-56 (discussing that the Exchange Rate Mechanism (ERM)
and “monetary policy coordination [was] insufficient to promote price stability,” and that the
EMS—along with capital mobility—Ileft “no room for independent monetary policies™); see also
Felix Roth et al., Crisis and Public Support for the Euro, 1990-2014, 54 J. COMMON MKT. STUD.
944,956 (2016).
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sustainable in the long run, and the single market a reality.!'® Policy U-turns
notwithstanding, the EMS in the 1980s saw several devaluations leading to
the complete breakdown of the system in the early 1990s.!" A full monetary
union was the logical conclusion to the intellectual progress of the European
establishment and the lack of commitment devices in the design of the
EMS.120

Iv. FroM THE SEA TO THE EURO

Monetary union had been a topic of discussion in the EEC since the
Werner report in 1969.12! This was part of a process of constantly thinking
about the optimal global monetary arrangements among increasingly
integrated European economies.'?? The history of this process is absorbing
and reflects both political and conceptual developments. We do not need to
summarize this process here.!'?* For our purposes, it is more important to focus
on the political-economy effects the euro was supposed to have, both in the
core and on the periphery of Europe.

In the core, the euro would anchor, once and for all, a rule-based approach
to monetary and fiscal policy as defined by the Maastricht Treaty and to

118. See Klaus Armingeon & Lucio Baccaro, Political Economy of the Sovereign Debt
Crisis: The Limits of Internal Devaluation, 41 INDUS. L.J. 254, 255-56 (2012) (explaining that
the goal of internal devaluation is “to reduce prices relative to other countries by cutting
employment and wages and by introducing structural policies . . . aimed to increase wage and
price flexibility. Yet the gains in competitiveness have been marginal, and the measures taken to
improve the primary balance have depressed nominal growth, which [is] . . . the key indicator of
long-term fiscal sustainability”).

119. See DINAN, supra note 47, at 151 (“The concurrent EMS crisis—DBritain and Italy
dropped out of the ERM in September 1992 and the franc came under heavy pressure—further
eroded public confidence.”); Moss, supra note 83, at 232 (discussing the fact that France was
forced to make three small devaluations in the early 1980s).

120. See Moss supra note 83, at 227; Roth et al., supra note 117, 956 (“[T]he proposal for
EMU was rather a direct byproduct of the single market operating with relatively fixed exchange
rates and low inflation under the ERM.”).

121. See DINAN, supra note 47, at 453 (“In the case of the Werner Plan, international
exchange rate fluctuations, culminating in the collapse of the Bretton Woods system, impelled
the EC to act....”).

122. HAROLD JAMES, MAKING THE EUROPEAN MONETARY UNION 9 (2012) (“The debate in
the late twentieth century about an institutionalization of European monetary arrangements
always took place in a wider context of discussions of the global monetary system and its
problems.”).

123. For an excellent review of the historical events and the ideological motivations of the
European monetary unification, see generally id.
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isolate the project of European integration from the vagaries of financial
turbulences. '

On the periphery, the expected changes were more profound.
Traditionally, Southern European countries responded to economic crises
through devaluations, either by choice or forced by the financial markets.!'?
By playing with their exchange rate, these countries could increase their
exports and lower their imports, rebalancing their current account.'?® These
improvements came at a cost: real wages fell (imported goods and services
were more expensive) and borrowers in foreign currency were left with a
higher real burden.'” But the more favorable trade balance increased
employment and output and improved the fiscal situation.'”® Devaluations
were a crude and painful, yet effective, stabilization tool, at least in the short
ml’l.129

124. BRUNNERMEIER ET AL., supra note 11, at 156 (“The design of the Maastricht Treaty
was . . . explicitly motivated by monetary and fiscal stability concerns.”); see also id. at 93
(“Splitting up the euro-area authorities into a single monetary and multiple . . . fiscal authorities
were considered a safeguard against high inflation.”).

125. Peter A. Hall, Varieties of Capitalism and the Euro Crisis, 37 W. EUR. POL. 1223, 1228
(2014) (“[T]n the years before EMU many of those governments used periodic devaluations of
their exchange rates to lower the price of exports and raise the price of imports, thereby off-setting
the effects of inflation on the trade balance.”).

126. See id.

127. W. Max Corden, Exchange Rate Policies for Developing Countries, 103 ECON. J. 198,
200 (1993) (in discussing the “redistributive effects of devaluation,” “[e]xporters would gain, but
higher import prices in domestic currency resulting from devaluation would reduce urban real
wages, and, in addition, would raise the cost of imported inputs for protected manufacturing
production”).

128. See id. at 203.

129. Although how these rules would be interpreted in practice was either ambiguous or
conceptualized in different ways by the Germans and the French; for a discussion on how these
views were informed by the historical experience of each country, see BRUNNERMEIER ET AL.,
supra note 11.
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Critics of these devaluations pointed out that few of the structural
problems of the economies were solved by variations in the exchange rates.
Rapid inflation quickly erased the relative price advantages delivered by
devaluation, and profligate public sectors spent all the additional tax
revenue.'** After a few years, the Southern European economies were back
to square one."*! The euro was the silver bullet to break this vicious cycle, the
commitment device that would deliver on the promise of the EMS and would
justify the turnaround by the European left.!*> Without the “easy way out” of
devaluations, Southern European countries would finally address the reforms
in their goods and labor markets they had been postponing for decades.'** The
political and economic elites hoped that the euro would transform Southern
European economies into versions of their Northern neighbors, but, as the
joke went, with better food and weather.'**
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130. See JAMES, supra note 122, at 283, 338-39.

131. See Simon Tilford, The Eurozone’s Ruinous Embrace of ‘Competitive Devaluation,’
CTR. FOR EUR. REFORM (Mar. 10, 2014), http://www.cer.eu/insights/eurozones-ruinous-embrace-
competitive-devaluation (“[Bl]y 1998 [France, Spain, and Italy’s] real exchange rates were back
to where they were in 1980.”).

132. See Manfred Girtner, Who Wants the Euro—And Why? Economic Explanations of
Public Attitudes Towards a Single European Currency, 93 PUB. CHOICE 487, 507 (1997) (“[T]he
public wants the euro . . . the more time the country spent within the EMS since its foundation.”).

133. Fernandez-Villaverde et al., supra note 113, at 145.
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To nearly everyone’s surprise (including academics’), these positive
developments did not materialize. Instead, the euro unleashed some perverse
political-economic effects that had been largely absent from the public
discussion. Fernandez-Villaverde et al. describe this process in detail, but we
can summarize the main lines of the argument here.!* The euro brought a fast
convergence of interest rates to German levels (see the by-now famous Figure
1 of the ten-year yields of several European countries’ government bonds
from 1993 to 2005). Countries such as Ireland, Greece, Portugal, and Spain,
which had historically faced high interest rate spreads, suddenly had easy and
cheap access to practically unlimited amounts of capital. Greece and Portugal
used this capital to finance large increases in government debt.!*” Ireland and
Spain used the funds to fuel an unprecedented real estate boom.'#*

The abundance of capital triggered three mechanisms. The first
mechanism was that cheap financing worsened the signal-extraction problem
at the core of many relations in modern societies.'** Often, a principal (voters,
shareholders, etc.) must learn about the performance of an agent (politicians,
CEOs, etc.) in a dynamic context to evaluate the agent and to reward it (re-
election of the politician, bonuses for a CEQ, etc.).'"* The performance of the
agent is difficult to evaluate both because it is subject to random shocks (even
incompetent politicians can take, out of sheer luck, good decisions or profit
from a favorable world economic environment) and because the agent can
manipulate the information that the principal receives (a politician can play
smoke-and-mirrors with the budget, postponing the accounting of expenses
and front-loading revenues).'*! The principal must, therefore, solve a complex
signal-extraction problem. This problem can become acute during a boom
since it is hard to tell who is being successful due to skill and who due to

134. See Andrew Moravcsik, Europe after the Crisis: How to Sustain a Common Currency,
91 FOREIGN AFF. 54, 54 (2012) (“When European leaders opted for monetary union in 1992, they
wagered that European economies would converge toward one another: the deficit-prone
countries of southern Europe would adopt German economic standards—lower price inflation
and wage growth, more saving, and less spending . . ..”).

134. See id. at 146.

135. European Comm’n, Central Government Bond Yields—Monthly Data, EUROSTAT,
http://ec.europa.eu/eurostat/en/web/products-datasets/-/IRT H CGBY_M (last visited Oct. 15,
2017).

136. Fernandez-Villaverde et al., supra note 113.

137. Id. at 159-61.

138. See id. at 152-53, 156-57.

139. See id. at 150 (discussing the difficulties of extracting performance signals during
financial booms).

140. See id.

141. See id. at 146, 150.
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widespread prosperity.'*> Furthermore, agents understand this problem and
lower their effort: in a boom, even low-effort endeavors are successful.'* A
crucial consequence of this aggravated principal-agent problem is that bad
agents are not replaced and the quality of governance deteriorates.!*

The second mechanism was that a boom might change the distribution of
relative political power in negative ways. Political power correlates, not
perfectly but significantly, with economic power.'* Important industries can
mobilize votes, donations, lobbying efforts (legal and illegal), prospects for
future jobs, and public support for their favorite politicians and political
agendas.'*® The clearest example of this phenomenon was during the real
estate boom in Ireland and Spain. In both countries, real estate developers
became central actors in the political game, with an outsized influence in
decision-making at different government levels. This increase in relative
political power made it harder to steer these economies back to a more
sustainable growth path before the boom burst and, when it did, to undertake
decisive early action to counterbalance the fallout from the financial crisis.'*’

The third mechanism was the ability of politicians to use the revenue
triggered by the real estate boom or the capacity to borrow to finance growing
government consumption and generous social transfers. Many of these
spending plans were not sustainable in the long run.!*® Those politicians more
reluctant to engage in this “buying out of the electorate” were eased out of
the elite-selection process and punished in elections. This generated a process
of adverse selection, where the more capable or honest politicians were
replaced by incompetent and often corrupt decision-makers.'*

A common feature of these three mechanisms is that they favored
incumbents and, while the boom continued, limited the entry of new political
contenders. The limitation on elite circulation prolonged the boom and
blocked the recovery.!'>?

We will describe now how the fallout from the crisis has altered the
political landscape across the euro area. To do so, we will analyze first the

142. See id. at 150 (For example, “A manager of a savings bank . . . can make bad decisions
without negative short-run consequences, because rising asset prices hide their mistakes.”).

143. Id. (“When there is a lower probability of underperformance being detected, agents exert
less effort.”).

144. See id.

145. See id. at 151-52.

146. See id.

147. See id. at 155, 158.

148. See id. at 150.

149. See id. at 151.

150. Seeid. at 151-52.
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case of the four large European countries that entered into a memorandum of
understanding with the European Union that involved external financing:
Ireland, Portugal, Spain, and Greece. Then, we will briefly review the
evidence from Northern European countries in the order of the size of each
country’s output: Germany, France, the Netherlands, Belgium, Austria, and
Finland. Because of space limitations, we will only make passing references
to Italy. This country shares features, like its economy, with both southern
and northern patterns.'! Italy shares with the south a lower level of income
per capita and a crisis-prone productive system in dire need of reform.'>? But
Italy has been a democracy since 1945, it was one of the original signatories
of the 1957 Treaty of Rome, and some of its northern regions are among the
richest in Europe.'>* Also, we are omitting the former communist countries
such as Slovenia or the Baltic states (with their very own features that may
have little to do with our main argument) and the smaller nations of
Luxembourg, Cyprus, and Malta.

V. THE PARTY SYSTEM AND THE EURO

A. Southern Europe

The first years of the euro were an era of optimism. The pessimistic
forecasts made by U.S. economists that Europe was not an optimal currency
area seemed to have been proven wrong.'** Spain, Ireland, and Greece were
booming (Portugal not so much) and even Germany, having cleared its fiscal
house after unification, was growing again.'® The party systems of many

151. Seeid. at 147.

152. See GDP Per Capita, WORLD BANK,
http://data.worldbank.org/indicator/NY.GDP.PCAP.CD?end=2016&name_desc=false&start=20
16&view=map (select “Map” to view the GDP per capita of southern Europe; below the map
ensure the date is at “2016” by sliding all the way to the right) (last visited Oct. 15, 2017).

153. See Emily Allen, What Is the Treaty of Rome?, TELEGRAPH (Mar. 24, 2017, 8:16 AM),
http://www.telegraph.co.uk/news/0/treaty-rome/; I Governi nelle Leislature, GOVERNO ITALIANO,
http://www.governo.it/i-governi-dal-1943-ad-oggi/i-governi-nelle-legislature/192; Valentina
Romei, North v South: Italy’s Foreign Investment Gulf, FIN. TIMES (June 29, 2017),
https://perma.cc/7TOV-XY2H.

154. For many diverse ideological perspectives, see Martin Feldstein, The Political Economy
of the European Economic and Monetary Union: Political Sources of an Economic Liability, 11
J. ECON. PERSP. 23 (1997); Paul Krugman, The Euro: Beware of What You Wish For, FORTUNE
35-36 (Dec. 21, 1998); Milton Friedman, The Euro: Monetary Unity to Political Disunity?,
PROJECT SYNDICATE (Aug. 28, 1997), https://www.project-syndicate.org/commentary/the-euro--
monetary-unity-to-political-disunity.

155. See Fernandez-Villaverde et al., supra note 113, at 148-49, 152.
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European countries were showing signs of strain, particularly in France
during the 2002 presidential election (when Jean-Marie Le Pen qualified for
the runoff ahead of the socialist candidate), but the situation seemed
manageable.'*® There was concern, not alarm.

And then, in 2007, the financial crisis hit. In Europe, the first few months
were comparatively calm.'””” Many observers thought the crisis was a
phenomenon limited to the U.S. and its excesses in real estate lending.'>® But
by early 2009, the problems in Europe were apparent for all to see.'>® The real
estate booms in Ireland and Spain and the public debt accumulation in Greece
and Portugal were first-order trials.'* International lending to these countries
suffered a “slow stop” and their economies were forced into a complex
rebalancing act in the middle of a world recession. From 2009 until the
moment these lines are being written (fall of 2017), Ireland, Spain, Greece,
and Portugal have suffered an acute economic crisis.'®' Robust output growth
has returned to Ireland and Spain, but not to Portugal and Greece, and in all
four countries, high public debt and unemployment will take years to be
digested.'®?

The economic crisis has been reflected in profound mutations in the party
system during the last rounds of elections.'®® In Ireland, the main winner of
the crisis has been Sinn Fein, which has increased from 6.9% of the vote in
2007 to 13.8% in 2016.' Sinn Fein’s electoral fortunes in Ireland were
revived after the Good Friday Agreement of 1998 (which laid down the peace
process in Northern Ireland), growing from a mere 2.5% in 1997 to 6.5% of

156. See Jon Henley, Le Pen Vote Shocks France, GUARDIAN (Apr. 22, 2002, 11:41 AM),
https://www.theguardian.com/world/2002/apr/22/thefarright.france.

157. See Mark Landler, The U.S. Financial Crisis Is Spreading to Europe, N.Y. TIMES (Sept.
30, 2008), http://www.nytimes.com/2008/10/01/business/worldbusiness/01global.html.

158. See Eamonn K. Moran, Wall Street Meets Main Street: Understanding the Financial
Crisis, 13 N.C. BANKING INST. 5, 7 (2009).

159. See Paul Krugman, Can FEurope Be Saved?, N.Y. TIMES (Jan. 12, 2011),
http://www.nytimes.com/2011/01/16/magazine/1 6Europe-t.html?mcubz=0.

160. See id.

161. Seeid.

162. Seeid.

163. See FRANCESCO RANIOLO & LEONARDO MORLINO, THE IMPACT OF THE ECONOMIC
CRISIS ON SOUTH EUROPEAN DEMOCRACIES 25-26 (2017).

164. GOV’T OF IR., GENERAL ELECTION: MAY, 2007 ELECTION RESULTS AND TRANSFER OF
VOTES 63 (2007), http://www.oireachtas.ie/documents/publications/Electoral Handbook1.pdf
[hereinafter 2007 ELECTION RESULTS]; [rish Election 26 February 2016, TRINITY C. DUBLIN,
https://www.tcd.ie/Political _Science/staff/michael gallagher/Election2016.php (last visited Oct.
15, 2017) [hereinafter 2016 Election Results].
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the vote in 2002.' But the nationalists seemed to have lost momentum in the
2007 general election.'®® Then, in 2011, they increased their share to 9.9%
and, in 2016, to 13.8%, with even higher numbers in recent opinion polls.'?’
In addition to Sinn Fein, a new party, Anti Austerity Alliance-People Before
Profit, got 3.9% of the votes in the 2016 elections, giving the radical left
17.7% of votes in a country such as Ireland, which had traditionally been
conservative-leaning. %

In Portugal, the Left Bloc (Bloco de Esquerda, a merger of small left-wing
parties with a strong Trotskyist influence) had been mildly successful in the
early 2000s (with 6.4% of the vote in 2005), perhaps as a reflection of the
pre-crisis stagnant Portuguese economy, and it suffered a disappointing result
in 2011.'%° But, by 2015, the Left Bloc had reached 10.2% of the votes.!” In
the same year, the Portuguese Communist Party and its small green allies
(Coligagdo Democratica Unitaria) stopped their long-run decline and
obtained 8.3% of the vote."” Thus, the radical left achieved the support of
18.5% of the electorate.'”

The situation in Spain is the hardest to explain. The traditional
representative of the radical left was an electoral coalition, United Left
(Izquierda Unida), built around the core of the Spanish Communist Party,
which only obtained 3.8% of the vote in 2008 (an election right before the
crisis was widely felt; the result in 2004 had been the only slightly better
5%).!” To complicate the picture further, several small left-wing nationalist

165. See Good Friday Agreement, BBC,
http://www.bbc.co.uk/history/events/good_friday agreement (last visited on Oct. 15, 2017);
Ireland, PARTIES & ELECTIONS EUR., http://www.parties-and-elections.eu/ireland2.html (last
visited on Oct. 15, 2017).

166. 2007 ELECTION RESULTS, supra note 164.

167. 2016 Election Results, supra note 164.

168. See id.

169. See Resultados 2005, SIGMAI SECRETARIA GERAL MINISTERIO DA ADMINISTRACAO
INTERNA, http://www.eleicoes.mai.gov.pt/legislativas2005/IS/D23/index.html (last visited on
Oct. 15,2017); Resultados Globais, SIGMAI SECRETARIA GERAL MINISTERIO DA ADMINISTRACAO
INTERNA, http://www.eleicoes.mai.gov.pt/legislativas2011/ (last visited on Oct. 15, 2017).

170. COMISSAO NACIONAL DE ELEICOES [NATIONAL ELECTIONS COMMISSION], ELEICOES
PARA A ASSEMBLEIA DA REPUBLICA 2015, at 9152-(5) (2015),
http://www.cne.pt/sites/default/files/dl/ar2015 mapa_oficial resultados.pdf.

171. I1d.

172. 1d.

173. Luis RAMIRO, THE 2004 SPANISH GENERAL ELECTIONS OF 14 MARCH 2003, at 1-6
(2004), https://www.sussex.ac.uk/webteam/gateway/file.php?name=epern-election-briefing-no-
14.pdfé&site=266; Election for Spanish Congress of Deputies, ELECTION GUIDE (Mar. 9, 2008),
http://www.electionguide.org/election.php?ID=1170.
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parties existed in different Spanish regions.!” The United Left was radical in
principle, but in practice, as its more militant critics never ceased to point out,
it often found easy accommodation with the mainstream socialist party to
govern in coalition in local governments and to deliver a few votes in the
national parliament.'” Then, in March 2014, a new and proudly populist left-
wing party, Podemos (We Can), was founded by some committed activists.'’®
After many disputes, what was left of the United Left (under a new, more
radical leadership), a green party, a bewildering set of local and nationalist
parties and groups, and Podemos forged an electoral coalition called Unidos
Podemos (United We Can) in most of the national territory and with a colorful
set of names in other regions (our favorite is In Tide (En Marea) in the region
of Galicia). This conglomerate was able to get 21.1% of the vote in 2016.'”’
Together with the Catalan, Basque, and Galician left-wing separatists
(Republican Left of Catalonia, Basque Country Gather, and the Galician
Nationalist Bloc), the radical left in Spain got to the unprecedented level of
24.7%.'78

Greece is the country where the party system has been shaken the most. A
new radical-left party, the Coalition of the Radical Left (Synaspismos
Rizospastikis Aristeras), widely known by its abbreviation Syriza, grew
exponentially from 3.3% of the vote in 2004 to 36.3% in the first legislative
elections of 2015 and 35.5% in the second ones a few months later.'”

174. See SEBASTIAN BALFOUR & ALEJANDRO QUIROGA, THE REINVENTION OF SPAIN: NATION
AND IDENTITY SINCE DEMOCRACY 75-76 (2007) (discussing left-wing nationalist parties in
peripheral Spanish regions).

175. See Irina Stefuriuc & Tania Verge, Small and Divided Parties in Multi-Level Settings:
Opportunities for Regional Government Participation, the Case of Izquierda Unida in Spain, 13
S. EUR. SoC’Y & POL. 155, 159 (2008).

176. Juan Rodriguez-Teruel, Fast and Furious: Podemos’ Quest for Power in Multi-level
Spain, 21 S. EUR. SOC’Y & POL. 561, 563 (2016).

177. Election for Spanish Congress of Deputies, ELECTION GUIDE (June 26, 2016),
http://www.electionguide.org/elections/id/2917/.

178. Id.

179. Greece:  Parliamentary  Election 2004, EUR.  ELECTION  DATABASE,
http://eed.nsd.uib.no/webview/index.jsp?headers=Party&virtualsubset=Percent _value&v=2&stu
bs=Region&measure=commoné&virtualslice=Percent_value&Regionsubset=GR%2CGR11+-
+GR43 &layers=virtual&measuretype=4&study=http%3A%2F%2F129.177.90.166%3 A80%2F
0bj%2FfStudy%2FGRPA2004%21Display&cube=http%3A%2F%2F129.177.90.166%3 A80%2
Fobj%2FfCube%2FGRPA2004%21Display C1&Partysubset=GROP009+-+GRPP04&mode=
cube&top=yes (last visited Sept. 11, 2017); Parliamentary Elections January 2015, MINISTRY
INTERIOR (Nov. 3, 2015, 5:42 PM), http://ekloges-
prev.singularlogic.eu/v2015a/v/public/index.html?lang=en#{"cls":"level","params": {"level":"ep
ik","id":1} }; Parliamentary Elections September 2015, MINISTRY INTERIOR (Dec. 17,2015, 12:07
AM), http://ekloges.ypes.gr/current/v/public/index.html?lang=en#{"cls":"level","params": {"lev
el""’pik"”"d"”1}} [hereinafter Elections September 2015].
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Together with the orthodox Communist Party of Greece (KKE) and other
minor groups, the radical left polled around 45%.'® The old-style socialist
party, PASOK, collapsed to 6.28% and a neo-Nazi group, New Dawn (Chrysi
Avyi), got 7% (all numbers are from the latest legislative election (as of the
writing of this article (in fall 2017)).!®!

What common patterns do we see in the evolution of the party system in
these four southern European Countries? First, the radical left has moved
from a peripheral position to a much more pivotal role, reaching power in
Greece and deeply altering the arithmetic of feasible coalition governments
in the other three countries.!®> Moreover, the key players among the radical
left are relative newcomers (Podemos, Syriza, Bloco de Esquerda and, in
some sense, Sinn Fein), with new organizational and strategic priorities.'®?

Second, the main electoral losers of the crisis have been the mainstream
social democratic parties. From a central position in the political game, the
Greek socialists have been marginalized to a minor role, the Spanish
socialists have recently obtained their worst results since the return of
democracy, and the Irish Labour Party has seen its always small weight
reduced even further.'® Only the Portuguese socialists seem to have
weathered the storm with success.'®

Third, the mainstream conservative parties have shown a considerable
level of resilience. The People’s Party in Spain is bound to remain in power
for the foreseeable future, New Democracy is leading the polls in Greece as
of summer 2017, Fine Gael is running the government in Ireland (with Fianna
Fail being either first or second in opinion polls), and even in Portugal the

180. Elections September 2015, supra note 179.

181. Id. Another mesmerizing case is Italy, where the hard-to-classify Five Star Movement
(Movimento 5 Stelle) obtained 25.6% of the vote in 2013. Nicolo Conti & Vincenzo Memoli, The
Emergence of a New Party in the Italian Party System: Rise and Fortunes of the Five Star
Movement, 38 W. EUR. POL. 516, 521 (2015).

182. See Nathalie Brack & Nicholas Startin, Introduction: Euroscepticism, from the Margins
to the Mainstream, 36 INT’L POL. SCI. REV. 239, 244 (2015).

183. See Luke March, Beyond Syriza and Podemos, Other Radical Left Parties are
Threatening to Break into the Mainstream of European Politic, EUR. POL. & POL’Y (Mar. 24,
2015), http://blogs.Ise.ac.uk/europpblog/2015/03/24/beyond-syriza-and-podemos-other-radical-
left-parties-are-threatening-to-break-into-the-mainstream-of-european-politics/.

184. See Philippe Marli¢re, The Decline of Europe’s Social Democratic Parties, OPEN
DEMOCRACY (Mar. 16, 2010), https://www.opendemocracy.net/philippe-marliere/decline-of-
europes-social-democratic-parties.

185. See COMISSAO NACIONAL DE ELEICOES [NATIONAL ELECTIONS COMMISSION], supra
note 170 (illustrating that Partido Socialsita, the socialist party of Portugal, obtained 32.3% of the
vote in 2015).
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Partido Social Democrata and the Centro Democratico e Social-Partido
Popular are a credible electoral alternative to the ruling socialist party. '

Fourth, the extreme right has been nearly absent from the new electoral
map. No extreme right-wing party has achieved an electoral breakthrough in
Ireland, Portugal, or Spain. Only in Greece, New Dawn has reached 7% of
the votes and, despite the boisterousness of its leaders, remains isolated from
the mainstream.'®’

B. Northern Europe

The evolution of the party systems in Northern European countries has
been, except in France, less dramatic than in the south, although the landscape
might change during the next couple of years. Political change follows its
own calendar, deeply influenced by the election cycle.!®

In Germany, the biggest economy of the euro area, the 2013 German
federal election yielded a conventional Bundestag.'®® The Christian
Democrats were only five seats short of a majority and the radical left of Die
Linke were stuck at 8.6%.'°° However, in the October 2017 federal elections,
Alternative for Germany became the third biggest party in the Federal

186. See DAIL GENERAL ELECTION 26 FEBRUARY 2016 ELECTION RESULTS, HOUSES OF THE
OIREACHTAS SERVICE 6667 (2016),
http://www.oireachtas.ie/documents/publications/201632DailElectionResults.pdf  (illustrating
Fine Gael obtained the majority of the seats in the 2016 general election); COMISSAO NACIONAL
DE ELEICOES [NATIONAL ELECTIONS COMMISSION], supra note 170; Election for Spanish
Congress of Deputies, supra note 177 (illustrating the People’s Party’s obtained 137 out of 350
seats in the 2016 election); Avtodvvopio NA pe dtapopd 10,7% and EYPIZA—To apdto ykdron
v kevrpoapiotepd [Self-reliance SW with 10.7% Difference from the SYRIZA—the First Poll
for Centre-Left], PROTHEMA (Greece) (Sept. 9, 2017),
http://www.protothema.gt/politics/article/712155/autodunamia-nd-to-proto-galop-gia-tin-
kedroaristera-/.

187. See Elections September 2015, supra note 179. Even in Italy, with an older tradition of
extreme-right parties, the Lega Nord, a Northern Italian semi-separatist group, has fallen from
4.6% (2006) to 4.1% (2013), and the Fratelli d’Italia-Alleanza Nazionale, a hard-core group of
national conservatives and descendants from the old fascist party, have gone from 12.3% (2006)
to 2.0% (2013). See [ltaly: Parliamentary Election 2013, EUR. ELECTION DATABASE,
http://eed.nsd.uib.no (follow “EUROPEAN ELECTION DATABASE” hyperlink; then follow
“Italy” hyperlink; then follow “Parliamentary Elections” hyperlink; then follow “Italy:
Parliamentary Election 2013 hyperlink) (last visited Sept. 11, 2017).

188. Funke et al., supra note 115 (finding that financial crises directly impact voter behavior
and increase political polarization).

189. Budestag Election 2013, FED. RETURNING OFFICER,
https://www.bundeswahlleiter.de/en/bundestagswahlen/2013/ergebnisse.html (last visited Sept.
11,2017).

190. Id.
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Republic with 12.6% of the vote and became the first significant, openly
right-wing party in the Bundestag for the first time since the end of World
War IL."!" At the same time, the Christian Democrats, with a combined total
of 33%, got their worst result since 1949.!%?

In France, the leader of the National Front (Front National), Marine Le
Pen, qualified for the run-off of the 2017 presidential election. In the run-off,
she obtained a new record for her party: 33.9% of the votes.'”* However, the
surprising eruption of Emmanuel Macron and his centrist party “The
Republic Onwards!” (La Republique En Marche!) has dramatically altered
the electoral map, destroyed the French Socialist Party (reduced to 7.4% of
the vote in the subsequent legislative election), crushed the hopes of the
traditional right, and left the National Front disoriented.'”*

Among the smaller countries, the extreme-right has gained votes in the
Netherlands (the Freedom Party, Partij voor de Vrijheid), Austria (the
Freedom Party of Austria, Freiheitliche Partei Osterreichs), and Finland
(Finns Party, Perussuomalaiset).'”> In comparison, in Belgium, the party
system has been much more stable. The surge of the New Flemish Alliance
(Nieuw-Vlaamse Alliantie) has much more to do with realignments within
Flemish nationalism than with the euro.!®

191. Budestag Election 2017, FED. RETURNING OFFICER,
https://www.bundeswahlleiter.de/en/bundestagswahlen/2017/ergebnisse.html (last visited Oct. 2,
2017).

192. I1d.

193. Résultats de [’élection Présidentielle 2017 [Results of the Presidential Election 2017],
MINISTRY  INTERIOR  (May 7, 2017), https://www.interieur.gouv.fr/Elections/Les-
resultats/Presidentielles/elecresult presidentielle-2017/(path)/presidentielle-2017/FE.html.

194. Alissa J. Rubin, Macron’s Victory Explodes France’s Political Landscape, N.Y. TIMES
(May 13, 2017), https://www.nytimes.com/2017/05/13/world/europe/macron-france-election-
fallout.html; Résultats des Elections Législatives 2017 [Results of Parliamentary Elections 2017,
MINISTRY  INTERIOR ~ (June 18, 2017), https://www.interieur.gouv.fr/Elections/Les-
resultats/Legislatives/elecresult __legislatives-2017/(path)/legislatives-2017/FE.html.

195. KIESRAAD [ELECTORAL COUNCIL], UITSLAG VAN DE VERKIEZING VAN DE LEDEN VAN DE
TWEEDE KAMER VAN 15 MAART 2017 [RESULT OF THE ELECTION OF MEMBERS OF THE LOWER
HOUSE OF MARCH 15, 2017], at 10 (2017), https://perma.cc/NE4L-DBJW (noting the Freedom
Party in the Netherlands gained five seats from 2012 in the 2017 election); Stimmenstdrkste Partei
pro Bundesland [Most Powerful Party by State], MINISTRY INTERIOR, http://wahl13.bmi.gv.at
(last visited Sept. 11, 2017) (illustrating that the Freedom Party of Austria gained six seats in
2013); True Finns the Biggest Winner in the Elections, STAT. FIN. (Apr. 29, 2011),
http://www.stat.fi/til/evaa/2011/evaa_2011 2011-04-29 tie 001 en.html (illustrating the Finns
Party’s jump from 4.1% of the vote in 2007 to 19.1% of the vote in 2011).

196. Jeroen Dewulf, The Flemish Movement: On the Intersection of Language and Politics
in the Dutch-Speaking Part of Belgium, 13 GEO. J. INT’L AFF. 23, 29-30 (2012).
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What common patterns do we see in the evolution of the party system of
these Northern European countries? Nearly the mirror image of the patterns
we described in the previous section in Southern Europe.

First, there has been no improvement in the situation of the radical left,
except partially in France.'”” Die Linke in Germany or the Socialist Party
(Socialistische Partij) in the Netherlands are still minor parties without real
influence.!”® The radical left plays next to no electoral role in Belgium and
Austria, and the Left Alliance (Vasemmistoliitt) in Finland continues its long-
run electoral twilight.!” In France, the collapse of the Socialist Party has
allowed the surge of Indomitable France (La France Insoumise), with 11% of
the votes in the first round of the legislative election, but this percentage is
not much higher than what the extreme left achieved in the past.>®

Second, besides the French and Dutch socialist parties, the main electoral
losers of the crisis have been in the mainstream right wing: the Christian
Democrats in several state elections in Germany, the Gaullists in France, the
Dutch Christian Democrats (Christen-Democratisch Appél, which went from

197. See Cornelia Hildebrandt, The Left Party in Germany, in FROM REVOLUTION TO
COALITION—RADICAL LEFT PARTIES IN EUROPE 93, 101 (Birgit Daiber et al. eds., 2012)
[hereinafter FROM REVOLUTION TO COALITION] (discussing the struggles of the left party in
Germany after the 2011 election); Stéphane Sahuc, Left Parties in France, in FROM REVOLUTION
TO COALITION, supra, at 114, 125 (explaining the left parties’ performance in the 2010 regional
elections); Dag Seierstad, The Left in Norway: Politics in a Centre-left Government, in FROM
REVOLUTION TO COALITION, supra, 50, 63 (discussing the decline in support for the left wing
party in Norway).

198. LUKE MARCH, CONTEMPORARY FAR LEFT PARTIES IN EUROPE: FROM MARXISM TO THE
MAINSTREAM? 6 (2008), http:/library.fes.de/pdf-files/id/ipa/05818.pdf; see FED. RETURNING
OFFICER, supra note 189 (illustrating that Die Linke obtained 8.6% of the vote in the 2013
Bundestag election); see also KIESRAAD [ELECTORAL COUNCIL], supra note 195 (illustrating that
the Dutch Socialist Party obtained fourteen out of 150 seats in the 2017 election).

199. Id.

200. Hugh Schofield, Is France’s Socialist Party Dead?, BBC NEwS (May 16, 2017),
http://www.bbc.com/news/world-europe-39900003; Résultats des élections législatives 2017
[Results of Parliamentary Elections 2017], supra note 194; see, e.g., Conseil constitutionnel [CC]
[Constitutional Court] decision No. 2012-152PDR, Apr. 25, 2012, Rec. 218 (Fr.) (showing a far-
left party candidate, Jean-Luc Mélenchon, received 11.1% of the votes in the first round of the
2012 legislative election in France). In several of these countries, there are successful green
parties (Biindnis 90/Die Griinen in Germany, GroenLinks in the Netherlands, Groen and Ecolo in
Belgium, Die Griinen in Austria, and Vihred Liitto in Finland). See generally GREEN PARTIES IN
NATIONAL GOVERNMENTS (Ferdinand Miiller-Rommel & Thomas Poguntke eds., 2002). But we
are far from the days in the early 1980s where green parties challenged the establishment. /d. at
1. Nowadays, green parties are the electoral vehicle of highly educated, progressive urban middle
classes with rather limited revolutionary aspirations. Chris Rootes, Environmental
Consciousness, Institutional Structures and Political Competition in the Formation and
Development of Green Parties, in THE GREEN CHALLENGE: THE DEVELOPMENT OF GREEN
PARTIES IN EUROPE 170, 173 (Dick Richardson & Chris Rootes eds., 2005).
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being the biggest party in the Netherlands with 26.5% of the vote in 2006 to
being the fourth biggest party with only 12.4% in 2017), and the Austrian
Christian Democrats (Osterreichische Volkspartei).?!

Third, in contrast, mainstream social democrats have weathered the crisis
much better, except in France and the Netherlands.>

Fourth, the national conservatives have considerably improved their
stand.?” The Finns Party is part of the Sipild Cabinet in Finland,?** and, as we
mentioned above, they may become important players in Germany in future
electoral cycles.?

VI.  NEW PARTIES: AN INTERPRETATION

What mechanisms account for the empirical observations regarding party
systems documented in Sections 5.A and 5.B? Our hypothesis is that the new
party systems reflect a changed set of economic constituencies created, to a
large extent, by the euro. The fractures in the political order of the different

201. Compare Netherlands: Parliamentary Election 2006, NSD EUROPEAN ELECTION
DATABASE, http://eed.nsd.uib.no/webview/index.jsp?study=http://129.177.90.166:80/0bj/
fStudy/NLPA2006 Display&node=0&mode=cube&v=2&cube=http://129.177.90.166:80/0bj/f
Cube/NLPA2006 Display Cl&top=yes (follow “EUROPEAN ELECTION DATABASE”
hyperlink; then follow “Netherlands” hyperlink; then follow “Parliamentary Elections” hyperlink;
then follow “Netherlands: Parliamentary Election 2006 hyperlink) (last visited Sept. 14, 2017),
with KIESRAAD [ELECTORAL COUNCIL], supra note 195, at 10. See generally Funke et al., supra
note 115 (discussing the move of mainstream right voters to far-right parties in various European
countries after a financial crisis occurs). We will discuss the case of the Flemish Christian
Democrats momentarily. The Walloon Christian Democrats have survived better, although still
with electoral losses and starting from a much smaller basis. Compare Belgium: European
Parliament Election 1991-2010, NSD EUROPEAN ELECTION DATABASE,
http://eed.nsd.uib.no/webview/index.jsp?v=2&study=http%3 A%2F%2F129.177.90.166%3 A80
%2Fobj%2FfStudy%2FBEEP2009 Display&mode=cube&cube=http%3A%2F%2F129.177.90.
166%3A80%2Fobj%2F{fCube%2FBEEP2009 Display Cl&top=yes (last visited Sept. 16,
2017), with Dataset: Belgium: European Parliament Election 2009, NSD EUROPEAN (follow
“EUROPEAN ELECTION DATABASE” hyperlink; then follow “Belgium” hyperlink; then
follow “Parliamentary Elections” hyperlink; then follow “Belgium: Parliamentary Elections
1991-2010” hyperlink) (last visited Sept. 14, 2017),
http://eed.nsd.uib.no/webview/index.jsp?v=2&study=http%3A%2F%2F129.177.90.166%3 A80
%2Fobj%2FfStudy%2FBEEP2009 Display&mode=cube&cube=http%3A%2F%2F129.177.90.
166%3 A80%2Fobj%2FfCube%2FBEEP2009 Display Cl&top=yes.

202. Funke et al., supra note 115, at 228; see MARCH, supra note 198, at 3, 7.

203. See generally Aisch et al., supra note 36.

204. Finland’s Populist Party Has Cracked in Two, ECONOMIST (June 14, 2017),
https://www.economist.com/news/europe/21723371-timo-soinis-moderate-wing-will-stay-
government-while-radicals-go-back-being-protest.

205. d.



1016 ARIZONA STATE LAW JOURNAL [Ariz. St. LJ.

countries in the Eurozone mirror those of earlier times.?® The tenuous

European consensus that animates the twenty-five years between
Mitterrand’s U-turn in 1983 and the onset of the crisis in 2007 was sustained
by the remarkable drop in nominal interest rates and the more benign
economic conditions that followed the oil shocks of the 1970s.2"” The severity
of the euro crisis has loosened the stitches that were so skillfully sewn in the
1980s.2%8

Matters related to exchange rate and price stability are always about
redistributive policies.’” The welfare state of the Southern European
countries, with their generous benefits, has created a constituency for price
stability, and the support for the euro remains high among those favored by
it.2!% Seniors and other recipients of benefits understand that abandonment of
the single currency can only come at the expense of the real value of their
claims.?!! Instead, low-skill, younger voters and public sector workers with
diminished expectations and who are unlikely to enjoy the generous social
benefits when they retire want the “deck of cards” reshuffled.?'> These voters
would benefit from expansionary social policies and a write-off of existing
debts. In the Spanish case of Podemos, the over-representation among its
leaders of nurses, teachers, and junior university faculty is noticeable.?

206. Cf. Clift, supra note 89, at 33435 (discussing the influence of the global economy on
political agendas in France).

207. See id. at 332-33; Heinz-Peter Spahn, Central Bankers, Games and Markets, in
MACROECONOMIC CAUSES OF UNEMPLOYMENT: DIAGNOSIS AND POLICY RECOMMENDATIONS
379, 388 (Wolfgang Filc & Claus Kohler eds., 1999).

208. Cf. Fernandez-Villaverde et al., supra note 113, at 154 (discussing the factors that led
to the Bankia crash in Spain).

209. See generally Ahmet Faruk Aysan, Exchange Rates, Stabilisation Policy and
Redistribution of Income, 1 MARGIN 267 (2007) (discussing the use of exchange rate alignments
and stabilization policies for redistribution of income).

210. See, e.g., Fernandez-Villaverde et al., supra note 113, at 160 (discussing refusals to
implement social welfare policy reforms in Greece); Roth et al., supra note 117, at 956-57
(discussing public support for the euro).

211. See Fernandez-Villaverde et al., supra note 113, at 160 (discussing the “massive
protests” that accompanied Greece’s attempt to reform benefits such as seniority pension).

212. See THE DEBT CRISIS IN THE EUROZONE: SOCIAL IMPACTS 285-86, 288 (Nikos
Petropoulos & George O. Tsobanoglou eds., 2014) (discussing Spain’s recession and its impact
on young people, leading to protests).

213. Intelectuales y Activistas Lllaman a “Recuperar la Soberania Popular” con una
Candidatura para los Europeas [Intellectuals and Activists Call for “Recovering Popular
Sovereignty”  with a  European  Candidacy], =~ PUBLICO  (Jan. 14, 2014),
http://www.publico.es/politica/intelectuales-y-activistas-llaman-recuperar.html [hereinafter
Intelectuales]; see Josh Lowe, Meet Spain’s New ‘Weirdo’ Podemos Politicians, NEWSWEEK (Jan.
19, 2016, 1:41 PM), http://www.newsweek.com/meet-spains-new-weirdo-podemos-politicians-
416755.
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These public workers, particularly in the lower and middle ranges, view with
concern a new “normal” of tight government deficits required to maintain the
euro and to service the debt.?!*

This split mostly affects the left. The social democrats were, to some
extent, the architects of the European consensus on currency matters and,
thus, cannot serve as a political vehicle for the disaffection with the monetary
union and its unpleasant consequences.?'® Pointedly, much of the rhetoric of
parties such as Podemos in Spain or Syriza in Greece is precisely about the
grievances with the old compromises of the left in the challenging political
environment of the late 1970s and early 1980s.2!¢

The pressure of the sudden real adjustment that was required of Greece,
Spain, and Portugal is easing.’'” These countries are, after all, market
economies and, rigid as they may be, their internal prices eventually drop and
markets clear.”'® Growth has resumed and unemployment is trending down;?"”
housing prices have recovered somewhat.??* The tension of the early years of
the crisis that propelled these new parties to the forefront of political life is
no longer there.??! Thus, a possible euro breakup is not the urgent matter that
it was in 2011 and 2012. But the diminished expectations remain, mostly

214. See Intelectuales, supra note 213.

215. See Tom Notermans, Introduction to SOCIAL DEMOCRACY AND THE MONETARY UNION,
supra note 95, at 1, 4-51.

216. Podemos, for example, aimed to dismantle Spain’s democratic constitution instituted in
1978. See Javier Zarzalejos, Populism in Spain: An Analysis of Podemos, 15 EUR. VIEW 183, 187,
189 (2016) (discussing the objectives of Podemos and its rise following the collapse of leftist
party PSOE).

217. See COUNCIL OF ECON. ADVISORS, ECONOMIC REPORT OF THE PRESIDENT 52 (2015)
(noting deflation in Greece and Spain); Peter A. Hall, Economics and Politics of the Euro Crisis,
21 GER. POL. 355, 363 (discussing the bond market pressures forcing countries such as Greece,
Spain, and Portugal to adopt austerity programs).

218. See id.

219. See generally Euro Area Unemployment at 9.5%, EUROSTAT (2017),
http://ec.europa.cu/eurostat/documents/2995521/8002525/3-02052017-AP-EN.pdf/94b69232-
83a9-4011-8c85-1d4311215619 (explaining unemployment has fallen in Greece, Spain, and
Portugal since 2016).

220. See House Price Index—Quarterly Data, EUROSTAT,
http://ec.europa.eu/eurostat/tgm/table.do;jsessionid=SKn9opem7xYaCD3ZZKaUjVKjUkMIi5V
ufUfoucbPJATRLWM{UxVs!2140860637?tab=table&plugin=1&language=en&pcode=teicp270
(last visited Sept. 14, 2017).

221. See COUNCIL OF ECON. ADVISORS, supra note 217, at 55 (explaining that European
peripheral countries such as Greece, Spain, and Portugal have experienced growth following the
crisis); Hall, supra note 217, at 355 (“Europe has been mesmerised by the Euro crisis, namely the
struggle to resolve the debt problems facing Greece, Ireland, Italy, Portugal, and Spain (the
GIIPS) without breaking up the monetary union or precipitating a wider financial crisis in
Europe.”).
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driven by low wages and a reduced capacity to accumulate wealth.??? In
particular, wages and prices in the non-tradable sector bear the brunt of the
adjustment to address the enormous external liabilities accumulated by these
countries.””® These diminished expectations will remain a source of support
for the new left parties in the years to come.

It is here that Italy remains in a unique position. The reason is that its
external liabilities were never as large as those of Spain and Greece.?”* As a
result, the sudden adjustment that was required of these two countries was
not required of Italy.?”> And because the Italian adjustment remains to be
undertaken, the pressure to abandon the euro in this country remains much
more intense.??® Support for the euro in Italy has consistently fallen whereas
it has stabilized or even slightly increased in the other Southern European
countries.??” The impeccable logic of the monetary union has reasserted itself,
but the fragmentation of the political left is likely to remain in place for the
foreseeable future.

The success of extreme-right parties in the north is fueled in large part by
the resentment about fiscal transfers to Southern Europe and the possibility
of even larger transfers in the future (although opposition to immigration
from outside the euro area is also a central factor).?” Thus, the weakness of

222. See, e.g., INT’L MONETARY FUND, GREECE: 2013 ARTICLE IV CONSULTATION—STAFF
REPORT 43 (2013) (demonstrating the decrease of assets in Greece from 2010 to 2012, projecting
to 2016); see also Hall, supra note 217, at 364 (“As a result [of Greece’s debt restructuring], more
than two-thirds of the bailout funds transferred to Greece from the EFSF and IMF are being used
to pay interest on the existing debt, while barely a third flows into the government’s coffers.”
(footnote omitted)).

223. See INT’L MONETARY FUND, supra note 222, at 43 (showing the liabilities accumulated
by Greece equal to the value of its assets).

224. See George Pagoulatos & Lucia Quaglia, Turning the Crisis on its Head: Sovereign
Debt Crisis as Banking Crisis in Italy and Greece, in MARKET-BASED BANKING AND THE
INTERNATIONAL FINANCIAL CRISIS 179, 186 (lain Hardie & David Howarth eds., 2013)
(comparing Italian and Greek liabilities); see also Philip R. Lane, The European Sovereign Debt
Crisis, 26 J. ECON. PERSP. 49, 52 (2012) (noting the large external deficits in Portugal, Greece,
and Spain).

225. See Lane, supra note 224, at 57 (discussing the bailout conditions for Greece, Portugal,
and Ireland).

226. See Roth et al., supra note 117, at 949 for data on the lack of Italian support for the euro;
see also Gavin Jones, Out of Pocket, Italians Fall Out of Love with the Euro, REUTERS (Feb. 7,
2017, 11:47 PM), http://www.reuters.com/article/us-eurozone-italy-exit-analysis/out-of-pocket-
italians-fall-out-of-love-with-the-euro-idUSKBN15NO0JJ.

227. See Roth et al., supra note 117, at 949.

228. See, e.g., Mimmo Porcaro, The Italian Communist Refoundation Party: Apparent
Continuity and Actual Break, in FROM REVOLUTION TO COALITION, supra note 197, at 215, 232
(analyzing the fragmentation of the Italian political left).

229. See Michael M. Bechtel et al., Preference for International Redistribution: The Divide
over the Eurozone Bailouts, 58 AM. J. POL. SCI. 835, 848 (2014) (finding that extreme party voters
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left-wing mainstream parties in the south and the weakness of right-wing
mainstream parties in the north are the mirror image of the same
phenomenon: the position of each country in the debtor and fiscal transfers
within the euro area.”*°

Our hypothesis is not entirely deterministic. It depends on the arrival of a
financial crisis, and the concrete form that the change in party systems takes
depends on the preconditions of each country and shocks such as the presence
of a charismatic new leader.”*! Our theory predicts patterns of behavior
(technically, a probability distribution), not a precise accounting of each
national experience.

Financial crises are often accompanied by a strong weakening of political
legitimacy.?*? This may be due to the obvious redistributive aspects of these
crises and the subsequent bailouts (in comparison, for example, with more
plain vanilla business cycle fluctuations) or by the perception that these
financial crises are avoidable.?** Financial crises are, then, moments in which
we tend to observe political realignments where historical compromises are
revisited, either explicitly or implicitly, and where historical memory, social
structure, and economic interest interact to generate a new regime.?*

For example, in Ireland, Sinn Fein represents those in favor of an Ireland
of thirty-two counties, not of twenty-six, and voters seeking a socialist

are more likely to oppose financial bailouts than centrist voters); Lucassen & Lubbers, supra note
35, at 550 (noting the correlation between immigration rates and right-wing party preference).

230. See Aleksandra Maatsch, Are We All Austerians Now? An Analysis of National
Parliamentary Parties’ Positioning on Anti-Crisis Measures in the Eurozone, 21 J. EUR. PUB.
PoL’y 96, 110-11 (2014) (finding that receipt of an economic bailout affects political parties’
stance on anti-crisis economic measures).

231. See, e.g., Pablo Fernando & Michaela Cancela-Kieffer, Iglesias: Charismatic Face of
Spain’s Podemos, YAHOO (Feb. 12, 2017), https://www.yahoo.com/news/iglesias-charismatic-
face-spains-podemos-144156144.html (describing the post-euro crisis success of Unidos
Podemos in Spain, led by the charismatic Pablo Iglesias).

232. Funke et al., supra note 115, at 13.

233. See id. at 31-32 for evidence of political radicalization and fragmentation after financial
crises, but not after regular recessions.

234. Our interpretation is heavily influenced by Luebbert, who argued that the way party
systems were reconfigured in interwar Europe responded to the underlying social structures.
GREGORY M. LUEBBERT, DAVID COLLIER & SEYMOUR MARTIN LIPSET, LIBERALISM, FASCISM, OR
SOCIAL DEMOCRACY: SOCIAL CLASSES AND THE POLITICAL ORIGINS OF REGIMES IN INTERWAR
EUROPE 5-6 (1991). In the United Kingdom, France, Belgium, and the Netherlands, middle
classes were sufficiently strong that they could absorb the shocks of the period (France being the
most problematic case and also the country with the weakest middle classes of the group). See id.
at 191-92, 235. In Germany or Italy, the middle classes were weaker, and they aligned themselves
with agricultural landowners and traditional elites to violently defeat the workers’ parties by
adopting fascist regimes. See id. at 301-02. In Scandinavian countries, the workers and farmers
forged an alliance that guaranteed social democratic dominance for decades. See id. at 267-68.
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alternative to the conservative structures created after independence.?** In
Portugal, Bloco de Esquerda revives the spirit of the failed coup d’état of
November 25, 1975 (Golpe de 25 de Novembro de 1975) and the promise of
a socialist Portugal.?*® In Spain, Unidos Podemos has challenged the
constitutional consensus (consenso constitucional) of 1978.%7 In their view,
many of the current problems of Spain come from the lack of a clear rupture
with the Francoist regime during the transition to democracy from 1976 to
1979.2% Finally, in Greece, Syriza borrows much of its historical pageantry
from the civil war and the provisional democratic government (Prosorin
Dimokratik Kyvernisi) that lost the conflict.**

In Germany, Alternative for Germany revisits the commitment of the
Federal Republic to unlimited European integration around which Konrad
Adenauer organized reconstruction.?* The euroscepticism of Alternative for
Germany links itself with a historical thread of national conservatism in the
German-speaking world that never disappeared; it just went underground.
The euro crisis allowed it to resurface.*!

Finally, the National Front in France is the heir to the forces behind the
Vichy regime and, even before that, of Action Francaise and legitimism.**
Even if draped with the flag of republican values as a battering ram against
emigrants, the National Front embodies all the forces in French life that never
fully accepted the revolutionary inheritance from the 19th century.**

Conversely, this framework also explains why we do not see successful
extreme-right parties in the Southern Europe or successful radical-left parties

235. What Sinn Féin Stands For, SINN FEIN, http://www.sinnfein.ie/what-sinn-fein-
standsfeinstands-for (last visited Sept. 16, 2017).

236. Marco Lisi, New Politics in Portugal: The Rise and Success of the Left Bloc, 30 POLE
SuD [S. POLE] 127, 130 (2009) (Fr.) (discussing Bloco de Esquerda’s association with the political
views of past revolutionary parties).

237. Javier Zarzalejos, Populism in Spain: An Analysis of Podemos, 15 EUR. VIEW 183, 187
(2016).

238. Id.

239. See Gerassimos Moschonas, 4 New Left in Greece: Pasok’s Fall and Syriza’s Rise,
DISSENT, Fall 2013, at 33, 35-36 (discussing Syriza’s coalitional formation as a result of the
economic crisis).

240. See Interview by Rachel A. Epstein with Donald Abenheim, Professor, Naval
Postgraduate Sch., in Denver, Colo. (Nov. 16, 2016),
https://www.du.edu/korbel/ceuce/media/documents/abenheim-afd-full-interview-11-2016.pdf.

241. Seeid. at 4.

242. See EDWARD G. DECLAIR, POLITICS ON THE FRINGE: THE PEOPLE, POLICIES, AND
ORGANIZATION OF THE FRENCH NATIONAL FRONT 13, 46 (1999).

243. See id. at 57-58.
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in the north of Europe.?** The memory of the right-wing dictatorships of the
second half of the twentieth century is still sufficiently strong to prevent the
electoral success of these parties (except in Greece, where the secular
animosity against its Middle East neighbors helps to fuel a virulent anti-
immigration Gestalt).>* And radical-left parties have little appeal in countries
such as Germany that are large holders of debt.?* It is hard to rally against
“capitalists” when your electorate is composed of bond-holders.

Of course, many other forces are at play in the evolution of the party
system. We mentioned in the introduction how the rapid secularization of
European societies over the last three decades must have played a role in the
sharp negative trend of Christian Democratic parties. In the Netherlands, the
Christian Democrats have gone from dominance to minority and, in Flanders,
their hegemony has been destroyed by the New Flemish Alliance, more
nationalist, more pro-market, and more secular.?*’ Christian Democrat parties
in Germany and Austria face the ghost of a negative electoral trend lurking
behind them. It is not a surprise, perhaps, that in Southern Europe, the new
right-wing parties that appeared after the fall of the dictatorships were not
openly Christian Democrats (New Democracy in Greece or the People’s
Party in Spain, while including some Christian Democratic cadres, were more
traditional conservative parties) have resisted better the caprices of the
crisis.”*® Similarly, the disappearance of traditional unions and manufacturing

244. See Jamie Dettmer, Europe’s Left Wing Parties Face Dim Electoral Prospects, VOA
(Jan. 22, 2017, 5:21 AM), https://www.voanews.com/a/europe-left-wing-parties-election-
prospects/3686826.html (noting leftist parties’ struggle to attract voters in the Northern European
countries of France, Germany, the U.K., and the Netherlands after the economic crisis); Lauren
Frayer, Unlike Elsewhere In Europe, The Far Right in Spain Stays on the Fringe, NPR (Mar. 16,
2017, 4:35 AM), http://www.npr.org/sections/parallels/2017/03/16/520281185/unlike-
elsewhere-in-europe-the-far-right-in-spain-stays-on-the-fringe (discussing the inability of far
right parties to gain traction in Spain due to the history of right-wing dictators).

245. See Georgios Karyotis & Stratos Patrikios, Religion, Securitization and Anti-
Immigration Attitudes: The Case of Greece, 47 J. PEACE RES. 43, 45 (2010); Frayer, supra note
244,

246. See Philip Oltermann, Angela Merkel’s Party Beaten by Rightwing Populists in German
Elections, GUARDIAN (Sept. 6, 2016, 2:43 PM),
https://www.theguardian.com/world/2016/sep/04/mecklenburg-vorpommern-german-anti-
immigrant-party-strong-regional-election-exit-polls-merkel.

247. Kris Deschouwer, Party Strategies, Voter Demands and Territorial Reform in Belgium,
36 W. EUR. PoL. 338, 348 (2013); Tom Vasseur, The Dutch Demise of Social Democracy: A
Green Opportunity?, GREEN EUR. J. (Apr. 26, 2017), https://www.greeneuropeanjournal.eu/the-
dutch-demise-of-social-democracy-a-green-opportunity/.

248. See Sofia Vasilopoulou & Daphne Halikiopoulou, Greek Politics: Economic Crisis or
Crisis of Democracy?, WORLD AFF., Fall 2015, at 3; Sam Jones, Spanish Elections: Mariano
Rajoy  Struggles to Build Coalition, GUARDIAN (June 27, 2016, 9:15 AM),
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jobs has damaged the fortunes of social democratic parties, which cannot any
longer appeal to class solidarity to sell tough economic adjustment programs
whose benefits would only be seen in the future.>*

But the euro crisis has been the catalyst of change.”” For example, if
economic prosperity had continued, one could have seen the gradual electoral
substitution of Christian Democratic parties by secular liberal-conservative
parties (as the VVD in the Netherlands or the Venstre in Denmark seemed to
be doing during the early 2000s) and the growth of green/social liberal parties
as an alternative to social democratic parties (such as the Biindnis 90/Die
Griinen in Germany or the Democraten 66 in the Netherlands).”*' None of
these parties would have fundamentally challenged the constitutional
arrangements of postwar Europe. Instead, they would have preferred to
evolve them to reflect new social and economic circumstances.?? In fact, in
Spain, part of that substitution has occurred in the last two elections with a
new liberal party, Citizens (Ciudadanos) committed to the European
integration, and “The Republic Onwards!” in France can play a similar role
if it survives in the middle run (French political parties are notoriously fickle
in names and incarnations).**?

Now, in contrast, we are in a situation where the future of the euro might
be in danger because the party systems that created it no longer exist. There
is a non-trivial possibility that, sooner or later, one of the new radical parties
will reach power in a central country of the euro area and that, by design or
accident, a major crisis will lead to the collapse of the euro.** Political parties
are endogenous and changing a central piece of economic policy is bound to
change them as well.
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250. See Funke et al., supra note 115, at 13 (explaining that financial crises often result in
substantial change to the political climate of the area).

251. See generally Christoffer Green-Pederson, Small States, Big Success: Party Politics and
Governing the Economy in Denmark and The Netherlands from 1973 to 2000, 1 SOCI0-ECONOMIC
REV. 411, 421-22 (2003) (describing pre-euro-crisis political trends in Denmark and the
Netherlands).
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253. Movement, EN MARCHE!, https://en-marche.fr/le-mouvement (last visited Sept. 16,
2017); Our Values, CIUDADANOS, https://www.ciudadanos-cs.org (last visited Sept. 16, 2017).

254. A more positive interpretation is that even these apparently more radical parties would
find, as Syriza did in Greece, that their degrees of freedom are limited. Perhaps voters support
more radical parties precisely because they understand that their policies cannot be implemented,
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