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Summary

The current economic and monetary policy of the EU is completely inadequate with regard to the
beginning economic recession and the risks for employment and welfare which it bears.
The Commission asserts that there is nothing worrying in the developments and that the policy course
should be continued as before. Monetary policy should maintain high levels of interst rates and fiscal
policy should continue to place deficit reduction at the top of the agenda.
In our view this has very counterproductive and harmful effects on economic and social developments
in the EU. It will drive unemployment to unprecedented record levels,  further exacerbate existing
inequalities, and deepen the crisis of democratic legitimacy in the EU.

A macroeconomic stabilisation programme

As an alternative to this lack of activity against the recession we propose as immediate measures
- a co-ordinated recovery  initiative for public investment of member states which should be of the
volume of 1% of EU- GNP. These measures would go to various projects according to national
priorities like transport, environmental clean-up, housing or expansion of public services  etc.,
- the financing of this recovery programme through the joint issuance of European securities (Euro-
bonds), the proceeds of which should go to the member countries,
- an accompanying strong further reduction of interest rates by the ECB.

In the medium-term perspective we propose
- a thorough reformulation of the role and mission of the ECB, so as to include full employment as an
objective and making the ECB more responsible to the economic policy discussion,
- a better co-ordination between monetary and fiscal policies by giving the Euro-group an enhanced
status,
- the creation of a federal budget in the dimension of about 5% of EU-GDP in order to make the EU
capable to play a stabilising role in the case of  symmetric shocks and play a redistributive role with
regard to strong and growing disparities throughout the Union.

A social policy of minimum standards and public responsibility

While the EU is inactive with regard to the current recession it continues to push forward a policy of
“modernisation” of the welfare state which we regard as a policy which largely undermines the
European welfare state.
One of the outstanding features of this modernisation strategies is the introduction of  an increasing
number of elements of compulsion into the social security system; the “activating” welfare stete,
though it could be of great use if it concentrated on the creation of attractive job opportunities has
often instead concentrated on exerting pressure upon the unemployed to accept any job regardless of
the payment, work protection and other working conditions linked to it.
Equally critical is the drive to the privatisation of increasing parts of the social security system,
particilarly with regard to pensions and health. In the last instance this means that  the welfare of the
weaker parts of the society is more and more dependent on financial markets instead of being a social
responsibility which is born by a public security system financed by contribitions from all income
sources.

As an alternative to this erosion of the European social model we propose as immediate measures
- the stop of further privatisation of  social security systems,
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- the rejection of workfare in labour market and pension policies,
- the introduction of minimum wages and agreed and co-ordinated measures to prevent wage dumping.

In the medium-term perspective the EU should formulate and implement a comprehensive set of
minmum standards for a European welfare system, as an overall share of national incomes to be
dedicated to social  policies and as a set of differentiated minimum indicators of social policy coverage
for specific areas.

Democratic control of financial markets and introduction of a Tobin Tax

The ongoing endeavors of the EU to create a single financial market based mainly on the issue and
trade of securities neglects the enormous threats, risks and social costs of the American model. They
generate macroeconomic instabilities, very high levels of income and job insecurity and a threat for
democracy. The pressures of financial markets compel governments to a strong commitment for a
rapid growth of asset markets and to the neglect of the impact of this on social conditions.

As an alternative to this destabilising and oppressive policy we propose the introduction and
reinforcement of democratic control over financial markets, which should take the form of strict rules
for public disclosure, fairness and supervision, including higher barriers agains short-term speculation
and regulation of capital flows. In this context we also recommend as a relatively modest measure the
introduction of a currency transaction tax (Tobin-tax) in order to curb financial speculation.

A welfare development Pact in order to restore democratic legitimacy

In our view the EU finds herself presently in a deep crisis of democratic legitimacy. There is an
increasing feeling amongst the population that the main projects of the European Union basically serve
the interests of big capital and not the welfare of the people, and that therefore broad commitment for
European affairs is not justified. This feeling is in many instances not wrong. The Stability and
Growth Pact for instance impedes a policy which would counter the present recession and fight
unemployment, but may be good for financial investors.
As an alternative to the growing divide between the policies of the EU and the welfare of the people
we propose the formulation, discussion and adoption of a new Welfare Development Pact, which
should replace the Stability and Growth Pact. It should formulate concrete welfare objectives in terms
of secure and protected employment, sustainability and equity, and it would use monetary and fiscal
policies as instruments in order to achieve these goals. Such an alternative can only succeed as a
democratic initiative if it achieves a high level of public participation and support and if social
movements develop enough energy to overcome strong resistance from the side of those who benefit
from the present situation.

The European Economists for an Alternative Economic Policy in Europe  is a network of
economists who are critical of the current neoliberal approach to European integration and work on
proposals for an alternative policy with full employment, social welfare, ecological sustainability and
equity as main objectives. The memoranda and activities of the network can be found on the Internet
www.memo-europe.uni-bremen.de
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