





common currency. Note how rapidly production grew after the devalua-
tion. It is of utmost importance not to wait with these devaluations, if
most industrial activities have died out, there will be very little left on
which to base the rebound. Time is of the essence when it comes to free
weak economies of the European periphery from the Euro.

It is also important to keep in mind that an important reasons for the relative
success of Poland is that the country kept an independent currency. Other
reasons for Poland’s relative success seemed to be that agriculture had not
been collectivized, and the relatively large size of the internal market.

Figure 10. How an Overvalued Exchange Rate contributed Importantly to the
Collapse of the Russian Economy 1992-2001. The peripheral Euro countries
are now subject to the same effects of de-industrialization, de-agriculturaliza-
tion, and de-population as was Russia at the time

Source: Reinert & Kattel, 201051

It is import to understand what mechanisms were in place before the
Euro, and it is in this perspective we need to understand the “irresponsi-
bility” of the Southern EU periphery, which appears to be an important
issue in the European Union. As an old Latin Americanist | recognize infla-
tion primarily as a sign of a democracy under stress. Dictators — as
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Stroessner in Paraguay or Duvalier in Haiti — do not create inflation. Infla-
tion is a sign of democracies under stress, democracies which attempt to
please the people by spending more than they have. Indeed, the first
important cases of hyperinflation in Latin America was found in the two
most democratic countries of all, Chile and Costa Rica.

In ltaly, decades of terrorism both from the right and from the left domi-
nated Italian politics during the period Italians call g/i anni di piombo or
the “years of lead (leaden years)”. Highlights of this terrorism were the
killing of Prime Minister Aldo Moro by the left in 1978 and the 1980 mas-
sacre at the Bologna railway station by right-wing political forces. Under
these circumstances — much like in Latin America — social peace could be
achieved only through compromises that necessarily would produce
increased inflation. The government made more commitments than could
be met with domestic resources, given the constraints of the then ruling
Exchange Rate Mechanism. Inflation was, in a real sense, the price of
democracy and peace.

Before EMU (Economic and Monetary Union) was converted into the
straightjacket enforced by the Euro — the “irresponsible” inflationary sys-
tems in Southern Europe took on the same logic as in Latin American
democracies: inflationary budget spending led to falling exchange rates
and to devaluations. In Europe this took place within the ERM. In this way
international “competitiveness” (in the 1992 sense of the word) of the
real economy was saved. Government debt also tended to be issued in
local currency, so government debt was devalued with the currency.

What the Euro did was effectively to plug this very efficient system of
safety valves — of market mechanisms — which adjusted exchange rates
and kept the productive sector of all EU members “competitive” in the
1992 sense: that real living standards could rise regardless of differences
in underlying inflation rates.

6. Separating the Real Economy from the Financial Economy.

And therefore so much of them ought not to be allowed to be applied to other uses that
there should not be engugh left for money. It was this consideration that led Theodoric,
king of Italy (493-526 ), to order the gold and silver deposited according to pagan cus-

tom in the tombs, to be removed and used for coining for the public profit, saying: ‘It was
a crime to leave hidden among the dead and useless, what would keep the living alive’.

Nicolas Oresme, De Moneta, 13586.

52 Years added by this author.



A key element in Western culture has been the prevention of hoarding: in
other words making sure money was circulating, not idle. The quote from
14+ century monetary theorist Nicolas Oresme testifies to the importance
of keeping money in circulation in order to keep the real economy going.
An early expression of it is in the Bible (Mathew 25; 14-30) where ser-
vants are given money (falents), and the servant who has simply buried
the money, instead of putting it in circulation, is severely punished.

An important element in German-language economics has been the sepa-
ration of the financial economy from the real economy. We find this from
Marx to the left of the political axis to the conservative Schumpeter on
the right. Figure 11 below renders Schumpeter’s idea of separating the
money (Rechenpfennige/accounting units) from what you can buy for
money in the real economy (GlUterwelt, the world of goods and services).

The Circular Flow of Economics
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Figure 11. Separating the Real Economy in a Schumpeterian fashion, Giiter-
welt = the world of goods (and services), Rechenpfennige = accounting
units. The EU solution to the financial crisis has been to create more
“accounting units”, inflating the size of the financial sector, but — through
austerity — preventing these newly created accounting units from reaching
the real economy in the form of increased demand for goods and services. In
this way the financial economy goes from working in symbiosis with the real
economy into being a parasite decreasing the size of the real economy.

In good times the financial economy serves as scaffolding for the real
economy, as a bridge in time as Keynes put it. If allowed to grow in ways
that do not positively impact the real economy — by making money on
money without going through production in the real economy — the finan-
cial sector will become like a parasite which grows at the expense of the
real economy. Since the times of Hammurabi, 1.500 BC, societies which



survived have managed to cancel unpayable debt . Bankruptcy, like book-
keeping, was a necessary invention in the early centuries of capitalism,
At the moment the combination of printing new money, which are assets
in the financial sector but liabilities in the real economysa, coupled with
austerity in the real economy appears to be producing the situation Lenin
looked forward to: the last stage of capitalism will be when financial
capital takes the reign. Presumably because the real economy will col-
lapse under the weight of debt and underconsumption.

As | see it, the decision to put bankers — Mario Monti and Mario Draghi
— in charge of the economy was a result of not having understood the
huge imbalances which might be created if the real economy was sacri-
ficed to the interests of banks. With a single-minded focus on preventing
inflation — at all cost — Mario Draghi was elected for an eight-year period,
from 2011 to 2019. It is tempting to compare the length of Mario
Draghi’s term as not publically elected de-facto economic dictator to the
terms of elected officials of early democracies in the lItalian city states.
Officials of the signoria of Florence were elected for two months, and the
ruling council was so distributed between the professions that only one
banker could be a member. Venice’ Council of Ten (Consiglio dei Dieci)
was elected for 6 months at a time.

Also in this case there were warnings. Interestingly enough, Mario Draghi
himself has issued a written warning against monetary power coming into
the hands of the wrong people:

“The currency...is one of those precious institutions which may
become malignant if used to the advantage of organized groups”.

This is an exact description of what happened to the Euro in the hands of
Mario Draghi: the currency is used to the advantage of the financial sector
— of high finance - in the disfavor of the real economy. German fear of
inflation and that country’s obvious short-term benefits from the present
situation increases the power of the financial sector. What is now taking

53 See my article “Mechanisms of Financial Crises in Growth and Collapse: Hammurabi, Schum-
peter, Perez, and Minsky”, in Jornal Ekonomi Malaysia, No. 46 (1) (2012), pp. 85-100, and The
Other Canon Foundation and Tallinn University of Technology Working Papers in Technology
Governance and Economic Dynamics, No 39, 2012. http://hum.ttu.ee/tg/

54 This is one of the basic principles of double entry bookkeeping, a system which macro-
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55 Draghi writes this in reference to economist and first President of Italy, Luigi Einaudi: “La
moneta, nella sua visione (i.e. Einaudi’s), & una di quelle istituzioni preziose che possono pero
divenire perniciose se usate a vantaggio di gruppi organizzati”, Draghi, Mario “Prefazione”, in
Gigliobianco, Alfredo, Luigi Einaudi: Liberta economica e coesione sociale, Collana Historica
della Banca d’ltalia, Bari, Laterza, 2011, p. vii.



place is financial hoarding on a large scale, huge amounts of money are

essentially out of circulation in the real economy. It is time to go back and
. . 56 . .

read Nicolas Oresme and Martin Luther on the subject of hoarding.

In 2008, Francesco Cossiga — Christian Democrat, former Prime Minister
and Former President of Italy — issued another warning by accusing
Draghi of being an evil speculator (vile affarista)”, and rejected the idea
that Draghi had a future in Italian politics because he would “sell off
everything to his American friends”. We assume what was meant was
Wall Street. In a recent book chapter | have contrasted the times, atti-
tudes and policies of Marriner Eccles — who, as chairman of the US Fed-
eral Reserve led the US out of the crisis in the 1930s — and the policies
of the European Central Bank now . The differences are alarming, possi-
bly with an exception for those, like Lenin, who wish the capitalist market
economy to collapse.

But, cui bono? — who benefits from the present crisis? The answers are
very clear: The major beneficiary of the crisis is the financial sector,
which is growing far too big also according to IMF”. When the financial
sector is allowed to print money, they in effect print debt. What is on the
asset side of the balance sheets of the banks is on the liability side of the
balance sheets of the real economy. When bankruptcies are no longer
permitted, the financial sector becomes a parasite shrinking the size of
the real economy.

In the real economy, the only beneficiary is Germany and to some degree
Holland, which gets to keep a large manufacturing sector. On the other
hand, this advantage is shrinking as the purchasing power in the rest of
the EU - important customers for Germany and Holland - is shrinking.

It is remarkable how the European Union seems consciously to copy the
serious mistakes of the German reunification, the Wiedervereinigung. At
the time of the 1990 monetary unification of the East and West Deutsch-
mark the market exchange rate was as low as 4,3 Ostmark to one West-
mark. In spite of this, running wages were converted at an exchange rate

56 See Rossner, Philipp Robinson, “Burying Money. The Monetary Origins of Luther’s Reforma-
tion”, The Other Canon Foundation and Tallinn University of Technology Working Papers in
Technology Governance and Economic Dynamics, No. 54, 2013. Downloadable on http://hum.
ttu.ee/tg/

57 The interview, in the programme Unomattina, is found on youtube in different wrappings.
58 Financial Crises and Countermovements. Comparing the times and attitudes of Marriner
Eccles (1930s) and Mario Draghi (2010s)”, in Dimitri Papadimitriou (ed.), Contributions of Eco-
nomic Theory, Policy, Development and Finance. Essays in Honor of Jan A. Kregel, London,
Routledge, 2014, pp. 319-344.
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of 1 to 1. This of course gave an initial burst of increased purchasing
power in the East, but — in spite of probably being the most high-tech of
the Soviet Block — and in spite of some large relocations eastward, the
technologically inferior East German industry could not survive the cost
shock. In spite of Germany doing all the right things in terms of building
infrastructure, production — and with it people — moved to the West. The
destructive long-term effects of an over-valued currency were obvious,
but still the same mistakes were repeated again and again in the EU. The
alternative to correcting exchange rates is to move people.

It may be argued - as it has — that this way was the only politically fea-
sible. Maybe so, but this is absolutely no excuse for repeating the same
mistake again in the EU periphery. | am not suggesting that West German
economic interests learned an important lesson from how the Wiederver-
einigung killed competing industries in former East Germany and decided
to repeat this strategy by including the European Union periphery in the
Euro — which was originally intended only for strong currencies — but in
fact the very same destructive mechanism was repeated with the very
same destructive results for the economic periphery!

There is — | have argued — a qualitative quantum leap towards the worse
in the philosophy of European integration between the careful and grad-
ual economic integration of Spain, Portugal and Greece, on the one hand,
and the 1 May 2004 integration eastwards on the other. The first integra-
tion was pragmatic, gradual, and Listian; the second was much more
ideological, based on free trade shocks, a product of economists and
politicians who had come to believe in the crude propaganda version of
economics where markets create automatic economic harmony. The
errors created by the ideology of the 1990s now threaten wealth and
welfare all across Europe. Failing to take into account the forces that by
their very nature make economic development into an uneven process,
the Lisbon Strategy becomes merely a list of good intentions which —
faced with the totally unsurprising effects of normal economic gravity —
appear more and more utopian. But the state of denial continues: largely
to the short-term benefits of the financial sector and at considerable long-
term expense to the real economy and to human welfare in Europe.

7. Diversity as the forgotten dimension, with a Note on Kant vs. Fichte.

“How fortunate we are in this regard that there are still so many distinct and separate
German states! What is so often said to be our disadvantage can perhaps work to our
advantage in this important national matter. Perhaps imitation on the part of the majori-
ty, and the desire to get ahead of the others, will bring about something that the tranquil
self-satisfaction of the individual states would not,; for it is plain that the one state
among all German states that makes a start with this will gain a definite lead in the



respect, love, and gratitude of all; it will be the supreme benefactor and true founder of
the nation. It will give the others courage, provide an instructive example, and become
their model; it will remove all reservation that they might still have; it will be the source
of the first teachers and the first textbooks, upon which the others may draw,; and
whichever state becomes the second will have the reputation of having been second”.

60
Johann Gottlieb Fichte, Addresses to the German Nation, 1808.

A key characteristic of the 20+ century was standardization. The need for
standardization was brought about by industrialization: lowering costs
was intimately tied to standardized mass production. The use of stan-
dardized and interchangeable parts had already started with gun produc-
tion during the US Civil War, but the real starting point for mass produc-
tion was Henry Ford’s assembly line. “Any customer can have a car
painted any colour that he wants so long as it is black” was Ford’s mes-
sage in 1909. In 1996 the cult of standardisation in a sense peaked with
the cloning of the first mammal, the sheep “Dolly”, in Edinburgh. In
between US author Ira Levin had produced a thriller, The Boys from Brazil
(1976), where the cult of “sameness” lead to an attempt to clone Hitler.
The IT revolution in the 1990s made much more flexible production pos-
sible, and the need for and cult of “sameness” diminished.

Neo-classical economics — and therefore also economic logic behind the
European Union — come to conform to the standardisation zeitgeist. As
economics Nobel Laureate James Buchanan, already quoted, wrote: ‘Any
generalized prediction in social science implies at its basis a theoretical
model that embodies elements of an equality assumption. If individuals
differ, one from the other, in all attributes, social science becomes impos-
sible.”” Faced with this trade-off between “science” and “diversity”, neo-
classical economics chose the “scientific” path, by in effect making all
human beings (perfect information) and all economic activities (perfect
competition) qualitatively alike. The basic metaphor of economics became
equilibrium, taken from the physics profession of the 1880s.

A great intellectual mystery of the 20+ century is how, on the one hand,
standardized mass production and the concomitant growing importance
of increasing returns to scale under imperfect competition came to domi-
nate economic life in the rich industrialized countries. On the other hand,
sometime in the 1930s increasing returns to scale — the very basis for
standardized mass production — was thrown out of economic theory

60 Fichte, Johann Gottlob, Addresses to the German Nation. Translated, with Introduction and
Notes, by Isaac Nakhimovsky, Béla Kapossy, and Keith Tribe. Indianapolis, IN, Hackett Publish-
ing Co., 2013, p. 141.

61 Buchanan, James, What Should Economists Do?, Indianapolis, Liberty Press, 1979, p. 231.
Italics added.



because it was not compatible with equilibrium’. The logical thing had
ben to throw out equilibrium because it was not compatible with the most
prevalent of all economic “laws” at the time, increasing returns. The
1988 Cecchini report, which made the theoretical case for the European
single market, was heavily influenced by the importance of increasing
returns to scale. Around 85 per cent of the benefits from the single mar-
ket were seen to come from this factor (increasing returns) alone.

The trend towards standardization and ever-increasing size of firms and
organizations was very much the reality of the 20+ century, but not in
economic theory. A theory which assigned increasing returns and imper-
fect competition to industrial activities and diminishing returns and per-
fect competition to agriculture and mining would have contradicted the
overriding paradigm of the need for free trade. As discussed elsewhere,
that understanding — which in practice had been basis for most of Euro-
pean history — slowly died out after its extremely successful reintroduc-
tion with the Marshall Plan.

In 1982 two US economists, Richard Nelson and Sidney Winter, pub-
lished a volume, already mentioned, which would bring back the perspec-
tives of Fichte, as quoted above, An Evolutionary Theory of Economic
Changeea. In the spirit of Schumpeter, Nelson and Winter base their eco-
nomics on metaphors from biology: the market — rather than merely a
machine setting prices — becomes a laboratory where different products
and different solutions compete, innovations become the counterpart of
nature’s mutations, and the end-point is not an equilibrium but rather an
open-ended development where “optimality” (from whatever viewpoint)
is not secured or perhaps not even likely. In this setting diversity becomes
and important asset: the more different approaches available, the better
the outcome is likely to be. This approach was taken over by an OECD
programme — Technology and the Economy - in the early 1990s”, but in
terms of practical influence over the policy of the European Union the
influences of the neo-Schumpeterian wave boiled down to “a laundry list
of good intentions”” not capturing the key differences between econom-
ic activities and, consequently, not the importance of economic structure.

62 For a discussion see Reinert 2007.

63 Cambridge MA, Harvard University Press.

64 OECD, Technology and the economy: The key relationships, Paris, OECD, 1992.

65 Reinert, Erik ‘European Integration, Innovations and Uneven Economic Growth: Challenges
and Problems of EU 2005, in Compaidé, R, C. Pascu, A. Bianchi, J-C. Burgelman, S. Barrios,
M. Ulbrich, I. Maghiros (eds.), The Future of the Information Society in Europe: Contributions
to the debate, Seville, Spain, European Commission, Directorate General Joint Research Centre.
Institute for Prospective Technological Studies (IPTS), 2006, pp. 124-152. Also published in
The Other Canon Foundation and Tallinn University of Technology Working Papers in Technol-
ogy Governance and Economic Dynamics, No 5, 2006. http://tg.deca.ee/eng/working papers/



It is common to see theoretical, historical and practical links between
Immanuel Kant (1724)-1804) and his idea of a cosmopolitan federation
and the formulation of the European Union. In a way the European Union
— disregarding the asymmetrical contexts inside the Union — came to take
over the simplistic view of the cosmo-political “irrational twins”, as Gus-
tav Schmoller called what is now neoliberalism and communism. This
means that the European Union, rather uncritically, faced with increasing
problems argue for “more of the same”. Even Thomas Piketty, who has
convincingly established the increasing gap between wealth and poverty
in the Westss, seems to see no other political solutions than “more of the
same”. This is certainly related to Piketty’s lack of engagement with tech-
nology, the fall of labour unions, and economic power in general.

In his opposition to Kant, Johann Gottlob Fichte (1762-1814) did not see
cosmopolitism as necessarily being the optimal solution. “Fichte sought
to establish that there were no inherent limits on the extent to which a
world of multiple states would come to approximate his humanitarian
ideal, despite remaining a world of states”.” With an asymmetrical eco-
nomic integration tearing the union apart, Fichte’'s is a perspective which
is probably worth re-considering in Europe.

8. The Killer Apps of Capitalism: Ferguson (2011) vs. Reinert (2015).

In his 2011 bestseller Civilization: The Six Ways the West Beat the
Restsg, economic historian Niall Fergusson introduced a set of six “killer
apps” — six ways — Western civilization had beaten the rest of the world.
In this section | briefly compare Fergusson’s success factors — “killer
apps” — with what seems to me a better version of Europe’s historical
success factors.

Fergusson: Killer Apps.

1. Competition. Ferguson compares China to Europe in 1500. He
argues that the Chinese empire remained under an isolationist
regime, leading to little competition among polities. Europe, long
fragmented, encouraged competition and led to increased travel
to seek meaningful opportunities abroad.

2. Scientific revolution. Ferguson claims that breakthroughs in sci-
ence are mostly attributed to European innovations, particularly
in weaponry which allowed military predominance.

66 Capital in the 215t century
67 |saac Nakhimovsky in the introduction to Fichte, op .cit, p. xvi.
68 London, Allan Lane.



3. Property rights. Ferguson believes that the firm grounding in
respect for democracy and property ownership led to successful
economic growth with a government reflective of these ideals.

4. Modern medicine. The West found vaccinations for smallpox and
yellow fever and doubled life expectancies. Many of these vac-
cinations were disseminated in the colonies and seen as impor-
tant matters of public health.

5. Consumer society. In the 18~ and 19 centuries, Britain was a
keen example of an all-encompassing spending society, and
ideas exported to the colonies and also reflective of sweeping
popularity of Western clothing.

6. Work ethic. Ferguson directly attributes hard work to the rise of
Protestantism, which stressed hard work, saving, and reading.

Reinert: Key Success Factors of the West; Renaissance and Enlightenment.

1. Knowledge for the sake of knowledge (Veblen's idle curiosity).
Duty to Invent. “The da Vinci Gene”.

2. Magna facere and Emulation. That production did not stop when
the family’s needs were met is a key element distinguishing
capitalism from other economic systems (Werner Sombart).
Bologna from 12 century: competition by building towers rather
than plain war. Hirschman’s The Passions and the Interests.
Trade as war by other means in a game of emulation between
states (also in war and luxury)

3. Virtue and Instinct of Workmanship. Capitalism required three
fictitious commodities: ownership to land, labor as a commodity,
and money (Polanyi). Civilizing this system required virtue.
Florence: Leon Battista Alberti, USA: Benjamin Franklin. Taming
predatory instincts (Veblen) and the Gordon Gekko gene as a
necessary foundation for capitalism and the basis for Rule of
Law and for aligning the vested interests of the individual with
the interests of society at large. Transparency and book-keeping
(partita doppia, Luca Pacioli).

4. Individualism balanced with an understanding of a ben commune
(Veblen’s parental bent). “The Golden Rule”. Standards. In con-
trast to feudalism, where money was made clinging to inherited
property rights, a Schumpeterian dynamic was introduced in
which the only way to continue making money was to innovate
(“this is how fast you have to run here in order to stand still”,
as one of the characters in “Alice in Wonderland” explains).
Frequent financial crises killed idle capital.

5. Huge Diversity of States and Approaches / Balance of counter-
vailing powers (Montesquieu, Galbraith). Florence: Composition
of la signoria (never more than one banker). John Najemy: Anti-



Magnate. Venice: anti-corruption policies, “circulation of elites”
and of public offices, Doge as one not seeking power.

6. Anti-feudal & pro-manufacturing policies gave rise to increasing
returns and a large division of labour which made the growth of
cities and generalized welfare possible (Giovanni Botero 1588 as
early theorist). Anti-speculation / anti-feudal. Spain 1520s: “War
of the Comuneros”: the wrong guys won.

9. Conclusion. Jean Monnet’s own metaphor as the EU being like
the Kon-Tiki raft.

People who came to see me in Luxembourg were intrigued to see on my desk the photo-
graph of a strange raft. It was the Kon-Tiki, whose adventure had thrilled the whole
world, and which for me was a symbol of our own. ‘Those young men,’ | explained to my
visitors, ‘chose their course, and then they set out. They knew that they could not turn
back. Whatever the difficulties, they had only one option — to go on. We too are heading
for our objective, the United States of Europe; and for us too there is no going back’.

Jean Monnet, Memoirs, London, Collins, 1978, p. 524.

This report has emphasized the importance of the basic metaphor which
underlies the socio-economic narrative as glue — as a social contract -
which at any time holds the European Community together. | have argued
that the European Union — especially after the 1989 Fall of the Berlin Wall
and the 1992 Maastricht Treaty — gradually left the Marshall Plan Narra-
tive which had dominated the post WW Il period and took on the underly-
ing logic of neo-classical economics, a kind of economics based on a
notion of equilibrium — essentially of a situation where nothing happens
— taken from the physics science of the 1880s, a metaphor which the
physics profession itself discarded in the early 1930s. As | see it using
metaphors from dead matter — physics — as the sole metaphor for a living
society will not function well. If you want to explain a butterfly to some-
one who has never seen it, starting the explanation by referring to a stone
or other dead matter is not a good idea.

An additional problem with neo-classical economic theory is that there is
no room for society — Gemeinschaft/Community — in the theoretical edi-
fice. Theory is solely based on individuals. Most people are not aware that
when Margaret Thatcher uttered her perhaps too-often quoted phrase
“there is no such thing as society”, she was essentially only restating one
of the core assumptions of neo-classical economics.

Compared to neo-classical economics the above metaphor and symbol
chosen by the father of the European Project, Jean Monnet, for his proj-
ect is a very different and very dynamic one. Essentially Monnet says that



with Europe as with the Kon-Tiki raft “there is no turning back”. Clearly
there were moments in EU history where decisions were made without
the full consequences of these decisions having been evaluated. | recall
e.g. the uncertainties around the handling of Value Added Tax across the
single market. But the decision had been made and — as with the raft —
there was only one way ahead. Monnet’s Kon-Tiki metaphor and the
mentality which has driven the European project brings to mind the words
of Spanish poet Antonio Machado Caminante, no hay camino, se hace
camino al andar / Traveler, there is no path. A path is made by walking.
This approach appears as charmingly romantic, but also irresponsible
when we — as we do — have centuries of human experience that could
show us that better roads than the one presently travelled by the Euro-
pean Union are indeed possible.

A noble goal + improvisations served Europe well over a long time, but
— as | see it — no longer. The present policy challenges what is basic
economic gravity on too many accounts. Probably the most destructive
one is that what has functioned as the basic rule for successful capitalism
since the Enlightenment has been broken; i.e. lining up the private and
public interests so that private money is made in a way that increases the
size of the publicly available pieeg. Now - i.e. in the case of Greece - the
financial sector is making huge profits by actually shrinking the Greek
economy.

Jean Monnet’ use of the Kon-Tiki raft as a symbol and metaphor for the
EU is interesting and telling for the man and his European project. In 1947
— the year the Marshall Plan was announced - five Norwegians and a
Swede crossed the Pacific Ocean from Peru to Polynesia on a raft made
from balsa wood. Their leader, Thor Heyerdahl, wanted to prove that
prehistoric migration from South America to Polynesia was possible.

It is certainly true as Monnet writes that the Kon-Tiki adventure had
thrilled the whole world. Heyerdahl’s book was translated into almost 70
languages, and the documentary movie won an Oscar in 1951. The story
of the adventurers struck a cord in post WW Europe, and indeed both
Heyerdahl himself and some of the other Norwegians had been active in
the wartime resistance. The peaceful adventure was an antidote to the

69 As Milanese economist Pietro Verri put it in 1771: ‘Because the private interest of each
individual, when it coincides with the public interests, is always the safest guarantor of public
happiness’ (italics added). By excluding society and ‘public interest’ as a unit of analysis, neo-
classical economic theory has effectively removed the part of sentence we have put in italics.
“Greed is good if it results in greater production” has been converted into “all greed is good”.
For a discussion of this, see Reinert, Erik S. ‘Civilizing capitalism: good and bad greed from the
Enlightenment to Thorstein Veblen (1857-1929)’, real-world economics review, issue no. 63,
25 March 2013, pp. 57-72, http://www.paecon.net/PAEReview/issue63/reinert63.pdf



horrors of war,70 what the two had in common was the element of con-
siderable risk.

In his foreword to Monnet’s memoirs Roy Jenkins, President of the Euro-
pean Commission and the time of publication, says “One of his mottos has
been: If you wish to get your way at a difficult meeting, always be ready
with a text; allow it to be amended, let the corners be rounded off, but pre-
serve the core.”’ As with the men on the raft, the art of improvisation was
a necessary one for Monnet. He seems to have been a master of high level
improvisation also in his private life. At the age of 41 he fell in love with a
22-year-old Italian painter Silvia Giannini, who had recently married an
employee of Monnet. Since divorce wasn’t allowed in most European coun-
tries, Silvia and Jean Monnet met in Moscow. In order to obtain a divorce
for Silvia, Monnet arranged for her to obtain Soviet citizenship, and she
immediately divorced her husband and married Jean Monnet. When Silvia’s
husband tried to get custody over her child, Silvia took refuge with the child
in the Soviet consulate in Shanghai, where they were living at the time. This,
one must say, are acts of improvisation by a very resourceful person.

Another similarity between Monnet’s European project and the Kon-Tiki
expedition was an extreme optimism, which for the men on the raft bor-
dered on recklessness. The sailors on the Kon-Tiki raft did not have much
knowledge on how to steer the raft. They essentially just followed the
currents. The vessel had been built based on drawings from the chroni-
cles of the first Spaniards who arrived in Peru after the conquest. The
drawings had shown five solid planks unevenly distributed as keels to the
raft. Their purpose was not completely clear, but they were dutifully put
in place. “Not till we were far out on the ocean did we discover the Incas’
simple and ingenious way of steering a raft”” By raising and lowering the
centerboards the course of the raft could be changed without the use of
the primitive steering oar.

The Kon-Tiki men learned navigation as they sailed. The EU did the oppo-
site: the Marshall-Plan Narrative which had started out the process — the
understanding of the role of manufacturing industry and increasing returns
which was still there in the 1988 Cecchini Report — disappeared during
the triumphalist end-of-history narrative that followed the 1989 Fall of the
Berlin Wall. Maastricht 1992 was too close to 1989, and it shows in the
treaty: basically the only worry was inflation. What followed was neoclas-
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sical economics with all its deficiencies — not seeing the qualitative differ-
ences between economic activities, not seeing that the wrong kind finan-
cial greed can actually shrink the economic pie, and not separating the
financial sector from the real economy as the most important ones — and
added to that a shallow innovation-based narrative, what | in 2003 called
“a thin Schumpeterian icing on a solid neoclassical economic cake”.

After 101 days at sea, the Kon-Tiki was virtually destroyed on the reefs
of the island of Raroia. Miraculously no one was killed. If we hang on to
Monnet’s use of Kon-Tiki as a symbol for the European project, the
periphery of the EU is approaching its own reefs of Raroia. Letting the
peripheral countries in need be allowed to default on debt which in reality
is unpayable, and letting them out of the Euro straightjacket would no
doubt lessen the impact of the reefs and allow these countries to go on
without having their economies devastated.

Monnet's strategy long served well, but now the core is no longer healthy.
As | see it, the intuitive mostly well-meaning gut feeling of “more integra-
tion” is not going to do the job. It is likely that if Monnet himself had been
here, he would have seen that this strategy is in danger of becoming a
new version of Chamberlain’s vain “Peace in Our time”: wishful thinking
void of any understanding of the potent forces at work. The post-WW I
goal of symmetrical economic dependence was abandoned in favour of
what is degenerating into a colonial-like asymmetrical dependency inside
the Union. The republican ideal of freedom as the absence of arbitrary
power, from the point of view of e.g. Greece, has today degenerated at
best into democracy as the “dictatorship of the majority”, at worst into a
plutocracy where the states with the highest surplus on their balance of
payments (the countries which should have been forced to revalue, e.g.
Germany and the Netherlands) are getting richer at the expense of the
countries that should have been allowed to devalue. Keynes idea from
Bretton Woods of taxing the nations with high surpluses towards the rest
of the world is one that could be resurrected in Europe.

Not until now has the EU project ever been close to a zero-sum game.
Financial capitalism is at the helm at the expense of production capital-
ism, and while the European Central Bank is printing debt — what is on
the asset side in the balance sheets in the financial sector is on the liabil-
ity side in the real economy — policies of austerity choke the demand side
of the real economy. By not allowing the country to utilize one of the
oldest institutions of capitalism - bankruptcy and default — the Greek
economy appears to experience the economic version of what in medicine
would be to bleed to death. One would wish economists had an equiva-
lent of the Hippocratic Oath. In the end Kant’s noble ideals of perpetual



peace, reflected as they are in the EU philosophy, are — for perfectly
rational reasons — degenerating into what his colleague Fichte called
Fremdenhass — extreme xenophobia — as the result of an unbalanced and
asymmetrical economic integration. At the same time the diversity that
Fichte saw as being so useful is lost. The common interest — the Gemein-
schaft — that held the European Community together is lost in fights over
zero-sum games and over a pie which is shrinking for the majority. That
the pie is deliberately shrunk though austerity in the real economy,
instead of allowing default in the financial economy, testifies to the
degree to which this loss of community in Europe is self-inflicted.

The richness of Europe has always been its diversity, in climates, in cul-
tures, in languages, in ideas, in food. Early on in European history the
physical proximity of very diverse ecological areas and niches was key to
its growth and development.n As we have quoted Fichte earlier in this
document, the diversity of ideas — the emulation between a multitude of
states with different ideas, laws, and rules — was a key to Europe’s suc-
cessful development. On the other hand, the single centralized govern-
ment and the lack of diversity in Imperial China clearly contributed to the
fall of that Empire”. The European Union today seems to strive to emulate
Imperial China just before it collapsed.

The present EU narrative — like neo-classical economics on which the
project now builds — is a typical 20~ century narrative where the goal is
standardization rather than diversity, where the spirit of the time between
Henry Ford (1909) and the cloned sheep Dolly (1996) dominates the
imagination. This philosophy rules standardized cucumbers to standard-
ized currency and research programmes. This narrative is passé. A more
fitting image and symbol for our days would be the enormous diversity of
nature as an ideal to strive for. The Marshall Plan’s alternative to distrib-
uting funds or to force masses of people to move — to move 25 million
people out of Germany in 1947 — was to redistribute production and cre-
ate a diversified economic base in every country. That strategy is still
available. In contrast to balsa rafts helplessly drifting with the currents,
in terms of discarding dysfunctional theories and narratives there is
indeed a turning back. Two starting points would be a) to resurrect bank-
ruptcy of sovereign states and b) free the European Union periphery from
the retrogressive effects of the Euro.
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