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Time went on in Coketown like its own machinery: so much material wrought up, so much fuel consumed, so many powers worn out, so much money made. But less inexorable than iron, steel, and brass, it brought its varying seasons even into that wilderness of smoke and brick.

Charles Dickens, Hard Times for These Times

It is likely enough that, rooted in the woods of France and Norway, there were already growing trees, when that sufferer was put to death, already marked by the Woodman, Fate, to come down and be sawn into boards, to make a certain moveable framework with a sack and knife in it, terrible in history. It is likely enough that in the rough outhouses of some tillers of the heavy lands adjacent to Paris, there were sheltered from the weather that very day, rude carts, bespattered with rustic mire, snuffed about by pigs, and roosted in by poultry, which the Farmer, Death, had already set apart to be his tumbrils of the Revolution. But that Woodman and that Farmer, though they work unceasingly, work silently, and no one heard them as they went about with muffled tread; the rather, forasmuch as to entertain any suspicion that they were awake, was to be atheistical and traitorous.

Charles Dickens, A Tale of Two Cities

We see, the Lawes of other Common-weals to alter with occasions, and even those that pretended their originall from some Divinity, to have vanished without trace or memory.

Thomas Browne, Religio Medici
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Introduction

Disruption


The Covid pandemic hit after a decade of fierce disruption. As 2019 turned into 2020, a sense of democratic fragility was near pervasive in North America and Europe. The House of Representatives impeached Donald Trump for soliciting interference from the Ukrainian president to discredit his eventual opponent in the upcoming election. In Britain, the three-and-a-half-year political contest over whether the Brexit referendum result would be upheld came to an end with a decisive victory for the Conservatives in a winter general election. But Boris Johnson’s new government began the new year confronting a Scottish secessionist cause furnished with the devastatingly simple argument that Scotland was being forced out of the European Union (EU) against its will. In the German state of Thuringia, the regional Christian Democrats temporarily joined with the far-right party Alternative für Deutschland to elect a new government, an occurrence described by the German chancellor, Angela Merkel, as ‘unforgivable’ and a ‘bad day for democracy’.1

Geopolitically, turbulence appeared writ large. In January 2020, the American and Chinese governments were bringing a near two-year trade war to an end. But mass protests in Hong Kong and legislation passed by the US Congress over the city were augmenting Sino-American tensions. Meanwhile, from Syria in the north to Yemen in the south, the Middle East was rife with conflicts. Some exposed long-standing rifts within NATO. In the autumn of 2019, President Trump tried, for a second time, to withdraw American troops from Syria, allowing Turkish soldiers to advance into the north of the country. Furious at this Turkish action and at Trump for enabling it, the French president, Emmanuel Macron, proclaimed that ‘what we are currently experiencing is the brain death of NATO.’2 Soon, Merkel distanced herself, insisting that ‘from a German perspective NATO is…our security alliance.’3 On 3 January 2020, Trump unilaterally ordered the assassination of the head of Iran’s foreign military operations in retaliation for an attack by Iranian-backed Iraqi militias on the American embassy in Baghdad. Putting aside their rows over Britain’s imminent departure from the EU, Johnson, Macron, and Merkel issued a joint statement saying that there was ‘an urgent need for de-escalation’.4 Frenzied political and media commentators asked if the third world war was about to begin.

Economically, nearly everywhere over the winter of 2019–20, the prospects for growth were worsening. After three years of trying, the American Federal Reserve—the American central bank—had given up on returning policy to anything approaching monetary normalcy. In September 2019, the overnight money markets where banks borrow from each other froze, as they had first done in August 2007 at the onset of the 2007–8 financial crash. Without quite acknowledging that it was doing so, the Fed turned back to the practice of creating money to buy assets—what is known as quantitative easing (QE). Two months later, the European Central Bank (ECB) resumed its QE programme while still waiting for a long-delayed decision from the German Constitutional Court on the policy’s legality in Germany. Even China, which had done much to drive the world economy for a decade, was experiencing significantly slower growth.

In the energy sphere, the world appeared at a turning point. For the first time since 2009, annual world oil production fell. The gap between oil consumed and oil produced reached its highest level since 2007, when prices were hurtling towards a final peak of $150 a barrel. The credit conditions that followed the 2007–8 crash drove a flood of capital into the American shale oil sector. But now, as pressure for action on climate change accelerated, investors were deserting American and European oil companies. What, a decade earlier, would have been perceived as a medium-term disaster for oil was now seen as promising evidence that the world was on a three-to-four-decade path away from fossil fuels to green energy.

It was into this extensive turmoil that the Covid-19 emergency arrived. While it had its own extraordinary effect, it also acted as a window on the decade of disruption that preceded it. Over the course of 2020, many of the fault lines that had already done so much to shape the 2010s shuddered again.

There is no singular explanation of the disruption. Nonetheless, a good number of its causes were interactive in their effects. Take Brexit. It had a particular history in Britain’s democratic politics, Britain’s absence from the euro, and the EU’s unbending constitutional order. But it was also a product of wider changes that on the surface were separate from it. When oil prices surged in 2011, the Fed and the Bank of England did not respond. The ECB, by contrast, raised interest rates twice. While the British economy continued its recovery, the Eurozone plunged back into recession. For the next few years, Britain became an employer of last resort for the Eurozone’s southern members while, under Mario Draghi’s leadership, the ECB endeavoured to find a means of running an asset-purchase programme that the German Constitutional Court might tolerate. By the time Draghi had persuaded Merkel he had one, David Cameron was at least halfway to concluding he should promise the British electorate the chance to vote on leaving the EU. Then, just as the British prime minister was preparing to hold that referendum, the Syrian refugee crisis made Germany’s outsized influence within the EU overt to the voters whom he needed to persuade that Britain should continue with the status quo.

Like Brexit, Donald Trump’s successful electoral insurgency in 2016 had a particular history, this time in the long-term fractures in the American republic. But it also occurred in a geopolitical context connecting the United States’ re-emergence as the world’s largest oil and gas producer to China’s post-2015 industrial strategy to the return of Russia to the Middle East. In part, Trump triumphed electorally by asserting to American voters that where the United States was strong its power was not being used and where it was weak it was trapped. What became the geopolitical choice in the 2016 election had a structural logic: in a world in which China and Russia were moving closer together, a confront-China candidate in Trump stood and won against a confront-Russia candidate in Hillary Clinton.

Trump’s presidency then served as its own destabilizing force. In starting from the overt premise that Beijing was a strategic rival, it made the Sino-American economic relationship a matter of immediate geopolitical contest, with sharp ramifications for Europe and NATO. But while it prioritized the Chinese technological threat over the Russian military one in the Middle East, the Trump administration also used the American shale boom to confront Russian gas exports to Europe more aggressively than its predecessors. In the face of this overall reorientation of American power, the European countries were left at sixes and sevens, not just with Washington, but, as Merkel’s rebuke of Macron over NATO indicated, with each other.

From the beginning, the geopolitical turbulence that made Trump’s election possible rebounded back into American democratic politics. Before it even began, the legitimacy of his presidency was contested: some of his opponents were convinced that he was a quite literal product of geopolitics. The unproven allegations that, as Hillary Clinton charged, he was Vladimir ‘Putin’s puppet’ formed the basis of the Mueller inquiry into Russian interference in the 2016 election.5

But the contested legitimacy of Trump’s presidency went well beyond a projection of resurgent Russian power into the White House, or Trump’s boorish disregard for the real and symbolic gravitas of the office. It reflected the fact that a significant number of Americans were unwilling to accept that the 2016 election had settled who the president was for four years. In a more dramatic and dangerous form, the same problem reappeared during the 2020 election, culminating in Trump’s demand that his vice president invalidate Congress’ certification of the Electoral College results and the violent mob attack on the US Congress on 6 January 2021. What is presently missing in elections in the American republic is what no democracy can function without: losers’ consent.

Much has been written and said about the disruption of the last decade. This has often been framed around a populist nationalism, its relation to the 2007–8 economic crash, and the fall of a purportedly liberal international order.6 But at the systematic level much remains unexplained, not least because energy has largely gone unrecognized as an important cause of the geopolitical and economic fault lines at work.

Casting the pre-pandemic decade as a populist revolt facilitating a return of nationalism has been particularly misleading. Historically, democracy and nationhood have been bedfellows. If the whole idea of national citizens living under common political authority with some sense that they constitute a people is considered only an alien, populist intervention into democracy, the predicaments that always confront representative democracies cannot be understood. As the sharpest early-twentieth-century observers of representative democratic politics saw, the move to full-franchise democracy and nationalism belonged to the same political moment.7 Seen from this historical perspective, the weakness of losers’ consent in the American republic hinges on the fact that American nationhood has been diminished without the need for it disappearing while the political conditions that might make an alternative, more inclusive, American nationhood possible do not seem to exist.

Laments for the breakdown of a once liberal international order betray the same ahistoricism. Structural changes around energy and finance always bring tumultuous geopolitical consequences. The post-war monetary regime constructed at Bretton Woods was anchored in the dollar and conceived by its American architects as a source of American power. It dovetailed with the fact that the United States was the world’s largest oil producer and could sharply circumscribe how West European states were able to manage their oil dependency on the Middle East. As the American economy too became reliant on foreign oil imports, President Richard Nixon unilaterally ripped up the entire Bretton Woods exchange rate system over a weekend at Camp David. Now, we live in a geopolitical world shaped by another monetary and energy transformation in the second half of the 2000s, the consequences of which are still playing out a decade later as a green energy revolution is beginning.

In a search for a comprehensive explanation of the last decade’s disruption, this book starts from the premise that several different histories are necessary to identify the causal forces at work and a conviction that these histories must overlap. Certainly, there are specific factors that account for the distinctive impact of this disruption on individual democracies, especially for the American republic. Nonetheless, the present disruption can be understood as originating in a set of structurally driven shocks, the effects of which have cascaded from one place to another and between the geopolitical, economic, and domestic political spheres.

A number of large-scale shifts over the past decade explain the causal interaction. The world’s economic and political geography is being recast. From the 1980s, industrialization in Asia and computer technology created an economic space that connected North America and Western Europe to the more prosperous parts of Asia. But a simultaneous Chinese infrastructural turn towards Eurasia and to technological competition with the United States has diminished that cross-oceanic economic space. As Eurasia takes an overt post-imperial economic form, the effects of a development in any part of the world’s one supercontinent reverberate across it. The weakening of a broader Atlantic-Pacific world economy has constituted a shock to the world’s most powerful state. As it occurred, the United States also simultaneously became the world’s largest oil and gas producer and saw its bid to remake the energy-rich Middle East into an American sphere of influence break down. Both American strength and American weakness have destabilized the Middle East and Turkey, making Europe much more politically vulnerable to events in its south-eastern neighbourhood.

By unsettling the balance of political power within a country, geopolitical upheaval will always have an impact on domestic politics. In Europe, this dynamic has singular consequences since the issue of where the political authority to respond to such change should lie is still subject to fierce political contest. The EU is a union of nationally organized democracies that is reliant on an outside power for external security and to legitimate itself in part appeals to the idea that the nation state is archaic. This external dependency and internal mutability leaves both the EU itself and its constituent member states extremely open to disturbance from geopolitical change.

Meanwhile, the post-2008 monetary environment has weak shock absorbers and is a further source of connective instability. It allows for historically high levels of peacetime debt at historically low levels of interest. This situation has proved particularly destabilizing for the Eurozone, which having been rigidly constructed in a radically different world took considerable time to adapt. In the interim, the Eurozone exported its structural problems into the wider EU.

The interaction between the geopolitical and monetary domains amplifies the effects of what is happening in each. Most directly, the debt-driven American shale boom challenged Saudi Arabian and Russian energy power, unsettling both the Middle East and Europe. Central bank financing for debt, meanwhile, allowed for geopolitically destabilizing changes like Brexit to occur unconstrained by financial market panic. Since the present monetary world enhances American financial power, monetary policy is also now more geopolitical than it has been in some time. The Federal Reserve determines which states have access to dollar credit at times of crisis, and its decisions about interest rates and QE constrain all other economies. This dynamic is a strong countervailing movement to the disintegrative pressures around the old Atlantic-Pacific economic space. As such, even as China’s power grows in other respects, the monetary sphere is a source of weakness for China, the consequences of which have spilled over into Europe.

In charting this world, the book’s first history is geopolitical and it centres around energy.8 It starts with the rise of the oil- and capital-rich United States as a geopolitical power during the period when oil began to replace coal as the energy base of military power. This change shaped a contest during the First World War between the European powers to control the fading Ottoman Empire just as Britain and France became financially indebted to the United States. Conflicts around how European countries could secure oil in relation to American financial power were fundamental to the subsequent interwar European crisis, and American oil and money were pivotal to the outcome of the Second World War. After the war, Western Europe was reliant on a hierarchical security alliance with the United States in the form of NATO and oil imports from the Middle East. But from the start, the Middle East and Turkey bedevilled NATO, making Western Europe also dependent on Britain’s fading imperial power around the Persian Gulf. From the 1970s, what had been primarily a European foreign energy dependency problem became an American one too, at just the time when Britain withdrew from the Middle East. What followed from these cumulative difficulties set the NATO states on different and divisive paths in regard to all of the Soviet Union, Turkey, and the Middle East.

In their own right, the Cold War years left a lasting legacy. Now, the consequences are playing out in a world in which what China does is much more consequential. Where oil and gas are concerned, the United States has acquired the capacity for more energy autonomy than at any time since the 1960s, and extreme American financial leverage complements this power. This renewed American strength became an agent of geopolitical havoc in the Middle East. It also made China’s dependency on foreign oil pivotal in oil markets and gave Russia a serious rival in exporting gas to Europe. This American–Russian competition has pressed against the post-Cold War fault lines around Ukraine and the longer one around Turkey. Since China is both the world’s largest carbon emitter and already has large-scale advantages in renewable energy as well as the metals on which it depends, green energy is now a second source of geopolitical instability running concurrently with that generated by fossil fuel energy.

The book’s second history is economic. This is a story of monetary, financial, and, again, energy upheaval. It begins in the early 1970s when the Bretton Woods system broke down, under the pressure of dollar banking markets in Europe, and Western countries were hit by high oil prices delivered by Middle Eastern producers.9 The ensuing difficulties in Europe eventually led to the creation of the euro. By the late 1990s, the monetary, oil, and financial environment had settled into a more benign form, and China’s integration into the world economy was deepening. This precipitated a new set of shocks at the same time as oil supply problems returned and the risks around internationalized dollar banking accelerated. In trying to manage these new problems, Western central bankers set off a chain of events that produced multiple economic crashes in 2007 and 2008.

The policy responses in the United States, the EU, and China remade the world economy again. Everywhere, the accumulation of debt ensured that there could be no return to the past. The Fed presided over a credit environment in which debt was extremely cheap, and it acted as a lender of last resort to large banks in other countries. The Eurozone crisis destabilized the relationship between the EU and the Eurozone, unravelling Britain’s membership of the EU. The ECB’s eventual transformation has left the Eurozone in political limbo. As the last decade progressed, China’s economy grew in importance for the world economy, especially for Europe. But it has also been seriously constrained by the Fed’s new power and a backlash against Xi Jinping’s bid to turn China into the high-tech manufacturing superpower. Under these competing pressures, the world economy has become a site of sharper geopolitical conflict.

The book’s final history is about democracies. Representative democracy has come to be perceived in Europe and North America as a stable and superior structure for collective political life. But representative democracies, like all other forms of government, are prone to becoming unbalanced through time as the geopolitical and economic conditions in which they were established change. They have also been historically reliant on an idea of nationhood that is as potentially destabilizing as it is necessary.

These vulnerabilities were evident from representative democracies’ beginnings, especially in the American republic. They have often manifested themselves at times of economic crisis around debt. While, during the Depression of the 1930s, a number of European democracies fell, in the United States, Franklin Roosevelt’s New Deal reconstructed democratic nationhood as shared economic fate. Although this endeavour was compromised by American racial politics, it set a general template for reforming democracies to save them. After the Second World War, Western European governments also started from the assumption that in the name of democracy the state should take responsibility for a national economy, allowing them to finance what democratic states spent through taxes rather than international borrowing.

The geopolitical and economic changes of the 1970s started to unravel this form of democratic politics. Fiscally, governments became more dependent on international capital markets and less dependent on their citizens. Open international capital flows and new trade agreements made it easier for North American and European manufacturing corporations to offshore jobs to countries where labour costs were lower, and highly internationalized financial sectors concentrated wealth more intensely. Everywhere, democracies became from the 1990s increasingly unresponsive to democratic demands for economic reforms that would increase the return to labour.

Under these conditions, democracies became particularly susceptible to their plutocratic tendencies and more difficult to reform. In the case of the American republic, this turn fuelled wider conflicts around democratic citizenship. In the EU, monetary union and a proliferation of treaties hollowed out the stakes at national elections and eroded the EU’s democratic legitimacy. Sharp differences emerged between the European democracies and the American republic, which have manifested in distinct forms of disruption over the past decade on each side of the Atlantic. Only in the United States has losers’ consent to elections so overtly broken down. Only in France are the old political parties so weak that they struggle to compete in elections; nowhere else has as persistent a protest movement as the Gilets Jaunes taken to the streets.

The book’s three histories are anything but exhaustive, either in themselves or as an explanation of the present political disruption.10 The analytical history offered is synthetic interpretation and privileges the schematic over forensic detail. When it comes to democracy, the book has a circumscribed focus on the United States, the long-standing EU members, and Britain. In putting considerable weight on material conflicts and geopolitical power rather than culture or religion, I do not wish to suggest that the political world is reducible to the material realm. Indeed, I emphasize time as a source of instability in democracies precisely because material explanations do not suffice. Since the liberal assumption that history was moving an ever more prosperous and democratic world away from religion was erroneous, there is a very important story to tell that is missing in this book about the political ramifications of the religious and cultural experiences of Europe and North America through the twentieth and early twenty-first century.11

Perhaps jarringly, at a time when climate change is an urgent reality, the book also makes two fossil fuel energies central to two of its three histories and a part of the third. If it is not quite true, as the physicist Geoffrey West quipped in his popular-science book Scale, that ‘it’s all energy, stupid’, twentieth- and early twenty-first-century economic and political history is impenetrable without understanding what has followed from the production, consumption, and transportation of oil and gas.12

In understanding the path from the past to the present, oil has a particular significance. Since it powers ships and aircraft, it is the energy source on which military power rests. Oil is also fundamental to daily life as we know it. The food chain, from the fertilizers and pesticides used in commercial agriculture to the distribution of supplies in trucks across land and ships across the seas, depends on oil. Petrochemicals that are obtained from oil are indispensable components of plastic and medical equipment. Problematically for green energy ambitions, they are also presently required to manufacture solar panels, batteries, and electric vehicles.

Hopes for a different energy future cannot attenuate oil and gas’ present significance. Quite evidently, oil and gas were important causal factors in the last decade’s disruption. In the same way, the politics of this decade will be quite incomprehensible outside the drive for green energy. When energy is the underlying material basis of any civilization, the significance of changes in energy should be self-evident.13 Thus far in human history, economic development has been a function of using more energy.14 At the centre of the present bid for a green energy is an attempt to change this long-standing relationship through new technologies.15

Any analysis that brings together energy and politics runs into a temporal disjuncture. The turn in the industrial revolution to using stored ancient sunlight as an energy source effectively reset economic and ecological time, destabilizing human beings’ relationship to the biosphere and making economic life dependent on ever more technological innovation against a backdrop of resource depletion with no a priori guarantee of success.16 But this transformation also left much about politics as a site of collective material and cultural conflicts in place. If energy were anything like a sufficient explanation of the past decade’s political disruption, some of the second part and most of the third part of this book would add little. But politics causes its own problems. It too is burdened with a version of the entropy that occurs whenever energy is made usable: the attempt to establish and maintain political order necessarily produces the seeds of future disorder.
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The Age of Oil Begins


In May 2018, Donald Trump announced that the United States was withdrawing from the Iran nuclear deal presided over by Barack Obama. In reinstating sanctions against Tehran, Trump denounced the agreement as a betrayal of American power, charging that ‘at the point when the United States had maximum leverage, this disastrous deal gave this regime…of great terror many billions of dollars’, allowing ‘the dictatorship…to build its nuclear-capable missiles, support terrorism, and cause havoc throughout the Middle East and beyond’.1 Trump’s action invited confrontation not just with Iran but with Britain, France, Germany, the European Union, and China, which, along with Russia, were all party to the agreement. The new American sanctions included extraterritorial provisions designed to curtail their trade with Iran too. By 2019, the United States had successfully sanctioned Chinese firms for transporting Iranian oil and China’s Iranian imports fell significantly. The EU pursued means for conducting financial transactions with Iran beyond the reach of the sanctions. But European firms’ reliance on access to the American banking system to make dollar payments rendered it near impossible for the European energy companies to work in Iran’s energy sector.

Trump called this unilateral display of American power ‘maximum economic pressure’.2 But Trump’s action invited an Iranian military response in the Persian Gulf that revealed the brittleness of American military power in the Middle East. As it lines the eastern shore of the Strait of Hormuz—the narrow body of water connecting the Persian Gulf to the Indian Ocean down which around 20 per cent of the world’s oil supply travels each day—Iran has the potential to inflict serious damage on the world economy. Fearing imminent Iranian interference with shipping, the Trump administration increased the American naval and air presence in the Gulf and the Arabian Sea. But when, during the summer of 2019, Iran shot down an American military drone over the Strait, seized a British oil tanker in the Strait, and then attacked, either directly or via proxies, Saudi Arabia’s oil processing facilities at Abqaiq—where up to 7 million barrels per day of oil are stabilized—no American military response came.

Meanwhile, NATO’s deep disunity on all Middle Eastern matters was conspicuous. When, that July, the Trump administration suggested a NATO joint surveillance operation in the Strait, the European NATO states rebuffed the idea. After Iran seized the British-flagged ship, the British government advocated for a European naval mission to protect tankers. But with EU discussions still ongoing, Boris Johnson replaced Theresa May as British prime minister, and quickly ordered British naval ships to join an American-led mission. Even after Britain left the EU in January 2020, the EU remained divided. That month, the French government, with political support from eight EU states, announced that a European Maritime Surveillance Mission would operate in the Strait. But the German government was unenthusiastic and offered no ships or planes to the mission.3

It is the Middle East’s oil and gas reserves that makes the Persian Gulf the site of these geopolitical fault lines. In their origins, they go back to the early twentieth century when the energy age of coal became the energy age of coal and oil, fundamentally changing Eurasia as a geopolitical space as well as the relationship between Eurasia and the Western Hemisphere. In the age of coal, Western Europe benefited from what world historian Kenneth Pomeranz has aptly called ‘fortunate geographic accidents’ that were ‘essential to the energy revolution’.4 But when oil also became a crucial energy source, these European countries, despite their empires, were left at an immense geographical disadvantage compared to the United States and Russia. Some of the oil-poor European states began searching for energy resources in the Middle East. Their successes and failures would shape the twentieth century. At the start of the twenty-first century, with the European empires long gone, China too would turn towards Iran. But the geopolitics of the Middle East is now shaped as much by the two states that in energy terms had little need of the region’s resources when the age of oil began. Although the American bid that began in the 1990s to turn the region into a sphere of influence is near exhausted, the presence of the American Navy in and around the Persian Gulf is still the central geopolitical fact about oil security in the world today. In contrast to a decade ago, it now exercises that power in a Middle East where Russia also has a military presence.

The Non-Eurasian Eurasian Power

There is a paradox at the centre of American power: over the course of the twentieth century, the United States became the world’s dominant power, even though, to use historian John Darwin’s words, the ‘centre of gravity in modern world history’ was still located in Eurasia.5 As a non-Eurasian state, the historical formation of the United States as a territorial entity was strikingly singular. After the thirteen states’ war for independence, the American republic expanded rapidly and violently westwards across the North American continent, largely untouched by Eurasian power conflicts, meeting significant military resistance only for a relatively short time from Mexico.6 As a growing continental empire, the United States was able, albeit with some British assistance, to shut out the European imperial powers that had colonized the two American continents.

While establishing its primacy in the Western Hemisphere, the United States, from the middle of the century, began to back its long-standing economic interests in Pacific Asia with military action, intervening in the Second Opium War between Britain and China and using its navy to open Japan to American and European traders. By the 1880s, some American policymakers, often under the influence of the military strategist Alfred Thayer Mahan, saw naval power as the path to Washington greatly increasing the American commercial presence in Eurasia. In 1898, the modernized US Navy won two major battles against Spain, giving the country its first Eurasian territory, in the Philippines. During Theodore Roosevelt’s presidency, a ‘Great White Fleet’ journeyed around the world for more than a year to demonstrate that the United States had arrived as a naval power.

But the Eurasia in which the United States began to assert itself as a naval power was still dominated by the British Empire backed by British naval supremacy. If the size of its territory and population would give the United States a long-term geopolitical advantage over Britain, the factor that more immediately benefited the United States was oil.7 Oil geopolitically transformed a state that, in energy scientist and historian Vaclav Smil’s words, had, hitherto, been ‘an overwhelmingly rural, wood-fuelled society of marginal global import’ into an industrial power that by the turn of the century economically and technologically mesmerized Europeans.8

In the 1860s, oil began to be extracted for commercial use in Pennsylvania, and by the 1870s one American company, Standard Oil, had acquired pre-eminence in oil refining and transportation. Initially, the demand for oil was for kerosene for light. An Atlantic magazine article in 1891 proclaimed that ‘we use more kerosene than Bibles’ and that kerosene ‘has become, by its cheapness, the people’s light the world over’.9

During these last decades of the nineteenth century, Russia was the only other part of the world where any significant oil production took place. Since Russian oil was largely located in Baku on the landlocked Caspian Sea, initially it could not be exported.10 But after Russia annexed Batumi—on the south-east coast of the Black Sea—from the Ottoman Empire in 1878, Russian oil could be transported via railway and pipeline from the oil wells in Baku into Europe. Now, American and Russian producers began to compete for consumers. In the 1890s, a fierce competition for European markets ensued between Standard Oil selling American oil and two European businesses—the Nobel Brothers Petroleum Production Company and the Caspian and Black Sea Petroleum Company—selling Russian oil.11 This commercial rivalry intensified when the companies selling Russian oil used the first oil tankers to take the fuel through the Suez Canal to compete with Standard Oil in Asia. Although at times Standard Oil and the European companies sought to divide world markets between them, each attempt at cooperation collapsed.12

For a short time between 1898 and 1902, Russia overtook the United States to become the world’s largest oil producer.13 But the American oil industry retained significant strengths. From 1908, Henry Ford’s mass-produced Model T car, made possible by the internal combustion engine, transformed the demand for oil, even though gasoline produced from oil was only one of the fuels on which Ford’s new car could run. The gasoline-fuelled car produced in the huge Ford factories in Michigan became the prime symbol of American technological innovation and industrial consumerism. Although, in 1911, the US Supreme Court ordered Standard Oil to be broken up into competing firms, nothing in American domestic politics could impede the industry’s growth. By contrast, Russian politics nearly destroyed the Russian oil industry. Baku and Batumi became revolutionary centres where Stalin learned his trade as a local organizer. During the 1905 revolution, Tatar groups intent on killing Armenians set fire to two-thirds of the Baku oil wells, wrecking the Russian export industry for much of the next decade.14 Consequently, by the time the First World War began, the preponderance of oil production lay in the Western Hemisphere, with the United States supplying nearly two-thirds of the world’s oil and Mexico operating as the world’s third largest producer.

American dominance in oil caused intense fear in Europe.15 Other than Austria-Hungary, the European great powers lacked oil, as did their colonies, with the exceptions of the Dutch East Indies and British Burma. Their hope to compete with the United States lay in the Middle East, which, unlike much of Asia and Africa, had proved relatively resistant to European territorial rule. In 1908, oil had been discovered in Persia, then formally a constitutional monarchy but in practice largely divided into distinct British and Russian spheres of influence. The prospects for oil in Ottoman-controlled Mesopotamia appeared similarly formidable.

The British and German governments wanted to control these Middle Eastern resources. Although British and German firms did cooperate to form the Turkish Petroleum Company consortium in 1912, Middle Eastern oil played a significant part in shaping British–German rivalry before the First World War.16 If Britain’s presence in the southern Gulf and imperial control of India gave it an obvious advantage, Kaiser Wilhelm II began courting a resource relationship with the Ottoman Sultan from the time he assumed the throne. To this end, Deutsche Bank secured the concession from the Ottoman state to build a railway from Konya in Anatolia to Baghdad and Basra that could connect to the line from Berlin to Constantinople. Just as significantly, the right to explore for oil by the track accompanied the concession.

The prospect of oil-fuelled navies encouraged these ambitions. From the late 1890s, naval planners in most of the major powers began to experiment with using oil to fuel their vessels.17 Initially, this was a far from straightforward technological exercise. As the world’s most powerful naval state, Britain had the most to lose if another power made a decisive move, and it was Britain that first acquired the capacity to construct oil-only ships.18 But committing to them entailed abandoning an energy source Britain enjoyed in domestic abundance for one that could then only be imported from the United States or Burma. In 1911, Winston Churchill, on becoming First Lord of the Admiralty, took the decision that oil should entirely replace coal as the British Navy’s energy source. It was, in Churchill’s words, ‘tak[ing] arms against a sea of troubles’.19 The only prudent defence in this new world, Churchill believed, was diversity in supply using sea routes that the British Navy could readily protect.20 To these ends, Herbert Asquith’s government, in which Churchill served, bought in 1914 a controlling share in the Anglo-Persian Company, a hitherto privately owned British business with the premier concession in the emerging Persian oil fields and a contract to supply the British Navy.

The First World War accelerated oil’s geopolitical importance and reinforced American oil primacy.21 As the environmental historian Dan Tamir has written, it was during the First World War that ‘petroleum became the resource par excellence of the twentieth century’.22 Oil-based navies and the internal combustion engine made access to oil a condition of war. Once the Germans had persuaded the Ottomans to join the Central Powers and the Ottomans shut the Dardanelles, cutting passage from the Black Sea to the Mediterranean, little Russian oil could reach Britain and France. Contrary to Churchill’s hopes, Britain found there was one country it ultimately depended upon and one decisive shipping route: the Atlantic. For its part, the German command had largely prepared for a European war fought by moving troops and supplies by coal-powered railways.23 In a war with oil-fuelled navies and submarines and eventually oil-fuelled trucks and planes, Germany and Austria-Hungary lacked options. Despite the Kaiser’s long-standing cultivation of the Ottoman Empire, the only oil the Central Powers controlled in August 1914 was in the Austrian Crown Land of Galicia in north-eastern Austria-Hungary, with no easy means of transporting it to the Empire’s naval base in Pola on the Adriatic coast.24 When Austria-Hungary lost the Battle of Galicia against Russia in 1915, the Central Powers were left without Galician supply for the best part of a year, ensuring the Central Powers only survived as long as they did by capturing Romania’s oil wells.

To counter the Allies’ structural energy advantage, Germany had to stop oil coming across the Atlantic. For a while German submarines destroyed countless oil tankers. But once the British Navy finally established a convoy system, Germany could not recover. By late 1917, American-supplied oil ensured that Allied troops were much more mobile than the Central Power forces because they could be moved by motorized transport. In 1918, Germany made a final bid for more oil. Six months after the Brest-Litovsk treaty, the German government struck an agreement with the Bolsheviks for a quarter of Baku’s oil production. General Ludendorff drove German troops towards Baku in an unsuccessful attempt to prevent their erstwhile Ottoman ally taking the city.25 When the war was over, the British foreign secretary pronounced that ‘the Allied cause had floated to victory upon a wave of oil’; 80 per cent of that oil was provided by the United States.26

The New Financial Emperor Has Few Eurasian Clothes

American financial power in Eurasia reinforced American oil power. Before the war, Britain was the world’s dominant creditor. Those responsible for establishing the Federal Reserve System in 1913 saw an American central bank as a means of diminishing British financial power and facilitating the use of dollars for trade in Eurasia.27 But almost as soon as hostilities began in August 1914, it became clear that Britain and France would require American materials and food to fight the war and American credit to finance their purchases. Soon, gold reserves moved in large volume westwards across the Atlantic, and the American trade surplus in manufacturing goods grew substantially. By the early 1920s, the majority of the world’s gold reserves were in the United States; a few years later, there were, for the first time, more central bank foreign exchange reserves held in dollars than sterling.28 Britain and France’s war debt created severe financial dependency. After Warren Harding won the 1920 presidential election, the British ambassador to Washington wrote a memo bemoaning that the new administration would ‘look for the opportunity to treat us as a vassal state so long as the debt remains unpaid’.29 In 1923, Britain eventually accepted a debt deal that left the British Prime Minister Andrew Bonar Law writing anonymously to the Times newspaper to complain about the harshness of the terms his own chancellor had reluctantly agreed.30

Yet despite the massive financial power the United States enjoyed, the actual geopolitical power it could exercise in Eurasia was seriously constrained by geography, ongoing European oil ambitions, and the country’s own democratic politics.31 The legacies of these interwar limits to American power are still pertinent to the geopolitical fault lines at work today, as indeed are the failed bids of the large European states after the First World War to escape dependency on American oil.

The most glaring immediate weakness in American power lay in the Middle East. The principal geopolitical gain available during the First World War was Ottoman territory in the oil-rich Middle East, allied to strategic control of Constantinople and the Dardanelles.32 But the American president who took the United States into the war, Woodrow Wilson, never declared war on the Ottomans, although this did not stop him in his Fourteen Points for the post-war world pronouncing on the Ottoman Empire and the Dardanelles’ fate. After the war ended, the United States was not legally party to any of the treaties pertaining to the Ottoman Empire’s dissolution.33 When, at Versailles, various proposals were floated for an American mandate for administrative rule over various former Ottoman territories without formal annexation, Wilson said that he ‘could think of nothing the people of the United States would be less inclined to accept than military responsibility in Asia’.34

By contrast, from the summer of 1914, the European powers competed militarily to extend their empires into the Middle East and Anatolia as well as for control of the waters connecting the Black Sea to the Aegean via Constantinople. In taking the Ottoman Empire into the war as a German ally, the Kaiser secured the declaration of an Islamic jihad against Britain, France, and Russia in the hope that a revolt by Muslims from the Middle East to India would procure a German sphere of influence from the Dardanelles to the Persian Gulf.35 At the start of the war, Britain moved its Indian Army troops to protect the oil refineries at Abadan in Persia and occupied Basra in Mesopotamia. Later, British imperial forces captured Baghdad and Mosul. During the war, Britain, France, and Russia secretly agreed in the event of victory to divide up the Ottoman Empire, including giving Russia Constantinople, and made other covert agreements to grant Italy much of south-western Anatolia. If Germany had succeeded in its 1918 spring offensive, it would have dominated, in alliance with the Ottomans, the Middle East and the Caucasus and subordinated Persia.36 As it was, Britain and France forced an armistice on the Ottomans that gave the British control of the Dardanelles and pushed the Ottomans out of the Caucasus, including Baku and Batumi. This proved overambitious: Britain was unable to retain the Dardanelles, the Soviet Union militarily retook the Caucasus, and the British hope that Greece would take Constantinople was dashed by the Turkish National Movement’s military success in the Turkish War of Independence. But Britain still emerged from the First World War with the League of Nation mandates to administer Mesopotamia and Palestine, its sphere of influence in Persia not only preserved but more secure from other powers than before, and, by 1923, it had gained the advantage of a demilitarized Dardanelles.37 Although the Iraqi revolt in 1920 ended the Mesopotamian mandate before it began and Iraq acquired formal sovereignty in 1922, Britain retained control over Iraq as a geopolitical space, leaving London in control of the Persian Gulf from its head to the coastal emirates, which were British protectorates, at its mouth.

Post-war administrations in Washington were acutely aware of the implications of the American absence from the Middle East and the British and French bids for oil independence.38 Having expended so much oil supplying the Allies, the United States became in 1919 a net importer of oil and remained so for the next three years. Wilson concluded that ‘there seemed to be no method by which we could assure ourselves of the necessary supply at home and abroad.’39 Following the armistice, the British government stopped Standard Oil of New York from pursuing its pre-war claim in Palestine and American geologists moving into Mesopotamia. To American fury, Britain and France then concluded the 1920 San Remo Oil Agreement, giving Deutsche Bank’s 25 per cent share of the Turkish Petroleum Company to France.40 By 1919–20, the reality was that British companies, despite controlling less than 5 per cent of the world’s oil supply, now possessed at least 50 per cent of the world’s known oil reserves.41 Subsequently, the US State Department endeavoured to impede negotiations between the Iraqi government and the Turkish Petroleum Company over the pre-war concession granted by the Grand Vizier, claiming it was void.42 But the Turkish Petroleum Company resecured the concession in 1927, and oil was discovered in Iraq the same year.

Through the second half of the 1920s, the American position did improve. Worries about immediate oil supply were abated by large oil discoveries in Texas. Seeing the benefits of an injection of American capital in the Iraqi oil fields, the British allowed an American consortium—which included Standard Oil of New Jersey and Standard Oil of New York—to join a reconstructed Turkish Petroleum Company that became the Iraq Petroleum Company (IPC). But the American companies remained constrained by Britain and France. The IPC’s 1928 Red Line Agreement gave each partner, which meant via the Anglo-Persian Company the British government, a veto on any other independently pursuing oil inside former Ottoman territory as the Ottoman Empire had existed in 1914. This arrangement effectively shut out the American firms in the IPC from exploration around the western Persian Gulf. In 1929, the British government relented enough to let Standard Oil of California drill around the island of Bahrain. When oil was discovered there in 1932, prospects that there was also oil in Saudi Arabia improved. In good part thanks to the duplicitous manoeuvring of the British official Jack Philby who was advising him, the Saudi King granted an exclusive concession for exploration in the kingdom to Standard Oil of California rather than the IPC.43 In the future, this oil would give Washington leverage over the European governments. But the American commercial presence in Saudi Arabia was first born from American geopolitical weakness and concurrent British geopolitical strength in Persia and Iraq.

* * * 

Between 1914 and 1941, American democratic politics would also make it impossible for the United States to use its military and financial power to act decisively as a Eurasian power.44 This domestic constraint was apparent from the start of the First World War. During the war, the America’s capacity to provide credit to Eurasia emerged independently of the American state. When Wilson was resolutely opposed to American military intervention, the British government turned to Wall Street to finance a transatlantic supply line. One New York bank, JP Morgan, became the purchasing agent and creditor for Britain and France and by extension the rest of the Allies. Wilson’s unsuccessful efforts to constrain JP Morgan reflected his knowledge that many voters, especially those in states west of the Mississippi, disliked and distrusted the New York banks. Wilson fought the 1916 presidential election using the campaign slogan ‘America First’ against a pro-war Republican candidate supported by JP Morgan. When, in April 1917, Wilson did take the United States into the war, he insisted that the fighting would be financed by Liberty Bonds purchased as government debt by millions of American citizens. The republic could not, he believed, be involved in any conflict readily damned as ‘a bankers’ war’ or lacking political support from one coast to the other.45

Even the eventual American military entry to the war in 1917 ultimately arose because of a risk that the conflict in Eurasia would spread to the Western Hemisphere. Germany’s return in February 1917 to unrestricted submarine warfare in the Atlantic pushed Wilson closer to declaring war on Germany. But one month later, Wilson was still describing the prospect of the United States fighting in Europe as a ‘crime’.46 Only Germany’s offer to ally with Mexico against the United States—whereby Germany would support a Mexican annexation of Texas, Arizona, and New Mexico—finally pushed Wilson to declare war, and, even then, exclusively against Germany. This left Britain and France to their war against Austria-Hungary and, rather consequentially, the Ottoman Empire.

When Wilson became a proponent of American leadership in Eurasia, he ignited his own domestic resistance. Anti-war sentiment contributed to the Democrats losing control of both Houses of Congress in 1918. When the new Senate met, Wilson could not ratify the League of Nations provisions of the Versailles treaty. Indeed, the divisions within his own party between more Anglophile Americans on one side and German and Irish Americans on the other demonstrated that any domestic consensus on European matters in the US Congress was near impossible.

Throughout the 1920s and 1930s, the discourse that the First World War was the ‘bankers’ war’ persisted. Members of Congress regularly attacked the New York Federal Reserve Bank President, Benjamin Strong, as a JP Morgan stooge, impeding his efforts to work with European central banks to stabilize European currencies and return them to a fixed value against gold.47 The ‘merchants of death’ became a phrase frequently used to describe the relationship between Wall Street and the manufacturing companies who had benefited from JP Morgan’s participation in the British and French supply chain. Between 1934 and 1936, a Senate Committee investigated Wall Street’s role in the United States entering the First World War, leading Congress to pass neutrality laws in 1935 and 1936, with the second banning loans to belligerents.

Meanwhile, the domestic unpopularity of writing off any Allied war debt shaped the entire Versailles settlement on reparations and made the peace Wilson had supposedly sponsored inherently unstable. The New York Federal Reserve, which was operationally responsible for dealing with the European states’ financial obligations and credit requirements, favoured the reduction and perhaps cancellation of Allied war debts.48 But, again, Congress insisted on curtailing the executive, passing legislation in 1922 for a World War Foreign Debt Commission to negotiate the terms of British and French loan repayments.49 So long as the American president could not concede on Allied war debt, Britain and France, fiscally enfeebled by the war as they were, could not lessen their demands for German reparations. When, in the early 1930s, most European states finally repudiated these debts, Congress prohibited any state that had defaulted on their loans from borrowing in the United States.50

Yet the domestic constraints on American financial power paradoxically ensured there could be no American escape from Eurasian affairs. The French and Belgian occupation of the Ruhr to extract German reparations and Germany’s hyperinflation ignited the prospect of war and financial meltdown. Rather than entertain these risks, the Harding administration agreed to use American financial power to end the Ruhr crisis via the Dawes Plan, with JP Morgan making a large loan to France and organizing with the Fed a massive bond issue for Germany, in which the American government encouraged ordinary American citizens to invest. Sustained by American credit, Germany could make reparation payments.51 But this made American financial stability, as well as American democratic politics around savings, vulnerable to the risk that Europeans had insufficient dollars to service their debt.52 It also offered a path for Germany to wriggle away from Versailles. Since American politicians could not politically privilege the French and British claim to German money over American bondholders receiving interest from Germany, they had acquired an incentive to shift Britain and France away from reparations, regardless of what consequently ensued for the balance of power in Europe.53

Between 1929 and 1932, these American democratic constraints played their part in the end of the financial side of the Versailles treaty. Under depression conditions, Germany could not pay reparations or service dollar debt. When, at the 1932 Lausanne conference, President Hoover finally brokered an agreement ending those reparations in exchange for an Allied debt-reduction plan, Congress rejected the proposal. Since Congress would also not authorize new American credit, this left Germany free from its financial obligations under Versailles and, ironically, free also to repudiate its American debts.54

Franklin Roosevelt’s response to what by 1933 had become a cross-Atlantic banking crisis weakened American financial power further. For Roosevelt, the domestic corollary to geopolitical financial power was Wall Street’s political influence. On his first day in office, Roosevelt closed all the banks and suspended the export or private holding of gold. Contrary to almost all advice he received, he then removed the dollar from the Gold Standard in the hope of stabilizing the banking system and raising prices for domestic producers. To many this seemed incomprehensible since the United States still possessed the world’s largest gold reserves.55 But Roosevelt was determined to prioritize the domestic economy—for reasons that will be discussed in chapter seven. He dealt the final blow to the Gold Standard when, from his yachting holiday off the New England coast, he sent a cable for release at the 1933 World Monetary and Economic conference in London telling the American negotiators that they should not concern themselves with the ‘old fetishes of so-called international bankers’.56

If the First World War had created American financial power, the peace had shattered it. Between 1924 and 1932, American presidents, the Fed, and JP Morgan had endeavoured to use that power to stabilize Europe. But the constraints Congress placed on managing the debt and the sheer volume of American lending to Germany rendered the United States impotent during the economic and geopolitical crisis unleashed in Europe by the 1929 crash.57 The monetary instability let loose by the resulting German crisis spread back across the Atlantic. Thereafter, the American president had to choose between domestic politics and the geopolitical sphere. Roosevelt made his America-first choice with some dramatic flair. Yet, given that the American capacity to act coherently in Eurasia had been domestically inhibited from the time the First World War began, that he chose as he did in a national economic emergency could scarcely be surprising.

American Energy Power Returns

The economic and political disorder that materialized in Eurasia after the 1929–33 crisis allowed Germany, Japan, Italy, and the Soviet Union to engage in violent territorial expansion. In this sense, the United States had proved an extremely ineffectual Eurasian power. But in moving the world towards an even more catastrophic war, the first three unleashed American energy power, ultimately making American military and financial power an overwhelming presence across much of Eurasia.

Like its predecessor, the Second World War is inseparable from energy geopolitics. In the technological age of air power, the need war generated for oil was overwhelming. This was overt in the case of Japan’s imperial expansion. It was no less consequential in Europe. In the years between 1919 and 1939, all the major European powers wanted to be rid of importing oil from the Western Hemisphere and, in contrasting and conflicting ways, sought energy supplies in Eurasia that they could control.

Unlike Britain and France, Germany did not have an empire or spheres of influence in the Middle East and was near entirely dependent at the start of the interwar years on oil coming from the Western Hemisphere.58 To try to reverse this weakness, Weimar governments from 1926 actively supported IG Farben’s project to develop a synthetic oil plant at Leuna in Eastern Germany whereby coal would be transformed into oil through hydrogenation. For Gustav Stresemann, the German foreign minister, this project, helped from 1929 by Standard Oil of New Jersey, represented a German reason of state. Germany had, he said, no foreign policy without the German chemical company and coal.59

Wanting war, the Nazis saw ending Germany’s foreign energy dependency entirely as an urgent imperative. Hitler believed that the need to import raw materials and oil had brought about defeat in 1918.60 His 1936 Four-Year Plan presumed that Germany could be fully independent from imported oil by 1940.61 But Nazi Germany never solved its oil problem. Although the Leuna plant delivered synthetic oil to the Luftwaffe, Hitler had not achieved German oil independence when he attacked Poland in 1939. With Britain’s naval blockade shutting Germany off from importing any more oil from the Western Hemisphere, Germany was instead dependent on supply from Romania, the Soviet Union, and, after June 1940, French reserves.

Militarily, the Nazi strategy required Germany again to use submarine warfare to prevent the United States supplying Britain. But the Germans could make no decisive breakthrough in 1940 and 1941 against British oil supplies via the Atlantic. With Germany’s oil supplies from the Soviet Union coming under increasing strain and Soviet troops having captured north-eastern Romania, Hitler gambled on invading the Soviet Union. Hitler’s motives have long aroused historical controversy. But Germany simply could not win a war in which the United States was supplying the British Empire without securing control of Soviet oil, 90 per cent of which came from the Caucasus.62 Whatever other motives, born of his apocalyptic obsession with Lebensraum and hatred of Bolshevism, Hitler brought to bear on Operation Barbarossa, and however far those preoccupations shaped the catastrophe that followed, oil weakness was a near sufficient motive for the invasion. The German failure at Stalingrad set Germany on an inevitable path to defeat. Shortly after, the Allies finally vanquished Rommel’s oil-starved forces in North Africa, allowing the Italian campaign to begin.63

Britain failed too in its bid for energy independence during the interwar years. British governments expended huge efforts in the 1920s and 1930s on establishing a secure oil supply extracted and transported by British-owned companies from within the British Empire and sphere of influence in the Middle East. A memo to the War Cabinet prior to the San Remo agreement read: ‘The overwhelming extent of our dependence on the United States of America for fuel oil during the War, and the rapidly growing use of oil in the mercantile marine makes it important that every endeavour should be made to open sources of supply under British control.’64

But by the mid-1930s, even as it had succeeded in cutting American imports to around 10 per cent of its total requirements, Britain was still receiving more than half of its oil from the Western Hemisphere, notably Venezuela and Mexico. There was limited output from the British Iraqi oil wells and Britain could not by itself militarily protect its Iranian supply. Italy’s invasion of Abyssinia in 1935, and the American unwillingness to support oil sanctions against Mussolini, critically exposed Britain’s weakness in the event of a European war. So long as Italy, backed by German air power, could close the Mediterranean entrance to the Suez Canal to British tankers, oil from the Anglo-Iranian Oil Company in the Gulf could only reach Britain more slowly, coming around the Cape of Good Hope.65 After the Abyssinian crisis, the British government started planning for a war in which the Mediterranean would be closed to Britain, an eventuality that ensued between June 1940, when Italy entered the Second World War, and 1943, when the Allies prevailed against Italy. For all the resources invested in energy independence, in the moment of geopolitical revelation Britain had no choice but to pay dollars to American companies for American oil.66

Believing that they must not again be dependent on an Atlantic supply in any future war with Germany, the French used the capital procured in the San Remo Agreement to create the entirely French-owned French Petroleum Company (the future Total and now TotalEnergies). They did somewhat better with output from Iraq than Britain but were left dependent on Britain’s military position in the country. Unable to protect the only Middle Eastern supply it controlled, France became a significant importer of Soviet oil. In the early 1920s, the Soviet oil industry was in a decrepit state. But from the mid-1920s, Standard Oil of New Jersey helped the Soviet state reconstruct the sector. From 1929 to 1933, the Soviets built up substantial exports to a number of European countries, including Britain.67 Although Soviet exports peaked in 1933, in 1936 nearly half of French imports still came from the Soviet Union.68 In the summer of 1939, the discovery of gas in south-west France encouraged the French government to form several state agencies to explore for oil, but it was far too late for the hope of a domestic supply to make any difference.69

If the British and French governments were unable to exploit the Middle East as they had hoped at the start of the interwar years, the Second World War also opened up the space for future American influence in the region. At the beginning of the war, the Roosevelt administration judged that, despite the Californian Arabian Standard Oil Company—renamed Aramco in 1944—holding the oil concession, it was for the British to protect the Saudi oil fields.70 In 1941, Roosevelt turned down a request for financial assistance from the Saudi King, Ibn Saud. But in 1943, the sheer volume of oil being used in the war changed his mind. Although Saudi Arabia was a neutral country, he agreed a Lend-Lease arrangement with King Saud, proclaiming the kingdom ‘vital’ to the US’ defence. Asserting what he hoped was future American supremacy over Britain in Middle Eastern oil production, he also moved to end the Red Line Agreement to allow Standard Oil New Jersey, which was a partner in the Iraq Petroleum Company, to join Aramco.71

This new US–Saudi relationship would become a permanent feature of the post-Second World War world. It was also though structurally unstable. For oil reasons, the United States had acquired a strategic alliance with an Arab state, while at home there was strong support for a Jewish state in the territory under the British mandate.72 Under the conflicting pressures, Roosevelt moved from declaring his commitment to a Jewish state during the 1944 presidential election campaign to accepting Arab opposition to it after his meeting in February 1945 with King Ibn Saud.73 Later, the State Department and the CIA advised Roosevelt’s successor, Harry Truman, against recognizing Israel because they feared that a Jewish state would be a geopolitical burden.74 When Truman rebuffed them, the strategic predicament of trying to maintain both Arab and Jewish support, which had previously bedevilled imperial British strategy in the Middle East, moved to Washington.75

The Shape of Things to Come

Much has obviously changed around American geopolitical power since the period between the two world wars. Yet the peculiar trajectory of the United States’ first projection of power in Eurasia has left a lasting legacy. Notably, American democratic politics remains a significant constraint on American commitments in Eurasia. Economically, the European commercial and political interests that separated Wall Street from voters west of the Mississippi during the First World War were partly replicated in the divergence between corporations that constructed supply chains that ran through China and those manufacturing workers in the Rust Belt whose jobs disappeared during the 2000s. Franklin Roosevelt’s monetary nationalism was born in a domestic political space with some similarities to Trump’s trade war with China in the name of rebuilding a national manufacturing economy. Militarily, the Middle Eastern wars have been sharply domestically contested like American participation in the First World War. Congress has constrained American presidents over the so-called ‘forever wars’ in the Middle East as it once did war in Europe.

For the large European states bereft of domestic oil, the failed bids for energy independence constituted a perhaps decisive part of how European-dominated Eurasia came to an end. The age of oil would not allow for a European world power or a European continental empire. Now, one attraction of green energy in Europe is that foreign oil and gas dependency in the decades after the Second World War was a world where American presidents and the US Congress used American financial power to constrain European politicians’ ability to act around that reliance. For nearly four decades from the 1970s, Washington reluctantly tolerated Germany’s dependency on Russian oil and gas because the United States had neither the domestic supply nor enough wherewithal in the Middle East to offer an alternative to it. But during the 2010s, in a world where both American and Russian oil and gas were resurgent, this connection became a significant geopolitical fault line tied to Ukraine’s independence, NATO enlargement, and Germany’s weak military capability. The Russia–China–Iran relationship has complicated the fallout from these issues further because all three European NATO members that were party to the 2015 Iran nuclear deal want a gas relationship with Iran.

The origins of the United States’ present engagement with the geopolitics of European energy dependency lie in what happened after the Second World War. There was one overriding caveat to American geopolitical power in mid-twentieth century Eurasia: victory in the war in Europe depended on a military alliance with the Soviet Union, a state that, like Germany, had invaded Poland in 1939 before turning aggressively on Finland, the Baltic republics, and parts of Romania. The Soviet Union was for a while anyway a formidable geopolitical rival. As Soviet oil exports in the late 1920s and early 1930s showed, it also potentially offered the European states energy options that would strengthen that geopolitical power.76

Prior to Hitler’s invasion of the Soviet Union, the risk existed that an axis between Eurasia’s two most powerful land powers could carve up Europe and the Middle East between them. This geopolitical relationship had a history. Soviet–German cooperation preceded Hitler and Stalin taking power. Under the 1922 Rapallo Treaty, Germany used the Soviet Union for some rearmament and military training, and recultivated economic relations. Earlier still, Bismarck had seen the value of an accommodation between Germany and Russia and secured the secret 1887 Reinsurance Treaty. Although Kaiser Wilhelm did not renew the treaty that, among other provisions, guaranteed German neutrality if Russia bid for the Bosphorus and the Dardanelles, he offered Russia during the 1904–5 Russo-Japanese war ‘a continental alliance’ against Britain in the Far East, suggesting it could be a prelude to a ‘United States of Europe’.77 In his 1904 essay ‘The geographical pivot of history’, the British geographer Halford Mackinder warned that railways stretching from the western Russian border with Germany to Vladivostok on the Pacific coast could conceivably lead Russia, if allied to Germany, to become ‘the empire of the world’.78 Oil had the potential to reinforce this geographical logic by tying German markets to Russian resources. Hitler destroyed that convergence for an impossible and hideous vision of conquest and genocide. But to prevent any Soviet–German axis re-emerging in the post-war world, the United States would have to take responsibility for securing West Germany an oil supply from the Persian Gulf.79
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The Impossible Oil Guarantee


In November 2014, oil prices had been sliding for five months. Contrary to its usual response to falling prices, the producer cartel OPEC decided to maintain production levels. Now, prices crashed. Having stood above $100 a barrel in the summer of 2014, by early 2016 oil prices had collapsed to not much more than $30.

Saudi Arabia drove OPEC’s move. Saudi motives were complex and potentially contradictory. Saudi Arabia’s first problem was the American shale oil boom. Shale oil is the principal form of oil that is inaccessible by conventional drilling. It is largely extracted by hydraulic fracturing, known colloquially as fracking. After three decades of overall, albeit far from linear, decline, shale oil and gas restored the United States’ position as a major energy producer. In 2010, the United States produced a total of 8.6 million barrels of crude oil, natural gas plant liquids, and other liquids a day; by 2014, that output was 13 million and, by 2019, it would be 18.4 million.1 Between 2010 and 2014, American oil imports from OPEC countries fell by a third; in 2019 they would be half their 2014 level.2 Meanwhile, American exports grew by around three-quarters between 2010 and 2014; by 2019 they would be around 360 per cent higher than the start of the decade and outpace Saudi Arabia’s.3 For the Saudis, an American oil industry with a growing export-capacity was a commercial rival in Asian markets, complicating the entire US–Saudi relationship.

But Saudi Arabia’s problems in late 2014 were also more local to the Middle East. Despite strong Saudi support for the Syrian rebels, the Syrian regime backed by its Iranian rival and Russia remained intact. Since the Russian and Iranian governments were dependent on oil revenues, lower oil prices opened a path to pressurizing each to retreat in Syria. One Saudi diplomat, quoted by the New York Times in early 2015, declared that ‘if oil can serve to bring peace in Syria, I don’t know how Saudi Arabia would back away from trying to reach a deal.’4

Whichever Saudi motive mattered more, falling prices achieved neither objective. Although shale output fell, many loss-making shale companies had sufficient access to cheap credit to keep going. In Syria, Russia and Iran were undeterred. Indeed, Russia intervened militarily in Syria ten months after OPEC’s decision. Iran’s oil revenues were, meanwhile, given a significant boost when the Iran nuclear deal, about which Saudis had grave reservations, removed many sanctions on Iran’s oil exports.

Unsurprisingly, this conjunction of an oil-price war, the shared failure in Syria, and disagreement over Iran inflamed US–Saudi relations. In April 2016, the Saudi government threatened to sell its portfolio of Treasury assets if Congress passed a bill allowing US citizens to sue the Saudi government over 9/11. When Congress passed the bill, Obama vetoed it, only for Congress to override his veto. Back in Saudi Arabia, Mohammed bin Salman (MBS), soon to become the crown prince, announced a plan to end what he called the country’s ‘addiction to oil’.5 As if to warn Saudi Arabia that its previous indispensability might be ending, the next month the US Treasury published details about Saudi Arabia’s dollar assets, having for four decades declined to do so.

By contrast, from the latter part of 2016, Saudi–Russian relations markedly improved. With shale having proved an immovable part of oil markets, both OPEC and Russia wanted a return to higher prices. In September 2016, Vladimir Putin and the Saudi King struck an agreement to cooperate on oil. Three months later, OPEC and Russia agreed to act in a new cartel, dubbed OPEC Plus, and cut production. In October 2017, the Saudi King went on an unprecedented state visit to Moscow, where the two leaders agreed among other things on Saudi investment in Russia energy projects and that Russia would sell anti-aircraft missiles to Riyadh.

However, this alliance was always vulnerable to its perverse logic. By allying together in the face of shale to push prices back up, Saudi Arabia and Russia helped shale oil producers too. The two governments also did not share gas interests. Whereas Saudi Arabia does not export gas, Russia is the world’s leading gas exporter. American shale gas exports transported by sea compete with Russian gas carried both by pipelines and shipping. Predictably, Putin’s willingness to tolerate the collateral advantages OPEC Plus delivered to American oil producers was conditioned by how American politicians acted towards Russia’s gas interests in Europe. For Putin, a line appeared to be crossed when, in December 2019, the US Congress imposed new sanctions on companies involved in building a second Nord Stream pipeline under the Baltic Sea between Russia and Germany, which led the main contractor to suspend work with around 150 kilometres of the 1,230-kilometre pipeline left to build.

Beginning just weeks later, the Covid-19 crisis quickly unravelled the Saudi–Russian oil alliance. When Chinese demand fell and oil prices started sliding, Putin saw an opportunity to inflict severe damage on the shale oil industry and reduce shale gas firms’ ability to compete in European markets. But for the Saudis, China was their single largest customer and a rapid increase in price was essential. Rebuffed by Putin, MBS decided over the weekend of 7–8 March 2020 to flood the market with Saudi oil to try to secure what demand remained. With that decision, the oil price crashed, jeopardizing the future of the American shale industry. For the first time, the US, Saudi Arabia, and Russia agreed a collective approach to realizing some kind of floor. In forcing MBS to back down, Trump reportedly told the Saudi crown prince in a phone call on 2 April that if he did not, Congress would legislate to withdraw military support from the kingdom.6

Geopolitically, the world has in part become more unstable over the past decade because, as the United States has acquired more energy power, relations between the world’s three principal oil producers have become more complex. Meanwhile, the United States and Russia have begun to compete to supply gas to Europe, as they had done over oil at the end of the nineteenth and beginning of the twentieth century. To see the disruptive force of this structural change in American power, we need to resume the story of that power through the Cold War years. Here, we can see why, even at the height of its military power, the United States struggled to exercise coherent geopolitical influence in the Middle East and why Russia’s energy power is a persistent feature of the geopolitical landscape that structurally divides NATO.

Eurasia Divided

If nuclear weapons, a navy that could maintain open shipping for trade, an international reserve currency that other states needed to use for imports, and domestic oil constituted power in the post-1945 world, the United States had them all. In deploying this power to stabilize the post-war Eurasian world, the Roosevelt and Truman administrations initially counted on the dollar. During the Second World War, the Roosevelt administration sought to establish a dollar-based international monetary system.7 At the Bretton Woods monetary conference in 1944, Harry Dexter White—the senior American negotiator—insisted that the dollar alone be convertible into gold and other currencies be pegged to the dollar. In demanding a metallic basis for the dollar’s pre-eminence, he wanted to stop other states engaging in significant currency devaluations without American consent.8 Indeed, in providing credit for other states to maintain their currency parities via the International Monetary Fund (IMF), he thought the United States would control the terms on which other states accessed dollars.9 He also wanted that access to dollars to be restricted by geopolitics: the Soviet Union would have a credit line but Germany, which the American Treasury wanted industrially annihilated, and Japan would not.

However, this reliance on financial power took little account of military realities in 1945. Not wishing to see permanent American military engagement in Eurasia, Roosevelt promised that American troops would leave Europe within two years. He wanted, he said at that year’s Yalta conference, to see a world free of alliances, spheres of influence, and the balance of power.10 Instead, there would, he hoped, be a security structure whereby the war’s premier four victorious allies—the United States, the Soviet Union, Britain, and China—would collectively police world affairs. Yet this principle of collective security offered no means to force a Soviet withdrawal from Eastern Europe. Nor did American financial power, since once Harry Truman became president and discontinued lending to the Soviet Union, Stalin had no incentive to continue with IMF membership.11

Unable to prevent Soviet expansion, Truman and his successors chose to contain the Soviet Union as a competitor without recourse to war. For the first years of the Cold War, this meant accepting Soviet rule in Eastern Europe and a divided Germany, defending Western Europe and the division of Korea at the 38th parallel, and preventing Soviet entry into the Mediterranean as a gateway to the Middle East, where Washington feared Iran would fall under Soviet influence.12 For Truman, even this seemed too much militarily and economically for the United States to bear alone. The Mediterranean was supposed to be Britain’s responsibility. But by early 1947, Britain could no longer afford to continue economic and military aid to the Greek and Turkish governments. In justifying taking over these commitments to Congress, Truman expounded the Truman Doctrine, pronouncing that any ‘free peoples’ could expect the United States to defend them with economic aid.

As the practical basis of post-war West European security, the Truman administration initially relied again on economic aid, here provided through the Marshall Plan, not a military alliance. Allied to the American nuclear umbrella, financing Western European economic reconstruction would, Truman hoped, vanquish any Soviet military threat and turn the tide against the Communist parties in Italy and France. But his hope rested on Western European political conditions that did not yet exist. For the Marshall Plan to succeed, Western Europe had, the Truman administration judged, to unify economically around an independent and prosperous West Germany. In this respect, West Germany was to be treated entirely differently from Germany after the First World War, or indeed from how Roosevelt’s Treasury had envisaged Germany’s position. The United States would provide financing via direct aid, not loans, and protect West Germany against reparation demands and debt repayment. It would also use its financial power to push the other West European states to join West Germany in an economic federation or confederation centred around a customs union.13 In this political logic, the West European states were economically and geopolitically weak and confronted with a common enemy; the historical remedy for such political disorder was, as the Americans themselves had shown in 1776, confederation leading to federation.14

Realizing any such political move on American terms proved impossible. Although the West European states were obliged as a condition of Marshall aid to draw up plans for an economic federation, they got little further than an agreement to reduce trade barriers and organize payments. Since they had trading interests outside Europe that were not dollar-based, both the British and French governments were deeply reluctant to acquiesce. For them, West European security depended not on economic federation but a military alliance with Washington that acknowledged a German as well as a Soviet threat to peace.15 In 1948, Britain, France, and the Benelux governments agreed to establish a Western Union as a mutual defence pact in the hope they could eventually persuade the Americans to join too. They were vindicated when the Soviet blockade of Berlin caused Truman to change his mind. The result was NATO, committing the United States, along with Canada, to a treaty obligation to respond to any attack not just on the five Western Union states but also Denmark, Iceland, Italy, Norway, and Portugal.16

NATO represented a massive American departure. For the first time, the United States was committed to a peacetime Eurasian alliance. NATO’s very name—the North Atlantic Treaty Organization—rather obfuscated this geopolitical shift by collapsing the distinction between the Western Hemisphere and one part of Eurasia. Yet Italy and Portugal’s membership belied any notion that the Monroe doctrine had been redefined to include the North Atlantic. From the start, NATO also raised hard questions about who would pay for the alliance’s military commitments, including American military bases in Europe. In principle, each member state was required to make payments as a proportion of GDP. In practice the near bankrupt West European states promised more money than they actually contributed.17

As well as its long-term geographical and fiscal fault lines, NATO left the immediate matter of West German security unresolved. The creation of the European Coal and Steel Community (ECSC) in 1951 had established some basis for a Franco-German rapprochement. Indeed, for its strongest proponents the ECSC was supposed to make war between France and West Germany impossible by establishing supranational control over Germany’s coal resources and steel industry in the Ruhr. This though left the question of West Germany’s position in regard to the Soviet Union unresolved. Here, the Korean War convinced Truman that West German rearmament was necessary. But NATO’s structure ensured that taking West Germany inside it required a national army for a fully sovereign West Germany. Finding that option unpalatable, the French government offered as an alternative the abortive European Defence Community (EDC).18 Yet this option entailed each member state immediately placing its national military force under a supranational command with a long-term objective of moving to political union, which Britain would not contemplate. In 1952, the French government finally agreed with the five other ECSC members to establish an EDC. But, despite enormous American pressure, the French Parliament refused to ratify the treaty. Since Eisenhower was not prepared to back down on West German rearmament, West Germany instead had to enter NATO.

By 1955, NATO provided the framework for West European security, yet its foundations were shaky. There were too many internal European geopolitical tensions for a West European security federation, considerable costs for the Americans in a financially skewed NATO, and significant risks for Western Europe in accepting the American nuclear umbrella when the Cold War was spreading well beyond Europe. Inside Europe, if security was the strongest rationale for federation, whether as a customs union or a defence community, NATO made this political logic redundant. Yet if the American security commitment were to prove unreliable, the only basis left for European federation would be economic. In the 1960s, de Gaulle would try to overturn this conundrum and fail. Consequently, when the European Union did emerge from the 1990s as something akin to an economic federation—via the single market and a partial monetary union—it remained dependent on outsourcing its security to an inherently unstable NATO.

* * * 

It was in these decades after the Second World War that oil became the world’s most important energy source. In 1950, oil constituted around 20 per cent of total world energy consumption. By 1960, that proportion had risen to 27 per cent. By 1970, it had jumped to 40 per cent.19 In the United States, oil had replaced coal as the single biggest energy source by 1950, and between 1950 and 1970 total oil consumption doubled.20 In France, oil represented more than three-fifths of total energy consumption by 1970; in Italy that proportion was almost three-quarters.21 While oil mattered during the two world wars and the interwar years for military power, from the 1950s onwards it came to matter for domestic economies and every-day life, not least in relation to transportation. Although the United States had moved towards high levels of car ownership in the 1920s, only in the 1960s did European countries reach comparable levels.22

Well before this massive expansion in consumption, the question of from where the West European countries, all lacking a domestic supply, could import oil was a crucial geopolitical concern. As the Cold War began, the Truman administration encouraged West European governments towards using more oil since with Poland under Soviet control they could not depend on Polish coal exports. But increasing West European peacetime oil dependency came with risks. Truman and his advisers wished to control the sources of West European supply. They did not want Western Europe or Japan to accept Soviet oil, and, in 1949, the administration imposed an embargo on Soviet imports.23

But nor did Truman wish Western Europe and Japan to recreate any of their previous dependency on Western Hemisphere imports, preferring to preserve American and Venezuelan supply for American use in a world where the largest reserves lay in Saudi Arabia, the Soviet Union, Iran, and Iraq.24 Consequently, Western Europe was left to rely on oil from the Middle East, with the United States acting only as a supplier of last resort.25

This strategy relied on American support for infrastructure that would transport oil from the Middle East to Europe as well as to Japan. In Japan’s case, tankers moving down the Persian Gulf were the only option. But for Western Europe, the Truman administration also supported the construction of a new pipeline—Tapline, also known as the Trans-Arabian pipeline—to take oil from Saudi Arabia to Sidon on the Lebanese coast via Syria. Once built, Tapline complemented the Iraq Petroleum Company’s old pipeline network running from Iraq to the eastern Mediterranean coast.

Oil supplied to Western Europe from the Middle East also raised issues around the dollar’s primacy. Britain could buy oil in sterling from the British companies in Iraq and Iran, and British politicians were acutely aware that sterling oil was a significant cushion for the British balance of payments.26 Given the dollar shortage in Western Europe, sterling oil was also attractive to others. If the West Europeans were to buy oil from the American companies in the Middle East, they needed dollars. Consequently, providing dollars for oil was one part of the rationale for the Marshall Plan: perhaps around 20 per cent of Marshall aid went in one way or another on oil payments.27

But a fundamental fault line ran through this American conception of post-war Eurasia. Even though they thought of the Middle East as a site of the Cold War, American presidents from Truman to Johnson were unwilling to station American troops in the Middle East or commit the American Navy to heavy-duty service in the Persian Gulf. Fearing both an overstretch of American military commitments and domestic unpopularity, they, consequently, needed Britain to maintain its empire in the Middle East, even as India’s independence had stripped Britain of military resources that it had historically relied upon to police the Persian Gulf.28 During these early Cold War years, American planning for a war with Moscow required air attacks deployed from Britain’s military bases in Egypt.29 To this end, Truman financially supported Britain developing the Abu Sueir base at Suez. But Washington also worried that Britain’s ongoing imperial presence in the Middle East was destructive. Accordingly, Truman’s immediate successor, Dwight Eisenhower, wanted to accommodate Arab nationalism directed against Britain. After Gamal Abdel Nasser came to power in Egypt in 1953, Eisenhower used American financial power to push Britain to withdraw from the Suez Canal zone and close the Abu Sueir base.30 When Nasser then turned Egypt towards the Soviet Union, Eisenhower could only encourage Britain to form an anti-Soviet military alliance with Iran, Iraq, Pakistan, and Turkey. He refused to contemplate American membership of this Baghdad Pact.

Turkey too posed awkward issues in the 1950s for the American approach to Eurasia that retain their purchase today. After Stalin had given the Turkish government an ultimatum in 1946 to allow joint Soviet–Turkish control over the Dardanelles, Truman had ordered American ships into the Mediterranean and authorized plans for air operations. Whatever Truman’s rhetorical grandiosity about why aid to Greece and Turkey was necessary, in practice energy realism prevailed; as Truman said in private about these Mediterranean commitments, ‘look at a map’.31 For Truman, Greece and Turkey had to be defended as bulwarks against the Soviet Union turning to the Middle East for oil, even as, in fact, Stalin offered little to the Greek communists. Not uncoincidentally, on the same day Truman asked Congress to finance Greece and Turkey, the four big American oil companies signed a collective agreement to participate together in Aramco.32

Yet when the Cold War stretched to the Middle East, Turkey’s absence from NATO exposed the limits of a security alliance focused on Western Europe. In 1952, the Truman administration resolved this contradiction with Turkish and Greek accession to NATO. But this move produced sharp internal NATO divisions, with some European members preferring a clear demarcation between Western European and Middle Eastern security. Ever since—as will be discussed in the next chapter—there have been persistent questions about a number of European states’ willingness to defend Turkey as a NATO member.33

For all this incoherence, the American military absence from the Middle East did not mean an eschewal of American coercive force in the region. Indeed, it could not. Consequently, the Central Intelligence Agency (CIA), established by Truman with authority to engage in covert action against other states that could plausibly be denied, became active in the region. After the Syrian Parliament chose not to ratify the agreement to route Tapline through Syria, the CIA engineered a coup to ensure a government that would proceed with the pipeline.34 The CIA also proved the means for extending American assistance to Britain in Iran. When a new Iranian prime minister, Mohammad Mosaddegh, nationalized the Anglo-Iranian Oil Company in 1951 and terminated the concession, Britain enforced a blockade in the Persian Gulf against Iranian oil exports. While the Truman administration tried to broker a compromise, Eisenhower was persuaded that the CIA should act with British intelligence to remove Mosaddegh from power.35 In the short term, this intervention required the Eisenhower administration to push American companies into a new consortium with an Iranian national company to rebuild the Iranian oil sector. In the long term, it acutely damaged American relations with Iran, and turned the Middle East into an even bigger strategic burden for the United States.36

Atlantic Splinter

In 1956, the inherent tensions of the United States acting as an oil guarantor for its allies via a supply coming from a part of the world where it lacked military power produced a profound geopolitical crisis whose monumental consequences still reverberate.37 Too often seen primarily as a story about post-war British power, the Suez crisis shattered the idea that the United States would always act as an oil supplier of last resort to its allies, reintroduced Soviet oil into Western Europe, and ended the illusion American presidents held that they could keep the United States militarily out of the Middle East.

The crisis began when Nasser nationalized the Suez Canal and shut it to Israeli shipping. In 1956, around 70 per cent of Western Europe’s oil passed from the Persian Gulf up through the Canal. Immediately, Anthony Eden, the British prime minister, told Eisenhower that he believed that if Nasser did not back down force should be used to stop him, and in the event of the Canal being closed ‘supplementary [oil] supplies for a time from your side of the world’ might be necessary.38 Eisenhower replied to Eden’s letter by saying that unless it was absolutely demonstrated that all peaceful means had been exhausted ‘there would be a reaction that could very seriously affect our people’s feeling towards our Western Allies’ with quite possibly ‘the most far-reaching consequences’.39 When, in October 1956, Britain, France, and Israel launched unilateral military action against Egypt, Eisenhower, just days away from a presidential election, reacted furiously. With the canal shut, the Iraq Petroleum Company pipeline sabotaged by the Syrian army, and Saudi Arabia embargoing exports to Britain and France, Eisenhower refused to release supplies from the American emergency programme.40 ‘They can’, he said, ‘boil in their own oil so to speak.’41 Used to purchasing oil in sterling, Britain was now confronted with dollar-denominated imports from the Western Hemisphere. When Khrushchev then threatened, albeit as a bluff, nuclear attacks on Britain and France, Eisenhower’s Treasury prevented Britain drawing dollars from its IMF quota.42 Immediately, the British government terminated its military action without consulting the French or Israeli governments.

The crisis necessarily exposed the incoherencies in the American approach to the Middle East, which simultaneously encouraged West European oil dependency on the region, relied on British military power, and accommodated the Arab nationalism that was pushing the British Empire in the Middle East towards its end. Afterwards, Eisenhower tried to reconstruct American influence via the more conservative Arab states. Under the Eisenhower Doctrine, the Saudi King, in alliance with Iraq, was supposed to become the regional leader and provide an alternative Arab pivot to the burgeoning Egypt–Syria axis.43 But radical Arab nationalism could not be contained within state borders. In February 1958, Egypt and Syria formed a political union—the United Arab Union. Over the following months, the Saudi King was forced to appoint the more radical crown prince as a prime minister, and a group of military officers toppled the Iraqi monarchy and allied the country with the new Egyptian–Syrian state. With the British military having now lost its bases in Iraq, it could no longer reach the Gulf by air from Turkey and had to rely on an operational base at Aden at the eastern entrance to the Red Sea.44 As the British position deteriorated, Eisenhower became the first American president to use military force in the Middle East by ordering troops into Lebanon to prop up the pro-American government in Beirut.45 But this did not represent a change in strategy, only a reaction to the chaos of events. For the next decade, American policy became ever more focused on keeping Britain committed to its small Gulf protectorates and position at Aden.

Suez also inflicted severe long-term damage on NATO’s cohesion. West European dismay at American action was widespread. The West German chancellor, Konrad Adenauer, described the British and French military action ‘as an act of European raison d’état’.46 Eisenhower’s actions during the Suez crisis accelerated the inter-governmental conference about creating what became the European Economic Community (EEC) and the European Atomic Energy Community (EURATOM). In the belief he could secure a decisive French commitment to proceed with the EEC and EURATOM, Adenauer went to Paris to offer his support to the French premier, Guy Mollet. After the British prime minister, Anthony Eden, called Mollet to say that he had succumbed to Eisenhower’s pressure, Adenauer told Mollet, ‘we have no time to waste. Europe will be your revenge.’ 47

But Suez also exposed West European divisions around security that made confederation or federation difficult. The last Fourth Republic French governments concluded that France needed nuclear weapons to lessen French security and technological dependency on the United States.48 By 1956, France had already started a nuclear programme and saw in EURATOM a means to complete it. Adenauer, by contrast, wanted to strengthen European defence capacity without jeopardizing NATO, which meant enticing Britain into any new European confederation or federation. But the British government, under Harold Macmillan, wanted to preserve NATO and still did not wish to join a European customs union.

These post-Suez conflicts could not be resolved. Under Charles de Gaulle’s leadership, French policy became ever more confrontational. De Gaulle wanted geopolitical, as well as economic, distance from both the United States and Britain, culminating in him withdrawing France from NATO’s integrated military command in 1966 and twice vetoing British applications to join the EEC. He also wanted to move the EEC states towards a security confederation. In this he failed for reasons that have endured. For de Gaulle, there could be no European security so long as the Cold War left Europe at the mercy of an American–Soviet nuclear confrontation. But for Adenauer, and the other EEC member leaders, there could be no security without NATO and the American nuclear umbrella. Consequently, the EEC in the 1960s remained trapped between its existence as a customs union with a common agricultural support system which de Gaulle tolerated, and its security dependency on NATO, which de Gaulle did not accept.

The French contribution to this impasse was matched in reverse by the British. The Macmillan government responded to Suez by trying to repair relations with Washington. It too drew a lesson about the necessity of nuclear weapons but sought the answer in bilateral cooperation with Washington to secure them. As far as the EEC was concerned, Macmillan believed the British interest lay in a free trade agreement between the EEC and the British-led European Free Trade Area. Repeatedly threatening between 1958 and 1961 to withdraw British troops from Western Europe, he erroneously assumed that the EEC could be coerced via its security weakness into agreeing one.49 During John F. Kennedy’s presidency, these two post-Suez problems for Britain came together. Fearing de Gaulle’s ambitions, Kennedy enticed Macmillan to apply for accession to the EEC.50 But in granting submarine-launched Polaris missiles to Macmillan in the 1962 Nassau agreement, Kennedy gave de Gaulle a ready justification for damning Britain’s EEC application as a ‘trojan horse’ for American interests in Europe.

With France out of NATO’s command structure and Britain excluded from the EEC, by the mid-1960s Western European geopolitics had become even less coherent than it had been before Suez.51 The EEC was left a partial economic federation structurally incapable of internally resolving security issues, and dependent on an external security alliance one member had in part repudiated. After de Gaulle departed the French presidency, the path to Britain’s accession to the renamed European Community (EC) opened. But France stayed outside NATO’s military command structure for the rest of the Cold War.

* * * 

The implications of Suez for energy were just as momentous. The American veto drove France to make another bid for energy independence. Ever since 1945, French governments had strongly supported oil and gas exploration in the French Empire in Africa. In 1956, oil was found in Algeria. For a time, the French hoped that Algerian oil could move the entire EEC away from Middle Eastern dependency and its relation to American power, even though France’s capacity to maintain French rule in Algeria through strength of force required tacit American consent.52 While the French had not asked that Algeria as a juridical part of France be included in the ECSC, they insisted that Algeria and the other French overseas territories be included in the EEC. This would have allowed Algerian oil produced by French companies to have open access to the EEC, and gave other member states an interest in France maintaining its North African colonies.53 Although France’s forced withdrawal from Algeria in 1962 thwarted this hope, de Gaulle did protect French energy interests in the Évian Accords on Algerian independence, which granted French control over the Saharan oil field.

The British government too looked for new energy options after Suez, beginning Britain’s first nuclear energy programme and encouraging what was now British Petroleum, the former Anglo-Iranian Oil Company, to engage in oil exploration in the Western Hemisphere, including Alaska.54 Nonetheless, Britain still had a stronger position in the Middle East than any other European country. By 1957, half of Britain’s oil came from Kuwait, a British protectorate, and those imports were, crucially, denominated in sterling.55 As Arab nationalism spread and American involvement in South East Asia deepened, the British military presence in the Middle East became more, not less, important in Washington. Suez had not demonstrated that the British were dispensable in upholding the Western oil guarantee. Rather, it had demonstrated the immense vulnerability of Britain’s ability to act militarily in the region to sterling’s weakness. When the next crisis came, the risk would be that the Americans could not rely on the British. In sanctioning an emergency loan to support sterling in late 1964 in tacit exchange for a British commitment to stay in the Persian Gulf, Lyndon Johnson foresaw just the eventuality that would arise at the decade’s end.56

Most consequentially for the long term, the Suez crisis definitively broke Western European governments’ acceptance of the prohibition on Soviet oil imports. Even before Suez, the Italian state oil company ENI had seen an opportunity in Soviet Premier Nikita Khrushchev’s determination to rebuild an export-centred oil industry. In 1958, ENI began negotiations for a large-scale oil deal.57 Italy was soon joined in this new Soviet market by Austria and West Germany.58

The West European turn to Soviet oil produced another NATO crisis. When the Soviets began building the Druzhba (or Friendship) pipeline that took Soviet oil first to Eastern Europe and then to Central Europe, they needed wide-diameter steel pipes from Western European companies. Eisenhower decided against embargoing these exports via NATO. But the greater Soviet export capacity became, the more American politicians became alarmed. In the Senate, Hubert Humphrey, later the 1968 Democratic presidential nominee, declared that Soviet oil exports were ‘one of the major threats that face us…perhaps even more dangerous than the military offensive threat’.59 In late 1962, Kennedy used the Cuban Missile Crisis to demand Western companies stop selling the wide-diameter piping the Soviets needed. Procuring the Italian government’s partial cooperation with this policy required the administration to push American companies to offer Italy cheaper oil.60 Although the American military presence in West Germany made the government in Bonn easier to pressurize, it still took every Christian Democrat member of the Bundestag walking out to stop a vote that would have forced the government to reject the embargo.61 Even the British government, which had less immediate interest in Soviet oil, was extremely reluctant to accept the American diktat.62 The embargo was also unsuccessful, slowing down the pipeline by perhaps a year, before being abandoned by the Johnson administration.63

These Soviet oil exports to Western Europe destabilized the Middle East. Faced with losing market share in Western Europe, the American oil companies in the region cut their prices without consulting the Arab governments.64 The ensuing fury led Saudi Arabia, Iran, Iraq, Kuwait, and Venezuela to form OPEC as the Organization of the Petroleum Exporting Countries.65 Although OPEC’s ability to force prices back up with production cuts was initially limited, not least by new oil discoveries, the three large Middle Eastern producer states now had a platform for collective political action that would reconfigure oil markets from the 1970s.

The 1967 Arab–Israeli war brought the post-Suez fault lines into sharp relief. De Gaulle used the war to insist once again that France would not be constrained by Washington and dropped France’s previous support for Israel for a pro-Arab policy.66 By contrast, American policy was more accommodating to Israel and more hostile to Egypt than it had been in 1956. This reorientation encouraged the Johnson administration to act as a direct supplier of last resort to Western Europe as Eisenhower had not.

Nonetheless, the logistical problems around Western Europe access to Middle Eastern oil would now become permanently more difficult. The Tapline pipeline carrying Saudi oil went through the Golan Heights, and this Syrian territory was now under Israeli occupation, making it a Palestinian target. The Suez Canal remained closed until 1975. Above all, the 1967 war finally destroyed Britain’s position in the Middle East. The year before the war, the British government had already announced that it would leave Aden as a Nasser-backed insurgency grew. The war then intensified the uprising, producing a mutiny in the South Arabian Federation army and the Aden police. In November 1967, the beleaguered British military withdrew, leaving behind an independent republic of South Yemen, which by 1970 was run by a Soviet-backed regime. By 1967, British military weakness was compounded by sterling’s. A closed Suez Canal and the Arab embargo on oil to states that supported Israel left Britain buying dollar-denominated oil, triggering another balance of payments crisis.67 With the practical basis of British power having crumbled, the Wilson government soon announced that Britain would, by 1971, end all military commitments east of Suez. Britain’s exit from the Persian Gulf produced an immediate crisis for Washington.68 But Johnson could no longer use American financial power to change Wilson’s mind. Any hope he had of offering Britain the option to reduce its troop commitments in Western Europe, as Dean Rusk had suggested to Wilson in 1965, in exchange for keeping them in the Persian Gulf had evaporated with France’s withdrawal from NATO’s common military structure the year before.69

This impasse turned Saudi Arabia and Iran into the anchors of Western energy security in the Middle East. As Walt Rostow, Johnson’s national security adviser, wrote in a memo to the president, ‘we don’t want to have to replace the British, and we don’t want the Russians there. So we must count on the Shah and Faisal.’70

From the outset, this new approach was fraught. The whole presence of the big American and European oil companies in the region was increasingly politically contested. When, in 1969, Colonel Gaddafi seized power in Tripoli under a pan-Arabism banner, he immediately shut down American and British military bases in the country and soon asked for Soviet military aid. With an increasing proportion of non-Soviet oil exports to Western Europe coming from Libya, he also began a fight with the oil companies about prices and revenue share. Other OPEC states soon followed in pushing to reverse the balance of power between the oil-producing countries and the oil companies, yielding new agreements that gave them greater revenue and control. Some OPEC members went further. Between 1971 and 1974, Algeria—which had joined OPEC in 1969—took majority ownership of the French oil companies’ interests in Algeria, the pro-Soviet Ba’athist government in Iraq nationalized the Iraq Petroleum Company, and the Saudi government procured a majority share of Aramco. By the end of the decade, Aramco would be entirely owned and run by the Saudi state.

Meanwhile, the internal geopolitics of the Middle East remained unconducive to any external power looking for stable allies. Elevating Iran tied American credibility to a country where strong anti-American sentiments already prevailed thanks to the 1953 coup. It also encouraged Iran’s territorial ambitions in Iraq and the southern Gulf. Leaning more heavily on Saudi Arabia meant dependence on a monarchy contending from the mid-1960s with defections within the military to Egypt. Indeed, the CIA warned Johnson and then Nixon that the kingdom was vulnerable to a radical nationalist coup. After the 1967 war, King Faisal reached an accommodation with Nasser and vigorously embraced the cause of a Palestinian state. The relationship between Iran and Saudi Arabia made matters worse: this new American strategy embroiled Washington in the rivalry between the two large Gulf states over oil prices and output institutionalized in OPEC.71

A little more than a decade after Suez, the purported American oil guarantee to Western Europe was incoherent and in part unwanted. American presidents could not use military power on any sustained basis in the Middle East, had been unable to use financial threats and extraterritorial sanctions to stop the West European states from turning towards Soviet oil, and had failed to prevent Britain from ending the military commitments on which the American expectation that Western Europe would import oil from the Persian Gulf ultimately rested. With Iraq moving towards the Soviet camp after 1968, Soviet influence in the Middle East had, meanwhile, grown. Far too much now hinged on the fate of the Iranian Shah, whose ambitions only incentivized Iraq to look for military help from Moscow.

Détente

These fractures were one part of a bigger geopolitical cataclysm around American power. The immediate cause was Vietnam. In its own terms, the war was an American disaster and created sharp, new domestic political constraints on American power. But it also intersected with the Middle Eastern and energy fault lines, as well as those inherent to Bretton Woods, to change American Cold War strategy with consequences that continued into the post-Cold War world.

Like the Suez crisis, Vietnam revealed NATO’s divisions. Once American ground troops were committed in Vietnam, the Johnson administration failed in its attempts to use American support for sterling to take Britain into the war. Even though it threatened to withdraw American military protection from West Germany, it also proved unable to make Bonn help finance the war. Indeed, American pressure succeeded only in precipitating the end of Ludwig Erhard’s Christian Democratic–Free Democratic coalition government over the issue. The subsequent formation in 1966 of the first German grand coalition between the Christian Democrats and the Social Democrats opened the path to West Germany’s turn in the 1970s towards accommodation with the Soviet Union, entrenching politically the prior German turn to Soviet energy.72

Meanwhile, the demands Bretton Woods placed on American dollar policy made it near impossible from 1968 for the United States to continue to fight the war as anything but a damage limitation exercise. What in 1947 had been a shortage of dollars had by the 1960s necessarily become a shortage of gold—as will be discussed in chapter seven. Faced with a gold crisis in March 1968, Johnson judged that since, in his words, the American ‘fiscal situation’ was ‘abominable’, he could not meet the request made by the American military generals for a large increase in troops.73 Having accepted this gold-generated constraint, Johnson announced in March 1968 a radical curtailment of the air campaign against North Vietnam and that he would not seek re-election.

The Vietnam failure shattered the relative domestic political consensus about security that had allowed the United States to exercise power in Eurasia since Pearl Harbor. In the early Cold War years, Truman had won congressional support for the Marshall Plan, NATO, and peacetime conscription without anything like the domestic difficulties presidents had faced during the interwar years over Eurasian commitments. Over Vietnam, Johnson had won in 1964 a blanket authorization from Congress to deploy troops with only two dissenting voices. But without victory ever being in sight, Vietnam exhausted American voters’ willingness to fight in, and pay for, Eurasian wars. Recognizing that reality, Richard Nixon campaigned in 1968 to abolish conscription, although it took him five years to realize his promise. After Vietnam, the United States would have a volunteer army and an electorate with a very low tolerance for any Eurasian commitments that risked body bags.

Fearing a period of Soviet ascendancy would follow an American retreat from Indochina, Nixon and his national security adviser, Henry Kissinger, wanted to freeze the strategic conflict with the Soviet Union as it was in the early 1970s. This required not only an accommodation with Moscow over some issues, including arms limitation treaties, but establishing diplomatic relations with Communist China in the hope that China would serve as an instrument of anti-Soviet containment.

Although détente followed from Vietnam-driven problems, it also had an energy logic. By the end of the 1970s, American energy power was waning and Soviet energy power was rising. American crude oil production reached a peak in 1970 that it would not hit again until the eighth year of the shale boom in 2018. Without a surplus capacity, American producers could not, even in principle, act as a supplier of last resort to Western Europe, and, requiring its own imports, the United States acquired a direct interest in oil bound for NATO members passing through the Persian Gulf.74 Meanwhile, discoveries during the 1960s in Western Siberia boosted further the Soviet oil industry. In 1968, the Soviets completed an extension of the Druzhba pipeline to the Baltic coastal city of Ventspils, increasing export capacity to Western Europe. By 1974, the Soviet Union had replaced the United States as the world’s largest oil producer.75 The huge Western Siberian hydrocarbon basin also contained large quantities of gas. Exporting this gas to Western and Central Europe was Moscow’s opportunity to develop these fields with European money and equipment. In the long term, these gas exports would prove even more consequential than Soviet oil exports, not least in providing an economic foundation to the Soviet–German accommodation, just as West German politics acquired the most significant green movement in the world that would strongly constrain the growth of nuclear power.76

With American energy power weakened, Nixon edged towards American–Soviet cooperation. He sought commercial opportunities for American consortiums in developing the Western Siberian fields, and loosened NATO’s rules on energy-related exports.77 The communiqué after an American–Soviet summit in June 1973 noted ‘a number of specific [energy] projects involving the participation of American companies, including the delivery of Siberian natural gas to the United States’ and that the two governments had ‘signed an agreement to expand and strengthen co-operation’ over nuclear fusion.78

But energy matters also seriously strained détente, which was already bitterly domestically contested, not least since neither the State Department nor Pentagon supported much of Nixon and Kissinger’s approach. Energy trade with the Soviet Union required Moscow to have Most Favoured Nation status and Congress made that outcome dependent on human rights, especially Soviet Jews’ liberty to emigrate. It also required the Soviet Union to have some access to American capital, which Congress restricted.79

Most immediately, détente could not prevent a full-scale crisis in the Middle East, the ramifications of which spread around the world.80 When Egypt and its Arab allies attacked Israel on Yom Kippur 1973, the Arab oil-producing states had advantages unavailable to them in 1967. In the 1973 war, the line between Soviet-supported and American-supported states dissolved, with Saudi Arabia actively participating in the military coalition Egypt assembled. American OPEC imports also exposed the United States to Saudi Arabia’s oil weapon. The Saudis were frustrated by the dollar’s devaluation in 1971 and saw higher prices as a necessary compensation, especially when Washington was also strengthening their rival Iran.81 Although King Faisal was initially reluctant to break with Washington and asked the American oil companies to put pressure on Nixon to change course, once the war turned in Israel’s favour, he did embargo exports to the United States. Coming on top of the pressures on prices and supply already in play from American production having peaked in 1970 and OPEC’s ascendancy, the American and Western Europe economies and democracies experienced an intense collective oil price shock—as will be discussed in chapters four and eight.

With most West European governments reorienting their policy towards the Arab states or neutrality, the Yom Kippur War shattered any lingering remnants of NATO unity over the Middle East. The British government joined most of its fellow EC members in eschewing American support for Israel, prompting Kissinger to suspend American intelligence sharing with London.82 In the political scientist Ethan Kapstein’s words, the Arabs in 1973 ‘divided and conquered the Western alliance’ by deciding who got oil and who did not.83 When it appeared that the Soviet Union might enter the conflict, most West European governments told Washington that the American military could not necessarily expect to use their bases in the event of a Middle Eastern war with the Soviet Union, and Britain refused to let the Americans launch reconnaissance flights from Cyprus. Left without allies, Washington sent American warships to the Indian Ocean near the entrance to the Gulf.84

Kissinger later complained that the West Europeans had largely acted ‘as if the alliance did not exist’.85 But NATO was not conceived, and, beyond Turkish membership, had not been adapted, to deal with the Middle East. At times, Kissinger and other American officials talked as if the United States had the requisite unilateral power to seize oil fields in the region. On one occasion Kissinger told journalists that unless the Arab states learned to cooperate again with the oil-consuming states they would ‘go the way of the Greek city states’.86 In reality, Washington lacked the power to demand Arab acquiescence, and its Vietnam-consumed domestic politics could not have accommodated a Middle Eastern war. Indeed, diminishing oil power made it the supplicant state. The crisis was not an operational failure for NATO but a reckoning. NATO was devised as a European-focused military alliance in a bipolar world in which its European members’ energy security interests depended on the Middle East. One NATO state, whose military power was severely financially constrained and whose imperial presence ignited resistance, had been primarily responsible for defending those interests. With Britain’s military exit, NATO had for several years been entirely absent from the Persian Gulf, at a time when the United States itself was becoming dependent on imports through those waters and the Moscow–Baghdad alliance had taken the Soviet Navy into the Gulf. Instead, Saudi Arabia and Iran were supposed to protect the oil interests of NATO members, although they would only refrain from harming them on conditional terms that divided the military alliance.

Confronted with this actuality, Kissinger demanded the Europeans come to an energy summit in February 1974. He framed the Washington Energy Conference around the collective interests of the industrial oil-consuming countries in relation to producer countries. But there was now an incentive for beggar-thy-neighbour bilateral oil deals, and the French government refused to join the International Energy Agency (IEA) the Nixon administration pushed to increase international energy cooperation. Under conditions of declining domestic production, American consumer-oil interests competed with those of the Western European states. Caught in this tension, Nixon resorted to threatening to remove American troops from Europe unless the West European states agreed a collective approach.87 But throughout the 1970s, West European governments had an option to reduce Middle Eastern dependency: they could import more oil from the Soviet Union. In practice the United States could not. Although Kissinger tried again, when serving Gerald Ford, to establish a basis for future Soviet exports across the Atlantic, the preliminary agreement reached with Brezhnev fell apart.88

Strategically exposed by the 1973 crisis, the Nixon administration repaired relations with Saudi Arabia, strengthened its alliance with Iran, which had supported the price rises but not the embargo, and sought to broker an Arab–Israeli peace via Egypt. For the future, Nixon told Americans in a national address in November 1973, the country had to wean itself off Middle Eastern oil and embrace what he called ‘Project Independence’ to be realized by the decade’s end, including through the development of shale oil.89

A Strange Victory

If American energy power diminished throughout the 1970s, the revolution in Tehran at the end of the decade and the ensuing Iranian hostage crisis deepened the blow, creating some of the central political dynamics presently at work in the Middle East. What had been the American fear of the Egyptian–Soviet axis became the fear of an Iran–Soviet alliance. Given the Persian Gulf’s importance, American policy became much more confrontational.90 For Western European governments, this created a further Middle Eastern predicament. Now on top of the risk that the Arab states and Iran could embargo oil exports, they confronted a world in which American sanctions against Middle Eastern regimes would threaten the supply of moderately priced oil.

The fallout of the Iranian revolution soon spread to the western side of the Persian Gulf. Once again, events elsewhere in the region left Saudi Arabia vulnerable to anti-Western sentiment. In late 1979, fundamentalists wanting to overthrow the Saudi monarchy seized control of the Grand Mosque in Mecca, and the Saudi regime had to fight to regain control. Thereafter, it upheld stricter Islamic rules and proved more open to religious conservatives. Iran also quickly proved willing to support Shiite groups in Arab countries, beginning in Lebanon where the Islamic Revolutionary Guard Corps established a base in the Syrian-controlled part of the country out of which Hezbollah grew.

Like Nixon before him, President Carter saw recreating energy independence as the United States’ only way out of this geopolitical morass. In what was dubbed his ‘malaise’ speech, Carter declared:

This intolerable dependence on foreign oil threatens our economic independence and the very security of our nation… Beginning this moment, this nation will never use more foreign oil than we did in 1977—never. From now on, every new addition to our demand for energy will be met from our own production and our own conservation.

Practically, he put his faith in a federally backed Synthetic Fuels Corporation and shale, telling Americans that ‘we have more oil in our shale alone than several Saudi Arabias.’91

But once more the aspiration to restore energy independence could change nothing in the present. The Soviet invasion of Afghanistan in late 1979, which seemed to open a Soviet path to the Strait of Hormuz, and then Iran’s ascendancy in the Iran–Iraq war, which appeared from 1982 to conjure the spectre of Iranian troops reaching the Saudi and Kuwaiti oil fields, deepened American vulnerability in the Middle East. Carter’s defence secretary said that the loss of Persian Gulf oil would be ‘a blow of catastrophic proportions’ and ‘Soviet control of this area would make economic vassals of much of both the industrialized and the less developed world.’92 His energy secretary, James Schlesinger, went further saying that ‘Soviet control of the oil tap in the Middle East would mean the end of the world as we have known it since 1945.’93 But after Vietnam there was no possibility of committing American troops to Afghanistan, leaving the Carter administration to arm the Islamic Mujahideen through Pakistan, or to Iran, leaving the Reagan administration to restore diplomatic relations with Iraq and the CIA to provide covert support to Baghdad.

Although the Carter administration announced a military strategy for the Middle East—the Carter Doctrine—committing the United States to use military force against any outside force seeking control in the Persian Gulf region, it and its successors lacked any decisive wherewithal to act upon that doctrine.94 Carter did order the US fleet into the Gulf and established a rapid deployment force to operate outside West Europe and East Asia. But the United States lacked the military capacity to impose regional order in the Middle East. What military power it could bring to bear also caused problems for its remaining regional allies, such that when the Reagan administration established the US Central Command in 1983 as a permanent unified combatant command for American operations in the Middle East, no Gulf state would host it. Consequently, the logistical headquarters for American military power in the region was located in Florida and remains there.95

The Persian Gulf crisis that began with the Iranian revolution also reactivated NATO’s discord. Only Britain participated in joint manoeuvres in the Indian Ocean after the Soviet invasion of Afghanistan, and again the French government flirted with its own solution by contemplating an accommodation with the Russians in the Gulf.96 During the early period of the Iran–Iraq War, France did join Britain in contributing convoy ships to protect tankers around the Strait of Hormuz, but the West German government refused to participate in the operation.97

For the long term, the Carter Doctrine’s use of the term ‘outside’ begged the question of what would happen if Iran attacked Saudi Arabia and were supported by the Soviet Union.98 Revolutionary Iran has proved a significant military power. In 1988, Iran sued for peace in the war with Iraq, after the American Navy and Air Force launched a massive attack on Iranian ships in Iranian waters. But the Iran–Iraq war still ultimately consolidated the Iranian regime, and the American intervention made the regime’s political legitimacy even more dependent on anti-American hostility. Iraq’s partial victory then produced Iraq’s invasion of Kuwait, and Saddam Hussein’s attacks on the Kurds. Although George Bush Sr issued a national security directive in 1989 to clarify that the United States would use force against a regional actor as well as an external actor, this has in practice proved more material in relation to Iraq than Iran.

* * * 

Back in Europe, the Cold War’s emphatic return after the Soviet invasion of Afghanistan deepened NATO’s schism over energy. In 1981, the Soviet government struck an agreement with a German banking consortium led by Deutsche Bank to provide credit to build a new gas pipeline. The Trans-Siberian pipeline would eventually run from the Urengoy gas field in the West Siberian basin to Uzhhorod in what is now Western Ukraine, where the gas was transported to central and Western Europe. The Reagan administration opposed the Trans-Siberian pipeline, and, after the Soviet-controlled Polish government imposed martial law in December 1981, it imposed tough extraterritorial sanctions on European companies involved in the project. These sanctions prompted a furious reaction among West European governments. Helmut Schmidt, the West German chancellor, insisted that whatever the Americans thought the pipeline would go ahead. The British trade secretary, Lord Cockfield, raged that the American embargo constituted ‘an unacceptable extension of American extraterritorial jurisdiction in a way which is repugnant in international law’.99 But for the Reagan administration, this was more than simply a replay of Kennedy’s confrontation over the Druzhba pipeline, as senior advisers believed that hard currency earnings from energy exports allowed the Soviet Union to project military power abroad such that their absence would have strategic consequences.100 Reagan backed down on the pipeline after the West Europeans agreed that no more than 30 per cent of their gas imports would come from the Soviet Union.101 But the European–American conflict within NATO over energy appeared inescapable as long as the Cold War continued.

Of course, at the end of the 1980s the Cold War did draw to a close, and, paradoxically, energy played its part in hastening that resolution. High oil prices in the 1970s made possible what would have otherwise been prohibitively expensive: production in the North Sea. In the Western Hemisphere, more oil was discovered in Mexico and the end of regulations on domestic American oil prices—which will be discussed in chapter eight—spurred BP and several American oil companies to pursue high-cost supply in Alaska. This increase in non-Middle Eastern and Soviet supply sapped OPEC’s capacity to control prices, as did the creation of exchanges in New York and Chicago for futures contracts—which gave the right to buy oil at a specified date at a specified price—by encouraging speculative movements in the price driven by investors with no interest in receiving actual oil. Confronted with these developments, Saudi Arabia initially led OPEC into production cuts to try to maintain prices. But when the dollar began to slide in 1986 causing the kingdom’s dollar revenues to fall, it reversed course to fight for market share, crashing prices.

Saudi motives in letting prices plummet in 1986 has been subject to much subsequent speculation. Some former Reagan officials have claimed that the administration encouraged the Saudis to act in order to heap pressure on the Soviet Union.102 There is no decisive evidence that this was the case.103 Nonetheless, the Reagan White House welcomed the fall, proclaiming that it was ‘one of the most beneficial things that happened to mankind in 13 years’.104 For America’s Texan producers, by contrast, it was anything but. For them, the 1986 reverse oil price shock was a disaster, and as the 1980s Texas oil economy crashed, Texas became the epicentre of the American savings and loan crisis.105 In not stepping in to protect the Texas oil companies, the Reagan administration acted differently from any of its predecessors.106 Even before the 1986 crash, Reagan had shown much less interest in restoring American energy independence than Carter or Nixon, not least by letting the Synthetic Fuels Corporation wither.107 When the Saudi shock then arrived, any prospect of reducing American oil imports from the Middle East ended, until high prices and extremely cheap credit after the 2008 crash facilitated the shale boom.

Whatever the Saudi motivation, the oil price collapse was geopolitically transformative. In 1986, the Soviet Union was by some distance the world’s largest oil producer. But the Soviet state was so dependent on revenues from energy exports that it could not function without them. Low oil prices brought the long-standing military crisis in Afghanistan to a head, as the dollar had for the Americans in Vietnam, and made Soviet food imports dependent on Western credit. Oil is far from a sufficient explanation for the imperial crisis that engulfed the Soviet Union in 1989. But when the Eastern European rebellions exploded that year, the oil-caused immediate economic crisis left Mikhail Gorbachev in no position to try to defend Soviet rule.108

As the Ottomans’ demise had done earlier in the century, the Soviet Union’s collapse in 1991 left a geopolitical energy prize, this time around the Caspian Sea. For two decades, Soviet energy production had been dominated by Western Siberia. But in the Soviet Union’s last years, geological engineers discovered the Azeri-Chirag-Gunashli fields off the Azerbaijan coast and oil and gas in Kazakhstan. This opened up the prospect of another source of Eurasian supply. But it also meant the Americans and Europeans could disagree once again on where NATO members had shared energy security interests.

* * * 

Today, NATO’s old energy fault lines formed during the Cold War interact with these new ones that began to take shape as the Cold War ended, as well as those generated by the United States’ return in the 2010s as a top-tier oil and gas producer. As the American need for oil imports has lessened, the end result has been a partial American strategic withdrawal from the Middle East. But the American naval commitment in the Persian Gulf and a strategy to deter Iran by means falling short of war remain in place, in part because China too now needs Middle Eastern energy resources. For the European NATO members, this tension in American policy has created harder versions of old disagreements. In Emmanuel Macron’s eyes, the Middle East is Europe’s ‘neighbourhood’, replete with risks. In his judgement, the United States cannot share these European interests and, consequently, NATO cannot be fit for purpose as a military vehicle for the protection of those interests. Here, there is a clear echo of the Suez crisis, with the added complication that neither the British nor the French possess anything like the military power they did in 1956 and can still be constrained in the Middle East, especially in regard to Iran, by American financial power.

But the European Union has scarcely worked as geopolitical revenge for Suez. It could not in energy terms because the West European countries could not end oil imports from the Middle East and Algeria’s integration into the EEC did not last. Nor could the EEC states break with NATO. Although France pulled away from NATO’s command structure, French governments were never able to realize de Gaulle’s ambitions for an independent European security confederation.

So far as Suez marked a decisive geopolitical change in Europe, it was through the European turn back to Soviet energy exports. From the 1970s, the Soviet–German gas relationship became a defining feature of the European geopolitical landscape and the structural division within NATO created by the absence of comparable energy interests across the Atlantic. Despite the part oil revenues played in the Soviet Union’s fall, this was a construction from the Cold War that would endure into the post-Cold War world. There would though be a crucial difference between a Soviet–German energy relationship and a Russian–German relationship: after 1991 the territory to Germany’s east through which the gas was delivered would be constituted by independent states that were neither part of the Soviet Union nor subject to its rule. This geopolitical change would simultaneously make NATO militarily important for security in Eastern Europe and make NATO, as well as EU, unity over Russian energy exports impossible, especially as new supplies were opening up from the Caspian Sea. Even before the United States acquired the means both to compete with Russian gas exports and to use its financial power over European states to force a change in energy policy, this conundrum would prove, as the next chapter will show, extremely disruptive.
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Eurasia Remade


In September 2015, warships from Russia’s Black Sea Fleet moved through the Bosphorus into the eastern Mediterranean, and the Russian air force launched airstrikes against groups of US-backed Syrian rebels. The Obama administration made no response. As one senior State Department official briefed, ‘if the Russians are going to be more engaged in this theatre, we have to de-conflict militarily.’1

As Russian intervention turned the balance of power back to Bashar al-Assad’s regime, in the summer of 2016 Obama decided to work with Russia to try to end the Syrian civil war. On 9 September, his Secretary of State, John Kerry, and the Russian foreign minister, Sergey Lavrov, announced an impending ceasefire and said that if it held for a week, Washington and Moscow would begin to plan joint airstrikes against Islamic State (ISIS). But nine days later, American and British planes mistakenly killed around sixty Syrian soldiers in north-east Syria, prompting the Syrian government to repudiate the ceasefire. After Syrian and Russian aircraft then struck an aid convoy near Aleppo, Obama suspended American–Russian cooperation.

As, not for the first time, Obama was reversing course in Syria, Donald Trump and Hillary Clinton were exchanging blows about American geopolitical priorities. For Clinton, Russia had to be confronted in Syria. In the second presidential debate, she said that ‘what is at stake here is the ambitions and aggressiveness of Russia. Russia has decided it is all in in Syria.’ For Trump, Russia was still a potential partner in fighting ISIS. Each argued that the Russia issue made the other unfit for the presidency. Clinton portrayed Trump as a Russian stooge: ‘they’ve…decided who they want to see become President of the United States too and it’s not me.’ Trump charged that Russia had gained power in Syria and in Iran ‘because of our weak foreign policy’ and that, as Obama’s first Secretary of State, Clinton bore responsibility.2

Clinton and Trump also disagreed about the relative importance of Russian power. For Trump, China was the United States’ primary geopolitical problem. He painted a picture of a Chinese assault on the American manufacturing sector and complained that ‘there’s nobody in our government to fight them.’3 For Clinton, China was still a net economic asset. She would not, she insisted, rip up the multilateral trading order that sustained the American economy. Again, each saw in China a means to attack the other’s personal competence to be president. Trump regularly reminded voters that Bill Clinton had been responsible for bringing China into the World Trade Organization (WTO). Trump, Clinton retaliated, regularly used cheap Chinese steel to construct Trump buildings across the country.

But if, geopolitically, the 2016 presidential election became a confront-China challenger candidate versus a confront-Russia incumbent candidate, this juxtaposition also distorts. When, alarmed by China’s rise, the Obama administration had made a Pivot to Asia, Hillary Clinton was the policy’s principal architect. Until six weeks before the election, Obama had been pursuing much the same policy of cooperation with Russia against ISIS advocated by Trump. After Trump won, the Obama administration imposed new sanctions on Russia. Whatever Trump’s hopes of moving towards accommodation with Putin, he assumed the presidency under the accusation from his opponents that he and his advisers had colluded with Moscow to win it. In August 2017, the US Congress imposed more sanctions on Russia and placed legal restrictions on the president’s authority to remove them. Paradoxically, the 2016 election ended with a domestic politics that drove a confrontation with both Russia and China.

Yet the difficulties of changing Russian behaviour had already been proven by earlier events in Europe. When Russian warships entered the eastern Mediterranean, Moscow had been subject to sanctions for eighteen months, prompted by Russia annexing Crimea from Ukraine in 2014 and Moscow’s subsequent support for anti-government forces in Ukraine’s Donbass region. These sanctions had some consequences for individuals. But since they did not prevent Russia selling oil and gas, they gave Putin little motive to retreat.

Here, American geopolitical choices ran into the European Union’s (EU) geopolitical weaknesses around its borders. It was European dependency on energy imports from Russia that made any serious sanctions impossible. Having set the Ukrainian crisis in motion by insisting the Ukrainian government—whose NATO membership France and Germany had earlier vetoed—choose between an economy oriented towards Russia and a formal economic relationship with the EU, the EU was powerless to act when, in February 2014, Russian soldiers seized control of the Crimean Parliament building.

Russian influence in Syria, meanwhile, exposed the EU to another border problem, this time with Turkey. As Russian ships moved through the Bosphorus, the EU was already immersed in a crisis generated by the plight of Syrian refugees who had been living in camps in Turkey. At the beginning of September 2015, Angela Merkel declared that there was no limit to the number of refugees Germany would take. Hundreds of thousands of people headed out of Turkey across Southern and Central Europe. But her new policy rapidly proved unsustainable. Only weeks later, the EU struck a provisional deal with Turkey to stem the flow. In March 2016, Merkel’s bilateral diplomacy with Turkish Premier Recep Tayyip Erdogan turned this provisional agreement into a more substantial accord, where, in exchange for a Turkish commitment to reduce further the number of refugees entering Greece and Italy, the EU agreed to a large aid package and to accelerate the stalled negotiations on Turkey’s accession to the Union.

If this moment in early 2016 appeared a turning point in the EU’s relations with Turkey, Turkey’s geopolitical alignment was dramatically reconfigured through the rest of the year. On the night of 15 July, Turkish army officers tried and failed to seize power. In the aftermath, Erdogan made it clear he felt better supported by Putin than Obama or any EU leader. Erdogan’s post-coup purges and threat to reinstate the death penalty led some European capitals to cast public doubt on Turkey’s suitability for EU membership. By the year’s end, Erdogan had sent Turkish forces across the Syrian border to attack American-backed Kurdish militias and joined with Russia and Iran to launch a counter peace process for Syria to the one operating under the United Nations’ auspices.

These events that made Russian power a major issue in the 2016 American presidential election and so pressurized the EU on its borders arose from geopolitical fault lines long present in the post–Cold War world. Those around Ukraine existed from the start since the Cold War’s end had uprooted the European geopolitical environment in which NATO and the EU’s predecessors were born without settling a new one. Those around Syria could partly be traced back to the long-term incoherencies in American policy in the Middle East. Those around Turkey and European energy imports from Russia had their origins in the Cold War and continued beyond its end. Even though few imagined in the 1990s that they could prove so disruptive, each would have been recognizable as a geopolitical challenge. By contrast, that China’s economic development should feature as a contested geopolitical issue in the 2016 American election and help a businessman who had never previously run for any office was experienced as a profound shock. In the late 1990s, the US–China trade relationship was not supposed to be a geopolitical issue, or any longer a partisan one, only an engine of growth for a singular world economy run under American leadership.

A decade that was often disingenuously hailed as the dawn of a new American-led universal order turned out instead to be the prelude to a geopolitically dangerous world that has recast Eurasia and connected old fault lines running across it. For all China’s importance, understanding this geopolitical turbulence must begin in Europe. It was Europe’s geopolitical map that was rewritten by the Cold War’s denouement in relation to both Russia and Turkey.

Where is Europe?

After the Soviet Union’s dissolution in 1991, the questions of where Europe ended, whether any part of Europe could still be threatened by Russia, and, if so, who would provide security still remained. This massively complicated the already difficult relationship between NATO and, what from 1993 became, the EU. If the EU claimed to realize an ideal of European unity, it could not end on the Eastern German border at the Oder–Neisse line. But since centuries of instability in Europe had arisen over states and empires in the geographical space between Russia and Germany, bringing the former Warsaw Pact states into the EU begged the question of their military security. If the East European states joined the EU, Cold War logic said they should also join NATO. But if they were indeed to enter NATO, then NATO would be asserting that Soviet power had been little more than a new version of old Russian power and a security guarantee to these states would not be a cosmetic exercise. In the Maastricht Treaty, agreed in December 1991, the Eastern European question went unaddressed. But, by creating a Common Foreign and Security Policy, the EU did make a move towards becoming a security confederation, albeit without any assumption being made that NATO was thus dispensable.

The EU’s subsequent inability to substitute for NATO in the Yugoslav wars of succession was matched by its inability to resolve the security implications of Eastern enlargement. Three non-NATO members—Austria, Sweden, and Finland—joined the EU in 1995, the same year that France rejoined NATO’s Military Committee, albeit not its command structure. Meanwhile, the leading Eastern European states that wished to join the EU pressed the Americans for NATO admission. By the mid-1990s, there was an impasse. Fearing the EU would become more dependent on NATO if Poland and others joined, and that Germany would lose interest in security matters if NATO were entrenched in Eastern Europe as a buffer between Germany and Russia, France became averse to EU and NATO enlargement.4 Later in the decade, it tried to reinvigorate the EU’s formal security confederation structure. In Tony Blair, the French President Jacques Chirac found an unprecedented British advocate for the EU having some military capacity independent of NATO. In the 1998 Saint-Malo Declaration, the two governments agreed that the EU should have an autonomous military capability and a decision-making structure around it. This bilateral Franco-British agreement facilitated a European Security and Defence Policy and a 2002 agreement that the EU could access NATO assets for operations in which NATO did not participate.5 A year later, EU troops were for the first time deployed in a peacekeeping mission in Macedonia. But giving the EU some military capacity was again no answer to the Eastern European question.

That involved confronting what it would mean for the EU to have a border with Russia. When, by 1996, it became clear that for the EU Eastern enlargement was urgent, the Clinton administration decided that NATO accession for Poland, Hungary, and the Czech Republic should be an American priority. This led to these three former Warsaw Pact members joining NATO in 1999, followed in 2004 by, among others, the former Soviet republics, Estonia, Latvia, and Lithuania. In moving eastwards before the EU did, NATO became a supposed symbol of democratic values.6 But the question of whether there was sufficient political will in Europe, let alone among American voters, to defend the Baltic republics was not answered.7

In 2004, the EU did finally welcome eight new members, including Poland. But Eastern EU enlargement was still bedevilled by security matters. If the French feared it would compromise the EU as a security confederation, they took the second Iraq War as vindication of their apprehension. In the weeks before the war began, Chirac described the East European governments’ support for the American position on Iraq as ‘infantile’, and said they were ‘missing an opportunity to shut up’.8

These tensions were near inevitable. For the East European states, the old logic that made NATO the security wing of the EU remained a self-evident reason of state. For France, a post-1989 accommodation with NATO could be contemplated because for at least some French politicians in a post-Soviet world NATO was in the long term irrelevant.9 Nor was the cause only Eastern enlargement. On the side of the Eastern European members over Iraq were Britain, Italy, the Netherlands, Denmark, Spain, and Portugal. On Middle Eastern matters during the Cold War, the West European states had bitterly disagreed with Americans, not least over Suez, but in nothing like this way with each other. This new scope for conflict pitched France and Germany against Britain, destroying the British–French security rapprochement. For the EU to become a security confederation, France and Britain needed to be closer on geopolitical questions than France and Germany since a reunified Germany had cut defence spending by nearly a third during the 1990s. But if the EU were still to rely on NATO, France took risks in attacking East European governments for accepting American leadership over Iraq and siding with Russia when a NATO that was not in Europe an alliance against Russia would lose any reason for existence.10

Ukraine was pivotal for these EU–NATO fault lines.11 Ukraine formally became an independent state with the Soviet Union’s dissolution in 1991. But its strategic importance around the Black Sea made for an uneasy separation. In 1997, Russia and Ukraine agreed to divide the former Soviet Black Sea Fleet based at Sevastopol in Crimea. Under this treaty, the new Russian Black Sea Fleet was able to use Sevastopol for twenty years and station troops on the Crimean Peninsula. If this treaty effectively guaranteed Ukrainian independence subject to Russian military rights in Crimea, it lacked meaningful external support since neither EU nor NATO membership were on offer to Ukraine. Indeed, the EU formally ruled out EU entry when, after its 2004 enlargement, it set out a ‘European neighbourhood’ policy for relations with the states between the Baltic republics and the Black Sea, the Caucasus, North Africa, and the Middle East that excluded further accessions.

The 2004–5 Orange Revolution brought the Ukraine dilemma to its first crisis.12 Massive demonstrations after the presidential election in November 2004, which appeared rigged in favour of the pro-Russian candidate, led the Ukrainian Supreme Court to order a rerun, then won by Viktor Yushchenko on a pro-EU platform. On taking office in January 2005, Yushchenko promised that securing EU membership would be the ‘alpha and omega’ for his government, and that he would take Ukraine into NATO.13 The enlarged EU was now beset with a geopolitical divide around Ukraine. A Union that included Poland, Slovakia, and Hungary—states that border Ukraine—ensured there would be persistent internal pressure to offer a substantially closer economic relationship. But since an EU that took Ukraine into its economic orbit would have to endure more confrontational relations with Russia, and thus this move would need to be coupled with NATO accession, France would continue to resist.

Back to the Caucasus and Turkey

Aside from producing an independent Ukrainian state, the Soviet collapse unravelled the post–First World War settlement around the Black Sea and the Caspian Sea, as well as the Caucasus that separated these waters. This returned Eurasia to aspects of the pre-1914 geopolitical world, including Russian–Turkish competition in the region.

This change was intensified by the late Soviet oil discoveries around the Caspian Sea. When Azerbaijan and Kazakhstan declared their independence, George Bush Sr’s administration sought to make them American energy allies. But since the Caspian Sea is landlocked, Azerbaijan is bordered by Russia to the north as well as Iran to the south, and Kazakhstan shares a long border with Russia, transporting future oil and gas from the two countries would pose serious logistical and geopolitical difficulties.14

For the remainder of the 1990s, the Clinton administration prioritized avoiding new pipelines from Azerbaijan that went through either Russia or Iran. Eventually, it supported an expensive oil pipeline from Baku through Georgia to the Turkish coastal port of Ceyhan. In Europe, Caspian gas was an opportunity for the Central, Eastern, and Southern EU states to reduce their Russian energy dependency. In 2000, the European Commission published a green paper on the importance of European states acquiring new energy supplies, which translated as fewer Russian imports. From 2002, companies from Austria and four EU-applicant Central and Southern states, including Turkey, formed a consortium to develop a pipeline, named Nabucco, to take gas already transported to Turkey northwards via Bulgaria, Romania, and Hungary into Austria. But from the outset, the Nabucco consortium was caught in a geopolitical bind: it needed an agreement with Azerbaijan to supply gas for onward transit from Turkey, and since this was not a given, the EU was open to Iranian imports through the pipeline, which antagonized Washington.15

In endeavouring to contain Russia and Iran, Clinton and Bush Jr made Georgia geopolitically important and amplified Turkey’s long-standing significance.16 Consequently, many in Georgia saw an opportunity for moving the country into NATO and the EU and the 2003 Rose Revolution brought a pro-Western government to power. For Turkey, the new and proposed pipelines offered the chance to become a strategically crucial energy transit state.17 Turkey’s reinvigorated geopolitical importance added to the eastern stresses between NATO and the EU. Since 1964 Turkey had enjoyed associate membership of the EU, and an EU–Turkey customs union was finally completed in 1995. Two years later, the EU declined to give Turkey applicant status, unlike the East European, Balkan, and Mediterranean states that eventually acceded in 2004.

This decision did have a geopolitical rationale. Taking Turkey inside the EU would leave an extremely underdeveloped security confederation with borders with Iran, Iraq, and Syria. But leaving Turkey out, while more recent applicants were included, appeared to make Europe’s borders cultural. After the decision, the Christian Democrat parties in the European Parliament issued a statement stating that ‘the European Union is a civilization project and within this civilization project Turkey has no place.’18 Helmut Kohl, the German chancellor, added that the EU was based on Christian principles.19 By contrast, Clinton’s advisers had no patience for civilizational rhetoric. In the words of one State Department paper, they saw Turkey as a ‘democratic secular nation that draws its political models from Western Europe and the United States’.20 Under this logic, since NATO and the EU were geopolitically complementary, Turkey belonged inside the EU.21 Serious pressure from Washington and a new Social Democrat–Green government in Berlin led the EU to relent, giving Turkey candidate status in 1999. But still there was little political will inside the EU actually to move towards Turkish accession.

Russian energy only exacerbated the Turkey part of the EU-NATO fracture and tied it to the Ukraine conundrum. During the 1990s, Russian gas and, in particular, oil output fell. Caspian Sea energy would mean competition for post-Soviet Russia to supply European markets. The Soviet Union’s dissolution also geopolitically reconfigured Europe’s gas transit geography. Gas imports into Germany and Central Europe principally came via the Yamal–Europe pipeline connecting west Siberia to Germany and Austria via Belarus and Poland, and a set of pipelines, including the Trans-Siberian (Brotherhood) pipeline, running through Ukraine. Managing transit through an independent Ukraine and Belarus was now a strategic burden for Moscow, where it had to regulate transit fees with two states with an opportunity to divert supply to themselves. How Russia handled these relations left an external border problem for the EU.

On the Russian side, Turkey offered potential solutions. In 1997, the two governments struck an agreement to build the Blue Stream gas pipeline under the Black Sea. Blue Stream, which opened in 2003, allowed Russia to increase exports to Turkey and to divert some gas for European consumers away from transit through Ukraine and Belarus. But this pipeline sowed more seeds for long-term European division around both Turkey and Russia. In part, this was driven by commercial interests. Operationally, Blue Stream was a joint venture between the part-state owned Italian energy company ENI and the Russian energy behemoth Gazprom. Unsurprisingly, when formal accession negotiations for Turkey finally began, the Italian government was rather more sympathetic to Turkey’s case than the German. But in time, as Russia made moves to counter increased market competition and break its transit dependency on Ukraine, the EU states would divide too on which route their Russian energy imports would come.

For Turkey itself, the post–Cold War energy environment was both an opportunity and a reopening of historical wounds. Turkey was, and remains, heavily dependent on imported oil and gas. But with the new oil and gas discoveries in Azerbaijan, it could act as an energy hub connecting the Caspian Sea and the Middle East to Southern European consumers. This network of gas and oil flows would join up what had once been the Ottoman Empire, the end of which had left Turkey shut out of both the energy-rich Middle East and the Caucasus. Over the next three decades, however, this Eurasian energy geography would also create considerable incentives for Turkey, notwithstanding its position in NATO, to reach an accommodation with Russia.

The Middle East Weakness Persists

In the Middle East, the Cold War’s end and Iran’s defeat in the Iran–Iraq War appeared to strengthen the United States’ hitherto weak geopolitical position at a time when Nixon and Carter’s aspiration to restore oil independence lay shattered by low prices and Reagan’s indifference.22 For a short time, American success in preventing Iraqi troops from reaching the Saudi oil fields and then forcing them out of Kuwait appeared to show that American military power could act as a geopolitical foundation for American and some European countries’ ongoing dependence on energy imports from the Middle East. As James Schlesinger—Nixon and Ford’s defence secretary and Carter’s energy secretary—commented at the time, the United States had ‘made a choice to secure access to oil by military means’.23 Moreover, in mobilizing an international coalition to fight this war with authorization from the United Nations, Washington had been able to count on European (including French), Arab (including Saudi and Egyptian), and Turkish participation.

But the war’s fallout soon showed that the old reasons that limited American military power in, and NATO’s coherence around, the Middle East were not about to disappear. Bush Sr backed away from a longer war to depose Saddam Hussein largely because he feared the likely American casualties would be domestically intolerable. Meanwhile, the war coalition Bush assembled could not disguise NATO’s internal divisions. Twelve out of NATO’s then sixteen members provided forces, but they did not fight under NATO command. Turkey was logistically crucial to the war, providing air bases and closing Iraq’s oil pipeline to enforce sanctions against Baghdad; it also had to deal with the refugee problem the war caused on its south-eastern border with Iraq. But Turkey’s proximity to Iraq also raised the delicate question of whether all NATO’s European members were committed to defending Turkey, and it was far from clear they were.

Having eschewed regime change, the United States was left with what looked like permanent military commitments in the Persian Gulf to restrict Iraq. These entailed maintaining no-fly zones over both northern and southern Iraq, the first to defend the Kurds and the second the Strait of Hormuz, as well as an oil sanctions regime that had to be enforced by the US Navy and a weapons inspection regime that had to be implemented inside Iraq. The new American military commitment in the Persian Gulf expressed the Carter Doctrine. But a direct response to a direct attack in the Gulf, as Iraq had made against Kuwait, was not the same as a permanent military watch over the Gulf. Operation Southern Watch became an American–British–French air operation, with Saudi assistance, using Turkish air bases. Militarily, it lasted until the second Iraq War. But the political coalition underpinning it came apart five years earlier when, as disagreements mounted, the French government withdrew from enforcing the no-fly zones.

In exercising this degree of military power in the Persian Gulf, the United States deepened its long-standing predicaments in the region. Retaining American land forces anywhere in the region required movement on the Israeli–Palestinian conflict if their presence were not to re-establish Arab unity, and retaining them in Saudi Arabia, where the holiest sites in Islam stand, was likely to destabilize further Saudi domestic politics. Through the 1990s, American politicians and officials tried to contain the conflict between Israel and the Arab states and support the Israeli–Palestinian peace process set out in the 1993 Oslo Peace Accords. But the ongoing American military presence in the Middle East, allied to the failure of the peace process by 2000, strengthened the religious and political forces seeking confrontation. Whether al-Qaeda was driven primarily by political or religious motives and whether or not it was responsive to American actions remains open to question. But al-Qaeda’s attacks on 11 September 2001 demonstrated that nuclear weapons were no protection against a direct assault on the American homeland from non-state militias originating in Eurasia.

* * * 

As by the turn of the century, the Middle East became less susceptible to American military power and Franco-American disagreements in the region mounted again, oil stresses returned with a vengeance. With oil discoveries falling sharply, supply prospects were deteriorating. Of the world’s twenty largest oil fields in 1999, seventeen had been found between 1928 and 1968; the last to be discovered was Azerbaijan’s Azeri-Chirag-Gunashli field in 1986. Oil sanctions on Iran, Iraq, and Libya, meanwhile, restricted production from existing reserves. As these supply constraints tightened, Asian demand, generated most forcefully by China’s spectacular economic growth, accelerated. Although China would continue to use much more coal for energy in relation to oil than Western countries, China’s oil consumption more than doubled between 1997 and 2006.24

By 2005, an oil crisis was beginning to materialize. That year, as Asian demand rapidly increased, crude oil production stagnated. Predictably, between 2005 and mid-2008, oil prices rose rapidly.

From taking office, George Bush Jr’s administration treated oil as a systemic problem. Its Energy Task Force, led by Vice President Dick Cheney, concluded that the country confronted an ‘energy crisis’ arising from the ‘fundamental imbalance’ now at work between supply and demand, which threatened national security. To allow for more production from the Middle East and North Africa, it recommended reviewing the sanctions regimes in place against Iraq, Iran, and Libya.

The fear in Washington of an impending oil crisis was an important context for the second Iraq War. An Iraq not ruled by Saddam Hussein would not need to be subject to oil sanctions. Regime change in Baghdad also appeared to Bush and his advisers to offer military advantages. Without oil sanctions, Operation Southern Watch could finally end as, without the need to protect the Kurds, could military operations in northern Iraq. A post-Ba’athist Iraq would then allow the withdrawal of American troops from Saudi Arabia, a move that Bush made just days before he declared ‘mission accomplished’. In this sense, the second Iraq War constituted a reversal of the energy logic of the first: Iraq was stopped the first time because it appeared to aspire to control oil reserves in the Gulf; Iraq would be attacked the second time because containing it on a long-term basis restricted oil supply, had burdensome military costs, and ignited too much resistance in the region.25

Whatever the decisive motive behind the war, Bush chose to justify the war both as a military necessity—the threat of weapons of mass destruction—and in Wilsonian terms about democracy.26 Behind each rhetorical argument lay a presumption that American air and land power could still reshape the Middle East, and that the more than two-decade long domestic constraint on casualties that Vietnam created had been substantially lessened by 9/11.

In the event, the second Iraq War turned into another story of geopolitical failure and domestic political disaster. Again, American democratic politics precluded mobilizing an army and fiscal resources commensurate to the task.27 Far from achieving its energy aim, the war did the opposite.28 The post-war chaos in Iraq ensured that oil production there took the best part of a decade to recover simply to where it had been in 2000. It also created the conditions for ISIS as a cross-border Sunni insurgent movement with ambitions for a caliphate. While Hussein’s Iraq had been a check on Iran, the Iraqi government that came to power after the December 2005 parliamentary elections was dominated by an alliance of Shi’ite parties. This strengthened Iran at a time when high oil and gas prices were augmenting the state’s revenues, it had begun a nuclear programme, and Hezbollah’s influence in Lebanon was growing.

Within NATO, the war was exceptionally destructive. The Turkish Parliament voted down an agreement struck between the first government formed by Erdogan’s party, Justice and Development, and the Bush administration to allow Washington to use Turkey to launch an attack on northern Iraq. Meanwhile, the German Chancellor Gerhard Schröder made clear that Germany would not support the war even if it were authorized by the UN Security Council.29 Germany, France, and Belgium vetoed NATO plans to defend Turkey if attacked by Iraq. The then US ambassador to NATO described the disagreements over the war as a ‘near death experience’ for the alliance.30 As if purposely to antagonize the French government, Bush’s defence secretary, Donald Rumsfeld, happily extolled the ‘new Europe’ in the East, not the ‘old Europe’ of France and Germany, as NATO’s European centre of gravity.31

Russia too emerged with geopolitical advantages. The energy environment in which the war took place had already made Russia a resurgent power. Rising oil and gas revenues had allowed Putin to pay off the money Russia borrowed from the International Monetary Fund in the 1990s, ending the American capacity to influence Moscow via debt. China’s rapidly growing energy demands had amplified the opportunity. As China became a large oil- and gas-importing state, Russia had the chance to become its primary supplier.

The Iraq War amplified this burgeoning Russia–China energy relationship and prompted a strategic reassessment in China. For the Chinese leadership, it seemed self-evident that the American motive in Iraq was foreboding about future oil supply.32 The fact that Washington was willing to commit serious military power to energy security, consequently, appeared a reason to strengthen China’s capacity to defend its own foreign supply. In November 2003, China’s President Hu Jintao set out what he called Beijing’s ‘Malacca dilemma’ whereby the United States—as the naval power in practice responsible for maintaining open navigation in the maritime commons—could block Chinese oil imports through the Strait of Malacca, the narrow body of water that connects the Pacific and Indian oceans down which most of China’s oil imports passed.33 The fear behind the ‘Malacca dilemma’ encouraged the Chinese leadership to look for options that would reduce the volume of oil imports coming through the Strait. Under Xi Jinping, this desire would produce a land route out of the Persian Gulf. But in the short term, the Chinese leadership’s heightened security fears drove it to strike a formal agreement with Moscow to build the Eastern Siberia–Pacific Ocean pipeline. Since China had become a net oil importer in 1993, it had considered a more land-based oil supply. But while it had reached an agreement with Kazakhstan in 1997, previous negotiations with Russia had proved inconclusive. Now, even before the pipeline was built, Chinese oil imports from Russia accelerated.34

Russia Abides in Europe

In the same year that crude oil production stagnated, a significant shift in the geopolitics of natural gas transit in Europe occurred. In 2005, the pipelines through Ukraine still carried around 75 per cent of the EU’s Russian gas.35 This dependency on Kiev had frustrated Moscow since the Soviet Union’s dissolution. During the early 2000s, the Social Democratic–Green coalition government in Berlin sought alternative transit too. In his last weeks in power, Schröder signed an agreement with the Russian government to construct the North European Gas Pipeline under the Baltic Sea to take gas from Vyborg, near Russia’s border with Finland, to Greifswald on the north-east German coast. This pipeline became Nord Stream 1, and began operating in 2012.36

From the start, Nord Stream pulled in the opposite direction to what was supposed to be European energy diversification away from Russia. In much of Eastern Europe, it provoked a furious response, made worse by Schröder becoming the chairman of the Nord Stream company almost immediately on leaving office. The Polish defence minister compared the pipeline to the Nazi–Soviet pact, which handed over Polish-ruled Ukraine to the Soviet Union.37 But on the German side, it was the Ukrainian problem that justified Nord Stream. When in January 2006, after a dispute between Moscow and Kiev, Russia cut off gas going through Ukraine for three days, this fear appeared vindicated, even though it was not German imports that were hard hit.

Nord Stream also divided the EU on a north–south axis. For Southern European governments, Nord Stream was no remedy for the Ukrainian risk. Their interests were better served by the Nabucco project with Turkey on which there was little progress. With Putin judging this transit route for Caspian and Middle Eastern gas a threat to Russian dominance in European gas, Gazprom and the Italian company ENI signed a memorandum of understanding in 2007 to build a South Stream pipeline for redirecting Russian gas into Southern Europe away from Ukraine. This underwater pipeline would have taken gas from a port on the Russian Black Sea coast to Varna in Bulgaria—which joined the EU in January 2007—and then, on one route, through the western Balkans into Hungary and Austria and on the other through Greece and under the Adriatic Sea to Italy. ENI’s central role in a second pipeline project with Gazprom echoed the deal struck back in the 1950s between the Italian company and the Soviet Union.38 But while all the then EEC states and eventually Britain had seen Soviet energy’s post-Suez utility, the post–Cold War EU could never agree about Russian gas or its transportation. Indeed, the competition between South Stream and Nabucco at a time when Germany had made an independent commitment to Nord Stream rendered any common EU energy strategy hopeless.

Deteriorating Russian–Ukrainian relations exposed the post–Cold War NATO–EU fault line in Europe. Seeing Putin as ever more confrontational from 2007, the Bush Jr administration pushed to take Ukraine and Georgia into NATO.39 Whether such a security guarantee would have been redeemable on the American side was doubtful. But the principal EU states were simply unwilling to consider it. In April 2008, the German and French governments vetoed the two countries’ NATO entry. Instead, one month later, as a concession to Poland, they agreed to begin serious talks with Ukraine on an associate EU membership to bring about the country’s economic convergence with the EU.40 This move upended the de facto formula that emerged in the late 1990s whereby the former Warsaw Pact and Soviet states joined NATO first or NATO and the EU at the same time. Committing to Ukraine on economic association, breaking with it on gas transit, and keeping it at bay on NATO would dramatically expose the EU–NATO misalignment over the next decade.41

Ukraine’s position as an energy transit state ensured these stresses had systemic consequences in Europe. For a few days in January 2009, Russia stopped any gas going through Ukraine. The ensuing European gas crisis was later described by the Commission as a ‘stark “wake-up” call’.42 Predictably, it refocused European attention back on energy diversification and Nabucco. In 2009, Turkey signed an intergovernmental agreement, supported by the EU, with Austria, Hungary, Bulgaria, and Romania to build this pipeline. After the signing ceremony, the Commission president, José Manuel Barroso, described Nabucco as a ‘truly European project’.43

Inescapably, Nabucco reopened the issue of Turkish EU membership.44 In the decade after granting Turkey applicant status in 1999, the EU had acted with little alacrity to expedite Turkish entry. Formal accession talks only began in June 2005. Three months later, the German general election brought the Christian Democrats, some of whom were still happy to cast Turkey’s future in civilizational terms, back into office. If Merkel herself demurred from making religious arguments, she had repeatedly stated when in opposition that Turkey should have only a ‘privileged partnership’.45 Now, some within the Turkish government thought that a reinvigorated Nabucco made membership inevitable.46 Yet a Turkish pipeline to provide for more non-Russian gas did not represent a common EU energy strategy. Neither the German nor French governments were invested in it, and the British government under Gordon Brown was not prepared to spend political capital on it.47 Even the Italian government, which did support Turkish membership, was on gas transit strongly committed to Nabucco’s South Stream rival. With no possibility of EU unity about gas, what had appeared to Ankara a path for Turkey to enter the EU quickly closed. It would remain shut until the 2015 refugee crisis.

American Power Waxes and Wanes at the Same Time

Across the Atlantic, the second Iraq War reactivated sharp democratic political constraints on how American military power could be deployed in the Middle East. Before 9/11, there had been a broad domestic consensus about using American power to bring about regime change in Iraq. Congress had passed the Iraq Liberation Act in 1998, committing Washington to support endeavours to remove Saddam Hussein from power. Since the Iraqi regime allowed no opposition, this meant some kind of American intervention, albeit not necessarily military.48 But, as in Vietnam, the Iraq War eventually shattered the domestic support necessary for an American president to engage in significant new military action anywhere in Eurasia. In the 2006 mid-term elections, the Democrats used the war’s unpopularity to win control of both houses of Congress. When, in January 2007, Bush announced a troop increase, labelled the Surge, members of the new Congress made a legislative bid to stop him. Although they failed, the following year Bush agreed a schedule with the Iraqi government to complete an American exit by 31 December 2011.49 The Surge provided a central context for the 2008 presidential election. As a senator, Barack Obama opposed it. He then forcibly exploited his opposition to the war when an Illinois state senator in defeating Hillary Clinton for the Democratic nomination and John McCain in the general election.50

Having won as an anti-war candidate, albeit one who would remain committed to American combat operations in Afghanistan until 2014, Obama wanted to transfer American strategic attention towards China in what he termed a ‘Pivot to Asia’.51 The United States, he told the Australian Parliament in November 2011, was ‘a Pacific power’ that was ‘here to stay’.52

Since successive American presidents had treated China’s deep integration into the world economy from the late 1990s as a matter not of foreign policy but mutual economic gain—as will be discussed in chapter five—this move in part constituted a significant change. But it also widened what was always the geopolitical fault line in the post–Cold War Sino-American relationship. This tension was, at least tacitly, acknowledged around climate change in Washington and energy in Beijing. Bill Clinton was unable to ask Congress to ratify the 1997 Kyoto Protocol because almost every congressional member rejected the idea that the United States should be subject to commitments on greenhouse gases that did not apply to China. For China, from the time it joined the WTO, its economic growth involved a massive increase in energy consumption, not least for manufacturing production. In the two decades between 1980 and 2000, China’s primary energy consumption increased by around 240 per cent; in the one decade between 2000 and 2010 it would increase at the same rate.53 The Chinese leadership never believed that China’s economic development should be circumscribed by American power. Consequently, from the moment, in 1993, China began to need oil imports, it treated energy security as an inexorable geopolitical imperative, even if for the short to medium term it would take advantage of the US Navy’s presence in the maritime commons. What changed in China prior to Obama’s Pivot to Asia was a military shift around naval energy security: in 2010, Beijing declared that the South China Sea, through which around one-third of world maritime trade passes, was a ‘core’ Chinese interest.54

Even in its own terms, the Pivot to Asia was difficult to exercise. Obama pushed for a new regional trade bloc—the Trans-Pacific Partnership (TPP)—that the United States could lead and from which China would be excluded. But he could not procure congressional support even to discuss ratifying the TPP. During the 2016 election, the trade treaty would be opposed by both Hillary Clinton and Donald Trump, as well as Bernie Sanders, most of the Democratic Party, and some of the other Republican candidates. Militarily, the Obama administration enhanced American naval resources in the Pacific, developed an operational doctrine for a possible military confrontation with China, and improved bilateral security relations with other Pacific states. But this brought a strategic Chinese response, especially after Xi Jinping’s ascendancy. Announced in 2013, Xi’s Belt and Road Initiative sought to reorient China’s economy from the Pacific towards Eurasia, what one Chinese general described as China’s ‘strategic hinterland’.55 If the United States was moving farther east and increasing the likelihood of an eventual maritime confrontation in the Pacific, China would turn westwards over land.56

Predictably, oil and gas security appeared fundamental to Xi’s strategic recalibration. In 2013, China acquired the Gwadar port on Pakistan’s Arabian Sea coast and struck an agreement with Islamabad to construct the China–Pakistan Economic Corridor. With a deep-sea port just beyond the Strait of Hormuz and an agreement to build pipelines through Pakistan to the Xinjiang province in the north-west of the country, China would have an alternative to transporting all oil from the Middle East and Africa through the Strait of Malacca.57 In May 2014, Xi also secured an agreement with Putin for a gas pipeline from western Siberia to north-eastern China, backed by a thirty-year gas deal with Gazprom. The Power of Siberia, which became operational in December 2019, was Russia’s first eastward-directed gas pipeline. In 2016, China began work on a naval base in Djibouti, in the waters connecting the Red Sea and the Gulf of Aden, which, via the Suez Canal, allows passage from the Mediterranean to the Indian Ocean. As a sea, as well as a land, project, Belt and Road required military change too: China’s 2015 defence White Paper stated that China aimed to become ‘a world-class maritime power’ and that it needed a bigger navy because ‘China’s overseas interests have gradually expanded to every corner of the globe.’58 By 2020, China’s navy had become the largest in the world, albeit the US Navy remained the most powerful.59

Confronted with this strategic Chinese turn, the Obama administration struggled to respond. It was unable to stop a good number of European and Asian governments from joining the Asian Infrastructure Investment Bank launched by China to support Belt and Road. It was slow to act when, in 2014, China began reclaiming large tracts of land to build artificial islands in the South China Sea, even as China proceeded to turn these islands into military bases equipped with anti-aircraft and anti-missile systems.

Indeed, rather than attempting to put a further brake on China’s ambitions after Xi’s arrival, Obama sought cooperation over climate change, an imperative driven by a large increase in Chinese coal consumption between 2008 and 2013. In November 2014, in an agreement laying the foundations for the Paris climate accord the following year, Obama and Xi announced in Beijing that China would reduce emissions from 2030 and that the United States would make significant cuts to achieve emissions 26 to 28 per cent below the 2005 level by 2025. In September 2016, Obama and Xi coordinated American and Chinese ratification of the Paris Treaty in a ceremony in Hangzhou.

As Obama’s presidency came to an end, US–China relations had structural dynamics pulling in opposing directions. On the one side, Washington had moved towards a containment strategy in the Pacific, and China was seeking to diminish the Malacca dilemma by turning much of Eurasia into an economic sphere of influence. On the other hand, climate was now a matter of bilateral US–China cooperation. Neither could these dynamics be separated around energy. If climate change created a logic for Sino-American détente, Belt and Road involved huge carbon-intensive projects, and added gas to the China–Russia oil relationship.

That the confront-China candidate in 2016 could use geopolitical issues more effectively than the confront-Russia candidate, in part, reflected the immediate political problems posed by accommodating China. Indeed, Trump’s presidency revealed that there was in fact a broad, largely bipartisan consensus in Congress favouring a more confrontational policy towards China, even among those taking climate change much more seriously than Trump. Although Trump’s style of confrontation elicited persistent censure, there was—as will be discussed in chapter six—little substantive criticism of using tariff pressure to try to reconstruct the US–China trade relationship or, crucially, making technological competition a matter of national security.

* * * 

Obama’s confidence that he could strategically prioritize China over the Middle East and then work with China over climate change could not have arisen without the seismic change wrought by the American shale oil and gas boom. Without shale oil, Obama could not have embarked upon a strategic approach to the Middle East that wrote off the failure in Iraq. Without shale gas, he could not have made a serious offer to China on American emissions that substituted domestically produced gas for coal in electricity generation. This resurgent American energy power yielded immense geopolitical disruption in Europe around gas and in the Middle East around oil. Paradoxically, it also made American strategic choices harder.

The shale gas sector’s rapid development allowed the United States to become a gas exporter at a time when an international market for sea-transported liquid natural gas was already growing. Immediately, this further politicized energy in the EU and heaped more pressure on all the strains gas imports and transportation place on the EU–NATO fault lines. For Poland and Lithuania, American gas imports were a geopolitical lifeline. When the first ship carrying American gas arrived in 2017, the Polish prime minister declared that Poland could now say ‘it was a safe and sovereign country.’60 For Germany, by contrast, American imports were unattractive. By the early 2010s, the German–Russian gas relationship was three decades old. In committing in 2011 to eliminate nuclear power within a decade, Merkel ensured that in Germany’s Energiewende gas consumption would increase, at least until there is a technological breakthrough on renewable storage.61 Liquid natural gas imports are more expensive than pipelined gas, and they require constructing technologically sophisticated port infrastructure. For European countries, they are also at the mercy of ships changing direction and heading to Asia where prices are higher since, except to China, there are few pipelines. Rather than welcoming the new American export capacity, Merkel’s government doubled down on Russian gas and Baltic transit by supporting a second Nord Stream pipeline.

With Russia facing a fight with both the United States and Azerbaijan for its European markets, the existing conflicts around gas imports to Southern and lower Central Europe intensified. In 2013, Nabucco collapsed when Azerbaijan’s state energy consortium declined to sign a supply contract.62 This appeared to render South Stream the winner of the conflict between the two projects. But after Russia annexed Crimea in 2014, the Obama administration sanctioned the Russian company contracted to build the Bulgarian part of the South Stream pipeline and pressurized those EU member states committed to South Stream to withdraw. In June 2014, the Bulgarian government buckled and suspended work on the pipeline.63

Of course, American pressure on EU members over Russian energy dependency was nothing new. But Washington could also now point to an alternative, and American energy companies stood to gain from the trade. The European Commission’s active support for Obama’s moves to stop South Stream also showed just how deep geopolitical disunity now ran within the EU. The Commission had long insisted that Gazprom’s role in South Stream did not comply with EU regulations, and had launched legal proceedings against Bulgaria. But in framing energy supply as a matter of competition law, the Commission infuriated those EU governments that stood to benefit from South Stream and were better equipped than Bulgaria to resist Washington. In defiance of the Ukrainian round of sanctions on Russia, the Austrian government signed an intergovernmental agreement with Russia over the Austrian part of South Stream two months before Bulgaria retreated. The Italian prime minister, Matteo Renzi, also made known his anger that the Commission had moved to end South Stream but had not acted decisively on Nord Stream.64

Defeated over South Stream, Putin simply reinvented it. In late 2014, he agreed with Turkey to build TurkStream, taking this version of a Black Sea pipeline to the Turkish rather than Bulgarian coast. One month later, Gazprom wrote to the Commission to say that once TurkStream was complete Russia would send no more gas to EU states via Ukraine.65 This was part idle threat. Against all its protestations that it would do no such thing, Gazprom struck a new deal in December 2019 with the Ukrainian state energy company to keep the gas pipelines through Ukraine open until at least 2024. But TurkStream, nonetheless, succeeded by bypassing the EU’s legal authority in its construction. It would also join Nord Stream in dividing NATO: in January 2020, gas started to arrive in Bulgaria and Greece, just one month after the US Congress imposed sanctions against companies working on Gazprom’s next project, TurkStream 2. For both the EU and NATO, internal disunity about energy had initially arisen after the Soviet Union’s dissolution around Turkey and Ukraine. But what during the Cold War was a cross-Atlantic NATO division became over Ukrainian and Turkish transit an intra-EU problem as well.

For the EU, this dilemma was exacerbated by the logic of Merkel’s position on Nord Stream 2, which was to insist, in her words, that ‘it is first and foremost an economic project’ and that ‘Ukraine must continue to play a role as a transit country.’ This could only mean that it is Southern EU states that should accept transit via Ukraine, even as much Russian and Azeri gas comes into Southern Europe via Turkey.66 But the difficulties for NATO went beyond the strategic ramifications of pipeline routes to the source of European imports: so long as the United States can compete with Russia to export gas to Europe, the large founder EU states’ dependency on Russian gas makes NATO unstable.

* * * 

Shale oil’s geopolitical consequences began in the Middle East. Fears about its own oil supply after the First World War had driven the Americans to establish a foothold in the region in Saudi Arabia. A desire to protect access to Persian Gulf oil for Western Europe and Japan had shaped the incoherent American commitment in the post–Second World War Middle East, a stance that then had to be refashioned in the early 1970s in service of its own need for foreign oil. After the Iranian revolution, the Carter Doctrine led to increasing amounts of American military power being deployed there, as one problem cascaded into another without stability ensuing. Consequently, from the start of shale oil’s rise, the apparent prospect of renewed energy independence appeared to Obama and his advisers an attractive portal out of Middle Eastern wars, as well an opportunity to confront Iran’s nuclear ambitions. Both shale and the strategic calculations that the new supply brought in Washington proved a disruptive shock.

Before these dynamics began to play out, the Middle East and North Africa were thrown into tumult by the 2011 Arab Spring rebellions, compounding their eventual effects. With some American troops still in Iraq, Obama sent the American Navy and Air Force back into action in Libya in a NATO-led coalition of the willing joined by several Arab states. As with the second Iraq War, this military action divided NATO. But there were also crucial differences. On the European side, the big three EU states split differently. While the British and French were heavily involved in the Libyan war, the Germans did not even support the military action at the UN Security Council. In Washington, meanwhile, Obama appeared to conceive of the Libyan intervention as lending American services to France and Britain as the front-line NATO states responsible for what happened in North Africa. Indeed, retrospectively at least, he presented the war as a test case for whether the Europeans could stop ‘free-riding’ on Washington and take responsibility where geography meant their interests alone were directly at stake.67

With higher stakes, similar dynamics were at work over Syria. Obama did want to see regime change in Damascus, and his administration offered substantial support to the Syrian opposition. But his actions towards Syria were still premised on an assumption that what happened on the western side of the Persian Gulf was more a European, Turkish, and Arab problem than an American one. For him, the American relationship to Eurasia had changed, and if, in his words, the Washington ‘playbook…that Presidents are supposed to follow’ had not caught up, he, as a self-consciously ‘Pacific President’, had.68 When his moment of decision came in September 2013 about whether to uphold the redline he had previously articulated over chemical weapons and order the planned airstrikes in Syria, he backed down.

For Obama, as an interview in Atlantic in 2016 revealed, this was the decisive choice of his presidency, the point at which he asserted the primacy of his judgement free from the old assumption that the Middle East is a shared European–American neighbourhood.69 But whatever Obama’s retrospective musings, it was the democratic backlash against the second Iraq War more than resurgent American energy power that shaped this political moment. The chain of events that led to Obama pulling the airstrikes began when British Prime Minister David Cameron decided he needed to seek parliamentary authorization for British participation and lost a vote in the House of Commons. Only then did Obama ask Congress for its support for military action, and only when it became clear that the House of Representatives might well not pass a bill did he take Putin’s offer to make Assad eliminate the regime’s chemical weapons.

An Eisenhower fearful of the 1956 presidential election had detonated Britain’s war against Egypt and America’s own post-war Middle Eastern strategy. Now, sixty years later, the British Parliament inadvertently played its part in an American president retreating in the Middle East. On the European side, Obama’s U-turn on Syria then left the French government adrift as it had been in 1956. Over Libya, the French had come to accept NATO as a necessary structure for European military action in North Africa, only to find that Washington would not preserve the credibility of its own military threats in the Middle East. They were left with no military vehicle beyond unilateral French power for any decisive action in a region that they still saw as a matter of vital interest.

In reality, Obama did not dispense with Middle Eastern wars any more than Eisenhower could dispense with Britain after Suez. During 2014, Obama took American forces into action against ISIS in Iraq and Syria, after the Islamic group captured large swathes of territory in Syria and Iraq and the Iraqi government fell apart. Since the Global Coalition to Defeat ISIS was centred around NATO members and included Germany, this intervention placed less strain on the European side of NATO. But this new Middle Eastern war did re-exhibit the fragility of the American commitment to military action in Eurasia. Again, American democratic politics constrained an American president. Fearing Congress would withhold authorization for the war, Obama did not seek it for his air strikes against Syria in 2014, only for his parallel move to provide more logistical military support to the Syrian rebels. He also promised he would not place American troops on the ground in Syria. By limiting the military commitment to some air cover and special forces, Washington had to find local militias on the ground to do the heavy fighting, and chose the Kurdish People’s Protection Units (YPG). Immediately, this tactical imperative set up an inescapable conflict with the Turkish government, for whom the YPG is a terrorist organization. Where the rift over Iraq had been the Turkish Parliament’s unwillingness to host American military action in a border state and some NATO members’ unwillingness to defend Turkey, in Syria it became an American willingness to subordinate Turkish security concerns to the domestic impossibility of committing American soldiers to another Middle Eastern war, regardless of the fact that American airbases in Turkey were being used for attacks on ISIS.

The war again also made explicit the geographical chasm in NATO around non-energy matters in the Middle East. In justifying the intervention, Obama distinguished between Europe where ISIS had launched direct terrorist attacks and ‘our homeland’ that was less threatened.70 After the 2015 Paris attacks, Obama warned against the dangers of ‘an exaggeration of the risk’ emanating from groups in the Middle East.71 But for France, the war against ISIS was an entirely different proposition. From 2014, France was subject to a series of deadly assaults, and had to contend with thousands of Muslim French citizens answering the Islamic caliphate’s call to jihad. Beleaguered, France began its own independent military action in Iraq in September 2014. This air war constituted France’s first direct military action in the Middle East itself since withdrawing from Operation Southern Watch. Neither, for France, did the war against ISIS and other Islamic groups end in the Middle East. In 2013, President François Hollande sent French troops to Mali, and, thereafter, made further deployments across the Sahel region in Africa. In French, but not American, terms the Sahel poses some of the same problem as the Middle East, and NATO is ill-equipped to deal with either.

On the energy side, a more distant relationship with Saudi Arabia and an ultimately less confrontational relationship with Iran were supposed to be the geopolitical rewards from renewed domestic American oil capacity. It was because Jimmy Carter wanted to be freed from his own Carter Doctrine that he wished to restore energy independence. Carter heralded shale oil as one part of a future that did not arrive. Now shale was financially viable and with it came the hope that time could be called on the Carter Doctrine.

On Iran, Obama hoped that a display of power to curtail Tehran’s nuclear ambitions would serve as the precondition for a reset. To realize this shift, Obama had first to move the EU towards confrontation. In the 1990s, the EU had reacted furiously to American extraterritorial sanctions against companies that invested in the Iranian energy sector. During the 2000s, the EU’s sanctions against Iran did not restrict Iranian energy imports, and several EU states were reliant on them. In December 2011, Obama asked Congress to pass new extraterritorial sanctions. These used American dollar power to stop non-American companies that dealt with the Iranian central bank, through which Iranian oil revenues pass, from accessing the American financial system.72 This time what would have been an oil shock could be palliated by shale supply, and the EU quickly agreed to ban Iranian oil imports. With Iran for the first time under sanctions directly curtailing its ability to earn hard currency from oil exports, Tehran now had an incentive to negotiate on its nuclear ambitions.

Yet Obama’s deployment of American energy power could only go so far. Although the 2015 nuclear deal did temporarily restrict Iran developing nuclear weapons, it was silent on Iran’s regional activities. The reality that an Iranian nuclear bomb was only delayed, and that Iran could continue to operate in Syria as well as support Hezbollah and Hamas, fuelled acute disquiet in the US Congress. Realizing there was little chance the then Republican-controlled Senate would ratify a treaty, Obama framed it as an executive agreement that did not require legislative consent, ensuring any future president could straightforwardly undo it. Since all the leading candidates for the Republican nomination were against it, the Iran nuclear deal had little chance of surviving the Democrats losing the presidency.

In the EU, the calculations around the Iran nuclear deal were rather different. For the European governments, curtailing sanctions on the Iranian energy sector was an opportunity for a new economic relationship with Tehran, not least to pursue gas diversification in the Middle East, as the European Commission acknowledged in 2014 on the urgency of a ‘hard-headed strategy for energy security’.73 Consequently, whether Washington and the EU could maintain a unified position on an accommodation with Iran was always dependent upon the outcome of the 2016 American presidential election.

Russia’s military entry into the Syrian war, effectively ensuring that Iran and Hezbollah would remain a military presence in the country, then wrecked any hope that rapid Iranian economic growth would lead Iran to retreat from the west of the Persian Gulf. As Obama acknowledged in heralding the deal, Russia played its part in bringing Iran to the nuclear negotiating table.74 But its military arrival in Syria upended the Middle Eastern geopolitical environment that had made some rapprochement with Iran conceivable.

Both the Obama administration’s moves on Iran and its approach to Syria shook Saudi Arabia. Each occurred on the premise that shale energy allowed a partial American strategic retreat from the region. But it was the sheer volume of new oil that was most disruptive in its consequences for Saudi Arabia. In late 2014—as described at the start of chapter two—the Saudis drove already falling prices to extremely low levels. Immediately, this dramatically weakened the already beleaguered Iraqi government, augmenting Iranian influence in the country at the same time as the Iranian-backed Houthi rebels took power in Yemen. The Saudi failure to dislodge the American shale sector led Riyadh to seek cooperation with Moscow, making OPEC Plus more important than OPEC. Soon, the Western oil majors in Iraq found themselves subject to production limits part determined in Moscow on top of ISIS attacks on their infrastructure. By 2019, all but TotalEnergies were seeking a way out from at least some of their investments.

This Saudi-centric disruption then flowed back to the United States. When Saudi Arabia militarily intervened in Yemen in 2015, the Obama administration entangled the United States in another Middle Eastern conflict by providing logistical support. Being the one major oil producer outside the new cartel was advantageous for American shale firms, allowing them, from late 2016 to March 2020, to benefit from the higher prices secured by cuts in production made by OPEC Plus. But Saudi weakness also left prices for American consumers dependent on Russian decisions. If the Carter Doctrine had been conceived to keep the Soviet Union out of the Persian Gulf, then a Saudi–Russian oil axis, a Russian military presence in Syria, and Russian support for the Iranian regime was a near exact inversion of the point.

The Trump administration was even more trapped by the Carter Doctrine’s failures than Obama had been after 2008.75 The candidate who engaged in freewheeling attacks on Saudi Arabia became the president who made the Saudi capital the location of his first official visit abroad. In part Trump’s excesses hastened this reversal, allowing him to suppose that his and his family’s relationship with King Salman and the Saudi crown prince, Mohammed bin Salman (MBS) could substitute for a new Saudi strategy and lead to personal gain. Consequently, when, in 2017, MBS purged the Saudi government and had members of the royal family tortured, Trump’s relationship with the crown prince only fuelled the domestic political toxicity of the US–Saudi relationship from which Trump once profited. But the problem was also structural: the United States could neither impose order nor exit the region. Early on in the Persian Gulf crisis, Trump tweeted ‘we don’t need to be there.’76 But, after withdrawing American special forces from northern Syria in 2019, Trump sent them to Saudi Arabia.

Like Obama before him, Trump’s immediate problem lay in Iraq’s instability. In October 2019, large-scale domestic protests erupted in Iraq and continued through the whole of 2020. They were initially driven by resentment against Iran’s activities in the country and Iraq’s post-2014 economic crisis. As the violence escalated, fuelled by Iranian militias and the Iranian-backed security forces, Trump ordered air strikes as well as the drone strike that in January 2020 assassinated General Soleimani, the commander of Iran’s extraterritorial forces. Now, the protests took on a strong anti-American character as well. After the Iraqi parliament voted to expel all foreign soldiers, another incomplete withdrawal of American troops began.

Resurgent American energy production did not provide a path away from the Carter Doctrine. In 2019, American oil imports through the Persian Gulf were 250 per cent lower than their first peak in 1977, before the Iranian Revolution, and around 290 per cent lower than their second peak in 2001.77 But American energy independence is an illusion even if the United States were to stop importing oil entirely, which it will not any time soon since American refineries have a circumscribed capacity to process shale oil. What happens inside OPEC Plus is consequential for American consumers if prices rise too high and for American producers if they fall too low. This puts American presidents and Congress at the mercy of both Saudi-Russia relations and Iraq’s instability.

Indeed, the shale-shaped energy world that led to China replacing the United States as the world’s largest oil importer paradoxically amplifies the strategic case for the Carter doctrine.78 Most of the oil now passing through the Strait of Hormuz is destined for China and other Asian countries. Since acquiring the port at Gwadar, China can monitor shipping through the Strait of Hormuz. While China has no permanent naval presence around the Gulf, the Chinese leadership treats Iran as a country of critical geopolitical importance. On land and at sea, Iran is central to the Belt and Road. China conducted joint naval exercises with Iran near the Strait of Hormuz in 2017 and trilateral exercises with Russia and Iran in 2019 after the Persian Gulf crisis began. It is far from clear that the Chinese government has any desire to use Chinese naval power to take direct responsibility for China’s energy security in the Gulf. But, under the accelerating Sino-American geopolitical rivalry, it would be a risk for any US president to let China become the predominant naval presence there, even if remaining in the Gulf seemingly to protect oil imports to China will always be open to domestic political challenge.

* * * 

The pandemic’s fallout pressurized the fault lines around American power in Eurasia and dramatically showed how they have come to interconnect. Although the Trump administration and China in January 2020 reached a preliminary agreement to end the trade war, this step back from decoupling was short-lived. With Chinese demand crashing in the first quarter of the year, China was in no position to buy the volume of American exports it had promised. When, in May 2020, China imposed national security legislation on Hong Kong, effectively terminating the governance arrangements agreed in the 1984 Joint Declaration with Britain, US–China relations deteriorated further.

Meanwhile, Putin’s initial willingness in early 2020 to ditch temporarily OPEC Plus and retaliate against Washington over the Nord Stream 2 and TurkStream sanctions imposed in December 2019 demonstrated how American–Russian gas competition in Europe could spill over into oil matters. Even the subsequent accommodation between the world’s three leading oil producers in April 2020 to put a floor under prices could not stabilize the underlying geopolitical dynamics around fossil fuel energy. With oil prices slumping as far as they did in March and April, China bought large quantities of oil to stockpile. Apparently emboldened by the belief that American shale producers had taken a severe hit, a Gazprom vessel arrived in May 2020 at the German port of Mukran with the aim of completing the last stretch of Nord Stream 2. Against a backdrop of congressional pressure, Trump ordered more sanctions. Days later, Trump announced that a quarter of the American troops in Germany would be withdrawn.

After Trump lost, Congress moved to ensure that Trump could not implement the troop removal before he left office. During his first six months in office, Biden waived the sanctions on Nord Stream 2. But, in an age of seaborne liquid gas and OPEC Plus, American politicians are unlikely to accept as a given European countries importing large quantities of Russian gas, especially while German governments expect NATO to act as anti-Russian bulwark in Eastern Europe. What looks like the Trump shock to Germany was far more structural. If it were not, it would not be possible to explain why Obama’s advisers spent time worrying that Merkel sometimes appeared rather keener on Russian and Chinese company at the United Nations than American.79 What Trump made explicit in deeds is that the American commitment to resolving security dilemmas for Germany in Europe is coming to an end.

Nonetheless, the events of 2019 and 2020 have weakened American energy power. Shale oil companies were battered by the price collapse in March–April 2020 and the slump in investment in oil firms. Although output cuts made by OPEC Plus pushed prices back above $60 a barrel in February 2021, a wave of shale bankruptcies had already occurred, and American production at the end of 2020 remained around two million barrels per day lower than at the start of that year. Albeit temporarily, the United States once again, in May and June 2020, imported more oil than it exported.80 From the start of his presidency, Joe Biden’s climate agenda meant he could not be seen to be encouraging shale producers. But without a recovery of the shale sector, the United States will be back to having a substantial foreign oil dependency, including from the Middle East. Appositely, as the prospects for shale oil faltered, another incomplete withdrawal of American troops from Iraq was handed off in January 2021 from a Republican to a Democratic president. Macron greeted Joe Biden’s inauguration by calling for greater American military involvement in the Middle East.

American liquid natural gas exports proved more robust during the pandemic. By the beginning of 2021, they had reached a new monthly high.81 But they did so as climate became another source of tension in American–European gas relations. In the autumn of 2020, the French government asked the French energy company Engie, in which the French state has a stake, and which is a financial backer of Nord Stream 2, to refrain from signing a long-term contract for American imports on the grounds of the high methane emissions in shale.82

The geopolitics of climate change now also intersects with Sino-American rivalry and its consequences for Europe. If the EU and individual EU states, as large fossil fuel energy importers, treat China—the world’s largest carbon emitter—as more of a partner on climate than the United States—the world’s largest oil and gas producer—green ambitions are likely to destabilize further the American–European energy relationship. Moreover, the more the United States acts to improve its weak economic position on green energy, the more Sino-American rivalry will intensify. Joe Biden began his presidency promising billions of dollars of investment to the green energy manufacturing sector while his climate czar John Kerry expressed his desire to decouple climate from the rest of the Sino-American relationship. But China’s dominance of renewable energy manufacturing and the metals necessary for it ensure that these aims are incompatible. Green energy in the United States cannot empower the Chinese manufacturing sector without starting off the cycle of resentments that helped bring a confront-China political outsider to the presidency.

The Centrifugal EU

For Europe, the disruption in the Middle East over the 2010s has made the region much more than an energy-rich neighbourhood on which it economically depends. The millions of refugees driven out of Syria produced a political, as well as humanitarian, crisis for the EU. Although the Merkel–Erdogan deal in 2016 to stop the movement of people into the EU was supposed to expedite Turkish accession talks, Merkel’s rationale for pursuing the agreement was also the reason why Turkish membership was untenable for the EU. Indeed, that there would be no resolution was soon made explicit by Merkel herself when, during the 2017 German general election campaign, she said that ‘the fact is clear that Turkey should not become a member of the European Union.’83 Yet, since the EU still required Turkey’s cooperation over migration across the EU’s land and sea borders, bringing a formal end to accession talks proved another matter.

This muddle was part of the geopolitical context in which the Brexit referendum occurred. Regardless of party, British governments since the 1990s had consistently supported Turkish membership of the EU. For David Cameron’s government, the EU’s 2009 gas crisis had made it more urgent.84 Shortly after becoming prime minister, Cameron, on an official trip to Ankara, said that he was the ‘strongest possible advocate’ for Turkish accession.85 A year later, his government signed a new bilateral military cooperation treaty with Turkey. But the bipartisan geopolitical consensus in Britain around Turkish membership hid a domestic legitimation problem: public support was low and only a little above the EU average.86 Apparently fearful of letting the issue become entangled in British democratic politics, Cameron’s coalition government excluded the accession of new states from the 2011 EU Act—which guaranteed a referendum before any more powers were transferred away from Westminster—despite the fact that France and Austria were already legally committed to referendums on any agreement for Turkish membership.

In these circumstances, it was always reasonably likely that Turkey would feature in a referendum on whether Britain’s own EU membership should continue. But the 2015–16 refugee crisis and Merkel’s actions gave the Turkey issue an acute additional potency. This was in part a simple function of large numbers of people arriving in Europe in the months preceding the referendum. But Merkel’s role as the arbitrator of the EU’s response to the crisis also demonstrated Britain’s political weakness inside the EU. Even where Britain had an opt-out, as with asylum, EU decisions driven by other states had consequences. Once put under direct pressure from the Leave campaign’s lines of attack, Cameron conducted a large U-turn, claiming that his referendum opponents were fear-mongering since Turkey would not be ready to join ‘until the year 3000’.87 But, as it had done in the French referendum on the EU constitutional treaty in 2005, the Turkey issue, quite probably, hurt pro-EU arguments with enough voters to influence the referendum outcome.

Elsewhere, the structural impasse around Turkish membership was deepened by new Franco-German differences. For the German government, Turkey’s economy had to be treated as a sphere of risk for Germany and the EU. When the Fed raised interest rates in 2018, Turkey experienced a financial crisis. This reflected a structural vulnerability in the post-crash Turkish economy, with Turkish banks having acquired a high volume of dollar debt without the Turkish central bank possessing a swap line to provide dollars in an emergency. This financial hit was intensified by trade sanctions imposed by Trump. Fearing a Turkish economic meltdown would end the 2016 EU–Turkey agreement, the German government began to contemplate economic aid to Ankara. But for Macron, Turkey had become a French antagonist in the Middle East. He judged the Turkish military intervention in Syria, which began in 2016, as contrary to European NATO interests in the war against ISIS. Asked whether his comments in 2019 that NATO was ‘experiencing a brain death’ suggested he believed that Turkey did not belong in NATO in the long term, he answered, ‘I couldn’t say.’88

These disagreements necessarily pressed upon the EU’s fault lines around energy. By 2018, any idea that Turkey would become an energy hub for the southern EU independently of acting as a transit state for Russian gas was exhausted. Indeed, Turkey and several EU states were now competing over the rights to energy sources lying in the eastern Mediterranean. These tensions had first surfaced in 2010–11 over gas discoveries in the Levant basin around Israel, Egypt, and Cyprus, where Turkey alone recognizes Northern Cyprus as a state. They were intensified in the same summer as the 2015 refugee crisis by a large discovery in Egypt’s waters by the Italian firm ENI. With the prospect of a partially internal new gas supply, the Commission backed a project for a new pipeline to take offshore gas from Cyprus and Israel to Greece and Italy and onto wider European markets, and in early 2020, the Cypriot, Greek, and Israeli governments signed an agreement to build it. Shut out of all the gas developments in the eastern Mediterranean, the Turkish government began aggressively to assert what it claims are Northern Cyprus’ legal rights. In early 2018, Turkish warships stopped ENI drilling off Cyprus, and in 2019 Turkish vessels began their own operations, prompting the EU to sanction Ankara. Erdogan responded with what from 2016 became his standard retaliatory threat, saying ‘these doors will open and these Daesh (ISIS) will be sent to you.’89 Seeing Turkey as encircled, Erdogan struck an agreement in November 2019 with the beleaguered Libyan government to demarcate new maritime boundaries between the two states, which the EU denounced as violating Greek and Cypriot sovereignty. Soon after, the Turkish Parliament authorized troop deployments in Libya, pitting Turkey militarily against the Russian-backed rebel army, prompting a furious reaction from Macron but not Merkel.

The growing Franco-German schism over Turkey cut through the old EU–NATO misalignment at a time when in principle Brexit offered a path to the EU ending its security dependence on NATO. The post–Cold War ambition to make the EU akin to a security federation had never recovered from the Franco-British estrangement over the second Iraq War. But after the 2008 crash, bilateral relations between London and Paris improved significantly. In 2009, France rejoined NATO’s integrated military command. A year later, motivated in part by a mutual desire to cut defence spending, the British and French governments agreed to enshrine bilateral military cooperation for fifty years outside any EU framework. Although this new collaboration continued into Libya, it came apart when the American retreat in Syria in the autumn of 2013 reactivated the question in Paris of European strategic autonomy. As the idea that the EU should acquire more authority in the security sphere regained some momentum, David Cameron opposed proposals to develop a separate EU military headquarters and joint EU defence assets. In the same month as the British referendum, the EU High Representative published the EU’s first security strategy since the beginning of the Iraq War. Over the next year, without having to worry about British objections, the EU agreed measures to deepen defence cooperation and allow for a subset of member states to develop joint military capabilities.

For Macron, this appeared an opportunity to move the Franco-German axis into the security sphere so that Europe could, as he later put it, ‘regain military sovereignty’.90 In the 2019 Franco-German Aachen Treaty, he did persuade Merkel to accept more bilateral integration on security. But the EU could only move towards strategic autonomy if Germany were to replicate the security guarantee NATO provides to the EU’s Eastern member states as well as support French commitments in the Middle East and North Africa. In reality, the post–Cold War German military has lacked the most basic operational capacity: fewer than half of its tanks and a third of its fighter aircraft were fit for action in early 2018, and at the end of 2017 it did not have a single submarine in operational order.91

As the distance between Macron’s geopolitical ambitions and German preferences became clearer, the EU’s structural incapacity on security issues came to press ever more strongly against the NATO–EU fault lines. In 2019, the French president began arguing for reappraising relations with Russia. Here, Macron was replaying de Gaulle’s Cold War strategy. But de Gaulle failed in a more propitious geopolitical environment. This EU has borders with Russia, and consequently members that will never contemplate repudiating NATO’s command, as France did, or reaching an accommodation with Moscow, as West Germany did. The Middle East and North Africa are much more distant neighbourhoods for parts of the EU than they were for an EEC that initially included Algeria and where a third of the original members were Mediterranean states.

Frustrated, Macron resorted to unilateral action. Most dramatically, in October 2019 he vetoed EU accession negotiations previously promised to North Macedonia and joined others in blocking Albania’s, declaring that the EU could not develop a strategic identity or decision-making capacity if it continues to expand. This only deepened the Franco-German impasse. It was after his veto that Merkel reportedly told him that she was ‘tired of picking up the pieces’ of his ‘disruptive politics’ and ‘glue[ing] together the cups [he] ha[d] broken’.92

Meanwhile, Merkel prioritized containing the risk posed to NATO from an American president exceedingly willing to pontificate out loud on the incoherencies of the EU–NATO relationship. Her tactic was to play for time. But in defending the German commitment to Nord Stream, she could only amplify EU differences about gas dependency on Russia. When, in late 2019, the US Congress passed its new sanctions on Nord Stream 2, the German finance minister attacked them as a ‘serious interference’ not just in Germany’s ‘sovereignty’ but Europe’s too, ignoring the fact that other EU governments thought about sovereignty very differently.93 Then, in late August and early September 2020, the protests in Belarus over the country’s presidential election and the attempted murder of Russian opposition leader Alexis Navalny pushed these EU divisions into German politics. What had been a relative consensus within the grand coalition parties in Germany appeared to shatter, leaving Merkel subject to unprecedented domestic criticism about her commitment to Nord Stream, including from fellow Christian Democrats.94

In their origins, these disputes reach back to the energy issues at the heart of the Suez rupture and Europe’s longer history since oil became a part of geopolitics. For five decades, Central and Southern European energy dependency on Russia has been a geopolitical fact of life. Indeed, since the First World War’s end, the periods in which Germany has eschewed Russian/Soviet oil and later gas have been short. In their entirely different ways, it is Hitler’s turn to Russian conquest and the first decade of the Cold War that have been the aberrations. The present German-Russian gas relationship was constructed with the Soviet Union. Since it has endured three decades into a post–Cold War world where Moscow uses gas as an instrument of power, Germany cannot escape responsibility for what happens to states with borders with post-Soviet Russia whether they are inside the EU, or as in Ukraine’s case, they are not.

Erdogan’s push to contest the Ottoman Empire’s end in Europe and the Middle East also makes the present geopolitical environment much tougher for the EU to navigate than the one that prevailed during the 1950s. By June 2020, the Turkish military intervention in the second Libyan civil war had helped the government in Tripoli force the Russian- and French-backed rebels out of the north-west of the country, giving Turkey the chance to develop naval and air bases on the southern Mediterranean coast. Over the next months, Erdogan made a further series of confrontational moves in the eastern Mediterranean.95 Turkish survey vessels, guarded by Turkish naval ships with Ottoman names, moved into Cypriot and Greek waters. Explaining the Turkish government’s actions, Erdogan’s deputy pronounced that ‘we are throwing away the maps of the eastern Mediterranean that imprison us on the mainland.’96 The same summer, Erdogan issued a decree reconverting Hagia Sophia and other former Byzantine churches from museums to mosques.

Fearing a breakdown of relations with Turkey, Germany pursued mediation. But from inside the EU, it was constrained by the Greek government, which, in August 2020, unilaterally struck an agreement about maritime sovereignty with Egypt. By contrast, Macron pushed for confrontation, sending French ships and jets to the eastern Mediterranean against a fellow NATO member while offering an effective bilateral security guarantee to Cyprus. Later in the year, France, supported by its Greek and Cypriot allies, pressed for substantial EU sanctions against Ankara, including ending the EU–Turkey customs union, only to be thwarted by the German government, backed by Italy and Spain, insisting on much milder measures.

This Franco-German disagreement has rendered a collective EU response to Turkish strategic ambitions impossible. For Macron, Erdogan’s neo-Ottomanist rhetoric is evidence of revisionist territorial ambitions. If that judgement disregards the two countries’ shared NATO membership, in Macron’s eyes that only throws more doubt on NATO’s usefulness. If the EU also proves an inadequate vehicle for checking Ankara, France has non-European allies in Saudi Arabia and the United Arab Emirates, where France has a naval air station.97 By contrast, Germany is Turkey’s largest trading partner and foreign investor. As it is more oriented towards Russia for oil and gas than France, it is less dependent on facilitating future imports from North Africa or the east Mediterranean.

These are not accidental differences. Rather, they reflect the EU’s broader geopolitical fault lines generated by its post–Cold War Eastern and Southern borders, ongoing oil and gas energy dependency, and need for, but misalignment with, NATO. If the fracturing of the US–Turkey relationship means that the EU can now deal with Turkey without Washington’s pressure to negotiate accession, Turkey’s reorientation also makes it a geopolitical competitor in the EU’s southern neighbourhood, as well as a source of division about that region’s relative importance.

* * * 

To varying degrees, all the geopolitical predicaments of the past three decades have been amplified by economic problems. In a world economy in which dollar credit became central to growth, and where corporate access to the American banking system is often indispensable, the United States has enormous financial power. That the political disruption of the past decade is structurally interconnected is in part a function of this power. But the substantial economic changes that have occurred since the 1970s have also played an independent role in destabilizing politics in Western democracies, including in ways that constrain geopolitical choices. These start with the breakdown of Bretton Woods. This is not because the years between 1945 and 1973 can be reduced to something usefully summed up as the Bretton Woods era. Rather its collapse cannot be separated from a host of interconnected factors: the decline of American energy power, the American move to détente, the growing importance of an international dollar credit environment, and much higher levels of debt.

Since the Bretton Woods fixed exchange rate system was replaced with floating exchange rates in 1973, there has been no return to an international monetary order, or a metallic basis for money. Only in a world without dollar-gold convertibility could there be quantitative easing and could such easy credit conditions have renewed American energy power. The international economy into which China became integrated had no rules about exchange rates, and it was China’s currency management that became the first source of significant Sino-American trade tensions in the 2000s. Without Bretton Woods’ end, there would not have been the monetary problems to which the Eurozone became a remedy and German power inside the EU would not have taken the particular form it has. The dollar, monetary policy, debt, and energy are the points where economic change, geopolitics, and democratic politics decisively intersect. It is in the 1970s where the economic origins of the present political disruptions lie, and the book’s second story begins.
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Our Currencies, Your Problem


In the early summer of 2011, yields on Italian government bonds were rising to the point at which Italy would be unable to borrow without a bailout that the Eurozone had no capacity to provide. On 5 August, the outgoing and incoming presidents of the European Central Bank (ECB)—Jean-Claude Trichet and Mario Draghi—sent a letter to the Italian prime minister, Silvio Berlusconi. They demanded action in six policy areas that ‘in view of the severity of the current financial market situation’ should be made ‘as soon as possible with decree laws, followed by parliamentary ratification by end-September 2011’. It further stated that ‘a constitutional reform tightening fiscal rules would also be appropriate’ and concluded with the sentence that ‘we trust that the government will take all the appropriate actions.’1 Within twenty-four hours, Berlusconi promised action. On 7 August, Trichet issued a statement welcoming Berlusconi’s move and revealing that the ECB would indirectly purchase Italian sovereign debt. Later that month, Berlusconi asked the Italian Parliament to pass an austerity budget and bills providing for structural reforms. But, as it became clear some of this legislation would fail, Berlusconi backtracked. During September and October, the market pressure on Italian bonds, which had fallen after 7 August, mounted and the ECB made only a small volume of purchases to counter it. At the G20 summit on 3–4 November, the German chancellor and French president then gave Berlusconi an ultimatum to act decisively or lose their support.2 After the summit, the ECB stopped buying Italian bonds and Angela Merkel rang the Italian president, Giorgio Napolitano, to suggest he find an alternative government.3 A few days later, Berlusconi resigned, and Napolitano appointed an entirely technocratic Italian Cabinet led by former European Commissioner Mario Monti. From that political moment until September 2019, no minister of economy and finance in Italy was an elected politician.

In the first general election held after Monti’s installation, the insurgent Five Star Movement took a quarter of the vote. Five Star, which claimed that the entire Italian political class was undemocratic and corrupt, refused to share power with the centre-left grouping led by the Democrats, which had the largest number of seats. Italy was left with a grand coalition government formed between the centre-left, Berlusconi’s centre-right grouping and two centrist parties. Five years later, at the following general election, Five Star won the single largest share of the vote of any party. Afterwards, it formed a coalition government with Lega, a right-wing Eurosceptic party that had begun life as Lega Nord, at times advocating northern Italy’s secession. During that election campaign, Matteo Salvini, Lega’s leader, said that ‘it is clear to everyone that the euro is a mistake for our economy’ since the euro was really ‘a German mark which they have called the euro’.4

In between Berlusconi’s exit and the arrival of the Five Star–Lega coalition, Italy’s debt was made sustainable by Mario Draghi, the man who in November 2011 took over at the ECB and would, in early 2021, himself become Italian prime minister. Speaking in London in July 2012, Draghi, without having consulted anyone else at the ECB, declared that ‘within our mandate, the ECB is ready to do whatever it takes to preserve the Euro.’ He paused, and continued: ‘Believe me, it will be enough.’5 This speech did not immediately end the Eurozone crisis. Indeed, Draghi could not have done so: there was no agreed ECB policy behind his words and, just as importantly, no acceptance by the German government that the ECB should take radical action at all. Accordingly, Draghi had to spend the summer constructing a new bond-purchasing programme that would be acceptable to Merkel.6 The solution he arrived at was Outright Monetary Transactions (OMT). Although Draghi’s words and their acceptance by Merkel bought Italy time, they could not fix the Eurozone. Indeed, nothing that was politically possible could: the Eurozone, both as it was conceived and as it materialized, contains a series of insoluble problems, some of which pre-exist its creation.

Bretton Woods Ends

Like much else in the present world economy, the story of the Eurozone begins in the 1970s, and, in particular, in Bretton Woods’ end. As a dollar order, Bretton Woods had made the American currency the only currency convertible into gold and the currency for much international trade. This system offered obvious benefits to the United States since European states could not easily engage in competitive devaluations, and through the International Monetary Fund (IMF) Washington could insist on economic policy changes when lending to them. It did though also provide the West European states access to dollar credit to finance small balance of payments deficits and gave them the right to control the flow of capital from their countries into the United States. For John Maynard Keynes—Britain’s chief negotiator at Bretton Woods—by diminishing the problem of capital flight and allowing governments to set interest rates in relation to unemployment, this monetary system was crucial for the prospects of democratic political stability in Europe.7

In practice, Bretton Woods proved both inadequate to the problems of recovery in a world short of dollars and unpalatable to the Roosevelt administration’s successor. During the 1947–48 European economic crisis, Harry Truman eschewed the Bretton Woods institutions in providing dollars to the West European states; instead, he initiated the Marshall Plan. He also made little effort to stop the New York banks receiving illegal capital outflows from Europe, although he accepted that Europe’s currencies would for trading purposes remain non-convertible for some time.

The 1947–48 European economic crisis also revealed a fundamental fault line around the dollar–gold relationship that would persist until Bretton Woods ended. In his search for a solution that would give the dollar primacy and yet still rely on gold, Harry Dexter White—the chief American negotiator at Bretton Woods—had created a system where a national currency served as a physically bound international reserve asset. The result was a system that either had to function with too few dollars, as it did between 1947 and 1948, or too little gold, as would be the case in the 1960s.8

The second of these problems was hugely intensified by the rise of Eurodollars as an offshore currency. They ensured that by the late 1960s there were many more dollars in the world economy that were not backed by gold than those issued by the Federal Reserve.9 Eurodollars began in the early post-war years as dollar deposits held in banks outside the United States that were not subject to American banking controls.10 By the end of the 1950s, banks were trading and lending these offshore dollars in London.11 In these London markets, capital moved free from the post-war capital controls deployed by the European governments, or the controls on interest rates operated by the US Treasury. By the mid-1960s, a significant Eurodollar credit market had emerged. It was increasingly dominated by American banks that established London branches to participate, and it allowed European firms to borrow in offshore dollars. Quite how these Eurodollar credit markets worked to generate an accelerating quantity of dollars was far from transparent. In a seminal article about the Eurodollar system, the monetarist economist Milton Friedman commented upon ‘the mystifying quality of money creation’ and suggested that Eurodollars were ‘mostly the product of the bookkeeper’s pen’.12 In December 1968, the Fed discussed the risk that it might come to be seen as the lender of last resort to these credit markets.13 But what happened in the Eurodollar system was ultimately beyond any central bank’s control or authority. As the American political economist Jeffry Frieden has neatly expressed the point: ‘who was going to supervise the dollar deposits in a German bank’s branches on British soil? The answer came quickly: nobody.’14

With the Eurodollar markets rendering even the principle of dollar–gold convertibility incoherent, American decision-makers could not make Bretton Woods work as it was designed. From 1965, their geopolitical priorities worsened the dilemma. In deciding to send American combat troops to Vietnam, President Johnson increased American borrowing and, abetted by the Federal Reserve, allowed inflation to rise. This overt disregard for the dollar’s external value infuriated the French president, Charles de Gaulle. From 1965, de Gaulle demanded gold for France’s dollar reserves, and charged that the system allowed the United States to run up ‘enormous debts’ to finance its wars for which others had to ‘suffer’.15 His anti-dollar stance and Johnson’s de facto anti-gold stance created an unresolvable structural conflict.16 Johnson’s decision in March 1968 to change course in Vietnam during a gold crisis—discussed in chapter two—demonstrated just how constraining dollar–gold convertibility had become.

From the 1970s, oil made these American choices harder. Since domestic pre-shale oil production peaked in 1970, the United States imported growing quantities of oil through the decade.17 Rising oil imports structurally widened the trade deficit. Bretton Woods was designed for a world where the dominant economy with a strong domestic oil supply had a large trade surplus, not one in which the world’s largest oil consumer was on a path to becoming the world’s largest oil importer.

This pressure oil placed on the American trade deficit amplified a problem that predated it. Dexter White was wrong to assume that the system necessarily protected American export competitiveness. By the late 1960s, it did not require currency devaluation for West Germany and Japan to benefit from the exchange rate parties in operation; they only had to resist significant revaluation. In response, American politicians could only threaten trade tariffs to protect those sectors, starting with textiles, most imperilled by international competition. This dynamic created a choice between maintaining the international monetary system and maintaining the international trading order.18 In one way, it was the same choice that American politicians in the early 1930s had confronted, albeit without the added complications around German reparations. Then, Hoover and Congress had supported tariffs while Roosevelt had preferred to remove the dollar from gold.19 This time, the politically tumultuous year of 1968 ensured that the burden of decision fell upon Richard Nixon, a man who took office convinced that the Fed’s monetary caution at the decade’s start had lost him the 1960 election to John Kennedy.

In August 1971, President Nixon dramatically ended dollar–gold convertibility and imposed tariffs on imports that would stay in place until other states agreed to a dollar devaluation. Four months later, Nixon secured that devaluation as part of the Smithsonian agreement. This agreement could have reset Bretton Woods. But while some in the Nixon administration did want to reform the international monetary system, Nixon wanted to end it. Indeed, in 1972, his Treasury indicated it wished to liberalize capital from laws that restricted its movement in and out of the United States. With oil imports widening the American trade deficit, the American economy now needed an overseas supply of dollar to finance that deficit. Without even the appearance of American restraint, the exchange rate parities became ever more strained. In March 1973, all attempts to maintain fixed exchange rates were abandoned. Thereafter, currencies would float, their value being determined by daily transactions in the foreign exchange markets. At the beginning of the next year, the Nixon administration removed all American capital controls. What could have been a trade war became instead a several-decades-long competition about exchange rates and who should bear the monetary burden of what Washington and the Fed wished to do with the dollar.20

In the post–Bretton Woods monetary world, the Eurodollar markets and oil became the basis of American financial power. Preserving the dollar’s international position at as little domestic cost as possible was made much easier by the Eurodollar system: these offshore markets made the dollar the premier currency for banking and credit. Then the 1973 oil price shock—as the next chapter will discuss—boosted Eurodollar activity.21 It also engineered a flow of the dollar earnings of the Arab oil-producing states in OPEC back into the United States.22 To reduce any temptation Saudi Arabia might have had to lend those dollar revenues to European countries, Nixon’s treasury secretary in 1974 procured an agreement that Riyadh would buy US Treasury bonds outside the normal auctions where government debt was sold and without any requirement that the volume of purchases be publicly released by the Treasury. In exchange, Saudi Arabia received increased military aid and access to new arms purchases.23 Nixon’s successors maintained this petrodollar recycling. In the second half of the 1970s, the dollar’s weakness incentivized Saudi Arabia and other OPEC states to peg oil prices to a basket of the world’s major currencies. But the Carter administration brokered an increase in the Saudi quotas and voting rights in the IMF to bind OPEC to dollar pricing, a deal probably sweetened by more military aid.24 In this sense, Saudi Arabia’s emerging utility to American energy security in the Persian Gulf in the 1970s was paralleled by the part Riyadh played in allowing the United States to import oil denominated in its own currency at a moment when OPEC state-run companies were taking over from the big American and European companies in the Middle East.

* * * 

This post–Bretton Woods world in which no currency was convertible into a metal—the world of fiat money—was an unprecedented monetary phenomenon in human history. Allied to the oil shocks, these hitherto untried monetary conditions produced profound economic changes. Public and private debt exploded, with total world debt more than doubling as a proportion of world GDP between 1974 and 2016.25 Inflation, in the past associated with war, accelerated. Unemployment, which Keynesian economists were convinced should fall when inflation rose, increased across virtually all Western economies.

The political implications of this new inflationary and debt-shaped world were complex. Indeed, who politically benefited and who lost, and why they did became bitterly contested. One familiar narrative makes the 1970s the beginnings of the political rise of an anti-state approach to the organization of economies and economic policy.26 This telling renders Paul Volcker’s appointment as president of the Federal Reserve Board in 1978 followed by Margaret Thatcher’s arrival in power in Britain a year later and Ronald Reagan’s 1980 election win watershed moments. Each—and in Thatcher’s and Reagan’s cases their advisers—is then cast as attracted to the arguments of the Austrian economist Friedrich Hayek and the American monetarist Milton Friedman that the state’s post-war interventions were responsible for the surging inflation and weak growth that marked the 1970s. The unemployment that arose from their policies in the late 1970s and 1980s led critics to charge that the American and British economies were sacrificed to ideological dogma. Much later the ideology was given the name neoliberalism, even though the origins of ideas that can coherently be labelled neoliberalism are to be found in the Habsburg Empire’s demise and what its defenders saw as the post-inflationary onslaught of a destructive nationalism tied to democracy replacing constitutional monarchy.27

But making the economic story of the 1970s one of any ideological ascendancy necessarily downplays the structural material causes of the decade’s crises that played out regardless of the prior dispositions of politicians and central banks.28 In particular, energy casts a huge shadow over the apparently ideological debate in the 1970s about what the state could and should do.29 Politicians on both sides of the Atlantic had an acute incentive to retreat from regulating capital flows because they needed easy access to dollars to pay for larger oil import bills. In the United States, those who advocated economic deregulation in the 1970s were first and foremost arguing for an end to federal government agencies regulating energy prices and allocating oil to individual states for specific uses—as will be discussed in chapter eight.30 The first executive order Ronald Reagan issued as president lifted all remaining federal controls on oil prices and allocations, pronouncing that ‘the 1970s were the Dark Ages of America’s energy history.’31 Milton Friedman, frequently taken to be a leading proponent of neoliberalism, was obsessed with the energy question, charging that governmental controls on prices and effective federal oil rationing were entirely responsible for energy shortages.32 Indeed, Friedman’s intellectual insistence that inflation was always a monetary phenomenon, and hence unaffected by energy shocks, might politically be seen as the corollary of his belief that oil prices needed to increase to end the supply shortages. Quite simply, without taking energy seriously there is no persuasive story that can be told about the trajectories of economies from the 1970s through to the 1980s, or their political consequences, including those that led to the euro’s creation.

Dwelling on neoliberalism as a principally Anglo-American phenomenon also obscures the fact that the strongest and most powerful proponents of anti-inflationary discipline in the 1980s were to be found not in Washington, New York, or London but in Frankfurt and Bonn. Nor, as will be shown, are these separate matters: it was precisely because the West German central bank did not treat the 1986 oil price slump as an end to the inflationary era that the French government began to turn back to the idea of European monetary union that had flickered and fallen during the last years of Bretton Woods.

The Twin European Monetary Burden

The West European governments were, to use Paul Volcker’s word ‘stunned’, at Nixon’s actions in August 1971.33 Afterwards, they expected Bretton Woods to be repaired, not put on a path to destruction. But their common adversity could not disguise crucial differences in their perceptions of the crisis, their capacities to respond to it, and the prospects for their currencies in a new floating world.

German politicians and officials framed the Bretton Woods crisis around the Eurodollar markets. If higher interest rates could be avoided by banks and companies borrowing dollars in London, the Bundesbank could not in practice tighten credit conditions. For the West German chancellor, Willy Brandt, the Eurodollar markets compromised European monetary autonomy, by which he meant German autonomy. His solution was a European central bank. For French policymakers, Bretton Woods’ problems primarily arose from the cavalier American attitude towards gold. Indeed, just days before Nixon’s decision, French President Georges Pompidou had ordered a French warship to cross the Atlantic to retrieve France’s gold in New York.34

These different political judgements were compounded by material differences. The West German Deutsche Mark had an anti-inflationary credibility that the franc lacked. The German monetary advantage in part arose from the West German trade surplus and in part from the Bundesbank’s independence from democratic control at a time when in most of Western Europe governments, not central banks, decided interest rates. Over time, these two phenomena reinforced each other: the German central bank prioritized domestic price stability, making the West German economy export oriented.

Notwithstanding the divergence, the European Community (EC) began in 1969 discussing monetary cooperation. The 1970 Werner report proposed a three-stage transition to monetary union, while avoiding the question on which the French and Germans probably most disagreed, namely who would decide European monetary policy.35 By early 1971, there was massive upwards pressure on the Deutsche Mark’s parity against the dollar, with German firms borrowing dollars at high volumes in the Eurodollar markets, where interest rates were lower than those prevailing in the domestic economy, and then selling them for Deutschmarks.36 In May 1971, just two months after the EC states formally adopted the Werner Plan, West Germany and the Netherlands unilaterally floated their currencies. Pompidou denounced this currency appreciation tactic as a violation of ‘Community morality’ since by default it also changed the German and Dutch currencies’ value against those of other EC currencies.37 As one German official commented, unilaterally floating the Deutschmark had ‘brought the Community near to breaking point’.38 Although there was simply no policy available to deal with the Eurodollar and intra-European exchange rate instability problems simultaneously, French fury over the unilateral floating episode pushed Brandt to try to find a European solution anyway. In 1972, the EC adopted a collective exchange rate arrangement known as the Snake in the Tunnel. This pegged EC currencies against each other within margins narrower than their Bretton Woods parities. Consequently, their fluctuations against each other would be less than their individual movements against the dollar. Its participants were the six original Community states together with the three states—Britain, Denmark, and Ireland—that would join the EC in January 1973 plus Norway.

But the Snake in the Tunnel soon graphically demonstrated a slightly different version of the twin exchange rate dilemma at work around the dollar and the Deutsche Mark. After Nixon ended dollar–gold convertibility, most EC currencies faced upward pressure against the dollar, which affected export competitiveness against dollar-based producers, and downward pressure against the Deutsche Mark, which drove up inflation. This dynamic then left the West German government facing Deutsche Mark appreciation against both other European currencies and the dollar as well as demands from their EC partners for the Bundesbank to cut interest rates. When, in March 1973, fixed exchange rates ended, these conflicting tensions came to a head. After Nixon once again devalued the dollar and Japan floated the yen, the EC states suspended foreign exchange markets to deliberate as to what to do. Still scarred by the European divisions in May 1971, the West German government wanted commonality. Indeed, Brandt saw an opportunity to move towards monetary union. But the Snake in the Tunnel had already shown that stabilizing the EC currencies against each other required the weaker currency states to make policy changes that their governments could not politically contemplate. Consequently, any nominally collective approach could not include all nine EC currencies. The temporary solution divided the EC into two monetary groups. One, led by West Germany, reformed the Snake, pegging its members’ currencies against each other. The other, which included Britain, Ireland, and Italy, had currencies that floated against both the dollar and the Deutsche Mark.

This division left France in the West German monetary bloc. But it was an outcome driven by the necessity of Franco-German political agreement, not, as was soon evident, macro-economic compatibility. Unable to follow the Bundesbank’s monetary policy, the French government removed the franc from the Snake in January 1974, returned it in May 1975, demanding reforms from the Bundesbank, and quit again in March 1976 when none was forthcoming. As early as 1974, the French Finance Minister, Valéry Giscard d’Estaing, told President Pompidou that ‘ultimately we will not be able to prevent the franc and the DM from drifting away from each other’. By 1976, Brandt’s successor as chancellor, Helmut Schmidt, saw in the divide between the Snake around Germany and the larger group outside a ‘two-tier Community’.39

Only their common dollar problems could push the EC monetarily back together. But, necessarily, the price was institutionalizing West Germany’s intra-European monetary privileges. A prolonged bout of dollar weakness in 1977–78 exasperated Schmidt. For Schmidt, West Germany could not simultaneously adjust to more Asian trade competition, buy US Treasuries to finance American deficits, absorb more Deutsche Mark appreciation against the dollar and the non-Snake European currencies, and control domestic monetary conditions while the Eurodollar markets provided offshore credit. Although there was nothing in the short term that could be done on the dollar side, France and Germany could not, he told the Bundesbank in 1978, continue in ‘two different monetary areas’ if in the medium term the impact of the dollar on European economies was to be diminished.40

Schmidt pushed for a European Monetary System (EMS), with an Exchange Rate Mechanism (ERM) as its centrepiece. He found an ally, albeit a somewhat nervous one, in the French president, Valéry Giscard d’Estaing. Giscard perceived the choice for France to be between allowing ever-higher inflation and accepting German-led monetary discipline, and he chose the latter. All parties to the new European fixed exchange rate system tried to disguise the monetary power structure it entailed, pegging currencies against an artificial currency, the ECU what financial historian Charles Kindleberger called ‘the Deutsche Mark with a French name.’41

As it would later do in the euro’s creation, Italy’s position revealed that little had changed around the European monetary hierarchy since the last years of Bretton Woods. The ERM had to allow for singular arrangements for Italy, so the lira could fluctuate within wider margins around its central parity than the other currencies. The West German, French, and Italian governments all wanted to treat Italy’s membership principally as a matter of EC unity. If the EC was to become a single monetary area, Italy had to be inside. If it were not, the EC would have tiers of membership.

* * * 

Whatever the aspirations to EC commonality, the ERM did not include Britain. From the start, Britain became detached from EC monetary cooperation. This was not because the Heath government, which took Britain into the EC, had a strong political objection to future European monetary union. Indeed, Heath and his chancellor talked during the March 1973 crisis as if this was the desired future.42 But the economic and domestic political costs of defending any sterling parity with the Deutsche Mark were near insurmountable.

From the first British application to join the EEC, Britain’s Sterling Area had proved an impediment to membership. Originating in the 1930s, the Sterling Area was a monetary and exchange rate arrangement whereby former British colonies and states closely associated with Britain pegged their currencies to sterling, maintained large sterling balances as reserves, and aligned their capital controls to Britain’s. Believing that sterling’s international use made Britain’s interests within Bretton Woods more akin to those of the United States than the West European countries and fearing that in any currency crisis the sterling balances would become an EEC problem, de Gaulle had not wanted the Sterling Area inside the EEC. Indeed, it was Wilson’s 1967 decision to devalue sterling that pushed de Gaulle into his second veto. On this occasion, de Gaulle said that ‘the state of sterling would not allow it at present to become part of the solid, interdependent, and assured society in which the franc, the mark, the lira, the Belgian franc, and the guilder are joined.’43 In order to pre-empt the issue derailing the third application, Heath gave an assurance to Giscard that the sterling balances would be gradually eliminated as the states that held them turned to dollars.44 But ending the Sterling Area was likely to cause severe capital outflows. Allied to the fact that Britain’s rate of inflation was more akin to Italy’s than Germany’s, this made the prospect of defending any new currency parity with interest rate increases electorally unappealing, even to a government like Heath’s that wished to preserve Britain’s Community credentials.

Although Heath did place sterling in the Snake in the Tunnel in May 1972, he took it back out again the next month at the first sign of difficulty. During the discussions in March 1973 about the Snake, Heath, well aware that the French had told the Germans that they were only willing to move to a joint float with all nine EC states on board, did endeavour to return to a European approach.45 But once it became clear that the burden of maintaining sterling inside the Snake would fall on British politicians, not the Bundesbank, and that the French government would not tolerate a unilateral German float, Heath was left with a choice that would largely haunt British governments for the next two decades: the macro-economic and domestic political price for joining a European monetary arrangement was too high to contemplate, but staying out cost Britain political influence inside the EC. When Schmidt began to push his ERM plan, the Labour Prime Minister James Callaghan hoped the French reluctance would leave the two EC monetary areas in place, with Britain and France on the same side. But after Giscard decided that France should accept more monetary discipline, the costs on the EC side of exclusion increased. With Italy and Ireland deciding to join, Britain was left in a monetary group of one.46

The Volcker Shock

If the ERM represented an attempt to protect the EC from the dollar’s weakness, the source of European fear was American inflation. But, as the ERM began, the Fed was already beginning to worry about how far and for how long this inflation could be accommodated. After Carter appointed Paul Volcker to lead the Fed, American monetary policy took a radical turn. In October 1979, Volcker reconceptualized it towards systematically eliminating inflation by restricting the money supply.47 The ensuing high interest rates, which remained for the most part in double digits until autumn 1984, produced a much stronger dollar between 1981 and spring 1985.

The Volcker shock caused the EC states many problems. Even after dollar oil prices gradually fell from the second oil price shock of 1979–80, the strong dollar made oil imports more expensive. Jacques Delors, who served as French finance minister from 1981 to 1984, termed the years between 1981 and 1985 the third oil shock.48 High American interest rates, meanwhile, created conditions for capital flight at the same time as several European states, led by Britain and West Germany, were removing their capital controls.

Again, American monetary decisions reverberated divisively. In 1981, the Bundesbank tightened interest rates, and pushed for a wage freeze. By preventing Schmidt’s government opening up a credit line from Saudi Arabia, the German central bank played a big part in ending the Social Democratic–Free Democratic coalition government without an election taking place.49 This coalition switch by the Free Democrats brought the Christian Democrats back to power where they remained for sixteen years.

In France, by contrast, there was no independent central bank that could force a monetary response on politicians. Under any political conditions, this demarcation would have strained the ERM. But when François Mitterrand won the 1981 presidential election, and then the Socialists won a majority in the National Assembly—the first political victories for the Socialists in the Fifth Republic—it risked breaking up the mechanism entirely. Even without the Bundesbank’s monetary tightening, Mitterrand and his ministers would have baulked at the constraints Giscard had agreed to institutionalize. But Mitterrand became president when ERM membership required particularly high interest rates. After devaluing the franc several times, he was confronted in March 1983 with a moment of decision. Either his government accommodated itself to tracking the Deutsche Mark, and in so doing accepting that it was the Bundesbank that determined how to manage the dollar constraint, or it decisively broke monetarily with West Germany. After toying with both options, Mitterrand chose to retain ERM membership. His new franc fort (strong franc) approach subordinated the entirety of French macro-economic policy to maintaining the franc-Deutsche Mark parity. Henceforth, French politicians had to support the Banque de France’s monetary alignment with the Bundesbank, achieve wage discipline in the export sector, and aim for a current account surplus.

Being outside the ERM, Britain was in a different position when the Volcker shock hit. Indeed, the Thatcher government had already moved to a monetary policy rather like Volcker’s. In the same month Volcker prioritized inflation, the Thatcher government removed capital controls, amplifying the fallout for Britain of Thatcher and Volcker’s policies. Consequently, in the period between 1979 and 1981 before the dollar’s general rise accelerated, sterling sharply appreciated. As in the United States, high interest rates and a strong currency had a devastating effect on manufacturing and employment. For much of 1981, as the Bundesbank pushed the ERM states to higher interest rates, the Thatcher government was wrestling with how to steer sterling down without reigniting inflation.

But since dollar appreciation was now gathering speed, this strategy only moved Britain closer towards the ERM states’ dollar-generated currency problems. From autumn 1981, the Thatcher government had to keep raising interest rates to try to abate sterling’s decline. This imperative occasioned the first serious debate within the Thatcher government about ERM membership. From 1985, the debate became an incredibly acrimonious dispute between Thatcher and her senior colleagues, right up to the point when Britain joined in 1990.50 But neither in 1981 nor in 1985 did anyone in Thatcher’s Cabinet particularly see the issue as a matter of Britain’s position within the EC. In good part, this reflected the sheer difficulty that fiat money and exchange rates under conditions of open capital flows generated. When economic conditions eased from 1986, and the European issue did resurface, the Thatcher government used its macro-economic flexibility to differentiate the British economy further from the ERM states. Consequently, a geopolitical argument and a macro-economic argument for Britain joining never realigned.

A Not Quite German Single Currency

The end of the Volcker monetary shock and the second Reagan administration’s concerns with the impact of a strong dollar on American exports provided a temporary monetary respite for the EC. Just as Nixon had ultimately chosen dollar devaluation over tariffs, so Reagan decided to approach the burgeoning American trade deficit first and foremost as a monetary matter, albeit in the face of a Congress—controlled in both houses after the 1986 mid-term elections by the Democrats—that legislated for some protectionism.51 In aiming to depreciate the dollar, the Reagan administration sought cooperation from West Germany, Britain, France, and Japan. In the 1985 Plaza Accord, these five governments agreed to act collectively to bring the dollar steadily down. Adding Canada to their group, they followed Plaza with the 1987 Louvre accord to put an effective floor under the dollar’s depreciation.52

But Louvre reopened the American-German monetary divergence. The American trade deficit benefited little from the dollar’s fall. If this deficit was to be dealt with as a monetary problem, US Treasury Secretary James Baker believed, other governments and central banks would have to pursue policies that would encourage higher domestic consumption to create demand for American exports. While the Japanese government could agree a monetary accommodation to which the Japanese central bank would adhere—one that had disastrous consequences for the Japanese economy—the West German government could not bind the Bundesbank to any Atlantic assurances. Since the Bundesbank was unwilling to loosen monetary policy—indeed in October 1987 the Bundesbank raised interest rates—the Plaza–Louvre period of exchange rate cooperation broke down.

This turbulence then reignited the Franco-German monetary disagreement at a time of rapidly falling oil prices. The reverse oil price shock in 1986 was in part, but only in part—see chapter two—a product of dollar depreciation.53 Whatever its complex causes, it was a structural force driving inflation down. For the Bundesbank, it allowed for zero inflation. For the French, by contrast, this should have been an opportunity to lower interest rates to support higher growth, particularly since the Fed’s monetary policy was so much more accommodating than it had been earlier in the decade. But the ERM ensured the Banque de France had to follow the Bundesbank.

From a French perspective, the German-shaped constraints inside the ERM were now remorseless. In late 1987, Mitterrand persuaded the West German chancellor, Helmut Kohl, to accept a Franco-German Council to coordinate macro-economic policy, including monetary matters. But, once it realized what Kohl had surrendered, the Bundesbank rendered the agreement redundant. The French Finance Minister Edouard Balladur then took a proposal for monetary union to an EC finance ministers’ meeting in January 1988, setting in motion a path that would eventually lead to the Maastricht Treaty and the euro.54 This French push for a single currency marked a departure from previous European monetary moves. The Werner Report and the ERM had been responses to the problem the dollar caused European states. By contrast, Balladur’s case was a response to the internal European problem posed by the Bundesbank.55

That monetary union was conceived as a move to end the Bundesbank’s monetary power and required West Germans to relinquish the Deutsche Mark ensured there was plenty of opposition in Germany to the project. Helmut Kohl’s government decided to focus on the advantages of a single currency, which were primarily the prospect of an end to competitive devaluations by other ERM states and an opportunity to repurpose and reform the EC. Even after German reunification could have provided a pretext for retreat, Kohl persisted with that choice.56 Nonetheless, given the sacrifice, there was no possibility that the German government would ever allow a monetary union that did not meet fundamental German concerns.

In straight monetary policy terms, this meant that the proposed ECB had to be another version of the Bundesbank, legally committed by a European Union (EU) treaty to price stability as the sole purpose of monetary policy, and free from any democratic political control. Whether the ECB could in practice be like the Bundesbank would, of course, be another matter. The Bundesbank’s de facto political authority to set interest rates for Germany came from a strong domestic political consensus that price stability should prevail in monetary policy.57 A similar consensus was not in evidence in the EU by the time the Maastricht Treaty establishing the ECB was ratified. Indeed, had there been a European consensus behind a Bundesbank-like monetary policy, there would not have been a political demand for monetary union in the first place. When monetary union did begin, the dissensus was soon made apparent by attacks on the ECB’s treaty-guaranteed independence.58

Although this judgement could not be made explicit, the German government, to all intents and purposes, also insisted that monetary union could not include every member of the EC. To this end, the Maastricht Treaty, agreed in 1991, included strict convergence criteria—on inflation, exchange rate stability, budget deficits, and state debt—for states to qualify for the single currency.59 Drawing lines to establish ins and outs took Germany to a position quite different from that adopted by Brandt and Schmidt. When the push for monetary union began in 1988, of the then Southern EC states, only Italy was in the ERM, and it still used the wide bands with which it entered the system. It would have seemed implausible then to think that Italy, let alone the others, could maintain a permanently fixed exchange rate with West Germany without disastrous economic consequences.60 In contrast to 1978–79, any case for treating Italy as if it were France would appear to have required either significant support from the ECB for Italy’s debt, or a fiscal union that redistributed revenues to Italy, both of which were political non-starters in West Germany. Accordingly, the German path to monetary union set out in the Maastricht Treaty appeared to offer a two-tier EU.

In practice, the Maastricht convergence criteria could not resolve the question of ins and outs. Initially, there was no uniformity of opinion between the German government and the Bundesbank about who the convergence criteria might exclude. The smallest monetary union possible might have suited the Bundesbank’s overriding anti-inflationary concerns. But it risked German exporters facing ongoing devaluations from those outside the single currency.61 Meanwhile, the convergence criteria could not straightforwardly be directed against the Southern European states. If the budget deficit criterion had been applied in 1991, Belgium would have been out, and, although it might have seemed that there was no chance of Italy qualifying, the same could not be said for Spain. In the Treaty, the German government looked to have the advantage over the Bundesbank via a clause whereby the European Council could exercise a ‘flexible’ interpretation as to whether a state had met the conditions or not.62 But since ERM membership without a devaluation for two years was a convergence condition, the Bundesbank had the means to push out the Southern European states.

Indeed, nine days after the Maastricht summit ended, the Bundesbank raised interest rates in response to the inflationary effects of German reunification. This move led to eighteen months of turbulence within the ERM, during which Britain permanently left, Italy made a temporary exit, the Spanish, Portuguese, and Irish currencies were devalued, and, in July 1993, all currency bands except those between Germany and the Netherlands were suspended. For a while it seemed as if monetary union would not happen. Then it appeared as if a select group of states would go ahead, dividing the EU into a core and the rest. Instead, the Eurozone began in 1999 missing only those with legal opt outs—Britain and Denmark—and temporarily Greece.

This large monetary union lacked broad political support in Germany. Opposition to it first appeared in a set of legal challenges to the Maastricht Treaty in the Federal Constitutional Court. In 1993, the Court, in ruling that the Treaty’s ratification was constitutional, also asserted, among other things, that it was for the German Parliament to decide whether a state had qualified to join. This left monetary union’s size to be contested within German democratic politics. The Social Democrats fought the 1994 German federal elections on a platform to shut out Southern European states from the single currency, and for some time it looked like they would win.63 In trying to rescue that election, Kohl turned monetary union into something it had hitherto not been: a symbolic issue of European unity. The following year he went further, saying that monetary union was a matter of ‘war and peace in the twenty-first century’.64 Although the Christian Democrat–Free Democratic coalition did retain power in 1994, the election did not settle the euro’s composition. In 1995, Kohl’s finance minister, Theo Waigel, declared that Italy would not meet the convergence criteria. This belief that Italy did not belong in a monetary union persisted inside the German government well into 1997.65 But Waigel and the Bundesbank lacked the means to impose their will since Germany’s own fiscal difficulties, caused by reunification, ensured that the convergence criteria on state debt and budget deficits could not strictly be enforced. So long as there was no clean technical way of determining exclusions from the single currency, Kohl’s argument that what mattered was European unity had a force it would not otherwise have possessed.

Nonetheless, the risks around a large monetary union drove the Kohl government to revisit the Maastricht terms for relinquishing the Deutsche Mark. By the mid-1990s, it wanted legal fiscal rules for monetary union once the euro began and proposed what became the Stability and Growth Pact. This move left French ministers non-plussed, particularly since their attempts to bring the French budget deficit down in accordance with that convergence criterion was meeting fierce domestic political resistance. When the Gaullist President Jacques Chirac decided to hold early parliamentary elections in May 1997 to strengthen his ability to pursue Maastricht-driven reform, he succeeded only in giving the Socialist Party a majority in the French National Assembly, just two years into his presidency. Chirac’s new Socialist prime minister, Lionel Jospin, was sceptical about monetary union—as will be discussed in chapter nine—and he had opposed the Stability and Growth Pact during the election campaign. But, in office, he concentrated on preventing a small monetary union in which France would have been one of the weakest members, accepting the Pact’s fiscal rules in exchange for German acquiescence to Italian membership.66

In consenting to the Maastricht Treaty, the Southern European governments imposed a large burden upon themselves. They agreed a legal obligation to endeavour to join a single currency that would be harder to manage than the ERM and of which Greece and Portugal had no experience at all; and they did so in the knowledge that, whatever they politically sacrificed in the effort, other states could still exclude their participation. In part, Italy excepted, they were appeased with side payments in the form of an increase in EU structural funding.67 But, realistically, they had little choice. Conceding non-membership would have risked currency instability, higher inflation, and higher interest rates. Attempting to qualify also bought anti-inflationary credibility in foreign exchange markets and delivered much lower interest rates, which in reducing interest payments, made hitting Maastricht’s 3 per cent budget deficit limit somewhat easier.

For Italy, the difficulties ran deep with profound democratic political consequences—as will be discussed in chapter nine. Italy did not rejoin the ERM until November 1996. Between its exit in September 1992 and its return, the lira lost nearly a quarter of its value.68 Average Italian growth between 1992—the year its attempt to qualify for monetary union began—and 1999 the year it entered monetary union—was only just over 1 per cent. Unemployment, which had been under 10 per cent for the whole of the 1980s, rose significantly.

Italian governments were prepared to accept such a growth-restrictive commitment because the alternative was acquiescing to the EU’s separation into monetary blocs. As the then Italian Prime Minister Romano Prodi declared in February 1997: ‘If we are not in the first group, our currency would come under assault, our economy would be defenceless, our international credibility would be diminished.’69 His appeal to Germany to interpret the convergence criteria generously was a version of Kohl’s to German voters: ‘Europe is not just about a currency. It is impossible to think of Europe cut off from its great Latin culture.’70

Italy’s struggle to join the single currency revealed much about how the Eurozone has since unfolded. Monetary union’s French-centric justification was macro-economic and directed at the Bundesbank. But the Maastricht Treaty rid the euro of its macro-economic purpose by giving the ECB the same mandate of price stability as the Bundesbank’s. Its consequent German-centric structure required a small monetary union. Yet in practice, as German monetary power diminished through the 1990s, the Eurozone’s Southern-European- friendly size led it to become a test of states’ commitment to the EU, even as the macro-economic policies it required to participate were economically and politically destabilizing.

* * * 

Britain’s absence from the euro was a different matter, although, at the point in early September 1992 when both the British and Italian governments were battling to save their ERM membership, this reality might have seemed otherwise. Britain’s ongoing singular monetary trajectory as an EU member went back to the reverse oil price shock. From 1986, the Thatcher government, like the Reagan administration and the Fed, saw no reason to continue to prioritize controlling inflation when inflation was falling and unemployment remained high. Not having subordinated British monetary policy to the Bundesbank’s, it then lacked the French incentive to pursue a single currency, even without Thatcher’s instinctive dislike of the idea of dispensing with monetary sovereignty.

This did not mean the exchange rate problem for the British economy went away. Indeed, by the time when, in June 1989, the EC states agreed to proceed with monetary union, sterling’s weakness required British interest rates to be significantly higher than those in most ERM states. But sterling’s weakness at this time arose precisely because, unlike the ERM states, the Thatcher governments had used the counter oil price shock to dispense with anti-inflationary policies. Consequently, when, in October 1990, Thatcher finally conceded ERM membership, she only did so as a short-term macro-economic expediency to stabilize sterling. Yet as her concession came at a time when the intergovernmental conference on monetary union was shortly due to begin, it strengthened her Cabinet critics who feared that definitively shutting the door to monetary union would relegate Britain in the EC’s hierarchy. Horrified by her remarks that autumn that she would never support relinquishing sterling or monetary authority, her former chancellor, Geoffrey Howe, resigned from the Cabinet, setting in motion the sequence of events that led to Thatcher’s resignation.

Nonetheless, finding a macro-economic path that would prevent British monetary isolation was much more difficult. For the Maastricht Treaty, John Major constructed what appeared an opt-out; in structure, it was an opt-in to buy time to join. But since the Bundesbank was tightening monetary policy when the British economy was in recession, ERM membership was not sustainable. Its collapse on Black Wednesday in September 1992 turned the opt-in into a real opt-out by wrecking any possibility that an even stronger European monetary commitment could be sold to the parliamentary Conservative Party and the British electorate.71

For a short while, sterling’s weakness might have tempted the Major government to gamble on rescuing the opt-in, but in mid-1995 the dollar turned upwards and took sterling with it. Consequently, Major’s successors were effectively freed for more than a decade from the pressures on sterling that had with very little interruption constrained British governments since the First World War’s end. A large monetary union helped Britain too, making the other non-members by 2001 only Denmark and Sweden, which had also chosen to opt-out, not a club of weak currency states. Despite Tony Blair’s frustrations at what influence non-membership cost inside the EU, uninterrupted non-inflationary growth from 1993 until 2008 proved too useful for the Labour government to relinquish. In part this economic performance was dependent—as the next chapter will show—on anti-inflationary forces from China that were nothing to do with Britain or the euro. But the absence of inflation separated the macro-economic problem around sterling from the geopolitical problem of Britain’s position in the EU. Moreover, after the Eurozone began, the fear that London would lose its position as the premier European financial centre that had motivated, and part served as pretext for, Thatcher’s removal unravelled. Instead, London quickly emerged as the Eurozone’s financial centre.72

* * * 

The competing charges that the euro is too German to serve Italy and too Italian to be tolerated by Germany can be traced to the beginning of the Eurozone’s history. The monetary union that began in 1999, requiring the reinvention Draghi presided over in 2012, was never intended. In conception, the Eurozone was a French-led project to find solutions to a set of problems unleashed by the West German response to the breakdown of the Bretton Woods dollar-based monetary order. The German government reluctantly accepted monetary union on German terms just as long it did not include heavily indebted Italy. In practice, such a monetary union was thwarted. Instead, it became a currency bloc incorporating Italy with rules enshrined in European law that were not designed to accommodate the burden constituted by Italy’s debt. In reforming the ECB by fiat, Draghi effectively sought a way out of this predicament without reopening the Treaty through which monetary union was established.

The ECB’s eventual move to quantitative easing in 2015, whereby the central bank directly bought euro states’ debt, represented a momentous transformation. It completed the conversion of the monetary union laid out in the Maastricht Treaty on German terms into one that it would have been inconceivable for the German government to have agreed as the price for relinquishing the Deutsche Mark. In 1986, the Bundesbank had driven German inflation below zero. Thirty years later, the ECB presided over below-zero interest rates. In 1993, the German Constitutional Court ruled that the Maastricht Treaty’s ratification in Germany was constitutional. In 2020, against a backdrop in which the Covid-19 crisis had caused the Commission to suspend the single market’s rules, the Court judged that the German government and Bundestag violated German citizens’ rights by failing to challenge the ECB. But the ECB’s transformation into a central bank that could act as a lender of last resort also opened a question about which states’ debt and which parties in government could be supported, as both Italian and Greek politicians would discover.

If the original ECB was supplanted after 2010, it had already lost the anti-inflationary rationale in which it had been grounded. By the 2000s, the German economy no longer operated in an economic world where policymakers had to protect it from inflationary pressures coming from elsewhere. Indeed, the structural dynamics of the world economy and inside Germany pressed in the opposite direction. Chinese imports acted as an anti-inflationary force, even as another oil price shock was under way, and the German financial sector could now not be conceived as a source of stability to be guarded from tumult in the Eurodollar markets. Indeed, that the top German banks were massively involved in these markets would become part of why the ECB responded to the Eurozone crisis by transforming itself. How these structural changes in the world economy came about around China and the Eurodollar system is what must be considered next.
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Made in China, Need Dollars


By May 2015, the federal funds rate—the Federal Reserve’s primary interest rate—had stood at a quarter of one per cent for seven and a half years. In a speech in Providence Rhode Island that month, Fed Chair Janet Yellen said that assuming the economy continued to improve as she expected, the Fed would finally raise the federal funds rate before the year ended.1

What Yellen termed ‘normalizing monetary policy’ would mean trouble for states with pegged exchange rates to the dollar: attracted to higher interest rates, capital would flow into American assets.2 For China, where some firms had binged on Eurodollar credit markets after 2008, disaster beckoned. China’s economy was already growing at its slowest rate for twenty-five years, and its exports, the bedrock of its economic rise, were declining. Pre-empting any move by the Fed, the Chinese central bank dramatically devalued China’s currency, the renminbi, on 11 August 2015, sending share prices in China and much of the rest of the world tumbling, and causing exchange rate havoc in emerging markets.3 In an effort to stave off capital flight, it devalued the renminbi again and over a fortnight liquidated around $100 billion of China’s dollar reserves.

Most observers had expected the American interest rate increase to come at the Fed’s September meeting. But the financial conditions generated by the chaos in China caused a retreat. In her press conference, Yellen said that ‘growth concerns’ in China had ‘led to notable volatility in financial markets’ and that ‘in light of the heightened uncertainties abroad’, as well as ‘a slightly softer expected path for inflation’—meaning falling oil prices—‘the Committee judged it appropriate to wait for more evidence’ before raising rates.4

As the year came towards a close without a rate increase, US–Chinese monetary tensions arose again. On 11 December, the Chinese central bank announced it would establish a new renminbi peg against a basket of currencies, not just the dollar. At its meeting on the 15–16 December, the Fed finally raised the federal funds rate by a quarter of one per cent. In response to the ensuing capital outflow carnage in China, the Chinese central bank let the renminbi depreciate further. Concerned that this was but the prelude to a major Chinese currency shift, Obama’s Treasury Secretary persuaded the Group of 20 central bank heads and finance ministers in February 2016 to sign up to the Shanghai Accord in which each government pledged to ‘refrain from competitive devaluations’.5 Upward pressure on the dollar abated for a few months, but the Fed would not risk raising the federal funds rate again until December 2016.

If the last year of Obama’s presidency saw attempts to manage US–China monetary and currency relations through cooperation, Donald Trump’s first year began what would become a full-scale assault on the US–China trade relationship. In August 2017, Trump instigated an investigation of China’s trade practices. In early 2018, he first announced tariffs on Chinese solar panels and washing machines and then extended them to more than 1,300 categories of Chinese imports. A month later, China retaliated. Talks to restructure the terms of trade began twice only to break down. After the second termination, the US Treasury deemed China a currency manipulator.

Trump’s policies were matched by a shift in geopolitical rhetoric on the Sino-American economic relationship. The US National Security Doctrine published in December 2017 said that ‘great power competition’ had ‘returned’. It declared that Washington had shown ‘a great degree of strategic complacency’ under the mistaken ‘assumption’ that ‘global commerce’ would turn ‘rivals’ into ‘benign actors and trustworthy partners’. Henceforth, the United States would, it promised, ‘pursue an economic strategy that rejuvenates the domestic economy, benefits the American worker, revitalizes the US manufacturing base, creates middle-class jobs, encourages innovation, preserves technological advantage, safeguards the environment, and achieves energy dominance’.6 Just under a year later, Vice President Mike Pence gave a speech in which he insisted that China was bent on ‘international domination’ and lamented ‘Beijing’s malign influence and interference in American politics and policy’, which, he claimed, was orders of magnitude higher than Russia’s.7 After the speech, one Chinese official remarked that a ‘bamboo curtain’ had replaced the former Iron Curtain.8

Unquestionably, Trump’s strategic reset commanded support across the American political spectrum. If some Democrats criticized his inflammatory rhetoric, few were willing to defend the status quo. But this American turn against China would prove another matter for the EU. Asked, in July 2018, why he had not sought to work with the EU against China’s trade practices, Trump retorted that ‘the European Union is possibly as bad as China, just smaller.’9 When, in 2019, Trump turned aggressively on the Chinese technological company Huawei, he demanded that the EU and Britain follow; they refused.

How the Fed’s monetary decision-making came to be constrained by China’s dollar problems, and why Trump declared a trade and technological war on China originate in what happened in the decades leading up to the 2007–8 crash, as much as the years after. There are two big stories to tell, one about the consequences of China’s economic growth and one about the emergence of a global dollar credit market in Eurodollars. Together, they spawned a seismic shift in international monetary and financial conditions, a huge oil price shock, and far-reaching dislocation in the American economy. Out of the interaction of the first two phenomena came the 2007–8 crash, and from the third arose one part of the political conditions that allowed a confront-China insider-outsider like Donald Trump to win the presidency.

The China Shock

China’s spectacular economic growth between 2000 and 2007, reaching an annual rate of 14 per cent at its peak, reverberated across the world economy. Much of this China shock showed itself in trade. With the Chinese government doing everything it could to keep the renminbi pegged at a competitive rate against the dollar, China practised export-led growth. The opportunity for it to do so was accelerated by the US Congress agreeing to the permanent normalization of trade with China in 2000 as a prelude to China entering the World Trade Organization (WTO) in 2001. China’s exports in this new trading world were primarily manufactured goods. As a result, the United States and a number of European countries were left with large trade deficits with China; the American trade deficit in goods with China rose by nearly four-fold between 1999 and 2008.10

This surge in Chinese manufacturing exports had consequences for both North American and Western European labour markets, especially the American.11 The scale of this shock is a matter of dispute, but it was, undoubtedly, sizeable in those sectors where Chinese exports were concentrated, and it spread into local supply chains.12 From 2001, American manufacturing employment began to crash, falling from 17.2 million in December 2000 to 11.5 million in December 2009. This was a dramatic change compared to the recent past. These jobs had peaked at 19.5 million in mid-1979. At the end of 1989, there were still 17.9 million people employed in the sector, and at the end of 1999 there were 17.3 million. Much of the subsequent rapid fall came in the early 2000s. During 2001, manufacturing employment tumbled from 17.1 million to 15.7 million, and by December 2003 it was down to 14.3 million.13 Regardless of exactly what proportion of these job losses were attributable to China trade, the scale of the change and its timing ensured that normalizing trade relations with China was perceived by those afflicted as a disaster.14

An employment shock was not what the Clinton administration had promised would follow from permanently normalized trade relations with China. In 2000, Bill Clinton said that ‘this is a hundred to nothing deal for America when it comes to the economic consequences.’15 His agricultural secretary said of the permanent normalized trade relations legislation that ‘this deal is really a no-brainer’ and that since American markets were already open to China ‘all the concessions are on their side, and all the benefits are on ours.’16

The disjuncture between this promise and the reality quickly yielded a backlash in Congress. Much of this anger was directed at China’s exchange rate policy. If China had let its currency float, China’s expanding trade surplus would have pushed the renminbi upwards, making Chinese imports more expensive. But, since 1994, China had operated a fixed peg against the dollar. Rather than allow the renminbi to appreciate, the Chinese central bank engaged from 2003 in large-scale intervention to stop that happening. That same year, anger about China’s trade-centric approach to the renminbi began to be articulated by influential members of the Congress. The Democratic Senator Chuck Schumer and the Republican Senator Lindsey Graham introduced the first of a succession of bills to impose substantial tariffs on Chinese exports unless China revalued the renminbi.17 Their efforts reached a climax in the first half of 2005 when it appeared that they had sufficient votes in the Senate to pass legislation.

But the post-2000 US–China trade relationship had quickly become politically entrenched in Washington. Schumer and Graham’s legislative push lacked support from George Bush Jr’s administration. Since there was no security dependency to exploit, Bush could not demand change from China as his three predecessors had done from Japan. China had also become the United States’ largest state creditor. Indeed, China’s determination to preserve the currency parity had incentivized its central bank to buy large volumes of US government debt as a macro-economic strategy. Concerned that the Schumer-Graham legislation could still pass, China repackaged its exchange rate stance in July 2005. On the surface, these moves ended the renminbi–dollar peg and allowed the renminbi some latitude to float. But in practice, China conceded only a 2 per cent revaluation against the dollar. The following autumn, Bush’s treasury secretary, Hank Paulson, persuaded China to accept an institutionalized framework for discussing exchange rate and trade issues. His expressed aim was to procure a meaningful renminbi revaluation.18 But, again, only a minimal adjustment was forthcoming. In May 2007, China agreed to widen the bands within which the renminbi floated. Thereafter, the renminbi did appreciate, but the effects were diluted by the dollar’s depreciation against other currencies too.

On the surface, the political stand-off in Washington looked like a replay of past congressional protectionist pressure on the executive from Hoover to Reagan. But the degree to which some American corporations were advantaged from the scale of transnational production and supply chains around China represented a substantial difference. Tech and electronic manufacturers massively benefited by assembling their goods in China, as did large discount retailers, like Walmart, from selling cheap Chinese imports.19 Once upon a time, Apple, for example, made almost all its products in the United States. Indeed, Steve Jobs, the company’s co-founder, boasted in the 1980s the Apple computer ‘was a machine that is made in America’.20 But, from 2004, almost all Apple products were manufactured abroad, mostly in China. As one Apple executive put it to the New York Times, ‘What US plant can find 3,000 people overnight and convince them to live in dorms?’21 In part, these selective rewards reduced the resonance of confrontational anti-China rhetoric: manufacturing iPods in China might have added to the American trade deficit, but most of the value of the product was still being captured in the United States.22 But they also spurred class conflict in American democratic politics: those who gained were shareholders and extremely well-paid executives; those who lost were factory workers.23

* * * 

Although trade became its visible face in American politics, the China shock dramatically extended to oil. China was self-sufficient in oil production until 1993. This oil independence distinguished China’s early trajectory in industrial development from those of other East Asian states, not least Japan’s. Only in the mid-2000s did rising Chinese oil consumption have an impact on the rest of the world. By 2008, China was using the equivalent of 70 per cent of Saudi production. With demand from other Asian countries, especially India, also accelerating, world oil consumption soared from 68 million barrels per day in 1994 to 77 million in 2000 to 87 million in 2008, despite falls in some European economies. (By contrast, in the two decades between 1973 and 1993, it rose only from 57 to 67 million.24) In 2005, as the China demand shock took hold, oil production stagnated—as discussed in chapter four–until the shale boom began.25 Consequently, after more than a decade of low prices, from the mid-2000s the world economy experienced unprecedentedly high prices. By May 2006, oil prices reached $90 a barrel, around 80 per cent higher adjusted for inflation than they were in March 1974 when the first oil price shock ended. At their peak in June 2008, they were around $150, more than a third higher in real terms than their previous peak during the second oil price shock.26

This oil price shock was rather different from the two in the 1970s, the 1981–85 shock the dollar delivered, or the mini price spike that stemmed from Iraq’s invasion of Kuwait. None of those had a significant demand side component. Nor had they had such structural causes. The Arab oil embargo was temporary. Iranian output, at least partially, recovered after the revolution, as did Iraq’s until the post-1990 sanctions. The dollar fell from 1985, and so spectacularly, from 1986, did oil prices. But this time, additional large-scale demand from China and India became a permanent feature of the world economy. Only new supply, or significantly lower levels of economic growth, could prevent much higher prices becoming a normal state of affairs. Paradoxically, the conditions for additional production to meet accelerating consumption turned out to run through the 2007–8 crash, even as—as will be discussed later in the chapter—the very problem oil prices caused played its part in that crash occurring.

Eurodollar Banking

The Eurodollar banking story begins back in the 1970s. The Eurodollar markets that had played their part in ending Bretton Woods were given a large boost by the two oil shocks. Fuelled by the dollars earned by Middle Eastern oil producers, American and European banks had huge dollar deposits to lend. The need for oil-importing states, including those in developing countries, to finance large trade deficits made the Eurodollar markets extremely useful, especially since the International Monetary Fund was ill-equipped to deal with such sizeable and structural deficits. Banks became the mechanism for providing dollars to those who needed them through Eurodollar loans.27 In part as a consequence, finance, and internationalized banking in particular, would assume a significantly larger part in the American and west European economies than it had done in the three decades after the Second World War.28 But the size of the European banks’ Eurodollar operations raised the old question of who regulated this activity, and who would serve as the lender of last resort to these markets, even more emphatically than in the 1960s.29 In practice the only answer to the second question could be the Fed. But spelling out this reality was a step too far. When, in 1974, the Group of Ten (G10) central bank governors discussed the problem, they could only express confidence that at the moment of crisis a solution would be forthcoming.30

That definitive crisis would arrive in August 2007. In the interim, the Eurodollar markets grew beyond recognition. As they expanded, the means by which banks funded their operations in these markets became increasingly dependent on repurchase (repo) agreements: a form of short-term—often overnight—collateralized borrowing in which one party sells securities in exchange for cash and agrees to buy them back in the future at a slightly higher price. By the 1990s, what had been the Bundesbank’s earlier frustration that the ability of banks to create dollars to lend in Eurodollar markets undermined national interest rates had spread to the Fed. In a speech in 1996, the then Fed Chairman Alan Greenspan noted that ‘unfortunately, money supply trends veered off path several years ago as a useful summary of the overall economy’ and ‘we cannot in the future expect to rely a great deal on money supply in making monetary policy’.31 In this world, Greenspan continued, monetary policy would have to be conducted by assessing banks’ balance sheets and asset prices.32

This was, however, much easier said than done. As he said in the same speech, there was an ‘irrational exuberance’ that was ‘unduly escalat[ing] asset values’.33 Even regulating banks’ balance sheets was difficult. Under the Basel Accords, agreed by the G10 states from 1988, bank regulation was concentrated on the asset side of banks’ balance sheets. Yet by the late 1990s, banks, as well as other financial corporations, had figured out how to use derivatives to disguise the size of their balance sheets. Moreover, the European banks were big players in the Eurodollar markets and the Fed was in no position to regulate the balance sheets of foreign banks.

Neither did Greenspan actually wish to make interest rate changes in response to movements in asset prices. The years from the mid-1980s had seen ever-larger fluctuations in asset prices.34 These had been most manifest in the developing countries and emerging markets, culminating in the 1997–98 Asian financial crisis. But they had also been evident in Western economies, including the 1987 share market crash. By the time of Greenspan’s ‘irrational exuberance’ speech, there was already a growing bubble in US share markets driven by the dot-com boom where investors piled into internet start-up companies. But even after it burst in March 2000, Greenspan still proclaimed that bubbles could neither be identified in advance nor contained once they emerged.35

As for banks themselves, their internationalized operations grew from the late 1990s to another level. Again, this deepening internationalization was driven by European banks, and in the first instance German banks.36 These ever bigger and ever more internationalized bank balance sheets contributed very significantly to a massive increase in international capital flows from the turn of the century.37 A good proportion of these flows were generated by the Eurozone. Once monetary union created apparently unified credit conditions across much of the EU, Northern European banks lent large volumes of money to corporations and governments in the Southern Eurozone and Ireland.

These same Northern European banks also massively increased the international assets on their balance sheets by lending in the United States, both through loans and bond and security purchases. This lending was financed by short-term dollar funding from money markets, including repo and Eurodollar markets, leaving these banks with large liabilities in a foreign currency and a mismatch between their longer-dated American assets and their short-term dollar borrowing.38 After this same dynamic played out disastrously during the Asian financial crisis, the East Asian central banks, not least China’s, had responded by amassing large-scale dollar reserves through the 2000s. But the European Central Bank (ECB) and the Bank of England acted as if the huge currency misalignments with which their banking sectors operated could never actually require them to provide foreign currency support, apparently trusting instead in the 1974 assumption that if and when a crisis arrived the Fed would provide a solution.

The Great Moderation, for a While

In the decade before the 2007–8 crash, the combined consequences of China’s rapid economic growth and ever more internationalized banking appeared to deepen the benign monetary and credit environment that had first emerged for the United States in the mid-1980s from lower interest rates and oil prices. In a speech in 2004, future Fed Chair Ben Bernanke described what he called the Great Moderation as ‘a substantial decline in macro-economic volatility’, which translated into much lower inflation compared to the 1970s and early 1980s.39 The causes of this change were disputed. Some, including Bernanke, thought that economic policy decision-making, particularly on monetary issues, had significantly improved.40 Others pointed to the good fortune of the fall in oil prices, or structural economic changes, including financial innovation and the reduced importance of manufacturing sectors.41 But, whatever their relative causal weight, China’s exports after 2001, by reducing the costs of clothes and other consumer goods, served as a crucial anti-inflationary force, especially as China’s rising oil demand was simultaneously inducing inflationary conditions via energy prices.42

At least from the 1990s, the Great Moderation also brought across the world a decline in interest rates that could not be explained simply by changes in inflationary expectations.43 This looked like a historical anomaly. In the twentieth century, there had been periods before of low real interest rates, but not under conditions when inflation was low and banks were lightly regulated.44 Again, the causes of this apparently structural monetary easing of credit conditions were disputed.45 Some, including Greenspan and Bernanke, were convinced China’s monetary and exchange rate policies were decisive. China was, Bernanke alleged in 2005, in good part responsible for a ‘global savings glut’ that was driving interest rates down.46 Certainly, by any standards, China, and other East Asian countries, did provide a massive flow of capital into the United States at low rates of interest. China acquired a huge portfolio of US Treasury bonds, and eventually bonds and securities issued by the two congressionally chartered mortgage corporations, Fannie Mae and Freddie Mac. These purchases allowed the Fed to let the effective federal funds rate fall below 2 per cent in 2001 and remain there until the second half of 2004. This easy credit environment financed a swift increase in the American budget deficit during George Bush Jr’s first term in office, albeit it left the country more fiscally reliant on a single state than it had ever been before.47 It also furnished conditions in which the tech companies like Amazon, Google, and eBay that had survived the bursting of the dot-com bubble could grow without business models that generated profits.

The United States’ monetary gains and the trade advantages China acquired in the early twenty-first century world economy appeared to some to establish a de facto new international monetary order that would keep interest rates low for the foreseeable future. Some presented this order as a semi-resurrected Bretton Woods.48 Economic historians Niall Ferguson and Moritz Schularick labelled this economic world ‘Chimerica’.49 If President Clinton’s former treasury secretary Lawrence Summers saw instead a fear-driven ‘balance of financial terror’ held together by the devastation each would experience if the dollar were to collapse, he still judged there was ‘enormous, short-run functionality and comfort’ in the Sino-American economic relationship.50

In actuality, there was considerable short-term instability that would work its way through the entire world economy. Above all, oil ensured that China’s economic growth was far from straightforwardly creating a benign credit environment. Indeed, from the mid-2000s, Chinese oil demand, allied to the growing supply constraints, had monetary repercussions, beginning in June 2004, when the Fed tightened monetary policy in response to what it feared might be the inflationary effects of rising oil prices.51 For the top central bankers, the return of high oil prices was a decisive turning point. For Alan Greenspan, trying to avoid them had justified the Iraq War.52 Removing Hussein had been ‘essential’, he told the Washington Post in an interview, for oil markets to function.53 More pessimistically, in a speech in 2005, the then governor of the Bank of England, Mervyn King, pronounced that rising oil prices had ended what he termed NICE, a period of non-inflationary consistently expansionary growth that had begun in 1992. In this new environment, King argued, inflation and growth would be more volatile than they had been in the recent past. After the end of NICE, King continued, it was an illusion to think central banks could use monetary policy to achieve stability.54 Three years later, the president of the European Central Bank (ECB), Jean-Claude Trichet, went further, pronouncing that a ‘transfer of income from commodity-importing to commodity-exporting countries’ was occurring and this change had to be ‘accepted’ by Western governments and their populations.55

Yet internationalized dollar banking complicated this picture. In King and Trichet’s telling, the economic world was returning in part to the 1970s, albeit with higher global returns to capital and lower returns to labour in North America and Western Europe. But central banks already could not achieve their stated monetary purposes. As Greenspan told a Senate committee in February 2005, there was a ‘conundrum’ at work: the Fed’s oil-driven tightening from June 2004 had had no impact on long-term rates.56 Indeed, the ten-year bonds the US Treasury issues were, as he spoke, yielding less than before the Fed moved the federal funds rate upwards. Whether this was quite as an unusual occurrence as Greenspan claimed, or could be explained by Chinese and other Asian central bond purchases, is open to question. But his remarks that credit conditions were not what might have been expected from the Fed’s monetary policy was indicative of something consequential about this period of oil-induced monetary tightening: although higher interest rates did have considerable effect on the non-financial economy, especially housing, they had little effect on credit conditions in the financial sector. In part, credit default swaps and other credit derivatives acted as a buffer between monetary policy changes and the availability of credit by providing de facto insurance to financial market participants against their risk-taking. But at least as significantly, whatever effect the Fed’s tightening had on dollar credit arising from American banks operating in the United States, it had little effect on Eurodollar credit, and this dollar credit readily found its way back into the American banking system.57 Not having found a remedy for the problem of aligning monetary policy with the international dollar-credit markets, Greenspan handed over the problem at the beginning of 2006 to his successor, Ben Bernanke.

The Multiple Crashes

The 2007–8 crash was the culmination of the complex interaction between China’s economic rise, its effects on oil prices as production stagnated, the Eurodollar markets, and the fallout of each on credit conditions. The immediate framing of the 2007–8 financial crisis around American subprime borrowing, post-1980s financial sector deregulation, and East Asian central banks was always misleading. In Europe, this distortion was also self-serving, hiding what has since been shown to be the pivotal role of Northern European banks through the Eurodollar markets.58 What Bernanke presented as a ‘savings glut’ financial crisis made in China was more a ‘banking glut’ crisis made in Europe, and one in which there is little distinction to be made between German, French, and British banks.59 But neither is the 2007–8 crash causally reducible to this binary. Indeed, the 2007–8 crash was not one crash, but several.

The first was the American housing market crash. Prices in a boom that had begun in 1997 peaked in early 2006 and remained on a downward trajectory for the next six years, with particularly sharp falls through 2007, 2008, and early 2009.60 This housing boom had driven a considerable amount of the growth in American economy in the first half of the 2000s at the same as manufacturing employment contracted.61 Subprime lending, whereby those previously deemed uncreditworthy were able to take mortgages, was a significant, although far from exclusive, cause of this boom. With the Fed tightening rates from June 2004 into 2006 in response to oil prices, more subprime borrowers found it difficult to make their interest rate payments. Subprime lending rested on the assumption that so long as prices continued to rise, borrowers could refinance at any time. But once prices began to fall, that safeguard fell away. Ever more subprime borrowers defaulted and banks foreclosed on their homes, pushing prices down further and putting still ever more mortgage holders under water. By late 2007, a national foreclosure crisis had begun.62

Through the early stages of the housing crash, the Fed was unresponsive. As foreclosures escalated, the Fed was still preoccupied with oil prices, even as it knew that tighter monetary policy had a negative impact on the housing market and that oil prices were themselves creating recessionary conditions, deepening the pressures on mortgages. When it did start to bring interest rates down in September 2007, it was just as the oil price shock accelerated. But in lowering interest rates that autumn, it showed itself well aware that it was ignoring the inflationary risk from oil that had in good part triggered the mortgage crisis. Quite simply, by 2007, the Fed could not set monetary policy to deal with two opposite problems.63

The second crash was a recession. It began in the United States in the last quarter of 2007 and in the Eurozone and Britain in the second quarter of 2008. These recessions originated in the oil price shock and central banks’ policy responses to it. Higher interest rates slowed growth. Then as oil prices accelerated through the second half of 2007 and first half of 2008, consumer confidence and consumer spending fell.64 These recessions caught European policymakers, in particular, by surprise. Indeed, when the ECB raised interest rates in July 2008 to try to deal with what it saw as oil’s inflationary potential, the Eurozone economy was in fact already in recession.

That summer, King’s verdict about NICE ending appeared correct. The spectre haunting central bank policymakers the summer before Lehman Brothers’ bankruptcy sent more dramatic shockwaves through the world economy was stagflation: simultaneously rising inflation and unemployment. For the Eurozone, this was a political as well as an economic tribulation. If the 1970s were any precedent, this could only mean intra-European disagreement about whether to prioritize the immediate risks to inflation or to growth. Of course, the very existence of the Eurozone was supposed to have settled the conflict in favour of price stability. Even before the July 2008 tightening, when the Fed, and then the Bank of England, loosened policy in 2007, the ECB had not followed suit. Adamant that policy had to be adjusted to rising oil prices, Trichet stuck to the central bank’s anti-inflationary mandate enshrined in the Maastricht treaty.65 But his insistence that price stability had to prevail met considerable objection from the Spanish and French governments.66 After oil prices crashed in July 2008, this profound Eurozone rupture about monetary policy temporarily fell away. But the structural monetary fault line that oil caused inside the Eurozone was now—as the next chapter will show—once again dangerously exposed.

The third crash was the banking crash. It began on 9 August 2007 with a run in the repo markets. Starting with the French bank BNP Paribas, banks were unable to use mortgage-backed-security assets as collateral for funding, and the cost of borrowing for all banks in inter-bank markets spiked. That mortgage-backed securities precipitated this bank funding crisis appeared to tie the 2007–8 banking crash more to the American housing crash than was really the case. As Bernanke would tell the US Financial Crisis Inquiry Commission in 2010, ‘judged in relation to the size of global financial markets, prospective subprime losses were clearly not large enough on their own to account for the magnitude of the crisis.’ Rather, ‘the system’s vulnerabilities’ were, as he said, wide open to ‘a sea change in money market conditions’.67 The European banks had a singular difficulty: they needed funding in a foreign currency, and the Eurodollar credit markets on which they relied stopped functioning and could not be repaired. After 9 August, the effective Eurodollar interest rate LIBOR stopped following the federal funds rate, ensuring that the monetary measures the Fed undertook in response to bank funding pressures did not alleviate conditions in the offshore dollar credit markets.68

The fact that the Fed could not rectify the Eurodollar credit markets with monetary policy brought the Eurodollar system to the moment of crisis envisaged three decades earlier by the G10 central bankers. For the rest of 2007, Fed policymakers became preoccupied with the wide spread between LIBOR and the Federal Funds Rate. By December 2007, they effectively accepted defeat using their existing policy tools. Instead, they moved to provide dollar swaps to the ECB, the Bank of England, and the Swiss National Bank to pass onto European banks engaged in the Eurodollar credit markets. This provision of dollar liquidity began a Fed bailout of major European banks, and provided the answer, in practice the only one possible, to the 1974 question as to whether the Fed was the lender of last resort to the Eurodollar markets.

However, dollar swaps could not prevent the financial crisis spreading. The line of East Asian funding into American mortgage markets via Fannie Mae and Freddie Mac brought the American housing crash, the bank funding crisis, and the oil-induced recessions together. China’s search for a higher return on dollar investments drove China to establish sovereign wealth fund in early 2007. During the second half of that year, this fund made investments that recapitalized a number of American banks, including Bear Stearns, one of the big five American investment banks. But when the funding crisis at Bear Stearns deepened in early 2008, it withdrew from discussion of any further capital injections, precipitating the forced sale of Bear Stearns to JP Morgan. The fall of Bear Stearns then led to a rapid deterioration of conditions in the repo markets. The Chinese and Japanese central banks responded to this increase in liquidity risks by selling Fannie Mae and Freddie Mac bonds, pushing the two mortgage corporations towards insolvency. In September 2008, the US Treasury and the Federal Reserve Board took Fannie Mae and Freddie Mac into federal trusteeship, explicitly guaranteeing their entire debt.

This rescue saved the world economy from a monumental blow-up of ‘Chimerica’ and what would otherwise have been a full-scale dollar crisis. But, given the size of Fannie and Freddie’s mortgage-backed securities portfolio, it also produced more turbulence in bank funding and in Eurodollar markets. This new turmoil escalated the growing crisis at Lehman Brothers, the American investment bank that was the principal conduit for recycling Eurodollars back into American credit markets.69 Having only days earlier assumed massive new liabilities, the American government could scarcely have deemed bailing out Lehman anything other than a huge political risk. But when it allowed the 158-year-old investment bank to go under, bank funding markets completely froze. In the frenzy, the Bush administration and European governments were forced to rescue not just banks, but other financial corporations too, including the American insurance conglomerate AIG.

To cope with renewed crisis conditions in dollar bank–funding markets, the Fed doubled the size of the swaps available to European central banks. A month later, it said that its swap arrangements with the ECB, the Bank of England, and the Bank of Switzerland would be increased to accommodate in its words ‘whatever quantity of US dollar funding is required’.70 As the Fed tried to stabilize these markets, the banking crash hit the oil-induced recessions. Across North America, Europe, and some Asian economies, output and employment fell further. With very weak demand now pervasive, international trade rapidly contracted, battering China’s export sectors. Fearful for Chinese growth and political stability, the Chinese government in November 2008 embarked upon a debt-financed near $600 billion stimulus package focused on domestic demand for manufactured goods and raw materials and packed full of coal-fired projects.

It Didn’t Stop

Growth did resume after the multiple crashes of 2007–8. Indeed, during 2019, the American economic recovery from the 2007–9 recession became the longest on record, going back to the 1850s. But the recoveries were stilted, in some cases slow, and odd. There was not one year during that decade of recovery where the American economy grew by 3 per cent, despite the large boost provided by the shale boom. (By comparison, after the 1991 recession, the American economy saw several years where growth was higher than 4 per cent, and it had been growing at nearly 4 per cent in 2004 before the impact of higher interest rates and oil prices took effect.) The labour participation rate—which measures the active workforce, including those looking for work—kept falling until late 2015, and at the point the Covid-19 crisis hit it still remained several percentage points below its level in 2007.71 More starkly, Italy experienced two more recessions, and its recovery after its 2018 recession had stalled some time before the economic shutdown began in 2020. Prior to the pandemic, Italian GDP per capita still stood significantly below what it had reached in 2007.

Yet through all the decade, monetary policy had been extraordinarily accommodative first in the United States and Britain, and then after 2011, in the Eurozone too. Whatever the reasons why this easy monetary environment did not drive higher growth, by allowing American firms to extract shale oil, it did abate the energy crisis. This reconnected monetary policy to oil at the same time as the Fed’s monetary decision-making became a financial constraint on China, reversing the pre-crash dynamics when the Fed was raising rates between 2004 and 2006 to cope with the consequences of rising Chinese oil demand.

The interaction would prove to have a new set of disruptive consequences. In a speech in 2019, the retiring governor of the Bank of England, Mark Carney, noted that the whole world economy had come to struggle when the Fed even marginally increased interest rates.72 The Bank’s research suggested, he continued, that the continual spillover effects of Fed tightening were now twice that of their average between 1990 and 2004, despite the fact American Gross Domestic Product as a share of the world’s had significantly shrunk.73 He argued that the dollar’s long-term primacy was ‘making it increasingly difficult for monetary policy makers to achieve their domestic mandates to stabilize inflation and maintain output at potential’.74

Structurally, such scepticism at what monetary policy could achieve was the same judgement his predecessor, Mervyn King, had offered fourteen years earlier when he pronounced NICE over. For King oil, not the dollar, had been the problem. He was both wrong and right. He had missed that monetary policy could serve to increase the supply of oil. Since that oil came from the United States, Trichet’s parallel assumption that oil was driving a power shift away from Western countries was also erroneous: both American energy and financial power increased after 2008. The trouble was—as the next chapter will show—that both oil and the dollar would cause new economic problems on top of their geopolitical havoc, not least for the monetary policy instruments on which American policymakers bet everything in late 2008.
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We Are Not in Kansas Any More


Over the weekend of 7–8 March 2020, Mohammed bin Salman made his fateful decision to flood oil markets just as demand was falling rapidly. On the Monday morning, tumbling oil prices took share and bond prices down with them, and banks and corporations outside the United States dependent on dollar credit markets scrambled for funding. By any historical standards, the ensuing financial crash was spectacular. Only the share market crash in October 1987 was larger than the percentage fall in the Dow Jones index on 16 March, and the fall on 12 March was also significantly bigger than any witnessed in 2008. Two weeks into the crash, the S&P 500 stock market index was down nearly 30 per cent from its all-time peak a month earlier.1 Between 9 and 18 March, the yields on long-term US Treasury bonds rose more than 250 per cent.2 At any moment of crisis, these bonds are supposed to serve as safe assets. Instead, they too were part of the panic.

Confronted with another financial crash, the Fed returned to the playbook it had established in 2007–8. During the evening of Sunday 15 March, it sought to calm investor nerves before the markets reopened by cutting interest rates to zero, initiating a fifth quantitative easing (QE) programme, and reactivating swap lines for those central banks with which it had sanctioned permanent swap arrangements. Its actions were to no avail: investors continued to sell pretty much everything they could, even gold. Dollar cash alone would do.

In Europe, a sense of déjà vu also descended during the first week of the crisis. On 12 March, Christine Lagarde, the European Central Bank (ECB) president who had taken office only five months earlier, remarked in a press conference that ‘we are not here to close spreads.’3 In her words, Lagarde repudiated the ‘whatever it takes’ rhetoric of her predecessor Mario Draghi that back in the summer of 2012 had begun to convince investors that the Eurozone was irreversible. Italian bond yields spiked, as did Italian anger. But the ECB Draghi created could not be brushed aside with Lagarde’s disastrous choice of words. Less than a week later, the ECB announced its own new €750 billion QE programme—the Pandemic Emergency Purchase Programme.

As the world’s central banks grappled with the disarray, the dollar climbed against virtually all other currencies. China’s 2015–16 financial crisis had shown the vulnerability of emerging-market countries to capital flight into dollars. But such exchange rate constraints were no longer supposed to be the experience of advanced economies. Now, in the second week of the pandemic financial crisis, the euro, sterling, and the Canadian dollar scarcely looked different from developing-country currencies under siege. On the same day that the ECB acted, sterling fell so sharply that chaos ensued in British bond markets. The Fed offered swaps to more central banks. But the dollar credit markets continued to deteriorate, and the turbulence in foreign exchange markets did not abate.

Apparently defeated, the Fed now turned to even more radical policy tools. On 23 March, it announced QE ‘Infinity’: a balance sheet purchasing programme covering pretty much every investor asset, including corporate debt. This calmed American financial markets and the exchange rates of those states with access to dollars from the Fed. But the Fed’s moves still left one big question unanswered: if necessary, could the Fed extend a dollar swap line to Beijing? The answer was fudged but consequential: China received no swaps, but on 31 March, the Fed announced that states without swap lines could borrow against their US Treasury holdings of which China has a huge portfolio.4

In part, the March 2020 financial crash, compressed the 2007–8 financial crash, the 2009–12 Eurozone crisis, and the 2015–16 Chinese financial crisis into a matter of days. It also massively magnified the responses of the different central banks. The Fed began to buy every investor asset going. The ECB worried about its mandate only to reach for QE just three days after the Fed and one day earlier than the Bank of England. The Chinese central bank used its dollar reserves to protect the renminbi and had to rely overtly on assistance from the Fed.

But these juxtapositions only tell part of the story of what was at stake in March 2020 and the economic and geopolitical changes that had occurred over the previous twelve years. China and Europe’s relationship to international banking had in part inverted. Indeed, Chinese banks had so grown in importance that they had eclipsed European banks. In 2007, nine of the ten biggest banks in the world ranked by the size of their assets were European; none were Chinese.5 By March 2020, the largest four measured by assets were Chinese. In the top ten ranked by market capitalization, five were Chinese, and there was only one European bank, HSBC, which has a strong presence in Hong Kong.6 This growth in Chinese banking ensured that at the same time as the Sino-American economic relationship became more geopolitically contested, China became more integrated into the international financial world where the Fed acts as a lender of last resort.

In the weeks after the March 2020 financial crash, a political crisis in Hong Kong threatened to collapse the distinction between China’s financial integration into the world economy and the Sino-American trade and technology war. Hong Kong was the international financial centre that connected China to the rest of the word. In the second half of 2019, the city had been consumed with, at times violent, pro-democracy protests. Then, Donald Trump had been dismissive, saying Hong Kong was China’s business.7 But, in May 2020, when the Hong Kong protestors returned to the streets, Hong Kong became part of the general discord in US–China relations. In imposing national security legislation on Hong Kong, China effectively terminated the governance arrangements for the city agreed with Britain in 1984. In response, the Trump administration declared it would revoke Hong Kong’s trading status, meaning that henceforth the United States would treat Hong Kong economically as part of China.

From oil to dollar swaps to Hong Kong’s status as an international financial centre, the world economy was geopolitically hypercharged before the pandemic struck. Against this backdrop, the post-2008 monetary world reached a reckoning in March 2020. But the ability of central banks in this world to support debt also allowed governments at the very same time to shut down much of the world economy for several months. To understand the disruptive flows arising from the post-2008 economic world and their advantageous fallout during the pandemic, we need to start with the Fed’s response to the 2007–8 financial crash: without it the present economic and energy world could not exist.8

The World the Fed Made

The 2007–8 crash proved no ordinary crisis. In a functional credit environment, the Fed would have been able to reinvigorate credit markets by substantially loosening monetary policy, allowing a path back to growth in the real economy. But the Eurodollar markets had deeply complicated how the financial system worked. The fact that cutting interest rate alone was nowhere near sufficient to stabilize bank funding markets pushed the Fed to become the lender of last resort to the Eurodollar markets. The Fed’s actions prevented major European banks from collapsing. But it also created a geopolitically charged financial and monetary hierarchy. In the post-2008 monetary world, the Fed selected which countries’ banks’ dollar borrowing it would back.9 Notably, in Asia, it supported the Singaporean and South Korean central banks but not the Indian or the Chinese.10

In saving the Eurodollar markets, the Fed did not restore them to their pre-August 2007 functionality.11 At the aggregate level, the international credit environment shrank. As a proportion of world GDP, international capital flows in 2019 were substantially lower than they were in 2007. But this truncation was primarily European in origin, particularly around British banks. For emerging markets, not least China, cross-national credit flows increased.12 Consequently, after 2008, the Chinese economy became more susceptible to the dollar credit environment, even as China was left outside the Fed’s support structure for foreign dollar debt.

The Fed’s three QE programmes and seven-year zero interest rates policy detached the monetary and financial world even more profoundly from the one that preceded it.13 QE1 was driven by the American mortgage crisis. In November 2008, the Fed began purchasing debt and mortgage-backed securities issued by Fannie Mae and Freddie Mac.14 Over the next six years, the Fed purchased $2.3 trillion worth of mortgage-backed securities.15 These purchases pushed nominal long-term rates for mortgages tied to these corporations to an all-time low. But QE could not end the foreclosures crisis. Indeed, QE support for Fannie Mae and Freddie Mac created a deep division between American mortgage holders. Those with loans already backed by the two congressionally-chartered mortgage corporations, or those who could qualify for one, had access to a refinancing mechanism via lower interest rates that other borrowers, who had taken subprime loans, did not. This—as will be discussed in chapter nine—had serious implications for American democratic politics.

QE quickly became a means also to support the federal government’s borrowing. The Fed added Treasury bond purchases to QE1 in March 2009. In the second QE programme—which began in November 2010 and ran to June 2012, and the third, which started in September 2012 and concluded in October 2014—Treasury bonds took centre stage. These purchases allowed the American government to run a much bigger deficit than it had before 2008.

Whatever its macro-economic utility, QE had systemically disruptive consequences. Some arose from asset-price inflation. In pushing bond yields down, the Fed necessarily pushed asset prices up. This improved banks’ balance sheets, provided an easy source of cash, and kept interest rates for their borrowing near zero. But by simultaneously providing support for asset prices and cheap credit, it created strong incentives for corporations to borrow to buy back their own shares rather than invest in productive capacity. As the International Monetary Fund (IMF) warned in its 2019 Global Financial Stability report, the sharp increase in share buy-backs also led to a surge in financial risk-taking by many large American corporations. When the pandemic hit, their cash reserves were, consequently, low.16 More generally, rising asset prices obviously benefited those already owning assets.17 Since older people are more likely to own assets, QE increased wealth inequality between generations.18 Both phenomena soon became evident in housing markets. In some countries, house prices in large cities rose formidably, as property increasingly became an international investment asset. With prices rising and mortgage lenders often requiring much higher deposits than before 2007–8, levels of home ownership among younger people fell.19 With more people stuck in rental markets, rents too accelerated upwards in cities where rapid house price inflation occurred.

QE also shaped investment capital flows. Extremely low yield on US Treasury bonds produced a hunt for a return elsewhere. In the immediate years after 2008, this desire sent large quantities of money to emerging markets.20 It also ignited the corporate junk bond market, where to compensate for the greater risk of default interest yields are higher.21 The primary beneficiaries in the productive economy of this search for yield were shale energy companies, which acquired a supply of easy cash.22 It was this credit that made shale oil production financially viable when, even with the high prices that prevailed between 2011 and late 2014, there was no prospect of firms actually making a profit. Back at the time of the first Gulf War, James Schlesinger—Nixon and Ford’s defence secretary and Carter’s energy secretary—had said about shale that ‘we have not found a mechanism for overcoming the cost barriers to these new technologies and as a nation we are not prepared to pay higher prices for energy in order to have a larger domestic supply.’23 Now, the Fed’s post-crash monetary accommodation, at a time when Chinese demand ensured a quick recovery for oil prices, proved the inadvertent remedy for still largely stagnant conventional—oil produced by traditional drilling methods—production.

If QE was originally conceived as temporary, in practice returning to any measure of monetary normalcy proved impossible. In May 2013, the Fed Chair, Ben Bernanke, told a congressional committee that if the economy continued to grow, the Fed might over the next months’ meetings decide to taper its bond purchases. Panicked, financial investors responded by selling bonds, sending the interest rate on Treasury bonds upwards. This ‘taper tantrum’, as the markets’ extreme reaction became known, encouraged the Fed at its 17–18 September meeting to decide against reducing purchases. Three months later, it did begin to taper. But caution now prevailed: QE3 continued until October 2014.

Almost immediately, oil prices created a new constraint on monetary policy. The oil crash in late 2014 induced by shale—as described in chapters two and three—accelerated an already downward trend in inflation. By mid-2015, the IMF was warning about a debt-deflation spiral while the Fed, now desperate to normalize, was seeking to raise interest rates.24 When the Fed finally did act in December 2015, American inflation stood at just 0.1 per cent and another recession was a distinct short-term possibility.

This belated retreat from QE and zero-interest rates also constituted a geopolitical and economic shock for the rest of the world economy. For some states without emergency access to dollar swaps, the Fed’s attempt to reverse course was a disaster, bringing as it did the prospect of higher yield for investors on American Treasury bonds. Some of these states’ difficulties had massive geopolitical ramifications. Nowhere was this more so than in Ukraine. As soon as Bernanke suggested tapering was a possibility, investors sold Ukrainian bonds. This made it impossible for Viktor Yanukovych’s government to roll over its debt in bond markets, pushing it to turn to Moscow in search of financial assistance and cheaper gas, an imperative fuelled by the weak support offered by the IMF and the EU.25 For others, not least China, the problem was financial instability and slower growth. In the summer of 2015, the Fed’s preparation to make its first post-crash increase in interest rates plunged China into a financial crisis. Since China responded to huge capital flight by selling dollar reserves, China’s financial instability then made it harder for the Fed to continue to raise rates. By devaluing the renminbi, China also fuelled protectionist anger in the US Congress, just as the primaries for the 2016 presidential nomination races began.

The Europe the Eurozone Made

If the Fed remade the economic world by its monetary and financial actions in 2007–8, the ECB remade the EU first by what it did not and in part, at least, could not do.26 Although not well understood at the time, the Eurozone crisis began with the European banking crisis in August 2007 and the need for the Fed to provide large-scale financial support for various North European banks.27 Once the severity of Greece’s fiscal problems then became apparent from late 2009, a double Eurozone crisis emerged. On the one side, bond market contagion left the Southern European states and Ireland with drastically increased borrowing costs. On the other, largely the same banks that had acquired vast dollar assets and depended on short-term dollar funding were now exposed by their large-scale lending to Southern Europe and Ireland. The risk of default on these assets became a reason why investors and other banks did not want to lend to Northern European banks. Consequently, between mid-2010 and the summer of 2012, any time that Southern European governments and corporations were unable to rollover their debt in bond markets there was a parallel problem faced by Northern European banks in dollar funding markets.28

The crisis severed the Eurozone as a monetary bloc. For investors, the notion that lending to Germany was essentially the same as lending to any other Eurozone member disappeared. Accordingly, each government needed to keep what was now the ‘spread’ between the rate at which it could borrow and the rate at which Germany could borrow as low as possible. At one point, the French prime minister, François Fillon, said that ‘the first thing’ he looked at ‘every morning is the spread differential between France and Germany’.29

Structurally, the spread returned the Exchange Rate Mechanism’s (ERM) asymmetry in a new form. This was reinforced by what had become another divergence between the German economy—again as with the ERM matched by the Dutch—and the rest of the Eurozone around Germany’s trade surplus. In 2004, the German current account surplus surpassed its previous peak in 1989. Henceforth, it swelled until it would become in absolute terms the largest in the world. This outcome was not accidental. Rather, it was the consequence of labour market reforms made by the 1998–2005 Social Democrat–Green coalition government in Berlin, culminating in 2005 with an end to the old German welfare state that largely protected citizens’ incomes from unemployment. The corollary of this structurally large German trade surplus was a trade deficit in many other Eurozone states.30

For the weaker Eurozone states, the ensuing dynamics were worse than the ERM. In dealing with the spread, governments needed to defend their credibility in financial markets. But they no longer had national central banks that could take monetary decisions aimed at reducing bond market pressure. Moreover, as the Maastricht Treaty forbade the ECB from directly purchasing the debt issued by member states, the ECB could not readily act as a guarantor of any sovereign bonds either. Without a national or European lender-of-last resort capacity, differential borrowing costs could not be stopped.31 Those shut out from capital markets—as at different points in 2010–11 were Greece, Ireland, and Portugal—then needed bailouts, even though the Maastricht Treaty also forbade bailouts.

In 2010 and 2011, Greece, Ireland, and Portugal all agreed credit programmes with the European Commission representing the Eurogroup (the finance ministers of Eurozone states), the ECB, and the IMF. These three creditors became known collectively as the Troika. The loans from the Troika came with German-driven conditions that forced these governments into public expenditure cuts, tax increases, and labour and welfare reforms in the name of replicating the German trade surplus. Since what was expected in outcome was in fact impossible without Germany pursuing policies to shrink its trade surplus, these dynamics could only in practice reinforce the spread problem that threatened the Eurozone’s existence.32

For the Eurozone to survive, the ECB had to change. Immediately after the first Greek bailout was agreed in May 2010, it began to do so by establishing a Securities Market Programme (SMP) to buy sovereign bonds indirectly in secondary markets. But in reforming itself, the ECB immediately ran into political difficulties: no one could seriously pretend this purchasing programme was compatible with the intent behind the Maastricht Treaty.33 If this issue could be ignored in some Eurozone countries, it could not be in Germany. The Bundesbank voted against the SMP. Later, the Bundesbank president and the German representative on the ECB Executive Board resigned over the issue. Most lethally, improvising reforms to the Eurozone without changing its legal structure had to ignite the hitherto dormant political tension created by the German Federal Constitutional Court’s 1993 decision that further extending EU authority should be compatible with German Basic Law. The resulting need for prudence around German politics ensured that, having established a purchasing programme, the ECB quickly became extremely tentative in using it. Notably, the ECB stopped buying Greek debt within a few weeks of starting to do so.34

Before Mario Draghi broke this impasse, escalating oil prices in 2011 deepened the Eurozone crisis and aggravated the long monetary disagreement that preceded it. Driven by still growing Chinese demand and the absence yet of large-scale shale output, prices went back over $100 a barrel again in early 2011 and by and large stayed there until mid-2014. Even with the prospect of higher inflation, the Fed decided against increasing interest rates. In sharp contrast, the ECB prioritized its legal mandate to pursue price stability. Indeed, in justifying two interest rate increases in 2011, Jean-Claude Trichet deployed much the same arguments about oil’s inflationary dangers that he had in July 2008. This time, there could be no doubt that several Eurozone economies were badly struggling: when the ECB made its first move, Greece, Spain, and Portugal were in recession, and when it made its second, Italy, Slovenia, and Cyprus had joined them.35 The ECB’s moves made growth even harder. By the year’s end, the aggregated Eurozone economy was in recession. It would remain so until early 2013.

If the ECB could not decisively support government debt and remained bound to a price stability mandate, then the corollary had to be a Eurozone with strong treaty constraints on sovereign borrowing and populated with governments that accepted anti-inflationary discipline. Neither existed. The Stability and Growth Pact had set out fiscal rules for the Eurozone. But its credibility had been fatally damaged in 2003 when the French and German governments broke them without sanction.36 Moreover, the last thing that governments presiding over economies in recession wished to consider were policy changes likely to impede short-term growth.

When, in the summer of 2011, Italy and Spain appeared to be heading into the same territory as Greece, Ireland, and Portugal, something had to give.37 The bailout framework established for Greece was inadequate to support these larger economies, and the size of French and German banks’ exposure to Italy and Spain reignited their dollar funding problems. That August, the ECB changed tack. By writing to the Italian prime minister, Silvio Berlusconi, to demand policy changes, Trichet and the incoming ECB President Draghi set in motion the train of events—set out at the beginning of chapter four—that culminated in the Italian president appointing Mario Monti’s cabinet of technocrats to office.

The brutal Eurozone logic behind Berlusconi’s removal was later spelled out by Obama’s treasury secretary, after Merkel and Sarkozy asked for his help in dealing with Berlusconi. ‘The German public’, he wrote in a note to himself, was ‘not going to support, like, a bigger financial firewall, more money for Europe, if Berlusconi was presiding over that country.’38 Put simply, if the ECB did have to act as a meaningful lender of last resort to save the Eurozone, it needed German consent, and that meant it having an implicit veto over who issued the debt and for what purpose.

Less dramatically than in Italy, the ECB’s actions in the summer of 2011 also kept economic policy from being contested in Spanish democratic politics. On the same day as Trichet and Draghi despatched their letter to Berlusconi, Trichet and the governor of the Bank of Spain wrote to the Socialist Spanish prime minister, José Luis Rodríguez Zapatero. They requested that various policy actions, most contentiously on labour markets, be taken by the end of August. Having already announced that there would be an early general election in November that the opposition People’s Party appeared very likely to win, Zapatero presided over a lame-duck administration.39 As the ECB deadline approached, it was clear that he had nothing like the parliamentary votes to deliver the labour market changes the ECB demanded. Searching for a way out, he agreed with the People’s Party leader, Mariano Rajoy, to use an emergency legislative procedure to set a constitutional cap on future budget deficits. After the People’s Party did indeed win the election, Rajoy was left with the labour market problem, and, like Zapatero, not having the votes to legislate, he resorted to decree to do as the ECB asked.40

These overt political interventions in national democracies were tantamount to ‘emergency’ politics.41 The Eurozone simply could not function in 2011 as it was constitutionally supposed to under the Maastricht Treaty. A Eurozone in which the ECB set monetary policy and elected member state governments decided on the rest of economic policy was a Eurozone heading towards its death. Nonetheless, if the ECB had to keep intervening in national democratic politics to achieve the economic policies it deemed necessary, the Eurozone would be in permanent political trouble, a reality of which the ECB was well cognizant. What the ECB lacked, in Trichet’s words, was ‘a solid democratic anchor’ for making demands of member states.42 But at the same time, the German Constitutional Court could rule at any time that its actions to buy member states’ debt was unconstitutional under German Basic Law or illegal under EU law. Consequently, German consent cut both ways. If the ECB were to be allowed to buy debt to prop up Italy, Merkel could not tolerate Berlusconi. But in pushing the Italian president to remove Berlusconi, the ECB was likely to send more petitioners to the German Court to charge it with abusing its authority.

The only way the Eurozone could resolve its monetary-economic mismatch was by changing EU treaties. But any such ambition would run into counter political realities. A new treaty meant involving the non-Euro members in discussing changes necessary only for Eurozone members. Any treaty revision that changed the legal mandate of the ECB was also politically untenable in Germany. For Merkel, the only way forward was a treaty that forced member states to take responsibility under their own domestic laws and constitutions for fiscal probity. In late 2011 and early 2012, she persuaded all except the British and Czech governments to agree such a treaty in what became the Fiscal Compact. But this treaty stood in awkward relation to EU law: with two member states absent, it was an intergovernmental treaty and not a treaty of the EU as a legal entity. Even more problematically, entrenching balanced budgets nationally supposed a Eurozone-wide political consensus about economic policy that simply did not exist, not least in France. This was potentially explosive. The French President Nicolas Sarkozy reluctantly gave his support to the Fiscal Compact, but his Socialist opponent in the 2012 French presidential election was staunchly opposed. In that election, François Hollande campaigned on a pledge to renegotiate the Fiscal Compact—as will be discussed in chapter nine—and won. Although he eventually did preside over its ratification, this French president showed no urgency in complying with it.

Eventually, Mario Draghi and Angela Merkel ended the existential Eurozone crisis over the summer of 2012. Between them they convinced investors to expect a large Eurozone to endure. In this respect Draghi’s crucial words were not ‘whatever it takes’; they were ‘we think the euro is irreversible’ and ‘[irreversible] is not an empty word now.’43 What then gave those words content was not so much the fact that Draghi constructed a new bond purchasing programme—Outright Monetary Transactions (OMT)—but Merkel and her finance minister Wolfgang Schäuble’s public acceptance of OMT. As one Polish diplomat had explained the problem prior to Draghi’s speech: ‘Regarding Germany, the danger is that they will dump the child with the bathwater and destroy the euro. The markets still need a clear signal that Germany will do what it takes to save the euro.’44 In acceding to OMT, Merkel and Schäuble gave it.

But for the Greek government, a de facto reformed ECB backed by the German chancellor and finance minister was nowhere near enough to extricate the Greek economy from the catastrophe that had engulfed it, or end doubts about Greece’s future inside the Euro. By the summer of 2011, the ECB was buying few if any Greek bonds and Greece needed another bailout.45 In November 2011, the Greek prime minister, George Papandreou, announced there would be a referendum on the proposed terms of a second Greek bailout. Merkel and Sarkozy promptly told him that the bailout could not proceed if such a referendum took place. Instead, they said he should hold a referendum on Greece’s membership of the euro and the EU. Behind the scenes, European Commission officials worked with the opposition New Democracy leader to form a national unity government led by a former ECB vice president, Lucas Papademos.46 After Papademos took office, the ECB set up a Grexit working group without Greek government or central bank representatives.47 The following year, just days before Greek voters were due to head to the polls, Merkel reportedly told the Greek president that Greece should hold a referendum on continuing euro membership with its general election.48 No such referendum took place. Still unsatisfied, Merkel spent the summer months consulting about Greek expulsion. She decided against it only after determining there were too many unknowns in play.49 But without ECB support, Greece was still floating away from the Eurozone.50 When Draghi indicated that Greece would not be eligible to participate in OMT, the reality that ‘whatever it takes’ did not apply to Greece could scarcely have been clearer.51

The political resolution of the Greek crisis in the summer of 2015 played out against the backdrop of Draghi moving the Eurozone to QE. In June 2014, around the same time as the Fed was eyeing the end of QE3, the ECB announced it was intensifying its preparations for an asset-purchase programme. Six months later, the Greek government fell, and new elections were called for 25 January 2015. A victory for the radical left party Syriza would have risked the spread problem returning to Italy and Spain.52 Now QE had to serve as a means to stimulate higher growth and one to prevent contagion from Greece to the rest of Southern Europe. On 22 January, the ECB announced that it would begin a QE programme in March 2015. Three days later, Syriza became the largest party in the Greek Parliament. The ECB immediately indicated that Greece, along with Cyprus, would not be eligible for inclusion in QE.53 It also restricted Greek banks’ access to emergency assistance in the event of liquidity problems.

The Syriza-led government’s predicament was how to stay in the Euro now that those within Germany who wanted to expel Greece from the Eurozone had a renewed opportunity to act. It was not, as Yanis Varoufakis, the first Syriza finance minister, judged it, a matter of how to leverage the threat of a Greek default to secure a restructuring of Greek debt or a reform of the Eurozone. This was a matter of Greek survival, a reality that became palpable after Greek voters rejected the terms for a third bailout in a referendum in June 2015. Rather than offering concessions, Wolfgang Schäuble led his fellow finance ministers to propose severe additional measures as a condition of the loans on the assumption that the Greek prime minister, Alexis Tsipras, could not possibly accept them and would embark on withdrawing Greece from the euro. Greek choices were, however, harder than Schäuble supposed. Even with the tacit offer of more loans or even the prospect of debt restructuring to facilitate an exit, there was no orderly path out of the Eurozone: Greece would have been left with enormous debts in a foreign currency and huge questions about its future inside the EU. Staring into that abyss, and aided by some small concessions by Merkel, Tsipras conceded what Schäuble had deemed impossible, leaving Greece’s Eurozone membership intact.54

The Greek experience went straight to the fault line inherent to a large monetary union from the start. In Schäuble’s judgement, Greece should never have been allowed to join the euro, and what membership required was largely incompatible with Greek democracy. Greece then survived its expulsion crisis because the same symbolic imperatives around European unity that had taken Italy into the Euro still resonated. Nonetheless, Greece remained trapped in the pre-OMT monetary union. When Greece exited its bailout programme in the summer of 2018, Draghi made clear that it still would not be eligible for QE.55 A year later, when the ECB reactivated QE, it again left Greece outside the programme.

Yet there remained a paradox that went beyond the EU and Eurozone’s own fault lines. Despite the absence of direct ECB support, Greece exited its third bailout programme on schedule in August 2018, and in March 2019 it sold ten-year bonds again in international capital markets. The ECB’s commitment to the euro’s irreversibility had not applied to Greece. But the international credit environment created by the Fed ensured that any positive rate of return would attract investors, allowing Greece to borrow at rates that prior to 2008 would have seemed absurd for a state carrying debt worth nearly 180 per cent of GDP. Soon, this had consequences for Greece’s formal position inside the Eurozone too: when the ECB announced its Pandemic Purchasing Programme, Greece was included, ending the country’s near-decade-long exclusion from the ECB bond-purchasing debt support structure.

* * * 

Quite differently, the Eurozone crisis set in motion the path that led Britain out of the EU. Of course, the crisis did not determine Brexit. But it interacted lethally with the existing fault lines around Britain’s EU membership. Most directly, it pressed upon the relationship between Britain’s exclusion from monetary union, its inclusion in the single market, and London’s position as the Eurozone’s financial centre. Wanting more regulatory discretion over euro trading, the ECB hoped to end the London Clearing House’s predominance as the intermediary in the buying and selling of euro-denominated financial instruments, especially derivates. For the British government, the ECB’s proposals in 2011 for new euro clearing rules violated single market law by discriminating between Eurozone and non-Eurozone members. It took a case to the European Court of Justice and eventually won. But in passing judgment, the Court did not adjudicate on the principle of non-discrimination on which rested the long-standing British assumption that the single market and monetary union could be compartmentalized.56

As the single market and the Eurozone interacted to yield different outcomes under crisis conditions, the dominant political currency for exercising influence inside the EU also changed to Britain’s disadvantage. Via bailouts and tolerance for missed fiscal targets, Germany acquired a new array of de facto side payments to dispense. By contrast, the British government struggled to find allies on economic issues even among the non-euro states, since it alone had a London problem, and Sweden and Denmark—the two other North European non-euro members—largely aligned their monetary policy with the ECB after the crash.

How far the Eurozone crisis had weakened British political influence was on overt display at the EU summit in December 2011. It was here that the EU states minus Britain agreed the substance of what became the Fiscal Compact.57 David Cameron saw Merkel’s desire for a new EU treaty as an opportunity to establish new safeguards for British financial services within the single market against Eurozone- driven regulatory decisions. But, for Merkel, British participation in a new EU treaty was the disadvantage of such a treaty since, under the 2011 EU Act passed by the British Parliament, in transferring powers to the EU it would necessitate a British referendum.58 Unable to secure his demands to protect London’s position, Cameron vetoed the proposed Union-level treaty. Unwilling to make Eurozone necessity hostage to British democratic politics, Merkel moved to an intergovernmental treaty that did not require British consent.59

It was Cameron’s failure in December 2011 that set the context for his decision in January 2013 to commit a future Conservative-majority government to renegotiate the terms of Britain’s membership and then hold a referendum on whether Britain should remain in the EU. But by the time the Conservatives won the 2015 general election and could honour Cameron’s promise, the problems for Britain generated by the Eurozone crisis went further than exposure to Eurozone-driven financial regulation.

The Eurozone crisis had reinvigorated the macro-economic differences between Britain and Eurozone members. In the months after the financial meltdown in the autumn of 2008, the Bank of England had acted much more like the Fed than the ECB. It began a QE programme in March 2009. It also did not raise interest rates in 2011 in response to rising oil prices, even though British inflation was several percentage points higher than that within the Eurozone. With these decisions, a clear divergence between the British and Eurozone economies emerged. Recovery in Britain from 2012 and recessionary conditions in the Eurozone saw significant numbers of people from Southern Europe coming to work in Britain. With the long-standing monetary difference between the Bank of England and the ECB now spilling over into the labour side of the single market, Britain had effectively become, with Germany, an employer of last resort for the Eurozone. This shattered any chance that the Conservative–Liberal Democrat coalition government could achieve the immigration target it had adopted in accordance with the Conservatives’ 2010 manifesto promise to reduce migration to Britain. Against this backdrop, the United Kingdom Independence Party began in 2012 to climb in the opinion polls, heaping pressure on Cameron within the parliamentary Conservative Party on all EU matters. By the time Cameron began his negotiations with the other EU states after the 2015 general election, he wanted significant concessions on freedom of movement, as well as on financial services regulation, even though what he wished for in this area was incompatible with EU law and Merkel had already indicated could not be contemplated.60

There was now an impasse. Freedom of movement could not be kept out of British democratic politics because there was insufficient political support for constitutionally guaranteed migration rights from EU countries. Only a British economic downturn could alleviate the political pressure, and then only if the Eurozone recovered. Nor was any British government likely to allow the single market to become a sliding door into governance arrangements made between the Eurozone states. Stabilizing British membership would have compromised the single market and required the Eurozone states to accept they could never vote for financial regulations that discriminated against London. Consequently, Cameron could only ask British voters whether they accepted that the alternative of leaving was worse than the problems of the status quo after his own renegotiations had shown the British government lacked the political wherewithal inside the EU to address them.61

* * * 

Ultimately, the 2009–15 Eurozone crisis reshaped the EU without politically stabilizing it. The crisis drew sharp lines around the question of who was in and outside both the EU and monetary union.

Of those acceding to the EU in 2004 or after, Cyprus, Malta, Slovenia, and Slovakia had joined the euro before the crisis began. By embarking on fierce fiscal tightening, Estonia, Latvia, and Lithuania entered the Eurozone between 2011 and 2015. Of the Eastern European states, this left the Czech Republic, Hungary, and Poland outside monetary union. All were legally supposed to terminate their national currency. In the Czech case, it was evident well before the crisis that this was unlikely to happen with any alacrity. But for Poland and Hungary, there was a plausible path to relatively imminent euro membership that the crisis made much more politically difficult. By the time of the British referendum, neither Viktor Orbán’s government in Budapest nor the Law and Justice government in Warsaw wished to proceed to entry. Yet as Britain was the most politically awkward non-euro-member, Brexit offered an opportunity to force a resolution of the conflict between an EU formally committed to ever closer union and its practical existence as a multi-currency Union.

For the Commission president, Jean-Claude Juncker, this chance had to be taken. In his 2017 State of the Union speech, he declared that ‘the euro was meant to be the single currency of the whole European Union’ and it was time to act to make it so.62 His rallying call inevitably raised questions about the structure of the monetary union those outside could be asked to join. Italy and Greece had already shown there were ‘which’ state and ‘which’ government questions around asset purchases. Any enlargement of the Eurozone to include Poland and Hungary could only harden those questions and increase the chances of German dissent when QE had still not been legitimated constitutionally for Germany by the German Constitutional Court. Moreover, some governments wanted the Eurozone to carry debt directly. A few weeks after Juncker spoke, Emmanuel Macron outlined his vision of reforming monetary union to include a common budget, a finance minister, a parliament, and common bank deposit insurance.63 In sharp contrast to the Commission president, Macron assumed that a debt-bearing Eurozone would entail hierarchical tiers of EU membership structured around whether states were in or out of the euro.64

Neither would prevail. There was no move to force non-member entry to monetary union. Meanwhile, the political asymmetries of the Eurozone crisis, the Eurozone’s enlargement, and Britain’s impending exit from the EU in good part doomed Macron’s reform project. In response to the proposals Macron laid out in September 2017, a new political bloc of EU states dubbed the New Hanseatic League formed. It consisted of several original Eurozone members—the Netherlands, Finland, and Ireland—the recent entrants—Estonia, Latvia, and Lithuania—and the two long-standing non-Eurozone members—Denmark and Sweden—left without their sometime British ally.65 These states avowed that the Eurozone should retain the Maastricht monetary–economic distinction. They also insisted that extending supranational authority further over debt would not command political support in their countries. Although the Eurozone governments did agree some small reforms in October 2019, the New Hanseatic League gutted Macron’s radical agenda without the German government being put to a decisive test on its stance.

A decade after the Eurozone crisis, the EU remained what it had been before the crisis: a multi-currency Union with stronger EU than Eurozone institutions. The explanation for this outcome is the reality that there was no available political resolution: muddling through proved the decisive response because it was much less difficult than pursuing remedies.

* * * 

Nonetheless, when, in 2020, Italy became the first European country to face the Covid-19 crisis, there appeared a reckoning for the inaction. Even after the ECB initiated pandemic QE, Italy’s existing debt set some limits on how much new debt it could plausibly issue. By contrast, in early March 2020, the German government abandoned the constitutional brake on its budget deficit and agreed a large national fiscal stimulus. For Macron, the crisis appeared an opportunity to reopen the matter of Eurozone common debt. In late March 2020, he organized eight other Eurozone governments, including the Italian, to write to the European Council president to demand the creation of a European institution with the power to issue a common debt instrument dubbed ‘coronabonds’. Openly joining several New Hanseatic League states, the German government dismissed the idea as unthinkable.66 But the German position was only tenable so long as there was no question that the ECB could deepen its support for Italy’s debt. Less than two months after the ECB announced its pandemic purchasing programme, this certainty ended when the German Constitutional Court delivered a final verdict on the first QE. In a startling statement, it ruled that in accepting the ECB’s action, the German government and Bundestag had acted unconstitutionally. What’s more, for the first time, it declared that a judgment made by the European Court of Justice lacked legal authority in Germany. Across the case, its reasoning strongly suggested that when legally challenged in Germany Pandemic QE would also fall foul of its stipulations.

For the German government, the tactic of muddling through the disjuncture between the monetary union legally established in the Maastricht Treaty and the practical imperatives created by keeping the Eurozone together appeared exhausted. Having repudiated Macron in the early spring, the German chancellor changed course. Just a few weeks after the Court’s decision, Merkel made a dramatically staged proposal with the French president to create a new EU collective borrowing capacity.67 Confronted with a decision as to whether openly to accept German constitutional limits on Eurozone decision-making and what that would entail for some other Eurozone states’ debt, she chose instead to, as she put it, ‘advance integration’.68 Some New Hanseatic League states tried to resist. But, in July 2020, Merkel and Macron were able to secure an agreement from the whole EU to establish an EU Recovery Fund, whereby the Commission could borrow in the EU’s name to give to member states money to fund national recovery projects.

The EU Recovery Fund appeared a breakthrough, even to some a ‘Hamiltonian moment’ akin to the point when, in 1790, the American federal republic became a debt-sharing Union.69 Without any parallel move on taxes, this interpretation was overblown—as will be discussed in chapter eight. This final German turn away from the constitutionalized Maastricht commitments was another muddle-through move. Merkel’s insistence that a Recovery Fund primarily conceived to support Eurozone members should run through the EU budget could only exacerbate the fault line that rendered the EU a multi-currency union. By eschewing new Eurozone institutions, Merkel gave non-Euro members a formal veto over debt being issued to facilitate stimuli for Eurozone states burdened by past debt. This allowed the Hungarian and Polish governments to drive hard bargains about non-Eurozone matters in return for their compliance. Consequently, the terms of the Fund’s operation took months to finalize, ensuring that no money was available to member states by the scheduled start of January 2021.

The pandemic emergency also demonstrated that the residual tension between Eurozone dynamics and those generated by the single market had not ended with Britain’s departure. To deal with the 2020 economic crisis, the Commission suspended some single market rules, including those for state aid. But states with much lower debt, like Germany, were in a much stronger position to benefit from these rules being suspended than those like Italy that relied on ECB support to borrow cheaply.70

This fresh disruption structurally spreading out from the 2020 Eurozone crisis into the wider EU order paralleled what happened when the first Eurozone crisis began in earnest in 2010. Then German power in the EU increased and fear of the German Constitutional Court became the arbiter of what the ECB could do. Via the single market, this caused a specific set of problems for British politics. Neither the British government nor the Eurozone states could readily do anything to diminish their impact, and the stasis made the British government’s political weakness inside the EU transparent. A decade later, the most pressing issue has become the relationship between Poland and Hungary and the Eurozone states. This time around, German decision-making has served to make secession less likely by strengthening the non-Eurozone states’ veto power rather than, as with Britain, weakening it. But this move has created a sense of frustration elsewhere in the Eurozone at the slow pace of reform.71 Even more ominously, it has tied the fault lines in the EU between Eurozone and non-Eurozone members to some of those around NATO.

Made and Undone in China

Between the beginning of the Eurozone crisis in 2009 and its return in March 2020, the EU’s cohesion and ability to avoid hard choices became deeply complicated by China’s post-2008 strategic turns. In the immediate years after 2008, China tried to acquire an international currency, restructure its economy towards higher value-added manufacturing, increase domestic consumption, and reorient its economy geographically towards Eurasia. Each in good part was conceived in terms of entrenching China’s economic development and enhancing Chinese power. Nonetheless, it is too simplistic to present the post-2008 China story as an inexorable Chinese rise that invoked an American-led attempt to reset relations for geopolitical reasons. In part, albeit only in part, this version of China’s rise destabilized the world economy because China became financially exposed in the world the Fed made. After 2008, the world economy absorbed China’s monetary weakness as well as China’s manufacturing strength and energy ambitions. As the decade progressed, these competing dynamics played out against a growing crisis in Hong Kong. Their interaction proved disruptive, especially in Europe.

After the crash, the Beijing leadership concluded that the country was stuck in a ‘dollar trap’, whereby China held large dollar reserves and conducted its trade almost entirely in dollars while Washington could allow the dollar to depreciate.72 In March 2009, the then Chinese central bank governor called for the dollar to be replaced by a ‘super-sovereign reserve currency’. In a provocative essay, Zhou Xiaochuan complained about the problems caused when ‘national currencies’ served as the international reserve currency and said that the world needed a currency with ‘stable value’.73 But China could not possibly change the position of the dollar.74 It could only hope to moderate the dollar trap by facilitating the renminbi’s use outside China, allowing China to transact more of China’s trade, including oil and gas imports, in its own currency.75 To achieve this, it had to open up its bond markets to allow foreigners to buy Chinese government debt and allow offshore renminbi trading.76

China had some partial success: renminbi-denominated payments for foreign trade rose from zero to 30 per cent by 2016.77 In March 2018, Beijing issued renminbi-denominated oil futures contract on the Shanghai International Energy Exchange to try to establish an Asian oil price benchmark independent of the American and European benchmarks, whereby Chinese traders could transact some crude oil futures in renminbi.

But these attempts to internationalize the renminbi came with a price. Permitting offshore renminbi trading increased the economic premium on Hong Kong. The city had long served as the financial portal for foreign investment capital to enter China and for Chinese companies to raise dollars.78 Its great advantage over Shanghai and Shenzhen was common law. As the legal scholar David Donal has neatly summarized, Hong Kong worked as a ‘foreign offshore financial centre operating a British-origin legal system within the Chinese state’.79 But at the same time as China sought to make Hong Kong into a centre for renminbi trading, the city was becoming more politically contested than at any time since the territory’s return to China on the one-country, two-systems principle in 1997. In 2014, the Chinese government announced that it would restrict candidates in the 2017 chief executive election, and the Umbrella protest movement, driven by young Hong Kong citizens, erupted in response. This political situation then began to compromise Hong Kong’s position as China’s international financial centre, with the protests causing temporary panic in Hong Kong’s financial markets.

More generally, far from escaping ‘the dollar trap’, China plunged further into it.80 As the then retiring governor of the Bank of England, Mark Carney, explained in his speech in 2019, the post-2008 monetary world the Fed made tightened the dollar constraints around all economies, including China’s.81 After China’s debt-driven fiscal stimulus, China’s banking system grew much faster than its GDP. That banking system and Chinese corporations became much more integrated into the international dollar credit environment than they had been before. By 2014, China’s gross external debt—according to official figures that might well be an underestimate—was more than 450 per cent higher than it had been in 2008.82 A large majority of this debt was denominated in dollars. In the summer of 2015, the massive capital flight out of China induced by the prospect of the Fed increasing interest rates confronted Beijing with a choice between domestic financial instability and protecting the renminbi’s reputation as an international currency. The Chinese leadership decided to prioritize the former and tightened capital controls. Consequently, after 2015 renminbi trade payments and offshore renminbi debt market issuances sharply declined.83

These cumulative financial risks became a significant constraint on China’s growth. It first slowed down in 2011 when the ongoing risks around dollar shortage problems in Eurodollar markets became manifest for European banks. It then slowed further from the second half of 2015 through 2016, and again from the second half of 2018. Reflecting a fear that China’s dollar debt vulnerability had trapped the country in a lower growth paradigm that threatened the country’s future economic development and political stability, an anonymous writer, believed to be Xi Jinping’s chief economic adviser, published in May 2016 an article in the People’s Daily, which serves as a newspaper for the Communist Party, warning that ‘trees cannot grow to the sky.’84

From at least 2015, and probably earlier, the pace of growth in the world economy appeared vulnerable to these financial conditions in China. When the Chinese economy recovered in 2017 and the first half of 2018 on the back of another credit stimulus, the IMF began to talk of ‘synchronized global growth’ and said growth prospects were better than at any time since 2010.85 But this optimism soon dissipated. When Chinese growth fell in late 2018 and 2019 to its lowest level for three decades, the IMF judged that ‘the global economy is in a synchronized slowdown’, despite the Fed easing monetary policy.86

By 2019, Hong Kong too had descended into crisis. That June, new and larger protests began in response to a proposed law allowing extradition to the mainland. They continued for the rest of the year, even after the extradition bill was withdrawn. Meanwhile, the Trump administration began to talk about delisting Chinese tech firms from New York. In November 2019, the Chinese e-commerce and artificial intelligence corporation Alibaba made a secondary listing in Hong Kong without any obvious need for more cash. For the Chinese government, this was an assertion of faith in Hong Kong as China’s financial centre and its hope that Chinese corporate dependency on New York could be reduced.87 But by the year’s end, Hong Kong had moved into recession, with business confidence sinking. In May 2020, the protestors came back on the streets. The same month, the US Senate unanimously passed a bill to delist Chinese companies from American stock exchanges and prevent them raising capital in the United States. Two days after the Senate vote, the Chinese government imposed national security legislation on Hong Kong.

By contrast, as the 2015–16 financial crisis and Hong Kong pushed China inwards and slowed growth, Xi Jinping’s ascendency enlarged China’s economic and, in particular, energy ambitions. In May 2015, the Chinese leadership set out a Made in China 25 strategy, a state-led development plan to turn China into a high-tech manufacturing power. By aiming to make China into a world leader in ten sectors, including robotics, green energy, and electric vehicles, Made in China 25 changed China’s industrial orientation towards the rest of the world. This version of industrial China would be significantly more protectionist than pre-crash China and would attempt to insert Chinese high-tech manufacturing into global supply chains.88 For both Germany and the United States, this constituted an industrial shock. For the German economy, it meant direct competition with industrial Chinese producers in sectors where the most prestigious German manufacturing firms had a strong presence. For the United States, it made China’s supply-chain ambitions in sectors close to its defence industry a matter of national security. Consequently, even before Trump began his campaign for the presidency, Made in China 25 geopolitically charged the Sino-American trade relationship. Once it opened up a future of high-tech manufacturing competition, American defence officials and the intelligence agencies grew much more critical about deep economic engagement with Beijing. On the campaign trail, Trump frequently returned to the matter of American manufacturing job losses in the 2000s. But the new consensus he established after winning the 2016 election came from Made in China 25’s implications for American geopolitical power in an age of high-tech economic competition.

In his own terms, Xi Jinping also sought to recalibrate the Chinese economy geopolitically. He intensified China’s pivot away from American export markets towards Eurasia. This geographical turn had begun with moves towards more trade with, and investment in, Europe. Before 2009, there had been scarcely any direct Chinese investment in European countries; afterwards it rose rapidly until 2016, considerably exceeding that going to the United States.89 In 2013, Xi announced—as outlined in chapter three—the Belt and Road project. Here, China would principally focus on developing and protecting energy routes from the Middle East and Central Asia. But there was also a strong European component to the Belt and Road. To carry its exports to Europe, China sought new train links and ports. It also encouraged European states to join a new Asian Infrastructure Investment Bank, launched in 2013 to fund Belt and Road infrastructure projects.

China’s Eurasian turn proved divisive in Europe. In part this was institutional: in 2012, China brokered a new Eurasian forum called Cooperation between China and Central and Eastern European Countries (otherwise known as 17 plus 1 until Lithuania withdrew in 2021), constituted on the European side by a mix of a subset of EU members and non-EU states. But it also became about the reach of Chinese economic engagement. From 2016, Chinese capital controls, imposed in response to the Fed-induced 2015–16 financial crisis, drove Chinese foreign investment in Europe sharply down, but far from evenly.90 In the western Balkans, Greece, and Italy, it increased. Some of the Southern European states still benefitting from Chinese investment joined the Belt and Road. As a result, the EU increasingly appeared economically factionalized by China. It was one thing that Serbia, sitting outside the EU, set up China as an alternative external economic support structure.91 It was quite another when Italy joined the Belt and Road in March 2019, and the German and French governments directed sharp criticism towards Rome.

Yet this Franco-German censure also drew counter accusations of hypocrisy that went to the centre of the EU’s economic fragmentation. If Germany was not a formal member of the Belt and Road, in practice it was very much part of China’s Eurasian trade routes: the German city of Duisburg had become the rail and river port hub for Chinese exports coming to Europe; the German port of Mukran, used by the Russians to construct Nord Stream, is the end point of a new railway route running from Central China. Indeed, the scale of increased trade and supply chains with China was changing the relative importance of the European single market to Germany. Since the 1980s, Germany had enjoyed a singular economic relationship to China. Unlike other European countries, Germany’s exports to China grew before 2008. German carmakers became dependent on China’s large auto market, with production chains that involved both China and the United States. Although as a region, Europe still dominates German trade, a significant change took place over the 2010s with China becoming Germany’s single largest overall trading partner. When the Eurozone crisis began in 2009, German trade within the Eurozone was worth much more than that with non-EU countries. By 2012, non-EU trade had overtaken it, a position that remained until 2017.92

By the middle of the decade, this German singularity rendered the Eurozone susceptible to asymmetric shocks. From 2015, Germany was disproportionately hit by the growth fallout of the 2015–16 Chinese financial crisis, the US–China trade war—which left German car manufacturers exporting to China from their American factories subject to Chinese tariffs—and Made in China 25. In 2018 and 2019, these shocks left the German economy hovering around recession while most other Eurozone economies were experiencing higher growth.93

Rather than retreating from China, the German government’s responded by doubling-down on Germany’s commercial presence in China. In the same month that Italy joined the Belt and Road, Merkel decided, with Macron, that the EU should complete negotiations on an EU investment treaty with Beijing, which after six years of discussion were stalled. They hoped such an agreement would open China to investment from European companies to balance the capital still moving in the other direction to Southern and Eastern Europe. The beneficiaries were likely to be German and French firms rather than those of any of the 17-plus-1 EU members. Since Merkel appeared particularly interested in advancing the close commercial relationship between Europe’s largest telecommunication’s company, Deutsche Telecom, and the firm Huawei that by 2019 Trump was pressurizing all European capitals to ban from 5G networks, this move opened the prospect of interjecting the conflicts about NATO into the future of EU–China relations.94

The geopolitical ramifications of this German decision to protect the Germany–China relationship after 2015–16 were amplified by what happened to the Britain–China economic relationship from 2016. Between 2010 and 2018, Britain took the largest share of the Chinese foreign investment coming into the EU.95 Most significantly, David Cameron’s government saw an opportunity to make London the international centre of renminbi trading, in good part by leveraging the financial networks between the City and Hong Kong.96 Trumpeting the British–Chinese relationship, Cameron proclaimed that ‘there is no country in the Western world more open to Chinese investment, more able to meet the demands of Chinese consumers.’97 At the time of Xi Jinping’s state visit in 2015, when he was taken in the royal carriage down the Mall, the British chancellor and Chinese officials spoke of a ‘golden era’ of Britain–China relations.98

From the start, Cameron’s courtship of China was a geopolitical risk. When, in early 2015, Britain joined the Asian Infrastructure Investment Bank, before any other European state had taken the same step, the Obama administration was dismayed. Trump’s trade and technology war against China then raised the stakes further at a time when Theresa May and Boris Johnson’s governments were hoping for a post-Brexit trade agreement with Washington. The intensification of the Hong Kong crisis that began in June 2019 further exposed Britain’s high vulnerability to events in its former colony. When the protests in the city started, the British government was much more critical than other EU states, prompting China to denounce Britain’s interference in vociferous terms. That autumn, Johnson’s government began to face demands from some democracy activists for full citizenship rights for those with British overseas passports.

During the first months of the Covid-19 crisis, this shift became complete in ways that hardened British choices. For a moment in January 2020, Johnson made a last-ditch attempt to salvage something of the Sino-British economic relationship by deciding that Huawei could be included in developing Britain’s 5G network. Faced in May 2020 with China’s actions and Trump’s response, the Johnson government reversed its earlier decision on Huawei and offered 3 million Hong Kong citizens with British national overseas passports a path to British citizenship.99

The collapse of Britain’s pre-2016 China policy created a new schism around China in Europe. The EU adopted only modest sanctions in response to China ending Hong Kong’s autonomy. Merkel came under strong domestic criticism for her stance that Hong Kong could not be a matter warranting cooling relations with Germany’s largest trading partner. But she, again, responded to a potential crisis in the Germany–China relationship by entrenching it within a collective EU framework.100 Notwithstanding what was by December 2020 the impending transfer of power in Washington to the Biden administration, she worked with Macron through the last weeks of 2020 to complete an EU–China Comprehensive Agreement on Investment. For her, this was commercial realpolitik: it opened up the prospect of German tech firms establishing a market presence in China, as the old industrial corporations with productive capacity and market share there struggled. For Macron, the investment agreement served at least as much as a statement of European strategic autonomy from the United States at a time of technological competition. But after the agreement was announced, several EU governments immediately made known their unease, including some members of the Belt and Road that now saw a clear tension between the benefits of Chinese capital pouring into their infrastructure and a rupture with Washington. There were complaints also that Merkel and Macron had acted unilaterally to settle the negotiations and make a symbolic statement about the EU’s future relationship with China.101 In many ways, they had. As this was not an agreement that the British government could have contemplated after China’s move against Hong Kong seven months earlier, they had also made a statement about an EU that no longer included Britain.

Seen as a whole, the fate of the China–Europe economic relationship after 2008 became part of several of the other big stories of economic and geopolitical disruption. Both China’s Eurasian turn and post-2016 retreat behind tighter capital controls economically dissected Europe. Each reinforced the singularity of Germany’s economic position within both the EU and the Eurozone. Meanwhile, as ‘Chimerica’ became US–China strategic rivalry and Hong Kong’s portal capacities unravelled, this economic factionalism acquired a sharp geopolitical edge: China had joined Russia as a source of divisions over NATO within the EU, and it had created an overt geopolitical rationale for Britain’s divergence from the EU.

We Can’t Go Home Again

At the start of this decade, the pandemic, not least through its origins in China, brought all the previous decade’s disruptions into sharp focus. That spring of 2020, the Fed rescued the monetary and financial world it had constructed after the 2007–8 crash, in good part by acting, once again, as a lender of last resort. Unlike in 2008, it sought indirectly to include China in its orbit, even as much of the rest of the Sino-American relationship was unravelling. This change was the logical consequence of how Eurodollar markets work. At the systemic level, when everyone in offshore dollar credit markets in the moment of crisis is scrambling for dollars, there must be a lender of last resort, and, regardless of geopolitics, China had become too vulnerable a player to be left without any protection.

In other respects, what the Fed did recharged the conditions for disruption created by its post-2009 monetary policies. With QE Infinity, the Fed, effectively, took over credit markets. One commentator quipped that the Fed was now ‘the lender of all resorts’.102 Given the legacy of its past actions, the Fed had little choice. Corporations with high debt levels and without cash reserves that faced collapsing revenues could not survive without easy access to more credit. But the very dynamics that had encouraged corporations to issue debt via corporate bonds, including to fund share buyback programmes, were now hugely amplified when the Fed was a buyer itself of corporate bonds. Predictably, in the first months after 23 March, there was a huge increase in corporate debt issuances.103

As a consequence, much of the aftermath of 2008 was repeated during the pandemic. Assured that there was almost nothing the Fed would not buy, share markets soon detached themselves from any non-monetary economic and political risks beyond the Fed’s own utterances on future monetary action. As American unemployment surged to around 15 per cent in April 2020, the jobs data month by month had little effect on equity markets. The Fed’s ‘lender of all resorts’ activities also sharpened the hierarchies between those large businesses able to issue cheap debt via bonds and those small firms that could not.

Among those corporations desperately needing access to more credit in the spring of 2020 were the shale oil companies. Since the Fed included corporate junk bonds in its purchasing programmes, the Fed moves in principle bailed them out. But the future of oil production now represented a big change from the world that emerged in the first years after the 2007–8 crash. Then the oil and gas industries, and the shale sector especially, had absorbed a disproportionate amount of investment capital. Combined with the high prices that prevailed between 2011 and 2014, QE facilitated the shale boom. By contrast, before the Covid shock hit, prices were scarcely above the level that would finance most shale producers’ debt, and oil companies had been partially shut out from capital markets by investors privileging green energy. Despite the Trump administration’s efforts to push prices back up and the Fed’s new purchasing programmes, three of the large shale companies still entered bankruptcy in the middle of 2020.

If oil were on a rapid way out as an energy source, this hit to the American shale industry would have fewer structural consequences. But it is not. Weak growth in the world economy in 2019, not least in China, ensured that there was relatively little fallout from the fall in oil production that year. But as winter came in late 2020 and early 2021, prices climbed to their 2019 peak, even with much of Europe remaining in some form of lockdown and restrictions still in place in much of the rest of the world. This time, the American shale sector is much less well placed to rescue the world economy from permanently high oil prices at any reasonable level of growth. What will come after the pandemic crash may well be a version of the world economy prior to mid-2008 where central bankers worry about the simultaneously deleterious effect of rising energy prices, for gas and electricity as well as oil, on inflation and consumer demand.

Modest inflation would provide some temporary relief to central bankers who since 2014 have desperately searched for it to diminish the real value of debt. But in creating pressures for higher interest rates, accelerating energy-driven inflation would also leave many debtors struggling to service their debt. Where government debt is concerned, the only option left would be for central banks to provide interest-free direct financing to governments.

Whether the shale industry will be temporarily resurrected will be as much a political and geopolitical matter as an economic question. The future of oil is now part of a complex and disruptive energy world where the old geopolitics and commercial competition around oil and gas coexists with the intense commercial and geopolitical rivalry around manufacturing production in the renewable and electric vehicles sectors. Near the centre of this competition lies an ongoing contest for private investment capital that a decade ago was readily won by energy companies in the shale sector.

* * * 

As geopolitics now permeates the entire world economy, the EU faces the fundamental question as to whether the gains in scale from a regional approach to this competition compensate for the disadvantages of collective compromise for individual national economies.104 It does so in circumstances where a sharp divergence has already occurred between the EU’s largest economy and the rest of the EU around China.

Structurally, the EU struggles with these geopolitical predicaments because it simultaneously is constructed around democratic nation states, attracts aspirations to replace them, and provides opportunities for the most powerful member states to shape their immediate external environment. The creation of the Eurozone compounded this difficulty. Its institutionalized commitments make it harder for European democracies to adapt to economic change and circumscribes acceptable party competition over economic strategy. Its incompleteness within the EU unsettles the relationship between euro members and non-euro-members. When the Eurozone crisis destabilized Britain’s position, what began in the economic sphere quickly moved into a politically unmanageable problem for the British democratic nation state. It did so because the European single market works by protecting some economic policy matters from national democratic politics by constitutional law. Contesting the ensuing fallout then necessarily became a question of Britain’s very participation in that constitutional order since democratic consent to that order must come from inside the nation state.

Here, Brexit was indicative of a much wider story about democracies. They are destabilized by geopolitical and economic change and risk their future as democracies unless they can adapt to it. At the same time, they must reconcile those who lose from the changing balance of power within them to accepting the democratic state’s authority to make decisions. The story of why this is so difficult shapes the beginning of the book’s final section about just how democracies work through time and their complex relationship to nationhood.
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Democratic Time


In the pandemic’s early months, the British Cabinet minister and veteran of the Leave campaign Michael Gove gave a lecture on public service. Beginning at the end of the age of ‘economic globalization’ and ‘aristocratic liberalism’ in the 1930s, he heralded Franklin Roosevelt’s conviction that the future would belong to ‘democratic nation states with welfare systems’. Possessing ‘a bias to experimentation’, the American president had, Gove said, ‘managed to save capitalism [and] restore faith in democracy’. For Gove, a Roosevelt-style mantle for democratic renewal was the one the post-Brexit Conservative government had assumed, after a majority of British voters had four years earlier expressed their dissent from ‘almost every arm of Government and those with powerful voices in it’.1

Gove’s argument about Brexit oversimplified. He was, after all, a member of the British government when he campaigned for Leave, and more than a third of the parliamentary Conservative Party was on his side. But Brexit did indeed represent a democratic rebellion, in part against the constraints of representative democratic politics. British voters were given the chance in a referendum to decide on a majority basis a matter that would simultaneously change the United Kingdom’s constitutional order, geopolitical orientation, and economic relations with the rest of the world. The result where 52 per cent of UK voters opted for Leave while more than 70 per cent of Members of Parliament supported Remain revealed a serious gulf between enough citizens and enough of those who represented them to constitute a democratic crisis.

That in the aftermath of such a crisis Gove should turn to Franklin Roosevelt for inspiration, lining up the longest-serving American president on the side of the ‘democratic nation state’ against both ‘aristocratic liberalism’ and ‘economic globalization’, is not particularly surprising.2 Roosevelt’s New Deal stands as the political archetype of democratic renewal because democracies have more often than not proved hard to reform in any substantial way. It took Roosevelt throwing aside the gold standard to pave the way for the post-war future of ‘democratic nation states with welfare systems’. But the Roosevelt story about the American democratic nation state is also rather more complicated than the one Gove told. Indeed, the American republic is still burdened by the path of racially restrictive economic nationhood that Roosevelt trod in renewing American democracy, as it is by African Americans’ longer historical exclusion from the material and political rewards of American citizenship from which Roosevelt’s approach was born.

Democracies exist in particular places in particular times. Since they function through changing geopolitical and economic conditions, they, like any other form of government, experience time as a source of instability. This change in conditions is often what produces the impulse to reform, sometimes, as with Roosevelt, to try to restore the balance between the material interests of different citizens that through time has become distorted. But democracies that have retained a constitutional form while becoming more democratic through a widened franchise—as the American republic has done—also face a problem when they engage in this kind of democratic renewal: the demands to restore a lost political balance between citizens by returning to a democracy’s origins must run into the reality that the citizenry constituting that democracy will have radically changed over time.

That democratic politics is prone through time to instability would have surprised scarcely any political observer for much of the twentieth century. Only from the 1990s did liberal democracy come so much to be treated as a universal, timeless ideal.3 This discourse has distorted political analysis, including accounts of the present political disruption, by making nationhood a uniform threat to democratic norms and shaping a narrative of democracy around universal progress detached from the historical complexity of individual democracies. To understand the instability in present Western democracies, we need to begin with the historical relationship between democracy and nationhood and the problem of political time.

Nationhood

The historian Benedict Anderson described the nation, as ‘an imagined community’ formed by some notion of a shared past with a distinct starting place.4 In some cases, imaginative claims to nationhood told a collective story about ethnicity. But there is no reason why nations need understand themselves in these terms. Indeed, language, accompanied by a literary culture, was often the stronger affirmation of commonality in Europe because it was through a common language that stories about shared historical experience were rendered.5 Imagined communities attached to the word ‘nation’ existed long before representative democracy emerged, including in places where the term was deployed to constitute a political identity. But with the French Revolution, a new political language about nationhood gathered force. Thereafter, the European states generally justified their authority and power at home in the name of a nation and claimed to represent its unity. Those who wanted to free themselves from empires, whether subject to British, French, Russian, or Ottoman rule, almost all demanded statehood in the name of the nation. Although since the nineteenth century, nationhood as an idea for legitimating political authority has also regularly been attacked, outside the Islamic world no other basis for this task has yet emerged. As the historian Michael Howard observed, nowhere did a Communist revolution destroy an existing nation state.6 The Cold War ended with an emphatic assertion of nationhoods against the Soviet Empire. When, after the Berlin Wall fell, the West German Chancellor Helmut Kohl issued his plan for German unity, he directly invoked the language of nationhood, saying that the German Federal Republic had had ‘to keep alive and sharpen consciousness for the unity of the nation’ and that his government was working so that the ‘German people can regain their unity in free self-determination’.7 If the EU undoubtedly constitutes an attempt to construct considerable political authority beyond the nation state in the name of a multinational continent, those who are directly elected to executive power within the EU are, nonetheless, still chosen by electorates of national citizens.

Representative democracies have not historically existed without the political resources that nationhood has provided.8 Conceptually, nationhood serves as ‘the people’ in any representative democracy. Just as ancient democracies required a people who could rule themselves, so representative democracies require a people who collectively can choose representatives and, when necessary, authorize a constitution. The historical answer to whom these peoples were became nations. Indeed, for some time the words ‘nation’ and ‘people’ were interchangeable.9 The democratic political nation did not have to correspond with cultural claims to nationhood. Some democracies, for example the Swiss, have historically worked without an idea of shared cultural nationhood, or a common language. But for the nation to serve as the people in a representative democracy, it did have to be defined via criteria for inclusion and exclusion. In practice, this has meant national citizenship.10

The resulting idea of a democratic people who share citizenship stops the contests inherent to representative democracy unravelling a state’s authority. Representative democracies need a political means to procure losers’ consent. Alone as a form of government, they ask all adult citizens to decide who should govern and then give only some subset of these citizens the representatives they chose. Consequently, exchanges of power via elections require tacit justifications for those who lose elections that enable them to accept the outcome without resort to violence or secession. Nationhood provided the historical answer to this crucial political problem.

Viewed schematically, the absence of a serviceable belief in American nationhood precipitated the American Civil War. Although the constitution began with the words ‘We the people of the United States of America’, it created a federal republic with profound conflicts of economic interests between its component states, a racial divide between citizens and slaves, and a moral chasm around slavery. Whereas in the Roman Republic the language of the people and the practice of slavery had readily coexisted, there was no chance they long would in the American republic, saturated as many of its citizens were in Protestant Christianity and equipped as they were with an imaginative founding story proclaiming the divinely bestowed equality of human beings.11 Leaving unresolved the question of whether the union established in 1788 was supposed to be permanent, the constitution did not represent a definitive agreement between the republic’s citizens to be a people subject to the same political authority regardless of their sectional political influence within it. As in time the slave-owning states’ political power deteriorated, the fact that most whites in the South thought of themselves as Southerners before Americans became a huge political problem. Every accession to the Union became a site of conflict about whether the slave or non-slave states would win more electoral influence. After the 1860 election, the eleven Southern states seceded from the Union to protect slavery from electoral defeat.

If nationhood has substantial political uses for representative democracies, the two also emerged in historical tandem. This language of the nation fuelled the first moves towards representative democracy. Where, as in England, a monarchy coexisted with a legislature that enjoyed some independent authority, reformers demanded that political rights be extended to more classes in the name of the nation.12 In 1789 in France, nationhood was mobilized to claim sovereignty against the monarchy. The French Declaration of the Rights of Man and of the Citizen proclaimed that ‘the principle of all sovereignty resides essentially in the nation.’ Although, hoping for a cosmopolitan revolution, the Jacobins began as anti-nationalists, they soon became nationalists, seeing in nationhood the path to a citizen French army that would be much more powerful than its European counterparts.13

By tying nationhood to conscription, the Jacobins began a political relationship with lasting consequences.14 In using nationhood to mobilize citizen armies in 1914, European governments ensured that by the war’s end democracies would have to be reconstituted. As Athens’ need for a citizen navy had driven Athenian democracy, so citizens who were asked to die and kill for their states could not afterwards be excluded from voting in elections.15 In contrast to non-belligerents like Spain and Portugal, virtually all the belligerent states legislated during or after the war for a full male franchise. Where women were central to the economic war effort, women gained the vote too.16 In France, military service allowed North African Muslim migrants to France to attain French citizenship and voting rights.17

* * * 

But if nationhood became necessarily entangled in representative democracies, it also proved dangerous to them. In one sense, nationhood worked similarly to the older mytho-historical stories told about territorial entities to justify political authority. Contrary to Thomas Hobbes’ assumption that a state’s power can most readily be justified by a present-tense fear of death, nationhood connected democratic authority to the past and a past with a beginning.18

In ancient Rome, considerable imaginative effort was, likewise, expended on locating first the republic and then the imperial monarchy’s authority in the mythological origins of the Roman people as refugees from Troy and the city’s founding by Romulus and Remus.19 But historically, storytelling around nationhood has proved to be much more literal than the mythical Roman origins stories and, consequently, much more perilous. Since Europe was not territorially divided into cohesive groups of people with a shared language, historical memory, or mythos, nations had to be created politically by states’ actions and the non-mythical stories that could be told about them.

On occasion, the ‘patriotic spirit’, as Alexis de Tocqueville called it, could be cultivated in ways that were relatively benign towards most of their own citizens, albeit emphatically not those subject to European empires.20 In the late nineteenth century in the newly unified German state, Bismarck began to use the state’s power to provide some economic protection to national citizens via a welfare state. Rather than needing foundational origins in the past, this rendered a nation a present community of shared material fate.

But, in practice, the imperative for nationhood often led to states’ using their coercive capacity against their own citizens. Where existing cultural nationhoods were weak, conjuring a political nationhood required the state to try to homogenize populations and shape a collective view of the past.21 Governments sought citizens who spoke the same language, were commonly educated including in national history, shared religious beliefs and practices, and from the 1890s disavowed transnational political commitments like international socialism.22 This meant using the law to impose linguistic and religious uniformity and mark out political subversion. French governments forced Basques and Bretons to speak French and prohibited non-French literature. In the United States, those of English-Scottish descent, whose ancestors were understood to have brought with them a passion for the liberties of Magna Carta, saw themselves as the ethnic, and not just political, heirs of the republic’s founding.23 After the Mexican–American war, English soon became an enforced national language.24 At times in a number of countries, this coercion brought violence against ethnic and national minorities, forced emigration, mass transfers of population, and on occasion genocide.25

Coercion and constructed stories about the past were not contradictory sides of nationhood. Abraham Lincoln reunified the American republic by mobilizing the federal government’s coercive power to defeat the Southern confederacy militarily, destroy slavery, and impose constitutional terms for re-entry to the union. But he also sought in the Gettysburg Address to take the blood spilled in the war and imaginatively recast the story of the American republic’s founding into one of shared democratic nationhood. In the new story, there always was an American ‘nation’, founded by present generations’ ancestors, ‘dedicated to the proposition that all men are created equal’; accordingly, it was the present generation’s responsibility to ensure that its inheritance of ‘government of the people, by the people, for the people’ should not ‘perish from the earth’.26

Attempts to strengthen nationhood where it was weak, or create it where it was absent, could entail more coercion than a democratic state could bear. Without any serious prospect of absorbing Irish Catholics into an idea of British nationhood, the British democratic state ultimately could not accommodate Ireland into its constitutional order. In the decades leading up to the First World War, the so-called Irish question dominated Westminster politics, producing a severe constitutional crisis between 1910 and 1914. In passing in 1918 a bill introducing conscription in Ireland and attempting to coerce citizens who largely did not recognize the British state as having national legitimacy into the army, the British government went a long way to making some form of independent Irish state inevitable.

The sheer difficulty of realizing nationhood in a form of politics that required a concept of the people placed deep and ongoing burdens on democracies. The term ‘the people’ as ‘the nation’ became indispensable, too readily available, and evanescent.27 Where the nation as a people was supposed to be a source of unity allowing losers’ consent, as a piece of rhetoric it could just as readily be deployed to deny that everyone subject to a democratic state’s authority should have the same political rights. Those who displayed non-national identifications, or who were suspected of other loyalties regardless of how they behaved, could be excluded.28 Indeed, during elections there were votes to be won in redescribing the nation as those who shared something other than national political citizenship.

This dynamic encouraged a new form of antisemitism that deemed Jews racially suspect and deficient in national loyalty. Antisemitism became an electoral weapon in democratic politics, especially when it could disingenuously be tied to class grievances against those who habitually exercised power and prospered. Nowhere was this political phenomenon on clearer display than in turn-of-the-century Vienna. There, the Christian Social Party, led by the charismatic Karl Lueger, won electoral victories in 1895 and 1896, ending Liberal Party’s thirty-year dominance in the imperial capital, by combining municipal socialism, Catholicism, a loyalty to the Habsburgs, and antisemitism. Although, as mayor of Vienna, Lueger did not act to deprive Jews of their legal rights, his rhetoric imagined a Christian Austrian people that excluded Jews, and he promised Christian Social voters he would distribute the municipal spoils, including jobs, to those who constituted the Austrian people.29

By 1914, there was abundant evidence that nationhood was the language of the emerging democratic politics and was useful in making elections peaceful contests for power, but that it also generated divisions that weakened citizens’ consent to states’ authority. Democracies were simultaneously inexorably bound up with nationhood and at risk from it.

Time and Excess

Leaving aside this structural tension within democratic nationhood, the passage of time necessarily destabilizes all claims to nationhood. Even where a relatively strong belief in national citizenship emerges in a particular democracy, the alignment between the state and a population willing and able to identity politically with the imagined community the state purports to represent will not remain a constant. Significant changes in geopolitical and economic conditions through time often lead to groups and individuals migrating from one state to another. Where democratic states move to restrict such movement, they then undermine the languages of nationhood used to include past migrants in the idea of national citizenship.

The idea that time, to use the historian John Pocock’s words, is ‘the dimension of instability’ in politics was once a commonplace in political thinking.30 In Europe, conceptualizing forms of government through the lens of temporal decay began with Polybius and reached its intellectual zenith under Machiavelli. Polybius was a Greek historian writing in the second century BCE about the Roman Republic’s rise. He thought that the fact ‘that all existing things are subject to decay is a proposition which scarcely requires proof, since the inexorable course of nature is sufficient to impose it on us’.31 In the beginning, there is always chaos, brought about by a cataclysm. When established, ‘every kind of state’ was ‘liable to decline from two sources, the one being external, and other due to its own internal evolution’. Externally, there was no discernible pattern to this decay. But internally decay followed, he believed, ‘a regular sequence’: after chaos there comes monarchy, kingship, tyranny, aristocracy, oligarchy, democracy, and the mob rule of ochlocracy before out of the chaos a single demagogue claims power and starts the cycle again.32

For Polybius, each form of government is destroyed by its own excess.33 The only way to check the cycle and allow for a long middle—what he called ‘a state of equilibrium’—is to balance the three positive forms of government—kingship, aristocracy, and democracy—and have them counteract each other.34 Increased external power and rising material prosperity, he continued, especially threaten any constitutional balance. For Rome, he foresaw the move from aristocracy to oligarchy to democracy occurring against a backdrop of external success and ‘long-established prosperity’.35 Under the weight of personal competition for wealth and office and ‘the spread of ostentation and extravagance’, there would be, he anticipated, a ‘period of general deterioration’ driven by the masses ‘who at some moments will believe they have a grievance against the greed of other members of society, and at others are made conceited by the flattery of those who aspire to office’.36

If Polybius was prophetic about Rome, political time has certainly not always fit the pattern he identified. But forms of government in any particular place do in time end, and, as the French Ancien Régime graphically demonstrated, their own excess under the pressure of geopolitical and economic change is part of the reason why they do. We do not need to follow Polybius’ cyclical schema to see that the notion of accumulating aristocratic or democratic excess might help us understand how forms of government become unstable through time.

The matter of where the risk of excess lies in representative democracies raises a fundamental question about them: are they primarily a democratic or an aristocratic form of government? As representative democracies historically first emerged, they were obviously largely aristocratic in Polybius’ terms. In Europe, parliamentary government was grafted onto monarchies, and the franchise was restricted, as was the chance to stand in elections, by property qualifications. In some cases, as in Germany, the monarch retained the de facto as well as de jure authority to appoint and remove governments. Meanwhile, the American federal republic coexisted with slavery, and its constitution placed buffers between the people and their representatives since state legislatures chose senators and the electoral college to decide upon the president.

Representative democracies also look like they became more democratic through time. Monarchies disappeared in France, Germany, and Austria. Slavery was ended in the United States, and the wealth of the slave plantation–owning class destroyed. Everywhere, the franchise eventually became universal, and legislatures began to authorize taxes on individuals’ income and wealth designed to make the rich pay more tax so as to redistribute income towards the poor.

Nonetheless, a temporal story where representative democracies evolved towards being refounded as ‘full’ democracies is at least partially misleading. Since representative democracy was a form of government of the modern state—albeit complicated in the American case by federalism—representative democracies had from the start the coercive capacity to tax the rich, whether those who governed them decided to use that power or not.37 Moreover, political moves that appeared to make constitutional polities more democratic did not in practice always do so. The 1832 Reform Act in Britain that extended the franchise actually reduced some of the more democratic components of British constitutional politics by taking the vote away from working class men in some long-standing English boroughs, as well as those propertied women who enjoyed it, while making Parliament less responsive to petitioning from those without the vote.38 In the United States, African Americans gained the vote through the constitutional amendments passed after the Civil War and thousands were elected to office across the South, only for Southern states, supported by the Supreme Court, systematically to remove their franchise. Consequently, the American federal republic operated until the 1960s with a separation between citizens with political rights and citizens in name only.

Economically, widening the franchise did not necessarily lead to economic reforms benefitting the poorer classes. In ancient Rome, the reforming Gracchi brothers tried to end the republic’s aristocratic excess by restoring earlier agrarian laws that restricted the amount of public land the senatorial class could own and distributing the reclaimed land to landless soldiers. But in Britain, expanding the electorate through the four voting reform acts from 1832 to 1918 did nothing to restore the common land lost during the previous three centuries to the enclosures.39 In the United States, the Civil War years and the continuing appropriation of western lands from Native Americans did bring reforms that distributed land to around 1.5 million American citizens. But land reform in the South after the Civil War did little to change the vast racial imbalance in land ownership.40

Far from proving economically redistributive, representative democracies have long coexisted with forms of economic organization that frequently produce high levels of material inequality. Indeed, at times the balance of power within democracies furnished the political conditions that sustained this inequality.41 Early reforms directed to reduce the political power of the wealthy often failed. In 1894, the US Congress voted for a tax on income for the first time in peacetime.42 This tax was only to be levied on the wealthy. A year later the Supreme Court struck down the legislation. In 1913, ratification of the Sixteenth Amendment allowed for an income tax to be introduced. During the First World War, Congress used this authority to levy significant taxes on the incomes of the rich, as well as on war profits and inheritance. But the political manoeuvring of the richest Americans ensured that after the war income tax became less of a burden.43 Historically, it has been war, not elections on full franchises, that has proved the necessary condition for taxation systems that levy high taxes on the rich as well as increasing the share of income going to labour.44

Although representative democracy’s aristocratic propensities are often rhetorically disguised, they generally dominate. Representative democracies distinguish between the large number of the represented and the much smaller number of representatives; they concentrate authoritative decision-making in a handful of individuals in the executive, some of whom in a presidential system will be appointed not elected. The political decisions that the elected representatives of the majority can then take are usually restricted by constitutions. In democracies with some form of judicial review, a constitutional court can strike down laws passed by elected legislatures. This constitutional practice protects minorities, and the minorities protected include, via property rights, the rich.45

In the first instance, then, representative democracy appears principally prone to growing aristocratic excess through time. This can happen in several different ways. Executives can usurp power that previously belonged to, or was constrained by, legislatures. Both executives and legislatures can be captured by a dominant economic class. Constitutional courts can assert judicial authority over matters previously contested in democratic politics. Elections can become the means by which representatives are bought by those who finance their campaigns. Those who decide, influence, and advise can enrich themselves in exchange for providing access to power.

Nonetheless, representative democracies are not entirely lacking in democratic features, starting with equal voting rights. Accordingly, democratic excess can destabilize them over time too, creating demands to rebalance them in the opposite direction. Legislatures can make it impossible for executives to govern and the representatives of electoral majorities can appoint judges who interpret the law to partisan ends. Governments can appropriate property, default on debt, and suspend constitutional protections for minorities. In the search for votes, parties can make material promises they cannot possibly keep and appeal to vengeful passions. In the early twentieth century, the German political economist and sociologist Max Weber thought that representative democracy ensured permanent demagoguery. Every democracy once it moved to a wide franchise was, Weber argued, vulnerable to decay into the monarchy of Caesarism through the necessity of voters selecting leaders in elections.46

Historically, debt was perceived to be the primary cause of democratic excess leading through time towards democratic dissolution. In part, this judgement arose because debt itself is a temporal matter: interest is what is paid for having early access to future revenue. But by consuming an ever-growing proportion of present income, the burdens of excessive debt also increase through time. It was for this reason that some ancient societies prescribed debt forgiveness at regular intervals to prevent debt being passed down the generations leading to land being concentrated in too few hands.47 In ancient Athens, forced debt cancellation was taken to be an inexorable part of democracy. In the nineteenth century, it was precisely because the French and American revolutions produced debt defaults and paper currencies that democracy’s critics equated democracy with demagoguery.48 In Britain, extending the franchise in 1832 and 1867 broke the previously tight relationship between Parliament and creditors, whereby creditors could be trusted to vote for the taxes necessary to service the state’s debt.49 Recognizing the problem this severance posed for an emerging democracy, governments from the mid-nineteenth century endeavoured to spread the national debt among as many voters as possible via citizen saving accounts and citizen bond issues.50 As Abraham Lincoln said, ‘men readily perceive that they cannot be much oppressed by a debt which they owe to themselves.’51 The citizen creditor was far from the only creditor used by representative governments in the second half of the nineteenth and early twentieth centuries; they also borrowed in international capital markets. But the citizen creditor put in place some safeguards against debt destabilizing representative democracies.

The conflicting propensities towards temporal decay encapsulated around debt make repairing and reforming democracies particularly hard. Machiavelli, who thought historically and systematically about the general problem of political time, started from the premise that states, including republics, had to change to sustain themselves against time. Quite often, he argued, external events imposed that change upon them, interrupting the internal temporal cycle. But change could also be brought about by ‘renovation’, where laws took states ‘back to their origins’ or a virtuous individual imposed himself.52 ‘Renovation’ was always difficult, but, for Machiavelli, the attempts to reform a republic burdened by aristocratic excess were particularly tough, as the Roman Republic’s fate proved. In the late second century BCE, the Gracchi brothers served as tribunes of the plebeians—the non-patrician citizens—against a backdrop of acute class conflict where indebted plebian soldiers lost their land to patricians in the Senate who stayed at home and did not fight to expand the Empire. The Gracchi tried to restore the Republic’s earlier agrarian laws limiting how much land any citizen could hold. These reforms, Machiavelli suggested, were necessary. But, he argued, the senatorial opposition to land reform each time the issue arose ensured that ‘the whole city was turned topsy-turvy’ by the Gracchi’s actions, producing ‘armed conflict and bloodshed’.53 Rather than stabilizing Rome, the reforming Gracchi sped up, Machiavelli insisted, the Republic’s descent towards military dictatorship and eventually Caesarism.54

Excess in the American Republic

The Roman Republic’s fate, whether understood in Machiavelli’s terms or otherwise, cast a heavy shadow over early representative democracies, nowhere more so than in the United States. Like Rome, the early American republic engaged in territorial expansion, began with a slave population, and struggled with the class politics of debt. This history is revealing in itself about the conflicts democratic politics generate, their relationship to nationhood, and contests over reform to remedy problems understood in terms of aristocratic and democratic excess. But it also matters for the present democratic crisis in the American republic because some of the conflicts inherent to that crisis result from the original constitution.

In hard political terms around interests, the struggle over the American constitution was a political fight about debt and territorial expansion. The United States had won its independence from Britain as a security confederation. In 1787, that confederation, constructed under the Articles of Confederation, was unable to service its debt. Left uncreditworthy, it was in no position to finance an army, including one that could defeat the Native American resistance to westward expansion beyond the Appalachian Mountains, which many Americans saw as a principal reward of independence.55 Both the Confederation Congress, which was the site of such central authority as there was prior to the federal constitution, and the individual states had borrowed heavily from domestic and foreign creditors to finance the war against Britain. Under the Articles of Confederation, the thirteen individual states had the capacity to tax and so in principle could service their debt, although some state legislatures, facing debtor and tax rebellions, chose not to do so. In sharp contrast, the Confederation Congress had neither the authority to levy taxes directly nor the power to compel the states to deliver the revenues it requested from them. Those who drafted the American federal constitution in 1787 wanted to re-establish American creditworthiness by removing what they saw as democratic excess in the states. Accordingly, they designed a constitution that took away most powers of taxation from the states, created a primary power of taxation for the federal government to service debt, and protected the Senate and the presidency against direct elections.

In the fight to ratify the constitution, the Federalists turned to past history to express their fear of democratic excess. For James Madison, the American Senate would be a safeguard against the kind of ‘Popular Liberty’ that left Athens under ‘the indelible reproach of decreeing to the same citizens, the hemlock on one day, and statues on the next’.56 For Alexander Hamilton, history taught ‘that of those men who have overturned the liberties of republics the greatest number have begun their career by paying an obsequious court to the people, commencing Demagogues, and ending Tyrants’.57 By contrast, the constitution’s chief opponents saw the federal republic as an aristocratic construction that would become more aristocratic in time. Taking the Roman pseudonym Brutus, one influential anti-federalist argued that the constitution could lead only to the rule of the rich, and the rich would rule for themselves. Although the rhetoric around the constitution would, he argued, salute virtue, ‘it [would] literally be a government in the hands of the few to plunder the many.’58

For those who feared aristocratic excess, the American republic very quickly descended into something all too familiar from Roman history. America’s debt was once again the cause. In 1790 Hamilton, the first US treasury secretary, published a Report on the Public Credit. He proposed that the federal government should assume the debts of the states, pay interest on all debts at face value, and establish a Sinking Fund to repay the debt over time. Immediately, Madison and his friend Thomas Jefferson denounced Hamilton’s plan as unconstitutional. The plan, they insisted, would ensure oligarchic corruption, especially since Hamilton had, they charged, encouraged northern financiers to buy national and state securities speculatively at very cheap prices prior to the report’s publication.59 In this accusation, Hamilton saw only a path led by demagogues to the republic’s end.

In part, politics in the American republic became repeated contests around these debt-driven dynamics and their relationship to class conflict and competing conceptions of American nationhood. From the Civil War onwards, industrialization and the rise of the railroads and Standard Oil, which through their credit requirements were inexorably tied to the New York banks, created new economic concentrations of aristocratic power. For the next few decades, this new economic aristocracy dominated the republic’s politics through its ability to buy political influence and protect its sectoral monopoly power. This overt aristocratic excess then prompted a strong democratic reaction that appealed back to the republic’s founding.

During the 1890s economic depression, the American People’s Party mobilized a coalition of farmers and debtors to challenge the corruption and demand monetary reform and better access to credit. Its 1892 Omaha Platform, symbolically unveiled on the Fourth of July, proclaimed that the republic had fallen and that ‘we meet in the midst a nation brought to the verge of moral, political and material ruin’ by credit. In demanding access to credit—as well as a directly elected Senate, term limits for presidents, unlimited silver coinage, an income tax, and shorter working hours—they saw themselves as reinstituting the original constitution and ‘restor[ing] the government of the Republic to the hands of “plain people” with which class it originated’.60

Over the next years, the American Populists’ attempts at democratic reform demonstrated several destabilizing tendencies that arise in such endeavours, especially in a long-standing constitutional republic.61 In part, the Populists rhetorically stressed national unity and made the republic’s salvation dependent on it. In the Omaha Platform, they declared that ‘this republic can only endure as a free government while built upon the love of the whole people for each other and for the nation.’ But their rhetoric showed the divisiveness that followed from appealing to the idea of the nation to win a specific group of citizens’ votes. The Populists imagined the American republic in class terms, such that they pitted a democratic, ‘American’, and producer class of farmers and factory labourers against a non-productive, aristocratic, internationalist, and parasitic creditor class.62 This language easily lent itself to antisemitism. When the populist William Jennings Bryan captured the 1896 Democratic presidential nomination, he tied the economic aristocracy to a disloyal cosmopolitanism in conflict with American nationhood. Gold, Bryan changed, belonged to Anglophile and Jewish financiers in Atlantic-oriented New York who let ‘foreign potentates and powers’ destroy American sovereignty.63 In accepting the Democratic nomination, Bryan compared the burden of gold on American farmers to a ‘crown of thorns’ and the ‘crucifixion of mankind’.64 Silver, by contrast, was ‘American money for Americans’ where Americans meant the producer class.65 The very notion of restoring the class balance of the original republic also implicitly cast out those whose ancestors as slaves had originally been excluded from any political balance, even though some of the early Southern Populists built a cross-racial class alliance and fought for African Americans’ voting rights.

This restrictive idea of nationhood relating back to the republic’s founding was far from confined to the Populists. In depending on a notion of a reconciliation between the racially segregated former Confederacy and the North, the language of post–Civil War American nationhood deployed by democratic politicians had a strong racial component, compounded by the premise, established in the 1790 Naturalization Act and recharged in the 1882 Chinese Exclusion Act, that Asian immigrants could not become citizens.66 The Populists’ distinctiveness was to tie nativist language around nationhood to class-saturated rhetoric around debt and the constitutional republic. This form of expression of political grievance would reoccur in democratic politics, and not just in the United States.

The political era that followed the Populist rebellion was partially one of democratic reform against aristocratic excess. Economically, the Progressives took aim at the railroad owners and Standard Oil’s monopoly power, and secured a constitutional amendment allowing for a federal income tax. They also pushed for elections free from corruption and bribery. They introduced primaries, and in some states referenda and the right to petition to hold them, and secured the amendments to the constitution that provided for direct elections to the Senate and eventually votes for women.67 When former President Theodore Roosevelt split the Republican party to form the Progressive Party, he made what he called ‘new nationalism’—where the ‘national government’ acted to achieve the common economic welfare against sectional corporate influence—the rhetorical centrepiece of his 1912 presidential campaign. But in turning to economic nationhood, the older Roosevelt’s version of progressive politics again deployed an explicitly racial discourse that excluded African and Asian Americans.68

The Progressives also demonstrated that representative democracies could yield another version of aristocracy, namely technocracy where political privileges accrued to experts. Although they saw the plutocratic concentration of wealth and corruption as threats to the republic, some Progressives also thought that there was a growing administrative state that should produce its own aristocracy constituted by those possessing scientific and technical knowledge, and this elite would not be subject to corruption through time.69

During the early twentieth century, America’s debt and finance conflicts were resolved in a way that conflated the old aristocratic concentration of power around New York finance with the new claims of technical expertise as a source of political authority. In the early American republic, the question of whether there should be a central bank was repeatedly answered and the answer then repudiated, as the one established yielded in time to aristocratic excess. In 1791, Hamilton initiated the first Bank of the United States against fierce opposition. In 1811, when the bank’s charter was soon to expire, the Senate decided not to renew it on the vice president’s casting vote. After the 1812 war against Britain left the federal government with heavy debt, Congress legislated in 1818 for the Second Bank of the United States on a twenty-year charter. Again, its charter was not renewed in 1836 after President Andrew Jackson charged the bank had become ‘a government’ that exercised power over the people.70 It was not until seven decades later, in 1913, that the Federal Reserve Act created the Federal Reserve system.

The Fed’s proponents presented an American central bank as a necessary progressive reform to prevent future bank panics, like the one in 1907, and allow the dollar to become an international currency.71 But its creation could not escape the old class conflicts. A group of Wall Street bankers developed the initial proposals on a private island off the Georgia coast, and the bill’s chief sponsor, Nelson Aldrich, had acquired a large fortune under suspicion he sold political influence.72

The Federal Reserve’s internal structure encapsulated the tension between the political need to guard against both aristocratic excess—for which the president appointed a Board of Governors—and against democratic excess—such that the twelve regional banks were owned by private banks. Although formally the Board of Governors decided monetary policy, in practice this was left to the Federal Reserve Bank of New York dominated by the House of Morgan. The First World War immediately amplified this fault line. Since—as discussed in chapter one—JP Morgan acted as Britain and France’s creditor, and since the 1916 presidential election became a contest between a Morgan-backed pro-war candidate and the then anti-war President Wilson, the long-standing class conflict in the American republic around debt was from 1914 exacerbated by one about American geopolitical influence in Eurasia.

Between the Wars

The interwar years graphically demonstrated representative democracies’ weaknesses, even before Nazi Germany invaded and ended several European democracies. In his forlorn insistence that Europe should be constituted by democracies according to the principle of national self-determination, Wilson articulated the common presumption that the end of the internal European empires meant an age of democratic nation states. But, again, nationhood was double-edged: its pursuit was often deeply destabilizing, especially when coercion was deployed against minority groups of citizens.

By the time the First World War ended, there were already more national identifications in Europe than its democracies could bear. The end of the multinational Austro-Hungarian and Ottoman Empires and Germany’s territorial losses could never have yielded successor states corresponding with existing political claims to nationhood. Instead, in the successor states a predominant national community had to coexist politically with minorities whose nationhood had already been articulated against the old empires or who identified as German outside Germany.

In a number of democracies, governments sought to return to Bismarck’s understanding that nationhood could at least in part be constructed by extending material protection to citizens through a welfare state. But these attempts ran into the constraints of bond markets, the demands of bank creditors, and the need to maintain a currency’s position on the gold standard. At times of financial crisis, this left governments choosing between a more full-blown economic nationalism that threatened international trade, or curtailing expenditure on the welfare state.

If economic nationhood proved difficult, appeals to a restrictive nationhood remained a readily available tool for politicians, particularly when it could be expressed as anti-Bolshevik. In Europe, some governments withdrew full citizenship from minorities. In the United States, amid the economic depression of the early 1920s. Congress passed laws to curtail immigration from Southern and Eastern Europe, including the countries from where the vast majority of American Jews had come, and forbade immigration from Japan.73

But democratic politics’ need for nationhood was also demonstrated during the interwar years, not least when it was nearly entirely absent. In the first Austrian republic, two evenly balanced parties, the Christian Socials (the Blacks) and the Social Democrats (Reds)—the Blacks dominating the countryside and the Reds Vienna—engaged in what now is termed a culture war centred around Catholicism and anti-clericalism. Each party sought to remake the Austrian republic according to the cultural and religious identity it cultivated, and each availed themselves of paramilitaries. In 1933, the Christian Social Chancellor Engelbert Dollfuss established a dictatorship that banned all the parties’ opponents in the name of an Austrian unity that was strictly Christian and Catholic. A year later, Austria descended into civil war. After the catastrophes that followed were finally exhausted, veterans of both sides of the Austrian culture war saw the only basis for post-war Austrian democracy in the idea, as one Socialist put it that ‘we are Austrians…and we want to remain an independent people.’74

Meanwhile, the questions of who should pay taxes when all citizens could vote and how to finance war debts and welfare states under an international monetary system generated intense democratic conflict. Full-franchise democracy invoked fear among the wealthy about taxation. Assuming, as Aristotle had supposed, that government of the many meant government for the poor, the rich frequently saw in democracy a path to their income and wealth being confiscated. Tax havens—jurisdictions where non-residents and corporations that do their business predominantly elsewhere can be taxed at a much lower rate—had first emerged in the late nineteenth century. As states that had been neutral during the war, Switzerland and the Netherlands became after the war places where wealthy Europeans moved sizeable amounts of money to avoid taxes voted for by democratic legislatures. So too did the British Crown dependencies.75

Most graphically, the French democratic state’s ability to tax was eroded in the mid-1920s by these fears when, having been unable to restore the franc to the gold standard, the French government could scarcely borrow in capital markets. What, as governments came and went, appeared to be democratic chaos in France drove the rich to sell short-term financial assets and move capital abroad. Since this ensured that the franc kept losing external value, capital flight became a self-perpetuating phenomenon.76

Together, tax havens and the fear of capital flight meant that the tax systems that emerged under full-franchise democratic politics eventually generated as much a risk of aristocratic as democratic excess. By the mid-1920s governments were making fiscal decisions on the premise that the rich had the practical means to protect their wealth and income from taxation. Tax avoidance by the wealthiest Americans was so effective that Congress passed tax cuts in hope this would reduce avoidance, significantly diluting the intent behind the Sixteenth Amendment that the rich should pay a higher share of tax.77 In 1928, the French government also introduced a large cut in income tax, after a report that went to the French prime minister concluded that for large taxpayers income tax ‘tend[ed] increasingly to take the form of a voluntary contribution’.78

Nonetheless, the old notion that tied unsustainable debt to democracy hardened during the interwar years. Most infamously, the early Weimar Republic was cast as recklessly and disastrously irresponsible for printing money to cope with Germany’s debt problems. As a story about German democracy, this narrative oversimplified.79 Weimar Germany began with extremely high levels of debt from the war and reparations. Moreover, Germany’s central bank, the Reichsbank, which was legally independent from the Weimar governments, played its own part in the hyperinflation.80 But the old problem—where states’ ability to borrow money relied on creditor confidence that legislatures would authorize the taxes to service that debt—reappeared in Germany with some vengeance. Without confidence that the Reichstag would vote for new taxes to service German debt, creditors were not keen on lending new money or rolling over existing debt, which left the central bank to print money to cover the state’s expenditure.81

As it would in the 1970s, peacetime inflation ignited fears of both aristocratic and democratic excess, and spawned new appeals to restrictive nationhood. In Germany, the material shock to savers from hyperinflation rendered many who might reasonably have been expected by their previous class position to support the Weimar Republic sufficiently materially anxious during its later crisis years to prefer anti-democratic forces.82 But inflation created perceptions of aristocratic excess too. For those who wanted to end Weimar, inflation became another pretext for nativism, and in particular antisemitism. Most lethally, during the German hyperinflation, Hitler persistently attacked ‘the Jewification of the economy’, casting Jews as dual villains by making them both Marxists and profiteers.83

Before its termination, the interwar gold standard similarly destabilized democracies. By promising monetary stability, the gold standard could be perceived as a check against the fears of democratic excess. But by requiring governments to privilege financial stability over welfare states, it ensured a democratic rebellion against its foundational assumption that monetary policy did not belong in democratic politics. The post-1929 Depression strongly politicized central banks in Europe in ways that were familiar from the earlier American republic. Where, as in Britain and Sweden, governments took political control of monetary policy, and, as in the United States, a president confronted the banks, the gold standard was abandoned in the name of a national economic autonomy that democracy itself required. When Franklin Roosevelt took the dollar off gold in 1933, one banker damned the move as ‘mob rule’ and claimed that ‘I think we may find that we’ve been in a revolution more drastic than the French Revolution.’84

The New Deal

This was partisan hyperbole. But Roosevelt’s act did begin a qualitatively different way of conceiving democratic reform around economic nationhood that his Treasury officials later sought with Keynes to embed in the post-war international monetary system. For Roosevelt, the ability of banks and the rich to use an international economy where capital flowed freely to defend their material interests, not least with regard to taxation, was an aristocratic power, and one that in a democracy had to be curtailed.

Commanding a project to restore a lost class balance and the republic’s foundational values, Roosevelt was heir to the American Populists.85 His political coalition joined farmers and factory workers to the middle classes plunged into economic desperation. In his first inaugural speech, he declared that ‘the money changers have fled from their high seats in the temple of our civilization.’ With the money changers gone, he proclaimed, the temple could be ‘restore[d] to the ancient truths’. That meant, he continued, addressing the ‘overbalance of populations in our industrial centres at the expense of the land’. International trade, he said, was ‘necessarily secondary to the establishment of a sound national economy’. The first sentence of that inaugural speech included the words ‘our nation’.86 The legislation that gave labour federal rights to form trade unions was the National Labour Act. Together, labour and management became the economic nation. Their mutually dependent relationship was institutionalized in the National Industrial Recovery Act. In accepting the 1936 Democratic nomination in Philadelphia—the same city where ‘political tyranny was wiped out’ in 1776— Roosevelt said the 1932 election had been ‘the people’s mandate’ to end the ‘despotism’ of the ‘economic royalists’, and that ‘for too many of us the political equality we once had won was meaningless in the face of economic inequality.’87

Practically, the New Deal’s reforms were financed by new taxes on the richest Americans. Most required establishing federal sites of authority and power. These regulated banks, lowered borrowing costs for homeowners and farmers, increased agricultural prices, and delivered electricity to agricultural areas that the large energy companies had ignored. To exercise these new federal powers, Roosevelt claimed emergency powers for the executive as if the country were at war. After the Supreme Court struck down more than half of the New Deal laws passed by Congress, he tried, until stopped by the Senate, to pack the Court with six new judges.

But the New Deal also demonstrated the tension between the idea of nationhood as shared democratic economic fate and exclusionary languages of nationhood. In promising a national economic rejuvenation, Roosevelt included in the Democratic political coalition Catholic and Jewish immigrants from Southern and Eastern Europe who had been defined out of American nationhood by the restrictive immigration laws passed in the 1920s. But Roosevelt also acquiesced to what had become the prevalent political discourse of American nationhood defined in terms of those who were ethnically white and European in origin. In particular, his administrations used the array of federal powers over housing and mortgage finance established by New Deal legislation to support home ownership exclusively for white Americans; consequently, the New Deal intensified racial segregation in housing.88 Politically, he had little alternative if he was to pursue reform: without Southern Democratic support in Congress there would have been no New Deal.89 Yet—as will be shown in chapter nine—the long-term consequences for the distribution of wealth in the American republic still burden it today.

The politics of the New Deal was further tied to the American republic’s historical relationship to race via oil. Since an oil price slump for domestic American producers had been central to the American economic depression, oil was a fundamental part of the New Deal, with Roosevelt legislating to ensure strict production limits and allocating production quotas to push prices back up to profitable levels. This had consequences for the territorial balance of power within the American republic. The independent producers Roosevelt sought to help primarily operated in Texas. In 1935, six oil-producing states led by Texas formed the Interstate Oil Compact. In the name of the old Southern rhetorical cause of states’ rights—once used to defend slavery—these states defeated the New Dealers’ initial hopes that there could be a nationally regulated oil industry.90 Having won this political battle, Texas was able to use its oil regulatory agency, the Texas Railroad Commission, to set the world’s oil prices for the next forty years.91 This economic power gave the Texan congressional delegation outsized political influence, exemplified in the leadership positions held by a succession of Texans from Sam Rayburn to Lyndon Johnson. In igniting old conflicts about federal versus state authority in the part of the Union where state rights arguments were both historically resonant and still used to restrict voting rights, the politics of oil production placed direct pressure on deep fault lines in the American republic.

In this respect, as in others, the legacy of the interwar years was very different for American democracy than it was even for those European countries where democracy survived. From 1933, the American republic was economically reformed to rebalance the distribution of class influence, but it did not become a full-franchised democracy and, in an energy-producer country with a federal constitution, the states acquired some structural power in ways that qualified the idea of economic nationhood. If the New Deal became the economic and electoral basis of American politics for most of the next three decades, the New Deal republic could still be challenged in the name of democracy and eventually it would be at the same time as American energy power began to decline. By contrast, in Germany, Italy, and France, the interwar and wartime disasters had ensured that new democracies were founded, in Germany’s case in a truncated territorial state, without any of this particular historical burden around the franchise. The New Deal was indeed the harbinger of a world of democratic nation states and less internationalized and less financialized economies. But it was in Europe where that future would more straightforwardly materialize.
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 The Rise and Decline of the Democratic Tax State


There were few issues capable of uniting Donald Trump and the European Commission. The digital retail behemoth Amazon was an exception. Throughout 2018, Trump took to Twitter to attack the company, tweeting on one occasion that Amazon’s failure to pay tax was ‘doing great damage to tax-paying retailers’.1 More consequentially, the European Commission ordered Amazon in October 2017 to repay €250 million in what it deemed illegal state aid from Luxembourg gained as tax advantages as part of an agreement that allows Amazon to structure its business to pay little tax on its operations elsewhere in Europe. ‘Paying taxes’, the Commission insisted, ‘is part of doing business in Europe.’

But it is not easy for the EU to act on this notion. When, in May 2020, Angela Merkel and Emmanuel Macron unveiled their proposal for an EU Recovery Fund based on funds the European Commission would borrow in the EU’s name, they proposed no EU taxes to service the new EU debt, saying only that ‘improving the framework for fair taxation in the EU’ would ‘remain a priority’ and ‘ideally’ this would entail establishing a basis for common corporate taxation. The formal proposal that followed did propose an EU corporation tax tied to access to the single market and an EU digital tax on tech giants. But the actual agreement on the Recovery Fund, struck at the EU summit in July 2020, contained no EU tax on corporations and no commitment to harmonize national corporation tax rates. Instead, the EU would acquire the authority to tax non-recyclable plastic waste, and committed itself to future discussion on carbon and digital taxes, as well as a financial transactions tax that it had already been debating for a decade.

The EU’s inability to agree on anything like a common approach to corporation tax is just the beginning of the political difficulties the EU faces around taxation. What was absent through the debate over the Recovery Fund was any suggestion that EU citizens should be taxed as citizens to support the new debt authority. Indeed, the French European Commissioner, Thierry Breton, boasted on Twitter after the summit that this is precisely what would not happen: ‘For the first time, Europe borrows money for Europe and Europeans. And to finance this historic loan, no taxes for our fellow European citizens. It is only at the border of our internal market that we will put taxes.’2

Where the historical relationship between tax, debt, and democracy is concerned, the EU absents itself. What remains of the democratic tax state is to be found only at the national level. For the EU as a legal order, being a citizen has taken on a meaning entirely independent of debt or taxes. To understand how this disjuncture came about and its broader implications for democratic politics beyond the EU, we need to go back to the post-war representative democracies of Western Europe and the United States, and how some of their more democratic features around economic policy, including in relation to taxation, began to unravel in the 1970s.

Economic Nationhood

Where democracy was refounded after the Second World War, perceptions about where the decisive temporal risks lay varied with consequences that still matter for how the EU approaches debt. In France and Italy, where forceful Communist parties emerged from the war, the democratic impulse was strong. After a referendum, the Italian First Republic was established without a monarchy. The French Fourth Republic’s constitution was agreed in a constituent assembly, legitimated in a referendum, and established a strong legislature. By contrast, the West German constitution, imposed on the country by the Allies, contained strong safeguards against democratic excess.3 It did not allow for referendums except on a new constitution or redefining the constituent regional states of the West German Federal Republic—the Länder. It strongly protected individual rights and established a powerful constitutional court. No European democracy had ever given the judiciary the authority the German Federal Constitutional Court possesses. It has the sole right to declare parties unconstitutional, and, in the 1950s, the Court banned both the Neo-Nazi Party and the Communist Party. A 1958 decision by the Court meant effectively that any legal or political decision could be subject to judicial review, and the Bundesverfassungsgericht justices have subsequently ruled upon many charged political issues from their home in Karlsruhe, including public debt and EU treaties.4

Beyond these constitutional questions, the post-Second World War geopolitical and economic world was much more conducive for the future of democracies than the post-First World War environment. Structurally, the Bretton Woods system offered support to post-war Western European democracies by facilitating the idea of economic nationhood. Certainly, the story of Bretton Woods as a political safeguard for Western Europe democracies can be overdone. The driving impulse for the post-war international monetary order was—as discussed in chapter two—Harry Dexter White’s desire to create a dollar-based financial and trading order in which the United States could enjoy economic autonomy free from the risks of competitive devaluations and cross-border gold movements. He and his Treasury colleagues were primarily interested in American monetary power, American financial stability, and, in Dexter White’s case, helping the Soviet Union.5 The Bretton Woods system was then significantly compromised by the Truman administration’s unwillingness to stop illegal capital flight and willingness to use the Marshall Plan to circumscribe Italian democratic politics by shutting out the Communists from power. By the time the European currencies were actually convertible for trade purposes, the Eurodollar markets had begun and Bretton Woods’ eventual demise—as explained in chapter five—was set in motion.

Nonetheless, the Roosevelt administration’s willingness to accept national capital controls, as well as the American commitment to provide external access to short-term credit, did have some crucial consequences for Europe’s democracies. Financial nationalism allowed democratic governments to enjoy political autonomy on monetary policy. By reducing the opportunities for capital flight, it enabled the taxation of wealth and income to be politically contested. If post-war governments wished, as they did, to present national economies as shared communities of economic fate responsive to democratic politics, then, whatever its limitations, Bretton Woods was a necessary, although far from sufficient, condition for their endeavours.

In the name of the nation, the state assumed final responsibility for ensuring employment, controlling inflation, supporting national agriculture, and providing economic security against misfortune. Post-war West European politicians spoke to voters as citizens of a nation that gave them formal and informal economic rights, and they largely competed over how those rights could practically best be realized. Accordingly, governments and officials conceived of economies in national terms, with national accounts and nationally measured growth.6 Of course, this did not mean that the benefits of economic nationhood were anything like evenly distributed, or that all classes shared equally in political influence. In Italy, the industrial working class was at least partially excluded from the economic nation. But what the state did economically provided a means for politicians in West European countries, as it had before the war in the United States, to talk as if the nation as a political community shared a common material fate.

In France under Charles de Gaulle this idea was particularly expansive. For him, economic nationhood necessarily meant the absence of foreign dependency. If nation states were defined as political entities independent from empires—and the United States was in de Gaulle’s mind a military and financial empire—France had to be free from American capital as well as American nuclear weapons. But de Gaulle also never supposed that economic nationhood could be sufficient. For him, nationhood had to elevate, and that meant the national economy had to serve a more humanly encompassing idea of the French nation.

In Germany, economic nationhood took a less expansive shape, and paradoxically assumed more political importance. The West German economy’s resounding success compared to almost any other country in the post-war world allowed a national story that effectively legitimated the post-war democratic constitution and the institutions it established, including a central bank, the Bundesbank, that was independent from democratic political control.7 German democracy’s legitimacy became near indistinguishable from national economic success, in particular national production and national price stability. Looking back at the end of the 1980s, the historian Charles Maier suggested that ‘for almost four decades, the Federal Republic has lived, so to speak, by bread alone.’8

In Britain, a strong language of economic nationhood replaced both the imperial trade and currency policies practised in the 1930s and the faith in free trade that had previously prevailed. Notably, after Britain had risked starvation in the two world wars from its dependence on foreign food imports, British governments pushed towards national self-sufficiency in food production, effectively reversing the decision to repeal the Corn Laws made in 1846.9

In Italy, establishing a relatively unifying economic nationhood proved harder. Despite a state-led attempt to reconstruct southern Italy economically, north Italy grew much more rapidly and an industrial–agrarian regional split persisted. Weak growth in the south produced high levels of migration to the north and to other European Economic Community states. Anti-Communism saturated the narrative of Italian nationhood and this spilled over into the economy: it was hard to include the trade unions in the kind of cooperative corporatist arrangements that prevailed in West Germany when until 1962 even the non-Communist left was excluded from any chance of joining the government.10

By contrast, in the United States, economic nationhood weakened in several ways when compared with the New Deal era, and its racial restrictiveness remained in place. National wage bargaining became diluted.11 This divided workers into those bound into New Deal programmes; those who through union–firm level agreements for company benefits beyond wages became tied to what the historian Meg Jacobs has called a ‘private welfare state’; and those excluded, including racially, from either.12 Meanwhile, the South began another divergence. The huge expansion of the defence industry and low state taxes produced a movement of people and capital to the South.13 This new Southern economy became increasingly less unionized than other parts of the country. This singularity in labour markets reinforced the impact of the Texan oil industry. During the Second World War, the Texas Railroad Commission had wielded less influence, as the federal government took considerable charge of the oil industry. But after the war ended, it re-established its grip over prices and supply.14

Nonetheless, the economic pressures that had quickly generated conditions of aristocratic excess, and then a political reaction to it, after the First World War were largely missing. For the best part of three decades, there were no economic depressions and the few recessions that there were lasted for less than a year, ensuring that unemployment only ever rose mildly and briefly. After the immediate post-war years, inflation was largely absent. Believing that inflation undermined democratic stability, governments, aided by low and steady oil prices, successfully deployed price controls. There were no banking crises and, after a series of European devaluations in 1949, few currency crises outside Britain, where governments sought to retain privileges for sterling, including to pay for oil. The financial crises that did change the course of any country’s democratic politics arose when, as at Suez, an American president used access to dollars to reverse West European governments’ decision-making.

Democracies also began the post-war years with little downward pressure on wages. The wartime economy protected lower wages more than higher salaried earnings.15 In Germany, the war’s end and its immediate aftermath saw a drop in income inequality.16 In Britain and in the United States, the war had seen a renewed upsurge in unionization.17 Corporatist arrangements in a number of West European countries allowed trade unions not only to protect their wage gains but to exercise some political influence without confrontational action through strikes.

Crucially, the European democracies were less prone to fiscal crises during the post-war era than they had been in the 1920s. Post-1945 governments were largely able to turn wartime high-tax regimes, including substantial taxes on the rich, into peacetime welfare states that lasted for several decades, not a few years.18 In this, governments were aided by capital controls that made at least some tax avoidance and evasion more difficult. They also did not have to struggle to meet interest payments on past debt. This was partly a matter of American policy. The injection of American official capital through the Marshall Plan was soon accompanied by debt reduction, especially for West Germany. The 1953 London Debt Conference reduced by half West Germany’s cumulative debt from the Weimar Republic, the first post-war years and Marshall aid, extended the time for repayment, and limited the country’s debt obligations to the size of its trade surplus. Consequently, post-Second World War West German democracy was protected from external debt demands and class conflicts about how to manage debt. But, just as importantly, this freedom from debt politics was also a function of the fact that, for the most part, Western democracies did not run up new debt. Until the Americans turned to borrowing to finance the Vietnam War, post-war governments largely ran balanced budgets, ensuring that what democracies spent they raised in taxes from their own citizens and national businesses.

The Burdens of History

Yet the idea of the national economy bound to the citizen-taxpayer was not sufficient to put nationhood as a political problem to rest. Certainly, the dangers around nationhood were less destabilizing than during the interwar years. Indeed, they were diminished by the very catastrophes they had precipitated: the Holocaust tragically destroyed the Jewish population in Europe and the waves of brutal ethnic cleansing that occurred during the Second World War and its aftermath left fewer national minorities.19 Meanwhile, the disaster of the Anschluss left pan-Germanism much weakened in Austria as a political force.20

But the tensions inherent in rendering any kind of national historical story that could unite a changing population of citizens did not go away, especially when, during the first decades of the post-war era, several West European states encouraged migration from their former colonies, or in the case of Germany ‘guest-workers’ from Turkey. In the French Fourth Republic, past divisions about French nationhood remained unresolved in the present. Fourth Republic governments pressed a version of the recent past that made French wartime resistance the French nation in action.21 But the left-led Resistance in France itself had been only one of several French experiences during the war. To add to the tensions, the Fourth Republic began with an imperial notion of the French nation and was a singular political union that included French overseas departments and territories—most consequentially Algeria—with full citizenship rights across its component parts, despite growing nationalist resistance to French rule. This missing imperial consent over Algeria destroyed the Fourth Republic.22

The French Fifth Republic was imaginatively founded on de Gaulle’s version of French nationhood. Although de Gaulle did not dispense with the idea that the French nation was embodied in the revolutionary republican ideal, he assimilated a longer story of historical continuity into French nationhood.23 After Algerian independence was finally settled, the Fifth Republic became much more politically stable than its predecessor. But it still struggled with the legacy of empire. From the late 1950s to the late 1960s, North African migration to France significantly increased. The Third Republic had already opened up citizenship to Islamic migrants. But the post-imperial language of French nationhood proved harder to adapt to large-scale economic migration from those with little interest in French revolutionary history. While some earlier migrants became French citizens through military service in the First World War, the Fifth Republic was born from a war fought to protect an empire. High levels of migration also reactivated older divisions about French nationhood that went all the way back to the revolution, at the same time as it excited new ones. Increasingly, part of the right would insist that there could be no idea of the French nation without Christianity, some on the left that the secular nation was foundational to any French republic, and others—on both the right and the left—that French nationhood now had to accommodate a partially religious multiculturalism.24

For post-war West German democracy, economic nationhood, however successful, could not ultimately suffice in defining a German people. The German Federal Republic’s first chancellor, Konrad Adenauer, always insisted the Federal Republic was the only representative of an enduring German historical nation that included East Germans. But this notion raised awkward questions about the Nazi period. In the 1980s, German historians would fiercely debate just what the Holocaust meant for German national identity. This scholarly dispute showed how hard it was for Germans to agree about what they could remember. But it also demonstrated on both sides that collective disregard for the pre-war past was neither possible nor desired. Either Germans could still remember who they were as a people before the Holocaust and recognize its sins as one part of an ongoing history, or they were a people because they had a moral obligation to consider Auschwitz as an end point to one national identity and the beginning of a quite different one.25 Whichever way they went, Germans were a people by virtue of German history, rendering far from straightforward the assimilation of Turkish and North African guest-workers who stayed in the country into a story of German citizenship.

For different reasons, what could be collectively remembered about the past complicated British nationhood too. The Second World War made telling a historical story about British nationhood easier than it had ever been. During the war, the British democratic state mobilized its citizens to fight as citizen-soldiers, work as citizen-producers, and lend money as citizen creditors.26 This demand for sacrifice was accompanied by a national and democratic story told by Winston Churchill in his wartime speeches. In this tale, the British people had under his leadership, with the Labour Party’s support, dispensed with an establishment willing to surrender national independence in 1940 and decided to fight.27 Yet this story of British nationhood, which as Churchill had articulated it was in good part a story of Empire, had to function in post-war British democracy as the Empire was coming to an end. Migration from countries still or previously subject to British imperial rule made the historical story about British nationhood Churchill had told restrictive, even as the wartime experience had made it meaningful for many.

Eventually, the end of the British Empire also opened up the question of whether British political identity was sufficiently strong to override the older claims to Scottish, Welsh, and English nationhood. By the late 1960s, some Scottish nationalists were arguing that the multinational UK state relied on the historical lure of imperial economic gain and that without it the Anglo-Scottish union was redundant.28 By the early 1970s, the difficulties in a story of British nationhood that allowed the citizens of British democracy to see themselves as a collective people became evident. Northern Ireland, where the minority had never identified as British, descended into violence, and the British army, sent to restore order, only fuelled Catholic grievances about a system of rule that ensured Catholic marginalization. Meanwhile, the rise of the Scottish Nationalist Party and Plaid Cymru ensured that all British governments through the 1970s devoted serious political capital to finding a way to give more autonomy to Scotland and Wales without succeeding in doing so.

In the United States, as in Britain, the state mobilized many citizens as soldiers, producers, and creditors during the Second World War. Americans bought what amounted to virtually a bond for every adult citizen and every group of Americans in every part of the country took part.29 But the United States also fought the war with a very largely racially segregated military. Weber’s assumption that those who fought for conscripted national armies could not thereafter be deprived of the vote proved erroneous, and racial disenfranchisement continued in the South. Only in the 1960s did the federal government manage to force democratic political change on the Southern states, establishing a full-franchise American democracy for the first time. Still, the ongoing problems posed for American nationhood by slavery’s historical coexistence with the American republic, and a racial hierarchy’s persistence after its abolition, endured.

In his crusade for African American civil rights, Martin Luther King Jr went back to the founding of the American republic. For him, an ideal of American nationhood that included African Americans had existed from the republic’s beginning, and Lincoln had reaffirmed that faith. Looking back on the achievements of the sit-in protestors who had fought for civil rights in the early 1960s, he said they were ‘carrying the whole nation back to those great wells of democracy which were dug deep by the Founding Fathers in the formulation of the Constitution and the Declaration of Independence’.30 This American nation could not exist for King without the past. But others within the civil rights movement were more sceptical about redeeming American nationhood by restoring hitherto unfulfilled foundational ideals. Their insistence that the American republic was founded as a white republic and that the language of American nationhood was inherently tied to racial hierarchy led to black nationalism during the 1960s, including the hope of creating a new state within the territory of the existing American republic.31

Post-war Asian and Hispanic migration fuelled further the question of what endured from American history that could be compatible with an idea of nationhood for all American citizens. A 1952 law ended the ban on Asian migration and the restrictions on the naturalization of Asian Americans. Later, the 1965 Immigration and Nationality Act terminated the national origins quota regime that had been in place since the 1920s. This legislation led to a significant increase in migration from outside Europe, over time significantly altering the country’s demographic composition. But in cancelling the guest worker programme for Mexicans that had facilitated considerable seasonal movement over the border, the 1965 legislation additionally led to unauthorized migration into the south-west. By the 1980s, there were several million people who had lived in the United States for years without a legal right to do so. In 1986, Congress passed a law offering an amnesty to many unauthorized migrants and mandated stronger border controls. But unregulated migration from Mexico continued, in part encouraged by businesses that welcomed the cheap labour it brought. Soon Spanish speaking increased. By the 1980s, this language issue, allied to a growing interest in multiculturalism as a way of understanding the American historical experience, became particularly politically divisive. In this respect, American democracy found itself confronted with an issue about the relationship between language and nationality that had been central and politically destabilizing to European states’ nation-building in the nineteenth century.32

This shift to a more ethnically diverse democracy in which all citizens’ voting rights were protected by the federal government occurred at the same time as a conscript army was fighting in Vietnam. Instead of conscription for a now racially integrated army providing a basis for a political renewal of nationhood, it produced racial and class conflict. Under the rules of the draft, significant numbers of affluent white men could use education to defer service. By contrast, African Americans were heavily overrepresented in troop deployments and casualties, especially in the war’s early stages.

Conscription did not survive the Vietnam War. As the Jacobins’ introduction of conscription had symbolized a decisive turn to political nationhood in legitimating state authority in Europe, so its effective end in the United States in 1973 proved symbolic for the American republic. Without any sense that the homeland was under military threat, the American federal government had used a conscript army to fight a war in Eurasia in a manner that selectively protected some citizens from the obligation to take up arms. The political fallout exposed all the other fragilities in the idea of American nationhood. But if terminating the draft was politically necessary, its absence would also leave few historically recognizable options for resurrecting American nationhood: the economic conditions that had underpinned the New Deal version were coming apart.33

The 1970s Juncture

During the 1970s, the American republic and the Western European democracies were plunged back into instability. Unprecedentedly, inflation accelerated without a prior war. Nearly everywhere, there was a palpable sense that politics could not be contained within the existing constitutional orders. Democracies were more violent and confrontational than they had been a decade earlier. There were secessionist movements in Northern Ireland and the Basque region in Spain. In West Germany and Italy, left-revolutionaries engaged in murderous campaigns against politicians and the business class. Some targeted Jews. Their violence was matched by that of neo-fascist paramilitary groups. In the United States, the violence had started earlier on the streets. It spilled into elections in 1968 and continued in domestic terror groups into the 1970s.

This instability led some to charge that democracies were in the grip of democratic excess that would destroy them.34 Shortly before his resignation, the West German Chancellor Willy Brandt expressed his fear that Western democracies were sufficiently far down the path of temporal decay that they had only two or three decades left before they would slide through chaos into dictatorships.35 A belief that democratic nation states simply could not cope because they had become too democratic and too nationalistic was reflected in the Crisis of Democracy report published in 1975 by the Trilateral Commission, an influential forum established two years earlier to bring together politicians and business figures from North America, Europe, and Japan to contemplate the future. In his essay in the report, the American political scientist Samuel Huntington used the term ‘an excess of democracy’ to explain what he took to be the governability crisis unfolding.36

For all the report’s authors, democracy’s degeneration was inexorably tied to inflation. Indeed, Huntington described inflation as ‘the economic disease of democracies’ since ‘it becomes difficult if not impossible for democratic governments to curtail spending, increase taxes, and control prices and wages.’37 In the 1980s and 1990s, this argument was frequently deployed about monetary policy. Indeed, the whole intellectual foundation of the Eurozone articulated in the monetary–economic distinction laid out in the Maastricht Treaty was premised on the assumption that democratic control over monetary policy led to inflation.

But the perception that democratic excess expressed in inflation shaped the 1970s and a necessary reaction over the following two decades is a distortion of what happened. Economically, a change that fits the democratic excess thesis did occur in the 1970s. Wages as a proportion of national income increased in the 1970s, and corporate profits fell.38 Some trade unions in Western Europe did make it difficult for their governments to bring down inflation. Fearing more strikes, British, French, and Italian governments all at various times accepted wage demands from workers regardless of their consequences. In Italy, the government introduced a wage index, named the Scala Mobile, that guaranteed to trade unions that wages would increase with inflation. Since the Communist Party, which was politically strongest among the unionized northern industrial working class, was excluded from the Italian government, it proved impossible for Italian governments to reform the Scala Mobile without inviting an industrial and political confrontation. In the United States, independent, non-unionized truckers rebelled against gasoline shortages with wildcat strikes and blockades of interstate highways and bridges, using Citizens’ Band radios to coordinate their action. In 1974 the action turned violent and the highways became, in the words of historian Meg Jacobs, ‘zones of armed combat’.39

But the idea that it was the majoritarian dynamics of democracies that generated or then sustained inflation is problematic. The price and wage controls governments used to try to reduce inflation enjoyed widespread support, particularly among the working class and lower middle classes. Indeed, Richard Nixon was never more popular in his first term than when he introduced a wage and price freeze in 1971.40 It was big business, in the United States in particular, that had an interest in higher prices and pressed their case for them.41 Under Margaret Thatcher’s leadership, the Conservative Party in Britain easily won the 1979 general election by appealing to a backlash of working-class voters against the series of strikes that became known as the Winter of Discontent. The foreword to the Conservative manifesto that year cast the party’s purposes, of which reducing inflation was primary, in the language of ‘restor[ing] the balance of power in favour of the people’.42

The governments elected to office in the late 1970s and early 1980s that committed to restricting trade unions in the name of fighting inflation succeeded. Certainly, the changes in external economic conditions helped them, as did the immediate consequences of some of their own anti-inflationary policies. Much higher unemployment, largely afflicting industrial sectors that were already having to adjust to East Asian competition and some offshoring of production, made it harder for unions to press for wage hikes. Where service sectors eventually generated new employment, fewer workers were unionized. Even where they were, they did not possess the disruptive capacity that those once employed in indispensable industries like mining, steel production, and docking possessed. Nonetheless, far from rendering democracies ungovernable, these reforming governments, like Margaret Thatcher’s, stayed in power. Strike-restricting legislation in most Western European democracies passed without causing anything like the political instability that should have been expected if, as the Trilateral Commission suggested, ‘the demands on democratic government’ were growing ‘while the capacity of democratic government stagnates’.43 Under these policies and conditions, union membership in quite a number of European democracies, but certainly not all, fell, sometimes sharply. Even where union membership held up better, as in Germany and Sweden, national wage bargaining weakened.44

Oil, too, complicates any narrative where inflation is cast as a democratic disease overcome by capital-friendly politics in the 1980s and 1990s. In part this is because oil was an important cause of the 1970s inflation, and the fall in oil prices after the early 1980s generated by new supply had a significant role in bringing inflation down—as discussed in chapter four. But it is also because oil firms led those businesses that pushed for higher prices.

In the United States, which had a long-established domestic oil industry that had often invited charges of aristocratic excess, oil, more generally, had complex effects on the country’s democratic politics. For the four decades after the New Deal, there had been relatively little overt conflict in the American republic over oil, although the oil producers had continued to exercise considerable political influence, not least over how they were taxed. When, after American production peaked in 1970, prices started to rise and the first shortages appeared, democratic conflicts around oil reappeared, in a manner with some strong echoes of the first American Populists. The Democratic Senator Henry Jackson led a political charge for more regulation to protect those he presented as the people. George McGovern, the 1972 Democratic presidential candidate, at times adopted similar rhetoric, declaring on one occasion that ‘Big Oil won out over the people.’45 Some within the party presented the oil shortages as a conspiracy. Lee Aspin, a Democratic Representative from Wisconsin said: ‘There is little doubt that the so-called gasoline shortage in the Midwest is just a big, lousy gimmick foisted on consumers.’46 But the crucial change for American democratic politics in the 1970s was that the country became dependent on foreign oil and the Texas Railroad Commission lost the ability to set prices.

By telling some truths to both voters and American producers about the energy crisis, including that the American economy required OPEC imports to function, Jimmy Carter probably destroyed his presidency. When he tried to make conservation part of his move to restore energy independence, his critics, in his energy secretary’s words, ‘responded that conservation is not the American way; production is the American way’.47 This approach was Ronald Reagan’s solution to the energy crisis. He initially allowed higher prices to increase overall supply. This short-term response was paradoxically geared both to winning votes against Carter’s requests for sacrifice and to pleasing domestic producers who wanted energy inflation. For the medium term, by intensifying foreign energy dependency, it shunted oil out of the sphere of democratic political conflict into the geopolitical sphere, not least towards more American engagement in the Middle East. Notably, when the Reagan administration was caught having illegally sold arms to the Iranian government and diverting the profits to the Nicaraguan Contra rebels, Reagan reverted to the geopolitical argument that Iran’s oil and geographical situation on the Persian Gulf meant there was a ‘national interest’ in improving relations with the country.48

The response to the loss of relative energy self-sufficiency also had implications for nationhood. Nixon and Carter wished to make the energy issue a national project. In a televised address in 1973, Nixon declared that ‘we, as a Nation, must now set upon a new course…which will give us the capacity to meet our needs without relying on any foreign nation.’49 He compared this task to the United States’ founding as an independent state two centuries earlier. In what became known as his ‘malaise’ speech, Carter pronounced that the energy crisis ‘strikes at the very heart and soul and spirit of our national will. We can see this crisis in the growing doubt about the meaning of our own lives and in the loss of a unity of purpose for our nation’. He insisted that ‘the confidence that we have always had as a people is not simply some romantic dream or a proverb in a dusty book that we read just on the Fourth of July.’ Rather it was ‘the idea which founded our nation and has guided our development as a people’ and which now had to be restored through shared sacrifice to overcome the energy crisis and restore the American nation.50

But the energy crisis could not unite American citizens when the conflict between American producers and consumers within different geographical parts of the republic had become strongly zero-sum. The New Deal had protected oil producers without inflicting prices that provoked a political reaction from consumers. In the 1950s and 1960s, the Texas Railroad Commission had kept prices from going too high and too low. But when American supply had peaked and OPEC’s influence on prices was accelerating, there was no political equilibrium obtainable. In trying to manage the conflict, the federal government directly involved itself in the allocation of energy in ways that invariably fuelled sectional grievances. Under legislation Congress passed in December 1973, federal agencies controlled what was refined for gasoline and for heating oil, and to what industries and states the oil companies distributed supply for what use. The oil-producing states wanted to produce more at market prices. The non-oil-producing states, especially in New England where winter is cold, wanted prices controlled and more fuel allocated for heating. The Democratic Party divided on energy across these regional lines, and then again over oil’s environmental impact. Carter, who wanted higher prices to serve both reduced consumption and energy independence, was eventually abandoned by both sides.51

Although Reagan’s abolition of all remaining federal energy controls in 1981 ended the pressures energy allocation had heaped on the Union, these oil-generated divisions left a centrifugal legacy. This was temporarily disguised by Reagan’s landslide victory in 1984 on the back of the partial economy recovery that occurred after oil prices finally came down. But when, in the 2000s, it became clear that neither energy independence nor Middle Eastern foreign policy could solve the energy problem, those sectional fault lines would reassert themselves in new forms.

Aristocratic Excess Renewed

For all the furore about democratic excess in the 1970s, it was the risks of aristocratic excess in democracies that turned out never to have gone away. The post-war international institutions fashioned the conditions for a much larger international political class than the pre-war central bankers and financiers who had run the gold standard and the Bank for International Settlements. The original Bretton Woods settlement was also significantly diluted in ways that allowed more space for international finance than Dexter White and Keynes had envisaged. The Eurodollar markets facilitated the growth of a dollar-based international banking system operating beyond the control of governments and central banks. These markets offered opportunities for democratic governments to fund political parties and conduct foreign policy beyond any scrutiny by legislatures or voters and, on occasion, for politicians to enrich themselves and their business associates in patronage networks. The French oil company Elf, created by de Gaulle out of the French state-oil agencies, used the Eurodollar markets to run a massive private banking operation, through which it provided funds to the primary French political parties and to bribe foreign governments and firms.52 In Germany, from at least the 1970s, both the Christian Democratic and Social Democratic parties used the offshore Eurodollar markets to protect donors from taxes, distribute slush funds, and evade party funding laws.53

The conjunction of the Cold War and decolonization, meanwhile, ensured that the relationship between elected governments on one side and militaries and intelligence agencies on the other generated threats to democratic government. In 1958, de Gaulle came to power through a disguised coup in which it was clear that the next French government had to be acceptable to the French army. After the French referendum on Algerian independence in 1961, de Gaulle would himself have fallen to a coup if he had not been saved by the refusal of conscript soldiers to follow orders. The following year, he survived a serious assassination attempt organized by renegade French military officers. In Italy in December 1970, retired army personnel and Mafia members joined together in an attempted coup.

In the United States, the Cold War produced what President Eisenhower described in his farewell address as a ‘military-industrial complex’ conjoining ‘an immense military establishment [to] a large arms industry’, which created ‘the potential for the disastrous rise of misplaced power’. Although less commented upon, Eisenhower also warned that the ‘technological revolution’ behind the ‘military-industrial complex’ risked the ‘danger that public policy could itself become the captive of a scientific-technological elite’. What was needed, Eisenhower suggested, was for American citizens to recognize the problem of political time. American democracy, two centuries old as it was, constituted ‘a political and spiritual heritage’ now at risk from ‘plundering for our own ease and convenience the precious resources of tomorrow’.54 The Cold War also fuelled what came to be called an imperial presidency in the United States. From Harry Truman through to Richard Nixon, presidents took decisions to use American military power with minimal if any congressional involvement, even though it was Congress that had the constitutional authority to declare war. Lyndon Johnson used a legislative resolution passed after a dubiously reported incident in the Gulf of Tonkin as the basis to send American troops to Vietnam. Nixon fought a war in Cambodia and Laos for two years without Congress even being notified of the action. Meanwhile, successive presidents used the Central Intelligence Agency to conduct interventions, including paramilitary operations, in foreign states. In this sense, a good proportion of the exercise of American geopolitical power after 1945 became detached both from its citizens in a genuinely national army and from citizens’ representatives.55

In Europe, the EEC, established in 1957, had weak democratic foundations. There was no initial democratic legitimation to authorize the EEC’s creation beyond parliamentary votes, even though both France and Italy had held referendums on their post-war constitutions. Those who identified as European federalists and cultivated a trans-European political network to push the EEC towards ever closer union often saw constitutional and cosmopolitan authority as a counter to democratic, national authority.56 The Habsburg Empire’s enduring influence on the Central European political imagination left its mark.57 Some on the right, like the Austrian-born Friedrich Hayek, who supported a federal Europe did so because they thought that it would strengthen international liberalism at the expense of democracy. For Hayek, negating any idea of a national people in a cosmopolitan economic union would make big welfare states politically impossible, protectionist trade policies much more difficult, and all together produce a less interventionist state.58 In France, there was relatively little support among French political parties for any site of supranational European authority, but French bureaucrats pushed that agenda anyway, ultimately successfully.59

Nor in practice did the EEC become more democratic. None of the EEC’s institutions was directly elected. The unelected European Commission had the sole authority to initiate legislation. The 1960 Dehousse Plan for direct elections to the European Parliament was rejected, as was de Gaulle’s counterproposal for member states to hold concurrent national referendums to legitimate EEC decision-making.60 In two decisions in 1963 and 1964, the European Court of Justice asserted that the EEC constituted a legal order that imposed obligations on national governments and citizens, and that Community law was supreme over national law by direct result of the treaty establishing the Community. The eventual common market created a legal order that made government intervention in a good number of economic sectors illegal.61 In the end, the EEC proved to be a rather limited supranational entity. Indeed, for the governments who created it, the attraction was in part that it strengthened the nation state’s capacity to act economically, including in regard to energy.62 Nonetheless it diluted democracy in its member states by insulating executives from democratic demands expressed in national legislatures without providing an alternative supranational outlet for democratic discontent.

* * * 

Against this backdrop, it is unsurprising that by the mid-1980s, when labour’s bargaining power was decisively weakened, it was the risk of aristocratic not democratic excess that threatened individual democracies’ future. Economically, it could scarcely be otherwise. There never was a possibility that a return to open international capital flows would not significantly magnify democracies’ aristocratic features.

Certainly, a return to borrowing in international capital markets had its advantages in assembling majority electoral coalitions. As unemployment rose, governments could maintain welfare states without sharp tax increases. They could also use debt to adjust to higher oil prices and run trade deficits that allowed domestic consumer demand to rise.63 But, beyond the United States, protected as it was by the dollar’s position as the world’s pre-eminent currency, the bigger budget and trade deficits became, the more governments’ macro-economic decision-making was at the mercy of foreign exchange markets. Once a currency came under severe downward pressure, a government could only stabilize it by taking action that either depressed growth and often employment or restricted public expenditure. That did not prevent some governments, especially the Italian, running sizeable budget deficits for a lengthy period of time, and it did not lead to a general retrenchment of welfare states in Europe.64 But, as President Mitterrand painfully discovered in March 1983, European governments in the ERM needed anti-inflationary credibility. Indeed—as discussed in chapter four—maintaining exchange rate stability, and with it interest rate levels that made debt manageable and growth possible, required as many instruments of economic policy as politically feasible to be used for anti-inflationary purposes.

Meanwhile, from the 1980s, open international capital flows, including via the still-growing Eurodollar markets, would eventually make taxing the wealthy and internationalized corporations harder. Starting with the Reagan administration, many governments in the 1980s changed the rates of taxation and allowances. This did not necessarily lead to states collecting less overall tax from their citizens and national corporations. However, the composition of the taxes levied was refashioned. Where taxes on income and corporations were concerned, rates came down and allowances were restricted. Some of these changes were not particularly motivated by international financial conditions: promises of cuts on the lowest rates of income tax could help win elections, and once they came down any suggestion of raising them became a severe electoral liability. But from the 1980s, governments competed to attract investment from multinational corporations via benign corporate tax regimes.65 While few large states wished to take corporation tax as low as a state like Luxembourg, they were, nonetheless, pushed by the smaller states into lower corporation tax rates than democratic politics incentivized.66 This international corporation tax competition then had knock-on consequences domestically. Large gaps often opened up between top rates of income tax and corporation tax, affecting governments’ ability to tax the income of those who could take their income as company dividends.67

In time, in this international financial environment, it became significantly easier to tax those citizens on middle to high incomes where tax was deducted at source than the very rich and those with the discretion to organize their earnings, including in relation to capital gains, and move money abroad. As the Swiss historian Jacob Burkhardt wrote of third-century imperial Rome, something of an ‘aristocracy of freedom from taxation’ emerged.68 This shift in the balance of political influence within democracies around taxation became structurally entrenched. Offshore tax havens flourished.69 Since these were often bound up with offshore banking operating through the Eurodollar system, governments in challenging them, even cooperatively, would have to contemplate serious disruption to the international dollar credit environment.70 Consequently, accepting the tax loss, regardless of the democratic cost, became the path of least resistance, especially when the offshore banking system yielded clear political benefits for some in power.

Beyond the effects of the Eurodollar system on tax politics, the growth of financial sectors from the 1970s also accelerated the descent towards aristocratic excess. More finance-centric economies advanced the political influence of those who owned financial assets at the same time as organized labour’s wage bargaining power diminished. As well as offering very high salaries with income gains concentrated at the top, financial sectors created whole new financial assets with high returns.71 This had a significant impact on wealth and income inequality in those countries with international financial centres. In the United States, in particular, the top 1 per cent dramatically increased its share of income from the 1970s to the mid-2000s; the top 0.1 per cent gained even more.72 Those who owned these assets then sought political protection for them. Funds from the financial sector became from the 1970s indispensable to American politicians seeking to raise large sums of money to run for elected office. In the meantime, large businesses led by financial firms also augmented their permanent lobbying presence in Washington.73

Yet through all these changes reinforcing the dangers of aristocratic excess, the lesson taken from the 1970s and 1980s by European politicians in both centre-left and centre-right parties was that, in macro-economic matters anyway, it was democratic excess manifested in inflation that was the permanent hazard. This risk, many governments concluded, had to be guarded against by taking monetary policy out of democratic politics and making central banks independent, as was already the case in West Germany and more complicatedly in the United States. In the EU, central bank independence was made a necessary condition of participating in monetary union. Rather than inflation becoming a matter of democratic contest as debt grew and political strategies to manage that debt were required, its eradication became a near moral economic principle to be constitutionalized out of democratic politics in the name of preventing democratic excess.

The cumulative effect of more internationalized and financialized economies from the 1970s terminated economic nationhood. As the external environment that had underpinned it evaporated, the notion that there was a national political community with a shared economic fate for which the state could successfully take responsibility shattered. Citizens’ interests became too fiercely and too obviously divided. Inflation sharpened the conflicts of interests between consumers, generations, non-unionized workers, and those workers who initially could protect their wages via strikes and sector agreements.74 National corporatism—which in a number of European countries, including West Germany, had produced national collective wage bargaining—broke down, and under conditions of open capital flows and increasingly internationalized production it could not be restored.75 High unemployment, manufacturing decline, and the growth of financial sectors then strongly divided what had been largely national economies on a regional basis. In the United States, the inflation and regional divisions came together, with the non-unionized manufacturing economy in the South weathering the economic fallout of the strong dollar and high interest rate policies of the early 1980s better than the Midwest’s Rust Belt.

Predictably, debt played a crucial role in this unravelling of economic nationhood. When governments turned back to borrowing in international capital markets, the practice of using citizens as savers and taxpayers to finance the state and contain the risks to democratic politics from creditor–debtor conflicts ended.76 Democratic states became much more dependent on international financial markets to finance their expenditure and much less so on their citizens as savers and taxpayers. Henceforth, the interest costs of financing budget deficits fell on citizens via their taxes without any accompanying material return via their savings at the same time as democratic states’ dependency on international financial markets constrained which citizens they could tax at what rate.77

Beyond sovereign debt, the sharp rise in private debt also fuelled new domestic creditor–debtor conflicts, especially when, after oil prices slumped from the mid-1980s, there were fewer inflationary pressures anywhere, except for a while in Britain, to reduce its real value.78 Wage stagnation was masked by this rising household debt, a significant proportion of which was acquired on high-interest-rate credit cards issued by banks that were now subject to fewer restrictions on their lending practices.79

The accumulating pressures towards aristocratic excess and economic nationhood’s fall were largely two sides of the same phenomenon. There was a democratic argument to be made against the idea of the national economy protected by capital controls. If democracies’ long-term stability depended upon relatively high levels of material well-being, then nationally oriented economies appeared to subordinate universal aggregate gain to minority producer interests and allowed those with power to allocate capital for partisan purposes. But this argument treated economic nationhood as only an economic matter when, so far as it had worked, it had served as a political safeguard for democracies against aristocratic excess and, in principle, provided a low-danger means of defining national citizenship. If changing economic conditions rendered it impossible to sustain, then politically it still needed to be replaced without opening up potentially more destabilizing conceptions of nationhood.

* * * 

For some in the 1980s, the European Community was a partial remedy to this problem. If European democracies could not be rebalanced within nation states, a theoretical answer lay in refounding democratic political authority at the European level.

Certainly, the enlargement of the EC in 1973 enhanced the prospects for greater democratic legitimation at the national level. The French government held a referendum on ratifying the treaty for Britain, Denmark, Ireland, and Norway’s accession. Three of these four states then held referendums on completing membership. In rejecting entry, the Norwegian electorate showed that democratic consent to the EC was far from a given. In the 1980s, the Danish and Irish governments also adopted a more cautious approach to constitutional change than the original six states, with both holding referendums on the Single European Act. Greenland, which had joined the EC as part of Denmark in 1973 and acquired home rule in 1979, voted in a 1982 referendum to leave.

By contrast, British accession revealed just what difficulties moving the EC towards democratic legitimation could bring when the member state remained the lodestar of democratic authority. The Conservatives under Edward Heath made a commitment to negotiate for accession in their 1970 manifesto. Since the Labour and Liberal parties had also promised to begin negotiations, there was no electoral outlet for those who were opposed to membership to express dissent. Having negotiated a treaty, Heath pushed the accession legislation through the House of Commons on a strongly whipped vote.80 Labour’s commitment in the February 1974 general election to holding a retrospective referendum after renegotiating the terms of membership then exposed just what conflicts asking citizens to decide directly on EC matters could ignite in national democratic politics. Those who supported membership objected that referendums were demagogic and a tool of executive dictators like Louis Napoleon, as well as in the British case a constitutional anomaly.81 The first line of argument ignored what had happened in Denmark, Ireland, and Norway. The second line wished away the fact that referendums were the most coherent way the British constitutional system, which largely allows Parliament legally to legislate as it chooses, could deal with the future primary of EC law in a democratic manner.82 That there was so little agreement about how the issue should be settled as a matter of national democracy—by Parliament or a referendum—was a portent of how an EC that in time would become more supranational posed a new set of issues around consent, including ultimately losers’ consent.

Within the EC, the commitment in the 1986 Single European Act to complete the single market by 1992 also in practice decreased the chances of renewing democratic political authority at the European level. The single market effectively ended national labour markets and further weakened what remained of national corporatism without creating a structure for European-level wage bargaining.83 It fortified de facto economic rights to sell goods and services, work, and move capital within the EC without any concurrent democratic political rights for citizens that let them collectively choose representatives who would be responsible for what would become a single regulatory area or any obligations to pay tax. Indeed, rather than providing a balance against aristocratic excess in national democracies, the single market established a transnational site for lobbying almost entirely dominated by business representation where the dominant political discourse was technocratic.84 It also established the basis for significant class divides between citizens within member states. Those who benefited most directly from the economic rights the single market constitutionalized were generally an affluent minority, whose interests would henceforth at least in part be better served by EC-level politics than the political struggles within democratic nation states that might jeopardize those rights.85

Monetary union only intensified the EC’s aristocratic features. There was no possibility that the German government would agree to subordinate the European Central Bank (ECB) to a site of democratic political authority where the ends of monetary policy could be politically contested. The EC’s monetary union then removed what was still the democratic component in the Bundesbank’s political position from the European version of Germany’s monetary approach. While the Bundesbank at least existed in relation to the German state, the ECB’s authority was independent of any state. Rather, it possessed a constitutional mandate that had been agreed on a confederal basis and then legitimated by a divergent range of national democratic methods. Once a democratic state ratified the treaty creating the ECB, its elected representatives could not change their minds in response to democratic pressures about the ECB’s authority to decide monetary policy without leaving the monetary union.86

* * * 

As economic nationhood hollowed out, democracies were left with the particular notions of ‘the people’ that were acquired during their earlier historical experience, with all the attendant complications in relation to migration, and in the United States, to the ongoing legacy of slavery. In good part, losers’ consent still prevailed, helped by the fact that election results were often decisive, not least in the United States. Although nationalist movements in Western Europe’s three multinational states—the UK, Spain, and Belgium—grew, they did not come close to dissolving any existing unions in the 1980s. By the 1980s’ end, however irreversible the path towards aristocratic excess, the majority of citizens’ living standards were still rising and the corporations that a few decades later would permeate everyday life while paying minimal taxes did not exist.

Nonetheless, nationhood had not disappeared from democratic politics as either a presence or a danger. What remained was largely an imaginative story about a shared past. Virtually everywhere, especially in the United States, these historical stories resonated with many citizens while they were challenged by many others who believed they were too archaic and too burdened with imperialism and racism to unify. In the EC, some citizens of national democracies wanted to replace a political identification around nation states with one around a European political community. But the EC could not act like its member states did, not least because it had no capacity to tax and borrow, and democratically legitimating the authority it did have could incite sharp democratic contest within its member states. These conflicts left democracies with deep long-term problems. Parasitic as they were on what remained of nationhood, Western democracies would become more turbulent as, in the twenty-first century, the conflict over the legitimacy of nationhood spilled directly back into the economic sphere, not least via greater migration.
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Whither Reform


Reflecting in 2015 on the state of American politics, former president Jimmy Carter said that America had been ‘a great country’ because of its political system, but ‘now it’s just an oligarchy’ that functions with ‘unlimited political bribery’.1 The following year’s presidential election partially played out around the question of whether the American republic had indeed become an oligarchy. The initial frontrunners for each nomination suggested a dynastic contest between Hillary Clinton and Jeb Bush. Of the two, only Clinton proved able to defeat an unexpected, insurgent challenger. On the Democratic side, Bernie Sanders made restoring American democracy his central campaign message. In a speech in 2014, Sanders contended that ‘the great political struggle we now face is whether the United States retains its democratic heritage or whether we move towards an oligarchic form of society where the real political power rests with a handful of billionaires, not ordinary Americans.’2 In his declaration speech, he said that by prohibiting restrictions on corporations and other associations’ expenditure on election communications, the Supreme Court had ‘totally corrupted’ the ‘American political system’, and rendered the country’s democracy an ‘oligarchy’.3 In seeking the nomination, Sanders eschewed all the usual vehicles by which corporations give money to candidates, and relied on small donations from individual citizens. On the Republican side, Trump presented himself as a whistle-blower on an oligarchic class to which, as a big donor, he himself belonged. In one debate he blurted out:

Before this, before two months ago, I was a businessman. I give to everybody. When they call, I give. And you know what? When I need something from them, two years later, three years later, I call them. They are there for me.4

Just as starkly, the 2016 election dramatized the long-standing conflicts around American nationhood and citizenship. Sanders made unauthorized migration and corporate support for it a class issue: ‘What right-wing people in this country would love is an open-border policy. Bring in all kinds of people, work for $2 or $3 an hour, that would be great for them. I don’t believe in that. I think we have to raise wages in this country.’5 Again, Trump disingenuously portrayed himself as a truth-teller, saying in one Republican debate: ‘I know the H1B [a visa for temporary foreign workers] very well. And it’s something that I frankly use and I shouldn’t be allowed to use it. We shouldn’t have it. Very very bad for workers.’6 However, unlike Sanders, Trump’s outbursts on migration went well beyond class: Trump’s regular attacks on unauthorized migration doubled as nativist assaults on any notion of multicultural or multi-ethnic American identity. In promising to build a wall to shut the Mexican border, he also constructed a brutal one through American nationhood that shut out millions of American citizens from their own rights and identity.

The movement of people across state borders in search, for whatever reason, of new lives played just as crucial a part in the European electoral upheavals over the 2010s.7 In Germany, it was Angela Merkel’s response to the 2015 refugee and migrant crisis that turned the initially anti-Euro Alternative für Deutschland (AfD) into an electoral force that would make it harder for German political parties to form governing coalitions. In Italy, the Lega party, led by Matteo Salvini, used the burdens placed on the country in patrolling the EU’s borders to propel an ‘Italy for the Italians’ rhetoric. In Britain, constitutionally guarded freedom of movement helped Leave win the 2016 referendum on EU membership.8

But the EU’s single market and common border policies made the political context in which migration electorally played out in Europe rather different than in the United States. In the case of Brexit, the fact that the British government had no authority to restrict migration from other EU states forced a reckoning around a question that had been supressed since the introduction of the Maastricht Treaty: were the British electorate content to locate British democracy in a broader European legal and constitutional order whereby certain matters, like intra-European migration, were removed from national democratic politics? The result of that referendum then delivered another reckoning stemming from the same treaty: since Maastricht, the citizens of the EU’s member states were also citizens of a Union that brought them economic rights, but that Union could not ultimately guarantee those rights without the consent of national citizens and their representatives.

When the Covid-19 crisis struck, the Eurozone was confronted with a different version of the EU’s sovereignty–democracy misalignment. For those states inside the single currency, there is no monetary sovereignty. In a world in which monetary policy overwhelmingly provides the space for fiscal decision-making, it would be the supranational ECB that decided whether to support national borrowing. Three months into the Covid-19 crisis, the German Constitutional Court offered its ruling on the ECB’s first programme of QE. The question at stake went to the political heart of the tension between European-level authority and national democratic legitimation. In ruling that the ECB had acted outside its competences, the German Constitutional Court insisted that the sovereignty of the German people could not be transferred to the EU and that any decisions that ‘determine the overall financial burden imposed on citizens’ in Germany had to be a matter for the Bundestag.9

The German court had first seriously pressed the argument that democracy could only be located in the nation state in ruling on the Maastricht Treaty. Then, it had not prevented monetary union. In 2020, its decision had near immediate repercussions, forcing German politicians to make more strategic choices about the euro’s future than they had been accustomed to. The result—as discussed in chapter six—was new authority for the European Commission to borrow for the EU as a political entity and with it more pressure on the EU as a multi-currency union.

This is nothing like what happened in the United States during the spring and summer of 2020. Although the post-1945 stories of the American republic and the West European democracies ran along broadly parallel lines up to the 1980s, during the 1990s they diverged more sharply. In part, this is because of the politics of race and citizenship in the American republic. It is also because with the Maastricht Treaty, the EU acquired a specific set of democratic difficulties that are absent in the American context. Both have been central to the last decade of democratic disruption, including that around losers’ consent. But what has happened in Europe and in the United States are not the same story and they need to be told separately.

Maastricht and Monetary Union

It is the path the Maastricht Treaty established towards a not-quite common currency that has driven much of what has happened to European democracies for the past three decades. As a presage of the long-term problems it would cause, the treaty proved hard to legitimate. The 1992–93 ERM crisis—as discussed in chapter four—ensured that the referendums in Ireland, Denmark, and France occurred against a backdrop of currency crises. In Denmark, the referendum was lost, and the Danish government proceeded to negotiate various opt-outs, including from monetary union. In France, it was won by a tiny margin dependent on a large ‘yes’ vote in Paris. In substance, the Treaty proved the beginning of a story where monetary union hollowed out the old party systems of several of its participants, nowhere more so than in France.

Monetary union began as a French reform project and became at Maastricht a French failure. It rested on a firm separation between economic policy, which could be democratically contested, and monetary policy, which the Treaty deemed unpolitical. Few, if any, French politicians accepted the distinction. One of François Mitterrand’s regular ministers, Jean-Pierre Chevènement, campaigned against ratification, charging monetary union meant the ‘dismantlement of the republican state’.10 The principal centre-right party, then named the Rassemblement pour la République, divided during the referendum. Future-president Jacques Chirac supported ratification. But the other leading party personality, Philippe Séguin, cast monetary union as a betrayal of de Gaulle’s vision of the French state, and led a majority of centre-right voters into the ‘no’ bloc.11

Despite Maastricht’s ratification, the second round of the 1995 presidential election pitched two candidates—Chirac and the Socialist Lionel Jospin—against each other who entertained serious doubts about France joining the single currency. During his first months in office, Chirac contemplated a change of course, only to be persuaded to proceed by pressure on the franc and considerable harrying from the West German chancellor, Helmut Kohl.12 Chirac’s subsequent attempt to force the French budget deficit below 3 per cent to allow France to join the euro precipitated a general strike. When, in 1997, Chirac called early parliamentary elections in the hope of mobilizing support for pension reforms, the Socialists and their allies won a majority. With even less enthusiasm for monetary union than he had previously shown, Jospin became prime minister and insisted France could not accept the fiscal rules laid out in the Stability and Growth Pact. But, again, pressure on the franc drove a French prime minister and president to acquiesce to German preferences.

With neither main French party able to act upon their leaders’ reservations about monetary union, support for each began to erode. By the end of the 1990s, the far-right Front National party was becoming the one vehicle for opposition to the euro, even though disquiet among voters and the political class went well beyond its supporters.13 In the 2002 presidential election for the first time the Socialist Party candidate—again Jospin—did not make it into second round while the Front National candidate, Jean-Marie Le Pen, did. Jospin lost because of a proliferation of candidates to his left, including the anti-euro Chevènement, who won significantly more votes than the margin between Jospin and Le Pen.14

For Germany, legitimating the Maastricht Treaty generated a qualitatively different problem. Ratification became a judicial rather than a democratic contest. The Constitutional Court upheld the Treaty’s legality. Nonetheless, it insisted that any act outside the transfer of sovereignty laid out in that Treaty would not be valid in Germany, and that any further treaty change around monetary union would have to be compatible with German Basic Law. For the Court, the authority of the EU in any particular matter only had ‘binding effects within the German sovereign sphere by virtue of the German instruction that its law be applied’.15 The Court also marked out some democratic parameters for the EU. Allowing for the EU’s legal order, ‘the [member] States need’, the Court ruled, ‘sufficiently important spheres of activity of their own in which the people of each can develop and articulate itself in a process of political will-formation which it legitimates and controls, in order thus to give legal expression to what binds the people together (to a greater or lesser degree of homogeneity) spiritually, socially and politically.’ Accordingly, there were, the Court insisted, ‘limits…set by virtue of the democratic principle to the extension of the European Communities’ functions and powers’.16 This was not the first time the Court had ventured into waters suggesting German constitutionality needed to be an enduring component of the EU’s legal order. But this decision had much more long-term significance, pointing to an EU where the German constitutional order would serve as a serious constraint on both the substance and speed of reform.

In agreeing the Maastricht Treaty, the German government had laid out formidable safeguards against Italy’s accession to the Euro becoming a live question. But for Italian democracy, the criteria for qualification for the Euro generated an immediate political crisis, the resolution of which opened a path to the country joining the Eurozone. Within months of the Maastricht Treaty being agreed, the Italian First Republic collapsed under the weight of a massive judiciary-led investigation into the corruption that ran through the Christian Democrat and Socialist parties. In part, the structural cause of the First Republic’s fall was the Cold War’s end, with the Italian Communist Party’s demise eliminating the justifying pretext for the corruption.17 But the prospect of Italy’s exclusion from monetary union played a crucial role too. Since the patronage networks inside the party system were financed by government borrowing, the First Republic’s political dynamics were brutally incompatible with Italy joining the euro. In retrospect, Italy’s finance minister during the Maastricht negotiations, Guido Carli, recalled: ‘The Italian classe politica did not realize that by agreeing to the Treaty, it put itself in the position of already accepting a change of such magnitude that it [sic] would hardly leave it unscathed.’18

The technocrats who headed Italy’s Maastricht negotiating team were under paltry ministerial direction. Effectively, they made the choices that privileged euro membership over maintaining the First Republic.19 The senior official was Mario Draghi, then general director of the Italian Treasury, followed by Carlo Azeglio Ciampi, the governor of the Bank of Italy. For Draghi and Ciampi, what euro qualification required became a means of replacing the First Republic caste of party politicians with technocratic monetary experts who, bound by external fiscal demands, could reform Italian democracy.20

The First Republic reached its symbolic end in April 1993. After the Italian president refused to accept a decree from the Socialist Party premier de facto legalizing illegal party financing, the old Christian Democratic–Socialist regime fell. The president asked Ciampi to form a technocratic Cabinet. This began a pattern in which the Italian president would terminate governments, as Giorgio Napolitano did in dismissing Silvio Berlusconi’s in 2011. Ciampi’s government was later followed by a second technocratic ministry led by another former Banca d’Italia official, Lamberto Dini. In 1996, Romano Prodi’s Olive Tree centre-left coalition came to power after an election, but Prodi appointed Ciampi to be his finance minister. Since under the Second Republic executive decision-making was, consequently, relatively unhampered by electoral considerations, Italy could reduce its budget deficit to something approaching monetary union’s requirements.

During the 1990s, this propensity towards euro-justified technocracy was not particularly politically destabilizing. Most voters wanted Italy to join the euro and were willing to make sacrifices to ensure it: Prodi’s government was able to brand a time-limited tax increase on personal incomes ‘a tax for Europe’. Indeed, the technocratic bias that allowed Italy to qualify diminished a secessionist challenge from the Lega Nord—Lega’s predecessor—which under Umberto Bossi’s leadership argued that if Italy failed to enter the Euro, the North’s ‘nation of producers’ should secede.21

Nonetheless, the political demands of joining monetary union left a legacy. The huge fiscal retrenchment weakened the Italian economy. By 1997, unemployment was above 11 per cent and growth was poor. In avoiding a secessionary crisis, the discontent reappeared on the other side, with the South suffering persistently high unemployment. Moreover, being subject to the Stability and Growth Pact, Italian governments had fewer economic instruments to pursue interventionist policies towards the region.22 Inside the euro, the debt the Second Republic inherited from the First could be serviced significantly more cheaply. But this necessarily circumscribed the space for Italian democratic politics, particularly for the centre-right. While under Berlusconi’s leadership it played little part in executive government during the 1990s—Berlusconi served a seven-month term as prime minister in 1994–95—it was far from a spent political force. Berlusconi’s commitment to euro membership was variable at best and near non-existent around the Stability and Growth Pact, especially since his whole personal operation was bound to the First Republic patronage networks. When he became prime minister again in 2001, just as the growth benefits generated by euro membership were disappearing, he began to lash out at monetary union, claiming in 2005 that ‘Prodi’s Euro has screwed everybody.’23

The French ‘No’

Constitutionally, the enlarged EU of the post-Cold War world could not be the same as the Cold War EC. Facilitating the 2004 accession of the ten new states necessitated revisiting the rules for majorities in those legislative votes where each member state did not have a veto. The first attempt to deal with these issues was the 2001 Nice Treaty. This new treaty caused a legitimation issue in Ireland where a majority voted in a referendum against ratification. It also quickly became discredited.24 Despite the fact that Germany had a significantly bigger populace than any other country and the new system in principle allocated votes to states according to population size, Chirac had successfully insisted that the Franco-German parity be retained. By giving Spain and, on accession, Poland nearly the same voting rights as Germany, despite them having half the population, majorities could not easily be mobilized.25 Needing a way out, the EU declared at Laeken that it now sought a constitution to bring it ‘closer to its citizens’, less than a year after the Nice Treaty had been agreed and before a second a referendum had taken place in Ireland.26

Unlike Maastricht, the eventual Constitutional Treaty proved impossible to ratify. Ever since then, the fallout from that legitimation crisis has been a source of disruption within the EU.27 In Britain, the argument pressed in 1972 and 1975 that membership did not have constitutional implications fell flat over an explicitly named Constitutional Treaty. For months, the British prime minister, Tony Blair, resisted demands for a referendum, only, in April 2004, finally to concede. Blair’s decision prompted a succession of other governments in states that had never previously held a referendum on a treaty, as well as some of the new states, to follow suit.

For the French government, Blair’s move was particularly problematic. Rejecting the referendum option had always been a risk for President Chirac. It had been a long-standing Gaullist position that constitutional change should only occur in France after a referendum. Indeed, this proposition was central to the way de Gaulle had conceived the Fifth Republic, and he fell from power after losing one in 1969. But until Blair U-turned, Chirac, fearing a French ‘no’ quite probable, held out.28

When asked their opinion, French voters did indeed decline to ratify the treaty, as a few days later did the Dutch. In both cases, the EU’s enlargement eastwards and the prospect of Turkish accession played a part in the rejection.29 But the two referendums also revealed a growing perception that the EU shut down democratic political contest over economic policy. In much the same way that the Gaullists had split over the Maastricht referendum, the French Socialists fell apart over the Constitutional Treaty.30 When the vote came, more than half the Socialist Party’s supporters voted against the treaty, as in the Netherlands did more than half of Dutch Labour Party voters, and within the centre-left electoral coalitions, these dissenters were largely working-class voters.31

The French ‘no’ doomed the Constitutional Treaty. But the EU’s decision-making structure could not be left as it was without retaining the voting rules agreed at Nice. In response, the EU governments repackaged the Constitutional Treaty as the Lisbon Treaty and encouraged each other to eschew referendums. Former French president, Giscard D’Estaing, who had presided over the convention that preceded the Constitutional Treaty, privately explained this strategy in blunt terms when he said that ‘public opinion will be led—without knowing it—to adopt the policies we would never dare present to them directly. All the earlier proposals will be in the new text but will be hidden or disguised in some way.’32 When the Irish government, constrained as it was by the Irish constitution, did hold a referendum and elicited another rejection, the other states offered a few concessions before Irish voters were asked to reconsider.

* * * 

It was in Germany, France, and Britain where the longer-term fault lines around democratic legitimation from the Lisbon Treaty played out most emphatically. In Germany, the Constitutional Court’s ruling over the Maastricht Treaty cast a long shadow. After the legislature voted to ratify Lisbon in June 2008, the German president, at the Court’s request, declined to sign the law until the Court had ruled on a challenge to the treaty’s constitutionality brought by a group of complainants that included the left-wing party, Die Linke. When, a year later, the Court did hand out its judgment, it raised the bar protecting the German constitution even higher than it had done over Maastricht. On the immediate legal issues, it declared that the manner in which the Lisbon Treaty had been ratified violated the German legislature’s rights. Any attempt to move the EU from its present political existence as a ‘union of rule founded on international law’ to a federal state would, it insisted, require a new German constitution.33 Without that constitutional change, it continued, ‘the system of democratic rule in Germany’ would be undermined. Accordingly, national parliaments had to have sufficient ‘space’ to deliberate on the ‘economic, cultural, and social circumstances of life’, not least in ‘political decisions’ that ‘particularly depend on previous understanding as regards culture, history, and language’34 Within the EU itself, there could legally be no claim to policy competence that violated a member state’s ‘constitutional identity’.35 For the Lisbon Treaty, the Bundestag and the Bundesrat could meet the Court’s requirements by holding a further vote. But one month after German ratification was completed, the Greek euro crisis began, ensuring that the German government would soon have tacitly to decide whether, to save the euro, the ECB should start to act well beyond the powers conferred upon it.

For the French and British governments, the Lisbon Treaty posed a rather similar problem, although the fallout from the decisions made about legitimation played out with very different consequences. For French politicians, the question of what to do after the 2005 referendum defeat was urgent. Before any discussions about a replacement treaty could begin, France held a presidential election in 2007 and the two second-round candidates had to take a position on what should come next. The centre-right candidate, Nicolas Sarkozy, proposed a ‘mini’ treaty based on what he claimed were the uncontroversial parts of the Constitutional Treaty and opposed another referendum; the Socialist candidate, Ségolène Royal, advocated a comprehensive new treaty that would include changes to the ECB and then holding another referendum.

Sarkozy won. But what ensued at Lisbon was a treaty strikingly similar to the one French voters had previously rejected. Judging that another referendum would yield another ‘no’, Sarkozy decided to avoid one, saying that ‘a referendum now would bring Europe into danger. There will be no Treaty if we had a referendum in France, which would again be followed by a referendum in the UK.’36 Parliamentary ratification heaped pressure on the French Socialists. Despite Royal’s election pledges, most Socialists in the National Assembly voted for the treaty. Again, a French party split over EU legitimation. This time it was Jean Luc Mélenchon, a minister under Jospin, who founded a breakaway party, the Parti di Gauche. In the first round of the 2017 election, Mélenchon under a different banner would take 13 per cent more of the vote than the Socialist Party candidate.

The two referendums France held in 1992 and 2005 and the one it did not in 2008 did heavy accumulative damage to the principal French parties. This left the French political class reluctant to contemplate more treaty change. Indeed, in his first major speech on European matters as president, Emmanuel Macron expounded on these dynamics. ‘There was a time’, he said, ‘we twisted people’s arms and said, “careful, we’ll no longer be making proposals and we’ll no longer be coming to ask your opinions”. And we entered that “glacial period” when France, like many others, was afraid to make proposals because it was afraid of something taboo, something dreadful: a treaty change.’37 The irony was though that Macron’s bid for the presidency using a personal movement had only been possible because the fallout from EU constitutional reform so impaired the French party system.

* * * 

For British Prime Minister Gordon Brown, the Lisbon Treaty was likewise a democratic burden. Had he put it to a referendum, ‘no’ would almost certainly have won. Faced with this reality, Brown repudiated Labour’s 2005 manifesto promise to hold a referendum over the Constitutional Treaty, again with the spurious argument that Lisbon was qualitatively different from its predecessor.38

What was different in Britain and France was how the opposition party approached the issue of consent. The British Conservatives were opposed to both the Treaty itself and parliamentary ratification. Under David Cameron’s leadership, the Conservatives offered a ‘cast-iron’ guarantee that if ratification had not occurred by the time a Conservative government took office there would be a referendum, and said that the party would campaign against the Treaty.39 Consequently, as one of Sarkozy’s former EU advisers observed, the Lisbon Treaty’s fate became ‘a race between the second Irish referendum and the death throes of Gordon Brown’s government’.40

Yet Lisbon’s eventual parliamentary ratification proved insufficient to supress the consent issue in British democratic politics. The Conservatives had also promised that if the Treaty were ratified by the time they entered office, they ‘would not let matters rest there’ since ‘the treaty would lack democratic legitimacy in this country.’41 In the 2010 British general election, the Conservatives included manifesto commitments to legislate for an obligatory referendum on EU treaties and to negotiate to repatriate powers to Westminster. Against this backdrop, the British Parliament passed legislation in 2011 that necessitated a referendum on any treaty conferring new powers on the EU. If as former Commission President Jean-Claude Juncker would later say, ‘there can be no democratic choice against the European treaties’, then the British response became that new treaties had to be authorized by more than transient parliamentary majorities.42

Yet the 2011 EU Act proved insufficient to repair democratic consent in Britain. Cameron’s coalition government could reclaim powers back from the EU only in the context of a new treaty where the British government could table demands as the prices of its support. But, even leaving aside French reluctance to contemplate any such thing, the very fact that Britain would now have to hold a referendum on another treaty rendered the other EU members less likely to embark on one. After his failure in December 2011—recounted in chapter six—Cameron had then to ask for singular negotiations for Britain. In deciding to gamble on putting their outcome to a subsequent referendum, Cameron put Britain’s EU membership to a democratic probe it would not survive. Democratic consent to the EU in Britain, he said, in his 2013 Bloomberg speech, was ‘wafer thin’. The referendum outcome would vindicate that judgement.43

That a referendum was supposed to settle the issue of Britain’s membership of the EU raised profound problems around losers’ consent. In part this was because it deepened the pressure on the UK as a multinational state: in two parts of the UK—Scotland and Northern Ireland—the majority voted for Remain. But the weak losers’ consent after the referendum showed how far EU membership itself could destabilize democratic politics. Some Remain proponents argued that a referendum could not legitimately end the legal rights attached to EU citizenship. This charge effectively cast the referendum as democratic excess, risking in its implementation executive dictatorship.44 Indeed, some Remainers who wanted to contest the government’s decision to pursue withdrawal via Article 50 of the Lisbon Treaty on the basis of the plebiscitary vote appealed to the courts in the name of constitutional rights. Predictably, these moves invited a counter charge of aristocratic excess. Seen from this viewpoint, those able to take cases to the courts were seeking to thwart the majority will legitimately expressed in an election. In this respect, Brexit showed that EU citizenship had created constitutional economic and residential rights that, being subject to the contingent outcomes of national democratic politics, were in the final instance unprotected. For those non-nationals without a vote in a referendum in which those rights were at stake, losing them was hard to accept. For those who valued their Union-level rights and could participate in the referendum, their very electoral defeat showed why they might be more invested in the heavily constitutionalized EU order than the democratic national order that left them on the losing side.

Since Maastricht, the EU has acted as a divisive force upon democratic politics in its member states. It has made democratic consent tougher to obtain and factionalized citizens around where democratic politics should take precedence and where constitutional rules. Seen this way, the German Constitutional Court was both right and wrong in its assertions about democracy. Within the EU, the act of democratic authorization did remain solely with the nation state. But this was not because there was sufficient homogeneity within member states to talk meaningfully about a people who were socially, economically, culturally, or spiritually sufficiently bound together to have agreed in perpetuity to be part of a shared democratic political space. Indeed, in offering an alternative conception of a European political community to national citizens, the EU itself played a part in ensuring the increasing absence of any such unity.

Eurozone Creditor–Debtor Politics

For the democracies inside monetary union, the Eurozone crisis let loose a set of difficult dynamics around debt. Certainly, the Eurozone democracies were far from alone in experiencing class fury at the public expenditure cuts and tax increases, quickly labelled austerity, inflicted to reduce budget deficits so soon after banks received bailouts.45 Debtor and taxpayer anger was manifested in the Occupy movement that spread from the United States to Europe. Independently of the Eurozone crisis, these protests played a part in the rise of insurgent political parties across Europe.46 But in the Eurozone, creditor–debtor conflicts also involved inter-state relations. Northern banks had lent large sums to Southern European governments, corporations, and banks that from late 2009 could not be cheaply refinanced. When Southern Eurozone members were shut out of international capital markets, the subsequent bailouts primarily allowed debtor states to pay their Northern creditors, who then did not need bailing out at the national level. Meanwhile, since the Eastern Eurozone governments had pursued domestic debt reduction and their banks were not exposed, they contributed to bailouts for debtor states and creditor banks from which they took no benefit.47 Politically, containing these conflicts required a Eurozone with harder relations between the member states, suppressing democratic conflicts inside the weaker states.48

Predictably, it was in Southern Europe where debt politics led to the loudest calls for democratic reforms and the most overt language of aristocratic excess. In 2011, maybe a sixth of the Spanish population participated in the 15-M movement. The protestors explicitly directed their anger at what they saw as a corrupt and dynastic oligarchy tied to finance that had corrupted Spain’s democracy, presenting themselves as grassroots networked citizens claiming democracy back for those to whom it belonged.49 Out of 15-M emerged a new political party, Podemos, that positioned itself as the agent of bottom-up democratic renewal. It used digital technology to allow thousands of citizens to take part in party decision-making. It also advocated debt reform to favour debtor over creditor interests and proposed what it called a citizens’ basic income.50

This creditor–debtor politics erupted into Spain’s territorial politics. In part, this was a matter of timing. In the Eurozone crisis’ early months, the Spanish Constitutional Court struck down parts of the 2006 Statute of Autonomy approved by Catalan voters in a 2006 referendum, including a provision that recognized Catalan nationality. Under these already charged political conditions, the Spanish and Catalan governments came into conflict over the policy changes that might keep capital markets open for Spain while complying with Eurozone fiscal rules. While historically Catalan nationalism had been left-wing, austerity imposed from Madrid, allied to the fact that financial markets shut out the Catalan government from borrowing in 2012, generated separatist sentiment on the centre-right. In the November 2012 Catalan parliament election, the centre-right party campaigned for independence for the first time and the left-wing secessionist party made significant gains.51 The secessionist coalition that assumed power after the election held a non-binding referendum on independence in 2014, and then, after more parliamentary elections in 2015, another referendum in October 2017. After a ‘yes’ on a low turnout, the Catalan Parliament formally declared independence. However, the Spanish government refused to recognize the vote, beginning legal proceedings against members of the Catalan government and imposing direct rule that lasted until June 2018.

If Spain survived its secessionist crisis in 2017–18 by applying coercion to the problem, the rise of centre-right Catalan nationalism at the same time as Podemos, nonetheless, has made forming durable governments more difficult for Spanish politicians. There were two general elections in quick succession in December 2015 and June 2016 before a government could be assembled. At the second of two more elections in 2019, the Socialists took the largest number of seats but fell far short of a legislative majority. In January 2020, the Socialists finally formed a minority government in coalition with Podemos, by using abstentions from Catalan nationalist parties to reach a parliamentary majority.

* * * 

In Germany, creditor–debtor issues were both judicialized and became a cause of fragmentation in the party system. Once the Greek crisis began, the German government sought to prevent a banking collapse. For Merkel, another round of expensive German bank bailouts after 2008 would have been politically risky. Yet financing a bailout for Greece and later other Eurozone members also carried a domestic price.52 In selling the bailouts as necessary for Southern European states while keeping German banks, including their dollar borrowings, out of the national political debate, Merkel obfuscated the actual creditor–debtor dynamics at work. To make these bailouts domestically palatable, she also had to ask for fiscal concessions from other member states, including the Fiscal Compact’s new constitutional rules on borrowing.53

In the Eurozone crisis’ early months, the Karlsruhe judges appeared to offer the German government breathing space over letting the ECB take more of the strain. In an important non-euro case, they set the bar much higher than over Maastricht and Lisbon for the claim that an EU institution had acted beyond its authority. When, later, they provisionally ruled that Draghi’s Outright Monetary Transactions was legally and constitutionally problematic, they eschewed a confrontation by asking the European Court of Justice to pass judgment first.54 In first looking at the QE case, they again appeared reluctant to instigate a crisis, even as they said there were ‘grave reasons’ for concern, and once more referred the case to the Luxembourg court.55

Nonetheless, the fact that the ECB had acquired powers that no one could reasonably argue were ordained by the Maastricht Treaty had significant repercussions for German democratic politics, especially when aligned to Merkel’s decision to Europeanize bank bailouts. Opposition to the bailouts led a group of economists, lawyers, and businesspersons to form the AfD. The party’s 2017 election manifesto declared that ‘the principles of the original German consent to the Maastricht Treaty, which led to the introduction of the Euro, have been nullified.’56 Although the AfD received insufficient votes to enter the Bundestag in the 2013 general election, that same autumn it did win representation in several Länder parliaments. Undoubtedly, fear that the AfD could emerge as a party to the Christian Democrats’ right played a part in German Finance Minister Wolfgang Schäuble’s efforts in 2015 to expel Greece from the Eurozone and his willingness to criticize QE. Indeed, at one moment in 2016, Schäuble lashed out at Draghi as responsible for the AfD’s rise.57 It was also AfD members, including one of its original pre-2015 founders, who were the petitioners in the QE case to the German Constitutional Court. When the Bundestag voted in July 2020 retrospectively to legitimate what the ECB had done, the AfD voted against the motion.58

How disruptive the AfD would have proved in the German Parliament without the 2015 refugee crisis is very much open to question. Certainly, the party began to win more votes once thereafter, and under different leadership, it embraced an anti-immigration stance and an anti-Islamic rhetoric around German national identity. But the AfD, along with Die Linke, also provided outlets for expressing discontent about the gap between Maastricht and the reality of monetary union, a discontent that was shared well beyond those who voted for either party.59

The toll imposed by the insurgent parties on German democracy was evident in the 2017 general election and its aftermath. The Christian Democrat and Christian Social Union bloc and the Social Democrats received only 53 per cent of the vote, compared to 67 per cent in the previous election in 2013, with the AfD and Die Linke, as well as the Free Democrats and the Greens benefitting. This fragmentation in the party system made coalition formation more difficult than in the past. Since neither the AfD nor Die Linke were acceptable national coalition partners for the Christian Democrats and the Social Democrats would then accept the Die Linke only in Länder governments, there were few viable options available beyond some form of grand coalition across the centre left and centre right.

But sustaining these grand coalitions also became a source of democratic disruption. The Christian Democratic–Social Democratic coalition eventually agreed almost six months after the 2017 general election took place left the AfD as the formal opposition. Thereafter, both coalition parties faced major difficulties. Concern that the Greens had become the second party in German politics led Social Democrat party members, in November 2019, to elect two insurgent joint candidates to the party leadership who campaigned against the prevailing grand coalition agreement. After Merkel resigned the Christian Democratic Party leadership, her chosen successor, Annegret Kramp-Karrenbauer, was brought down by a regional crisis about coalition formation. In the Thuringian state election in October 2019, Die Linke and the AfD polled more than half of the vote. To prevent another election after Merkel had declaimed that the formation of a government reliant on AfD votes was morally unacceptable, the Thuringian Christian Democrats had to vote for a minority government that included Die Linke.60

In the 2021 general election, grand coalition politics appeared to have reached its limits, with the two principal parties falling below 50 per cent of the vote, even as the Social Democrats secured significantly more seats than in 2017. Contrary though to what had happened in Thuringia prior to the pandemic, neither the AfD nor Die Linke were the beneficiaries. Indeed, the idea that Die Linke might enter government in a coalition with the Social Democrats and Greens appears to have pushed some Christian Democratic voters to stick with the party, despite the deep unpopularity of Armin Laschet, its candidate for Chancellor. Instead, Germany was left with negotiations to form its first three-party government. Which three-party coalition, excluding the AfD and Die Linke, that would be, was driven by negotiations between two parties— the Free Democrats and the Greens— that between them won less than 30 per cent of the seats and that took sharply polarised positions on German’s debt brake and Eurozone debt.

* * * 

For the French Fifth Republic, the Eurozone’s creditor–debtor politics ultimately reasserted the older problems about the EU treaties and democratic change.61 In winning the 2012 presidential election, François Hollande overtly attacked aristocratic excess, saying at one point that ‘my enemy is the world of finance’ and promising to impose a 75 per cent tax rate on those earning above one million euros.62 He rejected the new constitutional fiscal restrictions monetary union imposed via the yet unratified Fiscal Compact treaty. He also attacked the de facto German veto on the instruments the ECB could use to drive down borrowing costs, saying that ‘it’s not for Germany to decide for the rest of Europe.’63 Hollande’s willingness to campaign against an EU treaty—albeit one constructed on an intergovernmental basis and formally outside EU law—exposed once again the tension between possible national democratic change and the EU’s treaty-based constitutional order. Faced with the prospect of a French election derailing the treaty, Merkel intervened, declaring her support for Sarkozy in a joint interview with Sarkozy on French and German television.64

Hollande’s defiance quickly floundered under the weight of French borrowing costs, capital flight, and rising unemployment. Like Mitterrand, Chirac, and Jospin before him, Hollande turned back towards his predecessor’s commitments. Although he obtained a large parliamentary majority for the Fiscal Compact, ratification caused some consternation within the Socialist Party, allowing the Parti de Gauche to seize on the issue. Like his retreating forerunners, Hollande then found the accompanying domestic reforms extremely difficult. Notably, his economy minister, Emmanuel Macron, resorted to pushing through labour market reforms, against a backdrop of violent protests, without holding a parliamentary vote.65

Hollande’s presidency eventually produced a definitive crisis for the French party system. By his last year in office, Hollande was extraordinarily unpopular. His failure effectively destroyed the Socialist Party and, allied to corruption issues around the centre-right, produced a presidential election in 2017 short of a Socialist or centre-right party candidate in the second round. Without Macron’s decision to launch a personal movement, En Marche, the French party system might have survived longer. But the decline of the duopoly at its centre was structural rather than accidental. Both parties had been weakened by Eurosceptic defections. In their inability in office to redeem the promise that monetary union was a move to a more French and less German Europe, they predictably lost votes to outright Eurosceptic parties whether the Front National—from 2018 rebranded as Rassemblement National—or the more movement style La France Insoumise (Indomitable France) party that Mélenchon formed prior to the 2017 presidential election.

Yet neither of the two principal parties could turn itself into a Eurosceptic party since, given the volume of French debt, exiting the euro would be too costly and call into question just why endeavouring to reform it on French terms had proved such a forlorn exercise. In this respect, Macron’s decision to dispense with the party system to win the presidency had a logic beyond his own personal ambition: the main parties could not be vehicles for the political action necessary to make France a rule-abiding euro member.

But Macron’s attempt at individual, charismatic rule beyond the parties to achieve an old ambition whereby French nationhood is realized through Franco-German leadership in the EU could not succeed either. Internally, this still required achieving economic reforms where his predecessors had failed in the face of protests and strikes. If he did not prevail, opposition would near inevitably continue either to drift towards Front National and La France Insoumise electorally or intensify on the streets. For if En Marche represented a vehicle for citizens wanting democratic renewal of the party system, the Gilets Jaunes marked another for its effective destruction, with what started off as protests against green taxes moving into demands for democratic reform, including citizen-initiative referendums. Externally, Macron had to assume, against all past experience, that German democratic politics was biddable to French influence.66 Although, after the 2017 election, Macron was spared a German government that included the liberal Free Democrats who were opposed to debt-sharing, the new Social Democrat finance minister in the grand coalition did not back his Eurozone demands. When Macron then had to make fiscal concessions to the Gilets Jaunes in late 2018, both sides of the French impasse came together. Any chance there was of making the Eurozone more susceptible to democratic political control relied on Macron being the president who in observing the Eurozone’s constitutionalized fiscal rules could finally persuade a German government to change them. Instead, Macron became the president who excited exceptionally lengthy protests.

Macron’s presidency became another example of how difficult the euro can make democratic politics when the distribution of taxation is at the same time circumscribed by international capital markets and offshore banking. Adapting the euro to changing economic conditions is limited by German electoral and judicial politics. The more governments, accordingly, pursue domestic reforms that hurt those materially dependent on state expenditure and who pay new taxes, the more they create domestic grievances that the principal parties—which must remain committed to monetary union—cannot absorb. Faced with the Gilets Jaunes’ demands for more democracy and fewer taxes, Macron eventually sought to co-opt them into his own endeavour to govern France without parties. In early 2019, he began a two-month ‘great national debate’ with citizens around the country. But this local deliberation had to be on questions set out by Macron that ruled out higher taxes on the rich. When it was over, Macron gave a national televised speech explaining how the government would respond. He promised income tax cuts for the middle class and more provision for referendums. But courting more direct democracy cannot be an exercise in democratic repair when a significant amount of economic policy is either constitutionalized within the Eurozone, or constrained by the need for ECB monetary support to borrow cheaply in international capital markets. In this respect, the euro ensures that some forms of aristocratic excess, whether around taxes or monetary technocracy, are very difficult politically to touch.

* * * 

Unsurprisingly, it was in Italy where the consequences of the Eurozone crisis for democratic politics proved most severe. That an Italian president would replace Berlusconi with Monti’s technocratic Cabinet—as discussed in chapters four and six—was not an aberration, even if neither the ECB nor the German chancellor had intervened in government formation in Italy previously. As the external support the ECB offered via an asset-purchase programme deepened, so the space for democratic politics over economic policy narrowed further: as a condition of access the new government had to achieve labour market reforms on top of fiscal discipline.67

Unsurprisingly, Berlusconi’s removal disrupted the Italian party system, producing another ascendant party that, as with Podemos in Spain, rejected representative democracy’s parameters. The Movimento 5 Stello (Five Star) movement was founded in 2009 by comedian Beppe Grillo and an internet entrepreneur. It began by attacking the Second Republic as corrupt, dismissing its political class as the ‘casta’, and arguing that what Italy needed was more participatory democracy in which citizens could be heard.68 In the 2013 general election, the first it contested, Five Star won the largest single party share of the vote in the lower house Chamber of Deputies. Since it ruled out governing with other parties, its success required the centre-left and centre-right groupings, plus the centrist party formed by Monti, to form a government.

In winning enough votes to make the technocratic option more difficult, Five Star generated grand coalition politics. By the European Parliament elections in 2014, Five Star had also become a decidedly Eurosceptic party, arguing for a referendum on euro membership, and attacking monetary union as ‘tailored to Germany and the financial oligarchies’.69 Allied to a resurgence of Lega Nord as a pan-Italian Eurosceptic party—now just called Lega—Five Star made the euro a contested political issue in the Second Republic, even though there was no evidence that it, or the Lega, had a coherent plan for withdrawal.

This rising Euroscepticism further deepened the tensions between Italian democracy and the Eurozone. After the 2013 election, the grand coalition government sought to navigate between the external need for ECB support and the domestic political need to put up some resistance to fiscal surveillance by the Eurozone institutions.70 This dynamic led Berlusconi to withdraw his party’s ministers from the coalition to reform his old party Forza Italia. After considerable internal turbulence within the centre-left Democrats, the young mayor of Florence, Matteo Renzi, emerged in February 2014 at the head of a narrower grand coalition government that did not include Forza Italia. On the other side of the pincer, this government was plunged into crisis when, in the summer of 2014, the Italian economy slid back into recession with no latitude for a fiscal response. At that point, the ECB had nothing to offer unless Italy applied for a bailout, but the unpopularity of the accompanying conditionality would have destroyed any government that asked for one. For there to be any chance of the ECB resuming asset purchasing, Renzi had to promise labour market reforms tougher than anything Monti had contemplated.71 To all intents and purposes, this Italian policy shift became the necessary political condition for the ECB’s move to QE in 2015.72

Of course, in offering the Italian government unprecedented support, the ECB deepened the structural tensions at work. Renzi’s labour market legislation was met by large demonstrations and a general strike. While Renzi’s coalition was dependent on the ECB to buy Italy’s debt, with Berlusconi’s party, Five Star, and Lega all outside the government, it still needed to attack the fiscal rules. In a confrontation in autumn 2016 over Italy’s upcoming budget deficit, Renzi raged: ‘What will Brussels say no to? Money for Amatrice [a town in the Lazio region hit by an earthquake in August 2016]. Money for schools? Two billion more for healthcare. They should tell us.’73 Having sacrificed considerable popularity to the labour market reforms, in December 2016, Renzi then lost a constitutional referendum he pushed on reforming the Italian Parliament. His departure made the underlying stress all too visible. Only a government that the ECB, and indirectly Germany, could tolerate could receive QE. Consequently, some kind of grand coalition that excluded Five Star and Lega had to be propped up for as long as possible by the ECB. Indeed, any prospects that QE could end by 2017, as before Renzi’s referendum defeat had seemed quite possible, disappeared.74

In the end, under the constitution, elections had to come. When they did in April 2018, the only plausible government was one constituted by the Eurosceptic Five Star and Lega. But to make this externally acceptable, the party leaders accepted that neither would become prime minister, a position that went to a non-elected law professor, Giuseppe Conte, and that a technocrat would be appointed finance minister. QE’s end in December 2018 loosened the constraints on the composition of the government at the risk of escalating borrowing costs, only for deteriorating economic conditions in 2019 across the Eurozone to reignite the original problem. In August 2019, Lega’s Matteo Salvini ended the Five Star–Lega coalition and sought elections. He was thwarted when Five Star defected to the grand coalition, producing a Democrat–Five Star government still headed by a technocratic prime minister. One month later, the ECB announced it would begin another QE programme in November. Probably, Salvini’s departure made QE’s return palatable. But the return of QE without Lega also appeared to ensure that if the next Italian election put the party into government again, the Italian republic’s debt-bearing capacity would be called into question, not least from the impact Salvini, or the far-right Fratelli d’Italia as a possible coalition partner for Lega, would have on German politics.

* * * 

Achieved via a treaty that could not readily be reformed, monetary union placed immense strains on EU democracies. Some of the destabilizing dynamics were in place from the start. There was a radically insufficient political consensus to support its essentially German terms being constitutionalized across member states, not least given the general issues caused by the awkward relationship between national elections and EU treaties. Elections, especially in France, produced demands for change that could not be met. In Italy, the euro acted as a safeguard against a democratic contest about debt that if it had taken place would have risked a financial crisis. But although monetary union made Italy’s debt serviceable, it also imposed a non-democratic straitjacket around who could exercise power and narrowed party competition between those who did. The ins and outs of a territorially incomplete monetary union pushed the constitutionalized single market into British democratic politics. As Hollande campaigned in 2012 against a treaty he was in no position to reject, so Cameron had campaigned in 2010 for an immigration target he was in no position to implement.

By reopening German politics to questions about the euro, the post-2008 monetary environment and the need to transform the ECB without the possibility of treaty change added more disruptive capacity to these foundational dynamics. The 2015 border crisis complicated further the politics generated by Germany’s position inside the EU and the Eurozone. It turned the AfD into the party standing outside constitutional norms and post-war German nationhood on migration while laying claim to be the party of strict constitutional propriety where the euro was concerned.

In Britain, democratically expressed discontent prevailed only to produce more instability in the UK’s multinational union. Elsewhere, democratic discontent with very different aspects of the euro had to be suppressed. In Germany, and especially Italy, this contributed to the move to grand coalition politics.75 In France, this was not an option because the euro and EU treaties had so weakened the main parties. There, street protest politics grew, eliciting an at times brutally coercive response from the French state. In Spain, the Catalan question seems to preclude grand coalitions; even more than in France, it has produced considerable coercion.

Within the Eurozone itself, the structural pressure has moved towards a possible democratic contest over a new treaty that could accommodate the post-2010 ECB and the prospect of permanent EU-issued debt. Yet the very political difficulties treaties cause for EU democracies, the severity of the contest that would ensue, and the fact that the EU and the Eurozone are not aligned ensure that such a treaty would become the source of another serious disruption for the EU.

The American Repair That Wasn’t

The strains on the American republic that would become overtly manifest in the 2016 presidential election were rather different. Democratic contest was circumscribed less obviously by the formal constitutional order, which was increasingly contested, than the oligarchic influence of money upon elections. The crucial question would become not what had to remain the same regardless of elections, but whether election results were accepted as legitimate, especially for the presidency. One frame for understanding this is how the difficulties around American nationhood intensified from the 1990s onwards and how they interacted with the problems of aristocratic excess generated by the post-1970s world economy.

Beginning with Bill Clinton’s presidency, there was a serious attempt to repair American nationhood. Both Clinton and George Bush Jr’s administrations sought to address the inequity of racialized home ownership that had been entrenched during the New Deal. In 1994, the year Clinton announced a plan to drive up ownership among minority groups, 70 per cent of white Americans owned their home while only just over 40 per cent of Hispanics and African Americans did.76 Under the old New Deal framework, reform might have been achieved by direct federal action. Instead, Clinton encouraged private mortgage creditors to lend to households hitherto excluded from loans by securitizing the debt and mandated the two congressionally chartered but privately owned mortgage corporations, Fannie Mae and Freddie Mac, to buy mortgage-backed securities containing those loans, as well as purchase more mortgages given to low-income earners.

One outcome of this approach to the home ownership problem was to amplify the growing aristocratic excess in the American republic. Mortgage securitization encouraged financial corporations to borrow vast sums of dollars to purchase mortgage-backed securities that deepened their dependency on short-term funding markets, shaping the context of the 2008 bank bailouts. Setting ambitious targets for Fannie Mae and Freddie Mac encouraged a culture of accounting irregularities that yielded huge personal rewards for top executives. The two corporations then defended these practices to Congress, many of whose members’ electoral campaigns were financed by individuals working for Fannie Mae and Freddie Mac and their lobbyists.77

The Clinton and Bush administrations’ willingness to sacrifice American manufacturing jobs to integrating China into the world economy—as discussed in chapter five—reinforced the same plutocratic trends. In 1992, Bill Clinton campaigned on a ‘get tough on China’ stance, promising to oppose renewing China’s then bilateral trading status, which had to be authorized on an annual basis. Under pressure from huge business lobbying, often supported directly by the Chinese government, he gravitated in office towards an entirely different policy.78 After the 1996 election, evidence mounted that Chinese government agents had donated to Clinton’s re-election campaign and Democratic candidates in congressional elections.79 Unsurprisingly, as American manufacturing jobs disappeared, the federal government’s China policy became perceived by many working-class voters in class terms as one where geopolitical cooperation, corporate profits, and campaign funds were prioritized over their interests.80

Meanwhile, the Clinton administration tried and failed to diffuse the political conflicts around migration and citizenship that emerged after 1965. Legislation Congress passed in 1994 and 1996 allowed for much-increased policing along the Mexican border. But this succeeded only in pushing migrants to cross into the country at more dangerous parts of the border. The non-citizen resident population continued to grow.81 In 1990 there were 3.5 million unauthorized migrants in the United States. By 2007, there were 12.2 million.82 Successive administrations’ inability to control the border, despite electoral promises to do so, provoked anger, especially when some large businesses lobbied for more migration.83 But on the opposite side, democratic pressure also grew to align the actually existing American population with citizenship. A political impasse ensued, exemplified in failed congressional attempts to reform immigration law: there was insufficient support for extending citizenship and insufficient practical capacity to tighten a more than 3,000-kilometre border. In the ensuing political space, federal–state conflicts materialized about where the responsibility for funding federally mandated entitlements for unauthorized migrants lay.84

If economic nationhood could not be resurrected to include more citizens or the citizenship issue settled, the need for losers’ consent was amplified by the Cold War’s end and demographic change. Absent the Republicans starting with their Cold War advantage on foreign policy issues and with the Democrats’ post-1964 weakness in its previous stronghold in the South continuing, both parties struggled to command popular electoral majorities. In 1992, Bill Clinton won the presidency with 43 per cent of the popular vote. In winning in 2000, George Bush Jr accumulated around half a million fewer votes than his defeated opponent, Al Gore. In 2004, Bush did just reach 50 per cent, but a small change in the votes cast in Ohio would have swung the election to John Kerry.

The other federal institutions of the republic heightened the pressure on losers’ consent. The bitter contests around Supreme Court rulings since the 1960s made each presidential election in part a contest about the Court’s future political direction, undermining the idea that the Court’s role was to uphold an agreed constitution. Redistricting in the House of Representatives—where congressional districts are refashioned decennially after each census—became embroiled in racial politics.85 Meanwhile, the differences in population size between the fifty states were growing, accentuating the Senate’s anti-majoritarian structure, where each state regardless of the number of voters has two senators. In 1995, the long-standing senator for New York, Daniel Patrick Moynihan, pronounced that ‘sometime in the next century the United States is going to have to address the question of apportionment in the Senate.’86

These dynamics began to heap pressure on the legitimacy of the electoral college, where the democratic and federal principles of the constitution exist in hybrid form. The 2000 presidential election ended up in the Supreme Court. On this occasion, losers’ consent held. But the fact that five justices appointed by Republican presidents used some awkward constitutional reasoning to stop recounts in Florida and hand the election to Bush could only deepen the conflicts over the Court’s political direction and underlying legitimacy. These close elections further aggravated the tensions brought about by a labour force where some did not possess political rights. While unauthorized migration did not straightforwardly divide the parties from each other, it did divide the class coalitions within them, a reality reflected in the use both Trump and Sanders made of the issue as insurgent candidates against their nominal parties in 2016.

The 2008 election offered the impression of a respite. The victory of a candidate of mixed race promising democratic reform appeared to bury the ethnically restrictive version of American nationhood and ignited hopes that elections could bring a meaningful change in economic direction. Obama’s sizeable electoral college victory, with a higher percentage of the popular vote than any president since 1988, also suggested that presidential elections could still produce decisive results.

But these hopes proved illusory. The 2008 result rested just as much on the relative turnouts of antagonistic demographical coalitions as those in 2000 and 2004.87 Obama was more a symbol of the aspiration for political change than the agent of it. His biography could indeed be projected into a repurposed American nationhood, and his rhetoric sought to reclaim the republic’s foundations for an inclusive American people.88 In declaring his candidacy, he made democratic renewal his rallying call, appealing to those like him who believed that ‘we can be one people’ and articulating a faith in democratic repair made possible because the ‘genius of our founders…designed a system of government that can be changed’.89 But there was little if anything in his economic policy that distinguished him from his primary Democratic opponents. In office, his presence in the White House did serve as a transcendent symbol, but one that also appeared to make some white voters more responsive to contrary appeals to race and ethnicity.90 If no leader in a democracy can personally be a vehicle of national unity without delegitimating democratic political conflict, the messianic hopes not infrequently projected onto Obama amplified this problem by tacitly denying it.

Even without the fallout of the 2008 crash, the conditions for a class politics driven by anger at aristocratic excess remained in place throughout the two Obama presidencies. In 2008, Obama raised massive sums of money from Wall Street.91 In breaking away from the public financing system that placed limits on election expenditure, Obama ensured a subsequent money-raising arms race. The Supreme Court then accelerated this competition by its insistence in 2010 in the Citizens United case that corporations have a constitutional right to spend as much money as they like during elections.

During the Obama presidency, large corporations continued to employ those who had previously worked in the executive. Non-profit organizations and foundations set up by former politicians, like Bill Clinton, still financed charity work through donations from the same people who amply funded political candidates, as well as foreign governments. Large corporations that operated off Pentagon contracts and furnished a regular line of party donors still often failed to supply the military wherewithal for which they bid.92 If the point of vast military expenditure was to win wars, the reality, by 2016, appeared to be a continuous supply of tax revenue to a small number of firms while American military forces struggled at best to impasse and at worse to disaster in the Middle East and Afghanistan.

Oil’s Return

After disappearing as a potent domestic issue during the 1990s, oil complicated how the American republic could contain these destructive forces. Oil’s overt reappearance began with George Bush Jr’s bid for the presidency. Bush raised large sums of money from the oil and gas industry, and was repeatedly attacked as the energy sector’s candidate.93 He then made Dick Cheney—the CEO of Haliburton, a large oil field services corporation—his vice-presidential nominee, and a perception that business energy interests dominated the administration intensified through the build-up to the Iraq war.94 The war’s failure to reactivate Iraqi production decisively reopened the 1970s divide between energy-producing states, consuming states, and environmental groups. From 2005, the administration had to prioritize what had always been the domestic side of its energy agenda, namely increased national oil production. In his 2007 State of the Union, Bush ventriloquized Nixon and Carter: ‘For too long our nation has been dependent on foreign oil. And this dependence leaves us more vulnerable to hostile regimes and terrorists who could cause huge disruptions of oil shipments and raise the price of oil and do great harm to our economy.’95 In 2005 and 2007, Congress passed two pieces of legislation—the second of which was named the ‘Energy Independence and Security Act’—to remove some of the regulations on production and to provide considerable subsidies to oil and gas firms.

Before oil prices slumped and Lehman Brothers’ bankruptcy, the 2008 presidential election was dominated by the energy issue. With oil prices reaching their near $150 nominal peak that July, Bush lifted the executive ban on offshore drilling. Although many congressional Democrats would have preferred to prioritize the environment, they joined with Republicans to allow limited exploration.96 For the Republican candidate, John McCain, the Congressional Democrats’ partial opposition to more drilling and Obama’s to suspending gasoline taxes appeared a potential election winner. A July poll showed that more than three-quarters of the electorate agreed that gasoline prices would be extremely or very important in how they voted. Another showed a large majority in favour of drilling on federally protected land.97 At the Republican National Convention, ‘Drill baby drill’ became a Republican campaign cry, even though McCain himself was opposed to drilling in the Arctic wilderness.

The allure of energy independence facilitated by the shale boom made democratic politics in the United States oil-centric after the Crash too. Well aware that many voters wanted lower prices, less corporate profit-making, and more action on climate change, Obama tried to face all ways in office. In March 2010, his administration announced it would allow new offshore drilling. But after the Deepwater Horizon oil spill in the Gulf of Mexico the following month, it reversed this decision. Caught between the price and environmental imperatives, Obama delayed for six years making a decision on whether the fourth stage of the Keystone XL pipeline—commissioned in 2010 to carry tar sands oil from Alberta in Canada to the Gulf of Mexico—could go ahead. During the 2014 mid-term elections, the Republicans used the issue as part of their successful effort to win back the Senate. But, holding a vote even before the new Congress sat, the Republican majority leader fell one vote short of the sixty required to force approval. In 2015, without any further elections to worry about, Obama finally announced he would not approve the pipeline. In his statement rejecting the pipeline, Obama suggested oil had become a symbolic issue divorced from its actual content on both sides, where the only frames for discourse were either the evil of the oil companies, or ill-informed passion blocking what economic growth and jobs made necessary. But he also introduced his own levels of disingenuousness by conflating the very different questions of ‘clean’ energy and ‘home-grown’ energy for both of which he wished to claim political credit.98

On the Republican side, oil played a significant part in the 2016 election, as it had done in 2000. It provided the central context for Jeb Bush’s party establishment bid for the Republican nomination. Following a similar path to his brother, Bush attacked environmental regulations and the export ban, saying he would increase state over federal authority on drilling and immediately approve Keystone. The oil and gas industry donated more funds to Bush’s campaign than to all the other Republican candidates put together.99 This vast sum of money and his dynastic name made Bush the poster boy for aristocratic excess in 2016, even as Bush presented himself as defender of the majority interest, protecting consumers from high prices and excessive environmental concern.100 Bush’s candidacy ended ignominiously. But making cheap prices and abundant supply the democratic cause was an obvious move that Trump would later exploit: even as a growing number of voters attached importance to climate change, there was no evidence that most citizens wished to pay more for their energy consumption or reduce it.

American Creditor–Debtor Politics

The immediate practical necessity of shale production and its dependence on vast credit helped shape a relatively broad political consensus in the United States around zero interest rates that was absent in the German-dominated Eurozone. Nonetheless, after the crash there was severe political conflict about whose debt the federal government and central bank’s resources should support.

The Bush administration’s bailouts for financial corporations, the Troubled Asset Relief Programme (TARP), produced immediate democratic discontent. At the first time of asking, the House of Representatives voted TARP down. On the right, the anger drove an anti-bailout and anti-borrowing Tea Party movement, which quickly challenged the Republican party leadership.101 Insurgent candidates won some Republican primaries in the 2010 mid-term elections and played a significant part in the party retaking control of the House of Representatives. For Tea Party activists, the Republican leadership had failed to protect citizens as taxpayers against both the banks’ demands for bailouts and the federal government’s own borrowing, which they charged was used to support non-citizens. Utilizing old American Populist rhetoric, the Tea Party often depicted unauthorized migrants as outsiders to productive citizenry and charged that the left wanted to extend the franchise to non-citizens to make their conservative votes matter less.102

In seeking both to change the Republican Party’s direction and contest elections under the party’s name, the Tea Party was quickly trapped in the American party system’s aristocratic features. The billionaire Koch brothers, with family oil and pipeline interests, soon emerged as major funders.103 Some Republican candidates for Congress, like 2016 Republican presidential contender Marco Rubio, mobilized activist support to run on the Tea Party label before moving once in Washington to follow the policy prescriptions of their corporate donors, not least on unauthorized migration.104

If TARP ignited clamour for the federal government to borrow less, the mortgage foreclosure crisis drove the dispossessed to demand the federal government bail out their debt as generously as it had that of the banks. But, unlike in the 1930s, neither political party offered a reform programme designed to protect mortgage debtors. The ensuing debtor discontent was manifested most obviously in the Occupy movement in 2011, with its quite literal attack on aristocratic excess in the slogan ‘we are the 99 per cent.’ These protests helped produce a younger generation of activists within the Democratic Party determined to move the party to the left, away from its entire economic trajectory since Bill Clinton’s turn towards liberalizing trade with China.

Across left and right, a common belief that the American republic was neither politically nor morally equipped to respond to economic grievance was now palpable. This would have been a heavy democratic burden in its own right even without the racial fallout of the foreclosures crisis. The debtors who lost their property, including to systematic fraud, were disproportionately African American and Hispanic.105 Consequently, what had been long-standing racial inequalities in wealth sharply increased after 2007.106 In the five decades after the civil rights reforms that restored citizenship to African Americans in the South, American politicians had proved unable to extend the same economic benefits in federal support for home ownership to African American and Hispanic citizens that their predecessors once had to white citizens. Indeed, in attempting to remedy the problem by using internationalized banking to provide the money, American politicians had only made it worse.

Against this backdrop, African American voting rights also became severely politicized. A number of Republican-controlled legislatures, including in the South, pushed changes to state electoral law that were prohibited under the 1965 Voting Rights Act. But, in 2013, the Supreme Court ruled that two provisions of the Voting Rights Act restricting six Southern states’ authority to make electoral law changes without federal approval were unconstitutional. Thereafter, some Republican state congresses, not only in the South, made new electoral rules to enforce voter ID requirements, cut early voting, and close down local polling stations, the effect of which was often to reduce African American and Hispanic turnout.107

As the contest over which citizens could in practice exercise their constitutional right to vote increased within states, the federal contest over whether the millions of resident non-citizens should be made citizens and what to do about the Mexican border continued. Another reform bill that included a path to citizenship for unauthorized migrants failed to pass Congress in 2013. After Republicans took control of the Senate and increased their House majority in the 2014 mid-term elections—in part by using the border issue—Obama issued executive orders to grant legal reprieves for some long-standing residents and extend visa programmes in a number of economic sectors. This move took the conflict ever more into the judicial sphere. The Texas state government and twenty-four other states pursued a case against Obama’s executive orders. After a lower federal court ruled the orders unconstitutional, the Supreme Court, with only eight judges sitting due to Justice Antonin Scalia’s death, tied 4–4 on the case in June 2016, leaving the lower court ruling standing. As on other some other matters, the American republic appeared trapped: it could neither resolve the citizenship issue nor control the border, and any attempt to do either only reminded its citizens how little they agreed about what it meant to share a democracy with each other.

Trump’s Insurgency

Without the political potency of the citizenship and border issues, there would probably not have been a path for Donald Trump to the Republican presidential nomination in 2016. In utilizing the issue, Trump drew from the deep wells of restrictive American nationhood. His language, whether it was his promise to build a wall on the Mexican border or his claim that a judge of Hispanic descent presiding in a fraud lawsuit against Trump University could not be impartial, all appealed to the ethnic version of American citizenship that had been approved judicially until 1952. This rhetoric necessarily delegitimated millions of American citizens and utterly dismayed many others.

But Trump’s effective hijacking of the Republican nomination from extremely well-funded party insiders and his victory against Hillary Clinton also brought out other fault lines running through the republic. As well as blatantly appealing to nativism, Trump mobilized class discontent against aristocratic excess. He used China-trade policy, the bank bailouts, the Fed’s QE programmes, business lobbying over unauthorized migration, and the Middle Eastern wars to present the American republic as oligarchic in form and outcome. That he openly partook in the aristocratic excess himself was in political rather than moral terms beside the point. Indeed, it made him like the Populares in the ancient Roman republic, who, while belonging to the senatorial class, used the plebeians’ class grievances to compete with fellow class members for power.

Whatever the domestic implications of the geopolitical reorientation away from China, Trump’s presidency was never going to be an exercise in democratic repair. The republic’s oligarchic features offered him the opportunity to use the presidency advance his business interests and bestow patronage on his family. During the general election campaign, he took significant sums of money from billionaire and corporate Republican Party donors, dismantling immediately his primary season argument that his wealth meant he could not be politically bought. To staff his administration, he turned in his early senior appointments to military generals. To pass legislation, he needed support from Republican members of Congress, whose agenda was not the large-scale infrastructure expenditure on which Trump had campaigned but the standard party fare of tax cuts and authorizing Keystone.

Indeed, Trump’s relationship to oil politics encapsulated the distance between the part of his rhetoric slyly framed around democratic reform and the reality of governing in the American republic. During the primaries he lashed out against his rival Ted Cruz as ‘totally controlled by the oil companies’.108 Unlike other Republicans who treated Keystone authorization as an article of faith, he said he would allow it in return ‘for a big piece of the profits for the American people’.109 On at least one occasion, he suggested that local communities should have the right to vote on whether to ban shale drilling.110 Even during the general election, Trump, unlike Clinton, received very little money from the oil and gas industry.111 But, in office, Trump’s attitude predictably radically changed. At the suggestion of Condoleezza Rice, former national security advisor to George W. Bush, Trump made Rex Tillerson, the CEO of ExxonMobil—one of the world’s largest oil companies—his first Secretary of State. In his first days in office, he issued an executive order to begin Keystone’s approval without any mention of the federal government acquiring a share of the profits. Any scepticism about shale vanished too. Indeed, like Obama before him, he wanted the credit for what he called American ‘energy dominance’ and a ‘golden era of American energy’.112

Here, Trump was little different from any insider politician who might have occupied the White House during the shale era. Pre-Covid, he was well aware that his re-election prospects were at the mercy of decisions made in Riyadh and Moscow, since this era of supposed ‘energy dominance’ did not mean American shale companies determined prices if the other two large producers co-operated. Anyone else would not have demanded the Saudis increase production over Twitter. But affordable oil prices are what any incumbent American president facing election would wish for, as Joe Biden has already demonstrated, even as American politicians are able to insulate a good number of other policy areas from majority sentiments.

What made Trump’s presidency singular was not so much what he did but his rhetorical and presentational relationship to the office: for many citizens his very presence in the White House was always democratically illegitimate and he regularly acted to aggravate that perception as much as possible. The fact that Trump did not win the popular vote, and that this was second presidential election in sixteen years where the republic’s federal features had prevailed over its democratic, immediately weakened losers’ consent. Long before his extraordinarily reckless and shameful conduct after the 2020 election, those never able to accept Trump’s presidency saw his inflammatory nativist rhetoric and administrative incompetence as evidence of how democracy decays into chaos without enforced constitutional constraints and norms.113 For Trump’s defenders before the 2020 election, some of their fellow citizens’ unwillingness to accept defeat in 2016 was an attack on democracy motivated by class interests.114

Underneath weak losers’ consent lies the problem of American nationhood and its relationship to federalism. Issues about American historical memory, and the founding of the American republic in particular, ignite disintegrative political passions. Accepting the confederacy’s history as part of the collective American historical experience was part of the post–Civil War compromise. But, in a Union where former slaves became citizens, that left the language of American nationhood viciously restrictive. The republic has not yet found a story about the past that can imaginatively ground the idea of an American people that includes all American citizens. The one that once politically prevailed—where the republic’s foundations were upheld as an ideal to be fulfilled in time—now appears insufficient. That notion was always at odds with the changes that time would bring in the demographics of who enjoys citizenship, as well as the sheer difficulty of economic reform in a republic so dominated by moneyed interests. But for many, any idea that the beginning of the American republic is irredeemable and cannot inspire democratic regeneration appears an attack on their understanding of what it means to be an American citizen. This clash of judgements is compounded by the fact that population changes means that the Senate’s anti-majoritarian structure weighs ever more heavily on political outcomes. Under these political conditions, not only do elections risk democratic crisis, but the constitution itself, including the rules of statehood, has become increasingly democratically contested.

Pandemic Democracies

As it did geopolitically and economically, the pandemic shone a harsh light on the long-term fault lines running through democracies. Again, the American experience was distinctive, and again what happened in the large European democracies, outside Britain, was inexorably tied to the EU and the Eurozone.

That governments had to take extraordinary decisions urgently made the early politics of the pandemic a matter of who had the authority to decide what. Executives, not legislatures or judiciaries, became pivotal. This exposed those democracies where the legitimacy of the authority at the centre was eroded. While, in the United States, the federal government might have been expected to use its powers to lead an emergency response, Trump was either unwilling or unable to mobilize the administrative state to devise one.115 Left largely to their own devices, state governors asserted their states’ autonomy. In the crisis’ early weeks, California’s governor, Gavin Newson, ordered a lockdown in the name of a Californian ‘nation state’ and bought medical equipment from China, despite Trump’s efforts to intensify decoupling from Beijing.116 When Trump threated to use federal emergency powers to impose a quarantine on New York and New Jersey that would have stopped transit in and out of those states, the New York state governor, Andrew Cuomo, said such an action would be ‘a federal declaration of war’ and Trump backed down.117

With the African American George Floyd’s death at the hands of a white Minneapolis police officer in May 2020, all of the American republic’s legitimacy difficulties were laid bare. In the first instance, this was obviously a matter of the legacy of slavery and the racial hierarchy that persisted long after its abolition. The protests, the police brutality, and the riots that followed, then, became inseparable from the contested legitimacy of Trump’s presidency and Trump’s cultivation of the emotion raged against him. For many American citizens during these months, whether there was a constitutional and moral right to protest during a health emergency was a function neither of state law nor the health risks but the political cause professed. Little sense that citizens shared the same constitutional rights was evident. Indeed, what those protesting the lockdowns or racial injustice perceived as legitimate about their own cause and its relationship to the emergency, they often denied for others.

In this political atmosphere, a presidential election took place where it was clear before a single vote had been cast both that the sitting president did not accept as a self-evident truth the democratic necessity for him to leave office if defeated and that his re-election would produce a political crisis. When Trump lost, he endeavoured to drag the republic’s highest court and its legislature into his disastrous attempt to hang onto office. After some Trump supporters attacked the Capitol, Joe Biden was inaugurated as president in a downtown Washington DC that looked more like an occupied military zone than the physical centre of the American republic.

In Europe, national governments, were able to implement national lockdowns in the spring of 2020 almost entirely by consent. In the case of the German Federal Republic, where the Länder possessed the authority to decide on measures, the federal government still coordinated that lockdown. But the fractures in the multinational states were also very evident. In Britain, the emergency premium on executives over legislatures soon showed how flimsy the UK constitutional order was: asymmetrical devolution had empowered executives in Scotland, Wales, and Northern Ireland but left England without one. Once decisions about lifting lockdowns were required, the Scottish, Welsh, and Northern Irish governments’ willingness to use their devolved powers on health and education to proceed differently from the UK government turned the UK government into a de facto English executive. Yet there was no constitutional authority for this outcome, nor in some ways any democratic legitimacy for it. As an effective competition of executives grew and the line between governing the UK and governing England blurred, in early 2021 support for Scottish independence reached its highest ever level.

When it came to economic recovery, the problem was conceptually the opposite for the weaker Eurozone states: like England, the Eurozone lacked a formal, sovereign executive, but in this case there was no possibility that one would arise without a new EU treaty or Eurozone agreement. For Macron, the emergency appeared an opportunity for reform. In demanding in the spring of 2020 that the German government agree to common Eurozone debt instrument, Macron gambled, as Hollande had done in 2012, on putting France at the head of a Southern European alliance. But when he was rebuffed by Merkel, Macron retreated into the familiar path: he went back to Berlin to find what less ambitious measures might be agreed. Whatever the puffery that greeted the Franco-German proposal for the Recovery Fund, and the version of it the EU states agreed in July 2020 to implement, the EU has still not moved towards taxing its citizens to support debt.

Consequently, the political impasse around the Eurozone remains in place. Taxes have always required some underlying consent in a democracy. Historically, this first came—as discussed in chapter seven—from tying voting rights to paying taxes and encouraging all citizens to be creditors as well as taxpayers. By the 1920s, attempts to make the rich pay more tax helped destabilize European democracies. That under conditions of open international capital flows capital flight and the problems of financing debt reappeared was indirectly a crucial context for the euro’s creation. But, lacking an accompanying political union, this transnational monetary union also still lacks a sufficient sense of shared political community to sustain common taxes.118 Instead, Eurozone politicians reach for ideas about taxing corporate profits that internationalized and heavily financialized economies make extremely difficult to realize.

In this respect, the general economic obstacles to democratic repair evident before the pandemic still take a particularly acute shape for the Eurozone. Democratic politics has been divorced from monetary decision-making for some time, and in Germany’s case even longer. Indeed, as a result of the Eurozone crisis, the relationship between the monetary sphere and political authority via elections became directly opposite to the usual requirements of democratic politics: only governments tolerable to the ECB could plausibly govern. After all the political disruption that followed from it, the monetary–economic distinction entrenched in the Maastricht Treaty, where the monetary realm is supranational and technocratic and the rest of economic policy is national and democratic, has near entirely broken down.

The EU Recovery Fund has acted as another catalyst in propelling these dynamics. The fiscal discretion the promised revenue bestowed on Italy led to the fall of the Conte-led grand coalition in January 2021 at the hands of a party that had not even existed at the time of the previous general election. Alarmed by Conte’s plans for using the Recovery Fund, former Prime Minister Matteo Renzi demanded other ministers in the governing coalition be given more control over it. Renzi appeared to understand that the perception in Germany of how any EU fiscal support structure for Italy is being used is crucial to its survival as it is to any chance that shared debt will become permanent. The end result of Renzi’s moves was another technocratic government, with Mario Draghi as prime minister and non-elected ministers in all the large-spending departments. In good part, Draghi’s appointment took the second Italian Republic to its logical conclusion: if only governments headed by a prime minister the ECB trusts can govern, then the best candidate is an Italian former president of the ECB.

But the accompanying political logic of grand coalition between the pro-euro parties did not go away with Draghi’s appointment. The parliamentary majority supporting Draghi’s government, as well as some of its ministers, came from widening the grand coalition to include Lega. This produced a government supported by parties that took 86 per cent of the vote in the 2018 election, leaving the opposition as the most Eurosceptic and anti-migrant party in the Italian Parliament, Fratelli d’Italia, which reached only 4 per cent in that same election. If for Lega this was a significant U-turn, Salvini’s willingness to join the grand coalition at least temporarily showed how the EU’s support structure for Italy can entice as well as circumscribe.

Once again, Italy’s democratic politics was shown to be inseparable from change in the EU. Only opening up the EU’s future to a democratic political contest over another treaty can undo this dynamic where what in the short term stabilizes Italian democratic politics risks destabilizing German politics. But constitutionally revisiting the legal order around the euro risks showing how weak the support is for a European political community based on some common taxation.

The now three-decade propensity in the second Italian republic towards technocratic prime ministers and finance ministers is unlikely to be democracy’s general future. Nonetheless, Italy is revealing of the difficulties that European democracies now find in structuring political conflict around competing political parties except for ministries inside executives.119 In Italy, as in other countries where there has been a move to grand coalition politics, citizens as voters cannot reliably choose who will make decisions. Although electoral systems based on proportional representation have long diluted this property of democracies, this occurrence is now not infrequent. In the case of France, with its presidential system, the same general problem manifests rather differently in the absence of the conventional two parties of the centre-right and centre-left. Under Macron at least, French democracy looks more like what Charles de Gaulle described as republican monarchy in which the conflicts within the people represented by the French state are not politically articulated within the institutional structures of the republic. This problem is exacerbated because distributional conflicts are intensifying not diminishing—as will be discussed in the conclusion. Unburdened by the demands of a supranational monetary union, democratic political competition in the United States and Britain still accommodates sharper conflicts. But this is in good part because the constitutional shape these democracies take is being quite bitterly contested. In both instances, albeit in different forms, this makes losers’ consent precarious and the stakes of elections higher than democracies can easily bear.











Conclusion

The More Things Change


The dramatic nature of political events in 2016 from the Brexit referendum to Donald Trump’s election encouraged much short-sighted political analysis. Each of these junctures marked a significant turning point, without which the present, geopolitical, economic, and democratic political world would be recognizably different. But they were part of stories that have been playing out over decades, and the disruptive fault lines from which they emerged were overt in their effects as early as the middle of the 2000s.

In several respects, it was 2005 that was the year that the world in which we now live first took shape. In neither Washington nor Beijing did the US–China economic relationship appear as a simple political given. By 2005, as for the last time American carbon emissions outstripped China’s, both Democratic and Republicans were already charging that Beijing’s trade and currency practices cost American manufacturing jobs. Protectionist pressure in Congress forced China formally to reconfigure its exchange rate policy. The Chinese leadership might have still judged the cross-Pacific relationship a net asset, but it was also already entertaining what would later become Xi Jinping’s more conspicuous Eurasian ambitions. If energy security in a world militarily dominated by American naval power has been the primary logic of Xi’s Belt and Road project, it was the second Iraq War that first focused minds in Beijing on China’s vulnerability in the Strait of Malacca. Having persuaded Russia to build an Asian oil pipeline in the same month that George Bush Jr prematurely declared the Iraq War over, China, two years later, held its first ever joint military exercises with Russia.

In the Middle East, the American attempt to impose a new order was in disarray, yet there was no path away from the region that any American president was likely to take. In 2005, the Sunni insurgency in Iraq accelerated, ending Bush’s plan to withdraw from the country and ensuring that the 2008 American presidential election would become the first of a series focused in significant part on the United States ‘forever wars’. This American failure in Iraq was one of the reasons that crude oil production stagnated in 2005, just at a moment when China’s demand for oil was accelerating. As Mervyn King warned when, that year, he pronounced the NICE era to be over, the ensuing oil price shock led to serious economic trouble. It also represented another geopolitical boon for Russia.

Meanwhile, in Europe, the world made by the Cold War’s end, German reunification, and the run of EU treaties from Maastricht had begun to unravel. It was in 2005 that the Dutch and French electorates voted against ratifying the EU Constitutional Treaty. Just to ask what would have happened if French voters had narrowly voted ‘yes’ in 2005 and Tony Blair had lost the referendum he had promised to hold shows how David Cameron’s decision-making, far from being an aberrant beginning, was the end of a story about weakening British democratic consent to the EU. Would there have been a replay of the Lisbon story in France with all the consequences that has had for the French party system? Would the EU have been stuck with the Nice Treaty, as the German and French governments accepted that consent issues might play out differently in a member state without euro-denominated debt? Or had Britain voted no in that hypothetical referendum in 2005 would that lost referendum have become a problem solely for the British government—just as acting as an employer of last resort to a monetary union to which it did not belong would later become—and played out to an earlier Brexit?

By 2005, Germany had reached several turning points. Economically, the re-emergence of a long-term preference for export-led growth and a large trade surplus left the Eurozone structurally divided, with the deficit states stripped of the safeguard of devaluation the ERM had once provided. Democratically, the 2005 German election began the era of grand coalition politics: between 1949 and 2004, a grand coalition had governed in Germany for less than three years; after the 2005 general election, a grand coalition had, by the start of 2021, governed Germany for all but four years. Geopolitically, a reunified Germany was beginning to reshape Europe’s energy geography. In 2005, Gerhard Schroeder’s government signed the agreement with Russia to construct the first Nord Stream pipeline, threatening Ukraine’s future as an energy transit state for Europe and diminishing Turkey’s utility as one. In the same year, Viktor Yushchenko became president of Ukraine and set about trying to achieve EU and NATO membership while Turkey began EU accession talks.

As these plates spun, the financial markets appeared detached from the emerging geopolitical and economic risks. Monetary tightening might have ended NICE, but it would have next-to-no short-term effect on credit conditions for financial corporations. The Eurodollar markets had become their own world, detached not, since they offered various opportunities to politicians, from politics, but from the ability of central bankers to manage an economic cycle and disincentivize excessive risk taking. Only on 9 August 2007 did the mechanisms of the entire complex funding system on which banks depended dramatically break down. From that day, the international monetary and financial system ceased to function without systematic support from the American central bank.

That so many of the causes of the disruptions of the 2010s were in place before the 2007–8 crash reflects the fact that so many of their deeper origins lie in the 1970s. That was the decade when American oil self-sufficiency ended, the oil price shocks and the age of fiat money began, a revolutionary regime seized power on the eastern side of the Persian Gulf, and Germany became decisively dependent on Soviet energy. It was the decade in which Deng Xiaoping turned China towards international trading markets. In the United States, it was in the 1970s that the end of conscription marked a symbolic end of one form of American nationhood, as well as revealing how politically difficult it was for the world’s dominant power to win land wars in Eurasia. In Europe, it was in the 1970s that the first attempt at monetary cooperation was undone by German economic strength, that the Italian First Republic started to rack up the debt that now so weighs down the Second Republic, and that national referendums first became the means used to legitimate the EU as a constitutionalized order. It was also in the 1970s that Eurodollar markets began to drive large-scale dollar credit.

That the latter parts of the 1980s and the 1990s were in good part intermissions from the intensity of these geopolitical and economic problems was largely the function of an energy interlude. Low oil prices, aided by the last years of China’s energy self-sufficiency, yielded low inflation and reasonably high growth. Soviet and then Russian weakness, as well as Washington’s ability first to use Iraq to contain Iran and then air power to police Iraq, allowed the United States to exercise power in the Middle East while fighting only one brief land war to free Kuwait. Separately, relative German economic weakness in the late 1990s and early 2000s meant that the euro’s early years were fairly conflict-free.

Of course, these largely benign conditions did not eliminate the disruptive capacity of some of the forces that began to move before the 1980s. The immediate turbulence generated by the Maastricht Treaty and the 1992–93 ERM crises bequeathed systemic problems: at the turn of the millennium, the EU was a multi-currency union that contained a Eurozone larger than Germany had ever intended with an offshore financial centre located in the wider Union. Quite clearly, the EU also had a long-term predicament centred around the relationship between Union-level treaties and national elections. In the United States, the fact that the 1992 presidential election was won on the lowest percentage of the popular vote since 1912 and the prolonged attempt by congressional Republicans to remove Bill Clinton from office by impeachment were early indications of the path the American republic was on towards weak losers’ consent.

By 2005, the interlude had passed. Into the array of fractures then evident came the 2007–8 crash and the Syrian War. The crash was in part a moment of domestic revelation. To take historian Adam Tooze’s visceral language, the crisis showed ‘an unpalatable and explosive truth that democratic politics on both sides of the Atlantic has choked on’.1 It also proved another turning point in the emerging penetration of the world economy by geopolitics. The post-2008 world economy was more dependent on Chinese credit driving growth and Europe on Chinese trade and investment. If Xi saw this as an opportunity, the monetary environment also left the Chinese economy much more constrained by the Fed. The place of coal in China’s huge fiscal response to the crash also decisively changed the international politics of climate change, simultaneously increasing the incentive for Sino-American cooperation and beginning a whole new round of geopolitical competition over energy, as pollution at home pushed China to aim for greener development.

By transforming the monetary environment around debt and financial markets, the Fed inadvertently provided both a remedy for the oil problem and deepened the economic and geopolitical disruption caused by it. Initially, many in financial markets assumed the result of quantitative easing (QE) would be the return of something else from the 1970s, namely inflation. But beyond asset prices, this is not what happened, rendering central banks’ attempt to mitigate the debt burden with modest inflation a failure.

The absence of inflation, in part another by-product of the shale boom, did as much as anything else to upend the Eurozone from its original conception. If the short-term fallout of the crash broke the Eurozone as a unified credit market, the fact that an inflationary dread was written into the Maastricht Treaty at German insistence made repairing monetary union a lengthy, destructive, and incomplete exercise. It also helped ensure that Germany’s already large trade surplus became larger still. For the wider EU, the Eurozone’s rigidity directed the disruption towards Britain, standing as it did inside the single market and outside the euro while possessing the single currency’s financial centre.

The humanitarian tragedy in Syria, meanwhile, was even more disruptive than the Iraq War. It yielded a caliphate that took the United States and some European NATO states into another Middle Eastern war. For the first time since the 1970s, it brought Russia militarily back into the centre of the Middle East. It encouraged Erdogan’s neo-Ottoman ambitions. Once it became clear that Assad would survive, it pushed Ankara to reach an accommodation with Russia and bitterly divided the United States and Turkey. It left Turkey hosting several million refugees whom Erdogan turned into a weapon against the EU. Disappointment at the United States’ retreats in 2013 and 2019, as well as fury at Turkish intervention, turned France against NATO. These events have bequeathed a new Turkish–French rivalry in the eastern Mediterranean, which now bisects an EU already ridden with geopolitical divisions around Russia and China.

What happened after the crash and in Syria did much geopolitically and economically to bring together the separate sources of disruptive capacity already in existence. Where energy is concerned, this was predictable. The shale oil boom was dependent on the monetary environment, constituted a geopolitical shock, and restored to American democratic politics a contest between domestic energy producers and those prioritizing environmental imperatives. In causing oil prices to crash in 2014 and pushing the dollar upwards, it triggered currency problems for economies pegged to the dollar, including China’s, even before the Fed’s attempts in 2015 to re-establish some semblance of monetary normalcy.

Here, shale oil reinforced the complex impact of the post-2007 dollar-credit environment in which China’s eventual vulnerability to a dollar shortage dented growth prospects for the world economy. This access to dollars for non-American banks and corporations also became more sharply a geopolitical matter. In making dollar shortage a problem that could only effectively be dealt with by dollar swaps, the post-crash monetary environment left Ukraine and Turkey—so critically entwined with the EU’s geopolitical difficulties—outside the Fed’s support structure and very vulnerable to a financial crisis.

In any circumstances, such interactive energy, dollar, and security dynamics would have been disruptive. But they also became tied to the changes around American and Chinese power. American military power in the Middle East weakened beyond the Persian Gulf, while its energy and financial power grew. China’s power as a creditor diminished while its foreign oil dependency and carbon emissions replaced those of the United States in significance. As American power changed in both directions, American presidents could no longer simply maintain the status quo, as evidenced by Obama’s attempted Pivot to Asia and retreat from Syria. The repercussions left the American political class divided about what geopolitically to prioritize. In partisan terms, these conflicts were most sharply structured around Iran and climate. But Xi’s turn to technological and green energy competition in mid-2015 just as the presidential candidates were declaring themselves created the space for China policy to feature strongly in the election for the Oval Office the following year. Even if Hillary Clinton had beaten Trump in 2016, there was a structural logic pushing Washington towards a more confrontational China policy and one that complicated the deep disagreement between Democrats and Republicans over the Paris Accord.

In Europe, Germany was pivotal to the political turbulence of the 2010s. The monetary fault lines running through and around Germany that were evident by 2005 worked as conduits to spread disruption from the 2007–8 crash through the Eurozone crisis around the EU. After the crash, German power was strengthened by the economy’s still widening structural trade surplus and dominance of manufacturing supply chains within the single market, as well as Berlin’s capacity to act as a creditor and a tacit arbitrator of what the ECB could do. This rise in German influence inside the EU proved the proximate external origins of Brexit.

Since Berlin succeeded in forcing on the rest of the Eurozone its own near-constitutionalized approach to debt, German economic strength came to burden other Eurozone members’ democratic politics. The French party system disintegrated in part because democratically expressed discontent about economic policy could change little. Offering himself as somebody beyond the party failures and seeking to legitimate an idea of the EU that his French heroism would restore, Macron could only reinforce the dynamics he purported to escape. Meanwhile, the long-term reality that the Italian Second Republic’s debt is sustained by the euro began, with the ECB’s asset purchases, to require overt German consent: hence, Merkel’s intervention in Italian democratic politics in 2011 and the later convergence of technocratic and grand coalition politics in Draghi’s premiership.

But German monetary power was also diminished by the transformation of the ECB, the debt-centric monetary environment, and the absence prior to 2021 of general inflation. Given what German citizens gave up in conceding monetary union, the loss of German control over debt, which had seemed constitutionally guaranteed by the Maastricht Treaty, necessarily spilled over into German democratic politics. Since saving rates were higher and household debt relatively low compared to other democracies, Germany’s net savers were in a strong position in relation to net debtors. The German Constitutional Court provided an outlet for these interests to be forcibly articulated.

Within the EU, Germany also bore the brunt of the consequences of the American shale gas boom and Xi’s strategic economic turn in 2015. In the misaligned EU–NATO relationship, Germany was the biggest contributor to Washington’s resentment of European freeriding and had the deepest structural energy relationship of any European state with Russia. Having an export-centric economy, for all its strength in the single market, strongly oriented towards China and the United States, it was hardest hit by the deterioration of the Sino-American trade relationship, Made in China 25, and weaker Chinese growth.

Geopolitically, the German position became structurally exposed. It was unable to stop China picking off EU members for deeper economic associations. Yet its own singular trade and investment relationship with China and the place of Germany in China’s land trade routes into Europe very much contributed to making China a growing source of EU division. It became reliant in dealing with Russia on a security alliance that in its European formation was no longer a priority in Washington and which German decision-making over energy pressurized, not least in relation to the East European states NATO is supposed to protect. Without significant military capacity, Germany’s land and sea links to Eurasian markets must be made physically secure by one or both of the United States or China.

Germany also became the arbiter of the EU’s policy to Ankara at a time when Turkey proved a conduit for disruption moving from the Middle East into Europe. Without events around the 2015 refugee crisis, the problem of Britain’s EU membership might well have been suppressed for longer, or indeed worked out to a different conclusion. The post-2016 geopolitical conflicts involving Turkey in North Africa, the Middle East, and the eastern Mediterranean—all of which were connected to Turkey’s foreign energy dependency—made the EU’s response to this large state on its borders a matter of increasingly fierce contest, not least between Berlin and Paris.

The Covid-19 emergency accelerated much of the disruption flowing from all these fault lines. Much more QE was needed to stabilize financial markets, compensate for the absence of corporate cash reserves, and support a massive expansion of government debt. What was the shale-driven accommodation between oil rivals Saudi Arabia and Russia first imploded and then, in a world where every oil-producing economy is vulnerable to low prices, had to be put back together again from Washington. Turkey’s exclusion from the list of additional states the Fed took into its embrace during the dramatic dollar shortage crisis in March 2020 pushed it back into an acute financial crisis. It was in this economic context that Erdogan took his watershed step in the summer of 2020 over Hagia Sophia, adding a cultural dimension to deteriorating Franco-Turkish relations in the eastern Mediterranean.

Beyond the Fed’s willingness to open a direct line of dollar credit, what trust remained in the Sino-American relationship shattered, and Britain’s decoupling from China sharpened. Already fragmenting in the hyper-geopolitically charged world economy ushered in by Made in China 25 and the Trump administration’s response, global manufacturing supply chains were overwhelmed by governments’ desperate desire for greater security of production. With the pandemic, politicians in Western democracies added vaccines and medical equipment to their emerging industrial strategies centred on green energy and high-tech manufacturing. As Sino-American rivalry escalated, Germany’s waning capacity to shape the EU around its economic interests was exposed further. Although, with the help of the Commission, Merkel forced through the EU–China investment agreement in December 2020, it took only a few months for its weak foundations to unravel.

Almost certainly, the pandemic was decisive in ending Trump’s presidency. It also deepened the tension around whether the United States could hold a peaceful election. After the attack on Congress, Biden’s inauguration simultaneously appeared a respite for the republic and, in its military backdrop, a shocking indictment of the state of American democratic politics. At home, the Biden administration took advantage of the monetary space created by QE Infinity to pass legislation authorizing massive amounts of federal expenditure.

Nonetheless, in the first year of Biden’s presidency, there was no evidence of a geopolitical reset on China. That the EU responded to Biden’s imminent arrival by signing an investment deal with China suggested that Merkel, at least, saw the change in power in Washington as, in the final instance, incidental. That the Biden administration could infuriate the French over the Australia-UK-US security pact agreed in September 2021 at least as much as any single act of its predecessor had done led to much the same judgement being made in Paris.

The question of how far American naval power in the Persian Gulf must still be matched by some minimal deployment of land and air power in Iraq is also likely to prove just as difficult to resolve for the Biden administration as its two predecessors, even as Biden promised in July 2021 to end US combat operations by the end of that year. Any subsequent descent of Iraq into instability will force decisions about whether to use the advisory troops that remain and strain relations with Paris, which remains firmly wed to a military fight against ISIS in the country. It will do so as the debacle of the final American withdrawal from Afghanistan has reinforced the perception in some European capitals that the United States is extremely cavalier about its decision-making over Europe’s neighbourhoods.

On climate, Biden immediately signalled his desire for change by returning the United States to the Paris Accord, revoking the Keystone pipeline’s permit, and making green energy jobs central to the large infrastructure spending bill he sent to Congress. But this energy policy change was also born of the geopolitical fear that, as he told a group of senators, ‘if we don’t get moving, they [the Chinese] are going to eat our lunch.’2

Across the Atlantic, the move to the Recovery Fund and the decision by the German Constitutional Court that pushed the German government to propose it have intensified the pressures that arise inside the EU and Eurozone. They have also escalated the move away from party-structured democratic political conflict in Italy. Absent an actual collapse, the Eurozone states have gone too far monetarily to return to debt denominated in national currencies. Logically, this should propel the Eurozone towards fiscal union with accompanying democratic political institutions to make decisions about debt and taxes. Yet the conflicts around the Recovery Fund suggest that a politics that would drive such a change is still absent. What politically remains of nationhood in European democracies may well be insufficient to support a tax state, and the national-citizen creditor cannot be recovered. But there is no evidence of a belief in, or acquiescence to, an idea of a people that could legitimate Eurozone-level taxes on citizens and no institutions representing a democratic people that could authorize them. To be an EU citizen is to be free of tax obligations; that cannot change without either tangling up the Eurozone further with the wider EU, or radically reforming the EU’s constitutional order and seeking troublesome national democratic legitimation for that change, nowhere more so than in Germany.

Hitting after Britain’s formal departure from the EU but before the transition period that kept the country inside the single market had ended, the pandemic briefly appeared capable of reopening the terms of Brexit. But under new leadership, the Labour opposition withdrew from acting as a fulcrum for those in Parliament who want to keep Britain more closely aligned with the EU. This broader consensus over Brexit has not stabilized British politics. The relatively free internal hand Boris Johnson’s government had to pursue a minimalist trade agreement with the EU only heaped pressure on the Union in relation to Northern Ireland just at the same time as the pandemic was exposing just how deep the constitutional difficulties around the Union run and, temporarily at least, increased support in Scotland for independence. If the comparative British vaccine success in early 2021 makes it harder for those who want to realign Britain to the EU, the fault lines in the UK Union and Britain’s future relationship with the EU are inseparable, especially in regard to Northern Ireland. Indeed, under the Biden presidency, the form Brexit has taken makes Northern Ireland a broader geopolitical burden for Britain in a world in which almost all geopolitical predicaments connect.

* * * 

The pandemic has been both a catalyst for substantial change and part of a continuum of the older disruption. This is perhaps particularly true around energy, where several Western governments had sought in 2019 to accelerate energy change and the Biden administration, propelled into office by the pandemic and events during it, then joined them. Green ambitions in Western countries appear simultaneously directed at the climate crisis, Made in China 25, weak growth, and democratic stability.

Geopolitically, an energy change will necessarily result in upheaval. If Britain were the power that climbed to dominance during the age of coal and the United States the power that ascended during the age of oil and coal, the spectre haunting Washington is that without a decisive American strategic turn to renewables and electrification, the new energy age that depends on metals and minerals will belong to China. For the EU, there is the hope that green energy will prove an escape from the world of oil and gas that through the twentieth century did so much to weaken the European powers.

Economically, large-scale green investment justifies a turn towards big fiscal stimuluses, after a decade in which relying on monetary policy to boost financial markets, lower government borrowing costs, and alleviate the oil crisis could not restore higher growth. In recreating manufacturing jobs and swelling the construction sector, green-driven growth, in principle, offers the prospect of a higher return to labour. Even if a considerable volume of the investment required in technologies like carbon capture is commercially unviable, this need not matter if it is part state-funded and the necessary government borrowing is supported by central banks.

Democratically, the possible political pay-offs include a new version of economic nationhood. Joe Biden began his presidency talking about green energy as a national project in the same way that Nixon and Carter framed energy independence in the 1970s. The president he obviously wanted to emulate was Franklin Roosevelt. In Britain, one apparent objective of Boris Johnson’s frequently expressed ambition to turn Britain into the ‘Saudi Arabia’ of offshore wind power is to reintegrate the east coast Scotland with the east coast of England: it was, of course, North Sea oil that fuelled the rise of Scottish nationalism. For the EU, the energy union in place since 2015 is supposed to serve as a collective project of economic modernization, starting from the premise that for energy there can be a singular European economy.3

It is the present monetary environment that has established the conditions for the attempted energy revolution. Compared to the aftermaths of both the 2007–8 crash and the 2015 Paris Climate Accord, Western governments—most consequentially those in Washington and Berlin—are much more confident than they were about the latitude for sovereign borrowing, albeit the politicians in the two capitals are operating on rather different fiscal scales. The Fed’s de facto return to QE in September 2019 proved a decisive turning point for the whole world economy; that repudiation of any path back to monetary normalcy was buttressed six months later by QE Infinity. Meanwhile, the German Constitutional Court’s attempt in May 2020 to constrain the ECB’s return to QE shifted the German government’s perspective to allow the EU, albeit modestly and without a tax base, to act as a sovereign debtor. Strikingly, the terms enshrined in the EU Recovery Fund tied a quarter of all the money available to member states to green transition projects.

Nonetheless, the predicaments that shaped the first two decades of the twenty-first century remain in all respects extant. The very geopolitical motivation for accelerating green energy investment will intensify the Sino-American rivalry. Most obviously, the more the United States succeeds in breaking its dependency on Chinese manufacturing supply chains, the more it will elicit a reaction from Beijing. As China expands its domestic markets to compensate, there will be little left of the world economy that is not permeated by the Sino-American geopolitical rivalry. All states caught in it will have to treat maritime transportation as a matter of economic security. In Eurasia, this will politicize further the rail routes China has pursued as part of its transcontinental land Belt. Around climate, China’s implicit weapon in this emerging world will be its capacity to burn coal, despite the huge domestic incentives it has created around pollution alone to move away from doing so.

The geopolitical dynamics that green energy creates will coexist with those long generated by oil and gas. Since China will continue to be reliant on oil from the Middle East, and since the Pakistani part of China’s Eurasian Belt can be only a partial hedge against China’s vulnerability in the Strait of Malacca, China still has energy reasons to fear American military and financial power. China’s Middle Eastern dependency also will make it hard for the United States to withdraw from the Persian Gulf. The geopolitical ramifications of this old energy reality could not have been made clearer when, in March 2021, China and Iran struck a twenty-five-year economic partnership, including a Chinese commitment to large-scale investment in Iran’s oil and gas sectors. Just as Iran was pivotal to Britain’s ability to win the European imperial competition over the Middle East, so it will still continue to be of crucial importance as governments face up to the difficulties of relying on oil and gas while trying to leave them behind.

For the EU, expediting green energy is unlikely to be unifying. As three decades of ongoing conflict over gas supply and transportation have demonstrated, the EU’s authority in energy policy is weak and the member states are unlikely to make common judgement about where national interests lie. Again, German politics, this time around nuclear power, makes unity difficult.4 Given its anti-nuclear position alone, Germany cannot unwind its gas dependency on Russia with any alacrity. The Russian–German gas relationship ensures that the long-standing energy incoherencies around NATO will persist: they will do so as Russia continues its bid to cut Ukraine lose from its gas transit system. In suddenly moving in May 2021 to rescind sanctions on Nord Stream 2, Biden decided to accept German defiance on Russian gas as a means of leveraging concessions about China, at the cost of deeply angering NATO’s Eastern European members. But Germany’s trade and investment relationship with China and de facto participation in China’s land Belt now runs too deep to be readily reversed, even if there were a German government willing to depart from its predecessors’ insistence that German energy and commercial interests come before geopolitical alignments. This German commitment is a significant constraint on France’s capacity to pursue a strategic role in the Indo-Pacific, a reality indirectly made clear by France’s humiliation over the Australia-UK-US defence alliance.

Where Turkey is concerned, there are no available options that will not aggravate at least some of the multiple problems the EU and NATO face. Turkey’s economic development through the 2010s was coal-centric. It has not ratified the Paris Climate Accord and did not join the flurry of governments making a commitment to carbon neutrality during 2019 or 2020. In reorienting Turkey back towards the country’s geopolitical foundations in the Lausanne Treaty, Erdogan has increasingly deployed extraordinarily aggressive revanchist language about oil and gas.5

The dysfunctional dynamics generated by the geographical and financial conditions around oil production cannot be undone. Where supply is concerned, shale oil was always only a medium-term remedy to the stagnation in conventional output. If investment in the oil sector in pursuit of higher-cost supply is not resurrected, the world economy will, for the next few decades, be as dependent on expensive oil from the Middle East and Russia as it became in the 2000s. The return of high prices will in principle incentivize investment, but only if there is also a less critical attitude from investors to fossil fuels. Higher prices will, meanwhile, seriously constrain economic growth and once again destroy demand, causing instability in oil–producing countries, not least Iraq. The old problems that reliance on OPEC Plus will reinvigorate will play out at the same time as the cartel’s members need to adjust to the huge medium- to long-term changes that competition for oil from electricity in the transportation sector will bring.

Economically, overall energy costs will rise and, once again, act as an inflationary pressure. Gas prices in Europe are particularly vulnerable to issues with Russian supply and transit, whether technical or generated by Putin’s willingness to use gas as a blunt strategic instrument. Without major breakthroughs on battery storage, there is no guarantee that electricity powered by renewables can escape an inflationary dynamic. Whatever the low unit costs of producing solar- or wind-powered electricity, at the system level—especially in those places, like Germany, where renewables are a significant proportion of the sector but the weather is unpropitious—the inefficiencies of intermittent renewable capacity have thus far often yielded higher electricity prices for consumers.

It is likely that this energy-driven inflation will eventually unsettle the bond markets and make borrowing more expensive for governments. Already in February 2021, investors sold off US Treasury bonds on the expectation of an inflation spike as the American economy reopened. Investor doubts were nowhere near sizeable enough to change the super-benign monetary and financial environment that makes massive government borrowing possible. Nonetheless, the fact that the Biden administration’s $2 trillion infrastructure bill published a month later included substantial tax increases suggests that even in Washington a belief prevails that sovereign borrowing still requires some kind of tax base. Whether the 2020 financial crash will be a warning that there are still limits in the world of QE-backed bond markets, or suggests that central banks still have considerable policy arsenal left before a debt reckoning arrives, remains to be seen.

Politically, energy consumption will invariably cause fierce new distributional conflicts that will reinforce the old ones. This is in part an issue of how the shift to green energy and electrification will be financed and incentivized: in France, the Gilet Jaunes’ response to the diesel tax showed dramatically that the problem of losers’ consent is not confined to elections. It is also a matter of the substantive shape of the energy future. As electricity is decarbonized and the energy presently provided directly by oil and gas is replaced with electricity, there is no a priori reason to think that energy can be consumed at the same aggregate rate. As Angela Merkel acknowledged in a speech in January 2020, energy change ‘means turning our backs on our entire way of doing business and our entire way of life’.6

Personal transportation, in particular, will become a site of political conflict. Electric vehicles are some distance away from being the equivalent of Henry Ford’s Model T. The future could well entail a return to the pre-Fordist world where car ownership was a luxury good and a source of class resentment.7 At some point, the difficulties around oil and the difficulties of electrifying the transportation sector will meet. As the distributional implications for personal energy consumption become clearer, how carbon neutrality should be achieved—not least how much carbon can be offset rather than eliminated—will move beyond governments announcing targets into the realm of electoral contest. In those Eurozone democracies that struggle to structure much economic conflict in the electoral contests between parties, there will be pressures that pull in the opposite direction from the need to minimize macro-economic dissensus.

Here, there is considerable potential for geopolitics to continue to fuel democratic disruption. Since winning a competition with China over electric vehicles has become a matter of technological prowess, governments and investors appear to be pushing the sector regardless of the democratic political risks attached to minority car ownership. Economically, green energy and electrification also are not panaceas that will curtail the wider predicaments of the last few decades. Where they are pursued as growth strategies in economies in which manufacturing has been particularly hollowed out, as in Britain, or in democracies, as in the United States, ridden with aristocratic excess from the relationship between politicians and corporate lobbying and campaign donations, they may well reinforce old problems. If past national economic weaknesses mean foreign companies dominate markets, it is far from clear how many domestic jobs will be generated: in Scotland, where, thanks to the volume of wind, the proportion of electricity generated by renewables is extremely high, many fewer jobs have been created by the transition than was hoped.8 Meanwhile, large-scale infrastructure projects are open invitations to cronyism when contracts are awarded: the Obama administration’s provision of funds to a huge construction project to give California a high-speed railway produced not a new public transport system for the state but a bonanza for consulting firms.9

In approaching the energy revolution, politicians in Western democracies, and the investors who started in 2019 to abandon fossil fuels, have made a wager that yet to be invented technology will allow much about present material conditions to be replicated with different energy sources. To succeed, this technology will have to facilitate an energy revolution, leaving nuclear power aside, in which lower-density primary energy supplants higher-density energy.10 Thus far, renewable energy has increased overall energy consumption rather than replacing fossil fuel energy consumption. Indeed, since 1995—the year of the first United Nations climate summit—primary coal consumption has risen by more than two-thirds, oil consumption by more than a third, and gas by more than four-fifths.11 While most Western countries have seen falls in oil consumption and some also large drops in coal consumption, this is in part at least the consequence of offshoring significant amounts of industrial production to Asia. For the moment at least, the attempted energy revolution is also entirely reliant on the fossil fuel energy inputs it seeks to replace, as well as potentially scarce materials like rare earth metals. It is more likely that there will be a long energy transition than a rapid one. In one sense perhaps, this outlook is nothing new: uncertainty, hoping for the best, and investing with a ‘can-do’ mindset has always been the basis of capitalist economies. But, since energy is the foundation of all economic activity, including the production of food, and is subject to the laws of physics, needing technological innovation in energy is quite a different requirement. There is already a considerable history going back to the 2000s of governments and corporations unveiling plans for fossil fuel–free energy that have proved near entirely fanciful.12

To mitigate against the possibly destructive nature of the politics to come, collective understanding needs to catch up with what the conjunction of physical realities about energy and the realities of climate change entails. Careening between the ideas of technologically driven salvation and an inescapable Götterdämmerung is a hopeless response. To contain the specific predicaments that the energy revolution will both generate and reinforce, governments will have to decide on what concurrent risks must be taken in relation to different time scales. Those decisions will invite geopolitical conflict, including over the territory where critical resources are located. In Western democracies, politicians will need to make palatable the likely sacrifices demanded of citizens, without entrenching further aristocratic excess. Both the biosphere and the application of energy impose limits, even as human beings must push against them. In a non-physical form, they also exist for democracies, as for any other site of political order. How, within those limits, democracies can be sustained as the likely contests over climate change and energy consumption destabilize them will become the central political question of the coming decade.
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