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Abstract

The long-lasting European debt crisis has exercised significant influences on both
Europe and the world, which is the very reason why we chose the “multiple impacts
of the European debt crisis” as the keynote report of the Annual Development Report of
Europe 2012 - 2013.

The European debt crisis has led to a change of the European countries’ macro-
economic policies, intensified economic governance in the euro zone, and
transformed the understanding of the capital market towards the euro area. In the
social area, the effects of the European debt crisis relate directly with the high
unemployment rate, the gloomy economic prospects and the austerity fiscal policies
carried out by national governments coping with the crisis. However, it seems that
the large-scale protests and demonstrations have failed to weaken the govemments’
determination to continue pushing forward fiscal austerity policies.

However, it was not without divergences and disputes before the EU measures
dealing with the crisis had been enacted at last. There is no wonder that the measures
themselves and the debates around them may exert far-reaching influences on the EU’s
constitutional building and further on the future of the European integration.

Within the nation states, the European debt crisis has changed in some degree
the traditional pattern of party politics and the direction of government policies. At
the geopolitical level, its influences have been reflected mainly by the new transfer of
power among the European countries. At the EU level, the European debt crisis has
not only put a shadow on the legitimacy of the EU and its decision-making
procedure, but weakened the EU’s external capabilities.

The European debt crisis has markedly weakened both the domestic and external
demands, injured the EU’ ability to invest and damaged the stability of the
international financial market, a heavy blow to the confidence of international
investors.

The European debt crisis has led to a general decrease of China’s export to
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Europe and a fall in the EU’s investment in China. However, the privatization
programmes implemented in a number of FEuropean countries could provide
opportunities for China to deepen its “go out” policy. In addition, China’s
willingness to help Europe out of the crisis by providing financial support will
contribute to enriching the EU-China Comprehensive Strategic Partnership and to
enhancing China’s international status.

In the recent years, the EU’s policies towards the Middle East and North Africa
and Iran have caught the attention of the world. In addition, constant progresses have
been achieved in the EU’s technological innovations and the EU’s policies and
mechanisms combating the climate change have been increasingly improved.
Therefore, this Annual Development Report selects the three subjects as “ special
reports” .

As is the regular practice, the reports on the European Union still analyze the
EU’s internal and external affairs from the six aspects including politics, economy,
legal development, social situations, S&T policy and foreign policies. The reports on
the European states try to reflect the changes newly emerged in the European

countries in 2012.
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Foreword

Jiang Shixue

In the year 2012, the European debt crisis remained one of the focal points
attracting attention from the international society. The fiscal austerity measures taken
as a response to the debt crisis have severely dampened the economic activities. In the
2012 Autumn Economic Forecast released by the European Commission, GDP is
forecast to contract by 0. 3% in the EU and 0.4% in the Euro area. However, to
the relief of most of those concerned, the German economy is expected to register a
positive growth of 0.8%. In addition, economic growth is expected to gradually
return in 2013, with GDP projected to increase by 0. 4% in the EU and 0. 1% in the
Euro area. These may in turn become a turning point for the European economic
recovery.

The social cost brought about by any crisis in the economic realm cannot be
underestimated, and there is no exception with the European debt crisis. On the one
hand, the European governments’ fiscal austerity plans have led to job losses in the
public sector; and on the other hand, the debt crisis has impaired the ability of
private enterprises to expand production scale and even forced them to go bankrupt.
A combination of the above factors gave rise to a skyrocketing unemployment rate and
impinged seriously on the interested parties benefited from the old welfare state
system. It’s thus no wonder thal the recurrent anti-government protests in countries
such as Greece grabbed the headlines in the international media in 2012.

In his “State of the Union” address delivered on September 12, 2012,
Mr. Barroso, President of the European Commission, set forth his point that the

European debt crisis was both a financial and economic crisis and a social crisis. He
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moved further to define it as a political crisis and a crisis of confidence. And he
believed that at its root, the crisis resulted from the irresponsible practices in the
financial sector, unsustainable public debt and a lack of competitiveness in the
member states. No other crisis in the history of European integration has been
described as so severe, nor has any other crisis made a European politician so gravely
anguished.

At the same time, the European debt crisis can as well act as an impetus for the
European politicians to transform the crisis into opportunities. The politicians such as
Chancellor Merkel have stressed for many times that the lesson drawn from the
European debt crisis is “more Europe, not less”. The year 2012 clearly saw such a
political will changed into practical actions, as shown by the signing at the EU
Spring Summit of the Treary on Stability, Coordination and Governance in the
Economic and Monetary Union by 25 EU member states on March 2, 2012. On
September 12, the European Commission adopted a package of proposals to set up a
single supervisory mechanism (SSM) in the Euro area, a crucial step towards
establishing a banking union. Within this mechanism, ultimate responsibility for the
supervisory tasks related to the financial stability of all the banks ( approximately
6000) of the Euro area will lie with the European Central Bank ( ECB). In addition,
the ESM Board of Governors held its inaugural meeting in Luxembourg on October 8,
2012, after which the ESM, created as a permanent firewall of the eurozone,
formally commenced its operation.

This is a typical case of turning a crisis into chance. It is hard to believe the EU
member states could have taken the above steps if without such a crisis, a progress
described by some as “a crisis-driven big leap”. However, legal disputes have been
aroused by the measures coping with the debt crisis, some of which bear far-reaching
constitutional significance, involving the relationships between competence and
sovereignty, between international and EU treaties, between law and democracy,
and the EU legal system itself.

The European politics presented as complicated a picture as before. With party

008



Foreword
politics, democratic ideas and rules of game basically the same as those in the past,
adjustments have taken place in the balance of power among the political actors, and at
the same time, the electorates’ state of mind changed significanty. It has led directly to
the failure of most of the incumbent leaders, parties or coalitions to win a second term in
the general elections, including even Mr. Sarkozy, a so powerful figure.

It should be noted that the adjustments of the European political powers and changes
in the electorates’ attitudes had begun long before the year 2012, especially after the
shock of the intemational financial crisis caused by the American subprime crisis spilled
over to the European continent four or five years ago. However, the year 2012 placed
this newly emerged phenomenon in the European political arena in the spotlight.

A variety of factors have contributed to the above changes and transformations,
among which, the high unemployment rate, extension of retirement age, reduced
social welfare expenditure and deteriorating social order are the most paramount,
providing not only momentum behind the electorates’ demands for change, but
opportunity for the comeback of the radical forces.

While the Europeans were celebrating the awarding of the Nobel Peace Prize to
the European Union, a “two-speed Europe” became another “keyword” for the year
2012. Two meanings can be read about the “two-speed Europe”. Firstly, it refers to
the divergences among the EU or eurozone countries in their economic structure,
vigorousness of foreign trade, macro-economic situation, debt burden, fiscal deficit
and even the level of industriousness of the labourers, thus finally bringing about the
gaps in the economic growth rate between North and South Europe. Secondly, it
indicates the split in the attitude towards and interest in the European integration, in
particular the political integration, among different European countries, which leads
to a different degree of participation.

We may as well take the so-called “two-speed Europe” as consisting of a “two-
speed Europe” in the economic sense and the other in the political sense. In the year
2012, the tendency towards a “two-speed Europe in the economic sense” was

accelerating. The disparities between the “core” and “marginal” EU members have
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