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the will of the people? 
why the real price of Eurozone bail-outs is political 

“Cheer up, they said, things could be worse! 

They were right! 

We did cheer up! 

Things did get worse!”1 

 

� Bitter Irish resentment, anger and suspicion over the bail-out process may be 

just the beginning of the coming political backlash in Europe. 

According to the Irish police (the Gardaí), about 50,000 people turned out in Dublin on 27th 

November to protest against the implications of the Eurozone bail-out of Ireland. Organisers put the 

turnout at twice that figure.  

The following day, and as though the Dublin protests hadn’t happened, European leaders agreed the 

terms of an Irish bail-out. But, as the smiles broadened and the flashbulbs popped around the 

customary hand-shaking and back-slapping in Brussels, it may have been all too easy to forget that 

the man or woman in the street – be he or she Irish or Greek, French or German – sees the whole 

financial crisis-and-rescue very differently from their elected leaders. This little-noted dichotomy 

– the opening of a Eurozone-wide schism between governing and governed - may be the real price 

of the bail-out process, even if the process achieves its stated aims (which is, we believe, 

improbable).   

In this note, we look at the reasoning behind the anger that erupted in Ireland last weekend and that 

is more likely than not to spread to other European countries. We conclude that a policy of keeping 

the euro afloat via rolling bail-outs effectively amounts to protecting the system and the banks by 

imposing the entire debt burden onto governments and, via them, on to their electorates.  

Ultimately, the euro project will be doomed to failure for so long as the Eurozone tries to 

combine a single currency with a multiplicity of national budgetary processes. Europe needs 

to create a central budget system, analogous to the way in which the budgets of the American States 

are subservient to the Washington budget process, and the budgets of Wales, Scotland and Northern 

Ireland are similarly set within a common framework decided in Westminster.  

Meanwhile, and if Ireland does go along with the bail-out and the resulting austerity budget, the very 

least that the next Dublin government needs to do is to appoint an independent Commission to 

investigate and report on the excesses of the “Celtic Tiger” fiasco. This, and the imposition of rigid 

lending rules, can alone reassure bond markets whilst providing the angry Irish electorate with some 

of the answers that they are surely entitled to demand.        

 

                                                 
1 Song popular with U-Boat crews, Second World War 
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Vanishing illusions 

Amongst the leaders gathered in Brussels, two at least - Irish Taoiseach (premier) Brian Cowen and 

his finance minister, Brian Lenihan – can have been under no illusions about the anger back at 

home. Their Fianna Fáil-led coalition government is toast. It may survive internal dissension, 

defections and visceral public anger, and might struggle through to a general election in early 2011, 

but, whether sooner or later, political oblivion beckons. Indeed, and for the first time since the 

foundation of the Republic in 19222, Fianna Fáil now trails Labour in third place in Irish opinion polls. 

Of course, the Irish demonstrations are by no means the first since the financial crisis began in the 

autumn of 2008. As Hank Paulson and Ben Bernanke pleaded with Congress for a $700bn banking 

bail-out, and as auto industry bosses took their corporate jets to Washington in search of succour, 

demonstrators thronged Wall Street. Many, mindful of 1929, stood outside investment banks carrying 

placards urging those within to jump. As then-candidate Barack Obama rightly said, what was 

opening up in America at that time was a chasm between Wall Street and Main Street. Mass 

demonstrations and strikes have since occurred in many other countries, including Greece, France 

and the UK.  

Even so, Ireland is different. When protestors brought Greece to a standstill, it was easy (if not 

altogether fair) for outsiders to dismiss this as the whingeing of a country where far too many people 

work for a bloated state, where the public sector retirement age is ludicrously low, where tax evasion 

is routine, and where government statements of economic data all too often look like entries in a 

fiction-prize competition. Disruptive action can be seen as something of a way of life in France. The 

UK demonstrations were pretty half-hearted affairs, because even the leaders of the protests realised 

that the working public, hard-pressed themselves and recognising the need for spending 

retrenchment, had little or no sympathy for any of the particular sectional interest groups which are 

opposed to the cuts.           

From Celtic Tiger to debt-shackled moggy3
 

Despite public protests in many other countries, Ireland is different, in part because the resentment in 

the Republic is much more raw and more visceral, so much so that we need to understand why. A 

good place to start might be with actually listening to what the protestors (and the broader Irish 

public) have to say. First, though, what have they been told so far? 

The Irish public had long been informed, by the country’s political and business leaders, that the 

Republic was an economic powerhouse, the much-vaunted ‘Celtic Tiger’ whose ultra-low corporation 

tax (CT) rate was encouraging overseas investors to drive one of the fastest rates of GDP growth in 

the Western world. As foreign workers flocked into the country, property prices rocketed, so much so 

that real estate became more expensive in Dublin than in London. As houses, apartments and office 

blocks sprang up throughout the country, the Republic seemed to have become a vast building site.    

 

 

 

                                                 
2 Ireland became independent in 1922, but did not technically become a Republic until 1949 
3 “Moggy” is an old (UK) English nickname for a cat 
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Fig. 1: From Celtic Tiger................ 
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*Source: CIA World Factbook. Data shows GDP per capita converted to USD at purchasing power parity (PPP) 

 

By 2007, per-capita GDP, at $41,800, had become substantially higher than those of the UK 

($35,900), Germany ($35,500), France ($33,200) or Spain ($30,100) (see fig. 1). To be sure, Irish 

per capita GDP has since declined (to $37,300 last year), but it remains well ahead of those of most 

other EU countries. 

How, Irish people ask, could such a seemingly-wealthy country suddenly require massive bail-outs 

and truly savage fiscal tightening? After all, Ireland’s per-capita income remains far ahead of Spain, 

Portugal, Italy or Greece, and its fiscal deficit is no worse than that of, for example, Britain. 

The answer, the Irish people have been told, lies in debt. Although the government’s own debt is not 

drastically out-of-line with those of other countries, the Irish state has taken on responsibility for the 

vast bad debts incurred by the country’s banking system. Ireland’s gross external debt stood at 

almost $2.3 trillion at the end of 2009. To put this in context, it equates to almost $500,000 for each 

man, woman and child in Ireland (see fig. 2), a vastly higher figure even than that of the UK 

($146,000). Likewise, external debts equate to more than 1300% of GDP (fig. 3).  

 

Figs. 2 & 3: ….to debt-shackled moggy 
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These numbers might be rivalled by those of Iceland – no-one really knows4 – but are otherwise 

unprecedented, and are, in any case, completely unsustainable. Indeed, the scale of Ireland’s 

external debts is such that the country is, to all intents and purposes, insolvent. If the Republic still 

had its own currency, it would long since have been reduced to parity with confetti. Even with the 

bail-out deal in place, Ireland’s government would still have to pay at least 8.5% to borrow, always 

supposing that it could find anyone to lend to it, which actually seems pretty implausible. 

And this, according to the governments of Ireland and of its EU partners, is why the country must not 

just accept a humiliating €85 billion bail-out but must also, in return for this, allow the European 

Central Bank (ECB) and the International Monetary Fund (IMF) to write its budget, a budget which 

necessarily slashes public spending whilst introducing painful hikes in taxation. 

A perusal of the resulting budget reveals quite why the Irish public are so angry. On the spending 

side, and in addition to cuts already announced, public expenditures must be reduced by €10bn over 

the coming four years, including a €3bn reduction in public investment, a €2.8bn cut in welfare 

payments and a €1.9bn decline in the public sector wage bill. Further pension cuts are to be imposed 

on the public sector. Tax increases totalling €5bn over the same period will include income tax rises 

of €1.9bn, an increase in the rate of VAT from 21% to 23%, and the elimination of tax reliefs worth 

€755m. Reflecting this austerity programme, 24,750 public sector jobs will go, water charges will be 

introduced and the hourly minimum wage will fall from €8.65 to €7.65.  

‘Oh, and by the way’ – continues the government’s latest message to the Irish public – ‘we’re sorry 

for not mentioning this before, but GDP is a grossly misleading measure of the country’s national 

income, because it includes profits earned in Ireland by foreign corporations attracted here by the 

country’s extremely low (12.5%) rate of corporation tax (CT). The real (GNP) figures have been at 

least 20% below the wonderful GDP numbers that we’ve been telling you about throughout the ‘Celtic 

Tiger’ period. This in turn means that Ireland’s debt ratios are even worse than they look.  

‘The good news is that there is no need to raise the CT rate. Have a nice day’.           

Listening to Ireland  

So savage is the austerity package required of Ireland - for a rough approximation to the UK, multiply 

the figures by about fourteen – that it might seem unnecessary to look further into the question of 

why the Irish public are so annoyed. But the reality is that Irish anger is fired less by the scale of 

the required belt-tightening than by the sense of injustice which the whole process provokes.  

Who, it might be asked in Ireland, made this debacle necessary? And who are the Irish people really 

bailing out by taking themselves a further €85bn into debt? In short, the Irish public strongly suspect 

that they are taking on additional hardships to bail out the very people who created the nation’s 

problems in the first place. If the banks were to collapse, it is sometimes said, it would be bankers – 

and “the rich” more broadly - who would lose out, not the ordinary Irishman or Irishwoman in the 

street. The bankers (and others) created this mess themselves, it is argued, so isn’t this just another 

case of ‘Main Street bailing out Wall Street’?  

 

                                                 
4 The most recent data available in the CIA World Factbook for Icelandic external debt dates back to 2002 
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No one can know what the collective Irish public view really is right now, but we can surely hazard a 

pretty good guess. The majority of Irish people might believe something along these lines: 

- The period of ‘Celtic Tiger’ growth was very largely a con-trick, which enabled a minority to 

get rich whilst ultimately doing very little for ordinary people other than eventually loading 

them with unsustainable debts. 

- Most of the ‘growth’ of that period wasn’t real growth at all – it was a bubble pumped up by 

massive borrowing from overseas. 

- The low rate of CT benefited foreign corporations far more than it benefited Ireland. 

- Successive Irish governments have been guilty of myopia, incompetence and negligence, at 

the very least, taking ‘growth’ data at face value, deregulating in pursuit of free-market 

ideological purity, and failing even to notice the massive increase in national indebtedness.  

- Bankers received huge bonuses in the good times but, now that the banking system has 

been trashed by their recklessness, expect the taxpayer to bail them out, miring future 

generations into huge debts in the process.   

- The boom in Irish property markets, and the associated rush of speculative building, was 

undertaken by developers who, whilst their companies may now have gone bust, have 

sheltered their substantial personal gains behind limited liability. 

- Now, politicians and business leaders tell the Irish people that they must suffer savage cuts 

and take on huge indebtedness in order to ‘save the euro’, when the Irish people weren’t the 

ones who put the currency in jeopardy in the first place.  

- Whatever happened to democracy? Is anyone actually going to ask the Irish people before 

their taxes are hiked, their public services are slashed and their fiscal system is handed over 

lock, stock and barrel to the ECB and the IMF? 

- Finally, would default be better for us than a bail-out?  

All of these perceptions matter, not because they are necessarily an accurate assessment of the 

situation in Ireland (and elsewhere), but because they are, and sooner rather than later, going to be 

canvassed with increasing stridency not just in Ireland but in many other countries. And 

answers are going to be demanded. 

Policymakers really will achieve nothing at all if they simply urge the public to ‘trust the experts’, since 

the public can retort that these self-same ‘experts’ failed to understand or to prevent the problems in 

the first place. The public, whether in Ireland, in Britain, in Spain, in France or in Germany, are not in 

a very trusting mood. So the question which arises now is simply this – are the public (in Ireland, but 

in other countries too) right in believing themselves to be the innocent victims of the catalogue of 

incompetence, dishonesty and unfairness sketched out above? 

What went wrong? 

Even before looking at which view – that of the Irish public, or that of their government – is nearest to 

the truth, we need to note the alarming chasm between the two. Government and governed are 

miles apart, a situation which either has been, or in due course will be, replicated right across 

Europe.  
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The explanation for the sorry mess in which Ireland now finds herself can indeed be traced back to 

the excesses and the hubris of the ‘Celtic Tiger’ period, but we need to go one step further back than 

that and look at what made that period of reckless expansion possible in the first place. And the 

answer to that lies firmly in the faulty design of the euro. 

The basic flaw at the heart of the euro project is that it attempts to combine a single currency, a 

single central bank and a single interest rate with sixteen different fiscal systems – and this miss-

match does not, indeed can not, work.  

The ‘Celtic Tiger’ catastrophe demonstrates precisely why combining a single currency with a 

multiplicity of fiscal regimes is unworkable. The big economies at the heart of the Eurozone – 

essentially, Germany and France – are nations with a very conservative approach to debt and 

regulation. Reflecting this, the euro became a strong currency, characterised by low interest rates. At 

the outset, the single currency was very much a quasi-deutschemark, not a quasi-drachma, a quasi-

lira or a quasi-escudo. 

This gave countries with hitherto-weaker currencies – such as Ireland, Greece, Portugal and Spain – 

access to debt at far lower rates than they had ever enjoyed before the formation of the euro. 

Perhaps not surprisingly, these countries took maximum advantage of this access to cheap 

borrowings. In the case of Ireland, and whilst fiscal policy remained reasonably prudent, the banking 

system sucked in huge quantities of overseas funds which it then lent with increasing recklessness. 

Irish banking regulation and oversight – or rather, the lack of either – was remarkably similar to that 

of the UK, since the governments of both countries subscribed to the ‘debt doesn’t matter’ dimension 

of the Anglo-American ultra-free-market economic philosophy.  

In Ireland, as in Britain, the immediate result was a huge property price bubble. An expansion in 

property markets necessarily creates apparent growth, first because it leverages activity in a gamut 

of property-related trades and second because the ‘feel-good factor’ created by rising home equity 

encourages homeowners to indulge both in consumer debt and in equity release. For as long as the 

bubble continues to expand, the result is ‘illusory growth’, growth which is ‘real’ in the sense that the 

activity and the spending are really taking place, but ‘illusory’ in the sense that the platform upon 

which all of this is founded is an escalation of indebtedness. As soon as any form of economic 

setback impairs the continuity of debt escalation, the bubble bursts, housing equity disappears, 

growth in property-related trades reverses, and government is forced to intervene to rescue the 

banking system.  

And who is to blame? 

Our analysis, then, is that the Irish financial crisis ultimately ensued from the weakness of the 

eurozone system, a weakness which comprises a grave mismatch between a single currency and 

multiple budgetary processes. This resulted in the granting of access to cheap funds to a country 

whose government was wedded to the ‘debt doesn’t matter’ chimera of the ultra-deregulated ‘Anglo-

American economic model’.  

Such an explanation cannot, however, provide the answers that people in Ireland (and elsewhere) 

are entitled to demand. If there is to be any prospect of a healing process which can reconcile 

government and governed, culpability needs to be apportioned. So, who is to blame? 
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First and foremost, the Irish governments of the past decade must bear the biggest single share of 

culpability. The argument that bubbles can be neither measured nor prevented is simply not true. 

Most bubbles begin with property price explosions, and the tools required to measure this are 

simplicity itself – governments need only look at house price/earnings ratios, and at comparisons 

between house price escalation and general inflation. Even under the Eurozone system, there was 

plenty that Ireland’s regulators could (and should) have done to prevent the formation of the bubble, 

if only their elected masters had allowed them to act forcefully to restrict lending. Irish policymakers 

of the last decade and more are guilty of negligence, of self-delusion and of deluding the 

public. 

For the opposition politicians who will form the next government of Ireland, it must seem very 

tempting to simply ‘blame it on the other lot’. This won’t wash with the electorate, and neither should 

it. As a first step, the next Irish administration needs to emulate Britain’s coalition government by 

forming an Office for Budget Responsibility, assuring citizens and the bond markets alike that an 

independent body will henceforth scrutinise the country’s finances. 

But, given the extremes of the Irish situation, the next government should go further than this, in two 

respects. First, it should appoint an independent commission to examine the entire debt-

escalation fiasco, with the authority to name names. The commission should examine the gamut 

of issues ranging from government and regulatory failures through to bank behaviour and 

transparency, lending criteria and relationships with property developers.  

Second, Ireland should also take a step that we have recommended for the UK, and that has 

received powerful support from Britain’s Financial Services Authority (FSA) – Ireland should state, 

and enforce, mortgage lending criteria in terms of maximum permitted earnings multiples and 

loan-to-value (LTV) ratios.  

All that can be done, domestically, about the financial fiasco is to investigate it, publically and 

fearlessly. But citizens (and bond markets) are more concerned about the future than about the past, 

and the imposition of rigid lending limits would be the best single assurance that an Irish government 

can provide that this will never, ever be allowed to happen again.    

As the caravan moves on 

The ink had barely dried on the Irish bail-out agreement before market attention switched to Portugal, 

generally regarded as the next runner in the ‘meltdown sweepstake’. If the next chapter runs to form, 

Portugal will be granted a big IMF/ECB bail-out, for which part of the price will be an extremely 

severe austerity budget. After Portugal, obvious future candidates would appear to include Belgium, 

Spain and Italy. Can this process – whereby the central Eurozone core (which essentially comprises 

Germany and France) bails out all the peripheral countries – really work? 

The answer to this is surely that it cannot, because it leaves in place the fundamental 

contradiction between a single currency and a multiplicity of budgetary processes. It is 

certainly possible to combine limited autonomy within a single currency – the various American 

States have some fiscal latitude within the dollar economy, as do Wales, Northern Ireland and 

Scotland within the UK’s sterling area. But the operative word here is surely ‘limited’. Cardiff and 

Edinburgh, like Sacramento and Tallahassee, have some budgetary autonomy, but overarching 

policy is set in London and in Washington.  
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Something along these lines is needed in Europe. The current Eurozone crisis is a copybook 

example of why anything less cohesive is a recipe for disaster.  

So, if the euro is to survive at all, the trick will be to find a unitary budget system which combines a 

single budgetary process with the granting of as much political autonomy as possible to the member 

countries. In the past, European governments have always backed away from such a solution, as 

they did, for example, when Nicolas Sarkozy called for the creation of a “clearly identified economic 

government” in 20085. 

Although it cannot be denied that such a centralised budgetary process would compromise national 

sovereignty, governments would still be at liberty to decide how to allocate the spending allotted to 

them. Richer countries would still be subsidising poorer ones, but this is no more than the corollary of 

the regional aid which routinely takes place within sovereign states. But a unitary tax system – that is, 

common rates of income and corporate taxes and allowances – has become an imperative. In this 

respect, there was one particularly disturbing aspect of the Irish bail-out agreement, which was that 

Ireland was allowed to retain its ultra-low rate of Corporation Tax. 

To the hard-pressed citizens of Ireland (and indeed of Greece, Portugal and of many other 

countries), concepts such as a unitary budget and a common fiscal system may sound like a 

technocrats’ debate which can do little or nothing to alleviate their problems. In one sense, this is 

true.  

But those responsible for restructuring Eurozone institutions need to be aware that the unfolding 

crisis is opening up a chasm between governing and governed. For the people of Ireland, it 

would be hard to deny that default offers considerable attractions, and Mohamed El-Erian, CEO of 

giant US investment house Pimco, is surely right to argue that the burden which Irish citizens are 

being asked to shoulder alone should instead have been borne in part by banks and by bond-

holders6.  

Mr El-Erian was surely also right to say that “Greece’s bail-out hasn’t worked”, and there is no 

certainty that the Irish bail-out will work out either. The fundamental problem, as we see it, is not that 

the technical arrangements will fail (though they very well might), but that the public will simply refuse 

to support the process, and may elect, instead of their current leaders, new parties committed to 

default. If Ireland did this, other countries would not be far behind. 

Before that happens, it is surely time for the leaders of the Eurozone countries to start 

listening.                         

 

 

 

 

 

Dr Tim Morgan 

GLOBAL HEAD OF RESEARCH 

                                                 
5 "Sarkozy pushes eurozone 'economic government'”,  France 24 , 21st October 2008 
6 BBC interview, http://www.bbc.co.uk/news/business-11835044 
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