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Preface  

 

According to the profusion of commentary produced about the euro crisis, a spectre is 

haunting Europe: the spectre of ordoliberalism. Timothy Garton Ash, for example, has 

condemned the German government’s euro policy for holding on to the ordoliberal 

idea of austerity and sound money as the revealed truth of economic policy (Garton 

Ash, 2012). The European pursuit of sound money does indeed guide and direct 

national economic policy in the EU member states regardless of mass democratic 

demands for welfare and employment. It is also to the detriment of the democratic 

idea of government, which becomes a mere conduit of European rules of austerity 

and economic adjustment irrespective of democratic majorities. However, it is 

important to realise that German neoliberalism does not in fact reject state 

intervention. On the contrary, it conceives of a free economy as an eminently political 

practice, not only in terms of economic policy but also in social policy.  

 

Economic and monetary union (EMU) is rightly regarded as neo-liberal in its design, 

scope and content. Stephen Gill’s (1992) take on EMU as comprising a new-

constitutionalism of market enabling rules over member states depicts this well. His 

account does however conceive of the relationship between market and state as two 

distinct modes of social organisation, and the perennial question about such a 

conception is whether the market has autonomy vis-à-vis the state, or the state vis-á-

vis the market. The social constitution of state and economy, law and money, as 

distinct forms of social relations is not raised.  

 

My approach to European state of money and law focuses on neo-liberal 

transformation in class analytical terms, akin to Burnham’s (2000) account of 

depoliticisation. In this conception, European surpranational rules of money and law, 
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far from weakening member states in favour of market enabling forces, strengthens 

their liberal political constitution and capacity. This argument rests on the 

understanding that there is an innate connection between state and market and that 

the capitalist state is fundamentally a liberal state. This conception entails class as the 

determining category of its form and content. The class character of the state is not 

‘defined in national terms’. Rather it derives from the world market, ‘the capitalist law 

of property and contract transcending national legal systems, and world money 

transcending national currencies' (Clarke, 1992, p. 136). In this context, the problem 

encountered by the liberal-democratic state is the demos. How to restrain its 

aspirations to market liberal purposes? The neo-liberal principle that the state must 

govern for the market to facilitate economic factor competitiveness raises the 

problem how to set juridical limits to the influence of mass democracy on free 

markets. Key to this limitation is the determination of the state as a market facilitating 

and embedding authority, as ‘market police’ (Röpke, 2009). This chapter analyses EMU 

as a means towards that end. 

 

The first two theses focus the institutional architecture of EMU. Thesis III explores the 

meaning of subsidiarity in terms of the relationship between the European democratic 

state and neo-liberal governance. Hayek offered the classical exposition of supra-

nationalism as a means of containing mass democratic aspirations, and Thesis IV gives 

an account of his argument. Thesis V presents the liberal conception of the role and 

function of the state. The conclusion suggests that neo-liberal Europe depends on the 

acquiescence of the European working class, and that governance is no substitute for 

government.  

 

 

I 

Money is itself the community and can tolerate none other standing above it (Karl 

Marx). 

 

Padoa Schioppa's (1994, p. 191) characterisation of EMU summarises the concerns of 

my paper well: 'subsidiarity, not the Leviathan, is the catchword for European political 
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union'. He explains that EMU is based on a collective decision-making process that 

both undercuts national plurality of decision-making and encourages competition 

between territorially segmented labour markets. The institutional structure of EMU 

combines the supranational conduct of monetary policy with national state 

responsibility for competitive labour markets. Padoa Schioppa’s neo-Machiavellian 

view of EMU as a depersonalised 'collective prince' (p. 151) is therefore apt. EMU 

appears indeed to reduce government to governance, to the sphere of technical 

control, which rests on a set of rules that, despite proclaiming the sovereignty of a - 

territorialized - people, are founded on the sovereignty of supranational law and 

money, that is, the regulative institutions of bourgeois property rights.1  

 

Padoa Schioppa’s depersonalised 'collective prince' appears to govern without 

government – seemingly, it is a prince of economic governance that substitutes 

politics for the routines of administration, founded on the rule of European law. It 

ostensibly removes the political character of decision making. According to EMU rules, 

the European Central Bank (ECB) cannot be given instruction by any conventionally 

conceived political body. It appears as if it were a court of law rather than an 

instrument of public policy. Its objective is to enhance and guarantee the credibility of 

monetary policy. 'One way to bolster credibility...is to assign the responsibility for 

monetary policy to an institution that is not subject to political influence (Padoa-

Schioppa, 1994, p. 188). A credible monetary policy and politics appear thus mutually 

exclusive: for monetary policy to be credible, a rule-based, expert-led, ostensibly non-

political conduct enhances its standing. Politics is deemed to render monetary policy 

incredible, at least there is the risk of political meddling and manipulation, and thus 

discretion towards and potential comprise with the so-called special social interest, 

that is, the labour movement and its demands for collective responsibility. In EMU, 

the rule of money governs over the social interests according to the statutory rules of 

the game agreed upon in Treaty form by national political executives. The ECB’s 

conduct of monetary policy appears impartial, granting no privileges and extending no 

                                                 
1  Foucault (2000) analysed these techniques of governance as an example of ‘biopolitics’, by which he 
means the governmental endeavour to rationalise social and political problems as questions of public 
administration.  
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special favours. It is indeed interested only in the expert implementation and 

enforcement of ostensibly ‘apolitical’ monetary rules. The European conduct of 

monetary policy seems thus as reduce what Sam Brittan (1977) called the ‘economic 

consequences of democracy’.  

 

 

II 

‘A monetary union should be able to adapt either through labour movement 

from states in recession to states in high growth, or through labour market 

flexibility, with a reduction of wage and labour costs in states in recession to 

attract capital investment’ (Hix). 

 

Expanding on Padoa Schioppa’s metaphor about EMU as a depersonalised prince, 

fiscal policy is its court, and the territorialized European working classes its Fourth 

Estate. EMU places the responsibility of economic adjustment on competitive labour 

markets. Their adjustment is the preserve of member states. Fiscal policy is the forte 

of neither the national state nor the Union – it is located in the twilight zone between 

the member states and the Union.2 

 

EMU excludes the transfer of fiscal responsibility to the Union and member states 

retain fiscal sovereignty. At the same time, the Union is involved in the conduct of 

fiscal policy, policing observance of agreed fiscal conditions in member states as 

specified by the Stability Pact. The Union has the power of coordination and 

surveillance, and the ability to recommend modifications of fiscal policy and apply 

sanctions against governments that breach agreed rules. The circumstance that fiscal 

policy is the responsibility of both the Union and member states is symptomatic.3 It 

constrains expansionary fiscal responses by member states to social pressures by 

                                                 
2 For an account, see Bonefeld (2001a, 2005). 
3 On the rational of fiscal policy, the Stability Pact, and its crisis, see Bishop (2007). See Dyson (2008) 
for an optimistic account of the first ten years of the Euro. Analysis of crisis-ridden Stability Pact falls 
outside the scope of the argument, see however Bonefeld (2004). The German government’s insistence on 
Stability Pact rules in the face of the crisis of 2008 is of greater significance then its earlier difficulties to 
adhere to them. On the crisis of 2010, see below. 
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means of Union rule, at the same time as which the Union does not assume fiscal 

responsibility. Continued national fiscal responsibility within an overall supranational - 

rule based - system of coordination is designed to undercut fiscal free-riding at the 

national level and prevent the possibility of 'non-market' intervention at the 

supranational level. EMU, then, is endorsed as a 'framework of incentives and 

constraints' that will 'condition national budgetary policies, for which the keywords 

will be autonomy (to respond to country specific problems), discipline (to avoid 

excessive deficits), and coordination (to assure an appropriate overall policy-mix in the 

Community)' (Emerson, 1992, p. 11).  

 

The positioning of fiscal policy is a response to the ‘risk’ of fiscal expansionism. This 

was seen to pose 'a major threat to the overall monetary stability' of the Union 

(Emerson, 1992, p. 100). As Padoa-Schioppa (1994, p. 127) puts it, the question was 

'whether monetary union runs a serious risk of being undermined by independent and 

possibly uncoordinated budgetary policies by member states'. The rejection of fiscal 

federalism and the prevention of fiscal free riding was of utmost concern for the 

architects of EMU. The transition arrangement to EMU, that is the convergence 

criteria, and the Stability Pact, are geared against what is called 'unsustainable 

budgetary policies in a member state'. As Emerson (1992) put it, 'fiscal discipline is 

defined as the avoidance of an unsustainable build-up of public debt' (p. 107). Further 

the transition to EMU 'amplifies the domestic effectiveness of national fiscal policy for 

stabilization purposes' (p. 115), requiring a tight control of member states 'if fiscal 

expansion were systematically beggar-thy-neighbour in character' (p. 119). In short, 

'surveillance will have to correct possible tendencies for budget deficits to become too 

large' and EMU relies on 'fiscal policy to reduce budget deficits' (p. 100). The fiscal 

rules of EMU prohibit anti-cyclical fiscal policies associated with Keynesianism and 

confer on fiscal policy the task of controlling public expenditure within balanced 

budgets, a task made especially difficult at times of recession when reduced tax 

income coincides with greater stress on state expenditure. That is, its fiscal policy 

stance amounts to a huge redistribution of wealth from labour to capital – a 

redistribution of wealth that, in EMU, is a constitutive element of its liberal, market 

enabling governance. In the context of the crisis of 2010, the IMF (2010) put this 
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succinctly. It argued that the strengthening of fiscal governance, including mechanisms 

for enforcing compliance with rules and surveillance to secure fiscal sustainability, 

requires for its success key labour market reforms, ‘making the labour market more 

effective, removing disincentives to work embedded in various public policies, 

enhancing wage bargaining flexibility, and further liberalizing services sectors’ (p. 7). 

 

Within the structure of subsidiarity, economic adjustment falls on labour markets. 

Increased competition within the EU was to 'result in an increased responsiveness of 

wages to unemployment', with 'labour market flexibility, and most importantly wage 

flexibility...the most important adjustment instrument' (Emerson, 1992, p. 149). The 

'wage-price flexibility remains the basic adjustment channel as a substitute for the 

nominal exchange rate' (ibid., p. 102). In addition, labour migration is expected to 

adjust the burden of unemployment on national budgets. That is, 'wage bargainers 

will be affected by a credible monetary union' as they will realise that excessive wage 

rises will not be underwritten by devaluations (ibid., p. 24). Lower labour costs are 'a 

condition to the relative price decrease needed to restore the competitive position of 

[member states] and to bring output and employment back into equilibrium' and 

'factor mobility, in particularly labour mobility, may solve the problem through 

migration' (ibid., p. 147). In other words, the cost in terms of output and employment 

might not be high if the working class responds flexibly to market pressures and 

requirements. In the absence of such willingness of flexible adjustment, 

unemployment might follow and the 'need' to migrate arise. In short, EMU focuses 

adjustment on 'two primary [channels]: a) workers can move; b) wages can change' 

(Currie, 2000, p. 124). That is, an unemployed worker is in fact a worker in transit, up 

and down the wage-scale, from this activity to that activity, from this labour market to 

that labour market. Employment and unemployment converge in the form of the 

employable worker as embodiment of and investor in human capital.4 

                                                 
4 In contemporary social theory, this conception was developed by Beck (1998) and Giddens (1998) who 
argue that the new post-Keynesian modernity requires the ‘release’ of the worker from the ‘welfare state 
prison’ to set the worker free to become his own employer, or, as Beck put it, a ‘labour-force-employer’. 
The idea of the worker as a self-responsible and self-reliant employer of his or her own human capital, as 
somebody who invests his/her capacity to work in return for a wage, is the defining characteristic of 
American neo-liberalism. On ‘human capital’ see, for example, Journal of Political Economy (vol. 66, 
1958, vol. 68, 1960, vol. 70, 1961).  
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The architecture of monetary union vindicates Padoa-Schioppa's view of EMU as 

resembling a modern version of Machiavelli's prince. This prince is, however, not a 

Leviathan. The Union does not possess political sovereignty. It is a prince of money – 

this, as neoliberal economics has it, cunningly conceived technical instrument of 

economic calculation and medium of exchange that emerges from the pursuit of 

individual self-interest and comes to express the collective wisdom of society (see 

Menger, 1963).5 The prince’s republic is the republic of money and its embodiment is 

the ECB. Courted by fiscal policy, it governs its subjects through the member states. Its 

subjects are the territorially regimented European working classes. Their allocated 

position is that of the democratically accepted plebes, democratically accepted that is, 

in the republic of the market that, facilitated by free price mechanism, is governed by 

Say's (in)famous democracy of demand and supply. Or as Henning (2000, p. 21) put it, 

'knowing that exchange rate policy via-a-vis other members of the union can no longer 

reverse the deleterious effects on the competitiveness of high wage and price 

increases, firms and unions should act with greater discipline'. In EMU, of course, 

exchange rate policy has ceased on the national level, and fiscal policy is meant to 

sustain the Euro and competitive labour markets. EMU shifts governmental action 

downwards to achieving competitive labour markets, emphasising the market as the 

formative power of European society.  

 

What however happens if and when European labour resists its assigned role as a 

readily adjustable, competitive factor of production? The viability of EMU depends on 

the capacity of member states to respond to economic distress, crisis and unrest in 

accordance with EMU rules, especially fiscal policy rules. The former President of the 

German Bundesbank, Hans Tietmeyer, saw clearly the difficulty entailed in this 

dependence on labour acquiescence when he argued that 'sustaining the monetary 

union might need perhaps more solidarity than beginning it' (cited in Eltis, 2000, p. 

146). The solidarity that Tietmeyer summons is one against working class aspirations 

for jobs, wages, and conditions – a solidarity for market freedom, founded on 

                                                 
5 On money as a social power, see Clarke (1988) and Bonefeld (1996). 
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European market enabling law and money. In this context, Europe appears as a 

collective subject that, by means of competition between national labour markets, 

undercuts existing mechanisms of social protection in favour of the unlimited 

development of abstract wealth – money in process, value in process and as such 

capital. The crisis of 2010 showed that, when the going gets tough, no sacrifice is too 

great for the safeguard of Euro rules, including the temporary sacrifice of these rules 

themselves.6 For neo-liberalism, free markets are not a given. They require constant 

‘production’, especially in the face of democratic majorities that seek protection from 

market rule, say, by means of welfare provision.7 

 

 

III 

The people are sovereign! Yet where does their sovereignty go? (Bertold Brecht) 

 

Stephen Gill’s argument that European integration amounts to a new form of market 

constitutionalism, which is 'designed to insulate key economic agents, especially 

Central Banks, from interference by elected politicians' (Gill, 1992, p. 168, see also Gill, 

1995), has much to recommend it by. It captures a key element of monetary union. 

However, its presupposition that there was an earlier period of democratic monetary 

policy that is now being replaced by technocratic forms of regulation, can not be 

                                                 
6 For Daniel Gros, the response to the crisis of 2010 meant that the ECB lost its independence when, in 
violation of statutory requirements, it supported political efforts at bailing out the Greek state by financing 
government deficits. For the FAZ, all the principles of the Euro have been sacrificed and the stability rules 
broken to save the Euro (Guardian, 11/5/10).  
The ECB bought eurozone government and private debt to ensure liquidity in what it terms dysfunctional 
market segments. The IMF (2010) lauded the European response, including the action by the ECB, and 
urged reinstatement of the currency rules upon containment of the crisis. It also demanded stronger fiscal 
governance to facilitate competitive labour markets. The President of the ECB, Jean-Claude Trichet (cited 
in Brunsden 2010) also demanded stronger fiscal governance of EMU to deliver what he called sustained 
collective fiscal responsibility. In particular, he called for improved budgetary surveillance, including peer 
review of budgets and quasi-automaticity in the imposition of penalties on countries that ‘behave 
improperly’. The German government went as far as demanding renegotiation of the Lisbon Treaty to 
allow suspension from the single currency of ‘fiscal rule breakers’, including their surrender of voting 
rights in EU councils, and loss of EU subsidies. It also proposed that persistent rule breakers be expelled 
from the Eurozone. Whatever the outcome, there is no doubt that post-crisis reform will focus on fiscal 
governance, not in terms of its place within the structure of EMU but in terms of its mechanisms of 
surveillance, means of compliance, and rules of enforcement. 
7  For Röpke (2009) the post-war emergence of a welfare state was a sure sign of a ‘diseased democracy 
[that] harbours the germs of the collectivist system’ (p. 18). Instead of providing welfare support to 
workers, he argues in favour of a ‘true welfare policy’ that is ‘equivalent to a policy of eliminating the 
proletariat’ (p. 214), see also footnote 5. 
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upheld. In Western Europe, liberal-democracy became an accepted political form only 

after the second world war. Its democratic veracity was always more apparent than 

real (cf. Agnoli, 1990). Furthermore, economic relations of market freedom were 

placed firmly within a European context during the 1950s (Moss, 2000). In addition, 

'concentration of unaccountable decision-making lies precisely in those areas where 

the capitalist nation-state itself has always resisted democratic encroachment most 

trenchantly: monetary policy' (Gowan, 1997, p. 97). The importance of European 

integration is not that it shifts the balance between market and state, or elected 

politicians and technical experts, as Gill’s concept of new-constitutionalism implies, 

say, from the democratic constitution of markets to the economic constitution of 

democracies. Its importance is that it emasculates the achievement of democratic and 

political rights by the dependent masses, in favour of government by means of the 

supranational rules of law and money. It institutionalises what Clarke (1992, p. 136) 

calls ‘the capitalist law of property and contract’ over and above the national legal 

systems, and for want of a better word, ‘denationalises’ national currencies in favour 

of supranational money. In either case this institutionalisation removes what 

Friedman (1962, p. 15) calls the rules of the game, the rule of law and the rule of 

money, from interference by the demos. The rules of the game are determined by 

‘elected’ national political executives as holders of European political authority, and 

the power of implementation rests with - supranational – bureaucracies.  

 

Neil MacCormick (1995, p. 102) recognises that 'combined and divided state-and-

community sovereignty seems the enemy of popular democracy'. In reality, he says, it 

is not the enemy of popular sovereignty at all because subsidiarity is a 'better vision of 

democracy than all-purpose sovereignty ever did' (MacCormick, 1999, p. 126). It 

consists of a set of entities, principally the 'no longer fully sovereign' states of Europe 

and the still not sovereign Union (ibid., p. 142). The 'democratic' elements of 

subsidiary 'will help assuage any alarm [that the limitation of sovereign power] may 

have aroused' (ibid., p. 126). National parliaments can seldom hold their governments 

responsible for (qualified majority) decision in the Council of Ministers. Its decisions 

can be presented to national publics and parliaments as a fait accompli. Emasculated 

national parliamentary systems are not compensated by forms of parliamentary 
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oversight at the European level. The European Parliament has gained greater co-

decision powers. Nevertheless the Council of Ministers, especially the European 

Council, remains the main European decision maker and European law is directly 

applicable and superior to national law. That is, in a remarkable reversal of Western 

democratic thought, European law is made by an assembly of national executives.  

 

Against the much lamented democratic deficit of the Union, which on closer 

inspection is understood rather as a deficit in legitimating (Beetham and Lord, 1998), 

Weiler (1997) and MacCormick (1999) are right to argue that the Union was not meant 

to be democratically constituted. It was to advance legal equality and secure those 

same liberal rights upon which free market relations rest. These rights belong to 

individuals who in the pursuit of their own self-interest respond to price signals and 

that is, they are individuals who as equals are governed by the free price mechanism. 

European integration was not based on the democratic idea of one person, one vote; 

and thus on government by democratic majorities. Against unfettered democratic 

alternatives to liberal-democracy, the 'de-coupling' of legal equality, the so-called 

sovereignty of legal norms, from sovereign political power was to secure the liberal 

utility of the rule of law. The sovereignty of European law fetters nationally 

delimitated democratic aspirations, concerning for example welfare provision and 

labour market organisation, to market liberal principles, strengthening the liberal 

character of the liberal-democratic state at the expense of its democratic element.8 

The constitution of a non-sovereign European entity is  'just not the sort of thing that 

can be run democratically, and therefore has to be reckoned a kind of political entity 

to which may be entrusted only those functions in relation to which non-democratic 

governance seems acceptable' (MacCormick, 1999, p. 145). Like Weiler, MacCormick 

endorses a 'balanced' manifestation of distinct forms of governance, one 

democratically constituted at the level of the nation state, the other constituted on 

the basis of law and operated by an elite of largely autonomous, bureaucratic or 

administrative experts – experts of law, of money, of impartial governance.  

 

                                                 
8 On the relationship between the liberal and democratic state, see Agnoli (2000). 
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Just as Emerson (1992) and Padoa Schioppa (1994) argue in favour of a 'credible', that 

is expert-led monetary governance, MacCormick holds that bureaucratic experts are 

better placed to pursue the common good than their democratic alternative. As he 

puts it, 'given that wisdom in practical affairs, prudentia, seems to be very differently 

distributed among us, and possessed in exalted degree only by a few, there is 

something of an argument for aristocracy. Identifying the common good and the 

means of its pursuit is not an easy task, and only wise and experienced persons are 

likely to be good guides' (1999, p. 146).9 Since the aristocracy is no longer in 

possession of the administrative apparatus, 'bureaucracy gives us another possibility 

for benign oligarchy' (ibid.). The mixed constitution of Europe, one between sovereign 

and democratically constituted states and supranational rule of money and law, 

expresses according to MacCormick the wisdom of the Rule of Law in democratic 

settings. 'Democracy and its particular virtues make a critical contribution to the good 

ordering of any well ordered Commonwealth, but a satisfactory democratic form of 

government does not necessarily submit every single decision to the vote on a basis of 

one person, one vote. A well-ordered polity may have other elements in its 

constitution' (ibid., p. 148). Democracy, he seems to suggest, works best when 

fettered to the rule of law (and money). Popular sovereignty works best within the 

framework of European ‘enabling’ law. The real sovereign is the rule of law – it 

enables popular sovereignty on a (market) liberal basis, this so-called democracy of 

demand and supply. Its operation is best secured by an 'enlightened bureaucracy' 

(MacCormick, 1999, p. 155) that remains at arms lengths from mass democratic 

aspirations. In short, subsidiarity is endorsed as the best possible organisational form 

of tying the democratic element of the liberal-democratic state to its liberal 

foundation.  

 

 

IV 

                                                 
9 Compare MacCormick’s argument on limited democracy and freedom on the basis of aristocratic 
administration with Röpke’s vision of free market regulation by means of the ‘Nobilitas Naturalis’  (1998, 
esp. pp. 129-137). 
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The issue is not whether the Union is totally or completely democratic but whether it 

is adequately so given the kind of entity we take it to be (Neil MacCormick) 

 

Subsidiarity highlights the central role of member states in facilitating competitive 

labour markets. It reinforces the bourgeois purpose of the (national) state, that is, to 

‘govern over the labour force’ (Hirsch, 1997, p. 47), reaffirming the existence of the 

working class as ‘object of state power’ (Clarke, 1991, p. 200). EMU reasserts this 

structure of facilitation but did not introduce it. According to the former French Prime 

Minister, Pierre Mendes-France, the Treaty of Rome was based 'on the classical 

liberalism of the 19th Century' and that is, that competition pure and simple is the 

best of all worlds (quoted in McAllister, 1997, p. 17). De Gaulle supported the Treaty 

of Rome because it asserted competitive pressure on French industry. As he put it 

(1971, p. 143), 'international competition...offered a lever to stimulate our business 

sector, to force it to increase productivity...hence my decision to promote the 

Common Market which was still just a collection of paper'. The Common Market was 

seen to secure the domestic management of labour with an extra-national, market-

based anchor. The Single European Act reinforced this development of Europe as a 

means of market facilitating governance over territorialised labour markets (see Grahl 

and Teague, 1990). The other side, then, of the domestic reality of mass democratic 

incorporation into the political system in the aftermath of the second world war, was 

the depoliticisation of economic governance by means of supranational structures of 

law. The earlier account of subsidiary shows its theoretical justification, the example 

of EMU illustrates its practical significance, and the quotation from de Gaulle reveals 

its political importance. The lucid prophet of this project was Hayek (see Anderson, 

1997; Bonefeld, 1998, 2001, 2002). 

 

During the 1930s, Hayek advocated that national states should combine to create a 

federal interstate system. Such an arrangement was endorsed as preventing 

inflationary demands which, for him, were a consequence of the polarisation of class 

relations within independent national states. He endorsed supranationalism as a 

means of encouraging competitiveness, against a national politics of economic 

protectionism; support the de-politicisation of economic relations, against the power 
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of 'special interests' to subject the national state to commit to material concessions 

and inflationary demand management; and do away with restrictions on the 

movement of capital, labour and commodities. Furthermore, it would narrow the 

scope for the regulation of economic life; discourage the solidarity of the working class 

through its national fragmentation; and 'render possible the creation of common rules 

of law, a uniform monetary system, and common control of communications' (Hayek, 

1939, p. 255). Supranationalism was thus endorsed as a way of limiting the effect of 

mass democracy on the centre of political decision making and as a device that would 

disempower the working class to force governments to moderate its aspirations 

through welfare and employment guarantees. 

 

Supranationalism, then, was espoused as 'providing a rational framework within which 

individual initiative will have the largest possible scope' (ibid., p. 268). Nothing would 

stand in the way to what, today, is termed the de-regulation and flexibilisation of the 

wage relation. As Hayek saw it 'even such legislation as the restriction of child labour 

or of working hours becomes difficult to carry out for the individual state' (ibid., p. 

260). Within a supranational union, individual states 'will not be able to pursue an 

independent monetary policy' (ibid. p. 259). Politicians, he seems to suggest, are 

always governing with the next election in mind perverting even those committed to 

the free market to give in to 'popular pressure', leading to the politicisation of 

economic relations thereby harming the self-regulating capacity of the market. 

Furthermore, monetary policy always requires an element of judgement and thus 

discretion that government might abuse to retain legitimacy. A supranational 

operation of monetary policy, with an independent bank removed from domestic 

considerations, would thus limit the role of political decisions and that is, it would 

insulate economic policy-making from a 'Keynesian' response to social conflict. 

Monetary policy would instead be rule-based and therewith protected from the 

'distorting' influence of working class demands. The removal, then, of monetary policy 

from political influence would accord its conduct a quasi-judicial status independent 

from the established liberal-democratic systems, expelling the 'mob' from the seat of 



14 

government.10 Monetary policy would thus be shielded from mass democratic 

interference. Liberty would be restored and with it, the real democracy of the market, 

that is, the democracy of demand and supply, where private vices magically transform 

by means of the invisible hand into public virtues. In short, a domestic policy of 

austerity would be anchored in a supranational community, a community designed to 

provide 'stability' (cf. Müller-Armack, 1971). In Müller-Armack's view, 'stability' stands 

for low inflation, a strong currency, competitive labour markets, and an effective and 

efficient labour force whose ability to demand conditions, is checked by 'Europe'.  

 

Müller-Armack - 'probably the most influential German at Brussels' (Moss, 2000, p. 

258) - was opposed to economic dirigisme but not adverse to a 'consciously steered 

market economy' (see Müller-Armack, 1947, p. 95) and, as Secretary in the Economics 

Ministry of the FRG, argued that centrifugal forces had become 'visibly greater in the 

situation of prosperity', necessitating 'an additional effort towards social integration’ 

(cf. Müller-Armack, 1960) so as to prevent the politicisation of social labour relations. 

Müller-Armack's programme of a social-market economy that was anchored in Europe 

focused the resolution (Moss, 2000)11. It sets out to fetter mass democracy by 

reconciling it with market liberal economic governance, that is, it emphasises the 

market liberal ‘steering capacity’ of the state (cf. Brittan, 1977). The purpose of such 

‘steering’ is ‘planning for competition’ (Hayek, 1976, p. 31). That is to say, laissez faire 

belongs to the economy and characterises the free economy. It does not extend to the 

state. Indeed, laissez-faire is ‘a highly ambiguous and misleading description of the 

principles on which a liberal policy is based’ (Hayek, 1976, p. 84). For the neo-liberals, 

then, state and economy do not exist as two separate forms of social organisation, 

instead they are intrinsically connected: not only does the free market require the 

                                                 
10This formulation derives from Bernard Baruch's protest against Roosevelt's decision to abandon the 
gold standard in 1933. He stated that 'it can't be defended except as mob rule. Maybe the country doesn't 
know it yet, but I think that we've been in a revolution more drastic then the French Revolution. The 
crowd has seized the seat of government and is trying to seize the wealth. Respect for law and order is 
gone' (quoted in Schlesinger, 1958, p. 202). Baruch was a leading Democrat. On this, see Holloway, 
1996. 
11 The phrase social market economy was introduced by Müller-Armack in the late 1940s as an election 
slogan for the CDU. The phrase is opaque. It means different things to different people. In its neo-liberal 
origin the social aspect of the market economy meant an ‘honest decision’ for free market. Balogh (1950, 
p. 5) take on the social market economy is succinct. It is ‘planning by the price mechanism’. On German 
ordo-liberalism, see Haselbach (1991) and Foucault (2008). 
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strong, market facilitating state, it is also dependent on the state as the coercive force 

of that freedom. There can be no market freedom without ‘market police’ (Rüstow, 

1942, 289). The free economy is thus endorsed as a state-less sphere dependent upon 

and under state protection.  

 

 

V 

‘The superstructure is the expression of the substructure’ (Benjamin, 1983, pp. 495-6) 

 

Marx introduces his base and superstructure metaphor saying that his investigation 

led him to the understanding that the ‘sum total of [the] relations of production 

constitutes the economic structure of society, the real foundation, on which rises a 

legal and political superstructure and to which correspond definite forms of social 

consciousness’ (1981, p. 8). Leaving aside Marx’s own understanding of his work as a 

critique of economic categories (ibid., p. 10),12 and therewith of the very economic 

objectivity from which the superstructure is supposed to arise, his metaphor says that 

the political form of bourgeois society, the state, belongs to the society from which it 

springs. Crudely put, the purpose of capital is to accumulate extracted surplus value, 

and the state is the political form of this purpose. 

 

Marx’s claim that the base superstructure metaphor is the result of his investigation is 

however disingenuous. Its origin lays in classical political economy. William Robertson 

(1812/1890, p. 104) summarised the classical position well: ‘in every inquiry 

concerning the operation of men when united together in society, the first object of 

attention should be their mode of subsistence. Accordingly as that varies their laws 

and policy must be different’. Adam Smith provided the classical exposition. His theory 

of history is remarkable not only for the emphasis given to economic forces that work 

their way through history towards ‘commercial society’. It is also remarkable for the 

argument that in each historical stage, the political form of society, be it conceived in 

terms of authority or jurisdiction, necessarily flows from the state of property. For 

                                                 
12 For an account, see Bonefeld (2001b). 
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Smith, private property is the consequence of the development in the division of 

labour. It gives rise to the growing social differentiation of society into distinct social 

classes, and its extension increases the social surplus, which leads to the expansion of 

private property. This expansion lays the foundation for the separation of the state 

from civil society in capitalism.  

 

Smith determines the state as the political form of private property and derives state 

purpose from the needs of private property. The state is to protect, maintain and 

facilitate the law of private property. Smith specifies a number of indispensable state 

functions. Apart from defending the country against external threats, it has to provide 

for an exact administration of justice in order to resolve clashes of interest between 

property owners. For him, ‘justice…is the main pillar that holds up the whole edifice’ 

(1976b, p. 86). It safeguards the rights of the individual to liberty and property, 

guaranteeing the framework of civil society. The state is indispensable also for the 

provision of public goods that are required for the operation of the market but which 

cannot be provided for by the market itself for lack of profitability (cf. Smith, 1976a, p. 

723). Furthermore, the state is charged with facilitating the law of private property, 

for example, by removing various institutional and legal impediments, and by 

confronting those private interests that impede the perfect liberty of the market. This 

responsibility also entails the state in achieving the ‘cheapness of provision’ (Smith 

1978, p. 6), facilitating the progressive development of accumulation on the basis of 

increased labour productivity.  

 

He introduces the class struggle between capital and labour arguing that ‘wages 

depend upon contract between two parties whose interests are not the same’. That is, 

the ‘workmen desire to get a lot, the master to give as little as possible. The former 

are disposed to combine to raise, the latter to lower the wages of labour’ (Smith, 

1976a, p. 83). In this struggle, the masters have the upper hand because they ‘are 

fewer in number, can combine much more easily...[they] can live for longer upon the 

stock which they have already acquired’ (cf. ibid., pp. 83-4) and the workers might 

‘starve’ (ibid. p. 85). That workers rebel is understandable given that ‘they are 

desperate (ibid., pp. 84-5). Yet, their action is foolish because ‘the workmen very 
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seldom derive any advantage from the violence of those tumultuous combinations’ 

(ibid., p. 85).  

 

According to Smith the resolution to the class conflict can only lay in determining the 

true interest of the worker, and the true interest of the worker lies in sustained 

progressive accumulation. ‘Workers do well not to struggle, because with the increase 

of surplus, stock accumulates, increasing the number of workers, and the increase of 

revenue and stock is the increase of national wealth. The demand for those who live 

by wages … increases with the increase in national wealth’ (ibid., pp. 86-7). This then, 

is the famous trickle down effect – accumulation he argues increase national wealth 

and this increase ‘occasions a rise in the wage of labour’ (ibid., p. 87). Smith calls this 

the ‘liberal reward for labour’, and one consequence of his argument is, of course, 

that if there are poor, than this is an indication that ‘things are at a stand’ (ibid., p. 91) 

requiring state action to facilitate ‘the cheapness of goods of all sorts’ (ibid., p. 333). 

The owners of stock in some countries might achieve higher rates of return on their 

investment than owners in other countries, ‘which no doubt demonstrate[s] the 

redundancy of their stock’ (Smith 1976a, p. 109). Maintenance of stork requires 

competitive adjustment, and its facilitation ‘belongs to the police’ (Smith 1978, p. 5). 

 

According to Smith, ‘workers’ benefit from progressive accumulation. However, the 

owners of stock might not because ‘the increase in stock, which raises wage, tends to 

lower profit’ (Smith, 1976a, p. 105). Capitalists might therefore seek to maintain the 

rate of profit artificially, impeding the natural liberty of the market, for example by 

means of price fixing or protectionism. Such assertion of private power ‘produces 

what we call police. Whatever regulations are made with respect to the trade, 

commerce, agriculture, manufactures of the country are considered as belonging to 

the police’ (Smith, 1978, p. 5). That is to say, the ‘economic system requires a market 

police with strong state authority for its protection and maintenance’ (Rüstow 1942, 

p. 289), and effective policing entails ‘a strong state, a state where it belongs: over 

and above the economy, over and above the interested parties [Interessenten]’ (1963, 

p. 258). The ability of the state to protect and maintain the perfect liberty of the 

market depends on its separation from civil society - it is the state’s independence 
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from society that allows its effective operation. Failure to maintain its independence 

from society will ‘eventually lead to class war’ (Nicholls, 1984, p. 170).  

 

For Smith, the resolution to class conflict depends on the separation of the state from 

civil society and on its capacity to make workers see that their true interests lies in 

progressive accumulation. He therefore charges the state with ‘promoting the 

instruction of the people’ chiefly by means of education and public diversions (Smith, 

1976a, p. 723). He argued that government should take pains to offset the social 

effects of accumulation, by assuming responsibility for cultural activities to maintain 

the liberal constitution of civil society. In the words of Müller-Armack, this was to lead 

to the incorporation of competitiveness ‘into a total life style’ (Müller-Armack, 1978, 

p. 328). The proponents of the liberal state construct it unashamedly as a class state 

that, ostensibly, operates in the true interest of workers – in jobs, wages, and 

conditions, which derive form the progressive accumulation of capital. The state 

therefore acts in the true interest of the workers, when it ‘maintain[s] the rich in the 

possession of their wealth against the violence and rapacity of the poor’ (Smith 1978, 

p. 338). Such maintenance renders effective the trickle down effect upon which the 

poor depend for the betterment of their conditions. 

 

However, the class character of the state is not defined in national terms. It derives 

from world market relations. As Smith (1976a, pp. 848-49) put it ‘the proprietor of 

stock is properly a citizen of the world, and is not necessarily attached to any 

particular country. He would be apt to abandon the country in which he was exposed 

to a vexatious inquisition, in order to be assessed to a burdensome tax, and would 

remove his stock to some other country where he could either carry on his business, 

or enjoy his fortune more at his ease’. That is to say, the world market transcends 

national legal systems and national currencies. It is the categorical imperative of the 

political economy of capital (Bonefeld, 2000). Smith penned his work in critique of the 

then mercantilist state. But by the beginning of the 19
th

C it had become the 

ideological orthodoxy of a liberalising state (see Clarke, 1988, ch. 1). It was in this 

context that Marx (and Engels) speaks in the Communist Manifesto about the 

cosmopolitan character of the bourgeoisie and defines the national state as the 
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executive committee of the bourgeoisie. Neoliberalism rejects the veracity of Marx’s 

critique, but does not deny its acuity. There is, says Friedman (1962, p. 8), an ‘innate 

connection between economics and politics’, and the ‘new constitutionalism’ that for 

Gill characterizes EMU does not in any way belie this connection. For the neoliberals 

competition is a social essence. It is the formative power of society. However, it is not 

a natural given. It needs constant facilitation by the political state – the facilitation of 

competitive relations is a political objective, it belongs to the state.  

 

 

IV  

‘Law is made for the state, not the state for the law. [If] a choice must be made 

between the two, it is the law which needs be sacrificed to the state’ (Rossiter, 1948, 

p. 11). 

 

In our time, Milton Friedman has provided a cogent definition of the state as the 

executive committee of the bourgeoisie. Friedman argues that the state is ‘essential 

both as a forum for determining the “rules of the game” and as an umpire to interpret 

and enforce the rules decided upon’ and enforcement is necessary ‘on the part of 

those few who would otherwise not play the game’ (1962, pp. 15, 25). That is, ‘the 

organisation of economic activity through voluntary exchange presumes that we have 

provided, through government, for the maintenance of law and order to prevent 

coercion of one individual by another, the enforcement of contracts voluntarily 

entered into, the definition of the meaning of property rights, the interpretation and 

enforcement of such rights, and the provision of a monetary framework’ (p. 27). The 

state has to ‘promote competition’ (p. 34) and do for the market what the market 

‘cannot do for itself’ (p. 27). Liberals, he says, ‘must employ political channels to 

reconcile differences’ because the state is the organisation that provides the means 

‘whereby we can modify the rules’ (p. 23). However, what happens when they 

interfere?13  

 

                                                 
13 For an account, see Bonefeld (2006). 
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The incorporation qua representation of the working class into the system of liberal-

democracy did not disrupt the bourgeois state (Agnoli, 2000). As Simon Clarke (1991, 

p. 200) put it, ‘the development of parliamentary representation for the working class, 

however much scope it may provide for improving the material conditions of sections 

of the working class, far from being an expression of collective working-class strength, 

becomes the means by which it is divided, demobilised and demoralised’ (see also 

Radice, 2001). The great danger is the democratisation of society. For the neo-liberals, 

such democratisation, and that is, the politicisation of social labour relations by means 

of sustained social struggles, is inherent in the class-based constitution of the ‘market 

system’. Smith, for example, derived the class struggle form the workers’ conditions 

and argued that class struggle is not in the true interest of workers. It expresses, one 

might say, false consciousness on the part of workers because improvements in 

conditions depend on progressive accumulation. The true interest of workers lies in 

the perfect liberty of the market, this precondition of progressive accumulation. He 

charged the state with ensuring the cheapness of provision (by means of greater 

labour productivity) and argued the state has to promote ‘the instruction of the 

people’ by means of education and public diversions. The neo-liberals argue similarly. 

In their view the tendency of what they call proletarianization is inherent in capitalist 

social relations, leading to social crisis, turmoil, and disorder, if unchecked. Its 

containment is a political responsibility, and means of containment range from the 

internalisation of competitiveness (Müller-Amarck, 1978), creation of a stake-holder 

society (Röpke, 1949), the transformation of mass society into a property owning 

democracy (Brittan, 1984), the supranational organisation of, and regulation of 

domestic democratic systems by, money and law (Hayek, 1939; Bernholz, 1992), and if 

needed political action against collective organisation: ‘if liberty is to have a chance of 

survival and if rules are to be maintained which secure free individual decisions’ the 

state has to act (Willgerodt and Peacock, 1989, p. 6), and when it has to act ‘the most 

fundamental principles of a free society…may have to be temporarily sacrificed…[to 

preserve] liberty in the long run’ (Hayek 1960, p. 217). Competition is the principle of a 

free society, and the purpose of the state is to facilitate the free market, whatever it 
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takes.14  

 

I have argued that European integration institutionalises the rule of money and law 

and that this institutionalisation strengthens liberal state purpose, undercutting mass 

democratic aspirations and tying the democratic element of the liberal-democratic 

state to its liberal foundation. Padoa Schioppa's notion of EMU as a modern prince is 

therefore emblematic. It focuses liberal state purpose in supranational rules of law 

and money, established by law-making national executives and administered by 

apolitical experts of administration, including a cabal of central bankers ostensibly 

fine-tuning monetary aggregates but in reality conducting monetary policy. 

Nevertheless, the veracity of the Prince depends on the Fourth Estate. Within the 

structure of supranational money and domestic responsibility for the formation of 

competitive (labour) markets, fiscal policy is the hinge upon which the functioning of 

this structure of economic governance depends. Will fiscal policy succeed in releasing 

the working class from the ‘welfare state prison’ and empower workers to act as 

competitive employers of their own labour power, or will its struggle for conditions 

render fiscal policy ‘incredible’?15 That is, EMU depends on the acquiescence of the 

European working classes. Domestic resistance to deteriorating conditions has not 

only repercussions across Europe but, also, on a global scale through its effect on the 

Euro. The fabric of EMU appears strong – yet the seam is weak. The seam is all 

important – economic governance will not keep it together; it lacks the force of law.  

 

MacCormick's notion that democracy works best when fettered by transcendent 

structures of law poses therefore a number of issues that his keen embrace of the rule 

of law implemented by a benign bureaucracy obscures. According to him, Union law 

curtails the political sovereignty of the unitary state and limits political power to the 

enforcement of the supranational rules of law and money. He thus formulates the 

                                                 
14 See Cristi’s (1998) useful account of Hayek’s support for the Pinochet dictatorship – unlike the 
unlimited democratic state, a dictatorship may succeed in limiting the state to market facilitating purposes. 
15 As the IMF (2010) put in the midst of the crisis of 2010, ‘credible fiscal adjustment must be at the core 
of the response, emphasizing the need for early implementation of measures backing the fiscal targets. 
Countries facing market pressure have no choice but to adjust forcefully and to prepare contingency plans 
to avoid any slippage jeopardizing the achievements of deficit targets’ (pp. 5-6). The cheapening of the 
worker and greater labour productivity are key. 
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neo-liberal notion of the limited state – a state that limits itself to the maintenance 

and enforcement of the ‘rules of the game’. His argument appears to target those 

authoritarian conceptions of state power that are associated with authoritarian 

conceptions of liberalism (Bonefeld, 2006). However, like the authoritarian liberal 

tradition, MacCormick suggests that a properly ordered 'commonwealth' has to limit 

the democratic sovereignty of the people. Popular sovereignty is a virtue only within 

the framework of extra-democratic forms of legal regulation and authority. For 

MacCormick the true sovereign is the law. There is of course no European sovereign. 

However, does the (European) law make itself and enforce itself? Law requires 

enforcement by the master of the law, the state, which Max Weber conceived of as a 

political community which is defined by its means, that is, violence. And what sort of 

enforcement is required when the going gets tough? Legal norms are not applicable to 

chaos. Law depends on order. Order is not the consequence of law. Instead, law is the 

consequence of order. What, in other words, is the state's name that has the power of 

authoritative enforcement? Tietmeyer’s warning that monetary union requires 

greater European solidarity of member states to sustain it, expresses an obvious 

truism – yet it says more than it seemed at first.  

 

I started with a reference to Timothy Garton Ash’s entirely apposite observation about 

Germany’s ordoliberal Euro policy and its detrimental effect on democratic 

government.  Yet, there is more to ordoliberalism than sound money. It entails a 

particular view of social policy, conception of the purpose of economy, and 

understanding of the political form of economic freedom. The German government 

conducts its European policy by means of a seemingly depoliticised ruled based 

system of economic adjustment, which strengthens the liberal utility of the character 

of the European states at the expense of their democratic constitutions and systems 

of accountability. The German government demands adherence to the agreed fiscal 

rules of monetary union and asks its European partners to commitment to enterprise 

to maintain internationally competitive labour markets. It seeks competitiveness, not 

vis-à-vis Greece, but in relation to world market conditions. For the sake of the 

economic constitution of Europe, it does not concede to pressures for a European 

commitment for a policy of full employment and economic growth, or to the demands 
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of Greek society for a manifest programme of social relief. For countries like Greece, 

Spain and Italy, where technocratic government replaced democratic government, the 

original ordoliberal question is most relevant: how to fashion and sustain a self-

responsible enterprise society of willing entrepreneurs of economic value and labour 

power in a context of server austerity, unprecedented levels of mass unemployment, 

and receding economic activity, and particularly in the case of Greece, and Spain too, 

unprecedented levels social struggles. The contemporary meaning of the ordoliberal 

idea of the strong state as the indispensible precondition of free economy entails 

something quite different in a Germany of unbending rule-based commitments 

towards a supranational regime of liberal economic market adjustments than in 

Greece, where a whole political economy is on the brink.  
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