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Steve Weisman: Europe continues to struggle to get out of its downturn after a couple of years of crises. Chan-
cellor Angela Merkel has been reelected in Germany and is on the verge of resuming her time 
in power. This is an interesting moment to discuss Germany’s role – past, president and future 
– with two senior fellows at the Peterson Institute. This is Steve Weisman at the Peterson In-
stitute with a two-way interview with Edwin M. (Ted) Truman and Joseph Gagnon.

 First, Ted Truman, how do you assess Germany’s role in facilitating the recovery of Europe 
and also the stabilization of the problems in Greece and other southern periphery countries?

Ted Truman: In a sentence or two, I would say Germany’s role has been supportive but not particularly 
imaginative in terms of both the level of its own support with the effect of money or 
policies. It hasn’t been a negative factor. The real question I think is whether it has been as a 
positive factor in its own interest for the future of Europe.

Steve Weisman: What would you have suggested that Germany do that it did not do?

Ted Truman: I think the problem with Germany is a lot of different things. I think Germany’s leadership, 
broadly speaking, understands that Germany’s future health is very much bound up with 
success of Europe and the success of the euro, whether or not it was a wise idea to go into 
the euro at the time when it was launched. But it is tied together.

 The problem in terms of the politics is that the nature of that dependence has not been 
adequately sold or absorbed by a lot of the population in Germany. That has constrained 
the German government from being more imaginative. I think they honestly don’t think 
that they should delay a push in their own case for more fiscal restraints sooner than they 
needed to in the longer term. They have been in general less tolerant of some of the extraor-
dinary measures that would be done by the ECB [European Central Bank], though that’s 
more Bundesbank than the German government. And they haven’t pushed hard for imagi-
native solutions to the problem. They’ve tended to put a lot of stick in very little carrot. The 
question is whether that will be in the long run interest of the project as well as Germany.

Steve Weisman: The sticks as supposed to the carrots -- toward creditors in the southern countries? Toward 
the governments of those countries in demanding more austerity? What do you mean?

Ted Truman:  I mean in terms of governments and the people of those countries. I’m not sure of the 
posture vis-à-vis creditors there, it does make it a much more complicated issue. There 
is some more defensiveness in all that and a lack of recognition of how things would tie 
together. But I think they’ve  pushed countries to adopt more austerity and maybe not 
pushed enough on some of the other issues that needed to be addressed.
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 So the question for example of the banking union, that looks like they’re going to get some-
where on. The question really is whether it will be enough. And in some sense, the banking 
union would have been better off if they’ve done it three years ago, and they have not.

Steve Weisman: Jacob Kirkegaard, please address the issue of whether Germany has demanded too much 
fiscal consolidation of troubled countries and whether it has engaged in too much of that in 
its own economy.

Jacob Kirkegaard: I think in retrospect, there’s no doubt that the initial levels of fiscal austerity that were im-
posed on Greece before it was clear that it was a regional rather than a national downturn 
in Greece has turned out to the detriment of the Greek economy. I don’t think there’s any 
doubt about that.

 I also think that it is clear that from a broader point of view that Germany—at least 
initially when loans were given to Greece and Ireland and Portugal at very, very high levels 
of interest rather than at concessionary rates—were perhaps too focused on the issues of 
moral hazard rather than the issue of providing a way out of the crisis.

 But I would say that these issues have subsequently been corrected in my opinion, if not so much 
in terms of the German rhetoric. But if you look at the actual fiscal targets that Greece and other 
southern peripheral countries have actually been forced to live with, they have in the last number 
of years been revised quite significantly. In reality, higher deficits have been allowed.

 With respect to the fiscal position of the German economy itself, I don’t think there’s any 
doubt that Germany, in my opinion, implemented a sizeable fiscal stimulus at the time of the 
crisis, which is kind of necessary for a country that has a very volatile and trade-dependent, 
export-dependent economy and therefore had a very dramatic decline in GDP in 2009.

 Subsequently, they have fully implemented their own national balanced budget 
commitment, which means that Germany right now runs a small surplus. Viewed from 
the euro area as a whole, I think that might be viewed as somewhat too tight. But I think 
it’s a mistake to believe that larger German deficits in the last couple of years would 
automatically have translated into higher Greek growth.

 I actually don’t think that’s the case because of the relatively limited trade links between a 
country like Greece and Germany. In some ways, I am much happier that Germany has 
used some of its -- not enough in my opinion -- but at least some of its fiscal space to help 
provide the fiscal backstop for new euro area institutions like the EFSF as well as the ESM. 

Steve Weisman: Just say what they are.

Jacob Kirkegaard: The EFSF is the so-called European Financial Stability Facility which is really an 
intergovernmental fund that has been used by the euro area to provide assistance to 
countries in the periphery. It’s a temporary facility whereas the ESM, the …

Steve Weisman: Lending facility.

Jacob Kirkegaard: It’s a lending facility and it’s temporary in nature whereas the new European Stability 
Mechanism or ESM is a new permanent euro area institution.
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Steve Weisman: So Germany should get credit for putting its funding into those new lending facilities 
to strengthen them as backstops for southern European countries, and stimulating its 
economy would not have helped those countries as much or if at all. What is your view, 
Ted?

Ted Truman: I think on the first one, I agree that what they’ve done has been better than nothing. The 
question is whether there should have been more, larger sooner. If there was a lot of niggling 
and piggling about how big it was going to be and how it’s going to be implemented and it 
took a while, I mean the ESM itself took two years for it to be put in place.

 Now that’s a complicated political processes. We can understand that. But there wasn’t 
urgency and in some sense that added to the uncertainty in the regime for the region as a 
whole and probably to some degree on the margin facilitated contagion to other countries.

 On the fiscal side, there’s one slight correction. Greece in particular actually met the fiscal 
targets. It met the regional fiscal targets. They were not relaxed, I mean in terms of the size 
and the correction in its budget deficit over the first three years. You can argue whether 
it needed to do more. You can argue a little about the timing. It’s clear that they had a 
fiscal problem, so I don’t think there’s an issue there. But maybe it was not done with the 
elegance that it could’ve been done.

 On the question of Germany’s fiscal policy, there were two issues in the crisis. One was 
dealing with the problems in the individual countries’ economies and the other one was 
dealing with the problems within the euro area. There were imbalances within the euro area 
and part of the imbalances was the savings/investment type.  Germany had an excessive 
savings relative to investment. So either it had to cut back on the savings, which means start 
a fiscal policy cutback, or raise in investment, which maybe it should’ve done in better ways 
that would have helped correct the internal imbalances, maybe not so much with Greece 
but for the euro area as a whole.

 And an issue which is now somewhat current and you hear two sides about it. One issue 
is the level of the correction, how obvious the price mechanism works. And whether given 
a standard for the euro area as a whole, for inflation to be closed to 2 percent – it actually 
is now running substantially below 2 percent -- whether it should actually get closer to 2 
percent, should Germany to be a little above that, 3.5 percent, so that you didn’t have to 
have other countries in the negative territory suffering deflation, which makes the burden 
of the debt that much higher.

 You hear both two views about that, whether would Germany accept 3.5 percent inflation 
as part of the price to pay for correcting the imbalances. Certainly, German rhetoric and 
some of Germans talk about the nature of imbalances. They have done this for decades, 
that surpluses are a measure of virtue and deficits are measure of sin. That’s sort of built in 
in the German psyche. Therefore, you don’t have to do anything about surpluses. That was 
a problem in the past with Germany’s relations vis-à-vis other advanced countries and now 
to some degree within Europe.

Steve Weisman: Let’s leave that question hanging and go and pick it up again on Part II.


