Annual Development Report of Europe 2011-2012—The European Sovereign Debt Crisis and Economic Governance
2011 is an exceptional year for the EU, who is at a critical turning point concerning not only its relationships with the outside world, but the internal development of the European integration.
The year 2011 marks the 20th anniversary of the Maastricht Treaty, which created a Political Union and an Economic and Monetary Union, and 2012 the 10th anniversary of the entry of euro banknotes and coins into circulation. A series of initiatives have been and will be undertaken aimed at celebrating this historic event, which is a milestone in the European integration, including, inter alia, a 2-euro commemorative coin to be issued on January 1, 2012, selected from a design competition declared by Olli Rehn, the former Commissioner for Economic and Monetary Affairs, on April 2011
. However, more untold suffering than happiness has been inflicted on the European countries by the debt crisis in such a memorable time.
The year 2011 is not so much a time of celebration as one when the very existence of the EU itself is at stake. The financial and debt problems accumulated over a long period in Europe have, under the shock of the global financial crisis, been transformed into a sovereign debt crisis, which is escalating in this year. Originated from Greece, the crisis has rippled rapidly to a number of countries. After Ireland and Portugal were successively forced to take bailouts, for the moment, the spotlight is shining brightest on Spain and Italy. In order to help pull out of those euro countries that have been or could be stuck in debts, the EU has introduced a series of measures including the intervention mechanisms by the European Central Bank, with the establishment of a stability mechanism at the EU level the most pronounced. Following the decisions taken on May 10 2010 within the framework of the Econfin Council and alongside contributions from the International Monetary Fund (IMF), the EU decided to set up a European Financial Stability Facility (EFSF) with a €750 billion rescue package. At an extraordinary summit on July 21 2011 in Brussels, the heads of state or government of the 17 euro countries agreed on a new package of measures to ease the pressures that Greece was facing and to ensure the financial stability of the euro area
. The guarantee amount of the EFSF has been increased and its effective lending capacity, together with the EFSM, expanded to a volume of €500 billion. After 10 hours’ “marathon” negotiations, the leaders of the euro area countries reached agreement on the early morning of October 27 2011 on a comprehensive set of additional measures to combat the debt crisis, with focus on three key points, namely, the voluntarily acceptance by private creditors of a 50 percent haircut in the nominal value of the Greek bonds they hold, an expansion of the bailout fund to €1 trillion, and a 100 billion-euro recapitalization plan to rescue the banking sector by bolstering the core capital ratio of the 90 large-scaled European banks to 9 percent
. On the member state level, a wide range of stringent fiscal consolidation measures and plans to privatize national assets have been carried out. 
However, there is no guarantee the risks of debt restructuring or debt defaults will be avoided, which will, once happening, hit the European fiscal system once again. A disorderly Greek default would exert knock-on effects on the European banks holding its debts, which would in turn lead to more severe consequences on the European and even the global financial systems. 
In addition to the emergency measures in reaction to the crisis, the EU has produced a series of programmes for economic governance covering a wide range of areas, to tackle fundamentally the long-accumulated structural problems in European finance and economy. At the March 2010 European Council meeting where a Greek rescue plan was first discussed, equal weight was put on economic governance, which thus started the most comprehensive economic governance reform since the creation of the euro. A special Task Force chaired by Mr. Van Rompuy and composed of the financial ministers of the 27 member states has set forth a series of proposals to reinforce the EU’s economic governance. Based on the work of the Task Force, a package proposal to strengthen economic governance was produced by the European Commission on September 29 2010, targeting not only at coordinating national fiscal policies, but at countering the imbalances between the economies of the euro countries. In March 2011 the European Council formally gave its approval to the so-called “Six Pack” legislative proposals, before which, the European System of Financial Supervisors (ESFS) started operating on January 1 2011, symbolizing one of the most significant progresses in integrating European financial supervision in spite of its existing deficiencies.
One of the reasons behind the outbreak and continuous worsening of the European debt crisis lies in the systematic lack of coordination between the unified monetary policy and the fragmented financial policies. Under the pressures of the crisis, France and Germany jointly proposed a plan to create a European economic government, calling for stronger coordination of the fiscal policies and for tighter monitoring of the member countries’ deficit in the euro zone.
Triggered by a combination of intimately linked political and economic issues, the European debt crisis has created not only an economic and political crisis, but a crisis of confidence, making it unrealistic to expect it to be lifted at one stroke. For the moment, with the economic measures well on track, political changes conducive to restore the public’s confidence in ridding Europe of the debt crisis have as well taken place. 
Not only is the European debt crisis exerting tremendous impacts on the sustainability of the EU’s finance and of its economic development model, but the series of response measures and economic and financial reforms are deeply affecting the European integration itself. Just one month before the November 2011 G20 Cannes Summit, French President Sarkozy and German Chancellor Merkel met in Berlin, declaring their intention to “redefine Europe” at the forthcoming G20 Summit. Mrs. Merkel stated that Germany and France would continue to provide advice on how to strengthen the Eurozone countries’ cooperation in fiscal and economic policies, including a revision of the current EU treaties. It seems, according to a report, that the current issues concern not only saving the euro, but redefining the EU
.
While the EU is scrambling for safeguarding the euro internally, it has successfully won a war on Libya.
Led by the EU countries, especially France and the UK, the Libyan War is one of the military operations aimed at transforming Europe’s neighbouring environments by directly using force in the post Cold War era. The Libyan War has paved the way for the EU to advance the south dimension of its Neighbourhood Policy, expand its political influences in the Middle East and North Africa, and to upgrade its international roles. 
After the end of the Cold War, the changing environment in the EU’s neighbours has given rise to significant changes in its geopolitics, with more independent appeals substituting for the former geopolitical strategy with the US on the central stage and based on the West Bloc. In particular, the EU’s Neighbourhood policy represented by “the Union for the Mediterranean” has possessed more of a world vision.
As a bridgehead for the links between Europe and Africa, the Mediterranean area is of vital importance in the development of Europe. However, undergoing serious problems of economic stagnation, unresolved conflicts and wars, and persistent terrorist activities, this region poses a grave threat to the EU. Flood of immigrants from this region especially built up direct economic and social pressures on a number of EU member states. Therefore, the EU’s Neighbourhood policy is aimed, first of all, at guaranteeing the stability in its south neighbours and secondly at enhancing its economic and trade relations with the Mediterranean countries, for, rich in oil and gas reserves, the North Africa has a high degree of complementarity with the EU in its economy and is an important export market for the EU. Last but not the least, to influence the political developments of the Mediterranean countries by taking advantage of their historical links is one of the indispensable guarantees to consolidate and expand the EU’s interests in this region. It can be seen that clear political objectives have been contained in the EU’s Neighbourhood Policy. 
However, the EU’s southward strategy had run into opposition from Gaddafi. The geographical position and economic resources of Libya and the personalities and personal influences of Gaddafi himself plus the extreme lack of trust with the Gaddafi regime by the European countries, admitted of no evasion of the Libyan issue for the EU to push forward its Neighbourhood Policy. However, Gaddafi’s military oppressions on the opposition groups had provided the EU with an opportunity to further this strategy. An Extraordinary European Council summit
 of the 27 EU heads was held on March 11 2011 to discuss the developments in Libya, demanding the Gaddafi regime stop use of force against the civilians and Gaddafi relinquish power immediately, and declaring that the EU would no longer treat the Gaddafi regime as an interlocutor since it had lost all of its legitimacy. After the UN Security Council approved Resolution 1973, a joint statement was published by President of the European Council Van Rompuy and EU High Representative Catherine Ashton, expressing their fully endorsement to the Resolution and believing it provided a legal basis for the members of the international community to provide protection to the Libyan civilian population. It was just against this background that the Paris Summit on “support for the Libyan people” was hosted by France on March 19 2011, where President Van Rompuy delivered a speech saying that the Gaddafi regime had lost all moral and political legitimacy and that the EU stood ready to help Libya in building its new institutions. On the same day when the Paris Summit was convened, the British, French and American alliances opened air assaults on Gaddafi forces.
Lasting around half a year, the Libyan war ended with the collapse of the Gaddafi regime and the death of Gaddafi himself. What attracts the most attention from the outside is the leading role that the EU countries, especially France and the UK, exercised in this war, a shocking contrast with the normal approaches that they had taken in the post-Cold War era, when they usually either opposed or followed the US.
The military intervention by the EU countries had fundamentally reversed the Libyan situations, which is in fact a result of years of adjustments by the EU of its external instruments.
After the end of the Cold War, the EU has been constantly adjusting its security strategies and policies, with an overall aim at strengthening the capability of the EU and its member states, in order to respond more actively to the external challenges and safeguard the EU’s security and stability. The EU has, on one hand, reinforced its capacity to act in the field of the common security and defence policies, and on the other, restructured and reformed its principal external instruments such as the official development aid to intensify its engagement with and intervention in the third countries not in a state of emergency or of war. The European Security Strategy, referred to as a milestone in the development of EU foreign and security policies, makes it explicitly that “the post Cold War environment is one of increasingly open borders in which the internal and external aspects of security are indissolubly linked”. With regard to its neighbourhood, it clearly points out that “our task is to promote a ring of well governed countries to the east of the European Union and on the shores of the Mediterranean with whom we can enjoy close and cooperative relations”. Indeed, the EU has already been, with respect to its internal mechanisms, well prepared for both military and non-military interventions. Its military actions in Libya have demonstrated not only the willingness of some member states to interfere in the internal affairs of another country, but the EU’s ability to mobilize all sorts of resources and to conduct all-round interventions. In the context of the Libyan war, it is necessary for us to re-examine the discussions on the EU as a “civilian power” or “normative power”. The Libyan war highlights that the civil means is only one of the instruments in the EU’s foreign policy toolbox, and that such soft tools as trade and aid have been increasingly closely linked with the military means in serving the overall external objectives of the EU. The publication of the European Security Strategy in 2003 symbolizes, as pointed out by some scholar, one of the important steps in the EU’s strategic culture and the possible transformation of the EU from following a peaceful path mainly as a normative power to a possible utilization of every tool for intervention
. 
In the recent years significant progresses have been achieved in the EU political integration, a noteworthy perspective from which we could evaluate the EU countries’ military actions on Libya. On December 1 2009 the Treaty of Lisbon, aimed at simplifying the EU’s decision-making mechanisms and enhancing the EU’s international influences, came into force. It has changed the EU’s political framework, with notably Herman Van Rompuy taking office as the first permanent President of the European Council on January 1 2010 and the formal operation on December 1 2010 of the European External Service presided by HR Catherine Ashton. The intention of the EU to “speak with one voice” on the international area has finally been put into practice at least at the institutional level.
The Libyan War enables us to identify some of the newly-emerged characteristics in the EU’s external relationships.
Firstly, with France and the UK instead of the US playing a leading role in the Libyan war, the EU has moved a step further towards an autonomous geopolitical actor. The EU is no longer one of the chesses as what it acted in the chess game within the bipolar system during the Cold War, nor a junior partner blindly following suit of the US in the post Cold War period, since it has not only possessed a global strategy focusing on its self-interests, of which the Neighbourhood Policy is an integral part, but the willingness and capacity to act, with a resort to military force when deemed necessary, although it has to, in a certain degree, depend on the intervention mechanisms of the US and of the new NATO.
Secondly, progresses have been achieved in moving towards speaking with one voice in external political affairs, although bitter quarrels arise frequently on internal affairs like the European debt crisis. Nevertheless, the Libyan War tells us at least that the EU is able to speak with a single voice in the cases where the member states have a common strategic objective concerning foreign affairs. For example, Mrs. Ashton had, representing the EU, delivered statements as to the Libyan issue for many times, and both the European Council and the Council unanimously adopted a number of resolutions. What gives rise to debates between the EU member states is on whether to use force, but not on the over-arching objectives. 
Thirdly, the EU’s single voice still appears somewhat weak. Although the EU had sternly denounced the Gaddafi regime’s brutal actions after the internal conflicts broke out and responded positively by applying and gradually intensifying sanctions after the UN Security Council approved the Resolution 1973. However, no immediate effects had been produced by all of these measures, some of which had instead exaggerated the tendency of the illegal immigrants flowing into Europe, throwing some of the EU countries into confusion and leading to their shifting responsibilities and blames onto each other. In short, it still lacks of solid foundation or supporting instruments for the EU to speak with a genuine single voice.
Fourthly, whatever progresses have been achieved in the political integration, the EU is still a “union of the sovereign states”, although it is a “union” with the highest degree of integration. Only if the member states’ political activities don’t affect the general interests or overall objectives, there is much scope for them to act on their own, especially the big members or those bearing world visions, who could even sometimes “kidnap” the EU as a whole. That France and the UK took the initiative in launching military attacks on Libya and in recognizing Libyan Transitional Council as the legitimate government had played dominant roles in shaping the EU’s image in this War. 
Finally, the fact that even such first-rank military powers as France and the UK still need to look to the US for backing, in particular with regard to electronic technology, and to the NATO’s military intervention systems for mobilizing the other EU countries, in a war against so small a country as Libya, decides that there is still a long way to go for the EU to become a truly independent power in the multiploar world arena no matter regarding its hardware, i.e., the military equipment, or software, that is, intervention system. 
The war on Libya has not only mirrored the ongoing changes taking place in Europe, but posed new challenges to today’s world politics and international relationships. 
The positions and approaches the EU and its member states took in the Libyan War represents, to a certain extent, the latest moves of Europe in respect of international law, which will impact directly upon the future direction of international law and international relationships. 
Although in form the UN Security Council had authorized the European countries’ air assaults on Libya, it was nevertheless inconsistent with the UN Charter commanding that the member states settle their international disputes by peaceful means. It illustrates that the peaceful settlement of international disputes is no longer the prime principle pursued by the EU, nor military force the last resort it seeks when necessary. 
The Libyan War proves that the EU countries have universally embraced the norm of the responsibility to protect as the rationale for using force, which has thus advanced the practicizing of the “responsibility to protect” a step further. The norm “responsibility to protect” was unanimously adopted at the 2005 World Summit of the UN General Assembly, according to which, the international community has the responsibility to help protect the civilians by all kinds of measures if a member state fails to prevent and stop genocides, war crimes, ethnic cleansing and crimes against humanity. 

In addition, no international legal basis exists for supporting one party in a civil war while combating the other. Any government of a sovereign state retains the right to take armed actions against domestic rebellions or military opposition groups to restore national order and guarantee territory integrity. Should possible injury to civilians in this case be defined as the failure of the government concerned to protect the civilians, based on which international actions could be taken, it will convey a very dangerous message, encouraging more opposition groups or dissidents to take actions against their governments and drawing big powers to intervene in the others’ internal affairs on the excuse of responsibility to protect. The neo-interventionism of this sort will result in instability of a number of countries and even of the international society itself. 
Furthermore, the foundation of the principle of effective control has as well been shaken in the Libyan crisis, in which the European countries have played a major role. By actively participating and taking a lead in recognizing the Libyan Transitional Council as Government of Libya before it was in effective control of the Libyan territory and forming an integrated and effective government, the EU countries have, in a large degree, changed the existing rule of recognition in the international law. 
The Libyan war has now ended. The winners are bargaining on how to divide up their fruits. No matter what the future of Libya will be, the European countries have benefited from changing their ways of behavior; and no matter how the European countries can be pulled out of the debt crisis, they must examine their past experiences in the integration process and carry out reforms in a number of fields. The year 2011 is destined to be one that will be of great significance to both the internal and external affairs of the EU. 
� http://news.xinhuanet.com/2011-04/30/c_121366997.htm.


� COUNCIL OF THE EUROPEAN UNION, STATEMENT BY THE HEADS OF STATE OR GOVERNMENT OF THE EURO AREA AND EU INSTITUTIONS, Brussels, 21 July 2011.


� http://world.people.com.cn/GB/157278/16050303.html.


� http://news.xinhuanet.com/2011-10/10/c_122137128_2.htm?prolongation=1.


� In the last ten years, only 3 such extraordinary Summits have been held, respectively on Iraq, the “9·11”Event and the Russia-Georgia conflicts. 


� Duke, S. ‘The European Security Strategy in a comparative framework: does it make for secure alliances in a better world?’, European Foreign Affairs Review 9, 2004, pp.459–81.


� 2005 World Summit Outcome, General Assembly of United Nations, paras.138 and 139, A/60/L.1, 15 September 2005. 





1

