
Ode to growth 
 
The new French president changes the tune of Europe’s debate, but huge challenges remain 
 

 
 
As candidate, François Hollande found the doors of Europe’s chancelleries shut in his face. He 
visited London, but David Cameron refused to meet him. Angela Merkel would not see him in 
Berlin, and openly supported his opponent. Italy’s Mario Monti did not find time in his diary. 
How foolish they all seem. And how pleasing for President-elect Hollande that so many now 
sing to his tune on the need for economic growth. 
  
The German chancellor has invited the new French president to Berlin as soon as possible. 
Herman Van Rompuy, president of the European Council, has summoned European Union 
leaders to dinner in Brussels on May 23rd to discuss how the Germanic fiscal compact might be 
complemented by a French-inspired growth compact. José Manuel Barroso, president of the 
European Commission, can scarcely contain his excitement. Mr Hollande wants more 
investment? Here are plans to recapitalise the European Investment Bank and to issue “project 
bonds” sweetened by the EU for big infrastructure projects. And by the way, let’s also have a 
bigger EU budget. Too much austerity? The commission wants to relax deficit-reduction 
targets, especially for Spain. 
 
For all the buzz, Mr Hollande will not get much of a honeymoon. Mr Normal comes to power at 
an abnormal time, with the debt crisis taking another lurch for the worse. He faces three 
challenges in Europe: to manage the partnership with Germany; to demonstrate economic 
competence in balancing growth with fiscal discipline; and to handle the crisis in Greece that 
could yet push the country out of the euro. 
  
The relationship with Mrs Merkel is perhaps the most straightforward. Mr Hollande does not 
seem to bear a grudge over her snub. His unpretentious calm may suit the chancellor better 
than the erratic grandstanding of Mr Sarkozy. But in policy terms Berlin and Paris are far apart. 
She may be ready to temper her views on austerity, but bringing down deficits and debts 
remains her priority. Mrs Merkel is ready to talk about growth, but not if it means reopening 
the fiscal compact and not if it will cost Germany many more billions. Volker Kauder, a political 
ally, sums it up like this: Germany is not here to finance French election promises. This means 
that any growth compact will be modest, consisting mainly of the commission’s existing 
proposals. It is sensible stuff, but will not itself lift Europe out of recession. 
  
Mr Hollande’s standing will rest especially on his economic credibility. He faces an early test, 
since the commission’s new forecasts are expected to confirm that France will miss its deficit 
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target for next year. Having campaigned against austerity, Mr Hollande may yet have to do 
some belt-tightening. At the end of the month, moreover, the commission will issue 
recommendations for reforms to redress France’s declining competitiveness that are unlikely to 
be much to Mr Hollande’s liking. 
  
At present, the financial markets seem untroubled by the election of a man who once 
described them as his true enemy. But they are increasingly nervous about Greece. On the 
same day that French voters elected Mr Hollande, Greek voters granted victory to nobody. The 
conservative New Democracy party and the socialist Pasok movement were both crushed. 
Between them, they usually take about 80% of the vote; this time they barely mustered 30%. 
In a fifth year of recession, the election amounts to a rejection of the EU-IMF austerity 
programme that the two parties had accepted. More broadly, it was a denunciation of decades 
of incompetence and corruption. 
  
But having made clear their revulsion with the political elite, Greek voters were less clear 
about what should replace it. Their support was scattered among anti-austerity factions 
ranging from far left to neo-Nazi right, from which it seems impossible to create a government. 
They will probably be called back to the polling booths in June. The hope in Brussels is that the 
mess will somehow resemble a two-round French election: citizens vote in the first with their 
hearts, and in the second with their heads. 
  
Even if this happens, the mainstream parties will try to renegotiate the programme. But there 
is little patience for more haggling. It was only a few months ago that Greece was granted a 
second bail-out that wrote off half its debt. For the past two years Greece and its donors have 
held each other in a balance of financial terror, each fearing the meltdown that would follow a 
Greek default and departure from the euro. The risk of contagion is ever-present: Spain is in 
worse shape than before, Italy is on a knife-edge. Europe’s rescue funds, though 
strengthened, could not credibly cover these two. The boost provided by liquidity from the 
European Central Bank is wearing off. Most officials in Brussels just want to keep muddling 
through. After all, the Greek economy is small. If the bail-out had to be extended, it would be 
mostly to repay money owed to donors. Yet this game can be played only if Greece makes a 
reasonable show of complying with reforms, which Greek voters are making almost impossible. 
  
What to tell Angela 
  
The danger is that Greece and its creditors may talk themselves into a chaotic rupture that 
nobody is prepared for and that has consequences nobody can predict. When he meets Mrs 
Merkel next week, Mr Hollande should quickly do a deal on the growth compact and get on to 
the more pressing questions of what to do about Greece and how to stabilise the euro in the 
longer term. Mrs Merkel may say it is too early to talk of Eurobonds or of a more 
accommodating policy from the ECB. She may add that Greece shows the moral hazard 
inherent in any schemes for greater risk-sharing. But Mr Hollande could present the issue the 
other way round. It is only when the euro zone becomes more closely bound together that it 
can credibly threaten to cut off Greece without fearing for its own survival. 
 
Fonte: The Economist, London, v. 403, n. 8784, p. 61, 12-18 May 2012. 
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