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ABSTRACT

CEYLAN TOPAC, Gamze. The Evolution of the Neoliberal Hegemony in the Case of the

European Union, Master’s Thesis, Ankara, 2019.

Neoliberalism has become a mainstream economy by spreading to the world with the
effect of globalization since 1980s. The neoliberal hegemony has been formed within the
European Union through the mechanisms, criteria and restrictions affecting the monetary
and fiscal policies of the member states during the integration process since the

establishment of the European Union.

The support of the transnational capitalist class is undeniably important in terms of
formation of the neoliberal hegemony. However, the global crisis, which emerged in U.S.
in 2008 and resulted in debt crisis in Europe, caused the neoliberal hegemony in the
European Union to shrink and lose its effect. Within the scope of the fight against the
global financial crisis, the insistence of neoliberal policies that did not bring any solutions,
the negative impact of the austerity programmes imposed on the countries on the
economic issues affecting the welfare level of Europeans, the failure to develop solution-
oriented alternative policies and the decision of Britain to leave led the European Union
to an existential crisis in the context of neoliberal hegemony crisis. With the decrease in
strong belief of social powers supporting the European Union project, the repressive
aspect of the hegemony emerged and the neoliberal policies which have become
increasingly authoritarian have been implemented in many European countries. In this
context, the discourse of racism and xenophobia, which emerged with the rise of far-right
parties, contradicted the key values that the European Union has advocated since the
establishment of the European Union and fueled the debate about the future of neoliberal

hegemony in the European Union.

The main purpose of the study is to contribute to the literature on the concepts of
hegemony, neoliberalism and European debt crisis, to understand the formation of
neoliberal hegemony in the European Union from a historical perspective, the neoliberal
hegemony crisis following the European debt crisis, the evolution of neoliberal hegemony
to authoritarian neoliberal hegemony in the post-crisis period and to reveal the possible

scenarios for the future of neoliberal hegemony. The study is limited to a European



Vi

Union-specific review of the impact of the crisis on neoliberal hegemony based on the
global financial crisis. Three possible scenarios for the future of neoliberal hegemony
are; the re-establishment of neoliberal hegemony by abandoning the authoritarian
neoliberalism, the end of neoliberal hegemony as a result of further authoritarianism and
the re-establishment of neoliberal hegemony by creating a fiscal union as well as the

monetary union.

Keywords: Hegemony, Neoliberal Hegemony, European Debt Crisis, Authoritarian

Neoliberalism.
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OZET

CEYLAN TOPAC, Gamze. The Evolution of the Neoliberal Hegemony in the Case of the

European Union, Yiksek Lisans Tezi, Ankara, 2019.

Neoliberalizm, 1980’lerden itibaren kuresellesmenin de etkisiyle tim dinyaya yayilarak
ana-akim iktisat haline gelmistir. Avrupa Birligi’'nin kurulusundan bugune kadarki
bltinlesme surecinde de gerek olusturulan mekanizmalar gerekse de Uye Ulkelerin para
ve maliye politikalarina etki eden kriterler ve kisittamalar aracihgiyla Avrupa Birligi

icerisinde bir neoliberal hegemonya insa edilmistir.

Neoliberal hegemonyanin  olugsumunda ulusdtesi kapitalist sinifin destegi
yadsinamayacak derecede 6nemli bir paya sahiptir. Ancak 2008 yilinda Amerika’da
ortaya ¢ikarak Avrupa’yi borg krizine surikleyen kiresel kriz, Avrupa Birligi igerisindeki
neoliberal hegemonyanin giderek daralip etkisini yitirmesine sebep olmustur. Krizle
micadele kapsaminda ¢6zim getirmeyen neoliberal politikalarda israr edilmesi, tlkelere
dayatilan kemer sikma programlarinin Avrupalilarin refah dizeyine etki eden iktisadi
konulara olan olumsuz etkisi, ¢6zim odaklh alternatif politikalarin gelistirlememesi ve
ingiltere’nin ayrilma karari Avrupa Birligi'ni neoliberal hegemonya krizi baglaminda
varolussal bir krize surtklemistir. Avrupa Birligi projesine destek veren sosyal glgclerin
desteginin azalmasi ile hegemonyanin baskici yonu ortaya c¢ikmig ve birgok Avrupa
Ulkesinde giderek otoriterlesen neoliberal politikalar uygulanmistir. Bu kapsamda asiri
sag partilerin yukselisi ile birlikte ortaya gikan irkgilik, yabanci dismanligi gibi séylemler
Avrupa Birligi’nin kurulugsundan itibaren savundugu temel de@erler ile celismis ve Avrupa

Birligi'ndeki neoliberal hegemonyanin gelecedine iliskin tartismalari alevlendirmistir.

Bu ¢alismanin temel amaci hegemonya, neoliberalizm ve Avrupa borg¢ krizi kavramlarina
iliskin yazina katki saglamanin yani sira, Avrupa Birligi'ndeki neoliberal hegemonyanin
olusumunu, Avrupa borg krizini takiben neoliberal hegemonyanin krizini ve kriz sonrasi
dénemde neoliberal hegemonyanin otoriter neoliberal hegemonyaya evrimini tarinsel bir
perspektiften incelemek ve neoliberal hegemonyanin gelecegine dair muhtemel
senaryolari ortaya koymaktir. Calisma, kiresel finansal krizden yola c¢ikarak krizin
neoliberal hegemonya Uzerindeki etkisine iliskin Avrupa Birligi 6zelinde bir inceleme ile
sinirlandiriimistir. Calisma ile neoliberal hegemonyanin gelecegine iligkin olarak ortaya

konulan (¢ muhtemel senaryo; otoriter neoliberalizmden vazgecilerek neoliberal
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hegemonyanin yeniden tesis edilmesi, daha da otoriterlesiimesi sonucunda neoliberal
hegemonyanin sona ermesi ve parasal birligin yani sira mali birligin de saglanmasi

suretiyle neoliberal hegemonyanin yeniden tesis edilmesi seklindedir.

Anahtar Sozciikler: Hegemonya, Neoliberal Hegemonya, Avrupa Borg¢ Krizi, Otoriter

Neoliberalizm.
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INTRODUCTION

The financial crisis, which emerged in the United States with the collapse of the
158-year-old investment bank Lehman Brothers in 2008, spread to the real sector
and turned into a global financial crisis. With the integrated structure of
economies and the effect of globalization, the crisis has stayed not only in the
America but spread to the world. Indeed, the global financial crisis, which is
described as the second biggest crisis after the 1929 Great Depression, has been
kept up to date as a hot topic even though it has been over 10 years. The effects
of the global financial crisis on the world economies, especially on the European
member countries, is still a matter of debate and politicians and European
authorities have little attempt to develop alternative policies rather than insisting
on neoliberal policies. The emergence of some structural problems and
weaknesses of member countries triggered by the crisis in the EU-which is
described as an integration success-, the crisis of neoliberal hegemony, the
difficulty of providing welfare and stability, the decision of the Britain to leave from
EU have fueled the discussions about the future of neoliberal hegemony in the
EU. In this context, it is aimed at focusing on three possible scenarios for the
future of neoliberal hegemony with this study after presenting theoretical and
conceptual framework in Chapter 1 and understanding the historical development

and evolution of neoliberal hegemony in Chapter 2.

Chapter 1 consists of two subtitles. The first subtitle presents a brief explanation
about the concept of hegemony and the role of hegemonic order. Concerning the
first subtitle, the definitions of hegemony defined by the different schools of
thought are included. Apart from the definitions, the similarities and differences
between hegemony definitions are also revealed as well as the main components
of the hegemony. In addition, the existence of hegemonic state and its
contributions to the world order are explained through examples from the
countries that have ruled the world as a global hegemon. It is emphasized the
role of taking the lead to the world through the norms, principles and policies that

they adopted. Besides, the role of international institutions in designing of the



hegemony is also emphasized in the first subtitle. In the second subtitle, the
concept of neoliberalism, the historical development of neoliberalism and the role
of globalization in rising the neoliberal hegemony are included. The concept of
neoliberalism, the hallmarks of neoliberal hegemony and the neoliberal policies
are defined. Also, the evolution of liberalism to neoliberalism as a revitalisation of
economic liberalism are explained as well as the role of structural reforms in

shaping the neoliberal vision.

Chapter 2 includes four subtitles and the first subtitle is related to the formation
of neoliberal hegemony in the European Union through the integration process
from a historical perspective. The role of European Union project and its
requirements in adopting neoliberal policies and reforms are also underlined in
terms of constituting the neoliberal hegemony. The crisis of neoliberal hegemony
in many respects with the European debt crisis is mentioned in the second
subtitle. Besides, the triggering factors to the neoliberal hegemony crisis and the
policies implemented as responses to the crisis are also explained in this title.
The economic policy of the European Union that started to be criticized in the
wake of debt crisis and the role of European Central Bank within the scope of
fighting against the crisis are discussed in third subtitle while the fourth subtitle
includes the evolution of neoliberalism to authoritarian neoliberalim and the effect

of austerity programmes.

Chapter 3 includes three subtitles and three possible scenarios about the future
of neoliberal hegemony. The first scenario is the re-establishment of neoliberal
hegemony by abandoning the authoritarian neoliberalism; the second scenario is
the end of the neoliberal hegemony as a result of further authoritarianism and
third scenario is the re-establishment of neoliberal hegemony by creating a fscal

union as well as monetary union.



CHAPTER |

THEORETICAL AND CONCEPTUAL FRAMEWORK

1.1. HEGEMONY

1.1.1. The Concept of Hegemony

Hegemony is seen as state centric term refers inegalitarian control of one
powerful state over all states by realists while Gramscian vision focuses on
cultural content of hegemony unlike state centric understanding. The capitalist
class’ hegemony, for instance, is seen as justifiable by other social classes in
exchange for some privileges such as unemployment insurance fund, social
expenditures, union rights etc. Neo-Gramscians argue that globalization, in terms
of foreign investment, capital flows, financial sector and trade, facilitates the
formation of transnational capitalist class’ hegemony and its interests such as
abolishment of all barriers and control over capital mobility (Cohn, 2012: 63).
According to the Realist approach, the concept of hegemony is based on a one-
dimensional sovereignty based on the economic and military capacities of states.
On the other hand, Gramsci's concept of hegemony refers to the way in which
the ruling class establishes and maintains its governance of all segments of
society. Hegemony is closely related to the concept of consent or a particular
class, social stratum, or social group providing cultural and intellectual leadership
as part of a greater class administration or sovereignty. Therefore, an important
aspect of hegemony is the development of an ideology and worldview to ensure
that the lower classes accept their position as legitimate (Akgoraoglu, 2017: 8).
Gramsci emphasizes that the hegemony refers that social classes can gain
dominance over the society without the need for coercion. Also, he underlines the
importance of including all actors as well as state actors and social manner
through going one step further by getting more comprehensive perspective rather
than just looking through the perspective of the state and economy (Gramsci,



2010). According to Gramscian approach, hegemony includes a social group who
take the lead and ensures the consent of other segments of society rather than
one-sided enforcing. Also, the hegemony rather than dominance and consent
rather than coercion are accepted (Thomas, 2013: 21). From the Gramscian
perspective, hegemony is only a part of political action and apply to more
inclusive approach. A prime example of that approach is that the tendency of
appealing to the consent rather than coercion for predominating. Also, the
consent is obtained from legitimate authority, compromising and consessions
(Ruckert, 2007: 94). Hegemony is a concept associated with the reproduction of
class relations in terms of sovereignty and the governance of society by political
power. The class that aspire to govern has to prove that it has the power to govern
not only its own class but the entire society. Therefore, the concept of hegemony
is not only concerned with interclass superiority, but also with the ability to make
politics and govern society (Dural, 2012: 312). The perspective of Gramscian
indicates more comprehensive approach related to the definition of hegemony in
a broad sense unlike other schools of thought. The Gramscian definition of
hegemony is not only based on state or economy oriented but it has also social,
cultural and ideological basis. The hegemony was described as a dominance of
one social group over others with consent rather than coercion by Gramscians.
Apart from Gramscians, Neo-Gramscians underlines the crucial role of
globalisation in terms of promoting the hegemony of transnational capitalist class
by removing all restrictions and limitations, promoting liberalisation and free

capital mobility.

If one social group superior to other social groups in terms of power or
dominance, it refers to hegemony. In addition, it is described as interdepence of
political, cultural, ecomomic relations among states or social classes. Hegemony
refers to dominance and commitment formed by power but it is essential to
indicate that social power is only a part of hegemony, it is more than that and
maintaining hegemony is also important as well as creating it. Hegemony points
out the willingness of people based upon the belief that their interests are ideally
represented through policies, rules and norms although it may not occur like that



in practice. Social consent is seen as more influential compared to coercion,
pressure or force. The prevalent ideological discourse is reflected in many areas
of social life like family, friends, workplace environment, everyday life and so on.
To that end, it is argued that there is a connection between ideological discourse
and cultural context. The ideological visions develops into cultural activities (Lull,
1995: 33-34). Hegemony is conceived as a hegemonic project relies on the
attachment of different manners of social, cultural and economic leadership into
the prevailing political project (Thomas, 2013: 27). After a social class become
dominant, political action is activated to further reinforce the power and
dominance of social class as a hegemony. The consent is considered as the key
of predominance and the power formed by cultural hegemony is applied not just
physical force but also cultural contexts (Bohm, 2018: 35-36). Creating synergy
between political activity and civil society is conceived as indispensable for the
hegemony and is incorporated into state (Morton, 2007: 89). The hegemony can
be established among social classes as it can be seen among states. The social
consent that is rest upon the idea, that many believe that their interests are
protected in many respects by politicians, is regarded as part and parcel of the
hegemony. Accordingly, the establishment and continuity of hegemony is closely
related to the policy discourse which affects cultural structure of the society.
When a social class emerges as a hegemon, current policy stance implements
policies favoring the hegemon social class. Also, supported policies should be
persuasive for the consent of the large segment of the society in terms of
protecting their interests. It is considered as only possible way to preserve
continuity of the current hegemony among social classes. More specifically, it can
be said that there is a strong relationship between the political discourse and the

social consent.

Robert Cox, from the Neo-Gramscian vision, emphasizes the historical changes
to comprehend the meaning of hegemony. Furthermore, the transition from the
order of post-World War | to an order which was formed under the influence of
waves of globalization is given as a prime example of this approach (Morton,
2007:123). Also, Cox focuses on non-state centric actors such as ideas,



institutions and their important functions like providing legitimate authority and
then establish the hegemony at an international level in the world order system
(Bohm, 2018: 38-39). It is possible to see that the hegemony has changed hands
between powers when it is considered that the predominant powers in different
historical periods. Robert Cox, who is one of the important contributors of the
Neo-Gramscian idelology, emphasize the importance of factors such as ideas,
principles, institutions which are not related to the state in terms of being a

hegemon at subranational level.

1.1.2. The Role of Hegemonic Order

Theories based on hegemony defining the hegemonic order agree that the
hegemony is consensual but it is a hierarchical international order at the same
time. There is a hegemon at the top of this hierarchy. The hegemon has two
important tools namely brute force and persuasion against the other states or
classes in the lower ranks of the hierarchy. However, it is expected that the
hegemon is more based on the method of persuasion because of the consent
nature of the hegemony (Ozen, 2006: 5). The existence of hegemonic state is
considered as an important actor in terms of ensuring openness of market and
macroeconomic stability in the international world by hegemonic stability
theorists. Hegemonic state contributes to create international orders such as
neoliberal regime and to sustain the order through identifying its policy agenda
including norms, principles, reforms, decision making mechanism etc. For
example, the United States (U.S.) as a global hegemon had a crucial importance
in terms of reconstruction of European countries after World War 1l by creating
open and stable economic system and using coercion when required. In a similar
way, British hegemony was the driving force for the trade liberalization in the 19th
century and also trade protectionism after 1870s which was resulted from the
downfall in British hegemony. As there was no hegemon that would take the lead
to the world between two World Wars, protectionism was the mainstream
paradigm at that time. On the other hand, some argue that there could be some

other elements like economic expansions, crises, fluctuations or increase in



prosperity which may affect the openness and stability of the economy or the
tendency to implement protectionist policies. The 2008 global financial crisis
could be considered as a recent example for this argument because the crisis
has forced many countries to adopt protectionist policies (Cohn, 2012: 65-66).
The hegemonic power takes the lead in adopting an ideology, regime, paradigm
or policy by other countries, states or social classess. The British hegemony that
led the world economy during the 19th century, for instance, was the strong
supporter of liberalisation activities and it played a crucial role in implementing
many liberal policies across the world. In other words, the Britain advocated to a
policy in the world order and influenced other countries. The U.S. hegemony as
a global power came after the collapse of the British hegemony has also taken
the lead about adopting an open and stable economic regime. However, it may
not always be the case. Even if there is no hegemonic power, a system, regime

or policy can be adopted depending on the conditions and circumstances.

After the deteriorations in U.S. hegemony, the rise of financial sector was
supported under the neoliberal consensus in accordance with the interests of
capitalist classes so as to revitalise the hegemonic power of U.S.. The tendency
of promoting financial expansion is considered as usual method which is
frequently used in a time of crisis of hegemony. To that end, neoliberalism was
introduced as a new hegemonic power. The neoliberal comprise is considered as
a victory of capitalist classes as they have created a consent for advocating
neoliberal policies as well as political power (Phumma, 2014: 11-12). From the
point of Neo-Gramscian vision, shifting from Washington Consensus (WC) to
Post-Washington Consensus! (PWC) led by international institutions, namely
International Monetary Fund (IMF) and World Bank, is seen as an effort to
reconstruct the ineffective hegemony based on neoliberal policy prescriptions
which had widely criticized in many developing countries. International institutions
have tried to establish consensus in their hegemony and have received support

to impose their neoliberal policies to developing countries by integrating civil

! Apart from “Washington Consensus” and “Post-Washington Consensus”, the terms “First
Generation Reforms” and “Second Generation Reforms” are also used.



society agents in developing countries into the policy making process (Ruckert,
2007: 93). The financial sector was supported under the cover of new ideology
called neoliberalism so as to protect the interests of capitalist class that had the
hegemonic power in that period when the U.S. hegemony went through the crisis.
Within that period, the capitalist class succeeded in terms of gaining the great
majority of society’s consents related to the adopting neoliberal policies in order
to support the financial sector. The political leaders have made a great
contribution to achieving this success. It is clearly indicates that hegemon social
class needs support of political power in order to protect their interest and to

maintain the continuity of their hegemonic power.

Social relations arised out of production process are conceived as important to
grasp a complete and comprehensive understanding of hegemony by Neo-
Gramscians. A change in production process leads to reconstruction of social
forces and relations at both national level and world order level. After the
accumulation crisis in 1970s, the production process has changed in the world
with the globalization. The international capitalist class has developed out of
changes in production and increasing capital accumulation. Besides, the world
order has changed from embedded liberalism to neoliberalism in the wake of
change in production process. International institutions, they have also arised out
of hegemonic order, played an important role in terms of creating or reproducing
the hegemony as well as providing legitimacy through norms, principles etc.
(Ruckert, 2007: 95-97). Neo-Gramscians emphasize the effects of changes in
production process in terms of forming the society. It is worth noting that the
relationship between formation of the capitalist class and the change in the mode

of production.



1.2. NEOLIBERAL HEGEMONY

1.2.1.The Concept of Neoliberalism

To define neoliberalism as a term, first begin with the emphasizing of its
differences from liberalism would be better. Liberalism arised and developed as
a result of the search for new order and new legitimacy bases of the nation states
that emerged by the dissolution of the medieval order. Liberalism can be read as

the process of putting the individual on the basis of this legitimacy search.

Liberalism is seen as a cause of social devastation because the system based
on the commoditization of land and labor and self-regulated market is completely
utopia in Polanyi’s words. Polanyi argues that the main characteristic of the
nineteenth century was free market economy was based on supply and demand
with no government interventions as well as the commoditization of labor, land
and capital. Polanyi criticized the commaoditization of labor and land within the
market economy as it led to destructions in society in many different ways. In
addition, he indicates that the definitions of labor, land and capital are the
imaginary meta as they are not produced for selling like goods and services.
However, the labor, land and capital markets are organized with the help of this
imagination. The transition from the regulated market to self-regulated market
completely changed the structure of the society at the end of the eighteenth
century. (Polanyi, 2001: 71-76). Polanyi underlines the destructive effects of
liberalism based on free market economy, self-regulated market, minimal state
and commoditised land and labor and argue that increasing liberalisation
activities caused important changes in the society in many respects. Neverthless,
liberalism managed to become hegemonic power almost until the end of the 20th
century. Since the 1970s, liberalism has started to lost its hegemony and it has

transformed into neoliberalism in the 1980s.

Theoratical principles of neoliberal project have resulted from the need of
revitalisation of liberalism during the period of Post War Il and that time has seen

as the turning point of giving utterance to neoliberalism as a political project.
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Despite differences, three characteristics of liberalism of Adam Smith were taken
into consideration by neoliberals. These are the emphasis on economic freedom
extending from the free market to individuals, self-regulating market system
through an invisible hand and limited government. However, the neoliberalism
definition of Hayek does not simply indicate the limited state, but he also
underlines that the state is good for the market as long as inducing competition.
(Gane, 2015: 136-141) The neoliberalism have their origins in the crisis of
liberalism as it was aimed at restoring the soul of liberalism under the cover of
neoliberalism. Furthermore, the neoliberalists are also shares the common
watchwords such as free and self-regulated market and minimal state with the
classical liberalism. Apart from the some neoliberalists, Hayek emphasize the role
of government in supporting the market related to the competition.

The main difference between neoliberalism and liberalism is that the
interventionist structure of neoliberalism in comparison to self-generated
discourse of liberalism. Besides, neoliberalism is related to a struggle for
reforming the state’s way of intervention unlike liberalism. The market is
considered as an important tool for regulating the issues of state such as the
scope, the objective or the access in the neoliberalism of Hayek (Gane, 2015:
137). The society has a great importance in terms of governance in liberalism
while society dissolved and individuals are seen as a rational, entrepreneur and
responsible for own choices in neoliberal thought. The self government has
promoted by spreading competition to all over the communal living with

neoliberalism.

Liberalism is defined as a protectionist form of political view focuses on the
protection of individual liberty in face of any threat or enforcement while Hayek
argues that it is one of the weak points of classical forms of liberalism as it is
difficult to create its own agenda and implement its own choices. The protectionist
form is enforcedly repsonsive so Hayek introduced a new one, neoliberalism, in
order to create new grounds of economic and individual freedom. Hayek
introduced neoliberalism against collectivism and emphasized the importance of

economic freedom as well as he claims that economic freedom brings with
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appopriate circumstances for all other forms of freedoms. However, like Hayek,
other classical liberals such as Locke, Smith and de Tocqueville agree on the
importance of the limited state, rule of law, refrainment of arbitrary treatment,
protection of private property and responsibiliy related to choices of individuals
(Gane, 2015: 134-139). In reality, neoliberalism has significantly diverged from
the classical economic liberalism of Adam Smith and other thinkers although it is
as seen as similar to Adam Smith’s free market ideals in theory (Ferris Eanfar,
2018).

The neoliberalism is defined as a controversial term that implies the 20th century
revival of the laissez-faire economic liberalism of the 19th century. Besides,
neoliberal policies are consisted of a series of economic liberalization policies
such as deregulation, free trade, limitations on government spending, intensifying
the role of private sector in the economy and fiscal austerity (McMaken, 2018).
Neoliberalism is defined as a revitalisation of economic liberalism based on self-
regulating markets with limited state interventions. Classical liberals, who are the
leading advocators of neoliberalism at the same time, are considered as
economic liberals by supporting laissez-faire economic policies and self-
regulating markets whereas modern liberals state that laissez-faire economic
policies alone are not sufficient and they tend to accept the state intervention to
the economy (Thorsen, 2010: 189-193). According to Dardot and Laval,
neoliberalism is the hegemonic rationality of our age and a new mind of the world.
In addition, it is defined as a way of modern capitalism and has a function which
is used to hide the “capitalism” as a word, but it also has a function to ensure the
historical continuity of capitalism (Dardot and Laval, 2012: 9). The neoliberalism
can be described as a resurgence of economic liberalism which is advocated by
classical liberals. The self regulated market and laissez-faire policy which are one
of the hallmarks of the economic liberalism are also included in the neoliberal
vision. Indeed, it will not be wrong if the neoliberalism is defined as the continuity

of liberalism with a new name called neoliberalism.

Liberalism, laissez-faire capitalism without state intervention, was considered as

the main cause of the Great Depression in 1929. To that end, many scholars
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were in search of new approaches to struggle with the destructive effects of the
depression. Friedrich von Hayek was one of the researcher and introduced a new
approach called neoliberalism which was combination of the laissez-faire market
and minimal state (Bockman, 2013: 14). World War |, Russian Revolution and
socialist tendency were the major developments caused discredit of market
liberalism. In the meantime, Ludwig von Mises and his student Hayek were
making a tremendous effort to gain its prestige back. Their first attempts failed to
make an overwhelming impression and Keynesian theory shaped the world
economy from 1930s to 1960s. (Polanyi, 1944: xx). Hayek vigorously supported
the idea that the market consistently works if it is allowed to self-operate its
functions without any interventions from the outside of the market. Besides, he
was opposed to any solutions that was not due to the free functioning of the
market. However, Hayek’s strict assumptions and advices were not welcomed by
policy makers and society because of the Great Depression and its devastating
effects (Desai, 2011: 272-273). Hayek cautions people against the threat of
totalitarianism arising from any interventions to the free market in his book
titted Road to Serfdom and he believes that it eventually causes loss of
freedoms. The self-regulated market economy was seen as a guarantee of
freedom. Apparently, this book did not create a tremendous impression as it
lacks of separation in terms of types of state intervention (Desai, 2011: 308-
309). However, their ideas and views started to rise and give inspiration to rest
of the world after World War Il. Moreover, Thatcher and Reagan shaped their
policies including deregulation, privatization and liberalization during the period
of 1980s-1990s in line with the Hayek’s views and today Hayek called as the

father of neoliberalism (Polanyi, 1944: xx).

The Keynesian fiscal and monetary policies including state interventions,
regulations and restrictions called embedded liberalism were generally adopted
by many countries after World War 1l. Between the period of 1950s and 1960s,
many developed capitalist countries recorded high level of growth rates through
embedded liberalism. By the end of 1960s, crisis of capital accumulation occurred
and Keynesian policies failed to decrease the level of unemployment and inflation
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so it was understood that the embedded liberalism did not work anymore. It was
needed to have alternative policy and therefore it was believed that the neoliberal
project would save the capital from the restrictions which was embedded in
(Harvey, 2005: 11-12).

The capitalism went through a crisis as a result of the decrease in profits across
the world with increasing competitive power of Japan and West Europe at the
end of the 1960s and the oil crises in the 1970s. The neoliberalism has emerged
as a response to the crisis in the 1970s and shaped policies at international level
as it was unlikely that Keynesian economic policies would response to the crisis
of the capitalism. However, the implementation of the neoliberal policies at the
level of world economy is only after 1980s led by IMF and the World Bank. These
two institutions have played a crucial role in terms of spreading of neoliberal
policies around the world. It has aimed at increasing profits by ensuring that all
countries implement the same neoliberal policies. Ronald Reagan in the United
States of America (USA) and Margaret Thatcher in United Kingdom (UK) were
the leading supporters of neoliberal policies from 1980s to 1990s. Even today,
neoliberalism is the mainstream ideology determines the rules of world economic
order and shapes our world despite the crises it has produced like 2008 global
financial crisis and the growing negative criticism in wake of Brexit after Eurozone

crisis and the rise of nationalism and right-wing parties in many European states.

After Keynesian demand side economic policies that dominated the economic
policy and theory of the period after the World War Il was abandoned in the
1970s, the neoliberal hegemony has created as if it is the only alternative (Daldal,
2016: 86). It is accepted that there was a paradigm shift in the 1970s from
Keynesianism (emphasize the demand-side macroeconomic policies such as full
employment and redistribution of income or wealth) to Neoliberalism, is more
linked to monetarist approach underlines less state interventions to the economy
(Thorsen, 2010: 196).

The term neoliberalism has a wide range of usage in many different fields such

as social sciences, sociology, development studies, anthropology and political
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studies as well as politicians and activists often use it to go against the market-
oriented policies. The term of neoliberalism first came in to use in social sciences
to identify the policies were adopted by many countries between the period of
1970s and 1980s. The policies were consisted of deregulations, privatizations,
minimal government and market-based economic activities.(Larner, 2009: 374).
Rodrik described the concept of stabilization, privatization and liberalisation as a
kind of mantra that appealed to neoliberals and political leaders in developing
world (Rodrik, 2006: 973). The fundamental elements of neoliberalism are
described as follows; deregulation all markets including labor and financial
markets, removal of social stability programmes, highlighting personal
responsibility, removal of capital controls, inducing the financialization of almost
eveything, selling public properties to private persons, promoting foreign
investors as well as domestic investors, dismantling labor market protections and
more elasticity in labor market, promoting free trade with export led growth

strategy instead of import substitution industrialization (Ferris Eanfar, 2018).

Neoliberalism is described as a policy model that promote laissez-faire
economics consisted of free market, trade and capital liberalization with minimal
state as well as an ideology. The neoliberalism is not the same as modern
liberalism although they are similar terms as their ideological root is classical
liberalism (Smith, 2018). According to Marxist theory, neoliberalism has restored
the appropriate conditions for capital accumulation and maintained the power of
dominant class and their wealth by promoting the free market without any
interventions (Larner, 2009: 375). David Harvey from Marxist thought also argues
that neoliberalism is a response in accord with the interests of capitalists as a
means of reestablisment the conditions for profitability and dominant class of
capitalists (Bockman, 2013: 14). Saad Filho and Johnston claim that
neoliberalism is an economic and political ideology ensure that the accumulation
of power and wealth in favor of transnational companies and elite groups (Saad
Filho and Johnston, 2005). The neoliberalism can only be considered as a great
success for upper classes. It ensures the redistribution of income in favor of

capitalist class rather than income generation. One of the mechanisms make it
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possible is the accumulation by dispossession such as commoditization and
privatization of land, financialization, redistribution led by government and
commoditization of labor (Harvey, 2005: 159-164). It has been argued that the
neoliberalism is a project aimed at establishing the class power as the
concentration of wealth and economic power has enormously increased by the
implementation of neoliberal policies by the end of 1970s. Thatcher created the
entrepreneurs class in United Kingdom during the neoliberalisation process while
chief executive officers (CEOs) and capitalists class got support from Reagan in

USA during the neoliberalisation process (Harvey, 2005: 31).

It is indicated that neoliberal doctrine is strictly against the state interventions but
the neoliberal theory and the neoliberal practice are different. It is usually needed
state interventions both before the adoption of neoliberalism and also during the
neoliberal period. On the one hand it is argued that state should not intervene in
the market process, but on the other hand it is requested the state interventions
SO as to create a good business environment. (Harvey, 2005: 67-68). Within this
context, Harvey defines neoliberalism as a project aimed at supporting the
interests of capitalists at the expense of social welfare. At this point, state
intervention is required to ensure the protection of interests of the capitalist class
through the state interventions such as low level of tax rates, less regulations,
privatization and redistribution policies. (Harvey, 2005: 19) Polanyi emphasize
that, as Harvey noted, the path to the free market comprised an unlimited
increase of a continuous interventionism that was centrally organised and
controlled (Polanyi, 2001: 146). The neoliberalism, as a kind of capitalism, is
based on the consistently usage of state power under the cover of non-
intervention so as to be realised the hegemonic project concerning re-
establishing the domination of capital over the all areas of social life (Alfredo and
Yalman, 2010: 1).

In theory, neoliberalism promotes private property rights, rule of law principle, free
capital mobility, free market and free trade institutions. However, neoliberalisation
process has brought about numerous destructions that have not only related to

governments or institutional framework but also connected with way of thinking,
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social relations, division of labour etc. The neoliberalism means financialization
of everything as there has been a power shift from production to finance. (Harvey,
2005: 33). IMF has been one of the vigorous advocators of neoliberalism and
three economists at the IMF described the neoliberalism as competition ensured
through deregulation and free market and as minimal state ensured through
privatization and limits on government to have a fiscal deficit or debt in the budget.
(Ostry et al., 2016: 38-39).

The main characteristic of neoliberal thought is based on the assumption that the
free market and free trade guarantee the individual freedoms. In fact, this
assumption determines the behaviour of the USA against rest of the world.
(Harvey, 2005: 7). However, Polanyi emphasizes that neither freedom nor peace
could be institutionalized within the market economy as the main purpose of the
market economy is to create profit not freedom or peace. According to Polanyi,
the neoliberal project can only be sustained by ending up with authoritarianism
or even fascism which is not incompatible with personal liberty rights. It is
interesting to note that the neoliberalization in authoritarian countries such as
China or Singapore and the increase in authoritarianism in neoliberal countries
such as USA and United Kingdom have been moving towards to the same point.
When neoliberalism results in crisis, the tendency to apply authoritarian solutions
increases and nationalism, far right parties, racism gain power and support as an

alternative to neoliberalism (Harvey, 2005: 70-86).

It is argued that neoliberalism has been ineffective in terms of the capital
accumulation and the growth. Besides, neither USA nor United Kingdom has
achieved high growth rates in 1980s despite the fact that the inflation rates have
gradually decreased at the expense of high unemployment rates, increase in
income inequalities and reduction in social expenditures (Harvey, 2005: 88). In
addition, it was admitted neoliberalism has failed to achieve two important
policies, one is capital account liberalization while the other one is fiscal
consolidation (Ostry et al., 2016: 38-39).
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1.2.2. The Historical Development of Neoliberalism within the Scope of
Structural Reforms

1.2.2.1. The Collapse of the Bretton Woods System

The gold exchange standard regime was applied during the 19th century with
tremendous efforts of England which was the main driving force of the regime.
Besides, the economic and financial power of England encouraged other
countries to follow policies of England during the period. However, it collapsed
with the beginning of the World War |. There was in search of a new
international institutional framework and a new international monetary system
under the leadership of USA and England in the wake of World War Il. To that
end, Bretton Woods agreement, which based on exchange rate stability,
capital controls, regulated domestic financial markets, diversity in instruments
of Central Bank and independent monetary policy, was signed in 1944 at the
Bretton Woods village. In addition, it was laid the foundations of World Bank
and IMF with Bretton Woods agreement. The dollar was fixed to gold at the
parity of 35$% per ounce and capital controls were allowed with this agreement
unlike gold standard system (Comert, 2016: 117-119). Following the
establishment of the new monetary system with the Bretton Woods regime,
the institutions were needed to coordinate the new system so the World Bank
and IMF were established and two main goals were identified. One was
ensuring the monetary stability and the other goal was providing short term
credits under certain circumstances to countries faced with the balance of
payments deficit problems (Cohn, 2012: 142-143). There were certain rules
had to be obeyed by member countries under the regime of Bretton Woods.
Changing the exchange rate of currencies by member countries without IMF’s
permission, for instance, was not possible within the system. If a member
country need a dollar or gold, IMF would finance under very strict conditions
(Toporowski, 2005: 107).
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The American capitalist class and government reached a consensus pointed
out the rebuilding of global free trade mechanism. The new American
imperialism in 1940s based on encouraging private enterprise, removal of the
barriers, tariffs, monopolies and promoting free trade was later called
neoliberalism. Bretton Woods resulted from this imperial vision as US Treasury
and British Treasury took the lead so as to implement the plans within the
Bretton Woods order. Bretton Woods had supposedly deemphasized finance
in comparison with production and trade. However, it was more like considered
that an effort of USA for formalising the reconstruction of European states after
the war rather than deemphasizing finance through Bretton Woods (Panitch
and Gindin, 2009: 17-22).

Bretton Woods system started to deteriorate due to several reasons such as
growing national financial markets, increasing international capital
movements, the emergence of Euro-dollar market etc. In addition, there was
an increasing pressure on supply of dollar while USA had to ensure price
stability at the same time. It caused a confidence crisis called Triffin dilemma
as the possibility of converting the dollar into gold reserves was believed to be
very low (Comert, 2016: 123-124). The unforeseen international mobilities of
financial capital, pressure on dollar, the tensions between East and West
evolved out of Cold War and increasing burden of military expenditures had
negative effects on both international political system and national economies
of countries and the collapse of such a system was inevitable. (Ozel, 2016:
29). Richard Nixon, USA President, suspended the convertibility of dollar to
gold in 1971 and the Bretton Woods system was collapsed following this
development (Comert, 2016: 125). The fixed exchange rate regime was came
to an end in 1973 (Toporowski, 2005: 108).

After the collapse of the Bretton Woods system capital controls were removed,
domestic financial markets were deregulated and short term interest rates was
the only instrument in terms of monetary policy. The main objectives of the
central banks has also changed in parallel with the changes in instuments of
central banks. The fighting against inflation has became the main objective of
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central banks (Coémert, 2016: 126). The banking sector has eroded due to
increasing competition in financial sector and profit seeking since 1970s. It has
brought about two major changes, one is banking sector’'s importance in
financial sector has declined and the other one is the banking activities has
changed. The financial markets have become unregulated because of the
liberalisation policies and financial innovations/financial derivative instruments
(Ozgir and Ozel, 2010: 35). The floating exchange rate regime was adopted
by many countries as well as USA with the collapse of Bretton Woods regime.
However, countries in Europe continued efforts to reduce the volatilities on the
currency after Bretton Woods regime and European Monetary System (EMS)
in 1979 and Eurozone in 2002 were established. Besides, the USA dollar has
kept its reverse currency position even in the after of Bretton Woods system
(Coémert, 2016: 125).

The export revenues of oil exporting countries have substantially increased
through the increases in oil prices in 1970s and these countries have invested
in their money to private banks in Western countries. Thus, these large funds
have transferred to developing countries as a credit. It means not only
transferring funds to developing countries, but also transferring possible crises
and depressions may arise in the future to these countries. The dollar’s
hegemony as a global reserve currency even after the collapse of Bretton
Woods system was the most important factor caused this connection between
Bretton Woods based institutions like IMF and World Bank and developing
countries (Ozgir and Ozel, 2010: 39). When US has increased the interest
rate, for instance, many developing countries have been in searching of new
external credits to cover the increasing interest cost. New liberalisation
process has getting started with arising Washington Consensus also called
liberalism in this period and the world has become unipolar (Amin, 1997: 33-
34).

The IMF has lost its importance during the 1970s due to both the collapse of
Bretton Woods system and fixed exchange rate regime. In addition, the
existence of Euromarkets at that time has facilitated countries to easily borrow.
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However, IMF was popular again with its new mission to restore American
banking system as a means of financing the debts of countries including a set
of policies called structural adjustment (Toporowski, 2005: 109). One of the
driving force for neoliberalisation process in 1970s was oil crisis in 1973. After
this oil crisis, the investment banks of USA had fund surplus of OPEC countries
and these funds were needed to be distributed all over the world. In this context,
USA distributed these capital as credits to developing countries with the help of
International Monetary Fund (IMF) and the World Bank. The structural adjustment
programmes (SAPs) were consisted of some certain policies such as privatization
of public enterprises, deregulation policies, elasticity in the labour market,
reduction in social expenditures and these were the important tools so as to
spread the neoliberal policies around the world (Harvey, 2005: 26-29). The logic
behind the SAPs was enhancing the private sector with additional financial
resources as state intervention was not allowed under the structural
adjustment policies. It resulted in financial liberalisation which was one of the
main characteristics of neoliberal thought. Besides, financial deepening
provided by structural adjustment was seen as an important tool not only
inducing the domestic savings for private sector but also, supporting domestic
savings via foreign savings (Toporowski, 2005: 110). Since 1980s, promoting
free market with distmanling the protectionist and developmentalist policies
has become the general tendency and many developing countries have signed

structural adjustment agreements with the World Bank (Bello, 1994: 17).

1.2.2.2. The Washington Consensus

Concerning the formation of the neoliberal hegemony, there are two important
processes; one is the formation with the Washington Consensus and the other
one is the formation with the Post-Washington Consensus. The rising
neoliberal orthodoxy in the wake of collapse of the Bretton Woods System
designed a model consisted of market economy, individualism and minimal
state which was only responsible for the certain missions such as ensuring the

rule of law, public order and macroeconomic stability as well as the pyhsical
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infrastructure. The main purpose of that new neoliberal orthodoxy in relation
of Washington Consensus was to minimise the state involvement in the market
economy through a set of policy package including privatizaton, liberalization,
removal of controls and decline in public expenditures because the state itself
was seen as the main cause of the failures in terms of operation of the
economy (Onis and Senses, 2005: 263-264). The Washington Consensus was
very skeptical about state and its roles in the economy. Therefore, Washington
Consensus supported the idea that the state should be minimal and the only
task of state was to ensure better environment for the market regarding
infrastructure, property rights or public goods like education and health
(Krogstad, 2007: 70).

The Washington Consensus as a whole pointed out some policy changes in
line with the neoliberal paradigm. The importance of market economy, trade
liberalization and macroeconomic discipline were emphasized within these list
of policy. The list of ten main policy reforms are summarised as follows
(Williamson, 2004: 3-12):

1) Excessive budget deficit should be decreased enough to be financed

without any other resources like inflation tax.

2) Public expenditures should be transferred from unproductive areas to the

areas get more high economic returns.

3) Tax reform aimed at extending the tax base and cutting marginal tax rates

should be designed.

4) The financial liberalization based on interest rates which are realized in

market.

5) The competitive unified exchange rate system should be maintained in

terms of achieving rapid growth.

6) Tariffs should be used instead of quantitative trade restrictions and the

level of tariffs should be gradually reduced.
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7) It should be ensured a better environment at home country for foreign direct

investment and all barriers should be removed.

8) Privatization should be actively used especially for government

enterprises.

9) Regulations and restrictions impeding competition or new entry to the

market should be abolished.

10) The secure property rights should be ensured by legal system and

available for informal sector.

The hegemony of the neoclassical principles based on perfect markets,
liberalization of trade, deregulation of capital and financial sector and
privatization of state-owned enterprises was represented by the Washington
Consensus (Krogstad, 2007: 69-70). The Washington Consensus’ prescription
was introduced as if it was adaptable to all countries no matter their differences
in many aspects. The debt crisis in the 1970s and 1980s increased the
dependency level of many developing or less developed countries on external
credits and structural adjustment programmes (SAPs) were presented as the
only option-TINA? for these debtor countries to access financing which they
needed (Lopes, 2012: 2-3). The neoliberal policies intensively implemented by
the Thatcher and Reagan in the UK and the USA in the beginning of 1980s
and they helped to spread of neoliberal reforms in periphery countries as well
as the developed ones (Onis and Senses, 2005: 272). Serious questions about
the Washington Consensus and its aims raised by many economists as well
as radical opponents of the consensus and they blamed IMF, World Bank and
developed countries for using the Washington Consensus as a pretext for

propagating a new ideology called neoliberalism (Krugman, 2009).

However, with the beginning of the 1990s, the Washington Consensus has

started to criticize by many mainstream economists and politicians due to

2The acronym for the “There is no alternative”
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serious challenges. One of the challenges was the failure of the Latin
American countries after adopting the SAPs whilst the other important
challenge was the high economic performance of Asian tigers. It was not
because Asian countries achieved good indicators in the economy, but rather
because their success was the obvious example of the belief that free market
was not the only path to have a good performance and the state was not an
obstacle for the economy, in contrast, it was essential (Krogstad, 2007: 76-
77). One of the strong evidence towards to growing neoliberal thought was the
high economic growth of Newly Industrializing Countries in East Asia.
According to neoliberals, being less protectionist and outward-oriented and
abiding by the rules of free market were considered as the key elements of the
successes of these countries. Such a belief was one of the key supporting
factors shaping the Washington Consensus. Yet, it was observed that the
effective state involvement was the main driving force for their high economic
performance when a deep research was carried out. It did not essentially
comply with one the main assumptions of the neoliberal vision that
interventionist policies brings damage to the public welfare in the long run.
Achieving high growth rates by deviating from neoliberal policies by some
countries such as China, Vietnam, India, Malaysia and Chile was another
challenging issue to Washington Consensus because these countries
implemented policies compatible with neoliberal norms but they also actively
used infant industy protectionism, industrial policy, gradually liberalization till
the establishing the appropriate environment in the national economy, controls
over the capital flows or effective state involvement (Onis and Senses, 2005:
265-270).

Rodrik assumes that the list of policies underlined by Washington Consensus
did not address the local needs or country specific needs. It was presented as
a general recipe including ten commandments that were applicable for all
countries rather than offering an alternative set of policy. It was not so hard to
guess that it would brings about undesirable consequences for some
countries. He emphasized the experimental learning process to decide which
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path or policy is the best for a county. In addition, he claims that county should
be able to use heterodox policy instruments in order to increase the resilience
of the economy in the face of external shocks and frequent crises and to reach
the sustainable growth as well as orthodox policies imposed by Washington
Consensus (Williamson, 2004:15-16).

The other challenging issue was related to overall growth rates in the world
economy which dramatically decreased and the divergence between the
developed and the less developed countries broadened during the period of
neoliberal era under the Washington Consensus regime (Onis and Senses,
2005: 266-267).

Keeping the level of inflation rate low in conjunction with the focus on fiscal
austerity was one of the hallmarks of the Washington Consensus whereas this
aim was incompatible with two vital macroeconomic goals; one was
employment and the other one was growth. These two goals were not included

in the Washington Consensus’ agenda (Krogstad, 2007: 71).

Another challenge emerged in the neoliberal period was the increasing state
failures and corruption. The neoliberal vision, in contrast, was formulated to
tackle with the corruption and state failures by eliminating state involvement in
the economy. However, the liberalisation process during the neoliberal era has
aggravated failures and corruptions in governmental institutions (Onis and
Senses, 2005: 269).

Another weak spot of the neoliberal policies formulated under Washington
Consensus was early financial and capital liberalization without any regulatory
mechanisms over the financial systems. Many countries have forced by
international Bretton Woods institutions, namely World Bank and the IMF, to
liberalise their capital accounts before completing necessary regulations. In
conjunction with this tendecy, the economies of these countries have become
more vulnerable to external shocks and financial economic crises. Whereas,

increasing domestic savings and constituting regulatory systems for financial
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sectors would more contributed to competitiveness of the countries in the long
run rather than simply relying on the neoliberal policy package imposed by
international institutions (Onig and Senses, 2005: 268). Stiglitz argues that IMF
programmes including neoliberal reforms failed because the IMF encouraged
countries to implement these programmes regardless of whether the
necessary institutional reforms and regulatory framework were established.
Regarding privatization policy, for instance, he highligted the importance of
constituting necessary regulatory institutions before putting into practice of
privatization policy in order to restrain the possible corruptions and monopoly
tendency that may arise in the wake of privatization of state-owned
enterprises. (Stiglitz, 2002). In a similar vein, Krogstad understand
Washington Consensus as a consensus provides a recognition of the role of
the state, the importance of industrial policy, the negative effects of the
implementation of the fast deregulation policy without any measures before it
as well as based on neoclassical norms and reforms. It was realised that the
importance of having necessary and sufficient conditions as a country before
implementing these policy reforms (Krogstad, 2007: 67-82).

The Asian crisis was considered as a turning point in revealing the limitations
and contradictions of Washington Consensus (Lopes, 2012: 5). Krogstad, as
well as Lopes, argues that the Asian financial crisis was important to observe
the effects of policies implemented under the regime of Washington
Consensus (Krogstad, 2007: 71). Too much state interventions were pointed out
as the main cause of the Asian financial crisis and more neoliberalisation was
recommended as a solution. Nevertheless, the countries such as Singapore,
China and Taiwan that did not liberalize their capital markets were less affected
by the crisis compared to countries had the capital market liberalization. In
addition, the South Korea achieved more faster improvement by ignoring the
policy advices of IMF as well (Harvey, 2005: 97). Furthermore, the Asian crisis
was considered an important case in terms of realising the significance of state
as well as strong and effective institutions that give more attention to the social

and distributonal indicators of economic policies such as unemployment,
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inequality and poverty as well as the regulatory mechanisms. (Onis and
Senses, 2005: 274).

2008 global economic crisis has disastrously affected many countries in many
ways such as rising income inequalities, negative effects of uncertainity
related to financial sector on the real economy, high unemployment etc. In
conjunction with this global crisis, macroeconomic stabilization reforms or
recipes formulated by international institutions have become the object of
serious criticism from the centre and serious questions were raised about the
sincerity of these institutions on neoliberal agenda (Lopes, 2012: 3-5). Unlike
Lopes, Broome argues that when the change related to scope of IMF’s policy
paradigm was investigated, the evidence indicates that it was narrowed during
the Great Recession compared to the period of Washington Consensus. IMF
has started to promote more narrow-scoped and core policies for countries

rather than advocating one-size-fits-all reforms (Broome, 2015: 161-162).

1.2.2.3. The Post-Washington Consensus

Washington Consensus and structural adjustment programmes were formed
to reduce the role of state and support market liberalization between 1980s
and 1990s while the neoliberal reforms within the Post-Washington
Consensus aimed at bringing the state back as complementary to the market.
The role of the regulatory state and boundaries of state involvement were
specified by the Post-Washington Consensus (Carroll, 2012: 351-355). The
Post Washington Consensus emphasized the complementary function of state
for market rather than substituting it as well as focusing on the liberalization
and the market economy. In addition, the importance of the state intervention
especially regulating financial system, ensuring equality and reducing poverty
was pointed out by the Post-Washington Consensus. It was a general belief
that market failures should be eliminated by state intervention to the economy.

However, the Post-Washington Consensus firstly emphasized the
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strengthening the state as an institution and focused on how to eliminate state
failures (Onis and Senses, 2005: 275).

The Washington Consensus was identified as a neoliberal manifesto by
Stiglitz. He asserts that the new consensus should covers not only economic
growth just as indicated in the previous version of the consensus but also more
comprehensive objectives. The equity, sustainability, democracy and
competition were underlined as the key terms that should be considered in
terms of formulating of the new consensus. Stiglitz argues that there was too
much attention to the inflation and liberalization process in the Washington
Consensus but enhancing regulatory systems for financial sector and
stabilizing the real economy should be placed a particular importance in the
emerging consensus. Besides, he believes that it would be better to seek
possible mechanisms fostering the efficiency of state instead of minimizing the
role of state. (Williamson, 2004: 13-14). The Post-Washington Consensus and
its principles were more likely similar to Keynesianism when compared to
neoclassical thinking. The reason behind this issue was the belief that there
were no perfect markets due to market failures or imperfections such as

externalities, asymmetric information etc. (Krogstad, 2007: 82).

The implementation of neoliberal reforms and its consequences has differed
based on the immature or newly established democratic institutions of
countries (Onis and Senses, 2005: 267-268). Highlighting the existence of
democracy and democratic institutions based on transparency and
accountability mechanism were one of the distinctive features of the Post-
Washington Consensus compared to early version of neoliberal consensus
and creating democratic environment was considered as an important phase
before implementing neoliberal reforms. Besides, it would substantially
contribute to effective governance without any undesirable consequences like
corruptions or state failures during the era of neoliberal restructuring. (Onis
and Senses, 2005: 276-277).
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The interests of creditors were largely represented rather than the interests of
country that affected by structural neoliberal reforms in the Post-Washington
Consensus as in the first consensus (Krogstad, 2007: 78). On the other hand,
it can be said that the attitude of IMF concerning the ways of responses to the
crisis has changed compared to policies which IMF imposed during the period
of 1980s and 1990s. IMF has more focused society’ interests rather than
creditors’ interests in the wake of 2008 economic crisis in Europe (Lopes,
2012: 7).

The Post-Washington Consensus provided developing countries with more
space to determine which path is the best for their countries rather than
imposing another blueprint for them so it was considered as a laudable change
of attitude favoring the more realistic understanding (Krogstad, 2007: 84).
Within the scope of Post-Washington Consensus, the understanding of
development as a term was different from Washington Consensus. New
indicators and more comprehensive goals were identified as well as growth

rate in the new consensus (Krogstad, 2007: 78-79).

According to Onis and Senses, the Post-Washington Consensus was better
formulated regarding the improvement of the weak points of Washington
Consensus but these efforts within the Post-Washington Consensus were not
enough to go beyond the limitations of first version of the consensus (Onis and
Senses, 2005: 265). They argue that the interventions of IMF to the domestic
decision making process of countries through neoliberal policy packages has
prevented these countries from using problem solving and national self-
sufficiency ability. Also, the imposed policies within the scope of neoliberal
agenda both in Washington Consensus and Post-Washington Consensus
negatively affected the ability of these countries about learning lessons from

past experiences (Onis and Senses, 2005: 285).
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1.2.3. Globalization and the Rise of Neoliberal Hegemony

Globalization is generally identified as broadening the geographical borders
and deepening interactions in the world. Therefore, if there is a change in
some area of the world, it may affects state or people who live in different part
of the world. Some inventions and advancements in communication,
transportation and technology have confronted states with more complicated
and internationalised framework while it helped to increase connections and
interactions among people. Concerning the debate of globalization, some
argue that globalization is the result of the technological innovations while
others try to associate to some issues like social and political aspects, the
function of state, form of production process (Cohn, 2012: 6-7). The
globalization is identified as an integration refers that all the countries of the
world come together to develop a monotype model of production. Therefore,
the production process has been globalized (Griffith, 2006: 12). Globalization
Is identified as an engagement with world markets as well as increasing
engagement of social and economic issues each other. Liberalization of trade
and capital refers to the economic aspect of the globalization (Yeldan, 2002:
20).

Realists, liberals, and critical theorists, from different theoretical perspectives,
have widely diversified views regarding globalization. Realists claim that
globalization is based on the function of the state and does not affect the
dominance and control of state within international context whereas liberal
thinking refers to technological developments, institutional changes and legal
adjustments, operation of the competitive market and international institutions
(Cohn, 2012: 79-80). Marxists hold same views as liberals on the belief that
globalization results from technological developments (Cohn, 2012: 105).
According to liberals, the globalization has an impact which shakes the state
authority. Concerning the social expenditures, for instance, it has been
reduced as the neoliberal reforms, which are accelerated by the globalization
process, have forced states to do it. In addition to affecting the domestic
decision making process, globalization has also significant impact on
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regulatory function of state. The removal of the controls on international capital
flows in global world, which is one of the main assumptions of neoliberal
agenda, causes the volatility and fluctuations in exchange rates. Therefore, it
affects the state’s role with regard to ensuring macroeconomic stability and
making necessary regulations in financial and capital sector. On the other
hand, orthodox liberals do not agree with this claim as they believe that states
feel the pressure of attracting this huge capital flows to their country and try to
ensure better conditions and environment as well as self-disciplining.
Interventionist liberals agree with the orthodox liberals but they emphasize the
establishing regulatory mechanisms by states to overcome the possible
fluctutions, negative effects of capital outflows and any external shocks and
crisis. The Asian financial crisis, for example, reveals that spreading of
problem in one financial market to another market that is located in different
part of the world was considered as the main reason for the crisis because of
the interdependent financial markets in globalized world. In addition, 2008
global financial crisis has shown that the capital volatility has a destructive

effect to what extent even on the developed countries (Cohn, 2012: 385-386).

Despite the difference of theoretical views, the economic globalization has
brought about the increase in both volume and frequency of trade,
international financial flows and mobility of labor and capital. The first
globalization wave in the economy was the period before World War | but it
was interrupted by world wars. However, the pace of globalization process has
gained acceleration especially after 1970s (Fischer, 2003: 3). Liberalization of
financial markets and creation of new financial instruments have reinforced
the process. With the wave of globalization in the 1970s, new international
order has founded under the cover of neolibealism and has nearly completed
in 1990s. This new system mainly based on uni-polar world under the US
hegemony and nonintervention. In addition, it has brought self-regulated
market principle back. Imposing of liberalization and deregulation policies by
international institutions to developing countries has contributed to spread of

this new order and its principles on a global scale (Ozgir and Ozel, 2013: 912).
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Fischer raised some critical questions within the scope of globalization debate
(Fischer, 2003: 5):

»= Have poverty or inequality been affected by globalization?
= What is the impact of globalization on growth?

» Do international financial and capital system need regulations or

restrictions?

» |s the global trade fair enough?

The growth achieved through more equitable and fair approach should be used
to reduce poverty and inequalities. It was considered as one of the main

challenge of economic globalization (Fischer, 2003: 23).

The dominance and power of state have not been deteriorated by
globalization. In contrary to such a belief, the states have forced to implement
new policies to meet the global needs and find a solution to the problems of
the new interconnected world (Cohn, 2012: 8). Globalization has inevitably
caused to closer integration of the countries in the world and this integration
has pointed out the more interdependence and greater interdepence has
implied more collective action of countries in relation to global problems in the
globalized world (Stiglitz, 2006: 266). However, liberals believe that although
states have difficulty in dealing with many global cases such as capital
movements and financial crisis, this difficulty prompts states to compete with
influential powers in global world like international institutions and

multinational corporations (Cohn, 2012: 80).

The globalization is considered as a catalyser for spreading neoliberal
hegemony and the capitalist economic system across the world and the
international banks, multinational corporations and international other
organisations are becoming more powerful and active. (Cohn, 2012: 383).
Globalization is generally associated with neoliberalism because globalization
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significantly contributes to strengthen neoliberal hegemony in many respects.
The globalization process has also undermined the ability of state control on
plenty of economic activities such as on trade, business operations, capital
flows etc. as well as neoliberal policies. The other linkage between
globalization and neoliberalism is the removal of regulations as the needs of
nation states and global world are not always compatible and it makes difficult
for state to regulate national economic activity. Countries have formed their
production process with benefiting from the opportunitiy of labor mobility
provided by globalization. They reduce the production costs in virtue of cheap
labor from less developed countries. In addition, country with less regulation,
taxes, tariffs has preffered to invest for the same reason (Thomas and Yang,
2013: 110). The increase in international capital flows and international trade
in 1970s in the wake of the collapse of the Bretton Woods System led to
second wave of globalization. The first striking feature of this new global order
is prevalence of deregulation both for national and international level. The
neoliberal state has smootly tried to maintain the globalization process based
on the cooperation with international institutions related to the operation of
unlimited financial capital flows in international level and complementary state
to the market by protecting competition, deregulation and privatization etc.
(Ozel, 2016: 30-31). Developing country can take advantage of globalization
in the long run if neoliberal reforms are implemented in line with the political,
economic and social contexts of a country. Adaptation of neoliberal reforms to
these contexts of each country is considered as important in terms of averting
the potential adverse reactions (Griffith, 2006: 7-9). The neoliberal hegemony
suggests an open economy which based on limited control of national Central
Banks with restricted monetary policy instruments so as not to incumber the
international capital flows and to make the most of globalization opportunities.
Yeldan emphasizes the ciritical role of nation states concerning counter
movement to the globalization process because there is no international state

leading international capitalism (Yeldan, 2002: 31-32).
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CHAPTER Il

THE EVOLUTION OF NEOLIBERAL HEGEMONY IN THE
EUROPEAN UNION

2.1. THE CONSTITUTION OF NEOLIBERAL HEGEMONY IN THE EUROPEAN
UNION

The neoliberal policies have affected economic and political structure of many
European countries since 1970s through privatizations, deviations from
welfare state and social inclusion, minimising the government, an increaese in
unemployment, increasing gap between wages and free market systems for
health and education sector. The conservative parties implemented the liberal
economic programme including decreases in wages and social expenditures,
deregulation of markets and privatization of public enterprises with the great
support of the middle classes in many European societies between the period
of 1980s and 1990s. The left parties also followed the same economic policies
focused on price stability, more flexibility on labour market and decrease in
public deficits. The insistence on applying the neoliberal policies is considered
as mainly resulted from the efforts of gathering all European countries under
a single roof in many respects such as economic, social and political etc.
(Milios, 2005: 208-209). The neoliberal policies and reforms have been
implementing for many years not only in the US or UK but also in European
countries as well. Even if the ruling party changes, the neoliberal vision has
continued to be followed in many European countries even though these
neoliberal policies brought about economic instabilities and recessions in most
cases. It points out a significant indicator related to commitment of European

countries to neoliberal vision.

Bohle emphasizes the importance of taking the effects of increasing
globalization, substantial changes in the new world order in the wake of

Second World War and the process of European integration into consideration
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when it is investigated the neoliberal hegemony in Europe (Bohle, 2006: 63).
According to Panic, the economic supremacy of US and UK compared to
Western Europe made the neoliberal hegemony and neoliberal constitution
desirable for European countries. The reason behind their successes was to
implement economic liberalism and to promote reforms on labour market
which were aimed at flexibility in labour market and increase in global
competitive power so as to overcome the challenges of rapid growth of China
and India. The oil crises in the 1970s were considered as another important
factor for rising of neoliberal hegemony as well as blaming Keynesian
approach and the welfare state (Panic, 2007: 146-147). The embedded
liberalism with the Fordism and Keynesian approach was prevailing during the
period of 1950s and 1970s in developed countries including European
countries. The removal of barriers in trade with the General Agreement of
Trade and Tariffs (GATT) and establishing Bretton Woods system at the same
time encouraged the countries to open their markets to foreign trade. The
efforts were aimed at increasing the competitiveness of European countries,
especially competing with the US market. The abolishment of barriers and
transformation of the national markets into the big integrated market in the
face of challenges posed by US market were the driving force for economic
integration in line with the neoliberal policy paradigm (Buch-Hansen and
Wigger, 2010: 26). The formation of neoliberal hegemony in Europe was
realised through changes in type of production, social order and political and
ideological discourse. The shift from the Fordist production to knowledge-
based production forced the European economies to compete with US which
was very advantageous in terms of requirements for knowledge-based
production such as capital, technology, multinational companies. At this point,
the European integration process was conceived as important in order to
increase the global competitive power of Europe and to internationalise the
production by means of removal of restrictions and barriers on trade and
competition. All these developments have contributed to the constitution of
unified European Economic Area at international level (Bohle, 2006: 64). The

formation of neoliberal hegemony in Europe has influenced by many different
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factors and significant developments. Also, its formation has spread over time
since 1970s. One of the triggering factors of formation neoliberal hegemony
was the good examples of countries such as UK and US who had good
economic indicators by adopting neoliberal ideas and principles. Thatcher and
Reagan were the vigorous supporters of neoliberalism and they are well known
for marginal neoliberal policies implemented in their own countries. In addition
to economic underdevelopment of European countries, the wave of
globalisation and the competitive pressure from the rising countries as well as
US compelled the European states to search for new constitution and to
change the policy paradigm which was followed up to that time. The primary
aim was to increase competitive power of European countries in globalized
world. In this sense, the European integration process has facilitated the

neoliberal restructuring in many respects.

In addition to these developments, the crises were considered as a catalyzer
for implementing neoliberal structural reforms and strengthening the neoliberal
orthodoxy including ideas, principles and norms formed by the European
capitalist class and political elites since the beginning of 1990s (Apeldoorn,
2014: 197). The crisis in 1970s, for instance, was considered as the crisis of
embedded liberalism with two important features; Fordist regime and
Keynesian welfare states. Besides, the crisis was conceived as an opportunity
for revival of neoliberalism as European countries were searching for
alternatives so as to overcome the crisis. These attempts resulted in a shift
from Fordist accumulation regime to post-Fordism referred to more flexibility
and transnationalisation in production process. As a result, neoliberalism have
gained hegemonic power and shaped the policies implemented in many
countries, including European countries. It caused a power shift in favor of
transnational capital. The discourse promoting liberalization, deregulation,
free movement of capital that spread from the US became the main discourse
of propaganda and campaigns of European politicians (Buch-Hansen and
Wigger, 2010: 32-33). The European Union (EU) introduced necessary

macroeconomic policies and reforms such as agricultural, industrial,
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institutional, welfare related to liberalisation and deregulation for candidate
countries before accession following the decision for enlargement (Bohle,
2006: 68-69). The oil crisis in 1970s and its consequences reversed the trend
of Keynesian economics followed by many countries as prevailing ideology
back then. Also, it led to transition of production, power relations, the role of
state as well as promoting more flexibility on labour market and
internationalisation not only for the production but also for the capital. Although
the crisis and its devastating effects on many countries, its contribution to the

neoliberal transformation in Europe is considerably important.

The European integration process paved the way to implement neoliberal
ideas and reforms by removal of state traditions in Europe. The Single Market,
European competition policy, Economic and Monetary Union (EMU),
European employment strategy were considered as main tools contributed to
this process (Hermann, 2007: 61-62). The efforts and initiatives within the
scope of European Union integration have played a key role concerning
neoliberal restructuring in Europe. The waves of liberalisation and
deregulation of markets under the influence of Internal Market Programme
(1985) resulted in free movement of goods, services, capital and people. The
economic neoliberalism has been further reinforced with the EMU and its
criteria such as keeping the levels of government debt and budget deficit low,
European Central Bank (ECB) and its primary goal is to ensure price stability.
Besides, Lisbon Strategy also contributed to the ongoing market building
process. Even though it was acknowledged that there was a consensus on
embedded neoliberalism, the process of neoliberal restructuring required
some concessions related to economic and social policies so as to increase
the support of other classes in Europe as well as European capitalist class. In
this context, neoliberalism became predominant in Europe with the help of
embedded neoliberalism project promoted by the transnational capitalists
(Bieler, 2011: 163). Schmidt and Thatcher also emphasize the importance of
coercion in terms of implementing neoliberal policies and following the rules
by member states (Schmidt and Thatcher, 2014: 345). The initiatives and



37

efforts were shaped around the idea of European integration process have
made substantial contributions in terms of adopting neoliberal reforms with a
great support from transnational capitalist class. The liberalisation and
deregulation in market and free movement of goods, services, people and
capital were main policies promoted by Single Market while some important
criteria related to budget deficit and government debt were defined by the
EMU. The price stability was emphasized as the main goal of the ECB and it
indicates that price stability has precedence over other macroeconomic

policies such as unemployment, growth etc.

The European integration and enlargement process were supported by
transnational capitalist class focused on the formation of the hegemony of
capital (Bohle, 2006: 78). The role of transnational capitalist class in
transforming European integration project into the neoliberal project was
considered as substantially crucial. The foundations of this class were laid in
the early European unification process in the 1950s and continued to be
hegemon in the period of economic crisis in the 1970s and 1980s. Thus, it
caused a transnationalisation of capital in Europe and European market
started to get into the world market which points out the four freedoms of
goods, services, capital and people in the wake of crisis in 1970s and
increasing global activities. The new political project was considered
necessary in order to constitute a single European market which would
facilitate to compete better with American and Japanese multinational
corporations (Apeldoorn, 2014: 189 190). It is important to be addressed the
active role of transnational capitalist class in the process of evolving from
European integration to neoliberal hegemony with their contributions to
transnationalisation of capital. Besides, neoliberalism was described as a
project aimed at establishing the class power as Harvey also noted. Thus, the
transnational capitalist class put so much effort into convincing the necessity
of new structuring, new neoliberal political project for instance, and into making
advantages or opportunities that would be obtained in case of creating new
constitution desirable.
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The European Monetary System, the Internal Market and Economic and
Monetary Union were conceived as key projects contributing the formation of
neoliberal hegemony in Europe. The European Monetary System focused on
two important issues namely contractionary monetary policy and budget
discipline while European Monetary Union promoted global competition and
economic stability via integration of EU economies in many respects such as
common currency, common monetary policy etc. It was aimed at benefiting
from the opportunities of economic integration and internal market (Bohle,
2006: 66-67). It was considered that the Single Market project was an
important step leading the European integration process to neoliberal
understanding even the idea of Single Market was initially suggested as a
solution to the economic crisis. Also, the European Round Table (ERT)
Industrialists actively managed to lobby and to put pressure concerning the
completion of common market and integration of all European markets. The
main objective in the end was to increase in the competitive power of European
countries in the global competitive world (Hermann, 2007: 70). The new
initiatives were started to established with the idea of European integration.
These initiatives played a critical role in neoliberal transformation through the
process of European integration. Although all these initiatives served at cross
purposes, in essence, two important issues were emphasized. One was to
repress the budget deficits while keeping the level of inflation rate low and

another crucial issue was pointed out by these initiatives.

Concerning the EU competition policy, which was first emphasized in the
Single Market programme in the 1980s, was conceived as an important part
of the constitution of neoliberal hegemony in Europe. Then, it underlined within
the scope of Lisbon strategy. The competition policy also evolved with the
transition from embedded liberalism to neoliberalism and the efforts of
transnational capitalists (Buch-Hansen and Wigger, 2010: 21). The
competition policy also shaped by the principles of neoliberal hegemony such
as free competition, liberalisation, deregulation, flexibilisation and privatisation
in order to increase in competitive power and to achieve higher growth.
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Hermann argued that there was a strong relationship between the Single
Market project and European competition policy. The establishing of Single
Market increased the competitiveness of European producers against
monopolistic and oligopolistic firms. As a result, it positively affected intra-
European competition as a whole. Indeed, the competition policy was a part
and parcel of the Single Market project as the main motto of the Market was
to ensure “level playing field” for all including preventing all distortions and
restrictions to competition (Hermann, 2007: 73-74). The competition policy
was in accordance with the efforts in terms of increasing competitiveness of
European countries was shaped through Single Market and Lisbon strategy.
Besides, the neoliberal orthodoxy also envisaged the free competition market
in addition to liberalisation and deregulation policies. Thus, the Single market
can be considered as a milestone in terms of its contributions to the

competition policy.

According to Milios, the Maastricht Treaty (1992), Stability and Growth Pact
(1996-97) and European Constitution (2003-2004) are considered as the three
main agreements among European conutries in order to legitimize
neoliberalism. The convergence criteria for European states were defined
through Maastricht Treaty. (Milios, 2005: 209).These criteria are as follows:
(https://ec.europa.eu/info/business-economy-euro/euro-area/enlargement-

euro-area/convergence-criteria-joining_en)

= The inflation rate no more than 1.5% above the rate of the three best

performing member states.

» The general government deficit no more than 3% of gross domestic product
(GDP).

» The government debt no more than 60% of GDP.

= The interest rates no more than 2% above the rate of the three best

performing member states.


https://ec.europa.eu/info/business-economy-euro/euro-area/enlargement-euro-area/convergence-criteria-joining_en
https://ec.europa.eu/info/business-economy-euro/euro-area/enlargement-euro-area/convergence-criteria-joining_en
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= No devaluations of exchange rates at least two years after participation.

The newly established institutions in Europe such as independent central
banks, independent credit rating agencies, standart setting institutions which
are out of national state control have fostered neoliberal ideas and principles
since 1980s. The Maastricht criteria and Stability and Growth Pact (SGP) were
considered as an important step for the institutionalisation process of
neoliberal ideas in Europe (Schmidt and Thatcher, 2014: 345). While the
Internal Market was formulated to protect European industry from the global
competitive pressures, globalization of European capital resulted in a shift to
neoliberalism as it ensures that there is no barriers to trade and investment in
competitive world. In the 1990s, The Europe has started to take neoliberal
structure, for instance, the Economic and Monetary Union which was the part
of the Maastricht Treaty was considered important regarding the completion
of Internal Market preventing deviations from the currency as well as
integration of European financial market. (Apeldoorn, 2014: 192). The capital
was globalized with the efforts of transnational capitalist class in the process
of gathering all European markets into one integrated market. The attempts
and efforts of other organizations and institutions within the Europe in terms
of creating institutional framework in line with the aim of the neoliberal
restructuring in Europe also contributed to the process. Especially, the role of
Maastricht Treaty and Stability and Growth Pact in shaping the neoliberal
policies and reforms by defining criteria and rules for European states should

be underlined.

The SGP was conceived as a significant tool for adopting neoliberal policies
by underlying the importance of budget cutting, minimal state in the economy
and fiscal reconstruction compatible with the interests of capitalists and elites.
The dominant social and political powers in European states have achieved to
legitimise neoliberal policies as a tool for European integration and economic
convergence. Actually, neoliberal social and economic principles have been
introduced as convergence criteria and common European policies that should
to be meet for the countries in Europe (Milios, 2005: 210-213). The Economic
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and Monetary Union was created in the wake of completion of the Single
Market. The SGP introduced convergence criteria refers to criteria are should
be meet by the member states in order to participate in the economic and
monetary union. The Economic and Monetary Union was considered as a key
sign of increasing competition between US and EU. It was also underlined the
importance of ECB and its main responsibility was to ensure price stability
(Hermann, 2007: 76-77). Furthermore, the European Constitution intended to
complete the institutional framework of the Union so as to promote the social,
political and economic deepening of the Union. The main purpose, in essence,
was to make neoliberalism irrevocable in the European Union. The two
essential factors of neoliberal course were underlined in the European
Constitution. The first one was deregulated single market while the second
one was related to the priority of state security compared to social rights.
Actually, the main aim was to provide price stability (Milios, 2005: 211-212).
The convergence criteria and policies were identified by newly established
European initiatives and institutions such as Stability and Growth Pact or
Economic and Monetary Union was actually related to the principles and
policies of neoliberal discourse. For instance, the criteria of restriction on
government debt to not to exceed 60% of GDP match up with the neoliberal
discourse of minimal state. Overall, it points out the close relationship between

the neoliberal ideology and EU integration process.

Panic, in his research, underlines the role of Maastricht Treaty and Stability
and Growth Pact for the bad economic performance especially for the
indicators of growth and unemployment in France, Germany and Netherlands
in 2000s. The Maastricht Treaty provided monetary union including common
currency and monetary policy as well as one Central Bank whose main goal is
to ensure the monetary stability in Europe. However, there was no political
union so European countries were free to implement fiscal and social policies
under defined criteria such as the general government deficit no more than 3%
of GDP. Indeed, Treaty and Pact used European Monetary Union as a tool for
restructuring of neoliberal orthodoxy (Panic, 2007: 160-161). On one hand the
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implementation of monetary policy in European countries, one of the two main
economic policies, is under the responsibility of ECB, but on the other hand
the European states have been given the initiative in terms of the
implementation of fiscal policy. In addition, the fiscal policy should be in
accordance with defined criteria and rules for member states within the Union.
To put it in a nutshell, European integration refers to the monetary union

without fiscal union.

Apeldoorn pointed out the role of ERT in terms of common strategy formulation
through the mobility of European corporate capital. Furthermore, ERT had a
great contribution to the shaping EU’s policies such as completion of Internal
Market under the cover of European integration (Apeldoorn, 2014: 191).
Concerning the social relations, the transnational capitalist class has emerged
to protect the interests of transnational capital in the wake of
internationalisation efforts. The ERT of Industrialists had a key role to
manipulate the social relations and shaping the social classes. Trade unions,
for instance, were willing to contribute neoliberal restructuring through wage
cuts, transition from Keynesian welfare states to competitive market-oriented
states and flexibility on labour markets (Bohle, 2006: 64-65).

The Lisbon reforms were compatible with the neoliberal discourse which
focused on the flexibility of labour market, austerity transformation in welfare
state etc. supported by the capitalist class of ERT in the 1990s. The Lisbon
strategy paved the way for rapid financialisation of European capital and
consequently European capitalist class during the 2000s. ERT is aimed at
protection of the interests of European transnational capitalist class
(Apeldoorn, 2014: 193). As the financialisation and liberalisation of market and
commodification of production factors continued, the neoliberal hegemonic
project was promoted through Lisbon strategy became the object of serious
criticism from the centre. The conflicts between European working class and
ruling class were emerged and the elite ruling class was reluctant about the
concessions to working class. Furthermore, many European countries were

faced with recessions and the unemployment rates increased. In the end, the
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working class was disappointed concerning the neoliberal governance and its
promises promoted through Lisbon strategy in 2000s. It would not be wrong to
say that there was a general displeasure about the integration process as a
neoliberal hegemonic project which intended to protect the interests of
European transnational capitalist class. A prime example of this tendency was
that the European Constitution rejected by a vote of majority in France and
Netherlands at the same period. In a similar way, in the wake of Lisbon
strategy, the Europe 2020 strategy was introduced in 2010 with the same
motto “labour market flexibility, transformation of social protection,
improvements in institutional framework” in order to come out of the economic
crisis had started in 2007 as well as to continue neolibeal restructuring in
Europe (Apeldoorn, 2014: 194-195). As the policies and reforms were shaped
in favor of European transnational capitalist class within the scope of European
integration, working class was dissatisfied with this situation. The reforms
promoted by Lisbon strategy and Europe 2020 strategy also envisaged the
flexibility on labour market and cuts in welfare state which were in reference

to the protection of ruling class-transnational capitalist class.

However, many European states implementing these neoliberal policies
recommended by European Commission failed to escape from the deflationary
cycle faced by many capitalist economies in the world in the early 2000s
(Milios, 2005: 210). The Economic and Monetary Union was conceived as an
important part of the neoliberal mainstream by promoting the monetary
tightening and budgetary discipline in order to ensure two main goals; price
stability and fiscal discipline. In addition, a contract called Fiscal Compact,
which includes serious sanctions, has been prepared by European authorities
and signed by many member states who were failed to comply with Maastricht
criteria that was developed to ensure fiscal discipline. With the Fiscal
Compact, the member states first submit their national budgets to the
European Commission and the Council of Europe for their approval and then
to their national assemblies. It would not be wrong to claim that member states
transfer their powers of the purse to the supranational organisations. The aim
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of ensuring fiscal discipline through Fiscal Compact serves the purpose of
institutionalising of fiscal discipline within the European Union rather than a
response to the crisis. It also indicates that the fundamentalist understanding
of fiscal discipline has been extended with the Fiscal Compact (Konukman,
2013: 2-3). The budgetary cuts resulted from the convergence criteria forced
the member states to implement more comprehensive policies and reforms
related to social and working rights. As long as the price stability and fiscal
discipline are considered as a way of achieving high level of growth rate,
Europe would possibly deal with some macroeconomic instabilities such as
unemployment and low level of economic growth. The reason behind this idea
can be explained by the possibility of achieving higher growth with higher
budget deficits and low level of interest rates unlike policy following by the EU
(Hermann, 2007: 78).

The neoliberal hegemony formulated within the monetary union without fiscal
authority is considered as unsustainable because national countries fails to
adopt common fiscal policy in order to ensure stability in the economy and to
cope with the inequalities in society. Therefore, Panic claims that Europe need
changes in the framework of monetary union and its main policies. Also, Panic
claimed that the growth and employment rates deteriorates if a country
implements neoliberal macroeconomic package. Therefore, Keynesian
approach is required for strengthening the economic performance of European
countries (Panic, 2007: 161). It can be said that the neoliberal policies imposed
by European authorities creates some fluctuations and the deflationary effect
in the economy. The policy stance focused on contradictionary monetary
policy and budget discipline also produce similar effect. To that end, it is aimed
at achieving higher growth rates but the economic regime of the Union based
on contradictionary monetary policy and budget discipline not only fails to
achieve higher growth rates but also leads to the macroeconomic imbalances

such as deflation or unemployment in the economy.

The insistence on following restrictive neoliberal policies has continued even
though it was seen that these policies caused deflationary effects on the
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economy and exacerbated the stagnation. Also, neoliberal policies have had
negative effects on decreasing umemployment and creating growth (Milios,
2005: 211). The neoliberal thinking have been resilient more than thirty years
in Europe despite the many financial and economic crises and its devastating
effects on society (Schmidt and Thatcher, 2014: 340). The suggested solutions
to overcome the crises indicate that politicians have insisted on following the
neoliberal ideology even if they do not work in terms of resolving the crises.
Therefore, the collapse of neoliberal hegemony is less likely as the neoliberal
ideas and principles have deepen, institutionalised and supported by a wide
range of powerful forces (Buch-Hansen and Wigger, 2010: 39-40). Although
the neoliberal hegemony in the Union has sometimes lost its predominance
through crises or negative impacts both on the economy and society, the
neoliberal policies have persistently continued to be implemented. It
apparently shows that the constitution of neoliberal hegemony is based on
very strong foundations and power relations in the European Union and
therefore it is unlikely to abandon the neoliberal ideology and its principles

even if it fails to deal with the crises and its devastating effects.

2.2. THE CRISIS OF THE NEOLIBERAL HEGEMONY IN THE WAKE OF
GLOBAL FINANCIAL CRISIS

2.2.1. In General

The global financial crisis firstly emerged in the U.S. as a subprime mortgage
crisis in housing market and spread to many countries across the world. The
housing prices in the U.S. strikingly increased in the 1990s and becoming a
homeowner was seen as a profitable investment due to the increasing prices.
In addition to high prices, the interest rates were low and there was capital
inflow because of the huge trade deficit in the U.S. and it also prompted people
to buy a house and made financing easy through subprime mortgage. In the
end, there was a housing oversupply, the prices started to sharply decrease

in late 2006 and many homeowners had difficulty in repayment. The U.S.
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subprime crisis turned into global financial crisis as many investors from other
countries invested in U.S. subprime market. Besides, this crisis is considered
as a good example of financial contagion. (Cohn, 2012: 367-369). The crisis
first arised in U.S. and was spread to the other countries in the world. The
global financial crisis did not result from the decrease in profits as in the crisis
of 1970s.3 It resulted from the tendency of getting more power and income by
eliminating all the barriers in the economy. In addition to crisis in housing
market, the increase in liberalisation and financialisation activities was also

one of the triggering factors to the crisis. (Tinel, 2011: 117).

The crisis has become global even though the crisis first appeared in the U.S.
housing market. One of the main reason behind this financial contagion is
growing integration of financial markets and interactions of U.S. and European
markets by means of globalization. Rising prices, low interest rates, subprime
mortgage facility and increasing demand created a housing bubble in the U.S.
and the prices started to sharply decrease. The crisis emerged in terms of
redemption of debts by homeowners with subprime mortgages turned into a

global financial crisis.

The global financial crisis underlined the role of managerial classes. The Great
Depression and global financial crisis did not result from the decline in profit
rates as in the crisis of 1970s. These two crisis were interpreted as a crisis of
financial hegemony of capitalist classes and financial authorities. In the global
financial crisis it was focused on increasing the wealth of capitalist classes by
protecting hegemonic power of these classes, removing all barriers and
promoting deregulation and financialisation activities. It was considered that
the managerial classes were largely responsible for this situation (Tinel, 2011:
122). It was realised that there were some issues to be regulated within the
neoliberal order such as international financial structure, banking and financial

activities, the connection between trade and financial industry in conjunction

3 The roots of the crisis in the U.S. are based on the process of transition from Fordism to Post-
Fordism and the crisis of capital accumulation in the 1970s. For detailed information see also
Ozel, H. (2009). Piyasa Utopyasi. Ankara: BilgeSu Yayincilik.
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with 2008 global financial crisis. More than that, the sincerity of IMF and World
Bank on advices or policies suggested to countries was called into question
with this crisis. All these debates brought with the need of interventionist
liberalism discussions (Cohn, 2012: 370-371). Both the crisis and the future of
the neoliberal hegemony have started to be discussed widely across the world
in the wake of 2008 financial crisis. It has been also discussed whether

neoliberalism reached its limits or not. (Comaroff, 2011: 141).

The global financial crisis can be interpreted as a crisis of neoliberalism as
financialisation, deregulation with removing all barriers and liberalisation have
promoted in line with the neoliberal hegemony. The main objective is to protect
the interests and the hegemonic power of the capitalist classes. The
governments and power elites have played a critical role in terms of
implementing neoliberal norms, principles and policies in accordance with this
objective. The spread of the mortgage crisis in the U.S. to the global world by
showing a domino effect caused the neoliberal hegemony has become the

object of serious criticism across the world.

It is worth noting that subprime crisis was not the only reason of the crisis in
Europe. Many countries in Europe had already similar problems as U.S. The
member countries of single currency, for example, spent more than they could
afford with the confidence of Eurozone. In addition, the low level of interest
rates induced investors to spend more and to take on debt from banks. The
wage level started to go up in the wake of increase in domestic demand. In
the end, the productivity and external competitive capacity of these countries
were negatively affected and what was worse that these countries from
Eurozone could not use the devaluation option in order to improve the
competitive power. The first country to need to be rescued was the Greece in
the Eurozone and it rapidly spread to some other countries in Europe (Cohn,
2012: 369).

It should be noted that it would be unrealistic claim if the mortgage crisis in

U.S. as the only reason for the crisis in Europe. The political, economic and
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social structure of member states in Europe are shaped by criteria, rules and
institutions in accordance with the European integration project. In addition to
providing member states with many advantages such as single market and
single currency, the integration and its responsibilities render the role of
member states ineffective in terms of implementing national policies or it
results in unintended consequences. The crisis in Eurozone and long
recession period in the wake of solutionlessness is one of the prime example
of that.

2.2.2. In the European Union Countries

The global financial crisis has turned into the worst recession since the crisis
of 1930s. The crisis first began in the U.S. mortgage sector and spread like
wildfire to the Europe. When the crisis arised in the U.S. housing market,
Europe were also affected as European Banks strongly integrated with the
U.S. market with lending and speculation activities. Also, the economic
structure of Europe which was formed by Stability and Growth Pact is
vulnerable to external crisis as the limited fiscal policy and ineffective role of
national central banks in implementing monetary policy are one of the
hallmarks of the neoliberal economic regime of Europe. The European
neoliberalism paved the way for arising housing bubbles in some European
countries such as Ireland, Portugal, Spain with the financial deregulation
policies. (Stockhammer, 2014: 1). Coakley, in his research, argued that
Ireland, Portugal and Greece were willing to become a member of European
Union in order to break the vicious cycle of being a less developed country by
integrating in the global system and benefiting from the opportunities of the
membership of the Union. The commitments of European Union such as
democracy or prosperity were the other factors that made the membership of
the Union desirable. However, they faced with devastating effects in the wake
of the global financial crisis and they were labelled once again as less
developed country or peripheral country in the Union. The neoliberal reforms

and policies forced by European Union have negatively affected two main
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issues in these less developed countries; growth and support for the neoliberal
European integration project (Coakley, 2016: 177-183). The European
integration has paved the way for expanding access to the credit for countries
and Eurozone countries have the same interest rates in accordance with the
single market for Europe. It resulted in huge capital inflows from core states
such as Germany, France to peripheral European countries such as Ireland
and Spain and in the end it created a property bubble in these countries
(Stockhammer, 2014: 8). The membership of the single currency enabled the
Irish private banks to increase their lending capacity and it resulted in an
economic bubble. Besides, the development of the derivative financial
instruments also contributed to easily lend. After 2008 global financial crisis,
Ireland government was forced by European Central Bank to accept the bailout
package which was compromised an austerity programme and repayment of
all debt. If Ireland did not accept the bailout, the European Central Bank would
suspend the emergency fund to the Irish banks. The involvement in the single
currency has affected the role and functions of national central banks. Greece,
for example, the Central Bank of Greece failed to repay the debts as the
Central Bank was prevented to buy government bonds in accordance with the
single currency policy when the crisis hit in 2008 in the wake of collapse of
Lehman’s Brothers. (Coakley, 2016: 185-186).

It is not a surprise that the spread of the mortgage crisis from U.S. to Europe
as American financial markets and European markets are closely integrated
in liberal and globalized world. Furthermore, the European integration project
with all phases such as single market, single currency, European Central Bank
as well as the neoliberal transformation in all member states of the Union are
also considered as a soft spot of the Union in the face of external crises. The
neoliberal transformation and the crisis in European countries are actually two
faces of the same coin. The member states provided the neoliberal
transformation which is part and parcel of the European integration project but
has brought with it some factors that have triggered the crisis. The low interest

rates in the Union within the scope of single market policy encouraged
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investors in core states to invest in peripheral countries in Europe and it
resulted in huge capital flows to peripheral countries. The credit viability and
lending facilities have increased in banking sector and deregulated financial
markets in Europe. Thus, housing bubbles have occurred in many countries in
Europe as in the U.S. and many debtors had difficulty in terms of loan
repayment. Concerning the implementation of fiscal and monetary policy, two
important economic policy instruments, the ineffectiveness of member states
regarding development of national policies in time of crisis is one of the

important factors that deepen the crisis and its effects on society.

The European social and political model could not be established in all
member states in the same way. On the contrary, each member states,
especially main European states, created its own models at national level. The
attempts of peripheral countries to close the gap compared to developed
countries in the Union resulted in the increase in their dependency on external
sources which was one of the reasons of global financial crisis. (Coakley,
2016: 183). The European Central Bank and the IMF not only failed to forecast
the financial bubble but also supported the increasing neoliberal policies and
lending activities in European countries. In Ireland, the public expenditures
were consistently reduced and many public enterprises were privatised in line
with the neoliberal order (Kirby, 2010). Spain and Portugal, same as Ireland,
followed the same neoliberal path in 1990s including the liberalisation,
deregulation and privatisation policies. These policies made a great
contribution to the fulfilment of the criteria regarding the membership of the
single currency. However, these neoliberal policies increased the dependency
of these countries on external capital as well as it had a negative effect on
productive capacity of these economies in the global competitive world
(Lopez&Rodriguez, 2011).

Although the European Union represents all member states as a whole, there
are differences in many respects among the countries in the Union. Some
economically powerful countries are called main or core states while less

developed countries such as Greece, Italy and Portugal are called as
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peripheral states in the Union. These differences have forced the peripheral
countries to close the gap between core states. It means adopting more
neoliberalism in accordance with the requirements of the membership of the
single market. To that end, many peripheral countries have implemented the
neoliberal policy package including liberalisation, financialisation, deregulation
and privatisation policies. However, most of these peripheral countries have
become dependent on outside financial resources. The growing lending
activities have also contributed to the increase in external dependency of

peripheral states.

The global financial crisis have seen as a crisis of neoliberalism. It is worth
noting that neoliberal practice is still dominant although neoliberal ideology
has started to lose its hegemonic position after 2008 global financial crisis. A
prime example of that approach was that the policy suggestions to the crisis
in Europe which was closely related to the neoliberal vision (Aalbers, 2013:
1053-1055). More neoliberalism has implemented as a response to the crisis
both in U.S. and Europe. The bail-out programmes including more flexibility on
labour market, privatization of public enterprises and austerity measures were
aimed at supporting financial sector, that was blamed for the crisis, at the
expense of the society especially for the low and middle income group.
Political leaders not only have made little attempt to resist the spread of
neoliberal practices, but also have further supported to adopt more neoliberal
policies. (Oosterlynck and Gonzalez, 2013). Peck et al. argue that the
neoliberalism gain speed in conjunction with the effects of global financial
crisis even though the neoliberal policies were seen as one of the reasons of
the crisis. They raised the serious question whether neoliberalism is still
predominant ideology or it has already reached its limits or not (Peck et al.,
2013).

When considered that the 2008 global financial crisis is a crisis of
neoliberalism at the same time, it was expected that the policy
recommendations would not be in line with the neoliberal path. Nevertheless,
it is clear that proposed solutions and recommendations to the crisis are
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closely related to the neoliberal paradigm which has paved the way for the
crisis in Europe. Besides, the bail-out programmes or recovery plans have
compromised of more neoliberal policies and principles. The main objective
with these bail-out programmes was to rescue the banking and financial sector
with imposing substantial economic and social burden on society with the
austerity measures. Although the crisis is perceived as a crisis of neoliberal
hegemony of the Union, increasing implementing of neoliberal policies and
practices after the crisis can be considered as a paradox regarding 2008 global

financial crisis.

There is need to change about the framework of European monetary system
so as to effectively respond to the crises and to eliminate the effects of crises
on national economies and societies. Even though the financial liberalisation
policies in line with the neoliberal order were considered as one of the main
reasons of the crisis, the role of the financial liberalisation and European
monetary integration was neglected by great majority of authorities. Instead,
overmuch public debt and spending were blamed as the causes of the crisis.
(Coakley, 2016: 185). On one hand, many European states made great efforts
to save the banks with huge sums within the scope of European Economic
Recovery Plan, on the other hand austerity measures caused a decrease in

welfare of employees or low income households (Kannankulam, 10).

The core EU states and EU authorities were willing to make banking crisis look
like a sovereign debt crisis by underlying the excessive public spending of
peripheral countries as a reason of Euro crisis in accordance with the
neoliberal order. It paved the way for the pretext in order to force European
peripheral countries to accept the austerity package programme (Coakley,
2016: 188). It was aimed to impose more flexibility on labour market and
decrease in wages as well as restraining the social expenditures within the
austerity programme. However, many economists such as Paul Krugman,
Joseph Stiglitz and Martin Wolf criticized this solution on the account of the
fact that lower wages cause a decrease in domestic demand and exacerbate
the economy. Indeed, the austerity programme did not work as it was expected
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and it was only the beginning of long economic recession for peripheral
countries in Europe. (Coakley, 2016: 189). The economic policy regime in
Europe, which is based on restrained fiscal policy and centralised monetary
policy at EU level, as well as the policy responses to the crisis have widely
criticised by Keynesian thought. According to Keynesian theory, decrease in
wages in the condition of crisis will result in decrease in demand and it creates

an deflationary effect in the economy (Stockhammer, 2014: 5).

It was not predicted that the increasing financialisation and liberalisation
activities in Europe would lead to a debt crisis and therefore no measures were
taken before the crisis. Actually, the excessive financialisation and
liberalisation were not seen as one of the main reasons of the outbreak of the
crisis although it was realised that the crisis is a crisis of banking sector even
when the crisis hit in 2008. In conjunction with this general tendency, the bail-
out programmes were designed to rescue the financial sector with providing
money with the banks. More than that, the main reason of the crisis was shown
as excessive public spending and the fiscal imbalances in peripheral countries.
The main aim behind the emphasis on excessive public spending was not to
shake the confidence and support on the neoliberal hegemony which is
predominant ideology in the European Union. More to the point, imposing the
austerity programmes which is including a significant decrease in public
expenditures and wages in peripheral countries are also considered as one of
the intentions behind the emphasis on excessive public spending rather than

emphasis on excessive financialisation.

2.3. THE CHANGE IN THE EU NEOLIBERAL ECONOMIC POLICIES IN THE
POST-CRISIS PERIOD

The global financial crisis spread around the world and affected many
countries through the globalization and the integrated markets. As the 2008
financial crisis were considered as different from the classical banking crises,

it caused an increase in the level of uncertainty and panic in the markets. Many
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countries not only developing countries but also developed countries have
developed and implemented some economic policies in order to prevent
further deepening of the crisis (Duramaz and Dilber, 2015: 31-33). Although
the crisis first began in the U.S., the countries that were most affected by the
crisis were the Eurozone countries due to its complex economic structure. The
European Central Bank has taken a number of measures to overcome the debt
crisis faced by many European countries. Concerning the monetary policy, the
expansionary policy was implemented and the interest rates were reduced so
as to provide liquidity to the market with low costs. Ensuring the fiscal
discipline have become the main objective of the fiscal policy in the Union after
the crisis but the lack of authority for the fiscal policy has made co-decision
procedure and development of policy difficult. While the primary objective of
the Central Banks of the EU was to achieve price stability before the global
financial crisis, ensuring the financial stability has become as important as the
price stability after the crisis. In conjunction with this shift in terms of primary
objective, the non-traditional monetary policies such as quantitative easing,
credit easing, exchange rate commitment, interest rate corridor and liquidity
management have implemented as well as traditional ones. The interest rates
were equal or close to zero in this period and it was one of the reasons that

forced countries to implement countercyclical economic policies.

Concerning the complex economic structure of the Union, the European Union
do not have an integration regarding fiscal policy as in the monetary union.
Instead, it is introduced criteria and restrictions related to the public borrowing
and budget deficit through Maastricht Criteria and Stability and Growth Pact.
However, the debt crisis which was emerged in Greece, Portugal, Spain, Italy
and Ireland brought to light problems and vulnerabilities of the Eurozone.
According to Cekin, the manipulation of some countries on statistical data
related to their financial sector and inadequate implementation of the penal
sanctions in case of infringement of criteria are the weak points of the
Maastricht Criteria and Stability and Growth Pact (Cekin, 2017: 9-12).
Regarding another factor related to the economic structure of the EU, Erdem
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and ilgiin emphasize that the use of Euro as a single currency have affected
the course of debt crisis by increasing financial risks. Besides, some policy
options which are used in time of crisis such as the devaluation of national
currency are no longer to be in use for European countries (Erdem and ilgiin,
2013: 298). The loss of monetary policy independence at national level is one
of the other characteristics of the economic structure of it. The European
Central Bank is the one and only actor who is responsible for developing
monetary policy for all member countries in the Union and the national Central
Banks are ineffective even in the face of crisis. Recently, serious doubts have
arisen about the sustainability of the EU with the United Kingdom’s decision to
leave the EU and the rise of anti-EU parties in countries such as Italy, France
and Germany.

The fiscal policies have lost its importance as a macroeconomic policy tool in
accordance with the neoliberal principles have implemented since the late
1970s. However, global financial crisis, in contrast to the neoliberal vision
aimed at reducing the role of the state in the economy, has made intensive
and comprehensive intervention of the state essential. Some argue that the
main reason of the crisis is the excessive growth of public expenditures and
public sector deficit even though the increase in public debt was resulted from
the transformation from the private sector debt to the public sector debt
through the rescue of failing financial institutions (Goker, 2014: 104). Erdem
and llgiin, in their research, reveal that the effect of interest rate on the
economy is statistically insignificant while it is significant before the crisis.
Also, it points out that the financial stability is more important than price
stability. In this context, it indicates that fiscal policies, both expansionary and
contradictionary, are more effective in global financial crisis in EU (Erdem and
llgiin, 2013: 302). In such cases, where interest rates are very low, the fiscal
policies should be actively used in order to affect macroeconomic variables in
the economy. However, the use of fiscal policies in order to enliven the
economy was not possible for many European countries due to the financial

assistance provided by Troika which is consisting of European Commission,
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IMF and European Central Bank. The main aim of the financial support was to
ensure fiscal discipline through neoliberal policies focused on minimising the
public sector, comprehensive privatization policies and so on. Therefore, many

European countries were forced to implement austerity programmes.

Even though the fiscal stimulus packages consisting of tax reductions and
spending increases were implemented in the first years of the crisis in many
European countries, the economic austerity policy packages started to be
implemented due to rising public debt. The austerity policy packages are
mainly composed of tax increases and spending cuts and aimed at reducing
the ratio of public debt to GDP. However, these austerity policies can also
cause to a decrease in demand, tax revenues and GDP as Keynes noted.
According to the Keynesian theory, the austerity policies should be
implemented in the period of economic expansion not in the period of
economic recession. Also, the contradictionary policies which is implemented
in the period of economic recession can cause a financial trap through creating
vicious circle via spending and taxes. Contrary to expectations, the ratio of
public debt to GDP may increase and lead to a further deepening of recession
in the Eurozone. It is worth noting that European authorities have insisted on
implementing the neoliberal policies under the cover of austerity packages
even though these policies are considered as ineffective in terms of
overcoming the crisis and its devastating effects. The use of contradictionary
fiscal policies and austerity policies is conceived as a sign of giving priority to
the fiscal consolidation even though there is a high level of unemployment and
low level of growth. To that end, it was worked on some policies such as cuts
in social spending, layoffs, wage cuts, an increase in consumption taxes, new
regulations on pension and health systems and policies aimed at increasing

the labour market flexibility.

The austerity programmes, which have been implemented in many countries
since 2010, have been faced heavy criticism around the world. The main
reason behind this criticism is that pretending as if the problem is related to
the public sector and making reforms and taking measures for the public sector
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even though the financial sector has the main responsibility of the crisis. The
second criticized issue is that these austerity programmes paved the way for
cuts in social security spendings and health spendings. (Goker, 2014: 109).
The burden of the crisis has been reflected to the taxpayers in society by
converting private debt into public debt. More than that, the austerity

programmes also have affected workers on society.

24. THE EVOLUTION OF NEOLIBERALISM TO AUTHORITARIAN
NEOLIBERALISM

The neoliberal policies which have been implemented since late 1970s have
gone through the changes especially after the global financial crisis. It would
not be wrong to argue that neoliberalism have turned into authoritarian
neoliberalism in conjunction with the debt crisis in European Union and long
recession in the wake of subprime mortgage crisis. It resulted in neoliberal
hegemony crisis in EU as the neoliberal policy responses to the crisis that
implemented by European authorities have failed in terms of bringing a
solution. The neoliberal austerity policies and recession have rapidly reduced
the active consent of the social forces that support the EU project and the
scope of the hegemony has considerably narrowed. A prime example of that
tendency is that the Greek general election of 2015 has resulted in success of
far-left party Syriza. It can be interpreted as a sign of social backlash against
the neoliberal policies. More than that, the rise of far-right parties in many
European countries can be considered as another sign of the neoliberal
hegemony crisis in EU. While the main goal of the EU’s establishment is to
remove borders and to ensure free movement of goods, services, captial and
persons, the nationalist discourse and the protectionist policies are the topical
issues on the politicians’ agenda today. Therefore, more radical neoliberal
policies have been applied to reestablish the hegemony. In other words, the
repressive aspect of the hegemony has been increased when the opposition
to the EU project has increased. According to Paul Krugman, the main

objective of imposing the financial austerity programmes to the European
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countries is not to overcome the crisis, but to institutionalise of radical

neoliberalism at the European Union level through the crisis (Krugman, 2012).

The alternative policies and reforms have not been developed although it has
been seen that the neoliberal policies that have implemented as a response
to the crisis have caused further deepening of the crisis and its effects. The
austerity policies, which have been implemented within the scope of
authoritarian neoliberal ideology, not only have failed to stimulate the economy
but also have both caused a decrease in national income and deterioration in
income distribution. The burden of the crisis have transferred from capitalists
to workers or from core countries to peripheral countries. It is aimed to reduce
public expenditures and public deficit with the austerity programmes and it
means that cuts in wages and social expenditures even though the crisis is

resulted from the financial sector.
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CHAPTER IlI

THE FUTURE OF THE NEOLIBERAL HEGEMONY IN THE
EUROPEAN UNION

3.1. RE-ESTABLISHMENT OF THE NEOLIBERAL HEGEMONY IN THE EU BY
ABANDONING THE AUTHORITARIAN NEOLIBERALISM

The consent of social powers about European integration project has reduced
due to the long recession process and the neoliberal austerity programmes in
the wake of Euro debt crisis and it resulted in hegemony crisis in the EU. As
the hegemony has lost its influence, more neoliberal authoritarian policies has
been applied in the member states in the EU. More to the point, the increase
in public debt with the transformation of private sector debt into public sector
debt has limited public expenditures and support even though the fact that
high public debt is not the cause of the crisis but it is the result. It has been
interfered with economic issues affecting the welfare of individuals such as
employment, tax policy, social services and so on even though the crisis
originated from the financial sector. One possible scenario for the future of
neoliberal hegemony in the EU is abandoning the authoritarian neoliberal
policies and making real reforms and regulations which will provides solution
to the crisis in order to reestablish the neoliberal hegemony in the EU. Indeed,
the Euro crisis is considered as a structural crisis in addition to the cyclical
factors causing the crisis. To that end, it is better to focus on root causes of
the crisis so as to suggest alternative solution-oriented policies rather than
insist on neoliberal policies that do not only provide a solution but also deepen

the crisis.

Kazgan emphasize the power of the financial sector to create liquidity through
financial derivatives and financial innovations that are out of control and audit
in accordance with the neoliberal vision and point out it as one of the important

factors caused to crisis (Kazgan, 2012: 2). The speculative use of derivative
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financial instruments, the lack of inspection, deregulation in financial sector,
the lack of transparency, the excessive expansion and profit growth in financial
sector in contrast with the real sector, the increase in moral hazard and the
lack of information for borrowers about the expectations regarding interest
rates led to the formation of an economic structure that paved the way for the
crisis. Besides, the neoliberal policies that have been implemented since
1970s such as deregulation, privatisation, financial liberalisation, minimising
the role of the state in the economy also contributed to trigger the crisis and

its effects.

The regulations and reforms for the financial sector are primarily needed as
the crisis has arised from the financial sector. The speculative role of
investment banks and hedge funds in the outbreak of the crisis is considered
as one of the important risk-increasing factors of the banks. As hedge funds
are not officially controlled by audit institutions and not subject to the capital
adequacy ratio, hedge funds have become risky (Akgug, 2009: 7). Another
two important factors that triggered the crisis are excessive expansion of
balance sheets of investment banks without taking measures against possible
loses and their investment in risky housing and consumer credits (Orhan et
al., 2009: 46). The measures such as increasing deposit guarantee,
recapitalization of banks, financial expropriation and toxic assets purchases
were taken as a response of crisis. Nevertheless, these measures were one
of the short-term solutions and therefore they failed to improve the market
conditions by rebuilding the confidence in financial markets (Erdonmez, 2009:
89). The financial crisis of 2008 is considered as a primary example of bursting
of a credit balloon that emerged when market participants is free and behave
rational to maximize their own interests. Therefore, the supervision in the
financial sector has a great importance in terms of preventing the occurrence
and spread of such crisis. (Kazgan, 2012: 11). Apart from all other causes to
the crisis, Odabas and Bahtiyar emphasize the fact that the high level of

integration of member states’ financial and real sector and the use of monetary
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policy through one authority namely ECB have increased the level and speed

of the interaction among the states (Odabas and Bahtiyar, 2011: 104).

The ability of countries such as Greece, Portugal, Italy to borrow easily through
low interest rates after becoming a member of Eurozone is considered as the
breakaway point of fiscal discipline and the main cause of the debt crisis in the
EU. In other words, these countries have used borrowing as a means of
generating income (Egilmez, 2012). The imbalances in terms of economic
performance between the core countries and the peripheral countries that
have permanent budget deficit and current account deficit are considered as
one of the structural soft spots of the EU causing the crisis. When the
peripheral countries first enter the Eurozone, low interest rates have had
positive contribution to the growth of these countries. The low interest rates
increase the demand for consumer goods and real estate through credits and
the growth is accelerated and real wages are increased. Following this, the
imports are increased while the exports are decreased and thus the economies
of these countries start to have deficit in current account. As they are the
members of the Eurozone, they do not have devaluation policy option to
increase their exports. Therefore, the external debt of these national
economies that lose their competitiveness due to the current acoount deficit
continuosly increases. Also, other member countries that have current account
surplus provide credits to these countries when there are capital outflows from
these countries and these countries start to have difficulty in repayment and
have liquidity problems (Sanlioglu, 2016: 104-105). The main factor that
constitutes structural imbalances between member countries is the differences
in labor productivity in countries. The countries with low labor productivity have
a current account deficit while the countries with high labor productivity have
a current account surplus. The countries with current account deficit meet this
deficit by borrowing from countries with current account surpluses. At this
point, the austerity programmes are imposed by EU authorities on the pretext

of resolving these structural imbalances (Akgay, 2018).
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In the first stage, both the American Central Bank and the European Central
Bank reduced the interest rates in line with the neoliberal monetary policy as
a response to the crisis. It was aimed at providing liquidity for the financial
institutions that have difficulty in repayment, strengthening the financial
position of the banking sector, increasing the consumption and investment
expenditures by expanding the credit facilities and exit the recession.
However, the policy of interest rate cuts in the period of recession may result
in liquidity trap according to Keynesian theory. Instead of monetary policy, the
expansionary fiscal policy could have been more effective in terms of
stimulating the economy by increasing the demand in the period of recession.
The bail-out packages for member states that had difficulty in repayment were
prepared immediately after when it was realised that interest rate cuts did not
work as it was intended. The main aim of these packages was to provide
credits on easy terms and to lower the cost of borrowing of member states that
faced with financial problems. Therefore, these bail-out packages did not
resolve the structural problems and the soft spots of the economic governance
of the EU.

The problems arising from the financial sector due to the lack of inspection
may result in an increase in the supervisiory role of the state as well as the
regulatory role. In addition, new regulations regarding the risk management
policies of the banks should be made and risks regarding liquidity
management should be revised in order to strengthen the financial sector.
More than that, setting certain standards and criteria for the financial sector in
the EU and auditing them are crucial for member countries to act in
cooperation but in this case the structural differences between countries will
be ignored. Besides, bringing back the controls and regulations on the
financial institutions, which were liberalised and deregulated with the wave of
neoliberalism in the 1980s, have vital importance in terms of preventing
excessive borrowing and mismanagement practices. Also, the regulation of
credit rating agencies is needed due to negative effects of unrealistic
assessment of these agencies on the economies during the global financial
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crisis. When the measures taken by European authorities and politicians
against the crisis are considered, it can be said that the short-term solutions
have been generally preferred. However, long-term solutions rather than short-
term ones make a significant contribution in terms of preventing the

emergence of new global crisis.

To put it in a nutshell, one possible scenario in terms of reestablishing the
neoliberal hegemony in the EU is to focus on real reasons and solutions of the
crisis rather than implementing authoritarian neoliberal policies that negatively
affect the support of social classes regarding neoliberal hegemony through EU
intergration process. In addition, solution-oriented reforms and regulations are
needed to make and the alternative sound and consistent policies should be
developed. It is one possible way to reestablish the neoliberal hegemony and
to create economic stability again in the EU by receiving social classes’

support.

3.2. THE END OF NEOLIBERAL HEGEMONY AS A RESULT OF FURTHER
AUTHORITARIANISM

For the first time, Britain’s decision to leave the EU has sparked a debate about
the future of the EU. Until Brexit, the EU project was an integration success
but EU has currently faced with the existential crisis with Brexit. At this stage,
the primary goal of the EU is not to ensure the enlargement with new members
but is to ensure the continuation of the EU’s existence and to prevent its
disintegration. The second possible scenario for the future of neoliberal
hegemony in the EU is continuing even more authoritarian policies rather than
abandoning authoritarian neoliberalism so as to reestablish the neoliberal
hegemony in the EU. However, this scenario may result in the end of the

neoliberal hegemony as a result of disintegration of the EU.

The integration of the EU consisting of consalidation and enlargement with
new members has been believed to be an irreversible process and this

process is known as the Brejnev doctrine of Europe. According to Brejnev
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doctrine, the collapse of socialism is never allowed in a country where
socialism is once established. However, the integration success of the EU has
came under increasingly fierce criticism in the wake of the Britain’s decision to
leave from the EU. With the deepening governance crisis as a result of the
global financial crisis and the neoliberal hegemony crisis, the EU can no longer
ensure prosperity and stability (Tutar, 2019). The authoritarian implementation
of the austerity programmes that do not provide any solution has led to the
rise of far-right parties against the center-right parties which has adopted
neoliberal norms and principles. In this context, Akgay argue that the political
turmoil and uncertainties will continue as long as the authoritarian neoliberal
structure of the EU has not changed (Akgay, 2018).

The European Union has had difficulty in overcoming the current chronic and
structural problems, making regulations and reforms and developing
alternative policies apart from the neoliberal policies to solve the financial
crisis of 2008. More than that, the key values of the EU such as freedom,
equality, respect for human rights have been eroded with the rise of
authoritarianism in the policies that have been implemented as a response to

the crisis.

The policies implemented as a response to the crisis have focused on further
contraction of the public sector. Due to the decreases in public expenditures,
becoming difficult accessibility of social security, pension and health services,
freezeing of wages, the decline in living standards of great majority of society,
restrictions on social rights of employees have implemented in many European
countries. More than that, the voters realised that they do not have right to
speak regarding the economic policies which affect their prosperity. It is
inconsistent with the EU which is defined as the project of democracy,

freedoms and social rights (Karan, 2018).

It is possible to be created a vicious cycle in case of continuing the
authoritarian policies. In the vicious cycle, as in the case of Greece, the same

process is experienced by many other countries, the burden is shared by other
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member countries, the implementation of austerity programmes, the
preparation of bail-out packages and limitations on social expenditures and so
on. Itis likely that there will be seperations from the EU in conjunction with the
gradually weakening of the strong belief to the EU integration project as a
result of instability and social unrest created by the vicious cycle. Another
factor that may cause this change of attitude favoring separations from the EU
is that the possibility of that Britain will continue as a strong country without
having any problems after leaving the EU. If it happens, it may strengthen the
supporters of separation in other member countries. It means that the
integration evolves into a disintegration process. In addition, it reinforces the
possibility that racism, nationalism, anti-immigration and xenophobia may rise
in conjunction with the far-right parties become dominant in many EU
countries. It indicates the erosion of the key values advocated by the EU since
its establishment. When all these possibilities are considered as a whole, the
possibility of the disintegration of the EU rather than integration which is a sine
qgua non of the EU project and the end of neoliberal hegemony comes to the

forefront.

The separation of the countries in debt crisis from the EU may make positive
contributions to the competitive power of these countries through the use of
devaluation policy. However, European authorities think that leaving the EU
will negatively affect the European Monetary System. Although this possibility
creates cyclical fluctuations within the EU in the short term, it can be

considered as the solution of the crisis in the medium term (Tagtan, 2013).

It would not be wrong to claim that it may result in the end of the neoliberal
hegemony in the wake of disintegration of the EU in the long run if EU
politicians and authorities insist on authoritarian neoliberal policies so as to
reestablish the neoliberal hegemony again. The main triggering factor that
would affects this result is the decreasing support of the social classes and the
weakening of the strong belief to the EU integration project. In addition, if
European Union becomes more authoritarian in future, almost all of the

fundamental values of EU may disappear and the EU may lose its legitimacy
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by deviating from the founding purpose. Moreover, this process may bring
along the rise of far-right parties in many European countries and its radical

policies which is incompatible with the basic tenets and principles of the EU.

3.3. RE-ESTABLISHMENT OF THE NEOLIBERAL HEGEMONY BY
CREATING A FISCAL UNION

Another possibility for the future of the neoliberal hegemony is the resurgence
of neoliberal hegemony in the EU by designing a European Fiscal Union in
addition to the monetary policy. The global financial crisis showed that the
common currency area requires an integration in fiscal policies as well as

monetary policies.

Actually, this scenario is already implemented through fiscal compact policy.
With the austerity programmes, which were designed as a response to the
global financial crisis started in 2008, imposed by Troika consisting of
European Union, European Central Bank and International Monetary Fund has
been intervened in the powers of the purse of the member states. With these
austerity programmes, which include neoliberal impositions such as fiscal
discipline, fiscal rules and primary surplus, social expenditures were reduced,
salaries were cut, and taxes were increased. In addition, the European
authorities were also displeased with the failure of member states to comply
with the Maastricht criteria which was designed for ensuring the fiscal
discipline. Therefore, it is aimed at strengthening the fiscal discipline and
institutionalising it as a whole within the European Union with the Fiscal
Compact. The member states that have signed the Fiscal Compact submit
their national budgets first to a supranational institution consisting of the
European Commission and the Council of Europe and then to their national
assemblies. In this context, it can be said that the Fiscal Compact point out a
fiscal union that determines the fiscal policies of member states and sanctions

in the case of non-fulfilment of requirements (Konukman, 2013: 2-3).
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Some argue that the current neoliberal EU crisis can be overcome by
increasing the integration through the United States of Europe which
incorporates both the monetary union and the fiscal union. In such a case,
transfers from countries with current account surpluses to countries with
current account deficits will become possible. However, this option is difficult
to make actual because the full integration will require the complete
ineffectiveness of the member states whose elbow rooms are already
restricted (Akgcay, 2018). It is argued that most of the objectives of the
European Monetary System have not been achieved. The most important
reason for this is the failure to develop a fiscal policy compatible with the
monetary policy. While the monetary policy of the EU is determined by the
European Central Bank, there is no supra-member institution that can manage
the fiscal policy. Thus, it has increased the flexibility of the member countries
in fiscal policies and has expanded the scope of action (Tastan, 2013). Berger
et al. argue that the formation of common fiscal policy has a great importance
in terms of fiscal risk sharing and preserving the stability and integration. As
Economic and Monetary Union do not have a political union, the member
states generally have to decide on their own. In such a case, the countries,
which have high public debt and little elbow room to respond by using fiscal
policies, frequently face with the economic crisis or financial shocks. It is
unfortunately possible to be faced with the existential crisis in the EU without

the fiscal union (Berger et al., 2018).

It is aimed at eliminating the economic and financial problems among the
member countries and to strengthen the integration by helping them to adopt
common policies with the convergence criteria. Also, preventing the arbitrary
treatment of governments about issues regarding public finance is expected
with the help of criteria and limitations. However, these criteria and limitations
have not been taken into account by governments of member countries and
these countries failed to implement a common budget policy. It is conceived
as one of the important factors that deepened the crisis. Although there are
common fiscal criteria set out in the Maastricht Treaty regarding public finance,
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two different group of countries in terms of economic performance have been
formed within the EU due to the different fiscal policies implemented at national
level. Although it is indicated in the Maastricht Treaty that it is not possible to
borrow above the limits set through convergence criteria, high public debt have

become an indispensable fact of the European area.

On the other hand, the soft spots of the Maastricht Treaty are criticized in the
wake of the global financial crisis. The lack of a common economic
management approach, the lack of common debt management due to the
condition of no-bail-out and the determination of a common and single interest
rate despite the economic differences between countries are considered as
the weaknesses of the Treaty (Sanlioglu, 2016). In case of failure to comply
with these criteria, the insufficient legal sanctions is another critical point. In
addition, in spite of the current sanction system, the non-implementation of
sanctions in case of violation of these criteria paves the way for the arbitrary

practises.

As a matter of fact, many economists criticized the formation of a common
currency area while the member states have still policy independence

regarding fiscal policy and the political union has not yet established.
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CONCLUSION

The objective of this study is to reveal the evolution of the neoliberal hegemony
in the European Union within the scope of global financial crisis and to discuss
the possible scenarios related to the future of the neoliberal hegemony in the
European Union. In this context, the constitution of the neoliberal hegemony in
the Euroepan Union and the cirisis of the neoliberal hegemony is analysed after
introducing the theoretical and conceptual framework on the hegemony and the
neoliberal hegemony and three possible scenarios regarding the future of

neoliberal hegemony are emphasized.

In the first chapter of the study, the terms of the hegemony and the neoliberal
hegemony are explained separately under the titles of the oncept, the role and

the historical development in the light of a detailed literature study.

In the second chapter of the study where is researched the evolution of the
neoliberal hegemony in the European Union, firstly, how neoliberal hegemony is
constituted in the European Union is presented. The evolution of the neoliberal
hegemony is explained only within the scope of European Union. Also, the crisis
of the neoliberal hegemony is revealed in the context of European debt crisis
which is occurred in the wake of the global financial crisis and its effects on the
hegemony. In addition, the change in the European neoliberal economic policies
in the post-crisis period and the evolution of the neoliberalism to authoritarian
neoliberalism are also evaluated in order to find out the change in the neoliberal

hegemony in the European Union.

In the third chapter of the study, three possible scenarios for the future of the
neoliberal hegemony in the European Union; the re-establishment of neoliberal
hegemony by abandoning the authoritarian neoliberalism, the end of neoliberal
hegemony as a result of further authoritarianism and the re-establishment of
neoliberal hegemony by creating a fiscal union as well as the monetary union are
revealed and each scenario is discussed in terms of their advantages and

disadvantages.
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When the theoretical and conceptual framework is researched, it is stated that
obtaining hegemony based on consent rather than coercion is important for
ensuring the continuity of the hegemony. It has been concluded that the political
discourse and activities play a critical role in shaping the social consent and thus
it is not possible to exclude the state. Moreover, the neoliberal hegemony also
needs the state intervention in order to protect the interests of the social class-
the international capitalist class- of which it is supported. Considering the origin
of neoliberalism, it is clear that neoliberalism emerged as a result of the need for
revitalization of the eroded liberal view and it is not differ much. In the context of
the historical development of neoliberalism within the scope of structural reforms,
oil crises, Structural Adjustment Programmes and structural reforms such as the
Bretton Woods, the Washington Consensus and the Post-Washington
Consensus are important developments contributing to the rise of neoliberal
hegemony and the implementation and the spread of neoliberal policies around
the world. Through the Structural Adjustment Programmes, which include
neoliberal policies, it is concluded that although credit allocation to developing
countries is apparently a capital transfer, it is actually a transfer of neoliberal
policies rather than capital transfer and it is aimed to adopt neoliberal hegemony
worldwide. At this point, the IMF and the World Bank undertake an important

mission and has a greater role.

Considering the structural reforms, it is obvious that through the policies it
proposes, it is aimed to introduce neoliberalism as a hegemonic power to the
world and to support the interests of the neoliberal hegemony and thus the
international capitalist class. In addition, it is underlined that globalization and its
developments coincide with neoliberalism and that globalization is an important

driving force for the rise of neoliberal hegemony.

When the scenarios discussed about the future of neoliberal hegemony in the EU
are evaluated in terms of their advantages and disadvantages, the second
scenario which is resulted in the end of neoliberal hegemony as a result of further
authoritarianism has several disadvantages such as creating a vicious circle

within the Union, highlighting the possibility of questioning the existence of the
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EU and strengthening the prospects for member states to leave the EU, In a
similar way, the third scenario which is resulted in the re-establishment of the
neoliberal hegemony by creating a Fiscal Union as well as the monetary union is
a difficult possibility for the member states who already have a limited area of
action in monetary policy management as this scenario suggest taking the fiscal
policy management of member states and transfer them to a supranational
authorities. Therefore it can be said that the first scenario, which is related to the
real causes of the crisis by abandoning authoritarian neoliberalism, and
introducing the re-establishment of neoliberal hegemony with the implementation
of regulations and reforms that will provide solutions to prevent possible crises

and problems in the long term, can be said to be more suggestive.
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