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It has now become crystal clear that the EU cannot address its massive financial problems
without at least a fiscal union and more probably a political union. But how do get 27 different
countries with massively different cultures, languages and social systems agree on a solution?
Would the Spanish or French ever agree to the Germans telling them what to do?

As they say, there’s nothing new under the sun. There is a precedent, albeit several hundred
years old. It's the Hanseatic League, a union of cities and companies. That's the —hansa in
Lufthansa, the airline so the name has real historical meaning.

The Hanseatic League spanned the coasts of Northern Europe right from the Low Countries of
Europe including the UK up to Russia. It’s not an exact precedent since there were no nation-
states as such in those days so the key leaders and decision-makers of the League were cities
and rich merchants.

But the League was essentially its own Euro zone in which trading of goods and services across
numerous regions and locations occurred in a safe and standardized way. Believe it or not the
Hanseatic League lasted from the 13" to the 17" century, that is some 400 years. So if they could
do it then, why can’t they do it now?

The amazing and relevant thing about the Hanseatic League was the number of geographic
extent of its members. Its constituent cities ranged from what is now the UK, through Belgium and
the Netherlands, through Germany, Poland, Estonia, Latvia and Lithuania and parts of Russia on
the Northern European coasts and including Norway and Sweden.

In many ways the Hanseatic League was the predecessor of the European Union, but arguably it
was far more evolved. It had its own legal and defense systems and free trade areas amongst the
members.

The most interesting feature of the Hanseatic League was that, although it was a genuine
multinational endeavor, its ruling culture was Germanic. The majority of the cities that belonged
were in what is now Germany and there were Germanic parentage requirements to be certain
types of members. Yet, despite this, the union covered most of Northern Europe. In fact it
covered what is now the northern parts of the EU. Could there be something here?

We can view the EU today as being composed of southern and northern European countries.
Broadly speaking, the southern European countries are in a mess and the northern countries are
not. So we can divide Europe into the “responsible” and “irresponsible” countries which roughly
correspond to the northern and southern countries.



This division is a little fuzzy since France, which is mainly a northern European country, is really
one of the irresponsible ones. It is joined with Hungary, and a couple of other ex-Communist
countries which are going to be basket-cases for some time yet.

But the basic political problem in the EU is that the responsibles don’t want a political union with
the irresponsibles unless the latter adopt the responsible ways of the north. Likewise the
irresponsibles don’t want to join a union dominated by the responsibles unless they can be free to
avoid the restrictions which they know the responsibles will place on them

The cultural divide between northern and southern Europe is very obvious when you are there.

The southern countries in the main speak the Romance languages that all came from Latin and
are all very similar. ltalians, Spanish, French and Portuguese all speak very similar languages,

have similar cultures and traditions and share much of their historical experiences.

The northern European countries mainly speak Germanic languages which include Dutch,
German, and English. While the Nordic and other northern European languages are not similar in
the main, there is still a huge area of shared culture between them. And the Germans, English
and Dutch are dominant in the financial and economic spheres. Of course, culturally and
linguistically they don’t share much with the French. Which is where a lot of the problems are
coming from.

Looked at in this way, the northern countries of the EU have a huge amount in common. It's not
only language and shared history. It's also a history that stretches back several hundred years
which has covered unions in the areas of trade, finance, law and defense. In other words, for the
majority of the northern European countries, a fiscal or even a political union has deep historical
precedent and is not new; it's just a renewal of long-held ties between them.

And the common glue in this relationship is Germany. Just as Germanic cities held the Hanseatic
League together, so would a modern union of the northern countries also rely on Germany as the
financial and to some extent the political glue that binds them to each other.

And while there is always the issue of Germany’s responsibility for World War |l to give pause to
some people, the fact that is that the positive influence of Germanic cities and cultures was what
successfully held the Hanseatic League together for several hundred years. That’s a great
advertisement for a strong German role in a union of the northern European countries.

Although there are common linguistic roots in the southern European states, they never had
anything like the Hanseatic League. The nearest they came to this was trade amongst the Italian
city states such as Venice and Florence in medieval times. The Spanish and Portuguese reached
out to the New World rather than to their southern and northern neighbors. Maybe that’s why we
still see today the intense need for autonomy amongst the southern States of Europe.

A fiscal or even political union of the northern Europeans wouldn’t face the same obstacles
compared to the southern European states. We already see the leaders of Germany, the
Netherlands and Finland caucusing together before they meet the leaders of the south, and
particularly French leaders. There seems to be a common “them against us” feeling amongst the
northerners where the “them” is the southern European countries.

But this underlying confluence of interests doesn’t necessarily mean that the northern EU
countries would come together in a union. There has to be something urgent that would strongly
motivate them to do that quite separate from the financial and economic factors.

There is such an issue. It's defense.

The northern countries of Europe all have a common concern about Russia. This particularly
includes the Baltic states of Latvia, Estonia and Lithuania, as well as Poland. Until now the



northern Europeans have been under the US defense umbrella which has protected them. But
that umbrella is gradually being taken away as the US cuts defense spending. While there still is
NATO to protect them, this will have to rely more on the Europeans to fund it as the Americans
gradually withdraw from their commitment to protecting Europe.

Of course it is not polite to talk about the Russian threat since officially the Cold War has ended.
Russia and the West are supposed to be friends now. But it is as open secret that the biggest
threat the Europeans see to their security is from Russia. Even though the Russia military is now
weak it is still a threat to the smaller European countries and there is great concern about Russia
amongst them. Russia’s current support for Syria has led to a sudden rise in the fear of Russia by
these countries.

The Russian factor is the one that has the potential to ignite the northern Europeans to form a
new version of the Hanseatic League. This time it will be without the Russians. The Syrian crisis
could well be the catalyst for this union. The Syrian situation is shaping up to be similar to the war
in Yugoslavia in which the European states were on one side and Russia on the other supporting
the Serbian government.

The scenario is this: the Syrian civil war leads to a European push to intervene in Syria. This
requires a military alliance either with or without NATO. This coincides with the current financial
crisis that leads the Euro zone to start coming apart.

In this circumstance the financially viable states of northern Europe split from the southern
European states that are not financially viable. The northern European states have a fear of
Russia which the southern states (including France because of its nuclear “force du frappe”) do
not share. So some leaders decide to unite the financially viable states and to link this with a
closer military alliance. They already feel they need the military side to protect them against
Russia. The new alliance kills two birds with one stone.

Of course, in this new alliance, which we will call the United States of Germany; Germany will be
the most powerful country, at least financially. Also the Germans will not want to be seen as being
the leader of the union since they will not wish to revive fears that this is just another way to
dominate Europe, this time in a more subtle way than occurred during World War II.

So we can expect that the initiative will not appear to come from Germany but from one or more
of the other northern European states. Poland, Finland and the Baltic states come to mind. And
the union will most certainly not be called tee United States of Germany, even though in practice
that is what it will actually be.

The formation of the United States of Germany solves a lot of problems. It preserves an
economic union of the financially viable northern European states that would otherwise fail due to
the problems of the economically unviable states of Europe. It also solves a major defense
dilemma for them as the US disengages from military efforts in Europe.

The new alliance offers enough advantages to Germany that it will support the union financially
and it will do other things that it will not support in the current failing alliance. The things that it
would support in the new alliance leading to fiscal union include a common banking system, a
common bank deposit insurance scheme, and common bond issuance. In other words this union
will start to resemble the US in its financial institutions.

This strong alliance will be viable at the outset. It can act to bring in the southern European states
and France as they gradually put their houses in order. Even before they enter, the United States
of Germany can help them improve their own financial arrangements and institutions. It can start
to integrate them into the United States of Germany by special trade arrangements such as a free
trade area.



More than anything, the United States of Germany, by bringing together the financially viable
states of Europe can prevent the European economy from disintegrating. In fact it will underpin
the future renaissance of the overall European economy by forming a strong alliance that can
promote future economic prosperity in the broader Europe. The United States of Germany would
have the right mix of financial integration, fiscal union and wealth to be able to form the basis for a
future political union of the entire European theater.

One way or the other, we will get a United States of Germany. It won'’t be called that. The
Germans won’t openly take the initiative to do it. But that is the inexorable logic behind the only
way the European experiment can be successful in the future.

Dr. E. Ted Prince, the Founder and CEO of the Perth Leadership Institute, located in Florida in
the US has also been CEO of several other companies, both public and private. He is the author
of ‘The Three Financial Styles of Very Successful Leaders (McGraw-Hill, 2005) and numerous
other publications in this area. He is a frequent speaker at industry conferences. He works with
large corporations globally on leadership development programs and coaches senior executives
and teams in the area of financial leadership. He has held the position of Visiting Professor at the
University of Florida in the US in its Graduate Business School and also at the Shanghai
University of Finance and Economics in China.
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