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Financial Power and Democratic Legitimacy:
How to Think Realistically about Public Debt

Janosch Prinz and Enzo Rossi

Abstract: To what extent are questions of sovereign debt a matter for political rather
than scientific or moral adjudication? We answer that question by defending three
claims. We argue that (i) moral and technocratic takes on sovereign debt tend to be
ideological in a pejorative sense of the term, and that therefore (ii) sovereign debt
should be politicised all the way down. We then show that this sort of politicisation
need not boil down to the crude Realpolitik of debtor-creditor power relations—a
conclusion that would leave no room for normative theory, among other problems.
Rather, we argue that (iii) in a democratic context, a realist approach to politics
centred on what Bernard Williams calls ‘The Basic Legitimation Demand’ affords a
deliberative approach to the normative evaluation of public debt policy options.

Keywords: sovereign debt, public debt, ideology, political realism, Greek crisis

Introduction

In this paper, we put forward an argument for politicising public debt in ways
compatible with the requirements of democratic politics. Sovereign (or public)
debt' is currently at the forefront of politics in Western states.” Policy initia-
tives are often met with the question “How are you going to pay for it?” before
the content of the initiative is even considered. What is politically possible is
limited by what is deemed financially stable. Determining what is financially
stable is widely viewed as a technical question best answered by economics.
Failures of financial stability tend to be framed in a moralising tone along the
lines of: “We will have to bail them out for their profligacy and their laziness!,”
or by reference to seemingly incontrovertible scientific truths such as simple
accounting equivalences: “Look at the national debt! We can’t spend more
than we have coming in!” In this paper, we argue that both of those approaches

1. Sovereign debt is broadly the sum of accrued government spending not offset by taxation.
Implicit debt would include interest payments on outstanding government bonds. We are
considering public debt owed to other states and to private market actors. We are not con-
sidering debt that is owed to the other branches of the state.

2. By using ‘sovereign debt’ and ‘public debt’ interchangeably we restrict the domain of our
argument to polities characterised by a democratic ideal of popular sovereignty.

© Copyright by Social Theory and Practice
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are ideological in a pejorative sense of the term, and so won’t do, especially in
a context in which democracy purportedly matters.

Moralising and technocratic narratives about profligate states and the eco-
nomic limits to deficits and public debt have been a mainstay of European
public discourse since the Great Financial Crisis (GFC) was labeled a sover-
eign debt crisis (for arguments that this way of addressing the overall crisis is
already a political choice, see Frieden and Walter 2017; Tooze 2018). In mor-
alising narratives, states appear either as people who do not keep promises and
are hence morally debased, or as households which live beyond their means.
In technocratic narratives, states are urged to heed advice about sustainable
levels of budget deficits and debt-to-GDP ratio. In the Economic and Mon-
etary Union (EMU), the technocratic narratives about deficits and debt are en-
shrined in European treaties, now mostly tied together in The Fiscal Compact
(Roos 2019: 301). These narratives tend to claim to be above the political fray:
they aim to displace politics with technical administration or with the applica-
tion of moral principles. We will argue that neither narrative is tenable, for a
range of reasons. Politics cannot be eliminated from questions of public debt
without misrepresenting the issues at stake—that is to say, without ideological
distortions.

Our alternative proposal is that, to counter the danger of ideology, public
debt must be politicised all the way down (and that is to say, as we will seem
down to the level of all those affected by the politics of public debt). One may
take that to mean that debt is just a matter of Realpolitik: crudely speaking,
creditors and debtors backed up by force weighing the opportunity cost of
default, enforcement, and so on. That picture would leave little room for a
normative theory of sovereign debt. We reject the false choice between de-
politicization (moralism and technocracy) and the Realpolitik of public debt.
Instead, we argue that a realistic understanding of politics can keep that theo-
retical space open, without lapsing into either technocracy, or moralism, or
both. We aim to show that a critique of the ideology of public debt affords an
opportunity for a genuinely democratic politicisation of debt relations, thanks
to re-elaboration of Bernard Williams’ realist theory of legitimacy. We argue
that, in a context in which democracy purportedly matters, the politics of pub-
lic debt require a form of non-ideological (in the pejorative sense of the term),
non-moralised justifiability of the relevant power relations. We show how a re-
alistic, power-centric—as opposed to moral-status-centric—conception of de-
mocracy can ground a requirement for the public justifiability of public debt-
related political decisions. We then make some practical suggestions about
how this justifiability may be achieved.
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Attention to sovereign debt has been sparse in political theory® until a
recent spike in interest in the topic which has been focused primarily on the
ethics of sovereign default during debt crises (Wiedenbriig 2017; 2018; Woll-
ner 2018).* These writings take on the important task of challenging the idea
that sovereign debts have to be paid in full no matter what (“pacta sunt ser-
vanda” etc.). However, whether they start from the odious debt literature or
from procedural questions of democratic legitimacy in the context of financial
markets, they tend to remain anchored to the technical-economic and moral-
1zing approaches (e.g., by framing the question as one of when the “repayment
norm” holds). The normative scrutiny of central banks since the Great Finan-
cial Crisis has questioned the legitimations offered for their expanded powers
and demonstrated the need to rethink the basis for the legitimacy of indepen-
dent central banks (Klooster 2018; 2020a; 2020b; Klooster and Fontan 2020;
Best 2016, 2018). The suggestions for remedies have included a shift from
purely technical rules and procedures for transparency and accountability, to
questions of political legitimacy of (the scope of) their mandates (Klooster
2020a; Best 2016: 228). However, the most systematic accounts have been
shaped by a view of political philosophy as applied ethics, and so focused on
developing a moral framework for improving justification of mandates and
intra-institutional deliberation.” Political economists (Roos 2019) and histori-
ans (Dyson 2014; Stasavage 2003) have debated sovereign debt in much more
detail, though those disciplines mostly refrain from engaging with normative
issues. We will take a realist approach in order to place those empirical find-
ings in the service of a normative political theory that does not fall back onto
moral commitments (mis)construed as pre-political.

A striking recent example of the direct and dramatic ways in which the
discourse about, and governance of, sovereign debt displaces politics, is the
agreement of the third rescue package between Greece and the ECB, IMF,
and European Union (the “Troika”)—a 2015 case whose political echo is all

3. Asdebt used to be a major theme in the history of political thought, its absence in the sec-
ond half of the twentieth century is surprising. We view this as a symptom of the scant at-
tention to power in Anglophone analytical political philosophy during this period (Thanks
to Eric Schliesser for highlighting this observation). More attention has been paid to the
normative consequences of sovereign indebtedness in terms of the self-determination of
states in the Global South, e.g., during the 1980s debt crises, see, e.g., work by Susan
George (1992) and recent development economics.

4.  Alexander Douglas’s timely The Philosophy of Debt (2016) provides a more general philo-
sophical treatment of the institution of debt which also reaches into macroeconomics, pub-
lic finance, and questions of sovereign debt.

5. Klooster 2020a, 589-91; for a defense of unelected monetary power, see Tucker 2018,
discussed by Klooster 2020b. At any rate, despite the connection between monetary policy
and public debt, the insights from this literature cannot be entirely taken over, given that
there is a more direct link between fiscal policy and democratic representation.
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too audible, for example, in the 2020 negotiations about the financing of the
European Union’s Coronavirus response (Varoufakis 2020). In 2015, the left-
wing Syriza government agreed to the austerity-inducing rescue package de-
spite the fact that a very recent referendum, which they had initiated, rejected
the terms of the agreement. In the next section, we analyse the Greek crisis
to substantiate our contention that both technocratic and moralistic takes on
public debt aren’t what they seem: they misrepresent the interests at stake as
well as the available options, and so are ideological in a pejorative sense of
the term.® In the subsequent section, we articulate what we take that diagnosis
to entail, namely that public debt should be politicised all the way down. That
will allow us to return to our initial case study and show how, in a way, what
went wrong with the Greek debt crisis is that an ideological smokescreen was
used to bypass a complicated issue in democratic theory—i.e., the social and
political significance of public debt, including the allocation of burdens con-
nected to it—with a power game among financial and governmental elites.
More precisely, the ideological conception of public debt led to the wrong
kind of politics for a democratic context—wrong insofar as the politics of
public debt concentrated rather than diffused elite power. We then put forward
a two-pronged approach to reform the politics of public debt in a democratic
direction.

Moralism and Technocracy

Let us begin with a thumbnail sketch of the Greek debt crisis. The Great Fi-
nancial Crisis spread from the United States to Europe in 2009. Greece quickly
became one of the most affected countries, with several private banks close to
bankruptcy. By 2010, Greek public finances had deteriorated to a degree such
that a default on the country’s public debt was imminent.” An initial rescue
package was agreed with the European Commission, the European Central
Bank (ECB) and the International Monetary Fund (IMF) in 2010, with follow
up agreements in 2012 and 2015. The rescue packages were conditional on
Greece adopting an agenda of austerity, labour law liberalisation, and large-
scale privatisation of public assets (as stipulated in Economic Adjustment Pro-

6. For an insightful, undogmatic and accessible discussion of the notion of ideology, see Fin-
layson 2016: chapter 3.

7. From the beginning of the crisis public debt rose from 95 percent to 115 percent of GDP,
and the budget deficit came close to 15 percent of GDP. In this context, sales of Greek
bonds spiked, as did the interest rates on them (Verde 2011: 144ff). At the time, it also
emerged that Greece had previously manipulated their public finance statistics to hide the
extent of its budget deficits. However, there is doubt about whether these numbers justify
the concentration on sovereign rather than private debt at the centre of the crisis narrative
(see Tooze 2018: 13-15).



How to Think Realistically about Public Debt 119

grammes and the Memorandums of Understanding between Greece and the
Troika (European Commission 2019). The austerity component saw social ser-
vices, public pensions, and overall economic activity drastically reduced for
several years (Kivotidis 2018).* The measures of the first and second bailout
packages systematically shifted the structure of Greece’s creditors between
2010 and 2015, allowing foreign banks to reduce their exposure to a Greek
sovereign default (Roos 2019: chaps. 17—-19). This shift was brought about by
spending most of the bailouts on foreign debt service’ and through the pro-
grammes of the ECB for buying Greek government bonds (‘SMP’). By 2015,
the ratio of private to public foreign holders of Greek public debt had been in-
verted from 80 percent private and 20 percent public to 20 percent private and
80 percent public, whilst the relative magnitude of domestically held public
debt rose as well (see Roos 2019: 263—-68). It is worth noting that members of
the IMF board already foresaw and criticized this shift in 2010 (Tooze 2018:
344). Thereby, the costs in the event of a Greek sovereign default were shifted
from (direct and indirect stockholders of) Northern European banks toward the
European populations, in particular to the Greek population (especially those
dependent on income from wages or public assistance)—at this point Greek
banks were most exposed to Greek sovereign bond risk—already suffering
under the most drastic austerity programme in the history of the EU."

The debt crisis challenged the structure of Greek democracy and led to
drastic changes in Greek politics. In the period until 2015, the debt crisis ar-
guably had already shaken the foundations of the post-dictatorship order by
strengthening the executive to the point that the legislative powers of the Greek
parliament were in doubt (e.g., through rule by decree and the installation of an
unelected expert government) and by conceding control over public finance at
least partly to the Troika of creditors (Roos 2019: 298-310; Kivotidis 2018).
At the same time, political protests reached record levels (Karyotis and Riidig
2018; Kouvelakis 2011), with, at times, multiple events per day across the

8. Overall, the population was hit hard by the crisis. Disposable income fell by 40 percent on
average in the period between 2007 and 2014. Unemployment throughout the past decade
stayed close to or above 20 percent, whilst youth unemployment hovered closer to 75
percent. The negative impact of the crisis on public health has been significant (Simou and
Koutsogeorgou 2014).

9. According to the European School of Management and Technology in Berlin, “only 5
percent of the total international bailout funds actually went to Greek government expen-
diture; the remaining 95 percent went straight back to the country’s bondholders” (Roos
2019: 267)

10. Roos (2019: 238) suggests that “[a]fter an initial period of dithering and denial, the French
and German governments . . . decided that they should prevent default at all costs: they
would rather bail out their own banks indirectly, by providing an enormous emergency loan
to the Greek government and subsequently forcing the country to repay its debts in full,
than allow Greece to suspend payments and be forced to bail out their own banks directly.”
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country. The electoral victory of anti-austerity left alliance Syriza in January
2015, which ended the longstanding duopoly of the conservative (ND) and
social-democratic (PASOK) parties, was poised to lead to a rejection of the
bailout agreements between the Troika and Greece. In the late spring of 2015,
the conflict came to a head. The Syriza government decided to hold a referen-
dum on the question of whether to accept the terms proposed by the Troika for
the third bailout package. Syriza had promised in their election manifesto not
to accept the terms of the Troika. The terms were rejected in the referendum
with 61.3 percent voting against the terms (at a turnout of ca. 62.5 percent).
However, shortly afterwards, the Tsipras government—under strong pressure
from the Troika to either accept the terms or leave the Eurozone—agreed to
the third bailout package under arguably worse conditions. Tsipras then re-
signed and called for elections, in which a Syriza government was returned to
power. However, those parliamentarians of Syriza who rejected the deal had
either split from the party or stood down, including the former finance minister
Yannis Varoufakis. After their demise, the Tsipras government broadly worked
with the terms set by the Troika despite relatively minor quibbles. The recent
successes of primary budget surpluses (before debt service is taken into ac-
count) should not paper over the fact that wage levels have not yet reached
pre-2009 levels in Greece (Hellenic Statistical Authority 2019; Romei 2018).

For the purposes of our critical exercise, it will be important to identify the
notion of public debt that structured public debate during the Greek crisis. Our
analysis of public discourse on this issue reveals a two-pronged notion. Public
debt would be, ostensibly, an obligation incurred by a state that, as such, sim-
ply must be repaid (1) because it is a promise, and (i1) because failing to do so
would lead to economic catastrophe for all involved, and especially the debtor
state. Let us call (1) the moralising frame, and (i1) the technocratic frame for
public debt. The discourses of mainstream politicians likened the Greek public
debt to private debt, and focused either on grounding the obligation of Greece
to pay on moral arguments, or sought to portray decisions on Greek public
debt, e.g., whether full or reduced repayment is required, as a form of technical
administration to be determined by economic theory rather than politics. These
discourses sought to provide normative orientations for how to deal with pub-
lic debt that would float above the fray of politics. They were supposed to
show that either moral or technical norms, rather than political power, shape
how decisions about Greek public debt are made.

Our contention is that neither the moral nor the technical claim was epis-
temically tenable at the level of certainty at which it was uttered (which itself
does not require us to offer alternative claims, as we shall see), nor was either
claim in line with the actual practices of those putting it forward. If that is the
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case, there are at least two senses in which public debt is not what it seems,
and so public debt discourse is ideological, in a pejorative sense of the term.'!

To start off, let us observe how moralising and technocratic frames have
different but complementary functions in the overall power struggles over
public debt. Moralisation provides support for justifying payment obliga-
tions. Technocratic frames support a depoliticised approach to how obliga-
tions should be discharged. Moralising and technocratic frames are in a very
close relationship, because moralist frames circumvent public discussion of
payment obligations, the acceptance of which prepares the ground for using
technocratic frames for the administration of payments that also circumvents
public debate. More concretely, moralism masks the reality “that the norm of
repayment is itself a pre-established political fact” (Roos 2019: 43), and is
most effective at this occlusion against the background of the depoliticised
repayment norm. Technocratic frames are instrumental to keeping sovereign
debt apolitical,'? as in “standard economic theory” repayment is “considered
nonpolitical by definition,” while “nonpayment is stigmatised as an irratio-
nal and explicitly political choice” (Roos 2019: 43),"* despite the fact that in
mainstream economics, accounts of debt the probability of non-repayment is
discounted in the interest rate as a matter of course.'

The moralizing framing of the Greek sovereign debt crisis portrayed re-
payment obligations as categorical, playing on an analogy between the person-
al norm of keeping promises and the “pacta sunt servanda’ idea, which views
agreements between states as similar to promises between individuals (or indi-
vidual households). It tied the above-mentioned trope of private irresponsibil-
ity to ethno-cultural stereotypes of “Northern Saints” and “Southern Sinners”
(Mathijs and McNamara 2015; see also Mylonas 2018; Kutter 2014; Kitromi-

11. Unlike most accounts of ideology, ours is an epistemic one, which we defend at some
length in Prinz and Rossi 2017, Rossi 2019, Rossi and Argenton 2021. The rough idea is
that if a political actor relies—consciously or not—on epistemically questionable narra-
tives to buttress their position, then there is reason to consider their position ideological
in the pejorative sense. And this is particularly worrisome when the ideological narrative
protects and/or reproduces the power relations of the status quo, or reinforces the position
of the strongest. While power asymmetries are not, strictly speaking, necessary for ideo-
logical distortion, in most real-world cases they are likely to be part of the picture.

12. Not unlike how Harjuniemi 2019 shows that, e.g., the influential magazine The Economist
has for the past 60 years sought to contrast its reason-based approach to economics with
the supposed irrationality of politics.

13. The “there is no alternative” narrative adopted by powerful media to public debt repayment
(see, e.g., reporting on Argentina and Greece, Mercille 2013; Antoniades 2013) further
bolsters the technocratic framing.

14. What is more, standard approaches to portfolio management assume non-performing loans
and, given the desirability of a certain amount of uncorrelated assets, even advises acquir-
ing loans with a higher chance of. non-repayment (Meyer 2018). We thank Eric Schliesser
for pointing this out to us.
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lides 2013; Vaara 2014). Moralizing narratives were so powerful that “[e]ven
the potentially catastrophic stresses of the EU-wide contagion unleashed by
Greece’s fiscal insolvency and subsequent financial crisis could not dislodge
the view that national problems of fiscal profligacy and weak competitiveness
were the source of the problem” (Mathijs and McNamara 2015: 243).

The technocratic framing had two main themes: first, that the conditions
under which Greece should be provided with liquidity would be set unilater-
ally by the experts and creditors. The following comments by German finance
minister Wolfgang Schéuble illustrate this theme:

The Troika has been asked by the European member states to discuss this

[crisis], and every time the members meet, its own existence, and especially

the IMF’s involvement is discussed. The Troika has decided the governments

of the countries in need of loan programmes should not participate in the

negotiation because we trust in the institutions with the most expertise, with the

most experience, and that know most of the facts. Those are, first, the European

Commission . . . second, the very independent European Central Bank, and third,

the most experienced institution, namely the IMF. These three know what is

economically right. . . . The conditions the Troika sets cannot be approved by the

European Parliament because the Troika has the sort of independent economic

knowledge, the European Parliament lacks, to take the necessary decisions.
(Schiuble 2012)"

The second theme was that any rescue package would follow the logic of
technical administration rather than politics. Schduble’s claim that the Greeks
“can vote however they want, but whatever election result we have will change
nothing about the actual situation in the country” summarises this theme suc-
cinctly (these technocratic themes were not limited to EU responses to Greece
or public debt, but according to Sanchez-Cuenca 2017, a wider trend of EU
politics post-GFC).!¢

We are now 1n a position to see exactly why the framing of Greek public
debt by the creditors—both for their domestic audiences and in their attempts
to make their cases to the Greek debtors—was not what it seemed. The first
problem has to do with the lack of alignment between creditors’ discourse and
their behaviour. This is true of both the moralising and the technocratic frame,
though it is perhaps most evident in the former case, and most relevant too,
insofar as a deceptive behaviour by those claiming the moral high ground is

15. Consider also the following statement from Schéuble: “Greece has to suffer structural re-
forms to become competitive, otherwise Greece will never be able to stand up to the ex-
pectations political leaders raise in campaigning. . . . If Greece sticks to the agreement [the
third Memorandum of Understanding], and if the program gets implemented decisively
and fully, then the Greek economy can grow again over the next years. . . . The opportunity
is given and whether it will be taken is a decision solely up to the Greek people” (Schéduble
2015).

16. See Ojala and Harjuniemi (2016) for a discussion of technocratic media narratives since
the start of the GFC.



How to Think Realistically about Public Debt 123

particularly callous. Decisions about public debt were framed as a matter of
morality, or more precisely moral hazard, the idea being that one must not
socialise debt if people live beyond their means (see, e.g., examples in Mathijs
and McNamara 2015). Yet actual decisions were made on the basis of political
expedience and relative power of creditors and debtors, contrary to the morali-
ty tale, and also in contradiction to the technocratic frame’s predictions (whilst
the fear of the socialisation of credit risk was mobilised in the discourse about
“Northern saints” and “Southern sinners,” the Troika’s first two bailout pack-
ages brought about the socialisation of Greek debt through the back door of the
ECB [see above]). It was politically expedient for states which were home to
the banks most exposed to a Greek default (largely private Northern European
banks), to rescue these banks from being exposed to a default of the Greek
state and economy.!” In other words, the moralised discourse was inconsistent
on its own terms from the early stages of the process, when bailout packages
were not allocated on the basis of minimising moral hazard and systemic risks
to the European economy, but rather to favour the politically strongest ac-
tors!'® (see Herzfeld 2016a; 2016b; Kitromilides 2013). However, the moralisa-
tion and technocratic narratives stuck anyway. Even when Germany turned a
profit on the Greek bailout and the ECB profited from trading Greek bonds to
Greece, both frames remained in place (Roos 2019: 270, 285)."

In addition to being inconsistent with the actual practices of their support-
ers, both frames are also epistemically untenable, at least relative to the degree
of conviction with which they were advocated. In the case of the moralising
frame, this is exemplified most clearly by this widely publicised remark by
German Chancellor Angela Merkel, notable for its transparent appeal to com-
monsensical bourgeois respectability and morality: “One should simply have
asked a Swabian housewife. . . . She would have told us her worldly wisdom:
in the long run, you can’t live beyond your means” (Merkel quoted in Ben-
nhold 2010).2° While, as we will see shortly, there is little agreement among

17. In other words, to a considerable extent the Greek state’s agreement to the bailout “res-
cued” investors in northern banks, not vice versa.

18. Note also that the “socialization” of risk coincided with the consolidation of power of the
ECB over Greece (Roos, 247-48), becoming its biggest bondholder in the short term in
2011.

19. Alexander Douglas has shown that the moralist argument for balanced budgets is self-
defeating. In as far as the state is ultimately responsible for the viability and the moral
standing of the institution of debt, under capitalism its legitimacy is tied to the provision of
sufficient debt resources (Douglas 2016: 152-53).

20. This is not an unusual occurrence, as the reliance on empirically incorrect “folk theories”
of money by central banks and governments during the GFC shows. The public debunking
and move away from such folk theories in the case of the Bank of England suggests in-
creased pressure on such tools for floating above politics (Braun 2016; for the construction
of the folk notion of the taxpayer under austerity, see Stanley 2016).
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economists about the exact workings of public debt within an economy, there
is no doubt about the fact that a household budget is not a good analogy to a
state’s balance sheet (Farmer and Zabczyk 2018).

The epistemically untenable character of the technocratic narrative is
highlighted by the fact that the supposed consensus among economists about
the response to the European public debt crises does not exist. In (interna-
tional) political economy and heterodox economics, the supposed consen-
sus view on debt repayment and austerity is actually highly contested (Blyth
2012). And even within mainstream macroeconomics, there are fundamental
disagreements on the likely effects of austerity on states’ balance sheets (com-
pare Alesina et al. 2019; Alesina and Ardagna 2011; Reinhart and Rogoft 2010
to Krugman 2015; Wren-Lewis 2015). In fact, in the case of the Troika, fac-
tions within the IMF opposed extending a loan to Greece under the conditions
proposed by the ECB and EC due to concerns about the sustainability of the
debt.?! Even the ranks of IMF technocracy broke when the austerity package
was found to be ill-judged and to engender socially unacceptable distributions
of burdens (Roos 2019: 269-71).%

Moralisation and technocracy are political strategies whose appeal stems
from their claim to float above the partisanship that characterises politics and
to possess extra-political foundations and uncontroversial validity. As we have
seen, however, moralisation and technocracy do not possess such uncontro-
versial validity. Rather than providing the most morally sound and rational
approach to public debt, the main function of these frames is to mask how
political actors actually deal with public debt, as we will see shortly.

Now, if mainstream public discourse on debt is not what it seems, what is
it? To answer this question, it may be useful to begin from an important distor-
tion engendered by both the moralising and the technocratic frame. Both mor-
alisation and technocracy treat states as unitary actors, which is a distortion,
given that different groups within the state are affected in very different ways
by public debt, and are responsible to a very different degree and in different
ways for the extent of public debt. Indeed, we want to show that the politics
masked by the two frames is a form of bellicose oligarchy—Ilittle short of a
class war in service to very particular interests, as demonstrated by some of the
most authoritative reconstructions of the events in Greece between 2010 and
2018 (Roos 2019; Roufos 2018).* Simplifying somewhat, we maintain that

21. An ad-hoc change of the IMF rules introduced through the back door was necessary for the
IMF to participate in the Troika (Tooze 2018: 336, 344).

22. Other critical notes from within broadly technocratic views include Buchheit and Gulati
(2010); Modi (2015). In hindsight, high level EU bureaucrats question their approach (Buti
2020).

23. Realpolitik is, after all, typically the politics of treating the state as a unitary actor, on be-
half of which elite politicians make decisions in back chambers.
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this kind of politics of public debt is an instrument for shifting around power
amongst governmental and financial elites, and sidestepping the perspective
of the vast majority of the affected populations of debtor and even creditor
states—a problem of power concentration, not of moral standing, as we will
see below.** More specifically, the mechanism that structures the real politics
of public debt can be understood as composed of two related types of reduction
to mere power relations, beyond the reach of democratic politics: (i) a reduc-
tion of the force of the loan agreement to the power relations between debtors
and creditors, and (i1) an identification of debtors and creditors with financial
and governmental elites.

We can illustrate that point by returning to our case study of the Greek
crisis. The oligarchic mechanism can be schematically reconstructed as fol-
lows. A combination of market pressure from a cartel of lenders (Roos 2019:
229, 232, 283-84), political pressure from public (“official”) lenders of last
resort (in particular the European Commission), and the pro-creditor forces in
Greek society (even within the left-wing Syriza government which enforced
the “repayment norm” under duress, i.e., with an explicit threat of causing
bank runs and other forms of social disorder). This prevented unilateral Greek
default and structured the unfolding of the Greek public debt crisis. To get a
sense of the concrete implications of this course of events, consider that, as a
result of the agreement between the Greek state and the Troika, at one point
taxes on the poorest rose by 333.7 percent, in the context of a mere 9 percent
overall increase (Roos 2019: 271). Elections and even the much-touted ‘Ox1’
referendum—in which citizens soundly rejected the terms of the Troika’s bail-
out—made no material difference to the outcome from the point of view of the
creditors, in line with the pronouncements of the then German finance minister
we just reviewed. Bargaining within this elite actor constellation is what drives
the actual politics of public debt, in spite of the moralistic and technocratic
rhetoric that would have the public believe otherwise.?

24. Our argument is compatible both with the view that contemporary liberal-democratic states
structurally tend toward “civil oligarchies” (see Winters 2011) and the view that oligarchic
tendencies are the result of elite capture of a state that is not already committed to wealth
accumulation as the highest good. Thanks to Andrew Scerri for raising this point.

25. The realist literature treats beliefs, political discourse, and even philosophical arguments
as possible loci of ideological distortion (Cozzaglio 2020, Beetz and Rossi 2017, Prinz
and Rossi 2017, Rossi and Argenton 2021). Our discussion here is compatible with all of
those approaches. Political discourse can be criticized for being ideological regardless of
whether it is successful in persuading a population, so we can remain neutral on how ef-
fective the rhetoric of the Troika was, for example (also because such rhetoric clearly had
completely different aims when directed at the Northern European public as opposed to the
Southern one).
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How to Politicise Public Debt Democratically

In the previous section we painted quite a grim picture. Here we will outline an
alternative politics of public debt—one that politicises public debt all the way
down in a democratic manner. But before we can do so, we need to explain
why such an alternative is even possible, and why it is required. Indeed, some-
one sympathetic to an old-fashioned version of political realism may welcome
our unveiling of the Realpolitik of public debt, and think that our unmasking
more or less completes the task of political theory: we have removed the fig
leaves of moralism and technocracy, and laid bare what politics is all about,
namely (elite) power.?® This would mean that there is no normative conver-
sation to be had, except one about the instrumental rationality of incentives
and costs. Isn’t that what (re-)politicising debt means? No. We want to show
that, somewhat paradoxically, this hard-nosed understanding of the politics
of public debt misses important opportunities for politicisation, at least if we
understand politics in context, which in the case at hand means that democratic
aspirations are a necessary element of politics. In other words, and despite
appearances, oligarchic Realpolitik does not politicise public debt all the way
down, at least not in a democratic context.

To carve out space for our alternative proposal, we need to first take a step
back and understand the sense in which our account of politicisation must
be context-sensitive. Here we rely on Bernard Williams’ (2005) by now fa-
mous realist account of the normativity internal to politics. In a nutshell, Wil-
liams maintains that normative political questions should not be addressed by
working out the implications of pre-political moral commitments, but rather
by working out what it means to meet the “Basic Legitimation Demand” in
a particular context. That is to say, polities must provide order in ways that
“make sense” to those over whom political power is exercised. It’s important
to note here that making sense is not an acceptability or accessibility condi-
tion grounded in a moral conception of the person similar to those found, e.g.,
in the public reason literature (Rossi 2013), but rather a requirement derived
from a conceptual distinction between politics and suspended warfare, or brute
coercion: politics inhabits a distinctive sphere between quasi-voluntary coop-
eration and brute coercion, and we know that we are in a political condition
when the order at hand makes sense to the relevant population. A further con-
dition for the Basic Legitimation Demand to be met is that subjects’ percep-
tions of the power are not conditioned by the power itself, i.e., that it is not
ideologically distorted (an account of ideological distortion different from the

26. The currently ascendant legal theory of finance (Pistor 2013) may be read as pointing in
this direction. On the other hand, it also shows the normative discretion afforded by the
entanglement of politics and financial markets.
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one we use here).”” Crucially, subjects’ expectations of what is required for
political power to make sense to them will vary with context. For example,
Williams (2005: 8—12) maintains that in a modern context only a liberal order
would make sense. We will not engage with that claim directly here. However,
the general structure of realist context-dependence is key for our argument.
The point we wish to highlight is simply that any effective politicisation of a
practice—such as public debt—with the potential to affect a polity’s ability to
meet the Basic Legitimation Demand will have to be formulated in a context-
sensitive way.

So our next step will be to work out the context-sensitive desiderata of a
realist politicisation of public debt. The relevant context, as we noted, is that of
contemporary democratic politics in the Eurozone. In which case the abstract
Williamsian idea of the exercise of power making sense to those affected by
it takes on a more specific connotation. Williams defines making sense as the
recognition of the political order as authoritative in the relevant—in our case
democratic—context (Williams 2005: 10-11). This recognition depends on
those holding power having “something to say” to those over whom power is
exercised, where that something goes “beyond the assertions of power” (Wil-
liams 2005: 11). We have seen that, in the case of public debt, ideological
distortion takes the form of masking actual political practices with the frames
of technocracy and moralism. The question then becomes: would removing
those frames be enough for the politics of public debt to make sense to those
affected? We claim that it wouldn’t, and that is why there is both room and
need for an alternative politics of public debt. The key to that claim is the con-
textualism we flagged earlier. Recall the point about the oligarchic character of
the Realpolitik of public debt: the actors at play are exclusively governmental
and financial elites asserting their power. Our contention is simply that, once
unmasked, this reality cannot be expected to make sense as going beyond the
assertion of power in a democratic context, insofar as we take democracy to at
least require a significant level of diffusion of power beyond the ranks of the
elite (note that, importantly, a policy can be acquiesced to without the overall
order making sense). The Realpolitik of public debt is the wrong kind of poli-
tics for the current democratic context, as it leads to a consolidation of elite
power which clashes with the promise of democracy to disperse power.

To understand that claim in the context of our argument we can turn to
recent developments in realist democratic theory. The general idea of inter-
est here is that we can understand democracy in a ‘negative’ (Bagg 2018b)
or ‘anti-oligarchic’ way (Arlen and Rossi 2021). This realist understanding

27. Williams calls this the “Critical Theory Principle.” For a discussion and exposition of this
position see Williams 2002: 219-32. For our own reservations about this view, and our
own extended discussion of our preferred alternative, see Prinz and Rossi 2017.
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of democracy is power-centric, and thus not grounded in abstract moral no-
tions such as freedom or equality (Christiano 2008), nor in some epistemic
ideal (Estlund 2008, Landemore 2012). As Bagg puts it, “the value of each of
these crucial democratic institutions is best understood in terms of the power it
denies to various elites, and which is thereby retained by various groups of or-
dinary citizens.” (2018b, 892). This is a realist understanding of the legitimacy
of democratic institutions because it is power-centric: it is grounded in the
political as opposed to the moral characteristics of democracy, or in political
as opposed to moral values.?® The oligarchic characteristics of the Realpolitik
of public debt, then, are why we need a different way to politicise public debt:
we need a politics of public debt that does not require the cover of ideological
narratives to make sense to democratic citizens. Put another way: moralism
and technocracy make sense but their making sense doesn’t count as it is ideo-
logical, whereas Realpolitik would not make sense (regardless of whether it
may be acquiesced to).”’

To translate that point into a set of desiderata for a democratic politics
of public debt, we may say that such a politics must make sense after non-
ideological public scrutiny. In order to do so, we posit that it should effectively
disperse power among those over whom it is exercised. Such a democratic
politics would politicise public debt all the way down in a non-moralistic way,
while avoiding the perils of Realpolitik.

At the very least, a democratic politics of public debt must neither turn out
to be ideologically distorting nor further the concentration of elite power. The
more a politics of public debt meets these desiderata, the better its chances are
of avoiding prevarication by private financial actors or by other states.

Fulfilling the desiderata would principally depend on two related condi-
tions, which in turn should be the basis for more concrete policy proposals. We
can only formulate the conditions in rather general terms here: especially in
light of our methodological commitments, we eschew detailed blueprints and
maintain that concrete implementation should remain a matter of democratic
political struggles.’® The two conditions are (i) the effectiveness of dispersing
public debt-related power and (ii) the quality of deliberation on public debt.
The hope is that if the two desiderata are co-realised, a revised conception of

28. There is a growing literature on realism and the distinction between moral and political
values, and we cannot do it justice here. Our position rests on the idea of political values
articulated by Jubb and Rossi (2015), Sleat (2016), and Jubb (2019).

29. Note that this contextualist move is not a way to smuggle in a moral presupposition in order
to resist the imperatives of Realpolitik. Rather, it is a way to ensure that a polity actually
meets its basic legitimation demand, rather than just having the appearance of meeting it.
On how realist legitimacy navigates the difficult passage between moralism and Realpoli-
tik see Sleat 2014.

30. For a detailed discussion of this methodological point, see Rossi 2019.
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public debt which emphasises that public debt is a means to serve public pur-
poses (and not the other way around) may develop.?!

To fulfill (1), the affected public(s) at large needs to bring public-debt re-
lated power under democratic control. This control needs to be appropriate
to the debt’s importance for democratic legitimacy.*> For this control to be
effective, it needs to take a wide view of public-debt-related power. This view
would not only need to incorporate the relationship between creditors/lenders
and debtors/borrowers, but also would need to reckon with the importance of
public debt as safe assets, as has been shown in debates about monetary policy
and (shadow) banking (Braun 2020; Sgambati 2019),** and with how states are
increasingly using public debt to pursue policy goals through private market
actors, which in turn gives these actors power that is of limited public account-
ability (Braun, Gabor and Hiibner 2018).

The effectiveness of dispersing public debt-related power depends, to a
large extent, on popular control over setting rules for entering into debt agree-
ments and for issuing loans (underwriting), and would also need to extend to
the review of the status of present loans. This would include the power to hold
accountable those who decided to lend or borrow, at the very least to investi-
gate to what extent these decisions were furthering the public purposes of the
polity—that is to say, purposes that make sense to the citizenry.

Another important aspect of public control is the role of what have come
to be known as official creditors—chiefly the International Monetary Fund
(IMF) and the World Bank. Here our realist democratic approach suggests a
rejection of international organisations which seek to float above the politi-
cal fray (typically by relying on technocratic narratives). In other words, we
should try to roll back the influence of these appendages of the state system
that have taken on a life of their own as agents of elite interests.

The effectiveness of public control, in turn, considerably depends on mak-
ing public debt a mainstay of public concern, rather than a topic reserved for
moments of crisis. However, as the Greek crisis exemplifies, actual public dis-
cussion about public debt is either ideologically distorting or inappropriate
for the democratic context, and has barely advanced beyond the false choice
between depoliticisation (moralism and technocracy) and the Realpolitik of
public debt.

31. See, e.g., the related lines of argument brought forward for rethinking central banking by
Braun and Downey (2020).

32. Inthe EMU, public debt can quickly affect the ability of the state to deliver order and sta-
bility, and the domination or usurpation of the democratic sovereign by private financial
actors. This is arguably not the case in the most powerful monetarily sovereign countries
(see Kelton 2020).

33. The context is now a global economy more affected by the balance sheets of the big banks
than by the balance sheets of each state.
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(11) Deliberation must put the public at large into a position to non-ideolog-
ically evaluate whether the regime of public debt (either in the role of debtor or
creditor or both) furthers public purposes or not (and hence supports or threat-
ens meeting the BLD). The point is not that deliberation is needed because it
can neutralise power—it cannot, as ample evidence on motivated reasoning
shows (Bagg 2018a).>* Deliberation is needed because the selection of public
debt policies must be both public (in a non-ideologically distorted way) and
open-ended. But, given the poor quality of current public discourse on debt, to
formulate a proposal for deliberation on public debt we have to start more or
less from scratch.?

To begin with, judgments and decisions made about matters of public debt
should be presentable (and justifiable) in the terms that relate to the purposes
of the polity as expressed by collective actions of citizens rather than, as we
have seen above, in ideologically distorting moralist and technocratic terms
that mask elite interests. Existing policies on public debt need to be re-ex-
amined and reframed with regard to their effect on, and compatibility with,
these purposes.’ In as far as institutions like the IMF have in the past set the
purposes and offered justification for their measures in predominantly techno-
cratic terms, we expect that their legitimacy would be severely challenged by
a democratic politics of public debt that meets our desiderata (Clegg 2013), in
line with our criticism of official creditors in (i) above.

Deliberation on public debt should further have recourse to (but not neces-
sarily be directed by) the best available evidence which will be a combination
of, e.g., the known factors (global financial architecture, etc.) and less certain
matters of public finance (“known unknowns”).*” That is to say, technocratic
discourse that seeks to obscure that the issue is not scientifically settled is un-
suited to proper public deliberation—a point familiar from debates on the role
of science in public reason, grounded not in ideals of equal respect for fellow
citizens, but in the form of ideology critique we have offered.

Our emphasis on the importance of deliberative quality for a democratic
politics of public debt should not be mistaken for a proposal to turn the demo-
cratic politics of public debt into deliberative democracy in a narrow, technical

34. However, congruently with the realist democratic theory sketched above, one may hope
that deliberation will at least contribute to the dispersion of power.

35. There have been attempts to flesh out such ideas in the related field of monetary policy
(e.g., Best 2016; Klooster 2020a; Klooster and Fontan 2019) which, however, often remain
most interested in improving deliberation inside central banks or in the political institutions
that draw up their mandates.

36. None of the above guarantees that future debates about public debt will not turn out to be
dominated by moralism or technocracy.

37. See Pistor 2013 for some reservations about a non-elastic legal framework for financial
markets
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sense, which is only partly compatible with our realist commitments due to its
tendency to model politics on a quest for finding rational consensus. We are
rather proposing a focus on the deliberative quality of the political processes at
large (Mansbridge et al. 2012). Taking some inspiration from deliberative sys-
tems theorists (e.g., Bichtinger and Parkinson 2018), we envisage that a demo-
cratic politics of public debt would contain a combination of different forms of
activism, protest, rhetorical confrontation, and public information campaigns.
The more narrowly deliberative forms of exchange of reasons would only play
a minor role, for realists still have ample reason to be cautious about the prom-
ises of deliberation (Bagg 2018a, Cross 2021; classically also Young 2001).

In our example case of the EMU and Greece, deliberation about public
debt would need to come to terms with, amongst other things: the systemic
importance of (limited) public debt for the EU project (from Maastricht to
the Fiscal Compact), the structural tensions between different members of the
EMU, the gap between political and monetary integration, the transnational
dimension this adds to concerns with democratic legitimacy (Abizadeh 2008;
Verovsek 2017), the questioning of the view of the state as a unified actor, the
consequences of debt service for different groups, and the place of public debt
in the wider dynamics of capitalist economies.*®

38. If these terms sound so complicated as to lead to doubt about the public’s ability to under-
stand them, that reinforces the need for broader public education on political economy and
public finance (which, tellingly, is barely a part of mainstream economics). At any rate, we
envisage that such a public discussion may proceed along lines such as those: the rough
consensus among economists was that Greek debt is unsustainable because Greece imports
much more than it exports, and this, in turn, because the productivity of capital and labor
grows less than their remuneration (profits and wages). If this is the prerequisite to bal-
ance the books, we need to lower wages and profits and increase productivity (say). Some
distinctions are in order here: (i) productivity and remuneration do not differ in all sectors
in the above way, so the first thing to do is to identify problem sectors and act on them;
(i1) the imbalance with foreign countries is not a one-way phenomenon: what can creditor
countries (especially those in the EMU) do to encourage adjustment? (iii) Taking into ac-
count the cost of adjustment in terms of individual welfare, capacity for democratic action,
economic contraction, contagion to other countries, etc., should Greece declare default,
force bondholders to take a haircut, be subsidized, or what else? (This is the most complex
part of the calculation.) At this point the purely political and normative discourse begins:
which groups (states, financial organizations, workers, age groups, etc.) have to bear the
adjustment costs, and to what extent? That hypothetical sketch should also clarify that there
is both a role for the economist’s expertise in our politicized model and space for question-
ing the priorities of the economic constitution at the heart of the EMU. (We thank Mario
De Cristofaro for discussion of this scenario.) We envisage that such discussions could take
place both at the national level and at the European level, with the latter being the crucial
one, given the parties involved (though that may not require a fully-fledged Habermasian
European public sphere). Fleshing out the institutional details of how such a debate may
take place would require another paper. For a sense of our view of what European-level
legitimate political activity requires, see Beetz and Rossi 2017.
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Increased attention paid to, and increased popular control over, public debt
may spark interest in the political and social value of debt and credit, and
the responsibility of creditor and debtors for making the institution of debt
and credit politically valuable (see Douglas 2016; Orléan 2014).* While Al-
exander Douglas (2016) has offered a compelling argument for the institution
of debt, which is, all things considered, a consequentialist case for produc-
tive lending and against non-productive, “extractive” lending, we maintain
that the political value of debt, in particular public debt, cannot be reduced
to productiveness, but has to be anchored in the contribution debt makes to
democratic legitimacy. Such interest may spill over into the examination of,
e.g., the public and (public-)private money creation, and the public basis of
the value of currency (see Hockett and Omarova 2017; Hockett 2018; Ing-
ham 2004). Indeed, understanding how such institutions are interwoven with
the state 1s an important step toward making the monetary system—which is
arguably increasingly interdependent with the financial system more broadly
speaking (Pistor 2013)—fit for democracy: the public should be able to exert
some control over the system, which has arguably been a blind spot of much
recent political philosophy and critical theory (Klein 2020). Questions remain,
inter alia, about the viability and even the desirability of public debate on mat-
ters of considerable theoretical complexity (Klooster 2020a, 593)—and the
answers will vary wildly depending on context. But, at the limit, it may just
be that complex economic institutions with the power to affect states’ basic
legitimacy need to be made understandable to the wider public, or they cannot
coexist with democracy.*’

To be sure, our approach is not exhaustive, nor can we promise it will solve
the problem of the democratic legitimacy of public debt in two fell swoops.*!
To name the most important missing piece, we have not sufficiently touched on
the issue of the power of private financial actors, chiefly because of our focus
on democratic politics. Yet it is important to at least acknowledge the impor-

39. Preiss 2018 makes a related argument about the trade-off between freedom and availability
of credit.

40. For a more general argument on the problem of theoretical complexity in democracy see
Bertram (1997).

41. Another challenge for our approach would be to determine how a democratic politics of
public debt would handle disputes between “debtor” and “creditor” states. The politicisa-
tion of public debt in this sense does bear risks, but also the promise of bringing to the fore
the idea that if we take seriously the democratic ideal that the source of power lies with
the people, then “creditor states” ought to be constrained by considerations of how their
choices would affect the democratic sovereign of a “debtor state.” A democratic politics
of public debt would need to be particularly careful when making decisions that would,
on reasonable expectation, have the potential to undermine the ability of a debtor state to
maintain its democratic legitimacy. This returns us to questions about monetary solidarity
which plague the EMU (see, e.g., Schelkle 2018).
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tance of those actors: for instance, “creditworthiness” (and its importance) is
set by financial markets and practically uninfluenced by the electorates of af-
fected states. However, as Roos (2019) has shown, markets “alone”** would
not have the power to enforce the current global public debt architecture that
discourages default (either as repudiation of debt or as restructuring) without
state backing, so arguably our focus can also be justified strategically. At any
rate, our approach directly attacks two of the three pillars of the current re-
gime—the hold of national elites and the position of official creditors—and
thus at least indirectly affects the third, financial markets, including rating
agencies (e.g., through national legislation and through potential changes to
the other two pillars).* This means that the democratic politics of public debt
would have considerable wherewithal over private creditors.

A Methodological Conclusion

We have argued that the prevailing discourses on public debt are ideological:
moralism and technocracy mask a politics of public debt that is little more
than a power game between elites. We have also seen that this is not a form
of legitimate democratic politics, and so we put forward two ideas for how to
ameliorate the situation.

In conclusion, it may be worth saying a little more about why our recom-
mendations are so tentative—a limitation that, we maintain, is at least in part
due to our methodological stance. An obvious methodological lesson from the
preceding discussion concerns the perils of ideology in political argument,
both public and academic. We trust those have been expounded sufficiently
in the body of the paper. However, an extension of that lesson may be worth
highlighting here, namely a general caution about the limits of theory, and
its 1nability to float above the fray of politics—much like the common sense
and scientistic overreach we have diagnosed in the moralistic and technocratic
frames, respectively.* So the realist moral of the story here is that when the-
ory or common sense try to invade the domain of politics and float above it,
they are at high risk of ideological distortion. On issues such as public debt
our philosophical arguments can join the political fray but cannot claim to
transcend it. Besides, the very context-sensitivity that drives our argument for
politicising public debt all the way down cautions against theorising policy

42. Markets cannot strictly-speaking act alone, but always depend on the state for enforcement
or backstop. We agree with Pistor’s (2013) “legal theory of finance” which emphasizes the
essentially hybrid nature of financial markets altogether.

43. The rough idea here would be to ring-fence public debt issues as far as possible within
domestic law, and to specify very demanding underwriting requirements.

44. Which is not to say that there isn’t also political overreach, either in the Realpolitik sense
described above, or in the more subtle ways examined in Aytac 2021.
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blueprints in quasi-algorithmic abstraction from local realities. In other words,
if we are serious about politicising financial power in a democratic way, we
should heed the realist call for philosophical modesty: in addition to reminding
ourselves that the political philosopher is always socially situated, the lesson
here is that a lot of the terrain often claimed by political philosophy should be
left to the rough and tumble of politics.

Janosch Prinz Enzo Rossi
Maastricht University University of Amsterdam
j.prinz@maastrichtuniversity.nl E.Rossi@uva.nl
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