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For the past few weeks, Europe has been preoccupied with a possible French No vote in the May 29 referendum on the European constitution. But what about the consequences of a French Yes? 
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Without the constitution, the European Union will be at risk of fragmenting into separate blocks. With the constitution in place, the EU will stay formally united, but will still have to find a way to overcome its internal divisions. Of those, none is bigger than the gulf between advocates of a free market economy and their opponents. 

In France, the constitutional referendum got mixed up with a debate about "neo-liberalism". Opponents of the constitution fear that France will not be able to defend its social and economic model in the age of globalisation. They argue that the enlargement of the EU has shifted its ideological balance towards Anglo-Saxon-style capitalism, and that this is bound to lead to greater income inequality and lower social protection. 

In Germany, a more sinister debate is raging. By describing foreign financial investors as "locusts", Franz Müntefering, chairman of the ruling SPD party, unleashed an anti-capitalism campaign, the like of which has not been seen since the early 1930s. A series of tasteless drawings in the latest in-house journal of IG Metall, the steel and metalworkers union, depicts Jewish-American investors as insects with long noses, sucking the honey from the German economy. Despite the many taboos that persist in German public discourse, it seems as if it is no longer frowned upon to express anti-Semitic sentiments. 

The reason why this debate is so intense, and why it is happening now, is that economic decline is finally being felt by the middle classes in both countries. Germany is undergoing its fifth consecutive year of quasi-stagnation. The French economy has performed a little better than Germany's in recent years but is also now heading for a sharp fall in growth. 

If the Americans or the British were in a similar economic pickle they would blame their governments and central banks. The French and the Germans, by contrast, blame economic liberalism. In the past, support for the free market has been stronger in Germany than in France, but only for as long as the economy performed well. Germany's "Social Market Economy" was designed as a system with significant institutional interference in free market decision-making. The French balanced the free market more directly through the national ownership of industries. 

In both countries, the elites neither respect - nor comprehend - the inner workings of a market economy. Nor do they understand the economic significance of the financial sector. They believe it consists of speculators who enrich themselves and who endanger democracy. In an article in the German weekly Die Zeit last week, Günter Grass, the Nobel-Prize winning author, went so far as to call the Bundestag, Germany's parliament, a subsidiary of the stock exchange. 

Furthermore, the Franco-German establishment has drawn different conclusions from the demise of communism. They still regard their system as a third way between capitalism and communism. Most other EU countries, by contrast, have adopted a free market economy or moved towards one, albeit with different degrees of social protection. 

So what are the prospects for change in France and Germany? The next German elections are due in 2006. The opposition is open to economic reform, but is also more protectionist on services liberalisation and the free movement of labour within the EU. Whoever runs Germany, the Social Market Economy with its restrictions on ownership rights and contractual freedom will stay in place. 

In France, Nicolas Sarkozy, the former finance minister and leader of the centre-right UMP, offers the prospect of change. He is a rare breed of politician in Europe, a liberaliser who can carry the mainstream with him. He may run for president in 2007. The only prediction I dare make is that France will modernise its economy before Germany does. 

So if the French vote Yes, the EU will have to find a way to manage its deepest ideological divide. This is scarcely less of a challenge than managing the political consequences of a French No. 

