How Europe propped up the buffoon Berlusconi

Italian politics was a joke. But, within the security blanket of the eurozone, most people simply shrugged their shoulders
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It is in Britain's best interests that Angela Merkel and Nicolas Sarkozy resolve the eurozone crisis. Photograph: David Ramos/Getty

David Cameron and George Osborne have resigned. They did their best, but were unable to carry support, even in the Tory party, for the devastating attacks on pensions and living standards the markets demand. To prevent a British default, Reginald Pinstripe-Grey, formerly chief economist of Megabank in New York, is to be installed in the Lords as acting prime minister, leading a Government of Unity and Patriotism.

In London, representatives from the EU and German "advisers" will sit alongside the truncated cabinet. British MPs have been warned that any attempt to resist the extreme austerity measures by parliamentary vote will result in the final collapse of the British economy, and anarchy. No elections will be held in the meantime.

Orwellian fantasy? The plot of an unlikely TV drama? For many voters in Greece, and Italy too – despite joy at the disappearance of the idiotic Berlusconi – this effective suspension of democracy feels all too here-and-now. Critics of the euro always suggested that at some point a single European economy would collide with the democratic freedoms of European nations. Now, before our eyes, it is happening. Britain is spared only because, thanks to Gordon Brown, we stayed out. But though we can stay out of the currency, we can't stay out of the crisis.

Tony Blair was surely spot on when he said that the euro had allowed a 10-year fiction to persist that Italy and Germany had the same kind of economy. The euro provided a cosy blanket under which corruption and the failure to pay could huddle. Well, not any more. But as we try to focus on the city pages, and bond yields, and S&P ratingsand all the other technical stuff, maybe we should stand back and think instead about the politics.

Italy is the most interesting example. For years commentators have noted the corrupting influence on Italian politics of the monopolistic Berlusconi media empire – almost as if Rupert Murdoch had been PM and Rebekah Wade justice secretary. For years, moral Italians have bemoaned the culture of tax evasion and criminal corruption in their system. Why did Italy never have to face up to her problems? Why did Silvio Buffoon last so long? In part, because the apparent security of the euro bloc allowed it. Italian politics was a joke. Everybody shrugged. Most people laughed.

But turning democracy into a joke is never clever. All round Europe, democracies are still young and often weak: Greece, with the shadow of the colonels; Portugal and Spain, whose aged fascist leaders were still there in living memory; never mind the new European nations emerging from communism. The promise of the EU was that, merely by being a member, your democracy was secure.

There was always a problem with that, though. The euro project meant huge transfers from one economy to another. It built itself on subsidies and pork-barrel deals. And it assumed that, in the end, power would be held by the central bankers and commissioners. The European parliament has never managed to break through to become, as it should be, the dominant part of the EU structure. So, far from genuine vigorous democracy being strengthened, it was too often subtly undermined by a new elite of "good Europeans".

The one area where this isn't so, though, is at the heart of the original EEC. That basic French-German deal, an emotional and committed relationship to heal the scars of war, is something the Germans and French, voters as well as political elites, understood and remain committed to. With a few strong supporters such as the Benelux countries, this surely remains the inner core, where there is popular and democratic support. Whatever happens over the next few weeks and months, I think it is inconceivable that this core will surrender the euro. It will go instead for deeper union.

As Douglas Alexander argues, the worst thing Britain could do now would be to return to the old arguments. The huge federal super-state Europe, straddling the continent, is dying before our eyes. But simply snatching back a few powers (which may not be possible anyway) and remaining aloof is a terrible option. If the euro fails, our economy is shot. Instead, British politicians have to decide what they want to happen next. If, as Blair says, this is the most dangerous crisis for Europe since the EEC was created in the aftermath of the second world war, what is our response? Do we have one? Do we know what we want?

It's a complete fantasy to think that if, out of this, an inner core Europe emerges, keeping the euro and going for deeper political integration – taxes harmonised, welfare payments identical, all of that – Britain will join in. For better or worse, the mood of the country is far too Eurosceptical for that. Much of the media will do its best to make sure it stays that way.

We may find that, bit by bit, the outer-core of Europe is bigger and eventually quite successful. Once Greece, Italy and others have gone through the pain, they may emerge as more self-confident and less corrupt political cultures. Britain may not feel quite as isolated as I used to think we would be, outside the euro bloc. There are plenty of smaller economies with their own currencies round the world which have done very well, thank you.

However, a tolerable British future is completely dependent on the eurozone succeeding and remaining friendly to British trade and interests. A freshly divided Europe, with barriers around the inner core and decisions taken without any involvement or discussion with British politicians, would be very uncomfortable, even agonising.

So surely it follows that our first and most important position as this tempest blows more strongly is to maintain the integrity of our democracy; but the second is to work as hard as possible to help and support France and Germany in whatever they decide. If we can offer deeper integration in, for instance, defence; champion a permanent UN security council seat for inner-zone Europe; and loudly back the continued euro project as a force for good in the world, we would be able to sound like good, not gloating, neighbours.

That's really the only option. Many old supporters of the euro have egg on their faces today. But looking forward, there is no place either for hardline anti-Europeans, rejoicing at European woes, demanding repatriated powers for Britain, and campaigning for a referendum on complete disengagement from the EU. That would be the worst message at the worst time. Everything has changed except the geography. Offshore, we are still Europeans.

