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Presentation

The financial and monetary crisis of the last decade has transformed the
European Union, giving rise to centrifugal tendencies but also generating
genuine progress towards deepening the union.

Divergence between the real economies of the eurozone has increased.
Some southern European countries, in particular, continue to face serious
economic problems, and the gulf that separates them from the northern
members of the eurozone is widening. In this respect, Spain is an excep-
tion as, at least in terms of GDP growth, it has narrowed the gap.

The decline in industrial output in the south has been mirrored by an
increase in central and eastern Europe. The countries of this region have
become increasingly integrated into the value chains of major European
firms. Lower salaries and social standards have been a significant factor in
this geographical shift, which has seen central and eastern Europe accoun-
ting for a growing proportion of the EU economy.

The measures adopted to rescue the euro have led to a further deepe-
ning of the eurozone. As a result, both the interdependence of the coun-
tries of the eurozone and the prospects for resilience in the event of fur-
ther crises have increased. However, there is no sign of successful initiatives
to strengthen the social pillars of the union.

The economic and political weight of Germany have grown both as a
result of problems in the south of the eurozone and due to the United
Kingdom'’s decision to leave the EU. At the same time, Germany’s trade
with fellow EU members benefits from an undervalued currency whose
value does not reflect the country’s trade surplus.

Since autumn 2015, Germany’s unilateral migration policy has created
new tensions at the heart of the European Union, exposing the latent
tension between the expectations of northern and southern states with
regard to the mutualization of risk and responsibility for the stability of the
eurozone as a whole. The German open-borders policy and the require-
ment that eastern European countries would have to abide by it have been
a focus of political disagreement between east and west, and this issue
can only be resolved by a common immigration and asylum policy.

During the economic crisis, Euroscepticism grew. However, more re-
cently — in response to foreign policy crises and the election of Trump —



THE STATE OF THE EURCPEAN UNION

public opinion has become more favourable to the European Union. This
situation provides new opportunities for pro-European initiatives: we need
a politics that is informed by a sense of proportion, proceeding gradually
on the basis of flexible political coalitions between different Member
States. Structured or consolidated partnerships can be a useful tool.

However, this gradualist approach must be combined with a clear view
of the direction of travel. The European Union has lost sight of its goals
and its vision and has become an easy target for doubters and sceptics.
But a new Europe is on the way, one that is growing out of a response to
the crisis and is not in opposition to nation states but instead seeks to work
in partnership with them. One of the sources of hope for Europe lies in
inter-dependent units such as cities and regions. This is a process that must
be driven by Europe’s citizens. The Europe of the future will not be a tra-
ditional state, nor will it be a club of regional separatists; rather, it will be
a networked project of the twenty-first century, inspired by federal ideals.

In autumn 2017 the French president, Emmanuel Macron, presented
his vision of a refounded Europe in a speech addressed, above all, to
Germany. Macron aspires to build a European Union that looks not to the
past but to the future: Europe must be “more sovereign, more united and
more democratic”; in other words, it must be more independent in its
external relations and more interdependent internally.

Macron’s project is also a response to the new populism of the right,
and to nationalism and separatism. These trends are fuelled not just by the
economic crisis and rising social inequality but also by the reaction to the
open immigration and integration policy, and indignation against a politics
that is imposed “from above” without involving citizens. It is a populism
whose roots are both cultural and irrational.

But if there is one thing that is more dangerous than the populists and
the separatists themselves it is being afraid of them. The Italian election
result has produced great uncertainty. That the third-largest economy of
the eurozone should have to choose between a Eurosceptic far right and
a confused movement which, until recently, was also anti-European, is
disturbing to say the least. The collapse of social democracy in France and
ltaly and its greatly weakened position in Germany does not augur well for
the future of the EU. Despite this, the coalition agreement in Germany,
with a detailed social and European agenda, offers a positive outlook for
Europe as a whole if this programme is implemented with commitment
and courage.

Democracy needs to offer different options, sovereignty needs to be
meaningful, and globalization needs to be endorsed. In Europe, democracy
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is grappling with the contradiction of citizens who have more freedom
than ever but who at the same time feel themselves to be increasingly
powerless. It is the populists who have exploited this new gap between
ordinary citizens and the economic and political elites, promising identity,
patriotism, emotion and feelings of belonging.

In times of great crisis, it is not too much change that generates inse-
curity but rather clinging to the policies of the past. People don’t want to
do away with Europe altogether but rather to create a new Europe. The
refoundation of Europe must strive for a new balance of shared sovereig-
nty, democracy and subsidiarity. The Europe of the future must be both
larger and smaller than the old one: larger with respect to global issues,
and smaller with respect to local ones. The Europe of the future is not a
state in the legal or centralist sense of the word, but rather a coordinated
entity, one that is simultaneously supranational and federal.

Europe must be more sovereign and more united when it addresses
global challenges such as migration, poverty, terrorism, climate change,
protectionism and the digital revolution. It will have to think in more am-
bitious terms if the USA withdraws from the continent and powers such
as China, India and Russia become key players on the global stage.
Achieving true sovereignty depends on moving from a politics of unilateral
action and coercion to one of reconciliation and coordination.

Monetary union is incomplete without fiscal and social union. In light
of the new global security situation, it is important to include the creation
of a security, defence and energy union on the agenda. And there is
another question that cannot be sidestepped: the European Union must
become more democratic. For this relaunch, Europe needs — in the me-
dium term — a declaration of reciprocal dependence. Europe draws its
strength not from the independence of member countries as nation states
but rather from their interdependence and their cooperation, a unique
historical phenomenon. The drive towards regional independence, such as
we have recently seen among a minority of Catalans, is the expression of
a new, exclusive nationalism that has also appeared in other parts of
Europe. But what has made Europe strong and innovative is not nationa-
lism but rather an intelligent balance between autonomy and dependence
within a federal framework.

Nicolas Sartorius Gero Maass
Executive Vice-president Representative in Spain
Fundacion Alternativas Fundacion Friedrich Ebert

"






Introduction. The resurgence
of nationalism

Diego Lopez Garrido

This year’s State of the European Union Report (2018) approaches the
subject from a slightly different perspective than earlier editions. It ad-
dresses the subject not only from the viewpoints of European Institutions
based in Brussels, Strasbourg and Luxembourg but those of Member
States as well.

Studies on the Union often overlook the fact that the Commission, the
European Parliament, the European Court of Justice and the Council of the
European Union are not the only entities involved in European policy.
Member States and their institutions play an important role as well. Not all
of the policies they implement are strictly national in scope. Member States
apply European law (well or poorly, as the case may be); adopt positions
that condition the Union’s actions and focus (conducive in areas such as
security and defence and sometimes obstructionist on other issues such as
the refugee crisis); and make the existence and evolution of the European
project feasible (e.g. economic and budgetary policy).

Policies implemented at the European level and public opinion regard-
ing them suppose an inevitable (and desirable) symbiosis between na-
tional and community interests and European and national law. This is
natural, given the Union’s status as a community based on the rule of law,
human rights, the separation of powers and democracy. No comparable
regional framework exists anywhere else in the world.

The Fundacion Alternativas and the Friedrich-Ebert-Stiftung have in-
vited authors from Spain, Germany, Portugal and France to contribute to
the 2018 report with an eye to providing a snapshot of the present State
of the Union that takes a variety of angles and cultural perspectives into
account.

The decision to put a focus on national perspectives has not been for-
tuitous. Over the past few years we have seen what can best be classified
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as a resurgence of state powers unparalleled in the fluctuating but never
monotonous, history of the European Union — a journey forward together
since the end of the Second World War that has supposed greater coop-
eration and convergence (a reduction of the per-capita income gap within
Europe through economic growth), the implementation of common poli-
cies (on monetary issues, trade and the freedom of movement of persons)
and solidarity (cohesion and development assistance).

The economic crisis and its legacy (the deterioration of the welfare state,
growing inequality, the fiscal crisis and the expanding hegemony of
American financial and high-tech companies) have interrupted this forward
momentum. Just when it seemed the laborious recovery from the recession
and reductions in unemployment and deficits would bring an end to a
misguided austerity policy and pave the way for what we envisioned in our
2017 report as “the relaunching of Europe”, the Union finds itself belea-
guered by political and ideological threats jeopardising its integrationist
culture that bear the unmistakeable stamp of old European statism.

These have arisen at the very worst moment possible given that 2018
is a decisive year in which reforms essential to Europe’s future must be
charted out and integrated into 2021-2027 budget proposals and debates
leading up to the upcoming European Parliamentary elections in 2019.
These elections represent a crucial opportunity to give these reforms the
democratic legitimacy required to bring them to fruition.

What are these threats unequivocally linked to anti-Europeanism of the
most reactionary type?

The first is populist nationalism, a perennial thorn in Europe’s side that
has made a lamentable comeback. Phenomena as diverse as the recent
electoral successes of far-right parties in Poland, Hungary, Austria and the
Czech Republic, the independence movements in Catalonia and Northern
Italy and Brexit share an exclusionary, identitarian vision diametrically op-
posed to Europeanism and its supranational objectives.

It is coherent, if paradoxical, that the current crop of nationalist con-
servatives openly sympathizes with leaders not particularly known for their
defence of liberal democracy such as Trump and Putin, both of whom in-
stinctively advocate the centralisation of power.

Inseparably linked is the menace of rekindled authoritarianism in the
heart of continental Europe that cannot be dismissed as a figment of the
imagination or an illusion. The European Commission has invoked Article
7 of the Treaty of European Union against Poland in response to that coun-
try's violation of fundamental constitutional principles such as the separa-
tion of powers and judicial independence.

14
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Authoritarianism creates the ideal breeding ground for outbreaks of
xenophobia, the sentiment driving the regrettable boycott of the European
Commission’s migration and asylum policy mounted in large part by the
Visegrad group countries, several of which have been major recipients of
EU structural and investment funds (which, in the case of Poland, cover
60 % of public investment expenditure). The refusal of these states to help
relieve the burden the influx of the millions of asylum seekers fleeing wars
in the Middle East supposed for Greece and ltaly constituted nothing less
than a violation of the Geneva Convention on refugees.

In addition, we face an external threat of an economic nature champi-
oned by Donald Trump: protectionism. Nothing could be farther from the
EU philosophy of trade.

Trade protectionism is but one more expression of populist nationalism,
in this particular case being imposed by a third country.

This set of problems so counter to the idea of Europe could precipitate
what could hurt the Union the most: divisions between Member States. A
return to the Europe of Westphalia.

One cannot ignore the growing tendency of Member States to form
“clubs” based on affinities that routinely come up with proposals that
diverge from, or are occasionally incompatible with, the thrust of EU poli-
cy on economic matters, foreign affairs, migration and other issues. We
have the Nordic countries (Sweden, Finland, Denmark), the Baltic countries
(Estonia, Latvia, Lithuania), the Visegrad countries (the Czech Repubilic,
Hungary, Slovakia, Poland), the Central European countries (Germany,
Austria, The Netherlands), the Southern or Mediterranean countries
(France, Spain, Italy, Greece, Malta, Cyprus, Portugal) and so on.

There is nevertheless a flipside to the coin, which is the undeniable
desire on the part of European citizens to remain in the Union and the euro
and their satisfaction with being a part of the European project. On the
average, over 70 % of the citizens of EU countries hold firm to these con-
victions. We must not forget that the majority parties in leading Member
States (Germany and France most notably in terms of visibility, but Spain
and ltaly as well) are staunchly pro-European. That unquestionable pro-
gress has been made in policy areas such as security and defence and in-
ternational cooperation and development. That there has been a firm con-
sensus about how to face the challenge of Brexit. And that the European
Central Bank is a powerful Institution that conveyed a crucial sense of se-
curity during the first few years of the crisis. Despite these certainties, it
remains clear that the European project will flounder if we attempt to
tackle the challenges of globalisation within the narrow confines of state
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or national arenas rather than at the European level. While emerging play-
ers the size of Russia and China and superpowers such as the United States
may have the luxury of taking a solo approach, this is not a viable option
for smaller countries such as those that make up Europe.

In spite of the resurgence of nationalism, the future of Europe and, by
extension, EU Member States, hinges upon a mutual willingness to take
the steps necessary to prosper in the age of globalism. The EU needs re-
forms. It is this route forward that must be taken up at the next European
Council meeting scheduled for June.

What kind of reforms? Those most urgently required fall into four fun-
damental areas addressed in the chapters and final recommendations of
this report. The first and most important is the reform of the euro needed
to give European countries the security and solidarity they lacked when the
worst financial crisis in our history hit in 2007-2008. Mid-term actions on
this issue must include (in spite of German resistance) the creation of some
type of Eurobond and short-term measures the institution of a fund or
budget line specifically earmarked for crisis management and two instru-
ments required for banking union: a common resolution fund and a
European deposit guarantee fund. The formula for Member State contri-
butions to this fund envisaged by the IMF is fairly realistic: 0.35 % of each
country’s GDP towards a collective reserve of 40 billon euros.

Economic reform must include the admittedly difficult tasks of achiev-
ing fiscal harmonisation, imposing direct taxation on multinational tech
companies and implementing stronger measures against tax havens (on
which progress has been made in the form of a Commission list of coun-
tries falling into that category).

The second area requiring attention is Social Europe, which has yet to
figure on the EU policy agenda. The establishment of a long-awaited har-
monised European minimum wage, a harmonised pension scheme and a
European Pillar of Social Rights is needed to guarantee the further legiti-
misation of the European project. The scope of what was discussed at the
Gothenburg summit must be substantially broadened.

In concert with this social pillar, the EU must develop a European asy-
lum policy (lacking to date) based on solidarity rather than national self-
interest. The refusal of the Visegrad countries to comply with the refugee
distribution policy devised by the Commission led to an asylum outsourc-
ing agreement with Turkey, an unsafe third country. Germany, which ad-
mitted a million asylum seekers in the space of a single year (2016), has
been the only country to demonstrate generosity on a meaningful scale.

The fourth and very important area of reform — security and defence
following the UK's withdrawal from the Union — is an issue on which the

16
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remaining 27 Member States agree to a greater extent. The recent imple-
mentation of permanent structured cooperation (PESCO) represents a key
step towards an essential goal: “strategic autonomy”, which will entail the
establishment of a European command centre equipped to facilitate the
planning of executive and non-executive civilian and military missions.

In sum, the Union faces a range of challenges in 2018, the most daunt-
ing of which is the troubling rise of nationalism and exclusionary powers
with a distinctly anti-European streak.

In order to counteract this tendency and enter the 2019 election season
on the best possible footing, the Union —in other words, its Member States
— must broaden their horizons and move beyond the current situation
fraught with nationalist and protectionist tendencies and narrow self-inter-
ests. Pursuing a genuine European project is by far the best alternative.

17






The states on the future

José Candela and Carlos Carnero

The "future of Europe,” as the political, not
legal, expression it is, can have multiple mean-
ings. Here we refer above all to the meaning
derived from the main texts to have emerged in
2017 from the European Parliament, the
European Commission and, particularly, since
we are talking about states, from the European
Council.

The limited value of the debate among the
states

After Brexit, the debate on the future of Europe
in the European Council began in March 2017,
against the backdrop of the celebration of the
60th anniversary of the European Communities.
The European Council is likely to take the first
decisions arising from that debate now, in 2018.

The Parliament, the Commission and the
European Council approached the debate in dif-
ferent ways. Consequently, the political agen-
das of the European Commission and the
European Council (lately called the Leaders’
Agenda) are different.

of Europe

The Parliament was the first to speak, with
an overall long-term view that inspired the
adoption of two related resolutions in 2017:
one on the shape of the Union (institutional
matters, governance)' and another on its poli-
cies (particularly economic and monetary policy,
the single market, budget policy, social policy
and the Union’s external action)?.

The two resolutions also had something to
say about two principal questions, namely, who
should take part in the debate and how to take
the relevant decisions. Since the Parliament did
not exclude a new reform of the treaties, in one
of those resolutions it proposed that the debate
on the future of Europe should take place with-

! European Parliament resolution of 16 February 2017
on possible evolutions of and adjustments to the current
institutional set-up of the European Union. Available at:
http://www.europarl.europa.eu/sides/getDoc.do?type=TA
&reference=P8-TA-2017-0048&language=EN&ring
=A8-2016-0390

2 European Parliament resolution of 16 February 2017
on improving the functioning of the European Union
building on the potential of the Lisbon Treaty. Available at:
http://www.europarl.europa.eu/sides/getDoc.do?type=TA
&reference=P8-TA-2017-0049&language=EN&ring
=A8-2016-0386
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in a Convention? (the decision-taking procedure
of greatest intensity and democratic legitimacy
in the Union)* to be convened in the context of
the 60™ anniversary.

The methodological key to the Parliament’s
proposal can be found in point 1 of the institu-
tional resolution: “The Parliament considers
that the time of crisis management by means of
ad hoc and incremental decisions has passed, as
it only leads to measures that are often too little,
too late; is convinced that it is now time for a
profound reflection on how to address the
shortcomings of the governance of the
European Union by undertaking a comprehen-
sive, in-depth review of the Lisbon Treaty; con-
siders that short and medium term solutions can
be realised by exploiting the existing Treaties to
their full potential in the meantime”.

The Parliament, then, got the ball rolling on
discussing® the future of Europe, combining the

3 European Parliament resolution of 16 February 2017
on possible evolutions of and adjustments to the current
institutional set-up of the European Union, point 85: The
European Parliament “Is of the opinion that the 60th
anniversary of the Treaty of Rome would be an appropriate
moment to start a reflection on the future of the European
Union and agree on a vision for the current and future
generations of European citizens leading to a Convention
with the purpose of making the European Union ready for
the decades ahead”. Available at: http://www.europarl.
europa.eu/sides/getDoc.do?type=TA&reference=P8-TA-
2017-0048&language=EN&ring=A8-2016-0390

4 For our part and for some time, we have also championed
the need for and timeliness of a European Convention. See:
Fundacion Alternativas, Informes sobre el estado de la
Unidn europea 2015, available at: http://www.fundacional
ternativas.org/public/storage/publicaciones_archivos/655ee
7¢92074c0f5782dcdebc23c7713.pdf; and 2077, available at:
http://www.fundacionalternativas.org/public/storage/publi
caciones_archivos/e3f1cb45c21e4eb19b419a481a46131f.
pdf, pages 127 and 120, respectively.

> As Antonio Tajani, the current President of the European
Parliament, reminded the Heads of State and Government
during their meeting in October 2017. See: European
Parliament, Outcome of European Council meeting of
19-20 October 2017, in: Post European Council Briefing -
October 2017
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debate on the form of the Union with the de-
bate on the content of the Union, two spheres
that European political leaders cannot separate
if they wish to act honestly. What's more, the
Parliament acted in line with the idea that, given
the essentially democratic nature of the Union’s
political life, the participants in the debate must
be all the political subjects that to a greater or
lesser degree are affected by the decision-taking
process and by the consequences of that pro-
cess: institutions and states as the main players
in participatory democracy and civil society as a
player in participatory democracy. The Parlia-
ment’s initiative was to be expected, given its
more democratic and plural nature, despite hav-
ing a similar correlation of forces to the rest of
the institutions.

The European Commission divided its contri-
bution to the debate into two moments over
the course of 2017.

On the one hand, it published six reflection
papers: the White paper on the future of Eu-
rope, adopted on 1 March 2017° and five com-
munications’ on:

— Developing the social dimension of Europe.®

— Deepening the Economic and Monetary Un-
ion, on the basis of the Five Presidents’ Re-
port of June 2015.°

6 European Commission: White paper on the future
of Europe, 2017. Available at: https://ec.europa.eu/
commission/sites/beta-political/files/white_paper_on_the_
future_of_europe_en.pdf

7 Ibidem, page 26. The stance of the states on each one of
these sectorial issues is addressed throughout this report on
the state of the EU.

8 COM(2017)206 of 26 April 2017. Available at: https://
ec.europa.eu/commission/sites/beta-political/files/
reflection-paper-social-dimension-europe_en.pdf

9 COM(2017)291 of 31 May 2017. Available at: https:/
ec.europa.eu/commission/sites/beta-political/files/
reflection-paper-emu_en.pdf
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— Harnessing globalisation.™
— The future of European defence.
— The future of EU finances."

On the other, the Commission described its
own vision of the future of Europe in the State
of the Union address that, like every year, its
president gave to the European Parliament.'?

Ruling out a reform of the treaties from the
outset, the White paper opened up a period of
reflection and political scenarios for the EU27
around 2025 that the Commission wanted to
see discussed in “states, regions and cities”
throughout the Union between 2017 and
2018, so that the Heads of State and Govern-
ment could, “at a meeting of the European
Council to be held on 30 March 2019, in Sibiu,
Romania, take the first decisions that would de-
scribe the state in which the Union should find
itself in 2025”14

10 COM(2017)240 of 10 May 2017. Available a:: https:/
ec.europa.eu/commission/sites/beta-political/files/
reflection-paper-globalisation_en.pdf

" COM(2017)315 of 7 June 2017. Available at: https:/
ec.europa.eu/commission/sites/beta-political/files/
reflection-paper-defence_en.pdf

2. COM(2017)358 of 28 June 2017. Available at: https:/
ec.europa.eu/commission/sites/beta-political/files/
reflection-paper-eu-finances_en.pdf

13 Juncker, J. C.: State of the Union Address, 13 September
2017. Available at: http://europa.eu/rapid/press-release_
SPEECH-17-3165_en.htm

“ Ibidem. We must point out that unlike the explicit
references to this special European Council meeting of
March 2019 both in the State of the Union address of 13
September 2017 (available at: http://europa.eu/rapid/press-
release_SPEECH-17-3165_en.htm) and in the Tallin Road
Map (see: European Council, Roadmap for a More United,
Stronger and More Democratic Union, Tallin 29 September
2017, available at: https://ec.europa.eu/commission/sites/
beta-political/files/roadmap-factsheet-tallinn_en.pdf),  the
reference does not appear in the so-called Leaders” Agenda
inits October 2017 version. (See: European Council, Leaders’
Agenda:  http://www.consilium.europa.eu/media/21594/
leaders-agenda.pdf). However, that document states: “This
Leaders’ Agenda is a living document that will be updated
and amended as required.”

THE STATES ON THE FUTURE OF EUROPE

The debate on the five political scenarios de-
scribed in the White paper' broke up into mul-
tiple platforms in 2017 and was low-intensity in
civil society (in the sphere of the so-called Citi-
zens’ Dialogues') and in the states (only some
Foreign Ministries gave priority to the debate
and only some national Parliaments included it
on their agendas"). It will actually be in 2018
when civil society participation will have the
chance to move up a gear.

Always without amending the Treaties, the
states constructed a practical agenda of ad hoc
and incremental decisions in 2017, rather than
a debate.

The European Council, then, had one single
discussion on the five scenarios in the Commis-
sion’s White paper at the informal meeting in
Brussels on 10 March 2017. At the end of the
meeting, European Council president Donald
Tusk summed up the results of the discussion as
follows: “As you know, today the EU27 met
ahead of the 60" anniversary of the Treaty of
Rome. We had an honest and constructive dis-
cussion about our common future, which fo-
cused on what should be the main elements of
the Rome Declaration. It is clear from the de-
bate that the unity of the 27 will be our most
precious asset. Our last meeting in Malta, sub-
sequent statements by some Member States
and the European Commission’s White paper
leave us in no doubt that the idea of a multi-

1> See the description of the five scenarios in: European
Commission: White Paper on the Future of Europe, 2017.
Available at: https://ec.europa.eu/commission/sites/beta-
political/files/white_paper_on_the_future_of_europe_
en.pdf, page 29.

16 See: https://ec.europa.eu/info/events/citizens-dialogues_en
7 See, by the way, Kreilinger, Valentin: “A more
democratic European Union. Propositions and scope
for political action”, op. cit, page 20. Available at:
http://institutdelors.eu/wp-content/uploads/2018/01/
amoredemocraticeuropeanunion-kreilinger-jdib-jan18.pdf
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speed Europe will be one of the discussions
ahead of the Rome anniversary. | understand
the reasons for this. Some expect systemic
changes that would loosen intra-EU ties and
strengthen the role of nations in relation to the
community. Others, quite the opposite, want
new and deeper dimensions of integration,
even if they would apply only to some Member
States. Such a possibility is indeed foreseen in
the treaties currently in force. However, consid-
ering the interests of the community of 27
countries in the context of the upcoming Brexit
negotiations, as well as the long-term strategic
interests of the EU, | will be urging everyone to
strive towards maintaining political unity among
the 27. This is why, when discussing the various
scenarios for Europe, our main objective should
be to strengthen mutual trust and unity among
the 27. After today’s debate, | can openly say
that all 27 leaders agree with this objective. This
was an optimistic discussion about our common
future, with a positive approach from all sides,
without any exception”.®

Currently, then, there are two large groups
of states with two different general visions of
the future of Europe: the nationalist group
(those who “expect systemic changes that
would loosen intra-EU ties and strengthen the
role of nations in relation to the community”)
and the Europeanist group (those who “quite
the opposite, want new and deeper dimensions
of integration, even if they would apply only to
some Member States”)."

'8 Available at: http://www.consilium.europa.eu/es/press/
press-releases/2017/03/10/tusk-remarks-informal-
meeting-12717/. The italics are ours.

19 We propose this classification knowing that political
classifications are generally reductionist, but they simplify
understanding of more or less complex historical processes,
as is the case of European integration.
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There are three important points to highlight
from the text. First, the now longstanding idea
of a multi-speed Europe®® has dominated the
current debate within the European Council
from the start; second, as we can read in Presi-
dent Tusk’s text, the two groups of states have
conflicting expressions: “... others, quite the
opposite, want new and deeper dimensions of
integration...”?', and third, at least in Tusk’s of-
ficial presentation, over and above those differ-
ences they all had a positive approach, which
allows us to look ahead to the outcome of the
debate with certain optimism, despite the fact
that it has been inadequate and, as usual in Eu-
ropean Council debates, it was still affected by
a large lack of transparency that prevents us
from knowing which Heads of State or Govern-
ment are in the first group outlined by Tusk and
which are in the second.

If this informal debate at the European
Council of March 2017 about the issues raised
by the European Commission’s White paper
were the first and only one to take place, we
should be sorry because the essential issue im-
plicitly raised by the White paper is nothing
short of European political union. The issue re-

20 A clear indication of the origins of this idea is to be found
in the theory of the differentiated integration of Europe put
into practice since the outset of European construction,
though its implementation has been much more important
since the Treaties of Maastricht and Amsterdam. See on
the subject: Ponzano, Paulo: “Lintégration différenciée au
sein de liUnion Européenne et la constitutionnalisation de la
zone euro”. Revue GRASPE, no. 26, pages 38-48. Available
at:  http://graspe.eu/document/grasp26.pdf. As far as
European dignitaries are concerned, Jacques Delors above
all defended the value of this theory since the start of this
century. For more details, see: http:/institutdelors.eu and,
particularly: Bertoncini, Yves: L'intégration différenciée dans
I"lUnion Européenne: une légitimité a géométrie variable,
available at:  http://www.institutdelors.eu/wp-content/
uploads/2018/01/integrationdifferenciee-bertoncini-ijd-
feb17.pdf

21 See above, footnote 18. The italics are ours.
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quires constant deliberation (and not only after
Brexit) and clear answers, even if they are not
unanimous in each of the (progressive or regres-
sive) phases of the integration process?.

So, let us suppose that as well as that infor-
mal mini-debate, the European Council mem-
bers were called upon to choose one of the five
scenarios described by the Commission in its
White paper on the future of Europe.

Unless Scenario 1 prevailed, that is to say:
“Carrying on”?3, at the moment of truth the
five scenarios in the White paper on the Future
of Europe would probably come down to two:
Scenario 3 (“Those who want more do more”)
and Scenario 4 (“Doing less more efficiently”).

No member of the European Council to date
has championed Scenario 2, that is to say,
“Nothing but the single market”?* as the sole
option, not even the Head of Government of
the most Eurosceptic state out of the veterans,
the United Kingdom?>.

Scenario 5, that is to say, “Doing much more
together” (and the maximalist -in a good way-
idealism inspiring it), appears to have been
dropped by all the leaders now, even by the

22 With the first discussion on the Multiannual Financial
Framework 2021-2027, at the informal European Council
meeting of 23 February 2018, it became clear that some
members of the European Council appeared to have
indicated the need to conclude the discussion on the
scenarios of the future of Europe before deciding on the
Union’s budget.

2 See: White paper on the future of Europe, page 16.

% |bid., page. 18.

% See David Cameron’s letter to Donald Tusk of 10
November 2015. Available at: https:/assets.publishing.
service.gov.uk/government/uploads/system/uploads/
attachment_data/file/475679/Donald_Tusk_letter.pdf
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most Europeanist?®. Indeed, to date no Head of

State or Government nor any party leader has

clearly championed it.

We must remember, as the Commission
does in the White paper, that the scenarios
overlap and, therefore, they are neither mutu-
ally exclusive nor comprehensive.

In any case, save a major electoral upheaval
(highly unlikely now that we overcame the
threats from Europhobic parties and movements
that stood in the elections of the two main
states of the Union, Germany and France, as
well as in the Netherlands and Austria, in 2017),
— If we follow what we could call the ideo-

logical criterion of the stance on Europe

(more Europeanist or more nationalist) of

the current members of the European

Council.

— Bearing mind the results of legislative or
presidential?’ elections and the respective
changes of government.

— Bearing in mind the previously mentioned de-
bate at the European Council of 10 March 2017.

— And, lastly, the statements or initiatives of
Heads of State or Government after that
date, by means of a classification that is nec-
essarily reductionist?® yet consistent with

% Jean-Claude Juncker’s phrase: "Il faut cesser de parler
des Etats Unis d'Europe” (lecture at the Jacques Delors
Institute, Paris, April 2016) is a symbol of the current retreat
of the European federalist discourse. However, in his State
of the Union address of September 2017, Juncker offered
what he calls a “sixth scenario” whose description has
proactive features comparable with those of Scenario 5 of
the Commission’s White Paper.

27 In 2018, there are presidential elections in Ireland,
Finland, Czech Republic and Cyprus and legislative elections
in Italy, Sweden, Hungary, Slovenia and Latvia.

%8 However, this reduction of the diversity (or wealth) of
positions in the European Council is consistent with the only
“official” classification of the stances adopted by the states
on the future of Europe, namely the one that Donald Tusk
described in March 2017. See above, page 4.

23


https://ec.europa.eu/commission/sites/beta-political/files/white_paper_on_the_future_of_europe_en.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/475679/Donald_Tusk_letter.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/475679/Donald_Tusk_letter.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/475679/Donald_Tusk_letter.pdf

THE STATE OF THE EURCPEAN UNION

Donald Tusk’s summary, we can distinguish

two groups of states.

First, a group of 20 states that would be in-
clined to choose a model of integration like Sce-
nario 3, that is: “Those who want more do
more”??, in the belief that this scenario sums up
better than any other the idea of a multi-speed
Europe. In this group, we could include France,
Germany, ltaly, Spain, Portugal, Ireland, Bel-
gium, Luxembourg, Austria, Lithuania, Estonia,
Sweden, Finland, Greece, Malta, Cyprus, Bul-
garia, Romania, Slovenia and Croatia. It includes
the four countries that carry most political
weight in the Union — namely Germany, France,
ltaly and Spain — by number of votes in the
Council and because in total they make up over
50 % of the Union’s population.

In France, the Initiative for Europe taken by
President Emmanuel Macron in September
20173% is currently the state initiative in favour
of the creation of a “hard core” of states that
champion a multi-speed Europe at least: “Eu-
rope is already moving at various speeds. So let's
not be afraid to say so and to want it!” “As we
constantly accommodate the driving ambition
of some and respect the speed of each one, we
can cultivate the desire to push ahead and Eu-
rope will progress to everyone’s benefit.”3’

So, if France has once again led the defence
of the European integration process, following

29 See: White paper on the future of Europe, op. cit., page 20.
30 See: speech of 26 September 2017 at the Sorbonne:
Initiative pour ['Europe. Une Europe souveraine, unie,
démocratique. Available at: http://Awww.elysee.fr/declara
tions/article/initiative-pour-l-europe-discours-d-emmanuel-
macron-pour-une-europe-souveraine-unie-democratique/
31 Ibid., pages 14 and 9, respectively. Our translation.
Note the similarity of Macron’s speech to the summary
that President Tusk made of the first, informal and, so far,
only substantial debate by the European Council on the
functioning of the European Union in relation to the future
of Europe.
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the difficult but promising government agree-
ment between the Christian Democrat party
and the Social Democrats, finally approved on
4 March 2018, Germany is now in a position to
actively join the French initiative by defending
Scenario 3, at least. Berlin could also review
the dominant economic ideology of austerity
in its European policy and, in parallel, the pre-
vailing one within the European Council for a
decade.

In this group of states, as we said before, the
case of Italy is a special one following the vic-
tory in the legislative elections of 4 March 2018
of parties and movements that maintain a
Europhobic line.

Second, the group of seven states that
would rather opt for a model of functioning of
the Union matching Scenario 4, that is to say:
“Doing less more efficiently”?2. In this group,
we could place the Visegrad Group (Poland,
Hungary, the Czech Republic, and Slovakia), the
Netherlands, Denmark, and Latvia.

Within that group of states, the important
Visegrad Group (with 25 years of history be-
hind it), which is not exactly Europeanist right
now given the attitudes and political action of
its members in sensitive spheres for Europe
such as the rule of law or immigration, repre-
sents a significant remnant of Euroscepticism,
particularly in its two main members: Poland
and Hungary.

However, while separately the Heads of
State or Government of the States that make it
up may have their own individual views (for in-
stance, during the recent presidential election
campaign in the Czech Republic the re-elected
Milos Zeman explicitly declared himself a feder-

32 See: European Commission, White paper on the future
of Europe, op. cit., page 22.
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alist®3), in their statements or declarations as an
organised group they tread a non-conformist line
with regard to the traditionally more Europeanist
tendency (headed by France and Germany). For
example, the press release following the meeting
of the Visegrad Group on 2 March 2017, just a
few weeks before the European Council meeting
that was to celebrate the 60™ anniversary of the
communities** -unanimous declaration of Euro-
peanist faith included- and with the White paper
on the Future of Europe already out there, con-
tained a more or less implicit expression in favour
of limiting Europe to the single market: “We
want reforms, we want to enhance democratic
and state control over the decision-taking pro-
cesses in the Union. At the same time, we want
clear equality of treatment by the Union of the
different interests of each Member State and, in
the future, the maintenance of the single market
and the Schengen area.”>*

To complete the summary of the position of
the states on the future of Europe, in Chart 1
we recall the ideological orientation of the cur-
rent members of the European Council and de-
scribe what kind of Union functioning they
would prefer, also taking into account their differ-
ent attitudes towards Europe (more Europeanist
or more nationalist).

3 See for example the final debate of the second round
of the presidential elections of 27 January 2017 between
Milos Zeman and Jifi Drahos. However, it is usually the
Prime Minister and not the President of the Republic who
defines European policy and takes part in the European
Council meetings and there are not infrequent differences
over European affairs between the two dignitaries.

3 See the Declaration of Rome of the Leaders of the 27
Member States and of the European Council, the European
Parliament and the European Commission, Available at:
https://europa.eu/european-union/eu60_en

3 Statement to the press by Polish Prime Minister Beata
Szydlo, 2 March 2017, following the Visegrad Group
meeting, retrieved from Visegrad Group statement. Our
translation.
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The deliberative potential of the White
paper has been wasted by the states and
by civil society

The debate on the future of Europe in 2017,
then, was low-intensity -both among states and
in civil society- and short-lived, largely because
of the whole series of upheavals and emergen-
cies that flooded the European agenda as a re-
sult of the global economic and security crisis.

Yet from the strict point of view of the prin-
ciple of legitimacy, a debate on the future of
Europe (if the political will encouraging it is to
have it address unity and not -or not only- diver-
sity) must be unitary and focused in a suprana-
tional space (as the European Commission and
Parliament wisely saw in 2001, when it devised
the “Convention on the Future of Europe,”
which was capable of drafting a Constitution
for Europe), regardless of its degree of effective-
ness, that is to say regardless of the calculation
of risk.3¢

In a very honest exercise in deliberative de-
mocracy, the five scenarios in the White paper
started an adequate debate on the Union’s de-
cision-taking system. Incidentally, we must ac-
knowledge the merit of the Commission and its
President for the political effort involved in the
very preparation of the White paper for the fol-
lowing reason. Juncker had already raised

% The global debates on the future of the Union that,
while they did not go by that name, suggested changes
both in the structure and in the functioning of the Union
as a whole warrant being described as historic milestones
of European integration. For example, the First Convention,
which gave rise to the Draft Treaty of 1984 and the
previously mentioned Second Convention (the Convention
on the Future of Europe) that finished its work in 2003,
or the initiative of the first Delors Commission that led to
the Maastricht Treaty, adopted in 1992, which consisted of
holding of two connected and parallel intergovernmental
conferences: one on the Economic and Monetary Union
and one on the European Political Union.
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Chart 1. Ideological orientation, stance on Europe and hypothetical choice of way of functioning of the EU in the
European Council (situation on 5/3,/2018])

Germany PP + S&D S&D (Frank-Walter PP (Angela
STEINMEIER MERKEL)
Belgium PP+ LD LD (Charles
MICHEL
Cyprus PP (Nikos PP (Nikos HS E 3 Presidential
ANASTASIADIS) | ANASTASIADIS) elections 4/2/18
Denmark LD (Lars LGKKE
RASMUSSEN
Slovenia S&D (Borut S&D (Miro Legislative
PAH O CERAR elections 07/18
Estonia PP + LD + S&D PP (Kersti LD (Jiri RATAS) HS E 3
KALJULAID
France S&D (Emmanuel S&D (Edouard
MACRON PHILIPPE)
Hungary P (Janos ADER) PP Vlktor Legislative
ORBAN) elections 8/4/18
Italy S&D (Sergio S&D (Paolo ative
MATTARELLA) GENTILONI electlons 4/3/18
Lithuania LD + S&D IN (Dalia LD (Saulius HS E 3
GRYBAUSKAITE) SKVERNELIS)
Malta S&D (Marie-Louise S&D (Joseph HG E 3
COLEIRO PRECA) MUSCAT)
Poland CR (Andrzej CR (Mateusz HG 4
DUDA) MORAWIECKI)
Czech LD + S&D S&D (Milos LD (Andrej Presidential
Republic ZEMAN BABIS) elections 27/1/18

Sweden S&D (Stefan Legislative
LOFVEN) elections 9/9/18
*The abbreviations that appear in this column are the political groups of the European Parliament that the domestic parties to which the Heads of State or of Government
belong have joined or will probably join, namely: EN: Europe of Nations and Freedoms Group, CR: European Conservatives and Reformists Group, PP: Group of the
European People’s Party, S&D: Group of the Progressive Alliance of Socialists and Democrats in the European Parliament, LD: Group of the Alliance of Liberals and
Democrats for Europe, G: Group of the Greens/European Free Alliance and UL: Confederal Group of the European United Left/Nordic Green Left. The abbreviation IN
stands for independent. The symbol - denotes monarchies.

** The abbreviations that appear in this column stand for: HS: Head of State, HG: Head of Government.

*** The abbreviations that appear in this column stand for: E: more Europeanist stance, N: more nationalist stance.

(1) According to the scenarios described in the White paper on the future of Europe.
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political reflection about the future of Europe in
his State of the Union address in 2016, but only
referring to the Economic and Monetary Union
(EMU).3" It was the subsequent taking into con-
sideration of Brexit and the Bratislava process
that prompted the President of the Commission
and his team to conceive a much broader de-
bate than the one reduced to the EMU.>® A
product of that change was the White paper as
we know it.**

The Commission’s White paper clarifies the
general debate on the future of Europe through
simple language and a series of caveats about
the effects that the choice of one or several of
the scenarios described would have on the
Union’s policies.

37 Jean-Claude Juncker: “The Commission will set out such
a vision for the future in a White Paper in March 2017, in
time for the 60th anniversary of the Treaties of Rome. We
will address how to strengthen and reform our Economic
and Monetary Union. And we will also take into account
the political and democratic challenges our Union of 27 will
be facing in the future”. See: State of the Union address,
September 2016. Available at: http://europa.eu/rapid/press-
release_SPEECH-16-3043_en.pdf.

3 Brexit has prompted a timely reaction from the
Commission, consisting of recognising the need to globalise
the debate, while to a certain extent the Heads of State or
Government have used it to deflect debates and overcome
rough patches in domestic politics.

39 Cf. Russack, Sophia, Howis Juncker’s ‘last-chance Commission’
faring at mid-term?, “European Policy Analysis” magazine
from the Swedish Institute for European Policy Studies,
June 2017, pages 6 and following; published by the CEPS
(Centre for European Policy Studies). Available at: https://
www.ceps.eu/system/files/SR_JunckerCommission_0.pdf. It
is interesting to recall that during 2012 and 2013, acting
on its own initiative, the Government of Germany called
and encouraged a Group for the Future of the European
Union, formed by all the Foreign Ministers and which
initially meant to reflect on all the political issues of the first
order, including institutional issues (!). The initiative, which
ended in failure because of the absence of nearly all the
Ministers invited, moved on to exclusively reference not
to the EU, but to its Economic and Monetary Union. See,
on the subject: https://www.osw.waw.pl/en/publikacje/
analyses/2012-03-28/germany-westerwelle-initiates-a-
meeting-group-future-european-union
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As for the debate on the future of Europe in
civil society, the Commission tried to show that
the “Citizens’ Dialogues” were important:
“Qver the last three years, as we promised,
Members of the Commission have visited na-
tional Parliaments more than 650 times. They
also debated in more than 300 interactive Citi-
zens' Dialogues in more than 80 cities and
towns across 27 Member States. "4

However, the experience shows that only cen-
tralised, organised debate conducted at European
level in institutions of the Union or in ad hoc con-
ventions minimally manages to keep the atten-
tion of citizens and the media throughout Europe
in sync and allows the political messages and the
debate itself to involve the greatest number of
stakeholders. The local, regional or state debates
carried out during the constitutional Convention
(2002-2003) took place as a result of its staging.
The political initiative of the Union (consisting of
calling and holding a Convention) prompted the
debates inside the states.

In any case, the organisation of “democratic
conventions” throughout Europe over the
course of this year, presented by the French
President in his Initiative for Europe*' and
backed by the President of the European Com-
mission in his State of the Union address, could
help to increase that democratic intensity.

We must also welcome announcements
such as the one by Spanish Foreign Minister Al-
fonso Dastis on 31 January 2018, on the inten-
tion of his government to stage “citizens’ votes”
on the future of Europe.*

40 Cf. Juncker, J. C.: State of the Union address, 13 Sep-
tember 2017, op. cit.

41 ee above, footnote 30.

42 See the forum Spain in Europe: a Future in Common,
organised by E/ Pais daily in Brussels on 31 January 2018.
Available at: https://politica.elpais.com/politica/2018/01/31/
actualidad/1517433352_304005.html
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However, we also have to maintain a healthy
scepticism, based on experience, about the real
benefit for the Union of citizens’ votes of a
merely intrastate scope that are entirely non-
binding on the state itself or on the Union.

The states and certain important
institutional issues

It is worth noting that three important insti-
tutional issues have entered the debate on the
future of Europe since 2017 and two of them
were already addressed at the first European
Council meeting of 2018.

We are talking about transnational lists for the
European elections, the issue of so-called “lead
candidates” (Spitzenkandidaten) and merging
the posts of President of the European Council
and President of the European Commission.*

Note that the first two issues are urgent in
that in theory they could affect the organisation
of the elections to the European Parliament of
2019 and the election of the next European
Commission President, respectively. However,
given the division that the two issues have caused
within the European Parliament and Council
themselves, they are not expected to be resolved
in the current parliamentary term at least.

However, the issue of merging the presiden-
cies does not appear urgent in itself and, what's
more, given its major importance, it is surprising
how it was raised and by who, namely the Pres-
ident of the Commission in a State of the Union

4 For a more detailed examination of these questions, see:
Kreilinger, Valentin: A More Democratic European Union.
Propositions and Scope for Political Action, Policy Paper no.
212, 5 January 2018, Jacques Delors Institute (Berlin), pages.
10 to 17. Available at: http:/institutdelors.eu/wp-content/
uploads/2018/01/amoredemocraticeuropeanunion-
kreilinger-jdib-jan18.pdf
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address and in the following terms: “More de-
mocracy means more efficiency. Europe would
function better if we were to merge the Presi-
dents of the European Council and the Euro-
pean Commission. ... Europe would be easier to
understand if one captain was steering the ship.
Having a single President would simply better
reflect the true nature of our European Union as
both a union of states and a union of citizens” .4
It is also striking that the idea should be justified
by a reference to the efficiency of the Union,
with no further arguments. And the absence of
a reference to the legitimacy of the Union is
even more surprising, as the merger would
mean scrapping 60 years' validity of the Union’s
principle of institutional balance overnight,
largely invalidating the healthy principle of the
separation of powers and, particularly, jeopard-
ising the independence of the Commission, en-
shrined in the treaties as the institution that
guarantees the Union’s general interest.

In any event, the idea is not new. It was al-
ready discussed during the Convention on the
Future of Europe in 2003, with the creation of
the figure of a permanent President of the Euro-
pean Council, and was ultimately rejected and
excluded from the Constitution for Europe pro-
ject. The arguments against it at the time re-
main valid against the arguments in favour of
such a merger (such as those employed by
Juncker) and refer above all, as far as the effi-
ciency of the Union is concerned, to the nega-
tive consequences that the assumption of ex-
ecutive and legislative responsibilities by one
single person would entail and with, regard to

4 Juncker, J. C.: State of the Union Address, 13 September
2017, op. cit.

4 The principle of institutional balance was created by the
European Court of Justice in 1958, in the Meroni ruling.
Said principle forbids any interference by a Union institution
in the powers conferred on another.
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legitimacy, to the difficulty in devising an effec-
tive mechanism of parliamentary censure.*

Anyway, this is an institutional matter of the
first order and the European Council should not
address it until after an appropriate debate in
the Parliament, not forgetting that such an in-
stitutional modification would probably require
a reform of the treaties.

The other two issues mentioned, namely,
possible transnational lists and the way in which
the EU appoints senior officials, including the
“lead candidates” (Spitzenkandidaten), were
included on the agenda of the informal
European Council meeting of 23 February 2018,
but addressing the former has been postponed
sine die.

As for the “lead candidates,” the European
Council has been unenthusiastic about the pro-
posal of the European Parliament (backed by
the President of the Commission) of repeating
in 2019 the procedure applied following the
European elections of 2014 (election as
President of the Commission of the candidate
to receive most votes in the Parliament). Indeed,
the European Council has said that it cannot
guarantee in advance that it will propose one of
the lead candidates for President of the
Commission and recalled that the Treaty is very
clear on the autonomous power of the European
Council to designate the candidate, taking into
consideration the European elections and hav-
ing maintained the appropriate consultations.

Finally, regarding Juncker’s proposal of merg-
ing the two presidencies, the European Council

% For an examination of the possible reasons for this
surprising proposal from Juncker and on the negative
effects of the merger of the two presidencies, see:
Dauvergne, Alain, Un chapeau pour deux tétes: une
simplification compliquée. Available at: http://institutdelors.
eu/wp-content/uploads/2018/01/unchapeaupourdeuxttes-
dauvergne-tribune-sept17.pdf
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refused to deal with the matter. Donald Tusk
himself made it clear: “Jean-Claude also pre-
sented the idea of a merger of our two posts,
but there was no appetite to take this forward.
Above all, because it would substantially reduce
the role of Member States in the EU"”.%

Conclusion

In 2017, while the economic, social and migra-
tion crisis, the crisis of political representation,
nationalisms and Brexit may have partly legiti-
mised the pragmatic attitude of the states,
which turned their attention to specific issues of
a more or less urgent nature, both the states
individually and the European Council devoted
a debate of limited value to the underlying
problem — the Union’s model of political func-
tioning — and squandered the deliberative po-
tential of the Commission’s White paper on the
Future of Europe.

The model of a multi-speed Europe received
greatest support from the states, over the rest
of the models put to debate.

While that model is not ideal for the more
Europeanists and it means a slowdown in the
process of European integration, it could render
arguments aimed at halting the advance to-
wards union or at triggering exit from the
Union, following the British example, with little
justification.

The “future of Europe” that will be shaped
by the decisions that the states have to take as
of 2018 on each of the sectorial issues or poli-
cies considered priority by the States is in all

47 Available at: http://www.consilium.europa.eu/en/press/
press-releases/2018/02/23/remarks-by-president-donald-
tusk-following-the-informal-meeting-of-the-27-heads-of-
state-or-government-on-23-february-2018/
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likelihood an uncertain future, undefinable in
terms of unity of political action and far re-
moved from the community method, given that
the political agendas of the European Commis-
sion and the European Council are currently dif-
ferent.*

4 0On the important issue of the growing deterioration of
the community method, the following contribution from
the European Parliament is very timely: “The Parliament
deplores the fact that every time the European Council
decides to apply intergovernmental methods and to bypass
the ‘Community or Union method’ as defined in the
Treaties, this not only leads to less effective policy-making
but also contributes to a growing lack of transparency,
democratic accountability and control; the Parliament
considers that a differentiated path is conceivable only as
a temporary step on the way towards more effective and
integrated EU policy making. It considers that the ‘Union
method’ is the only democratic method for legislating
which ensures that all interests, especially the common
European interest, are taken into account; understands
by ‘Union method’ the legislative procedure in which the
Commission, as part of its competence as the executive,
initiates legislation, Parliament and the Council representing
respectively citizens and the states decide in codecision by
majority voting while unanimity obligations in the latter
become the absolute exceptions, and the Court of Justice
oversees and provides ultimate judicial control; insists that
even in cases of urgency the ‘Union method’ should be
respected.” See: European Parliament resolution of 16
February 2017 on possible evolutions of and adjustments
to the current institutional set-up of the European Union
points 6 and 7: http://www.europarl.europa.eu/sides/
getDoc.do?type=TA&reference=P8-TA-2017-0048&langua
ge=EN&ring=A8-2016-0390
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However, the current overwhelming majority
of Heads of State and of Government with a
more Europeanist than nationalist stance allows
us to keep believing that it is possible to revive
the process of integration towards a European
Political Union.
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Portugal, culture
and development

Guilherme d'Oliveira Martins

The specific historical and geographical
context of Portugal

When we speak of Portugal, we have to under-
stand its cultural specificity as the product of the
crossroads between a complex historical legacy
and the geographical context of the Iberian
Peninsula. This creates the dialogue between
the Atlantic and the Mediterranean, as the ge-
ographer Orlando Ribeiro reminded us. It is a
genuine continent in miniature, marked by the
contrast between the highlands and lowlands,
between the coastal areas and the interior, be-
tween the cities and the country. “Sierra and
riverside, countryside and hillside, mountain
and valley, highland and lowland: in the minds
of the people who created and use these desig-
nations, they express the contrast determined
by elevation and the resulting particularities of
the climate, of the economy and of the popula-
tion.” From the Douro and the Minho to the
plains of the south and the Algarve, taking in
the northern interior, formed by cold lands and
warm lands, there is a little of everything in this
“garden by the sea” or, as Camdes famously
put it, “where the land ends and the sea be-
gins.” Or, in another more contemporary ex-
pression, “That beach enraptured and bare /

Where | become one with the sea, the wind and
the moon” (Sophia de Mello Breyner Andresen).

It was from here that the Portuguese set sail
for the Atlanticislands, for the coast of Africa, for
the Americas and the Indies.

Miguel de Unamuno once said, “For Portugal,
the sun never rises: it dies always in the sea that
was the theatre of its deeds and the cradle and
tomb of its glories... Portugal seems to be the
home of sad loves and great shipwrecks”. In
fact, it may be said that, thanks to the will of the
Portuguese people, our long Western coastline
has been responsible for our independence since
the 12" century and for our having the oldest
border in Europe, since the 13" century.

The character and idiosyncrasy of the
Portuguese people

As well as a varied physical space, the Portuguese
cultural place is formed by a melting pot built up
over the centuries thanks to multiple influences,
from the peoples who came from Central Europe
and those who came from the Mediterranean to
our own internal migrations.

The language is one of them and if Fernando
Pessoa, through his heteronym Bernardo Soares,
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said, “my homeland is the Portuguese lan-
guage”, the truth is that the language became
the tongue spoken on every continent, espe-
cially South America (Brazil) and Africa.

The philosopher Eduardo Lourenco used the
metaphor of an island to describe Portugal, as if
the country were an Ithaca to which travellers
returned like Ulysses, the symbol of an adven-
turous wanderlust that could characterize the
Portuguese.

On the economic and social plane, Portugal
has felt the confrontation between scarcity and
desire. It took to the Atlantic for lack of cereals
and gold and took to emigration for want of
sustenance. Yet it also fell into the habit of living
beyond its means with the lucrative trade from
Asia in the 16™ century and the gold from Brazil
in the 18™ century.

There has always been the dilemma here be-
tween “anchorage and transport”, as the think-
er Antonio Sergio put it, between creating a
solid and stable European base, or simply enjoy-
ing commercial movement.

There has also been a confrontation be-
tween centralism and municipalism (promoted
by and allied with central power), of the mes-
sianism of the state and the ancestral weight of
individualism, of a certain improvisation, of
rashness, of an excess of imagination, of the
supposed “gentle ways”, and even “the very
fear of existing”, according to the thinker and
essayist José Gil. In this context, we cannot for-
get, for example, that the referendum of 1998
called to decide on dividing the country into au-
tonomous regions returned a clear rejection of
that formula.

A huge capacity to adapt coexists with a fre-
quent recourse to the short term and with ex-
cessive faith in good luck and in fate or destiny.

In any case, thinking in a European context,
by having joined the European Community
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without renouncing its bond with the global
world, particularly the Portuguese-speaking
countries, the democratic Portugal after the
Carnation Revolution of April 1974 has occu-
pied a place on the international stage marked
by history. It rests above all on a vocation for
stabilisation and taking on a role of fostering
dialogue.

A positive European integration

The participation of Portugal and Spain in
European construction has been an experience
of unequivocally positive aspects. However, those
aspects must be understood and explored.

Lorenzo Natali, the European Commissioner
who played a decisive role in the enlargement
of the European Communities, laid down in
1985 and carried out in 1986, said on several
occasions that the membership of the Iberian
countries would mark the start of a new phase
of European construction.

In fact, the history of the Peninsula in its pro-
jection across the global world on all continents
has enabled making the most of all the potenti-
alities of an open integration - still far from
achieving or consolidating all its virtues -, pre-
venting the European project from proceeding
in a closed manner, focusing only on a logic of
self-satisfaction.

While it is true that we have seen contradic-
tory signals, aggravated by the crisis of 2008,
open European integration is still relevant for
Portugal and retains a clear and necessary cur-
rency. Indeed, the relations of the Portuguese
and Spanish economies with the economies of
the emerging countries warrant special atten-
tion, which will depend in the future on the ca-
pacity for innovation and the synergies that may
be created between them.



The evolution and changes in the
Portuguese economy

The last 20 years of the Portuguese economy
were marked by integration into the euro zone
as one of the founding countries. The years im-
mediately prior to that and in preparation for
joining the Economic and Monetary Union were
marked by the government of Cavaco Silva
(PSD), who had an absolute majority in
Parliament (1987-1995) after two years of mi-
nority government (1985-1987). With Mario
Soares as President of the Republic and the re-
form of the Constitution to make it compatible
with the underlying economic principles of
European integration (the reform of 1989) — par-
ticularly as far as economic freedom, free com-
petition, was concerned, in the context of eco-
nomic and social cohesion — it became possible
to meet the conditions for a long period of po-
litical stability that enabled very significant pro-
gress in terms of convergence, meeting the
goals laid down in Maastricht.

In 1995, the victory of Anténio Guterres (PS)
allowed a rotation of power without interrupt-
ing the political stability essential to integration
into the euro zone. Despite not having an abso-
lute majority in Parliament, the government
managed to guarantee the stability for meeting
the criteria laid down by the European Union.
The resignation of the government over the
Socialist Party’s defeat in the local elections of
2001 led to general elections being called in
2002, which in turn led to a coalition govern-
ment between the right and centre, PSD and
CDS, headed by José Manuel Duréo Barroso.

Following, Durao Barroso’s election as
President of the European Commission in 2004,
he was replaced as head of the government by
Pedro Santana Lopes, in the same coalition.
However, owing to internal problems of the
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government, President Jorge Sampaio was
forced to dissolve Parliament and call early gen-
eral elections in 2005. The Socialist Party won
an absolute majority and José Socrates was ap-
pointed Prime Minister.

After initially coming close to meeting the cri-
teria of European integration in the budgetary
sphere, as of autumn 2008 the international fi-
nancial crisis triggered by subprime mortgages
imported from the United States took a severe toll.

The political and economic effects and
consequences of the crisis of 2008

Signs of economic weakening were already per-
ceptible in 2002. They had an effect on one an-
other and became evident in a drop in tax rev-
enues and in an increase in the budget deficit,
with the resulting growth of public debt.

In 2009, the Socialist Party won the elec-
tions, but failed to secure a parliamentary ma-
jority, forcing the government into a complicat-
ed management of expectations and election
promises in the face of a drop in output and the
grave effects of the financial crisis. That would
lead the government to bow to market pressure
and seek a bailout from the International
Monetary Fund, the European Central Bank and
the European Commission.

General elections were called in 2011, which
were won by the PSD led by Pedro Passos
Coelho. However, he needed to enter into a
coalition with the CDS of Paulo Portas. The new
government was forced to undertake a tough
adjustment programme and a serious policy of
austerity imposed by the so-called Troika (IMF,
ECB and European Commission). The 2011-
2015 term of office would be marked by that
bailout and by the introduction of the fiscal
measures required by the Troika, fundamentally
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based on four pillars: structural reforms, control
of public spending, raising tax revenues and the
reduction of the public debt.

The political effects of the crisis would condi-
tion and mark the elections of 2015, despite the
fact that, as in Ireland, it was already on the way
to easing gradually, as Portugal exited the bail-
out without the need for complementary pre-
cautionary measures. \WWe must underscore the
positive reaction of all the economic players, the
business community and trade unions, which
enabled the increase in savings, in investment,
in exports and the rise in GDP at that time.

While Passos Coelho’s PSD was the party to
receive most votes, it did not win an absolute
majority, not even with the support of the CDS,
after a brief and vain bid to secure the term of
office. That would lead to an unprecedented
situation, with a parliamentary solution led by
the second party, the Socialists. Antdnio Costa
(PS) was appointed Prime Minister thanks to the
support of the Communist Party (PCP) and the
Left Bloc (BE), which was a first. Given the spe-
cial and novel situation, it was dubbed gerin-
gonga, a term in popular Portuguese for some-
thing that appears doomed to fail, but which
actually works in the end.

The consolidation of Portuguese
democracy

In short, we can describe recent years in Portugal,
first, as a period of consolidation of democracy and,
second, as one of realization — thanks to European
integration — of a development programme that
has enabled notable economic and social conver-
gence in the early years of the 215 century.

There were 10 years of centre-right govern-
ment (1985-1995) under Cavaco Silva, eight of
which with an absolute majority, followed by
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seven years of centre-left rule (1995-2002) un-
der Anténio Guterres, during which time it was
possible to join the euro zone and meet the pre-
viously mentioned Maastricht criteria.

The first 17 years of European integration
were years of economic growth, making the
most of EU funds and low interest rates. The
following decade was less stable, growth
slowed, or slipped into recession, with rotation
of power between the centre-right and the left.

The necessary changes in the Portuguese
political institutions

We must recall that the Constitution of 1976 un-
derwent profound changes on two occasions, in
1982 and 1989, above all to reinforce the social
market economy and entry into Europe. It also
underwent changes to define the unitary state
with just two autonomous regions, Madeira and
the Azores. The system is a parliamentary one
with a President elected for five years by direct
universal suffrage. The President has significant
moderating power, but no executive functions.
The President has only representative functions,
with power to guarantee national independence
and the unity of the state and as the regulator of
the correct functioning of the institutions. The
President’s powers include the authority to dis-
solve Parliament, appoint and dismiss the Prime
Minister and to veto laws of the Assembly of the
Republic (Parliament) and government decrees.

This wise arrangement of representative and
moderating powers has meant that all the
Presidents since 1976 - Ramalho Eanes, Mario
Soares, Jorge Sampaio, Cavaco Silva and now
Marcelo Rebelo de Sousa - have been called
upon to play a true role as a protective barrier
against certain parliamentary situations or re-
garding government solutions.



That barrier is an essential element for facili-
tating the stability and sustainability of the sys-
tem, from a perspective of solidarity and coopera-
tion among the different sovereign bodies. The
coexistence between presidential and parliamen-
tary majorities of different persuasions has passed
off without drama in several political cycles.

The current situation of a centre-right
President with a centre-left (PS) government
without a parliamentary majority, but with the
guarantee of the support of the forces to its left
is an unprecedented example that confirms the
success of this constitutional solution. Perhaps it
is one of the reasons why no xenophobic or na-
tionalist minorities have emerged in Portugal.

The economic recovery under way

On the economic plane, the last two years
brought recovery following deep recession.
Despite the decline in domestic output, we have
felt the positive effects of the structural meas-
ures introduced, particularly with regard to get-
ting the public finances and banking system
back on a sound footing, the more flexible reg-
ulation of the labour market and the improve-
ment in levels of training and education.
However, reducing the public debt, increas-
ing investment, improving productivity and ex-
port growth are still the fundamental targets to
secure economic, financial and social stability.
Reducing the budget deficit helped us leave
excessive deficits behind in June 2017. In 2016,
the deficit had stood at 2.1 % of GDP, falling to
1.4 % of GDP. Public debt that had amounted
to 130 % of GDP in 2016 fell to 126 %, 242
billion euros less. GDP grew by 2.7 % in total
volume in 2017, 1.1 % more than in the previ-
ous year, that is to say, an extra 193 billion eu-
ros, according to the National Statistics Institute.
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And that was because of an increase in invest-
ment, though external demand was slightly
negative, as exports rose a little less than the
imports of goods and services.

Lastly, we cannot forget the low birth rate
and ageing population that are causing difficul-
ties as far as the sustainability of the social secu-
rity system is concerned, since the number of
contributors to the system is growing less than
the number of retirees. African, Brazilian and
Eastern European immigration has proven rela-
tively useful to cover labour needs.

The problem of education and training

The level of professional qualification of the
working population remains a fundamental
concern. The Education for All programme was
a major challenge and required a huge effort,
yet in spite of the progress made, with the rais-
ing of compulsory school attendance to 12
years and the emphasis on professional training,
Portugal still has a long way to go in that area.

Only 43 % of the population aged between
24 and 65 has completed the secondary educa-
tion cycle, in stark contrast to the OECD aver-
age, which stands at 76 %. Even in terms of
primary education (nine years of schooling),
only 64 % of the population completed that cy-
cle, below all the other OECD countries with the
exception of Mexico and Turkey.

It is true, in any case, that of all the OECD
members, after South Korea, Portugal is the
country that has grown most in the field of edu-
cation. Indeed, while in the 55-64 age group
just 23 % have secondary education, the per-
centage jumps to 65 % among those aged be-
tween 25 and 34. The new generations, then,
are entering the labour market with many more
professional qualifications than older people
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have. It is an upward trend and it will have a
positive effect on productivity.

In fact, the study of the profile of compul-
sory education students, coordinated by the au-
thor, said, “what distinguishes development
from backwardness is learning. Learning to
know, learning to do, learning to live together
in society and learning to be are essential. This
means placing lifelong education, learning on
an ongoing basis, at the heart of Portuguese
society”.

If preschool education was prioritised in the
1990s, today the challenge is secondary educa-
tion. Yet it should not depend on whether stud-
ies are pursued to a higher level or not. It should
also serve to facilitate professional motivation,
labour flexibility and to prepare workers for on-
going evaluation and retraining that has posi-
tive effects on personal development.

The need to boost participatory democracy
in the European Union

The European debate is going through difficult
and uncertain times. Many consequences of the
crisis still persist and are being overcome only
slowly.

There are worrying signs of a certain chronic
illness that is threatening to turn the European
Union into an irrelevant and subordinate institu-
tion in a world of much more diffuse polarities
and many uncertainties and dangers.

They range from the growing influence of
the new Asian powers to the uncontrollable
situation in the Middle East, taking in the irra-
tionality of terror or the lack of the capability to
establish and improve dialogue between differ-
ent cultures.
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We are lacking a shared European political
will capable of responding to an equation that
has at least three unknown quantities:

— How to give citizens a prominent and real,
active voice in defining common goals
through effective mediating institutions?

— How to link economics and politics, giving
greater capacity and a greater active role to
the European Union in the balance and reg-
ulation of the international scene?

— How to guarantee sustainable development
based on knowledge, training, social cohe-
sion and a better quality of life?

We cannot forget that these questions,
which are essential to citizens, to the develop-
ment of their daily lives and to their feeing inte-
grated, require real and consistent answers. The
quality of democracy, then, depends on real
civic participation, on greater social cohesion
and on sustainability.

Hence, especially for our country, we have to
reinforce the principle of subsidiarity, of decentrali-
zation and deconcentration of the decision-mak-
ing process and of a strategic planning that is struc-
tured and coordinated with the European Union.

To speak today of a democratic society
means seeking new forms of legitimisation of
political, national and European action, always
based on the three traditional principles: popu-
lar sovereignty, on the separation and interde-
pendency of powers and on political pluralism.

The vote is not enough. It is necessary, cer-
tainly, but it must go hand-in-hand with govern-
ance controlled by effective accountability. That
is our challenge for these times. Portugal is des-
tined to defend those principles in Europe in the
interests of development and respect for funda-
mental rights.



Lines of contlict on EU
reform in Germany

Bjorn Hacker

Ten years have passed since the American
investment bank Lehman Brothers went bank-
rupt, triggering the global financial and eco-
nomic crisis in 2008. This was not the only great
crisis for Europe. The European Union (EU)
stumbled into the euro crisis in 2009, 2015 saw
the start of what has come to be known as the
refugee crisis, and since 2016 there has been
ongoing crisis management to handle Brexit.

The last ten years of crisis have made it very
clear that the architecture of European integra-
tion is incomplete: the EU was unable to come
up with an immediate and sustainable answer
to any of these challenges. The Lisbon Treaty
toolbox was only properly equipped for design-
ing the Brexit process. In the political areas of
economic and monetary union and migration,
however, ad hoc management began. In the
choir of the European institutions and Member-
State governments, some were louder and more
efficient than others, and this crisis manage-
ment was strongly shaped by the German gov-
ernment. While the European Commission has
undisputed leadership in Brexit negations with
Great Britain at EU-level, Berlin has played a sig-
nificant role in steering political reactions on the
euro crisis and the refugee crisis. This was not

always a success in terms of content. Germany
was too insensitive to the demands of other
states, and tried to impose the course it deemed
best for itself as a model for its neighbours.
However, in terms of power politics it is worth
pointing out that Germany’s hegemonic role in
Europe worked amazingly well in the euro crisis,
while external factors and domestic politics put
a brake on it during the refugee crisis.

As a phase of comprehensive EU reform be-
gins, with an eye to the 2019 European elec-
tions, where does Germany position itself to
provide a lasting solution to the deficits in the
EU response to crises? This text will indicate
new and old lines of conflict that split Germany
and the continent.

More or less integration?

Respect and approval for the EU have suffered
greatly from the duration and number of crises
in Europe, and more so from the policies put in
place to deal with them. These policies were
initially inadequate and in many ways misguid-
ed, but they were later billed as the only alterna-
tive. Across the continent, the axis of conflict
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between supporters and opponents of European
integration has become more significant. In the
course of the integration process there have
never been quiet periods, and there have always
been interest groups that have opposed
European policy — you only have to look at the
controversial introduction of the single currency,
the discussions about the Constitutional Treaty
or the protests against the Bolkestein directive
on the free movement of services. Nevertheless,
all these transnational controversies focused on
finding a consensus path for reform. Over the
last decade, however, there has been a notice-
able tendency for dissatisfaction with particular
political weak points at a European level to lead
to a general rejection of further integration. For
a long time the number of people favouring a
rollback of integration was insignificantly small.
The electoral success of populist parties in most
Member States has meant that rejection of the
EU or parts of its integration structure has be-
come more widespread.

While politicians in many Member States
have long had to deal with populist right-wing
parties and their defensive position against
Europe on a daily basis, Germany remained an
exception for a long time. Apart from briefly
holding seats in regional and state parliaments,
far-right parties had not managed to enter main-
stream political arenas before 2014. The political
discourse in Europe was correspondingly pro-
European. It was only since 2014 that Alternative
fur Deutschland (AfD; Alternative for Germany),
which was founded the previous year, finally
managed to establish itself in all state parlia-
ments except for Hessen and Bavaria (which
have elections coming up in autumn 2018) and
the European Parliament. It also entered the
German federal parliamentin 2017 with 12.6 %
of the votes. The AfD often criticises the pro-
European line of other parties, particularly the
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parties of government. It was founded in 2013
in large part because of the growing protest
against Chancellor Angela Merkel’s dominant
management of the euro crisis. Dissatisfaction
with the Chancellor’s line on migration policy
further boosted the party.

Since then, there have been two political
camps in Germany separated by the line of con-
flict: “more or less Europe”. The side supporting
Europe includes the governing parties — the
conservative CDU and CSU and the social dem-
ocratic SPD, and some parties of opposition —
the Free Liberals (FDP), the Greens and the so-
cialist Die Linke party. They are all open to the
principle of deepening EU integration. They be-
lieve Germany has a particular responsibility for
the progress of the integration process, and
they frequently argue that European coopera-
tion is necessary on the basis of historical evi-
dence. In this camp there is an assumption that
extensive EU reform is needed, so people are
open to debate on the issue. However not all
the political actors in these parties share the
creed so beloved of the media: that we must
necessarily welcome French President Emmanuel
Macron’s bid to “refound Europe”. As well, the
proposed reform steps published by the
European Commission in the White Paper on EU
reform since 2017 are heavily criticised by some.

This pro-European camp is opposed by the
Eurosceptic AfD, which strongly advocates abo-
lition of the single currency, and closed borders.
The party was founded during the euro crisis as
a conglomeration of liberal and conservative
critics of the euro rescue fund bailout loans for
EU Member States hit by the crisis, but increas-
ingly nationalist voices gained the upper hand.
The AfD stands out from all other parties in the
German federal parliament for its increasingly
radical positions. When it was founded, the party
warned against a further transfer of sovereignty



to the EU, a softening of ordoliberal principles
of stability, and the transfer of German tax mon-
ey to other states in the Eurozone. Since then
the party has held all manner of positions in op-
position to the current level of integration, in-
cluding: exclusion of individual countries from
the monetary union; Germany’s exit from this
union; a division of the currency area into a
northern and southern Eurozone; parallel cur-
rencies; and winding up the single currency.
Thus the AfD rejects any progressive reform of
the Eurozone architecture. On migration, the
AfD is the only party to propose the extreme
measure of unilaterally closing borders to pre-
vent immigration. It argues that only highly
qualified migration to Germany should be al-
lowed, and only on the basis of economic need.
The right to asylum should be highly restricted,
and cooperation with other states on this issue
should focus solely on protecting the external
borders of the EU.

Although the distinction between these two
camps is clear, one should not overlook the fact
that even within the pro-European parties, there
are currents of dissatisfaction with the way that
the euro crisis and the refugee crisis have devel-
oped. Growing unease with the EU among
large parts of the population, reflected in the
electoral success of right-wing populists, has
pushed political discourse in Germany as a
whole to the right over recent years. It has
moved increasingly from a focus on the benefits
of the Union, towards questions of maximising
national benefits and self-determination. This
was already evident at the start of the euro cri-
sis, as there were individual critics in the CDU
(Wolfgang Bosbach), the CSU (Peter Gauwediler),
and the FDP (Frank Schéffler); these MPs gained
media attention for their opposition to the
Chancellor and their positions that went against
the majority view in their parliamentary groups.
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As the crisis went on, critical positions gained
more widespread support. Thus there was back-
ing for a Greek exit from the currency union, at
least on a temporary basis, from several con-
servative politicians such as the current Minister
President of Bavaria, Markus Soder, and the for-
mer federal Finance Minister, Wolfgang
Schéuble. The extent to which the Bavarian CSU
took on AfD positions is particularly striking.
This was even more evident on migration and
integration than reform of the currency union.
In order to “close the right flank”, CSU head
and federal Interior Minister, Horst Seehofer,
surprised the Chancellor among others by mak-
ing regular calls for caps on asylum-seeker num-
bers, stricter implementation of deportation,
and an ongoing exclusion of family reunion. He
also alleged that Islam does not belong in
Germany.

The popularity of the right has also left its
mark on other parties. Christian Lindner, head
of the Free Liberals (FDP), has experienced this
since the federal election: his party, which was
once the most pro-European party in Germany
(just think of the former Foreign Ministers Hans-
Dietrich Genscher and Klaus Kinkel), has been
influenced by a trend towards national liberal-
ism. An increased focus on competition has led
to greater calls for rejecting solidarity with
neighbouring states to help them overcome the
crisis, and for limits on refugees’ right to remain.
The left-wing Die Linke party is concerned about
excessive demands on the poor and those on
low incomes due to increasing migration and
integration requirements. Its fundamentalist
wing, under parliamentary group chair Sahra
Wagenknecht would like to limit immigration to
Germany. Furthermore, Wagenknecht has al-
ready repeatedly called for the Eurozone to be
abolished.
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Faith in markets or political design?

The opposition between “more” and “less”
Europe, as discussed in the political arenas of
many Member States and brought under the
spotlight in the 2017 French presidential elec-
tions, hides conflict lines that are far more sig-
nificant when considering the future of the EU.
Arguing “for” or “against” European integra-
tion reveals little about concrete political pro-
grammes. Representatives of European multina-
tionals may lobby for a deepening of the EU, but
what they want is generally a Europe with mar-
ket liberalism. A right-wing party like the AfD in
Germany may embrace the same market liberal-
ism, but it would think it could only survive with-
in the borders of a state. The more marked the
political and public opposition between “pro-
Europeans” and "Eurosceptics”, the less clear
the arguments become. Critiques of the prevail-
ing mode of integration and crisis management
are often incorrectly branded anti-European and
nationalist. Support for a reform programme
and further development of the EU, on the other
hand, is prematurely interpreted as an attempt
to establish a European super-state that would
involve giving up national sovereignty.

If people do not argue on the basis of cul-
tural identity or national feeling, as has become
increasingly fashionable due to pressure from
right-wing populists, the question of distribu-
tion of functions between the EU and Member
States is a functional one. If common public
goods exist or are generated in Europe, why
shouldn’t regulation and governance be at EU
level? The principle of subsidiarity, which self-
proclaimed defenders of national interests are
so fond of citing, always works in two direc-
tions. On one hand, if it makes political sense to
handle something at the level of a Member
State level and its authorities, it is kept at that
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level. A new bypass is a case for a local magis-
trate and the local authority; organising a health
system is the task of a national parliament and
a national health ministry. On the other hand,
correctly applied subsidiarity also means that all
areas that a Member State cannot regulate
alone, due to cross-border externalities or com-
mon requirements, are handled or at least coor-
dinated at supranational level. This applies for
trade policy in the internal market and control
of migration in the EU.

The big conflict regarding the future devel-
opment of the EU goes beyond a simple ques-
tion of being for or against the integration pro-
ject. The main line of demarcation for many
political conflicts actually relates to economics.
There is a theoretical disagreement between a
belief in a union of states that automatically
makes optimal use of the benefits of market in-
tegration on the one hand, and a belief in the
need for political intervention and design to cor-
rect market failures on the other.

Thus the ongoing debate about reform of
the currency union, which started amid the euro
crisis in 2011, reveals two central and diametri-
cally opposed economic paradigms, which have
prevented agreement thus far. This conflict exists
between the Member States of the Union, and
also inside many national political arenas.
Germany’s ruling coalition of Christian Democrats
and Social Democrats contains both supporters
of a stability union and of a fiscal union; the vast
majority, including many Social Democrats, sup-
port a stability union. Both concepts are ex-
plained into detail in the following two sections.

A stability union based on faith in the market

In the political debate on the restructuring of the
currency union, those who advocate a stability



union on the basis of ordoliberal ideas stress the
overarching importance of internal currency sta-
bility (inflation) and external currency stability
(exchange rate) as the state-sponsored founda-
tion for efficient markets, which generate
growth and prosperity. So as not to endanger
this, fiscal policy for individual states in a cur-
rency union should have clear limits. Finally, it is
very important that incentives for incorrect na-
tional policy are eliminated as far as possible, to
minimise the risk of moral hazard.

This understanding of the functioning of a
currency union can be applied to an analysis of
the euro crisis. Thus advocates of a stability un-
ion stress that the debt and deficit limits of the
Maastricht Treaty and the Stability and Growth
Pact were not fully observed. A constant theme
is the alleged negligent policy of the crisis states
before the financial crisis, during which com-
petitiveness was lost, credit-financed consumer
and property bubbles were allowed to form,
and there was a delay in structural reform of the
labour market and long-term stabilisation of
state finances. Essentially, incorrect state-level
policy within the institutional framework of the
currency union is said to have caused the crisis.
Non-compliance with the required stability pol-
icy therefore led necessarily to the self-inflicted
economic crisis.

From this perspective, in a currency union
with efficient markets and free movement of
capital but restricted mobility of labour as a pro-
duction factor, the only variable for regaining
competitiveness must be a national price reduc-
tion through wage cuts. Foreign trade imbal-
ances, the key indicator in the euro crisis, are
also interpreted in this light. Countries with a
deficit, which import more goods than they ex-
port, had for years tolerated elevated wages and
rising inflation, thus allowing their competitive-
ness to be eroded. They could only finance their
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unsustainable excessive consumption and high
standard of living through foreign debt.

In line with their views, proponents of a sta-
bility union as a solution therefore demand that
the Maastricht criteria should be more strictly
monitored and strengthened through national
“debt brakes”, as stipulated in the Fiscal
Compact, and greater and more direct interven-
tion capabilities for the currency union to en-
force national structural reforms in line with the
German model. To be consistent with this line of
thought, all conceivable mechanisms either to
cushion these adjustments by increasing unit
labour costs in the solvent countries or to allevi-
ate them through temporary transfers should
be rejected, as they would once again imply
moral hazard. If individual countries get into dif-
ficulties despite these strengthened rules and
direct intervention measures, there should now
be sufficient instruments in the European
Stability Mechanism (ESM) to prevent illiquidity
and to enforce the due reforms and cuts through
loan conditions, if need be. Some supporters of
these ideas even think that a state insolvency
code is necessary, to make the no-bailout rule
credible again, and to eliminate a key source of
moral hazard.

A fiscal union based on political design

In the debate about the correct structure and
control of a currency union, supporters of the
stability variant are in opposition to the advo-
cates of a fiscal union. This position is based on a
Keynesian belief in the need for state stabilisation
of demand when markets are in crisis, and a re-
jection of the assumption that lower wages in
this situation would lead to greater supply, which
would in turn lead to greater demand. However
if adjustments to interest rates and exchange
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rates are needed to stabilise the economy in
case of market failure, giving up these instru-
ments in a currency union seems less attractive.
Upon entering a currency union, independence
of monetary policy is lost, and state deficits can-
not be financed independently with the help of
an own central bank, so the liquidity risks of
individual states can lead to solvency crises.

However the idea of a currency union be-
came more attractive in the 1980’s, when peo-
ple weighed up the macroeconomic costs of the
monetary union against the benefits of ridding
oneself of currency market speculation in
Europe and an end to the monetary dominance
of the Deutschmark in the European monetary
system. Nonetheless, the fact that the European
states were still so far from constituting an op-
timal currency area is a clear indication that fis-
cal instruments need to be able to handle the
challenge of regional shocks.

This belief that the currency union also func-
tions as an economic policy project enjoyed a
renaissance among proponents of a fiscal union
during the euro crisis. Since the introduction of
the euro, the European Central Bank (ECB) has
not been in a position to implement a monetary
policy for all countries involved, due to heteroge-
neous economic development. At the same
time, the common coordinating instruments for
economic policy, as agreed in Maastricht and
subsequently, proved to be toothless. The joint
institutions also proved unable or unwilling to
take effective action against the asymmetries
that regularly arose. The only relevant economic
policy coordination of the Eurozone relates to
Member States’ deficits and debt levels.
According to wage policy, adjustment to asym-
metric shocks is left to individual states; however
once there are differences in inflation levels,
these can be amplified pro-cyclically by the one-
size-fits-all interest rate policy of the ECB and
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unregulated international capital flows. This
leads to a divergence in labour unit costs and
current account balances across Member States.

Therefore, all proposals from the proponents
of a fiscal union assume the need for closer har-
monisation of economic policy. This camp can-
not understand the asymmetry of euro crisis
management, which blamed the crisis directly
on states with high budget deficits, high levels
of debt, and negative current account balances.
Supporters of a fiscal union believe that crisis
management policy focusing on austerity and
accepting deflation has not taken on board the
lessons of the Great Depression of the 1930s.

However the details of specific proposals for
forced fiscal policy integration in the Eurozone
vary greatly. The key concept is integration of
liability for state debt at a European level, so EU
Member States are not subsequently divided by
different credit ratings in financial markets.
Furthermore, implementing an automatic stabi-
liser dependent on economic trends at a
European level — like e.g. a European unemploy-
ment insurance scheme — should balance out
inadequate adaptation to asymmetric shocks
due to insufficient mobility of labour, and re-
place internal depreciation due to falling wages
and prices, which has been found to be coun-
ter-productive. Furthermore, there is a demand
for an explicit political union, at least in the me-
dium to long term. The single currency should
be viewed as a common public good in this con-
text, and there should be a government with
parliamentary responsibility for the Eurozone
with the right to tax and spend money.

Markets and policy in the migration question

The conflict line between faith in the market
and in political design also exists in other subject



areas. Given the increasing number of refugees
arriving in Germany and the de facto exclusion
of the EU Dublin Regulation in 2015, it is unde-
niable that economic questions are also dis-
cussed in the context of migration. However the
response to these questions has either been
apocalyptic predictions that the labour market
and social security systems could not cope, or
unrealistic optimism. While the AfD managed to
address many citizens who doubted Angela
Merkel's assertion that “We can do it”, in 2015
and 2016 politicians, economists and journalists
were vying with each other to say how much
refugees could contribute to an increase in GDP
through an increased demand for goods and
services from asylum seekers themselves and
through the states providing infrastructure.
Furthermore, there was much speculation about
whether increased immigration rates could be
just what was needed to tackle the looming lack
of skilled labour in a growing economy and the
social security system, in view of demographic
change.

It only became clear in 2017 that many of
the assumptions made had been too optimistic.
[t can easily take 20 years to learn German, get
basic and further training, get integrated in the
labour market, and work one’s way up from the
low-wage sector to the median wage for em-
ployees. In any case, positive fiscal effects are
only to be expected if extensive investment is
made to integrate immigrants. The federal gov-
ernment has implemented many individual
measures, but so far it has failed to set up a
broad integration programme that expands the
range of opportunities to learn German and ac-
quire other skills, and dovetails with the profes-
sional training system. Under particular pressure
from the CSU, the new governing coalition is
focusing on deterrence rather than expanding
integration measures.
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The background to this is clear. On one
hand, additional integration measures are very
costly, and the coalition members are united in
their goal of balancing the federal budget, or
even reaching budget surpluses in the best-case
scenario, in accordance with the “debt brake”
placed in the constitution in 2009. On his own
admission, Finance Minister Olaf Scholz (SPD),
would like to observe the economically ques-
tionable policy of “breaking even” (“Schwarze
Null”) espoused by his predecessor, former
Finance Minister Schauble (CDU). Moreover,
some sectors of the population have shown
their built-up displeasure with political neglect
over the last three years, by using the AfD and
to some extent Die Linke as conduits into na-
tional political arenas.

This particularly applies to the working low-
er-middle class, which is afraid of losing eco-
nomic and social status. These people have long
looked on in frustration as the achievements of
the welfare state and levels of public infrastruc-
ture are pushed back in the face of pressure
from global competition, and wages stagnate in
real terms - particularly in the east of the coun-
try and in the former industrial metropolises of
the Rhine and the Ruhr. Faith in political plans to
deal with the new challenges of increasing
global interdependence has been waning since
the second term of the SPD-Green coalition,
2002-2005, when former Chancellor Gerhard
Schroéder's Agenda 2010 was implemented, if
not earlier. This approach has given way to a
programme of adjustments to adapt to the mar-
ket forces of globalisation. Competition from
other locations was countered with low corpo-
rate taxes, unemployment was countered by
building up the low-wage sector, and empty
state coffers were dealt with by reducing social
services and privatising or not renewing infra-
structure. Emphasis was placed on individual
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responsibility rather than state responsibility.
Education was meant to be the key to a better life,
and everyone was supposed to forge their own
good fortune — those who could not meet the
new demands of flexibility, mobility and self-suffi-
ciency could not count on much support in the
form of de-commodification. This policy became
successful thanks to a one-sided, export-focused
economic model, which appeared to take advan-
tage of the benefits of globalisation, as all three
domestic economic sectors — private households,
companies and the state — became net savers,
while products were sold abroad on credit.

The other side of this model manifests itself
economically in various ways. German internal
demand has been widely ignored for a long
time, there is an increase in precarious working
conditions, and there is insufficient government
revenue. Public infrastructure has been neglect-
ed due to a lack of investment in municipalities,
and public facilities such as nurseries, schools,
swimming baths and libraries are being closed or
not being renewed. Germany has also become a
country in which the gap in income and assets
has grown wider and wider. What the euro crisis
revealed above all else was the unsustainability
of the import deficit model, which literally ex-
ports unemployment to other European states,
as their current account balances go further into
the red and they become increasingly dependent
on Germany as a creditor. Nonetheless this poli-
cy was and is maintained.

However, the increased levels of immigration
meant a political obligation to accept, absorb
and integrate new arrivals. Many members of
the lower middle class, who did not believe they
were in a secure position, considered that this
treatment of immigrants was not fair to them.
All the more so when refugees were premature-
ly housed in mass residences, which were more
often located in middle-class suburbs than in
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upmarket urban neighbourhoods. The main
reason for this dissatisfaction, though, was that
the government was not prepared to discard
ordoliberal principles despite the exceptional
situation. It opted for piecemeal measures rath-
er than starting a comprehensive programme of
investment for integration and infrastructure,
which would have eased social integration both
for refugees and for people who feel neglected
by politics. Instead, the majority of parties in
Germany implied that existing social services,
infrastructure and educational facilities would
have to be shared out among more people. The
“culture of welcome” was, in itself, a positive
phenomenon, but it was blown up in the media
during the first months of increased immigra-
tion to such an extent that the economic divid-
ing line between a state-run community effort
and a simple plea for individual responsibilities
became blurred. On one hand it became associ-
ated with an integration and investment pro-
gramme and on the other with a call for refu-
gees and members of the public in the host
society to take on responsibility for becoming
integrated and earning a living. While the latter
option prevailed, it was possible to persist with
the free-market TINA principle (“there is no al-
ternative”).

Conflict lines and the Grand Coalition

Of course the governing conservative and social
democratic parties do not want to leave it up to
far-right and far-left political actors to cater to
those who are dissatisfied. Naturally the new
coalition of Christian Democrats and Social
Democrats would not want to leave itself open
to the accusation of having rejected Emmanuel
Macron’s invitation to revive the Franco-German
engine of EU integration. The coalition has big



plans for Europe. The plans in the coalition
agreement are in many respects significantly dif-
ferent from previous statements and domestic
German debates about the EU.

Thus the coalition wants to leave behind the
well-worn debate about Germany being a net
contributor, and strengthen the European Union
financially, even if that means higher contribu-
tions. On one hand it will be necessary to make
up for UK contributions to the EU budget when
they stop, and on the other hand more funds
should be available for new Community tasks,
although cuts are likely. One policy that is not
described in detail is provision of funds “for
economic stabilisation and social convergence
and to support structural reforms in the
Eurozone” as a starting point for an “invest-
ment budget” that is to be established later for
the currency union. The prospect of an EU
budget for the euro states (i.e. “fiscal capacity”)
allowed fiscal union supporters in the SPD to
prevail, as this could be used to form the nu-
cleus of an automatic stabiliser. On the other
side, supporters of a stability union with rewards
for structural reform managed to revive the idea
of a competitiveness instrument, which was
hotly debated in 2013 with the aim to enforce
structural reforms by new reform obligations.
They plan to implement this through a policy
also favoured by the coalition: developing the
ESM into a European monetary fund.

From the perspective of a fiscal union, it is
also desirable to have closer economic coordina-
tion of the euro states, including further harmo-
nisation of rules to avoid tax dumping, tax fraud
and tax evasion, and to align corporate tax rates.
A European social pact should also be conclud-
ed, to develop unified requirements for mini-
mum wage systems and social security provision,
and to prevent wage and social dumping. In
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comparison with the plans of previous German
governments, these proposals could certainly
lead to a progressive move away from the former
economic policy line, and come closer to meeting
the demands of France, Italy and Spain. However,
the stability-oriented hawks have also managed
to ensure that the coalition agreement still states
that in any reform of the currency union, the
Stability and Growth Pact must continue to be
the “compass”, and risk and responsibility must
still be linked to each other.

All three coalition partners agree that the EU
should play a central role in regulating and con-
trolling migration policy. There is support for the
creation of a European asylum system, with a
fair mechanism for distribution among EU
states, and ensuring common standards for asy-
lum procedures. Protection of the EU’s external
borders should be extended. Regarding the eco-
nomic line of conflict discussed above, the coali-
tion would like to make individual improve-
ments to integration measures, in line with the
principle of “rights and responsibilities”. More
funds are promised for federal states and mu-
nicipalities. However there is no prospect of a
broad integration programme. The Growth and
Stability Pact, the debt brake and avoiding new
public sector debt are concepts that are held
sacrosanct by the new government, which at
the same time also aims to exploit the budget
surplus to invest in education, childcare, house
construction and care.

Nonetheless, it is doubtful that this will be
sufficient to quieten the public’s concerns about
competition and a drop in living standards due
to migration, or to go beyond paper-based re-
form compromises for the Eurozone. However,
more positively, many small steps could certain-
ly result in significant progress in integration.
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Macron's goal for the EU:
make Europeans proud again

Sébastien Maillard

Ever since his election, the new French President
has become the EU’s main political leader. At a
time when the European integration process re-
mains challenged, his initiatives aim firstly to
change the mindset towards the EU by pushing
forward a “Europe that protects” agenda and
by developing a positive tone on Europe at large
in order to oppose the rise of nationalism
Emmanuel Macron’s European policy did not
start once he was elected President of France
last May. It started during his campaign itself
which, by its unusually outspoken pro-EU
stance, paved the way for a willing European
policy spelled out in his Sorbonne speech on
September 26. Aware that the European inte-
gration process has been seriously damaged
since the French referendum on the Constitutional
Treaty in 2005 and by a severe crisis series (bank,
sovereign debt, refugees, Brexit), Emmanuel
Macron measures what his victory against
Marine Le Pen has meant for the very existence
of the EU. Without his election, European inte-
gration was in a dead end. But relief is not
enough and business cannot be back as usual in
Brussels. By pushing forward a “Europe that
protects” (L'Europe qui protége) agenda, the
new French President hopes to reconcile public

opinions with European construction and bring
up some concrete results before the next
European elections in May 2019.

An ambitious “Europe that protects”
agenda

In that perspective, his first political battle on
the European front has been on the revision of
the posted workers directive. His capacity to re-
duce the length of authorized posted work,
hallmarked in an agreement set last October, is
more politically symbolic than practically useful
but it addresses a strong concern, widely spread
in France, against social dumping. The agree-
ment, which captured successful and exagerat-
ed media attention, meant to show French pub-
lic opinion the new President’s direct influence
on European matters. His speech at the
European summit in Goteburg (Sweden) the fol-
lowing month offered him another opportunity
to throw out ideas on how to relaunch social
convergence in the EU. The Elysée is now con-
sidering linking future European structural funds
to social convergence criterias and to anti-social
dumping measures.
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After social dumping, his new fight in this
“Europe that protects” battle is going to be
against fiscal dumping, supporting ways to tax
the digital industry — the so-called GAFA. The
French government welcomes the Commission’s
proposal made in March 2018. A visit of Macron
next year to Ireland could be used as a way to
put political pressure on this GAFA-friendly
country and show public opinion a willingness
to act on this fiscal issue pointed out as a failure
of EU integration.

Another field where the French President
wants to give “Europe that protects” some
teeth is migration. Until now, his policy on this
matter has been articulated mostly domestically.
Macron has openly acknowledged the results of
the latest Italian elections as a warning signal
for a clear EU response able to demonstrate that
Europe can keep the in-coming flows under
control. The Elysée is in a favour of revising the
Dublin regulation for a better burden-sharing of
asylum-seekers across the EU.

“Europe that protects” also means develop-
ing the common Defence policy. With the United
Kingdom about to leave the EU, France under-
stands it must play a new leading role in this field
since it will become de facto the sole EU Member
State with nuclear weapons and holding a per-
manent seat at the UN Security Council. With
the fight against terrorism to carry out in African
countries of the Sahel, and an unpredictable
American defence policy towards Europe, the
French president launched his European inter-
vention initiative in his Sorbonne speech, aside
from the newly established Permanent struc-
tured cooperation on defence and security
(PESCO). This unexpected French initiative has
since created misunderstanding among other EU
countries and officials, questioning how - and
why — it will differ from PESCO. In France, the
fear is that a PESCO, joined today by up to 25 EU
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Member States of the EU, may become too large
to be efficient. Paris hopes that building a
European intervention in its own right, outside
the EU and open to the UK, will prove by 2024
that it can deliver real protection to the Europeans.

Apart from defence, Macron’s approach to
security is also economic. He supports the idea
of screening foreign direct investment, put for-
ward by the Juncker Commission, in order for
Europeans to secure national interests and re-
spond to less open environments. When travel-
ling to China last January, he tried to act not only
as the French President but to present himself as
Europe’s foremost leader, requesting “reciproci-
ty” in the opening of domestic markets.

Inside Europe, Emmanuel Macron wants to
provide more economic protection and empow-
erment through the euro, the EU's most inte-
grated achievement yet. Bercy, place of the
French Finance ministry where the President
originally comes from, has developed ideas to
create a euro zone budget meant to be a stabi-
lizer in case of shocks on a country’s economy.
Macron is also in favour of creating a finance
minister for the euro-zone and a parliament for
the monetary union, reviving an old Franco-
German dispute on the kind of economic gov-
ernance to be attached to the single currency.

Restore France’s influence while
addressing French concerns

In pursuing this broad and ambitious “Europe
that protects” agenda, France knows it does
not meet expectations among many European
leaders, including Germany. But Macron seems
to favour deeper integration over unity at all
costs, concrete results than wide but mild com-
promises. Macron’s Europe is inevitably multi-
speed.



His proposals rely firstly on the traditional
Franco-German axis, which he wants to
strengthen in order to give his ideas the needed
political momentum. Unlike his two predeces-
sors, Nicolas Sarkozy and Francois Hollande, his
approach is not to attract partners against
Germany but to side with Germany. He has dis-
played the most Germanophile government
France has ever had. His prime minister, Edouard
Philippe, his finance minister, Bruno Le Maire,
and his Sherpa for foreign affairs, Philippe
Etienne, are all fluent in German, as was his first
defence minister, Sylvie Goulard.

To gain trust from Germany — and EU mem-
bers at large —, he has insisted on finally respect-
ing the 3 % of GDP public deficit threshold.
Thus his national fiscal policy and, more broadly,
his internal structural reforms of the French
economy, such as the one of the labour market
last Fall, must also be analysed from a European
perspective, as a way to earn respect from Berlin
— and Brussels — in order to regain the political
influence France had lost over the past years.
His quest to restore his country’s reputation in
Europe is a milestone of his European policy and
has been facilitated, at this stage, by a positive
global economical and financial environment
that provide him with convincing figures.

But to echo Macron’s famous en méme
temps (at the same time), his European policy
must also be understood from a domestic po-
litical perspective. His personal investment last
summer on the posted work issue sets a clear
example. Macron travelled to Salzburg (Austria)
to meet leaders from neighbouring Slovakia and
Czech Republic to get their needed political
support on this social reform, while openly and
harshly criticizing the Polish government. From
a diplomatic point of view, he managed to
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weaken the so-called Visegrad countries (Czech
Republic, Hungary, Poland, Slovakia) by dividing
them. But from a domestic political view, he
touched on entrenched French sentiments,
which seem to have never fully accepted the great
EU enlargement to the East of 2004 and still fear
the famous “Polish plumber”. He also positioned
himself against the Polish government at a mo-
ment when its reforms on the judiciary are criti-
cized, even more among left-wingers. Macron
did so while, at home, his liberal labour reform
was unpopular among the same voters. In a nut-
shell, he balanced his “right-wing” policy at
home with a “left-wing” policy in Europe.

For domestic reasons, he can even refuse the
outcome of a European agreement, despite his
pro-EU positioning, as happened on the glypho-
sate issue. Although a majority of ministers of
agriculture of the EU authorized this herbicide,
with suspected carcinogenic potential, for an-
other five years, on November 27th, Emmanuel
Macron tweeted on that same day, after the EU
vote, that France would unilaterally ban glypho-
sate within three years at the latest. Divisions
within his government on this hot button issue
reflect the ones that the French executive has on
agriculture at large. He is giving the impression
in Brussels that, unlike his predecessors such as
Chirac and Hollande, Paris has not yet com-
pletely settled its position on the Common agri-
cultural policy that it has always supported —
and benefited from — until now. The upcoming
discussion on the next multiannual financial
framework (EU's budget for 2021-2027) will
serve as a live test to watch whether Macron
supports new funding priorities for Europe, ac-
cording to his “Europe that protects” agenda or
sticks to traditional French positions.
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Acting in a weakened outside and internal
environment

But whatever his ambitions and priorities, the
French President’s European policy is weakened
by two factors, one external, the other internal.
The external one is the current political environ-
ment he encounters. The Sorbonne speech had
been specially delivered right after the German
elections as to influence the next governing
coalition in Berlin and get the Franco-German
engine kick-starting. The Elysée had not fore-
seen — as elsewhere — that the new German
government would take six months to be in
place, delaying its plans to reform Europe.
Although France prefers working with the
“grand coalition” finally sealed rather than the
earlier one that included the liberal FDP, it can-
not rely on a Franco-German axis as strong as
hoped for. Macron’s Sorbonne speech still has
not received a full German reply. He partners
with a weakened Chancellor and a divided SPD.
Yet he needs both.

The Elysée is more worried by the political
situation in Italy, following the elections of March
4th. It will also there not be able to rely much on
this founding Member State of European inte-
gration and traditional ally. The same weakness
is witnessed regarding Spain, whose political at-
tention is captured by the situation in Catalonia.
Macron cannot rely more on Scandinavian coun-
tries who do not fully taste his social agenda and
even less his ambitions for the eurozone. Same
for Eastern European countries, with whom the
French President wants to battle over democrat-
ic values. According to high level sources in
Brussels, France was the strongest supporter of
the Commission’s initiative to put unprecedent
pressure on Warsaw under article 7 procedure.
In this European political context, where the UK
is completely absorbed by Brexit, President
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Macron stands as the EU’s main leader but, en
méme temps, as the only one. A position that
may force him to lower down his ambitions for
Europe. The history of European integration
teaches that, to be successful, a European policy
must be supported by a small but committed
and willing coalition, never by one leader alone.
Mitterrand acted along with Helmut Kohl,
Jacques Delors at the Commission, and other
pro-Eu leaders, such as Felipe Gonzalez.

The other less known factor weakening
Macron’s European policy is internal. The young
President heads a state whose administration is
much less pro-European than himself. Ideas and
projects that he launches are not always en-
riched and supported as they should be by the
country’s high civil service. For instance, his will-
ingness to facilitate and to encourage mobility
for high school students, according to the
Erasmus model, or to develop European labelled
universities, have not been followed up by initia-
tives from the relevant French ministries, that are
needed to carry out such ideas in Brussels. And
politically, his party has not yet its own supporters
and proper MEPs in the European parliament.
European elections in May 2019 could bring the
first “En Marche” deputies to Strasbourg and
perhaps its own new political group, necessary to
sustain Macron’s European policy.

Developing a pro-EU style and wording

These elections will be the first the French
President faces since the legislative ones that
just followed his own last year. They are strate-
gic not only from a purely partisan perspective
but also to reform the EU, according to his views
as laid out in the Sorbonne speech. His biggest
challenge is to reverse the tide of nationalism
spread throughout Europe in order for the next



European Parliament not to be overtaken by it.
Macron’s European policy is to be understood in
this mid-term perspective.

Through his European policy, he does not
only want to deliver some results of what a
“Europe that protects” brings but, more deeply,
also address the existential crisis the EU is going
through. To reverse the tide of nationalism and
various sorts of populism, who have taken a
hostile stance towards the EU, his position to
take on purpose an opposite tone, as developed
during his presidential campaign. He is not
ashamed of the EU, neither negative, defensive
or silent about it but, on the contrary, he shows
himself proud of it. He considers the best way to
contain anti-EU sentiments from spreading is to
be pro-EU in a very offensive manner. This is
what makes Macron’s European policy unique in
the history of the French presidents since the
beginning of the European construction.

His policy therefore also focuses on symbols,
wording, slogans such as Bruxelles, c’est nous
(Brussels means all of us). It was his personal
idea to play the EU’s Hymn to Joy on the eve of
his election at the Louvre plaza in Paris. He also
announced last October that France would of-
ficially recognize the EU flag, whose presence in
the National Assembly (the French lower house)
was mocked by his main political opponent,
Jean-Luc Mélenchon. For his first speech on
Europe, before the Sorbonne, he chose the sce-
nic view of Athens, best-known symbol of de-
mocracy, in order to show that democratic val-
ues are on the side of EU contenders, not among
the nationalists. When using the word sover-
eignty on EU matters, he challenges those who
claim it to be only national.

But Macron’s main offensive before the
European elections is yet to come. His idea of
launching “citizens’ consultations” this year in
all willing EU states — 26 total as today — is
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meant to popularize EU affairs, who have be-
come regarded as reserved, understandable and
designed for the elite. This one-of-a-kind demo-
cratic debate is an attempt to find a third way
between closed-doors Brussels diplomatic ne-
gotiations and referendums, most often used
for internal political purposes. The aim here is to
have a bottom-up approach on European affairs
and make it an issue for an open debate, with-
out clearly stating how its unpredictable out-
come will be used. It will anyhow set the frame-
work of the campaign for the European elections
following. The success of what was first drafted
as “democratic conventions” depends on how
seriously they will be considered by its partici-
pants. The challenge for the French president is
to “demacronize” the process, suspected of be-
ing conducted for himself.

The fact his other idea of creating transna-
tional lists to elect MEPs had not been “dema-
cronized” enough before it was submitted to
the European Parliament on February 7 explains
why it was defeated by French right-wing MEPs
from the European Popular Party. But one can
bet the Elysée will try again in 2024 to create
such transnational lists, which are thought as a
way to Europeanize more the election of the
European Parliament. This idea as well as the
“citizens' consultations” are part of Macron’s
experiences he wishes to carry out in order to
change the mindset and attitude of Europeans
towards the EU.

Emmanuel Macron is passionate when it
comes to Europe. He will deliver more speeches
throughout his mandate. His objective is to de-
liver some concrete results showing that Europe
—or at least some countries within the EU — pro-
tects ordinary citizens worried about the pace of
globalisation and of migration and en méme
temps addressing the need to foster a sense of
European identity and belonging to a common
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set of values. If popular enough, the citizens’
consultations which will address all those some-
times sensitive issues could help president
Macron find the political momentum he needs
to reform the EU and that the political situation
in various countries lacks to provide him. But
the process may also fell.
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His ambition for Europe may also suffer from
a new Est-West divide that the debate on migra-
tion, on the respect of state of law and on the
EU’s future could deepen if mishandled. This is
the greatest geopolitical challenge ahead not
only for himself but for the sake of the whole EU.



opring 20138 Brexit
negotiations: progress
and future prospects

Mercedes Guinea Llorente

The status of Brexit negotiations as of
spring 2018

The political process commonly referred to as
Brexit, a euphemism for the withdrawal of the
United Kingdom (UK) from the European Union
(EU) popularised by the press, will undoubtedly
be one of the most important and disruptive
factors in European politics in 2018". This text,
which is meant to be a follow-up to a chapter
contained last year's State of the Union report,
provides an overview of progress made relative
to negotiations on the UK’s withdrawal from
the EU up to the spring 2018 and a brief sum-

! Brexit, a neologism combining the words “Britain” and
“exit” made popular by the press, refers to the UK's with-
drawal from the European Union, an event that has not yet
taken place but is expected to become official on 29 March
2019 according to Greenwich Mean (London) Time and 30
March 2019 according to Central Eastern European Time
(observed in Brussels, the city in which core EU institutions
or located, and the reference date adopted by the European
Council).

mary of what remains to be accomplished dur-
ing the months ahead?.

We will approach this analysis of the nego-
tiations underway from the perspective of the
impact of constitutional politics on the EU,
which is to say, in terms of changes within its
current structure about to take place within the
context of the withdrawal of one of its Member
States. It should be noted that the scope of this
discussion will be limited to withdrawal — the
process by which the EU and the UK will deter-
mine, by mutual consensus in accordance with
Article 50 of the TEU, the form and substance of
the UK’s exit from the Union and the framework
for legal and political relations between the EU
and the UK following this rupture. As such, it will
not approach the topic from the viewpoint of
the reduction of the EU (i.e., the impact of the

2 See: Guinea Llorente, M.: “El brexit: las negociaciones de
retirada del Reino Unido de la Unién Europea”, in: Lopez
Garrido, D. (Dir.), Informe sobre el estado de la Unién Eu-
ropea 2017. Relanzar Europa, Madrid, Fundacion Alternati-
vas, 2017, pp. 105-114.
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UK’s withdrawal on the EU as an inverse consti-
tutional political process diametrically opposed
to the process of EU enlargement).

As stated on innumerable occasions, much
of the complexity of the negotiations now un-
derway stems from their novelty: both of the
parties involved are immersed in a process
fraught with uncertainties and consequences
that neither has had to deal with before. Given
the brevity of Article 50 of the TEU, which fo-
cuses strictly on procedural aspects of negotia-
tions on the conditions of a Member State’s
withdrawal and is admittedly ambiguous on
certain points, negotiations are being conduct-
ed on the basis of European Council guidelines
and experience accumulated along the way. As
these talks have progressed, they have proved
to have numerous aspects in common with the
two other EU constitutional processes: enlarge-
ment and deepening, the most important of
which is the limited scope of changes they allow
and the fact not everything being open to nego-
tiation.

Optimal management of the Brexit
process: a matter of survival for the EU

It is abundantly clear to everyone involved that
the UK's withdrawal is of enormous importance
to the EU and its Member States, including
Spain, for a number of reasons. Two are par-
ticularly worth mentioning for the insight they
provide into various aspects of the negotiation
process.

The first is that the victory of the Brexit camp
in the 2016 referendum has plunged the Union
into a four-pronged existential crisis: it has not
only deflated the mythical narrative of the irre-
versibility and perceived value of integration,
but also brutally demonstrated that citizens are
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quite capable of turning their backs on the EU if
it doesnt live up to its promises, brought us face
to face with the destructive power of populism
and politics grounded in the manipulation of
public emotions rather than rational analysis
and, last but not least, has established a danger-
ous precedent, which, if not adequately ad-
dressed, could lead to an exodus of other
Member States and the unravelling or dilution
of European integration. Optimal management
of the Brexit process on the part of EU institu-
tions and Member States alike will therefore be
key to ensuring the survival of the European in-
tegration project.

The second reason is that the UK's with-
drawal from the EU, however it eventually plays
out, has, and will continue to have, wide-
sweeping commercial, economic and political
consequences for the Union as a whole and
each of its Member States. This has become pa-
tently clear from the institutional restructuring
already underway at the European level and in
a number of Member States in preparation for,
and in anticipation of, the changes that Brexit
will suppose®.

The immediate issue of concern is the eco-
nomic cost of separation, which will affect the
UK most at the outset but will also have greater
or lesser consequences for remaining Member
States as well*. The price all will pay will greatly
depend on whether withdrawal takes place by

3 EU negotiator Michel Barnier has openly acknowledged
to the press that the EU is drawing up plans for a no-deal
scenario in which Great Britain leaves the Union without an
agreement. Zalan, E.: “EU preparing for Brexit failure, Barnier
says”, Politico, 13 November 2018, https://euobserver.com/
uk-referendum/139842 (Retrieved 2 April 2018).

4 Regarding this question, see: Sampson, T.: “Brexit: The
Economics of International Disintegration”, Journal of Eco-
nomic Perspectives, vol. 31, No. 4, 2017, pp. 163-184.
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means of a friendly, consensual agreement or
in an atmosphere of conflict often referred to
as a cliff-edge scenario. Although direct costs
related to economic activity that will no longer
take place or will contract due to price increas-
es will inevitably be high, one must also con-
sider indirect costs associated with such things
as the creation of new entities, structures and
administrative procedures, the relocation of
agencies and the burden of coping with addi-
tional red tape. The economic burden Brexit
supposes for the EU will not be limited to the
cost of establishing a new relationship frame-
work with the UK but also entail a number of
challenges that will need to be dealt with over
time such as lower operating budgets, the
qualitative impact on different policies (of ma-
jor importance in the case of the CFSP) and the
necessity of renegotiating numerous trade
agreements.

Regardless of the final conditions under
which Brexit eventually occurs, both parties will
inevitably end up paying a price, a reality that
distinguishes the negotiations now underway
from others and places them in a unique cate-
gory. The unpalatable task facing negotiators is
to manage a separation, or disintegration if you
will, that implies losses for both parties involved
and benefits for none. Their shared objective is
therefore minimising what each stands to lose
by implementing what the European chief nego-
tiator has publicly referred to as a “damage con-
trol policy”®. This characteristic of the process

> European Council President Donald Tusk and Chief
European negotiator Michel Barnier have stated on a
number of public occasions that Europe’s main objective is
“damage control”. For an example, see: Tusk, D.: Remarks
following the UK notification, Brussels, 29 March 2017,
(Press Release 160/17).

significantly lowers its chances of success given
that negotiators are generally willing to make
painful concessions when they perceive the pos-
sibility of some sort of pay back further down
the line but are much less disposed to do so in
the absence of such a perspective. The only
thing that could possibly motivate the parties
engaged in these negotiations to work together
in a spirit of cooperation is a mutual fear of the
abyss that looms before them, or, in other
words, a common awareness that the failure to
reach an exit agreement will result in enormous
economic and political losses on both sides of
the English Channel.

Negotiations on the withdrawal

of the United Kingdom from the
European Union: progress

achieved during phase | (July-December
2017)

The process of UK withdrawal from the EU for-
mally began on 29 March 2017 with British
Prime Minister Teresa May's written notification
to the European Council in accordance with
Article 50 of the TEU®. This act set the Brexit
clock ticking and inaugurated the two-year pe-
riod allowed for the negotiation of a “withdraw-
al agreement”, which under the conditions laid
out in the TEU must take “the framework for the
future relationship” between the UK and the EU
into account. According to this timetable, Brexit
will become a reality on 30 March 2019 notwith-
standing a unanimous decision on the part of

® May, T.. Letter to Donald Tusk triggering Article 50,
London, 29" March 2017.
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the European Council and the consent of the UK
government to extend the negotiating period’.

European institutions started preparing for
the decision-making required under the applica-
tion of Article 50 well before the trigger date
with an eye to undertaking effective negotia-
tions as soon as possible. Michel Barnier, whom
the Commission had appointed chief negotiator
during the summer of 2016, lost no time in put-
ting together a solid team known as Task Force
50, and consultations with EU institutions and
key Member States were conducted for the pur-
pose of establishing a European negotiating po-
sition. On the basis of this inter-institutional
groundwork, the European Council adopted a
set of general guidelines for Brexit negotiations
on 29 April 20178.

7 Council guidelines for the application of Article 50 of the
Treaty stipulated that “the date of entry into force of the
withdrawal agreement should be at the latest 00:00 Central
European (Brussels) time 30 March 2019”. The Commis-
sion’s recommendation for a Council decision furthermore
states that regardless of whether or not such an agreement
is reached and enters into force, all Union Treaties will cease
to apply to the United Kingdom and its withdrawal will be-
come effective as of that hour and date. See: Council of the
European Union, Annex of Council decision (UE, Euratom)
2017/... authorising the opening of negotiations with the
United Kingdom of Great Britain and Northern Ireland for
an agreement setting out the arrangements for its with-
drawal from the European Union Brussels, 22 May 2017,
(XT 21016/17 ADD 1 REV 2), pt. 8; European Commission,
Recommendation for a Council Decision authorising the
Commission to open negotiations on an agreement with
the United Kingdom of Great Britain and Northern Ireland
setting out the arrangements for its withdrawal from the
European Union, Brussels, 3rd May 2017, (COM(2017) 218
final), p. 2.

8 As per Article 50, the member of the European Coun-
cil representing the UK is barred from participating in dis-
cussions related to the withdrawal process, in which only
the heads of state or government representing the 27 re-
maining Member States will have the right to take part.
European Council (Art. 50) Guidelines following the United
Kingdom’s notification under Article 50 TUE, Brussels, 29
April 2017 (EUCO XT 20004/17).
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As Article 50 of the TEU contained only ge-
neric and somewhat ambiguous provisions for
the withdrawal of a Member State, the bulk of
initial EU negotiation guidelines issued by the
European Council were devoted to procedural is-
sues and the rest to objectives and points to be
negotiated. All of this material formed an acquis
constitutionnel, a corpus of basic principles
shared by two other EU institutions (the European
Parliament and the European Commission), the
purpose of which was to “preserve the interests
of the Union”, which in the context of the nego-
tiations to follow would mean protecting the EU
from the risk of disintegration by focusing heav-
ily on damage control.

The EU negotiating strategy was based upon
four basic principles conceived to strengthen
the EU’s bargaining position and ensure unity
and cohesion between Member States and EU
institutions throughout the lengthy process.
These were:

1. All negotiation would be conducted exclu-
sively through one officially designated insti-
tutional channel as contemplated in Article
50 (a role assumed by the Commission-
appointed negotiator Michel Barnier). No
bilateral negotiation, direct negotiation be-
tween the UK and individual Member States
or minilateral negotiation on the part of
groups of States was to be allowed®.

2. Unilateral withdrawal of notification on the
part of the UK would not be impossible but
the possibility of reversing the process would
remain open under mutual agreement,
the approval of which would depend on the

® The governments of various individual Member States
have reportedly turned down attempts on the part of the
UK diplomatic corps to open bilateral negotiations, remind-
ing these contacts that the Commission is the Union’s sole
negotiator on withdrawal.
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European Council. Should the UK desire to
withdraw its notification and reverse the
process, the Council would impose strict
conditions ensuring that this decision would
not be used to gain political advantages det-
rimental of the interests of the EU.

. Negotiation of the terms of withdrawal would
be separated from negotiations concerning
the framework for the future relationship be-
tween the EU and the UK. These negotiation
processes would lead to two different agree-
ments: one related to withdrawal and the
other to the relationship between the two
parties following separation. As a mixed trea-
ty, the latter would need to be ratified at the
national level by all Member States. The over-
riding priorities were to ensure legal certainty
and work towards a separation agreement
that provided the best possible outcomes for
both parties, an approach intended to take
the wind out of the sails of the British govern-
ment’s initial stance that walking away from
the negotiating table without an agreement
on its future relationship with the EU was
preferable to striking an agreement that fell
short of the British public’s expectations'.

. The agreement was to be a package deal in
line with the EU’s established custom of
working towards comprehensive constitu-
tional and policy agreements based on the
principle that “nothing is settled until every-
thing is settled”. Agreements on individual
elements were to be considered provisional
and contingent upon final consensus on the
agreement as a whole.

The rest of the principles laid out in the
Commission’s general guidelines concerned a
common bargaining position on the substance of
negotiations. These points were articulated to es-
tablish a series of red lines meant to avoid conces-
sions that could possibly undermine the European
model of integration. This strategy called for:

1. Striking a balance between rights and obli-
gations and ensuring a level playing field for
negotiation on concessions anchored in the
principle of reciprocity.

2. Preserving the integrity of the four freedoms
of the EU single market. This issue was im-
portant given the UK government’s ambition
to fulfil its post-referendum pledge to the
British public to restrict the free movement
of EU citizens in and out of UK territory while
maintaining its right to enjoy the free move-
ment of the other three elements covered by
the single market concept: goods, services
and capital. The European objective was to
protect the integrity of its internal market by
binding economic benefits to the acceptance
and fulfilment of all aspects of the single
market framework, including the free move-
ment of persons the UK wished to avoid.

3. Getting the message across that non-mem-
bers cannot have the same rights as mem-
bers and enjoy the same benefits members
enjoy. Given pretensions within the Brexit
camp that it would be possible for the UK to
have its cake and eat it, it was once again
important to make it clear that the UK’s
withdrawal from the Union would entail the
loss of advantages that membership sup-
posed. Any concession on this point would
mean the end of European integration as
many other Member States would inevitably

' During the early stages of negotiation, Prime Minister
May publicly stated on various occasions that “no-deal is
better than a bad deal”. May, T. (UK Prime Minister), Speech
on the Government’s Negotiating Objectives for Exiting the
EU, Lancaster House, London, 17 January 2017.

be tempted to follow the UK’s lead and third
countries would also demand to renegotiate
their standing agreements with the EU.
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4. Preserving the Union’s autonomy as regards
its decision-making as well as the compe-
tence of the Court of Justice of the European
Union. This principle reflected the need to
maintain the unity and integrity of EU and
avoid concessions that might allow a third
country to rupture that cohesion. Negotiators
were particularly anxious to prevent non-
Member States from playing a role in institu-
tional decision-making processes and to pre-
serve the EU Court of Justice’s monopoly on
the interpretation and application of EU law.
These principles, which appeared in the ne-

gotiation guidelines approved by the Council on

22 May 2017, formed the basis of the EU nego-

tiator's mandate'". Each laid out in detail the is-

sues to be covered in the negotiation agenda
and that needed to be addressed on the final
withdrawal treaty.

European institutions were thus prepared to
begin the phase | of the negotiations. This
would nevertheless happen later than expected
due to Teresa May’s decision to call a snap gen-
eral election on 8 June 2017 in a bid to strength-
en her political position at home before em-
barking upon negotiations. May, who was
picked by her party to be Prime Minister in July
2016 following the resignation of David
Cameron, saw an early election as a means of
gaining a healthy majority in the House of
Commons in favour of withdrawal and shoring
up her negotiating position with the EU. Her in-
tentions were frustrated by the results, which
left her short of a parliamentary majority, forced
her to form a minority government with the
support of the Northern Ireland Democratic

" Council of the European Union, Annex of Council de-
cision (UE, Euratom) 2017/... authorising the opening of
negotiations with the United Kingdom of Great Britain...,
op. cit.
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Unionist Party and substantially weakened her
government’s negotiating position with the
British Parliament and the EU alike'.
Withdrawal negotiations, which did not get
officially underway until July 2017, began with
a series of four-day sessions held in Brussels
spaced approximately a month apart. First on
the agenda were issues related to withdrawal
that the European Council had determined
needed to be addressed during phase |, which
included the rights of EU citizens in the UK and
UK citizens in the EU, the settlement of out-
standing financial commitments assumed by
the UK as a member of the EU (popularly re-
ferred to as the “Brexit bill”), the future status
of the border between Ireland and Northern
Ireland, the governance of the agreement and a
range of other technical matters. It was estab-
lished that the European Council would assess
what had been achieved during these sessions
in October and decide whether to give the
green light to move on to phase Il of the nego-
tiations on the basis of progress made.
Negotiations conducted that summer and
fall produced little in the way of progress but a
fair amount of mutual sniping consisting mainly
of European charges that British negotiators
had come to the table unprepared and British
counter charges of European inflexibility.
Theresa May attempted to break the deadlock
by giving a speech in Florence in September
meant to provide new impulse for the process's.

12 Under May'’s leadership, the Conservative Party won 318
of the 650 seats contested, 12 fewer than it had won in
the previous general election held in 2015. Having lost her
absolute majority, in order to remain Prime Minister, May
was forced to strike an agreement on 26 June 2017 with
the Democratic Unionist Party of Northern Ireland, which
supported a “hard Brexit” solution.

> May, T.:, A New Era of Cooperation and Partnership be-
tween the UK and the EU, Florence, 22 September 2017.
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Her presentation offered few novelties apart
from the abandonment of her former no-deal
stance and a request for a “period of implemen-
tation” following the UK's departure from the
EU that would allow the business community
and other stakeholders to adapt to the new
situation. The European Council was neverthe-
less unable to certify sufficient progress on all
points in its October assessment, in which it an-
nounced that it would postpone its decision re-
garding the opening of phase Il negotiations
until its December session but conveyed positive
signals to the UK and called for more progress
on points that needed to be resolved in order to
begin discussions concerning the future rela-
tionship between the UK and the EU as soon as
possible™.

The assessment was followed by a flurry of
intense diplomatic activity between London and
Brussels focused on reaching consensus on
three critical issues that needed to be resolved
in order to move on to phase Il: citizens’ rights,
the Brexit bill and the Northern Irish border. An
eleventh-hour agreement between the two par-
ties reached in December was recorded in a
Joint Report™. The final challenge was coming
up with an alternative to the term “regulatory
alignment” that would make the wording of
the compromise on the Irish border acceptable
to DUP MPs, whose continued support in the
House of Commons was crucial to May.

When it met in December, the European
Council accepted the Commission’s proposal to
declare that sufficient progress had been made

4 European Council (Art. 50), Conclusions. Brussels, 20
October 2017, (EUCO XT 20014/17), pts. 2 and 3.

1> Negotiators of the European Union and the United King-
dom Government: Joint Report on progress during phase
1 of negotiations under article 50 TEU on the United King-
dom’s orderly withdrawal from the European Union, Brus-
sels, 8 December 2017, (TF50 (2017) 19).

to move on to phase II'®. European leaders could
easily be viewed as having been exceedingly be-
nevolent in declaring themselves satisfied with a
number of consensuses so fragile that they
would inevitably need to be reworked further
down the line'. Their support for May could
well have been motivated by a desire to avoid a
government crisis in the UK that would further
heighten the atmosphere of crisis looming over
Europe as a whole. The Council also agreed to
May's request for a transition period and gave
the Commission the mandate to negotiate this
point during phase Il, during the course of
which political agreements would be translated
into legal commitments and discussions re-
quired to reach agreement of certain other is-
sues of separation would take place. It never-
theless underscored that further negotiations
would be contingent upon commitments being
fully respected® and announced it would adopt
guidelines for negotiations on the framework of
future relationship in March 2018.

The results of phase | were clearly asymmet-
rical with the European Union maintaining the
upper hand throughout the entire process. UK
negotiators were forced to abandon their initial
stances and accept EU positions on one point
after another, from the order in which issues
would be addressed to the substance of the
principal points of withdrawal and to assimilate

6 European Council (Art. 50): Guidelines, 15 December
2017, (EUCO XT 20011/17).

7 Duff, A.: “Associate or dissociate: it's make your mind up
time”, Policy Network, 29 December 2017.

'8 The addition of this point was a consequence of a series
of unfortunate remarks made by UK Brexit Secretary David
Davis days earlier that framed the December agreement as
nothing more than “a statement of intent”. Eder, F.: “EU
toughens Brexit resolution after David Davis interview”, Po-
litico, 12 December 2017, https:/Avww.politico.eu/article/
eu-toughens-brexit-resolution-after-david-davis-interview/
(retrieved 2 April 2018).
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the reality that withdrawal will suppose the UK's
total exclusion from the Single Market and EU
Customs Union. Although the EU could be said
to have enjoyed an initial advantage in terms of
structural bargaining power, ongoing challeng-
es to May'’s leadership within the Conservation
Party and in the British Parliament as well as di-
visions within her cabinet regarding the future
relationship between the UK and the EU, all of
which impeded UK negotiators from defining
and maintaining coherent positions, also con-
tributed to this outcome. The EU, on the other
hand, was able to count on a high level of unity
and cohesion between Member States, which in
order to sustain the momentum, it will need to
maintain throughout the rest of the process.

Phase II: drafting the withdrawal treaty
and negotiating a transition period

Following the December Council meeting, prep-
arations got underway for the second phase of
negotiations, which will entail the drafting of
the withdrawal treaty set to enter into effect on
30 March 30, 2019, the provisions it must con-
tain for the transition period and a joint declara-
tion on future relations. The need to accomplish
these tasks within a short period of time places
everyone involved under intense pressure to pro-
duce results. In order to ensure there is time for
the agreement to be approved by EU institutions
and ratified by the UK, negotiations must con-
clude by October 2018. This means that negotia-
tors have only seven months to finish their work.

The European Council adopted a new set of
guidelines in December that complemented
those established in April 2017 and rounded
out an acquis constitutionnel for negotiation on
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outstanding issues.'® These included the follow-

ing stipulations:

1. The transition period to begin the day the
withdrawal treaty enters into effect must be
clearly defined and limited in time. During
this allotted time, the UK, as a third country,
must respect the whole of the EU acquis and
fulfil all legal obligations incumbent upon
Member States, including those approved
during the period of transition. It will, how-
ever, lose its right to participate in EU institu-
tions the moment the withdrawal agreement
enters into effect.

2. An agreement on the future relationship can
only be finalised and concluded once the
United Kingdom has become a third country.
Point nine of the Council guidelines issued in
December states that the understanding
reached on this point should be “elaborated
in a political declaration” based on a general
consensus and “referred to in the withdraw-
al agreement”. This being the case, negotia-
tions are actually playing out in three phases
rather than two, an assumption | have ap-
plied to this analysis: the first (concluded in
December) devoted to issues related to with-
drawal, the second devoted to tidying up
unfinished business on withdrawal and the
negotiation of a transition period during
which the UK will remain a member of the
EU, and a third dealing with a future rela-
tionship. Although ideas concerning the
third may be exchanged prior to the UK'’s
withdrawal, EU negotiators are not expect-
ing major movement on the future relation-
ship until the UK officially becomes a third
country.

1 European Council (Art. 50), Guidelines, 15 December
2017, (EUCO XT 20011/17).
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3. Going forward, the European Council will
"ensure a balance of rights and obligations,
preserve a level playing field, avoid upsetting
existing relations with third countries and
guarantee respect for all other principles set
out in its guidelines of 29 April 2017, in par-
ticular the need to preserve the integrity and
proper functioning of the Single Market”.
This fecund, complex statement provides a
preliminary glimpse of issues to be negoti-
ated in the context of the future relationship
between the UK and the EU. Of particular
interest is a new red line nestled in this sen-
tence alongside guidelines established in
2017, which is the need to avoid upsetting
existing relations with third countries. Its ad-
dition reflects concern regarding the possi-
bility (already raised by a number of the
Union’s preferential trading partners) that
conceding the UK privileged trading status
could unleash a torrent of requests from
third countries to renegotiate their existing
agreements?®. To wit, the EU will enter this
phase of negotiations with two bottom lines:
preserving the current European model of
integration and maintaining its relationships
with third countries.

On 29 January 2018 the Council adopted new
guidelines Barnier’s team are to follow during

20 One example is CETA, the contents of which many ex-
perts believe will need to be renegotiated immediately as a
consequence of the UK's withdrawal from the Union. Neu-
wahl, N., “CETA as a Potential Model for (Post-Brexit) UK-
EU Relations”, European Foreign Affairs Review, vol. 22, no.
3, 2017, pp. 279-301, p. 300.

negotiations on the transition period?'. These
include the Commission’s proposal that transi-
tion should terminate in December 2020 in par-
allel with the end of EU’s current seven-year
budget and other provisions concerning rights
and obligations during this period. Barnier pre-
sented a position paper in February that set out
transition conditions based on the Council’s
guidelines??. This document would form part of
a more comprehensive draft withdrawal agree-
ment presented by the Commission on 28
February that articulated political agreements
reached in legal terms and proposed wording
for points yet to be fully resolved?3. From this
point on, negotiation would be conducted on
the basis of this text. Barnier's initiative placed
the EU in a superior negotiating position from
the outset by establishing the terms upon which
discussions would focus.

In spite of initial indications that the process
could be rocky, negotiations on the transition

21 Council of the European Union, Annex to the Council
Decision supplementing the Council Decision of 22 May
2017 authorising the opening of the negotiations with the
United Kingdom of Great Britain and Northern Ireland for
an agreement setting out the arrangements for its with-
drawal from the European Union - Supplementary direc-
tives for the negotiation of an agreement with the United
Kingdom of Great Britain and Northern Ireland setting out
the arrangements for its withdrawal from the European
Union, Brussels, 29 January 2018, (XT 21004/18).

22 European Commission (Task Force Art. 50): Position Pa-
per “Transitional Arrangements in the Withdrawal Agree-
ment”, Brussels, 7 February 2018, (TF50 (2018) 30).

23 European Commission (Task Force Art. 50): Draft With-
drawal Agreement on the withdrawal of the United King-
dom of Great Britain and Northern Ireland from the Euro-
pean Union and the European Atomic Energy Community,
Brussels, 28 February 2018, (TF50 (2018) 33).
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period required less time than initially anticipat-
ed?. The UK negotiating team’s concession,
practically without conditions, to EU demands
revealed its urgent need to deliver a transition
agreement as soon as possible so as to prevent
businesses from making contingency plans in-
volving the transfer of operations out of the UK.

The Commission’s 19 March announcement
that an agreement had been reached on transi-
tion and other important aspects of the with-
drawal agreement signified a great step forward
that generated a wave of optimism?°. Solid
agreement has now been reached on issues
such as citizens' rights, UK financial liabilities
related to withdrawal, the greater part of provi-
sions related to the process of separation, the
circulation of goods in the Single Market, cus-
toms procedures, budgetary considerations, in-
tellectual property, data protection and the UK's
withdrawal from Euratom. Minor pending tech-
nical issues apart, agreement has yet to be
reached on two highly central political issues:
the governance of the agreement (institutional

2 The Commission’s articulation of conditions for the
transition period dismayed certain members of the British
government worried that the UK would become a “vassal
state” forced to apply the complete spectrum of EU regula-
tion without exception or right to participate in EU policy-
making. In order to close the agreement, EU negotiators
offered their counterparts the possibility of consultation on
issues of particular importance to the UK during the period
in question.

% The document released by the Commission 19 March
was a “coloured” version of the agreement in which text
agreed at the negotiator’s level were highlighted in green,
texts agreed in terms of policy objectives that required ed-
iting or clarifications were highlighted in yellow and texts
proposed by the Union but still under discussion were
left unhighlighted. (Task Force Art. 50): Draft Withdrawal
Agreement on the withdrawal of the United Kingdom
of Great Britain and Northern Ireland from the European
Union and the European Atomic Energy Community high-
lighting the progress made (coloured version) in the nego-
tiation round with the UK of 16-19 March 2018, Brussels,
19 March 2018, (TF50 (2018) 35).
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procedures for interpreting and applying the fi-
nal agreement and resolving related disputes)
and the open question as to how the border
between the two Irelands is to be handled.

The issue of governance has been partially
resolved thanks to the British acceptance of the
EU proposal to create a joint committee charged
with ensuring the good functioning of the
agreement, dealing with unforeseen situations
that may arise, deciding whether it is necessary
to incorporate future amendments as provided
for in the withdrawal agreement and resolve
potential conflicts between the signatory par-
ties. One stumbling block to further progress yet
to be overcome is British negotiators” insistence
that the UK will leave the jurisdiction of the
European Court of Justice upon its withdrawal
from the EU, a possibility that the EU will not,
and cannot, accept. The Irish border question
having been somewhat fudged in December,
the “regulatory alignment” the UK agreed to in
order to avoid a hard border must now be clear-
ly defined. This is a politically delicate and le-
gally irresolvable issue given that the only theo-
retically admissible way to avoid the imposition
of a hard border between the two Irelands go-
ing forward is for the UK to remain a part of the
EU Customs Union, an option that the UK gov-
ernment has dismissed out of hand. The UK ar-
gues that it is impossible to tackle this matter
without linking it to the framework for future
economic relations.

Future relations: what does the UK want
and what can the EU offer?

As noted previously, the goal of phase Il negotia-
tions is to make the progress on future relations
needed to prepare a political declaration by
March 2019. The EU has taken a firm position



SPRING 2018 BREXIT NEGOTIATIONS: PROGRESS AND FUTURE PROSPECTS

that no agreement on future relations is to be
signed until the UK officially becomes a third
country. Separating the UK's exit from the EU
from what are expected to be tricky negotiations
over future relations is seen as a means of ensur-
ing its “orderly withdrawal” from the Union.

The EU has insisted from the beginning of
the process that, Brexit being a national deci-
sion, it is up to the British government to pre-
sent a proposal for future relations?®. Initial
statements by British officials indicated that
May’s government believed the UK could retain
its current privileged status in the EU internal
market while reclaiming sovereignty over na-
tional borders and legislative and judicial mat-
ters, ceasing to contribute to the EU budget and
enjoying the freedom to negotiate its own trade
agreements with third countries. The articula-
tion of the EU negotiating position on future
relations disabused them of this notion and
forced them to assimilate the reality that na-
tional sovereignty in these areas would only be
possible at the heavy price of leaving the Single
Market and EU Customs Union.

In her notification letter and subsequent
Lancaster House and Florence speeches Theresa
May repeatedly stressed her intention to work
towards a “new deep and special relationship”
with the EU based on a “comprehensive, bold
and ambitious free trade agreement”?’. This
vague if grandiloquent statement did little to
conceal acute differences of opinion within her

% Juncker, J. C.: Speech to the plenary session of the Euro-
pean Parliament on the result of the referendum in the Unit-
ed Kingdom, Brussels, 28 June 2016, (SPEECH 16/2353).

27 See respectively: May, T.: Letter to Donald Tusk triggering
Article 50, London, 29" March 2017; Speech on the Gov-
ernment’s Negotiating Objectives for Exiting the EU, Lan-
caster House, London, 17 January 2017; A New Era of Co-
operation and Partnership between the UK and the EU,
Florence, 22 September 2017.

cabinet concerning the UK’s future relationship
with the EU that remained unresolved until
February 2018. May set out the British position
in two successive speeches. The first, delivered
on 17 February 2018 at the Munich Security
Conference, was devoted to cooperation on se-
curity and defence issues and the second, given
at Mansion House on 2 March, outlined her vi-
sion of a future economic and trade partnership.
During her speech in Munich, May acknowl-
edged the deep existing interdependence be-
tween the UK and the EU regarding security and
proposed striking an unparalleled agreement
grander in scale than any previous third country
security agreement negotiated by the Union
that would make it possible for the two to
maintain current levels of operational coopera-
tion on law enforcement and judicial matters
such as the European arrest warrant, data ex-
change and joint investigation?®. In terms of co-
operation on external security, she offered to
enter into a three-level strategic partnership to
function in tandem with NATO. At the first or
diplomatic level, this would entail establishing
channels for regular consultation, coordination
and joint sanctions. At the operational level, she
suggested that mechanisms be developed for
coordinating field operations related to both cri-
sis management situations and development
programmes. The third leg of her proposal con-
cerned cooperation on the further development
of joint defence, cyber and space capacities.
The long and detailed proposal for an eco-
nomic and trade partnership laid out by May at
Mansion House represented a substantial change
of tack in her government’s negotiating position
for being its first public acknowledgement of the

28 May, T.: Speech at the 2018 Munich Security Conference,
Munich, 17 February 2018.
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grave consequences Brexit would have for the
British people®®. She openly accepted the fact
that a reduction in trade was inevitable and that
judicial and legislative sovereignty would not be
possible if the UK wished to retain its current
favourable trading status with the EU in key ar-
eas. This was tantamount to an admission on
her part that the politics and economics of
Brexit were not compatible.

May informed her Mansion House audience
that she was eager to forge an agreement on
future relations that ensured broad mutual ac-
cess to markets and fair and open competition,
willing to make a commitment to maintain UK
regulation in alignment with EU regulation go-
ing forward and interested in establishing relia-
ble, transparent mechanisms to verify compli-
ance with commitments and resolve disputes.
The PM stated that she wanted “the broadest
and deepest possible partnership covering more
sectors... than any Free Trade Agreement any-
where in the World” and that such a deal should
be innovative rather than “off the shelf”. In
addition to citing mutual interests, she under-
scored the advantage of both parties starting
out with identical regulatory standards, a parity
she pledged the UK would work to maintain go-
ing forward.

May's proposal is focused on ensuring that
the EU-UK border is as frictionless as possible.
To this end, she has ruled out the introduction
of tariffs and quotas, supports a comprehensive
system of mutual recognition and pledges to
match EU regulatory standards in areas of trade
of interest to the UK. She recognised in her
Mansion House speech that any parliamentary
decision to diverge from this framework would

2% May, T.: Speech on our future economic partnership with
the European Union, Mansion House, London, 2 March
2018.
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be taken with the full understanding of its pos-
sible impact on the UK's Single Market status
and expressed a keen interest in the UK main-
taining a presence in EU agencies critical to the
chemical, pharmaceutical industries and the
European Aviation Security Agency. Regarding
external commercial relations, she envisaged
two options. The first was a customs partner-
ship with a mechanism allowing the UK to apply
its own tariffs and trade policy for goods enter-
ing its market while applying EU tariffs and rules
of origin for goods passing through its territory
en route to EU countries. The second option
would be a streamlined arrangement based on
a range of agreed-upon measures intended to
minimise frictions to trade. May also stated the
UK would work with the EU to manage shared
fishing stocks sustainably and agreed to recipro-
cal access to fisheries.

The prime minister was in favour of pursuing
a free trade agreement substantially broader in
scope than others currently in vigour. In line
with the UK's interests as a major exporter of
services, May suggested that new barriers be
introduced only when absolutely necessary in
order to avoid discrimination against foreign
service suppliers and called for mutual recogni-
tion of qualifications and the development of a
mutually agreed-upon labour mobility frame-
work that permitted businesses and self-em-
ployed professionals to offer services on both
sides of the Channel. She also mentioned two
sectors of vital interest to the UK usually given
short shrift in free trade agreements that she
would like to see covered under the pending fu-
ture relationship agreement —broadcasting and
financial services. Other areas in which she
thought cooperation would be possible were en-
ergy, transport, digital technology, law, science,
education and culture. All things considered,
May's presentation at Mansion House offered a
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detailed and ambitious vision framed from a far
more pragmatic perspective than her previous
speeches, which had focused exclusively on
British domestic politics.

The European Council adopted additional
guidelines for negotiation on the future rela-
tionship at its spring meeting®, during which it
reiterated previously established red lines, char-
acterised the UK'’s potential loss of preferential
access to the Single Market as a problem of its
own making and noted that the EU was willing
to adapt its position should the British stance
evolve in a constructive direction. It also reaf-
firmed its determination to forge the closest
partnership with the UK possible that covered
trade and economic cooperation and joint ef-
forts in other areas such as internal and external
security, defence and foreign policy.

Regarding a future economic and commer-
cial relationship, the European Council affirmed
its readiness to work towards “a balanced, am-
bitious and wide-ranging free trade agreement”
that provided a level playing field, reiterating,
nonetheless, that such an agreement would
not, under any circumstances, offer the same
benefits as membership. The newest set of
guidelines provides a list of provisions that
should be included in the final document. In
terms of trade in goods, the European Council
envisions an exemption from tariffs and quanti-
tative restrictions applicable to all sectors as well
as appropriate rules of origin contingent on re-
ciprocal access to fishing waters and resources.
Customs cooperation should preserve the regu-
latory and jurisdictional autonomy of both par-
ties and the integrity of the EU Customs Union.
In addition to calling for disciplines on technical

30 European Council (Art. 50), Guidelines, Brussels, 23
March 2018, (EUCO XT 20001/18).

barriers to trade and phytosanitary measures
and a framework for voluntary cooperation, the
European Council stipulates that the provision
of services and the rights of establishment of
service providers should be governed by host
state rules and that the final agreement should
include provisions covering access to public pro-
curement markets, investments, the protection
of intellectual property rights and other matters
of interest to the EU.

In addition to close cooperation on global
issues such as climate change, sustainable de-
velopment and cross-border pollution, new
European Council guidelines call for ambitious
provisions on movement of natural persons
based on reciprocity and non-discrimination
among Member States, the coordination of so-
cial security and recognition of professional
qualifications. Another area the European
Council would like to explore is judicial coopera-
tion on issues of matrimonial and parental re-
sponsibility and related matters.

Cooperation could also be extended to
transport services, and UK participation as a
third country in EU research and innovation,
educational and cultural programmes.
According to the European Council, the pend-
ing agreement on future relations must provide
solid guarantees aimed at preventing any unfair
competitive advantage the UK could gain by un-
dercutting levels of protection with respect to
competition and state aid, taxation and environ-
mental regulation and measures. Avoiding such
problems would require establishing mecha-
nisms designed to ensure domestic implemen-
tation and enforcement and facilitate the reso-
lution of disputes as well as Union autonomous
remedies commensurate with the scope of the
economic interconnectedness between the UK
and the EU. The European Council has also tak-
en a particularly firm position on financial ser-
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vices, requiring that any future framework must
safeguard financial stability in the Union and
respect its regulatory and supervisory regime
and standards and their implementation.

In relation to home security issues, the
European Council expressed its readiness to es-
tablish agreements on the effective exchange of
information, operational cooperation between
police authorities and judicial cooperation in
criminal matters with built-in safeguards that
ensure fundamental human rights are fully re-
spected and effective enforcement and dispute
settlement mechanisms. It is also looking to es-
tablish cooperation in areas such as foreign, se-
curity and defence policy. Keeping in mind the
UK's future status as a third country, the
European Council notes that appropriate dia-
logue, consultation, coordination, exchange of
information and cooperation mechanisms as
well as a security of information agreement
would need to be negotiated to this end. Last,
but not least, the European Council notes that
any agreement on the future relationship be-
tween the UK and the European Union must
contain provisions for management and super-
vision and dispute settlement and enforcement
(including sanctions and cross-retaliation mech-
anisms) that take into account the content and
depth of the relationship, the need to ensure
effectiveness and legal certainty and the re-
guirements of the autonomy of the EU legal or-
der, including the role of the Court of Justice of
the European Union.
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The negotiating positions of the two parties
have now been made clear, albeit in general
terms. As we have seen, some of them are quite
close but much remains to be done on others. It
is logical to assume that negotiation and con-
sensus will be easier on intergovernmental is-
sues than on community issues. What should
not be forgotten as negotiations begin once
more is that the party with the most to lose
should talks break down and trade relations end
up governed by WTO rules is the UK.

The preservation of the standing relationship
between the UK and the EU now depends on
the strength of the UK's commitment to main-
tain regulatory convergence. Divergence will
mean the loss of its current level of access to the
Single Market. The pendulum swing between
regulatory convergence and divergence will be
determined by which force proves stronger —
the UK'’s desire for greater political sovereignty
or its economic interest in continuing to play by
the current rules. A key and especially delicate
point yet to be negotiated is the governance of
the agreement. Provisions on this topic would
serve as a guarantee that the UK would uphold
its commitment to convergence going forward,
something only independent entities not sub-
ject to political pressure can ensure.



The EU in the wake of Brexit.
Results of a representative

survey conducted Ir

Jérémie Gagné and Richard Hilmer

Introductory remarks

For the European Union, the last ten years have
been characterised by a series of crises. A cer-
tain climax to this “cruel decade for Europe” (E.
Macron) was the decision by United Kingdom in
a referendum to leave the EU.

It would appear, however, that preparations
for Brexit negotiations have already led to a new
spirit of togetherness among the remaining
member countries. Yet the question arises as to
the extent to which they can expect support
from their respective populations. After all, the
Brexit result was not least a citizens’ vote against
the fundamental principles of the EU such as
free movement of workers, and a vote in favour
of re-establishing national control, above all
over national borders.

These themes have also played a dominant
role in other EU countries in the recent past, as
a representative survey carried out in eight EU
countries in autumn 2015 upon the commission

eight
EU countries

of the Friedrich-Ebert-Stiftung has demonstrat-
ed. It therefore made good sense to repeat this
study in order to determine how citizens in oth-
er EU states were reacting to the Brexit. In addi-
tion to questions already posed in 2015, new
questions were included to determine whether
Brexit was having more of a negative impact on
European integration or whether it might even
contribute to an improvement in the image of
the EU and strengthen the will to integrate.

Just as in 2015, surveys were carried out in
the four founding states of Germany, France,
[taly and the Netherlands, as well as in Spain,
Sweden, the Czech Republic and Slovakia. Each
national sample comprised 1000 computer-as-
sisted telephone interviews in the Western
European countries, and 500 interviews in the
two Eastern European countries. The target
group was persons eligible to vote.

Interviews for this second study were per-
formed between 5 and 22 May in Germany, be-
tween 17 May and 10 June 2017 in the remaining
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countries — i.e. following the second round of
the French presidential election.

Attitudes towards the EU following Brexit

In the 45 years of its EU membership, the United
Kingdom has repeatedly proven to be a difficult
partner. Many associate its membership down
to the present day with the legendary demand
voiced by Prime Minister Margaret Thatcher: “I
want my money back”.

For this reason, it is perhaps unsurprising
that some EU citizens are feeling relieved in the
wake of Brexit, viewing it as strengthening the
EU (Chart 1). Such optimism is widespread in
the southern countries of Spain (23 %), France
(19 %) and Italy (18 %). Nonetheless, pluralities
(at least) in all countries do fear that the exit of
the United Kingdom will tend to weaken the
EU. Pessimism is strongest in Slovakia (51 %)

and Sweden (48 %). Germany assumes a posi-
tion in the middle: 41 % believe that Brexit will
turn out negative, with only a minority of 12 %
expecting positive effects. If one includes citi-
zens who do not expect a major impact in either
direction (40 %), however, the reaction in
Germany, with 52 % not expecting any disad-
vantages, turns out relatively optimistic. The
Dutch are also reacting in a remarkably serene
manner to the planned exit of the U.K., tradi-
tionally their close ally. Here as well, a cautious
optimism prevails that the impact of Brexit will
be limited (40 %) or that it will even be to the
advantage of the EU (11 %).

Gap between figures shown and 100 % is
the equivalent of categories “do not know, pre-
fer not to say”. Basis: eligible voters in the indi-
vidual countries.

In response to Brexit and other challenges,
such as the new foreign policy agenda of the
USA under Donald Trump, EU institutions have

100 %
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80% — 45 35 37 41 e —
70 % — 43 &3 51—
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Gap between figures shown and 100 percent is the equivalent of categories “do not know”, “prefer not to say”.

Basis: eligible voters in the individual countries.
Source: policy matters.

Chart 1. Question: The British decided to leave the EU. What would you say: Will the EU be strengthened,
weakened or will the leaving of Britain not have any considerable impact?
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called upon the Member States to show more
cohesion. Some countries, above all France and
Germany, have responded with a stronger reaf-
firmation of the EU. In this, they have the major-
ity of their respective populations on their side:
eight out of ten Germans and six out of ten
French are in favour of strengthening coopera-
tion. So are clear majorities in Spain, Italy and
Slovakia. Meanwhile, support is significantly
weaker in the Netherlands and Sweden. In the
Czech Republic, finally, more citizens are actu-
ally in favour of greater national autonomy than
more cooperation (47 to 40 %).

Basic attitudes towards the EU

In the autumn of 2015, as the refugee crisis was
unfolding, basic attitudes towards the EU were
rather sceptical: only somewhat more than one-
fourth (28 %) of citizens in the eight countries
surveyed believed that EU membership was to
the advantage of their country. One-third asso-
ciated it with disadvantages. Another consid-
ered advantages and disadvantages to be
roughly in balance. Attitudes in individual coun-
tries differed greatly, however. In five countries
—France, the Netherlands, Italy, Sweden and the
Czech Republic — a plurality of citizens assumed
negative effects. This sceptical attitude was par-
ticularly salient in the Czech Republic at 44 %,
where by comparison only 13 % saw net advan-
tages. In Slovakia, positive and negative views
on EU membership were roughly equal. Solely
the attitudes of Germans and — particularly —
Spaniards displayed more optimism than pessi-
mism back then.

In early 2017, only one and a half years later,
a completely different picture emerges: EU
membership is assessed as significantly more
positive. Across countries, the percentage of

optimists has risen from 28 to 44 %, with only
22 % now fearing disadvantages (2015: 34 %).
There may be a causal link between this mood
swing and Brexit. Until recently, access to the EU
seemed tantamount to membership with no
option to leave. Making membership seem
more precarious, Brexit has apparently led to a
more focused analysis of the pros and cons of
EU membership. In all eight countries, there has
been a significant increase in the share of fa-
vourable views. At present, six of the eight
countries consider membership as positive. This
was only the case in three countries in 2015.
Views differ considerably between individual
countries, however. Germans display the most
positive balance: here the percentage of opti-
mists has doubled from 34 to 64 % (Chart 2).

A comparably positive development has tak-
en place in Slovakia, where the share of mem-
bership supporters has surged from 26 to 52 %.
Attitudes in Spain, where six out of ten citizens
hold the view that the benefits of EU member-
ship outweigh the disadvantages, are even
more marked. The citizens of Sweden, the
Netherlands and France now also see signifi-
cantly greater advantages than disadvantages in
EU membership.

Discernible doubt remains in Italy, where
citizens see advantages and disadvantages on
even keel. Current ambiguity does not equal
fundamental rejection of EU membership as
such, however, as two-thirds of Italians call for a
strengthening of integration. The Czech
Republic is the only country that views member-
ship as rather disadvantageous. Yet even in this
country traditionally EU-skeptical, a slight shift
can be observed: the share of optimists has
doubled from 13 to 25 %.

There is a widespread image of the EU as an
elite project from which lower classes profit lit-
tle, resulting in these strata being indifferent to
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Basis: eligible voters in the individual countries.
Source: policy matters.

Chart 2. Question: When thinking of your country’s EU membership, would you say that advantages outweigh
disadvantages, or that disadvantages outweigh advantages, or that advantages and disadvantages are even?

rejectionist with regard to integration. The find-
ings in this study confirm that persons who con-
sider themselves part of the upper strata are
significantly more pro-EU than members of the
lower classes. There are indications, however,
that these contrasting assessments of the EU
have abated somewhat. Since 2015, the basic
attitude towards the EU has not only changed to
the positive in upper classes in all eight countries,
but among the lower classes as well. In some
countries, like Germany and France, this shift has
even been strongest in the lower classes.

As rich in facets as this change in the image
of the EU to the positive would appear, it is also
underscored by notions people associate with
the Union. One of the most problematic find-
ings in the 2015 survey was that a majority of
citizens in all eight countries no longer associ-
ated the EU with growing, but rather declining,
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prosperity. This negative assessment has now
fundamentally changed: a majority of citizens in
the eight countries (47 %) associate the EU with
rising prosperity once again, while only 35 link
it to declining prosperity (58 % in 2015).

This change in mood has manifested in all
eight countries, although on significantly differ-
ing scales. The EU once again stands for mount-
ing prosperity for clear majorities in Slovakia
(68 %/up 32 %), in Spain (62 %/up 24 %) and
in Germany (53 %/up 22 %). But also in
Sweden, the Netherlands and France, the no-
tion of Community once again conjures up as-
sociations of rising rather than decreasing pros-
perity. Even in the Czech Republic, the two
views are roughly in balance. Only in economi-
cally struggling Italy does the majority continue
to associate the EU with a drop in prosperity.
What is worse: the view is widespread there
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that other Member States — above all Germany
— are even profiting at least indirectly from ltaly’s
problems’.

Currently, membership in the EU is also per-
ceived much more as an opportunity than risk
than was the case in 2015 (61 compared to
46 %). Back then four countries - the
Netherlands, France, Sweden and the Czech
Republic — tended to associate the Community
with the term “risk”. Now majorities in all coun-
tries (once again) agree that membership offers
these EU countries more of an opportunity for
betterment.

In five countries — Spain, Germany, Slovakia,
the Netherlands and Sweden — the EU also
tends to stand more for justice than injustice.
Opinions are split in Italy, France and the Czech
Republic. In six of the eight countries, however,
members of the lower classes tend to associate
the EU more with injustices.

The most important tasks of the EU

In September 2015, citizens considered coping
with the refugee influx to be by far the EU’s
most important task. Since then the number of
refugees has dropped significantly, but the issue
still stands at the top of the list. In the current
study — once again in response to the same
open-ended question — 54 % across all coun-
tries viewed this to be the most important or
second most important task facing the EU
(down 9 percentage points). Combatting unem-
ployment has also lost its sense of urgency, but
at 28 % (down 9 percentage points) of men-
tions remains in second place. The topics of
“strengthening the economy” and “reducing

! Cf. the FES study Fremde Freunde, 2017.

debt” have also dropped in importance some-
what (respectively losing 3 percentage points).

Above all two tasks have gained importance
in the last two years: first, fighting terrorism (up
9 %), which has moved to third place on the
agenda. Second, a reduction in social injustice
(up 8 %), which played scarcely any role at all in
2015, is now in seventh place (Chart 3).

There are some commonalities, but also sig-
nificant differences in priorities across national
borders, however. There is continued agree-
ment that refugee policy has the highest priority
in seven of the eight countries. The frequency of
mentions varies significantly, however. In the
Czech Republic and Slovakia, three out of four
citizens place that topic in first place. This result
is remarkable because neither country has ac-
cepted hardly any refugees to date, while both
are resisting any EU-wide allocation of migrants.

The two Visegrad states are followed by
Sweden in third place. There, more than half of
persons surveyed assign top priority, and an-
other 18 % second highest priority, to the topic
of refugee policy. Sweden is the only country
where this topic has gained in importance (up
6 %), suggesting that it is being discussed in an
increasingly controversial manner. Italy, which at
present has to cope with the largest number of
refugees, is only in fifth place (60 %), which is
probably primarily due to the fact that Rome is
currently struggling with a whole host of serious
problems.

The topic of “refugees” has lost significantly
in terms of salience in four out of the eight
countries, among them France (down 10 %),
the Netherlands (down 16 %) and above all in
Germany (down 34 %,).

Spain assumes a special position just like
back in 2015. Then and now it is the only coun-
try in which refugee policy does not dominate
the agenda, ranking fourth instead (17 %). As

"



THE STATE OF THE EURCPEAN UNION

1. Refugee policy

2. Fight against unemployment
3. Fight against terrorism

4. Boost the economy

5. Secure peace

6. Reduce sovereign debt/financial situation
of Member States

7. Reduce social inequalities

M First priority
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Source: policy matters.
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Chart 3. Question: Which tasks should the European Union tackle most urgently?

in 2015, the Spanish primarily expect support
from the EU in solving internal Spanish prob-
lems — such as, for instance, combatting unem-
ployment. Although its explosiveness has ta-
pered off (down 14 %), this topic is still in first
place with 46 % of mentions. Comparable im-
portance is assigned to the creation of new jobs
in the two other Mediterranean countries — Italy
and France. In both countries, this topic ranges
behind refugee policy in second place, tendency
declining. In the other five states as well, labour
market policy has lost some of its urgency; in
Germany and the Czech Republic this task is
only in fifth place now.

The issue of “combatting terrorism” has de-
veloped diametrically opposed to “unemploy-
ment”. Its relevance has risen in all eight coun-
tries. The fight against terrorism is now held to be
the second most important task facing the EU in
the Czech Republic, the Netherlands and Sweden.

In addition to the seven tasks mentioned as
the most important in all the countries, there
are some aspects specific to certain countries.
Especially remarkable, for instance, is that in
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Germany the open-ended question about the
most important tasks of the EU prompted the
response of “strengthening cohesion in the EU”
as the third most frequently mentioned issue.
This underscores the rise in importance of the
EU from the German perspective mentioned at
the outset.

Acceptance of measures promoting
integration

In view of the growing sensitivity of citizens in
all eight countries to the importance of the EU,
the question arises as to how integration can be
strengthened. To this end, respondents were
read a list of measures in order to determine
their acceptance. Support is highest for stronger
efforts to secure EU external borders (79 %),
followed in second place by a desire for greater
monitoring of budgetary discipline of Member
States (74 %). The launch of (nationally adjust-
ed) minimum wages throughout the EU meets
with comparable agreement.
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Two proposals that would grant EU citizens
a greater say also find wide support: the intro-
duction of pan-European referendums on fun-
damental issues (69 %) as well as the direct
election of the EU President (59 %). A majority
of respondents also welcomes the step-by-step
expansion of military capabilities of the EU
(62 %) as well as higher contributions by afflu-
ent Member States for a “growth offensive” in
southern and eastern Europe (56 %). The fact
that there is a limit to this desire for more EU
competencies is clearly illustrated, however, by
another result: two-thirds favour a right on the
part of national parliaments to object to and ap-
peal EU decisions.

Almost all measures receive support from a
majority in all countries — with one exception. A
growth offensive in Southern and Eastern Europe
tends to be rejected in the Netherlands (49 %),
with (minority) opposition also being strong in
thriving Germany (42 %) and Sweden (39 %).

National or European domain of responsibility

The 2015 study already explored citizens’ pref-
erences regarding national versus European
control over certain policy domains. The result
was a balance of policy areas under national
and areas under EU control. Current findings on
this question corroborate a stronger pro-Euro-
pean stance. Citizens tend to call for EU respon-
sibility in eight out of a total of twelve fields: In
foreign and security policy, taxation of multina-
tional corporations, trade relations with the
USA, data and consumer protection, immigra-
tion, energy supply and the legal status of same-
sex domestic partnerships. A comparison of
both studies indicates a slight increase in will-
ingness to shift competencies in the direction of
Brussels in five cases.

In some cases, there is largely agreement
across all eight countries on a preference for
European control. This especially goes for secu-
rity and defence policy, where two-thirds of per-
sons surveyed favour a shift in competencies.
Resistance is strongest in neutral Sweden.

In other fields of policy as well, there are sig-
nificant differences between countries, whereby
the lines of conflict usually run between Eastern
and Western Europe. Opinions differ most pro-
foundly in the area of refugee policy. In five of
the six western countries, citizens call for
European solutions in the acceptance and inte-
gration of refugees. Germans and ltalians,
whose countries are currently bearing the main
burden of immigration, demand a European so-
lution most vehemently. In the Visegrad states
of Slovakia and the Czech Republic, however,
opposition to exactly this is clearly the majority
stance (seven out of ten).

With regard to same-sex domestic partner-
ships as well, majorities in Slovakia and the
Czech Republic favour national responsibility —
evidence of the continuing cultural differences
between eastern and western European states.
With regard to energy issues, clear majorities of
citizens in both countries prefer national ar-
rangements even though both are highly de-
pendent in terms of energy supply. On the other
hand, especially Spain (67 %) and ltaly (64 %)
speak out in favour of a greater coordination of
energy policy, and so do considerable majorities
in the Netherlands (54 %), France (53 %) and
Germany (52 %).

Responsibility in the area of combatting
youth unemployment remains controversial. In
some countries with high youth unemployment
— Spain and lItaly — majorities are in favour of
European solutions, while the French tend to
view this as a national task. Citizens in the
Netherlands, Sweden and the Czech Republic
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— countries in which this topic scarcely plays a
role — also prefer national control. In Germany
and Slovakia, on the other hand — both scarcely
affected by youth unemployment — common ef-
forts would find support. Thus, Germans seem
aware that their own economic strength cannot
last if important partner states are suffering.

Agreement to an expansion of EU compe-
tencies is rejected in some areas, however, espe-
cially with budget sovereignty and social sys-
tems. There is no majority in favour of an
integration of financial policy in any of the eight
countries. Reservations are greatest in the Czech
Republic (80 %), Slovakia, Germany and France
(each with over 70 %). Willingness to shift com-
petencies is relatively strong in Italy (36 %) and
above all in Spain (44 %). EU competencies re-
garding unemployment benefits would also
meet with little support. In Spain only, a narrow
majority can imagine a European solution for
unemployment insurance.

There are similar findings with regard to pen-
sion policy. A clear majority are in favour of na-
tional control in six countries (between 58 and
67 %). Only majorities in Spain and Italy (at
53 %, respectively) can conceive of a transfer of
competencies to the EU in this area.

Even in the area of budgetary and social
policy, however, the willingness to seek
European solutions has grown slightly in most
countries. This explicitly does not apply to
Germany, however, where opposition is greater
and undiminished. Financial and social policy
appear to still form Germany’s borderlines when
it comes to preserving one’s own prosperity.

Acceptance of EU rules
Cohesion of the EU is not least based on various

common rules. At the heart of these are democ-
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racy, rule of law and adherence to human rights,
but also the free movement of capital, services,
goods and labour. The latter has repeatedly
been at focus in debates that have taken on a
new importance with Brexit. After all, freedom
of labour was a reason for many British to vote
“Leave”.

Reassuringly, this example did not have a cop-
ycat effect elsewhere: at 57 %, the percentage
of citizens in favour of worker mobility remains
constant compared to 2015. Still, one-third state
that EU Member States should be allowed to re-
strict the influx of workers from other EU states.
Opinions differed significantly between countries
here, however, although not precisely between
countries of origin and countries of destination.
Free movement of workers meets with majority
support in Spain and Italy, Slovakia and the Czech
Republic, but also in Germany, the main destina-
tion for EU jobseekers.

The high level of agreement with the free
movement of workers does not include free ac-
cess to social services in the country of destina-
tion, however. A majority across all countries
(56 %) is in favour of benefits made contingent
upon whether beneficiaries have worked for a
longer period of time in the respective country.
A clear majority in Italy (71 %) is, however, in
favour of universal social benefits regardless of
an individual's work history. Over half of all
Spaniards surveyed (53 %) also share this view.

In the other six countries, clear majorities are
in favour of linking social benefits to regular
work. This attitude is particularly prevalent in
Germany and the Netherlands.

Public demands for a common minimum so-
cial standard to apply throughout the EU? are

2 This demand was most recently tabled by federal minister
of Labour Andrea Nahles in an article for the FAZ.



THE EU IN THE WAKE OF BREXIT. RESULTS OF A REPRESENTATIVE SURVEY CONDUCTED IN EIGHT EU COUNTRIES

omnipresent, not least in order to mitigate the
incentive for migration within the EU. Yet opin-
ions on this do differ considerably between
countries. The introduction of minimum stand-
ards meets with considerable agreement in Italy
(74 %), Spain (71 %) and Slovakia (60 %),
whereas it meets with little enthusiasm in the
Czech Republic (41 %), the Netherlands (38 %)
and Sweden (33 %). Opinions are split in France
and Germany.

Among the unwritten and highly controver-
sial rules of the EU is the imperative to show
solidarity between Member Countries, which
also implies a financial transfer between pros-
perous and poorer countries. Here as well, views
in the various countries diverge. Majorities in
countries facing economic problems like Spain
(60 %), Slovakia (59 %) and Italy (53 %) advo-
cate financial support of poorer countries by
richer ones. Yet so does a clear majority in
Germany. On the other hand, majorities in the
Czech Republic and the Netherlands (61 and
65 %, respectively) reject such an approach.
Opinions are divided in Sweden and France.

Trust and confidence in Member States

The strength of the EU depends not least on
trust between Member States. This goes not
only for governments, but for populations as
well. As France and Germany play a special role
in the EU, trust of partner countries in these two
nations, but also in their own country, was
measured in 2017 and 2015. For reasons of
comparison, trust and confidence in two addi-
tional important EU countries was also surveyed:
[taly and Poland.

Findings in 2015 were very satisfactory from
a German perspective: trust and confidence in
Germany was relatively great across all seven

countries (65 %), while Germans themselves
trusted both their close ally France (59 %) and
their own country (76 %) to a high extent.

France did not do so well. Although the
French had roughly the same trust in the rising
neighbour Germany as vice versa (60 %), trust
of the seven partner countries in France turned
out to be rather modest at 52 %. Attitudes of
the French towards their own country also dis-
played self-doubt: Only around half had trust
(53 %) in their own country.

Both figures improved significantly following
the election of Emmanuel Macron. Now six out
of ten citizens from the seven partner countries
have trust and confidence in France, up eight
percentage points. Germans rank highest with
74 % (up 15 percentage points). This increase is
only surpassed by the Swedes (up 16 %), al-
though at a significantly lower level (59 %).
Most importantly, however, French citizens
themselves have restored faith in their country
64 % /up 11 %).

As in 2015, two out of three citizens in the
seven partner states continue to have trust and
confidence in Germany. The relationship of the
French to their neighbouring country has even
improved (65 % / up five %). In addition, the
self-image of Germans has improved, as
Germany’s role in the EU is now considered pos-
itive by 88 % of its own citizens. So much self-
confidence can also arouse distrust, as seems to
be the case among the Czech population,
whose trust in their powerful neighbour has
eroded perceptively (down 7 %). Germany
seems to have made few friends in the Czech
population with its liberal refugee policy.

With Brexit impending, Italy will automati-
cally gain influence and importance as the new
third-largest EU country. Thus, it is important to
note that trust and confidence in this country
has risen substantially (up 7 %). Improvement is
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particularly salient in Germany (up 14 %) and
Spain (up 10 %). At 35 %, the affirmation of
faith across all countries remains at a relatively
low level, however. Italians themselves shares
this distrust: barely four out of ten are positive
about their own country’s role in the EU — the
lowest level of self-perception out of all coun-
tries surveyed.

Poland displays even worse results with re-
gard to its perception in other countries. Just as
in 2015, only one in every five persons have a
positive view of its role. Nor does Poland have a
good image even among its eastern European
partner countries: Only one out of four Slovaks
and Czechs trust their neighbouring country.
Moreover, trust in Poland has eroded in four out
of the six western countries since the last parlia-
mentary elections, from which the conservative
rightist party Prawo i prawiedliwos¢ (PiS) (in
English: law and justice) emerged with an abso-
lute majority.

Trust and confidence in political parties
to represent the interests of one’s own
country

Trust and confidence in the EU depends not
least on how well or poorly one considers the
interest of one’s own country represented in the
Community. Here political parties and their
leaders play a major role. Asin 2015, it was en-
quired which party citizens believed to best rep-
resent the interests of their own country.
Viewed across all eight countries, the wide
distribution of trust in various parties is striking.
The previous dominance of the two major blocs
of Conservatives and Social Democrats appears
obsolete. Across all countries, 17 % place their
trust and confidence in parties organized under
the roof of the European People’s Party (EPP),

76

Social Democratic parties obtain 16 %. Both fig-
ures only add up to one-third of citizens.
Eight % place their trust in liberal parties, five %
in parties along the left part of the spectrum,
three % in parties from the parliamentary party
group of European Conservatives and Reformers
(ECR), and two % in green parties. The compe-
tence ascribed to other parties that are not part
of the large party families is remarkably great at
six %. Most mentions were for Macron’s newly
founded party La République en Marche (LREM).

It is interesting to note the large share of
populist or right-wing populist parties (11 %).
Compared to 2015 this means a growth of
two % — not necessarily a “thumbs-up” for the
stepped-up efforts of EU states to close ranks
more tightly. One positive finding, however, is
that the share of persons not placing their trust
and confidence in any party has fallen from 19
to 13 %.

Conclusion

The EU has gone through a decade of external
and internal crises, some of which remain un-
solved. In addition, the first exit of a Member
State and authoritarian tendencies in some
eastern European states are casting serious
doubts on the cohesion of the EU.

Ongoing challenges have an impact on citi-
zens' opinion in eight European states. Coping
with the refugee crisis continues to be seen as
the most important task of the European Union,
while unemployment, terrorism and threats to
peace are further causes of concern. Large sec-
tions of the population also fear that Brexit
could have a negative impact on the European
Union.

Overall, however, the findings offer grounds
for hope. Majorities in seven out of eight countries
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advocate tighter cooperation among remaining
Member States. In all countries today, signifi-
cantly more citizens are convinced that EU
membership is positive for their country. It is
viewed once again as more of an opportunity
than risk, and a majority believe that the EU
meets its main purpose — bringing about pros-
perity. Apparently, Brexit and other challenges
have made citizens more aware of the value
that cooperation has to offer for their country,
but also for them personally.

From a German perspective, the fact that
above all Germans have developed a new sensi-
tivity to the benefits that the country derives
from EU membership is especially heartening.
The conviction that it is time for more and not
less common action is nowhere as pronounced
as in the German population.

The willingness to shift more competencies to
the European level has also risen in all countries.
This goes in particular for foreign and security
policy, yet also for the taxation of multinational
corporations as well as trade relations with third
countries. Significant differences remain with re-
gard to responsibility for refugee policy.

Clear constraints on Europeanisation re-
main, however. This applies especially to budg-
etary sovereignty, but also to pension and un-
employment insurance, which large majorities
consider a national responsibility. Majorities in
all eight countries furthermore call for the intro-
duction of a right for their national parliaments
to object to and appeal EU decisions.
Additionally, clear majorities in all countries
speak out in favour of referendums on impor-
tant decisions — another “emergency brake”.
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Member States and
EU values: the challenge

José Enrique de Ayala

Over the past few months, the European
Union (EU) has received positive news that has
done much to allay some uncertainties it faced
only a year ago. The victory of Europeanist
Emmanuel Macron in the French presidential
elections of May 2017 and the more recent re-
newal of the grand coalition between the CDU-
CSU and the Social Democratic Party in Germany
have set the stage for a probable re-launch of
the European project and the implementation
of much-needed reforms — particularly of an
economic nature — at a time when Eurozone
countries and the rest of their EU counterparts
are rebounding from the recent protracted re-
cession with an overall 2.5 % GDP growth rate
for 2017.

Other major problems nevertheless continue to
cast a shadow over Europe’s common future.
Although the EU and the United Kingdom have
reached a transition agreement, many other as-
pects of Brexit such as the dilemma of how the Irish
border should be handled have yet to be resolved
and the impact of the UK's withdrawal from the
Union must be absorbed. Acts of terrorism such as

of nationalism

those perpetrated in Barcelona in August 2017
and Carcassonne in March 2018 continue to
take place. Although third-party agreements
have eased irregular migration to a certain ex-
tent, this problem is far from been solved. In the
socio-economic arena, economic union (includ-
ing banking union) must be completed and
steps must be taken to close the gap the great
recession has created between northern and
southern Europe in terms of creditor and debtor
states and correct the tremendous inequality
that now exists in EU countries as a result of
neoliberal policies that put the wealthy in a po-
sition to increase their fortunes substantially
during the crisis while working and middle class
people, in contrast, have seen their wages drop,
their social rights cut back and their employ-
ment prospects become more precarious.

This rise in inequality and insecurity, the un-
certainty and fear about the future that has
taken hold in broad sectors of European society
and the weakening of the social state are col-
lectively to blame for the most serious problem
the Union now faces: the rise of ultranationalist,
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anti-European populist movements that pose a
threat to the existence of the EU and the liberal
democratic system based on the rule of law as a
whole. Worst case scenarios of populist success
at the polls have failed to materialise in the EU’s
largest states with the exception of Italy, where
the victory of the Five Star Movement and the
spectacular results of the League (formerly the
Northern League) have given rise to the omi-
nous possibility of a coalition government by
two parties known for their frequent anti-Euro-
pean statements. There is no motive to be opti-
mistic about the situation elsewhere either.
Geert Wilder's Freedom Party came in second in
the 2017 Dutch general elections with 13.1 %
of the vote, while the leader of the far-right
National Front, Marine Le Pen, captured 33.9 %
of the votes in a runoff election against
Emmanuel Macron in last May’s French presi-
dential elections. The extremist party Alternative
for Germany, which won over five million votes
(12.64 % of the total) in federal elections held
in Germany in September, will be the main op-
position party in the Bundestag. Populist and
extreme right-wing parties such as the Danish
People’s Party, upon whose support the current
ruling coalition government in Denmark de-
pends, and ANEL, which has become Syriza’s
ruling coalition partner in Greece, have gained
significant ground in other Member States as
well. More often than not, the existence and
relative success of such movements have a per-
verse influence on the discourses of right-wing,
centre-right and even more liberal parties,
whose rush to adopt of extremist positions in a
bid to appeal to voters has led to an across-the-
board erosion of the freedom of expression and
other civil rights. Democracy is fragile and must
be protected on a day-to-day basis. The traction
these movements are gaining is leading to a ba-
nalisation of xenophobia and ultranationalism,
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both of which are steadily seeping into the
mainstream of European politics and becoming
more and more publicly acceptable.

The case of Austria

Austria provides a case study of the extent to
which extremist ideas have come to be consid-
ered normal and acceptable in Europe. The
Austrian People’s Party (OVP) won the Austrian
general elections of October 2017 with 31.5 %
of the popular vote, edging out both the Social
Party, which received 26.9 %, and the far-right
Freedom Party (FPO), which won a slightly lower
26 %. In December, Sebastian Kurz, the young
leader of the OVP, formed a coalition govern-
ment with FPO, whose leader Heinz-Christian
Strache now serves as vice-chancellor and also
heads up the country’s Ministry of Civil Service
and Sports. The openly xenophobic and
Eurosceptic FPO currently controls all matters
related to security (defence, interior and foreign
affairs), with the exception of the bulk of the
European agenda. The central platform of the
coalition’s programme and an issue that the FPO
has deftly exploited is the perceived need to halt
irregular migration, a topic of great concern in
Austria given the country’s proximity to the
Balkan migration route.

Figures associated with the right-wing
Movement for a Europe of Nations and Freedom
such as Le Pen, Wilders and the Czech politician
Tomio Okamura rushed to congratulate the FPO
on its success. The reactions of Jean-Claude
Juncker and Angela Merkel have been more
muted, both stating they would judge the
Austrian government “on its actions”. A com-
parison of this response to the one that fol-
lowed the FPO’s first entry into the Austrian
government in 2000, which prompted 14



European countries to adopt hard diplomatic
sanctions against Vienna, provides a crystal-
clear idea of how much perceptions have
changed in Europe regarding this sort of politi-
cal party.

The new Austrian government’s proposal to
grant Austrian passports to German speaking
inhabitants of the Alto Adigio (South Tyrol), a
northern Italian province Austria lost following
its defeat in World War |, has not gone down
well with either the Italian government or EU
institutions horrified by the prospect of a revival
of old ethnic and territorial disputes that the
founding of the Union was meant put an end
to. Austria could decide to collaborate more
closely with the Visegrad Group — with which it
shares interests on a number of issues such as
emigration — in what would constitute a sui
generis resurrection of the Austrian-Hungarian
Empire with sufficient clout to give Brussels ad-
ditional unwanted headaches.

The Visegrad Group: the case of Poland
and Hungary

Although ultranationalist populism and Euros-
cepticism are pan-European phenomena, their
success with electorates has been greatest in
Eastern Europe, particularly in the countries per-
taining to the Visegrad Group, a political bloc
formed in 1991 by Poland, Hungary, the Czech
Republic and Slovakia reminiscent of a tradi-
tional, fourteenth century alliance.

These countries have many things in com-
mon. The first is their posture towards the EU,
which is positive as far as economic and trade
issues go but marked by a strong resistance
against anything they perceive as political inter-
vention in domestic affairs or a loss of national
sovereignty, an attitude that may well be related
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to their fairly recent subjection to the Soviet
Union and historical mistrust of Germany.
Populist movements in these states do not feed
off problems such as job insecurity or inequality
but rather nationalist and identitarian senti-
ment, which runs higher in this region than
elsewhere in Europe. One indication of where
the power of such feelings can lead was the in-
troduction of a law in Poland in February that
made drawing associations between the Polish
state or people and the extermination of Jews
during World War Il a punishable offense carry-
ing a prison sentence up to three years, legisla-
tion that not only restricts free expression but
also perpetuates a historical fallacy, given that
although Germany may bear the principal re-
sponsibility for the Shoah, ample proof exists
that certain Poles, just like certain citizens in
other occupied European countries, collaborat-
ed in the extermination.

While the majority of the parties governing
V4 countries would rather have a Union limited
to a free trade area than a Union headed to-
wards political union and are furthermore look-
ing to recuperate a number of competences
currently assumed by Brussels, the exit of the
UK supposes the loss of a key major ally in the
fight to bring the EU into closer alignment with
their perceptions of how it should be. At the
end of day, they are interested in enjoying the
benefits of belonging to the EU but less eager
to comply with certain obligations that mem-
bership entails.

This was made clear not so long ago by their
repeated refusal to comply with refugee quotas
set by Brussels, a posture that sparked irritation
in Berlin, Paris and Rome and could very well
provoke a serious crisis within the Union. The
most extremist of these parties, such as the PiS
in Poland and Fidesz in Hungary, stir up fanta-
sies about a new Islamic invasion in a bid to at-
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tract voters. Reality curiously contradicts the
panic scenarios of Muslim migration they are
hawking to their citizens. A recent study con-
ducted by Pew Research indicates that 25.8 mil-
lion Muslims currently reside in Europe, a figure
that translates into 4.9 % of the overall popula-
tion. An examination of variation within the
Union reveals that Muslims account for 8.8 %
of the population in France, 8.1 % in Sweden
and 6.1 % in Germany — sharp contrast to demo-
graphic realities in Visegrad countries, in which
they make up a mere 0.1 % of the population of
Poland, 0.4 % of the population of Hungary,
0.2 % of the population of the Czech Republic
and 0.1 % of the population of Slovakia.
According to the most probable scenario present-
ed in this study, Europe’s Muslim population is
projected to reach 58 million (11.2 %) by 2050.
Should Europe continue to absorb sustained
flows of migrants at 2016 levels, the projection
rises to 75 million or 14 % by the same date. Even
in the context of this least likely scenario, in which
Muslims would represent 20 % or more of the
populations of countries such as Germany, France
and Sweden by 2050 should extraordinarily high
levels of migration continue unabated, the same
group would only constitute 0.2 % of the popu-
lation in Poland, 0.7 % in Slovakia, 1.2 % in the
Czech Republic and 4.5 % in Hungary.

The integration of Muslim communities into
the fabric of European societies is a serious issue
that must be addressed at the political, econom-
ic, social and cultural level in order to avoid divi-
sions that could be very difficult to manage far-
ther down the line. However, as we have had
ample opportunity to observe, the partisan ma-
nipulation of the problem can end up having a
far more negative impact than the problem itself.

The truth be told, the most serious problem in
countries throughout this region is the authori-
tarian and anti-liberal drift of their governments
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(particularly those in Warsaw and Budapest),
which are negating the values that underpin
and define the UE by putting fundamental prin-
ciples of democracy such as the division of pow-
ers and free expression at risk. Although the on-
going conversion of full-fledged democratic
states into illiberal democracies or majority au-
tocracies along the lines of Vladimir Putin’s Russia
could pose an existential threat to the EU if not
reversed in time, community institutions appear
to be for the most part unprepared to tackle this
problem in a decisive and effective manner.

Despite repeated warnings from the
European Commission, Poland’s governing far-
right Law and Justice Party (directed from the
shadows by parliamentary leader Jaroslaw
Kaczynski) has approved 13 controversial laws
since 2016 affecting the independence of the
country’s judicial system, the most recent of
which, adopted in December 2017, placed the
country’s Supreme Court and National Council
for the Judiciary under the direct political con-
trol of the Polish Parliament, and, by extension,
the country’s ruling party. This legislation, which
has effectively suppressed the judicial independ-
ence and separation of powers essential to any
functioning democracy, together with measures
intended to limit the media’s ability track and to
cover government and parliamentary activity,
have been considered anticonstitutional by the
Polish Supreme Court, qualified as “the politici-
sation of justice” by the Council of Europe’s
Venice Commission and described as constitut-
ing part of a “systematic threat to the rule of
law” by a spokesman for the European Council
in representation of EU institutions.

None of these statements has had the slight-
est effect. Its patience worn thin, on 21
December 2017, the European Commission fi-
nally activated a mechanism contemplated in
Article 7 of the Treaty of the European Union



(TEU) to respond to situations in which actions
taken by Member States breach values such as
respect for human dignity, freedom, democracy,
equality, the rule of law and respect for human
rights deemed fundamental to the Union in
Article 2 of the Treaty. For the moment, the
Commission has only considered measures con-
templated in point 7.1 TEU, which requires a
four-fifths majority to invoke and supposes no
more than the issuance of recommendations to
the state in question. The implementation of
7.2, which involves serious sanctions such as the
loss of a country’s vote in the Council and re-
quires unanimity, is unlikely in the light of warn-
ings from the Hungarian government that such
a move would constitute an intromission in
Poland’s internal affairs it could not accept.

Since he assumed power in Budapest for the
second time in 2010, Victor Orban has man-
aged to turn Hungary into a majority autocracy
that has served as an inspiration for the ruling
PiS government in Poland and various others in
the region. Orban, leader of Fidesz, an ultrana-
tionalist and anti-European party that won over
49 % of the vote and more than two thirds of
the seats in the April general elections, has used
the confessional, homophobic and illiberal con-
stitution of 2011 to create a corrupt and well-
entrenched authoritarian oligarchic regime that
restricts free expression and controls the media,
the country’s judicial and educational systems
and civil society organisations with a heavy
hand, thereby hindering in practice any possibil-
ity of alternation of power. His invitation to eth-
nic Hungarians in regions of other countries
such as Romania and Slovakia beyond the
Hungarian borders established in the Trianon
Treaty of 1920 to apply for double nationality
and the right to vote in Hungarian elections also
threatens to destabilise these other Member
States.
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The situation is not much better in the two
other countries that make up the rest of the V4.
Milos Zeman, a left-wing nationalist who has
described Islam as “the enemy of civilisation”,
was re-elected as president of the Czech
Republic in January. Billionaire businessman
Andrej Babis currently occupies the post of
prime minister as leader of Action of Dissatisfied
Citizens (ANO), a populist party he founded in
what might have been an attempt to emulate
Orban or politically outmanoeuvre the rising,
even more right-wing, Freedom and Direct
Democracy party founded by Tomio Okamura, a
Czech of partial Japanese descent, which cap-
tured 10.6 % of the vote in the Hungary’'s
October 2017 parliamentary elections. Slovakia’s
leftist-cum-populist prime minister Robert Fico,
under whose mandate individual police files
were created for the country’s 400,000 Roma
citizens, was recently forced to resign following
the gang-style assassination of Jan Kuciak, a
journalist who had been investigating ties be-
tween the Calabrian mafia and his government
and close associates.

The EU cannot afford to harbour in its midst
regimes that undermine the values and princi-
ples on which the European project has been
built and constitute permanent nuclei of insta-
bility and conflict that periodically involves vio-
lence against ethnic minorities. Lamentably, as
we have seen, the instruments at the Union’s
disposal to curb such drifts, which fundamen-
tally boil down to the provisions contemplated
in Article 7 of the Treaty, are limited and largely
ineffective, in large part by the need for una-
nimity. Conflicting interests are also a factor.
According to the Frankfurter Allgemeine
Zeitung, Germany’s total trade with V4 Group
countries reached 256 billion euros in 2016. If
we compare this figure to the 170 billion and
167 billion euros of trade it maintained with
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China and France that year, it becomes clear
that Berlin has no interest in destabilising its V4
neighbours, which also serve as sources of rela-
tively cheap and qualified labour and whose
market Germany considers of vital importance.

There is nevertheless an alternative means of
applying pressure on these countries that could
be much more effective than the provisions pro-
vided in Article 7, which is linking compliance to
access to community funds. Discussion began in
February on the EU multi-annual financial
framework for 2020-2027, which will require
annual cutbacks of somewhere between 12 and
13 billion euros to compensate for the shortfall
caused by the UK's withdrawal from the Union.
For the very first time, there is talk of plans for
making Member States’ receipt of EU funds
contingent upon a range of factors. Although
the first consideration will undoubtedly be the
fulfilment of economic rules, compliance on po-
litical issues such as refugee quotas or even the
rescission of laws and measures at odds with EU
values or the rule of law could serve as a crite-
rion as well. Despite the difficulty in implement-
ing this concept, Merkel and Macron have both
publically spoken of the possibility. Such criteria
would be certain to have a substantial impact
and provide effective leverage for dealing with
countries that, as mentioned earlier, tend to re-
gard the EU as a cash cow rather than a serious
political project.

In any case, the above examples make it clear
that the EU concerns itself far less with the po-
litical evolution of its Member States than it does
with their economic evolution. It requires candi-
date countries to fulfil a series of conditions prior
to entry — the Copenhagen criteria — that it sub-
sequently supposes continue to be met without
performing the slightest due diligence. Some sort
of monitoring mechanism needs to be estab-
lished to ensure these conditions are respected
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on an ongoing basis in order to avoid the type
of undemocratic drift that is occurring now in a
number of countries and prevent such lapses
from converting into the sad state of affairs that
we now have in Warsaw and Budapest.

Secessionist trends in Member States

Another disintegrative force clearly at odds with
the values of unity and integration that charac-
terise the European project is the separatism
threatening the territorial integrity of a number
of Member States. While the situation in
Catalonia may have reached crisis proportions
during the period covered by this report, there
are other places in Europe where secessionist
sentiment runs strong as well.

In September 2017, the autonomous gov-
ernment of Catalonia advocated the approval of
laws contrary to the Spanish constitution by
which it intended to achieve independence with
neither the consent of Madrid nor the support of
a majority of Catalan voters. This was followed
by an illegal referendum bereft of democratic
guarantees on 1 October, in which it is impossi-
ble to know for certain, but organisers claim
42 % of the electorate participated, that gave
rise to fierce confrontations between pro-inde-
pendence elements and law enforcement
agents. On 27 October, the Catalan parliament
approved a unilateral declaration of independ-
ence (UDI) by a slim majority of the chamber that
represented less than 50 % of the voters. The
Spanish government responded to this situation
immediately, suspending Catalan autonomy, dis-
missing the standing Catalan government and
taking legal action against those responsible, the
majority of whom are now either in preventative
detention in Spain or enmeshed in extradition
processes in other European countries.



Various Catalan leaders involved have since
qualified UDI as having been more rhetorical
than factual given their lack of means to make
it effective. It goes without saying that not a
single country anywhere in the world has sup-
ported or recognised Catalonia’s spurious decla-
ration of independence and that Spain’'s part-
ners in Europe, which consider it to be an
advanced democracy that respects the rule of
law, have naturally been even less disposed to
do so. Leaders in every European capital includ-
ing Berlin, Paris and London, as well as commu-
nity leaders, presidents, the EU Parliament, the
European Council and Commission Presidents,
have affirmed their full support for the Spanish
government and called for the conflict to be re-
solved by political means within a legal frame-
work that respects the Spanish Constitution.
Independence forces long insinuated that
Catalonia would automatically become a full-
fledged member of the European Union upon
secession despite repeated reminders on the
part of the Commission — the body charged
with preserving the integrity of the Treaties —
that according to the Prodi doctrine “a newly
independent region would become, as a result
of its independence, a third country in relation
to the Union and all treaties would not apply to
its territories from the first day of its independ-
ence” and any new state seeking membership
would be required to submit its own application
for membership, which would not become ef-
fective until approved by all Member States, in-
cluding Spain.

While this groundswell of Catalan national-
ism, like many other intra-European conflicts,
may be rooted in historic disagreements, it is
also a reflection of a more general wave of pro-
sovereignty and identitarian thinking linked to a
desire to safeguard local prerogatives and cul-
ture in an increasingly globalised world. It is also

MEMBER STATES AND EU VALUES: THE CHALLENGE OF NATIONALISM

a conseguence of an economic crisis and pro-
tracted recession that has tempted certain re-
gions to devise strategies — notable for their lack
of solidarity with others — for moving ahead to-
wards recovery as quickly as possible on their
own. A few irresponsible, power-hungry politi-
cal leaders are all it takes to get the ball rolling
in the wrong direction.

It is interesting to note that although the
Catalan independence movement includes left-
wing parties such as Esquerra Republicana de
Catalunya, the scant support the Catalan seces-
sion process has received from elsewhere has
come almost entirely from right-wing parties
and leaders such as Nigel Farage (former head
of the UK Independence Party and front-line
Brexit advocate), Geert Wilders (founder and
leader of the Islamophobic Party of Freedom in
the Netherlands), Heinz-Christian Strache (the
leader of the extreme right-wing Freedom Party
of Austria), Matteo Salvini (leader of the popu-
list and xenophobic League in Italy) and Jens
Eckleben (a founding member of the anti-Euro-
pean party Alternative for Germany). The sepa-
ratist movement’s friends in Belgium are limited
to the pro-independence, nationalist New
Flemish Alliance party, which harbours open
racists such as Theo Francken, and the uncondi-
tional support of the extreme right-wing Flemish
Interest party. The individuals and groups back-
ing Catalan secession are essentially the same
individuals and groups that supported Brexit
and a few autocratic governments such as those
in Warsaw and Budapest. Those bucking the
tide towards further European integration, the
suppression of borders and the convergence of
values and interests of similar societies have
much in common. In other words, support for
exclusionary, disunifying identitarian national-
isms, whether at the national or regional level, is
coming from the same quarters. The xenophobic
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and supremacist demonstrations of the recently
elected President of the Generalitat de Catalunya
do nothing but confirm the connection be-
tween Catalan secessionism and European ul-
tranationalist movements.

The Catalan question is an internal matter of
Spain and has been acknowledged as such by
European leaders as a gesture of respect for
Madrid. The EU cannot logically mediate between
a Member State and one of its parts unless the
government of that country expressly calls upon
itto do so. Itis, nonetheless, a European problem.
First of all because the Spanish constitution forms
part of community acquis and hence its violation
on the part of the autonomous government of
Catalonia constitutes a violation of European law
and the Treaties. Article 4.2 of the TUE states:
“The Union shall respect... their essential state
functions, including the territorial integrity of the
state...”. This is to say that the Treaty supports
and embraces the constitutional legality of
Member States as its own, to the effect that the
EU must never take a neutral stance on questions
of this nature but rather always clearly and firmly
defend the legality of the state affected.

Furthermore, the spectre of secession is not
confined to Catalonia. It is a problem that could
easily spread throughout practically ever corner
of the Union. Commission president Jean-
Claude Juncker has made it clear that the
European Union “does not need more cracks,
more splits”, and furthermore stated, “We
shouldn’t insert ourselves into what is an inter-
nal debate for Spain, but | wouldn't want the
European Union to consist of 95 Member
States”. Many other regions could decide to fol-
low Catalonia’s example. Flanders in Belgium
and the Basque Country in Spain would be the
first likely candidates, but Corsica, Galicia,
Szeklerland (a region of Romania heavily popu-
lated by people of Hungarian descent), or even
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Bavaria or various regions of Italy might do the
same. In short, the mere possibility constitutes a
nightmare for a project based precisely on unity
and the suppression of borders.

Nationalism in Corsica represents a signifi-
cant challenge to a country as centralist as
France. In the Corsican territorial election held
in December 2017, a coalition between an au-
tonomist party (Femu a Corsica) and a separatist
party (Corsica Libera) won 57 % of the vote on
a campaign platform calling for recognition of a
special status for the island in the French consti-
tution, equal status for the Corsican and French
languages, greater fiscal autonomy, amnesty for
“political” prisoners (serving sentences for acts
of pro-independence terrorism), and a special
resident status meant to dissuade outsiders
from buying up local property — only the first of
which has been conceded to date by Macron,
who has publicly underscored the island and
mainland’s “unbreakable union in the Republic”.
Other recent initiatives such as the referendums
held in Lombardy and the Veneto last October,
both of which garnered very strong support,
have focused more modestly on increasing re-
gional competences and the groups that organ-
ised them are far from posing, at least at the
moment, attacks on the territorial and constitu-
tional integrity of the state as has occurred in
Catalonia.

As the growing number of calls for greater
regional autonomy being voiced throughout
Europe could, at least in part, be satisfied by
giving regions a broader range of opportunities
to promote their interests and express their ide-
as within an EU framework, the Union should
consider restructuring the European Committee
of the Regions so as to give local and territorial
entities a greater voice in decisions affecting them.
Individual states can no longer be the sole pro-
tagonists in a political scenario in which regions



and cities are establishing connections on the
basis of common interests and needs. This new
reality should be analysed and be reflected in
the context of EU decision-making.

European nationalisms in an international
context

EU progress towards political unity, which would
make it a major, autonomous power on a geo-
political plane, irritates certain extra-European
powers such as Russia. Moscow's empathy with
ultranationalist movements in Member States is
calculated on the basis of their ability to debili-
tate the EU and the possibility of boosting its
bargaining power with trading partners previ-
ously within its sphere of political influence.
Divide et Impera. Some right-wing extremist EU
heads of state such as Hungary's Victor Orban
are known for their openly pro-Putin sympa-
thies, while others, for example in Poland, feel
no affinity with Russia for historical reasons.
There is ample proof of external interference in
the Brexit referendum, recent elections in vari-
ous EU countries and even in internal national
issues like Catalan separatism on the part of
Russian hacker collectives such as Sofacy Group
(Fancy Bear) with more or less direct links to
Russian intelligence services (including the Main
Intelligence Directorate or GRU) whose activities
have ranged from targeted cyber attacks to so-
cial media disinformation campaigns that circu-
lated fake news stories favouring secessionist
elements.

These groups are not alone. Opague organi-
sations such as the British-American consulting
firm Cambridge Analytica, founded by American
billionaire Robert Mercer and right-wing agitator
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Steve Bannon (CEO of Donald Trump’s president
campaign), have employed what appear to be
illegal tactics to influence the outcomes of the
Brexit vote and elections in EU states such as the
Czech Republic. Alt-right media outlets in the
US such as Breitbart and Infowars have also
stoked the conflict in Catalonia by disseminat-
ing fake news stories in favour of Catalan inde-
pendence. The creation and development of a
strong, cohesive and independent Europe goes
down poorly with ultra-conservative elements in
Washington as well. A telling sign of the anti-EU
bias within this camp is the open support
Donald Trump and fellow ultra-conservatives ex-
pressed for Brexit (an obviously debilitating turn
of events for the Union) and their open encour-
agement for others to take the same path.
Bannon devoted the better part of March to a
whistle-stop tour of Europe during which he
met with ultranationalists across the continent
and headlined a conference marking the re-
branding of France’s right-wing National Front.

China, meanwhile, continues to pursue a
subtler Trojan horse strategy of economic pen-
etration that began with the purchase of a
Greek port (El Piraeus) and continued with the
creation of the 16+1 group as part of a project
focused on “boosting trade and economic co-
operation”. The 16+1 framework, under which
the 1 stands for China and the other 16 mem-
bers represent a vast swath of Eastern Europe
encompassing the Baltic states, the V4 and the
eastern and western Balkans, includes 11 EU
Member States that could be possibly be tempt-
ed to adopt certain positions within community
institutions on issues related to China in ex-
change for Chinese investment in infrastructure
at home.
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Democracy, supranationality and
sovereignty

Rodrik’s trilemma, a well-known theory articu-
lated by Harvard economics professor Dani
Rodrik in his book The Globalization Paradox,
addresses the quandary of societies attempting
to simultaneously pursue economic globalisa-
tion, democratic politics and national sovereign-
ty to their full extent in the age of globalisation,
which is that the achievement of any two of
these goals inevitably weakens their possibility
of accomplishing the third. Applied in a com-
pletely theoretical context to the EU, we find
ourselves forced to choose one of the three fol-
lowing paths: constructing a political, fully dem-
ocratic Union and sacrificing some degree of
national sovereignty; developing a framework
of deep integration that allows for national sov-
ereignty but implies sacrificing a certain degree
of democracy in favour of intergovernmental
institutions; or conserving full national sover-
eignty and democracy at a domestic level and
settling for a low level of integration. We may
assume that the first would be the preferred
choice of Europhiles, the second more or less a
reflection of where we stand now and the third
the vision of the Union that has traditionally
been defended by the UK and that certain
Eastern European countries such as the V4 con-
tinue to support.

These are three politically valid options that
can and should be debated and will receive
greater or lesser support according to their rela-
tive capacity to resolve citizens' problems. If the
EU had responded adequately to the crisis
brought on by the great recession, we would
not now be seeing the growing Euroscepticism
and nationalism in various Member States that
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is enfeebling the project of the European con-
struction.

What is clearly unacceptable is the use of
demagoguery, fake news and the shameless
manipulation of fundamental human emotions
— including fear - to trigger xenophobia and
outright racism and inciting hostility towards
others by portraying them as the enemy or the
source of all ills in order to achieve political ob-
jectives. This is happening now in Europe just
like it did in the 1930s. It is a beast, which if al-
lowed to grow, could become dangerous and
get out of control.

All of us, as Europeans, must resist this neo-
fascism contrary to the values on which the EU
was founded that unchecked could suppose a
lethal threat to European construction and even
democracy. Community institutions, the
Parliament, the Council and the Commission all
have a special responsibility to tackle anti-dem-
ocratic practices in the political as well as the
economic sphere. They must also commit them-
selves fully, with all of the means at their dis-
posal — which are bountiful — to the battle for
the narrative, because the political future of
Europe will greatly depend on the shape the
European narrative takes. The decentralisation
of information via social networks makes it
much easier to spread falsehoods and manipu-
late public opinion, especially if the lies being
circulated are not contested with the same en-
ergy and determination with which they were
disseminated. The objective truth matters little
or nothing in the digital world: the party that
weaves the most persuasive narrative is the par-
ty people support, and support for a strong,
united, democratic, fair and free Europe that
believes in solidarity is well worth fighting for.



Proposals and prospects for
the reform and completion of

Europear
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Almost two decades after the launch of the
euro, it is clear that European economic and
monetary union (EMU) has not fully achieved its
main objectives in terms of sustainable growth,
employment, social progress, cohesion and sta-
bility. Errors in the design of the single currency
amplified the effects of the global economic cri-
sis, incurring huge financial costs, causing social
suffering and generating political tensions both
within and between Member States.

These effects — combined with the impact of
globalization, technological change and migra-
tory flows — have caused massive discontent
among many European citizens, who feel that
the burden of the crisis has not been distributed
fairly. Such sentiments have been a major factor
in the rise of populist, xenophobic and anti-
European forces across the continent, exacerba-
ting political and social tensions and threatening
the very existence of the EU. The result of the
Brexit referendum in 2016 shook the EU to its
core and requires a political response which
does not only address institutional problems
but also tackles the democratic deficit and social

monetary union

imbalances. In this context, the task of comple-
ting, deepening and rebalancing EMU is argua-
bly the most important item on Europe’s long
political agenda, and is essential if the EU is to
maintain high growth rates over the long term
and to deliver progress towards political and so-
cioeconomic convergence.

Despite the rise in Euroscepticism in respon-
se to the crisis, support for the common curren-
cy has actually increased, and the Eurobarometer
87 survey (for which fieldwork was conducted
in May 2017) recorded the highest level of sup-
port for the euro since 2013. This demonstrates
the need to reform and strengthen monetary
union, but without weakening or destroying it,
as some populists have argued.

Throughout 2017, European leaders consi-
dered the future of the EU. The European
Commission White paper and various discussion
documents gave rise to a lively debate on the
range of policy options and scenarios available,
including the future shape of the eurozone.

The election of president Macron in France
and the formation (after lengthy negotiations)
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of a Grand Coalition between the Christian
Democrats and the Social Democrats in
Germany has created a new window of oppor-
tunity for serious discussion of the need to re-
form EMU and how this relates to EU institu-
tions. The Paris-Berlin axis is likely to play a
crucial role in designing the pathway towards
completion of EMU, although there are subs-
tantial differences between the proposals being
put forward in the two capitals.

The need to reform the euro

The incomplete nature of the architecture of
EMU was widely recognized from the outset.
The assumption was that the euro would bring
the economies of the EU closer together, and
this was what happened for several years, until
the crisis struck and revealed the single
currency’s weakness. Since the start of the crisis,
a series of reforms and initiatives have been ap-
proved and implemented, with the aim of stren-
gthening EMU and expanding its toolkit for co-
ping with future crises. However, these measures
did not reflect an overall vision but were, rather,
a response to specific circumstances. As a result,
the architecture of EMU is somewhat chaotic,
many weaknesses persist, and the whole project
lacks democratic legitimacy.

There is little doubt that the current design is
far from optimal, and an abundance of acade-
mic literature has identified the shortcomings of
the eurozone’s architecture and highlighted a
number of major structural problems, including:
— Systemic deflationary bias, which depresses

growth and leads to low rates of employment.
— Permanent under-investment, which is parti-

cularly alarming given the need for the eco-
nomies of the eurozone to equip themselves
to cope with the digital transition and to
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move towards a sustainable economics ba-

sed on renewable energy.

— Systemic internal macroeconomic and la-
bour market imbalances, leading to rising
inequality and divergence between coun-
tries, which in turn destabilizes the sociopo-
litical unity of the EMU project.

— Vulnerable banking and financial systems,
which still pose systemic risks that have not
been addressed.

— Democratic deficit due to an inter-governmen-
tal framework which, with limited transparen-
¢y and weak accountability, feeds the populist
narrative of Eurosceptic political parties.
These weaknesses, which have existed since

the euro was launched, were magnified by the
recession and — despite the reforms implemen-
ted to manage the crisis — still persist. Indeed,
any package of reforms which fails to address
these issues is doomed to failure.

This means that the ultimate objective of
EMU cannot simply be to stabilize financial mar-
kets or to introduce more market discipline to
control public spending, and we should remem-
ber that it was market failure not poor gover-
nance which provoked the global economic and
financial crisis. That's why the long-term stability
of the eurozone requires a better balance bet-
ween economic and social outcomes. This also
means consolidating the social dimension to
ensure that full employment, cohesion and co-
rrecting imbalances continue to be key policy
objectives in the eurozone. While the outcomes
and objectives of the Gothenburg Social Summit
in 2017 are a step in the right direction, they do
not appear to be sufficient to shift the dominant
paradigm, which prioritizes monetary stability
over economic and social stability.

To summarize, correcting these imbalances
will require reforms to the four pillars of the cu-
rrent architecture of EMU:
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The architecture of EMU should be designed
to promote convergence and cohesion on
the basis of levelling up, rather than under-
mining these goals. The problems of the
growth and stability of the euro require the
creation of counter-cyclical mechanisms and
investment tools to guarantee rapid recovery
from socioeconomic shocks. In other words,
we need to use instruments at the regional
level to address systemic regional risks (fi-
nancial instability and fragmentation, low
growth and investment, etc.) and this will, in
itself, help to reduce these risks.

We also need to reform European fiscal ru-
les, articulated as part of the Stability and
Growth Pact (SGP) — which is clearly deflatio-
nary and biased against countries with bud-
get deficits. The new rules must be based on
an aggregate fiscal position for the eurozo-
ne, one that recognizes the EU as a global
player with an explicit commitment to pro-
moting economic growth and is designed to
enable a better distribution of fiscal efforts
between individual countries and the euro-
zone as a whole.

The governance of EMU must respect the
basic principles of democracy, transparency
and accountability. In other words, there
should be greater integration between EMU
bodies, EU institutions and elected bodies.
EMU must be more closely aligned with eco-
nomic and social outcomes, and this requires
a strong social dimension to ensure that full
employment remains a key policy goal, while
also addressing social and labour market im-
balances.

EMU must be completed with clear progress
towards the sharing of risk, drawing on so-
lidarity and mutual trust to guarantee the
stability of the financial and banking sector.
This means completing banking union,

establishing a fair capital markets union, and

issuing joint debt.

Although the majority of countries agree on
the final design of EMU, reform and deepening
appear to have stalled as a result of disagree-
ment regarding the route map. Structural diffe-
rences between the countries of the eurozone
persist, and Germany and the Netherlands
(among others) seem unwilling to accept the
mutualization of risk while the level of risk re-
mains so high. In other words, part of the deba-
te revolves around how to sequence the reduc-
tion and mutualization of risk. Should the EU
first implement a fiscal union which would
enable convergence between eurozone coun-
tries, or should the countries of the periphery
implement the domestic reforms necessary for
such convergence? Should EMU implement a
European deposit guarantee system or do we
need to reform financial systems before banking
risks can be mutualized? Conservatives, particu-
larly in Germany, are using this dichotomy as a
pretext for failing to make further progress in
deepening integration of the mechanisms re-
quired to share risks.

The reality, however, is that risk reduction
has moved forward apace while risk mutualiza-
tion has remained little more than an idea. Over
recent years, most of the countries that have
been worst hit by the crisis have done what was
asked of them: Ireland and Portugal, for exam-
ple, have returned to normality and are growing
steadily; Italy has implemented unpopular re-
forms to its pension system and labour market;
Spain has reformed its financial system and its
labour market, and drastically reduced its deficit
despite high levels of unemployment. If redu-
cing and sharing risk are processes that need to
take place in parallel, as the European
Commission has argued, then it would appear
to be time to make progress towards sharing
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risk. For example, the design of the banking
union includes risk reduction elements (single
supervisory body) which are already in place,
and shared risk elements (European deposit
guarantee system) which have not yet been im-
plemented. Moreover, the reality is that the
countries of the eurozone already share risk,
because this is systemic; what they do not share
are the costs. Some of the structural problems
mentioned above are systemic problems, affec-
ting the whole eurozone, and thus can only be
addressed through shared eurozone-wide pu-
blic mechanisms, whose mere existence would
reduce risk.

However, over the past year neoliberal eco-
nomists have put forward a number of propo-
sals which, while ostensibly defending stability
and market discipline, conceal national interests
and raise the risk of sovereign instability.
Examples of this include the introduction of risk
weightings for certain sovereign bonds on bank
balance sheets, and the implementation of a
debt restructuring mechanism which assumes
that bondholders are capable of absorbing los-
ses. The underlying philosophy is pernicious and
poses a threat to the stability of the eurozone.
According to this approach, the problems of the
euro result from the markets’ miscalculation of
sovereign debt, which was classified as a risk-
free asset, leading the banks to accumulate sta-
te bonds from countries with poor fiscal discipli-
ne. This failure in market discipline would
explain not only Greece's fiscal problems but
also their spread to other peripheral countries.
In this view, the solution to this lack of discipline
is to tighten the conditions under which natio-
nal banks purchase sovereign debt and to create
a debt restructuring mechanism, which would
make it possible for state bonds to default.

The reality is that, if implemented, these pro-
posals would massively undermine confidence

92

in the markets and thus destabilize them, inten-
sifying the existing problem of financial frag-
mentation and clearly penalizing certain
southern European countries to the benefit of
others. The negative experience of the Franco-
German Agreement of October 2010 at
Deauville, on the restructuring of Greek private
debt, should serve as a lesson to us all. If these
mechanisms had been in place during the crisis,
the consequences for Spain and for Spanish
banks would have been very damaging. To start
with, it would have led to a huge increase in the
cost of borrowing, both for the state and for pri-
vate issuers (given the fact that rates for the for-
mer effectively set a floor for the latter), and hence
would have caused higher public deficits.
Moreover, it is almost certain that many more
banks would have failed as a result of having large
holdings of Spanish bonds. Clearly, then, such pro-
posals undermine the internal solidarity and cohe-
sion necessary to consolidate EMU, and do not
offer a long-term solution to the problems of fiscal
indiscipline or financial instability in the eurozone.

Outlook for 2018

The French presidential elections culminated
with the victory of Emmanuel Macron, while the
German general election ultimately produced
another Grand Coalition between the CDU/CSU
and the SPD, opening the doors to new efforts
to deepen and reform EMU, which seemed
unthinkable only a few months ago.

Shortly after taking office, Macron gave a
keynote speech setting out his proposals for the
eurozone. The centrepiece was the creation of a
budget to support the euro, with three main
functions:

— A major fund to support investment in the
future.
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— Anemergency credit line to cope with finan-
cial crises (stabilization measures to prevent
defaults).

— A fund to respond to economic crises (coun-
ter-cyclical stabilization measures).

Access to the eurozone budget would de-
pend on compliance with fiscal rules and social
and employment standards, in order to prevent
social dumping. Macron also proposed the crea-
tion of a specific minister of Economy and
Finance for the eurozone, who would be res-
ponsible for the euro budget, under the control
of a special euro commission in the European
Parliament. These are specific and highly inno-
vative proposals which have been supported by
other countries, such as Portugal, and are con-
sistent with the ideas defended by the European
Commission, among others.

Over the course of 2017, several members
of the German government expressed their di-
sagreement with Macron’s ideas. The two prin-
cipal points of conflict between Paris and Berlin
related to:

— The size and scope of the eurozone budget.

— The role and mandate of the Eurozone
Finance Minister.

The size and scope of the eurozone budget

The essence of Macron’s proposal is to equip the
countries of the eurozone with the capacity to
raise money to fund a specific budget. This
common budget should be sufficient to provide
the basis of a solid investment strategy and to
guarantee stability and swift recovery in the
event of economic recession or financial crisis.
President Macron was at pains to stress the
need for greater financial solidarity.

On the German side, the initial reactions of
Chancellor Merkel appeared positive, when she

did not rule out the creation of a specific minis-
ter for the eurozone and signalled her acceptan-
ce of a modest budget or common fund to help
the weakest economies to implement economic
reforms. However, in essence, the German go-
vernment takes the view that any potential bud-
get should be seen exclusively as a means and
an incentive to support and achieve these struc-
tural reforms. In this view, a substantial inves-
tment policy and an automatic stabilization
function are not deemed to be acceptable op-
tions.

This divergence of opinions is also reflected
in the debate as to whether the European
Stability Mechanism should be transformed into
a European Monetary Fund. The German view is
that the EMF should be responsible for budge-
tary supervision, and that financial support
should come with strict conditions; by contrast,
the French see the EMF as something closer to a
de facto budgetary authority for the eurozone.

The role and mandate of the eurozone Finance
Minister

Both governments appear to support the idea of
a dedicated eurozone minister, although the
functions would probably differ depending on
which design was adopted. Berlin has talked
about a Minister of Finance chairing the
Eurogroup, with substantial powers to coordina-
te economic and fiscal policies, and to ensure
that fiscal rules are respected. However, both
Macron and the current President of the European
Commission, Jean Claude Juncker, argue for a
“strong” minister, who is responsible not just for
financial control but also for macro-economic
management. This would make the minister res-
ponsible for managing the budget and inves-
tment required to ensure long-term growth.
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In this respect, the results of the German ge-
neral election could lead to a significant shift in
that country’s position. The agreement between
the SPD and the CDU, subsequently ratified by
the Social Democrat rank and file, describes a
new financial architecture for the eurozone, in
line with the reforms advocated by Macron to
prevent and mitigate future financial crises. The
agreement explicitly refers to strengthening the
finances of the EU to enable it to perform tasks
such as “providing specific financial resources to
deliver economic stability and social convergen-
ce, and to support structural reforms in the eu-
rozone, which may provide a starting point for
a future budget for the eurozone. We are also
open to the possibility of Germany contributing
more to the European budget”. Indeed, crea-
ting a budget for the eurozone is another of the
French proposals: “The principle of mutual soli-
darity must also apply to the European budget,
linked to risk and responsibility”.

The fact that the next Minister of Finance
will come from the SPD opens the door to the
possibility that the changes set out in the agree-
ment between the two parties will actually be
advocated at Brussels, something that would
have been completely unthinkable during the
tenure of the previous minister, the hawkish
Wolfgang Schauble.

However, there are two important omissions
from the agreement between the CDU/CSU and
the SPD:

— The completion of banking union, through
the creation of a European deposit guarantee
system and public backing for the Single
Resolution Mechanism.

— Progress towards debt mutualization.

These are important omissions because, as
has already been noted, it is impossible to pro-
tect the eurozone from the risk of fragmenta-
tion and disintegration in the face of banking,
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financial and debt crises if there is no progress
towards the sharing of risk in these areas.

European Commission proposals

At the start of December 2017, the European

Commission published a series of communica-

tions setting out its detailed proposals for the

reform and deepening of the eurozone.

Firstly, the Commission proposed transfor-
ming the inter-governmental European Stability
Mechanism (ESM) into a European Monetary
Fund (EMF), incorporating it into the acquis
communautaire and making it accountable to
the European Parliament.

Secondly, the Commission also proposed
that the inter-governmental Treaty on Stability,
Coordination and Governance, also known as
the Fiscal Compact, be incorporated into the EU
framework to deliver closer control over natio-
nal budgets.

Thirdly, the Commission proposed creating a
eurozone budget, ring-fenced from the EU bud-
get and with three main objectives:

— To co-fund reforms to consolidate the inter-
nal market with short-term costs.

— To facilitate the entrance of additional coun-
tries into the eurozone.

— To directly stabilize the eurozone against fu-
ture crises by providing automatic stabiliza-
tion mechanisms.

In this respect, the Commission identified
three potential options: unemployment insuran-
ce; a rainy-day fund; or a fund to maintain the
level of public investment, to be paid for by re-
gular contributions from the EU budget and/or
from Member States. The document favoured
the last of these three options, in line with the
current version of the Juncker Plan.
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Finally, the Commission proposed that, with
effect from the next legislature, the eurozone
commissioner should also be president of the
Eurogroup. This super-commissioner would fill
three institutional roles: being in charge of the
EMF, the eurozone budget and budgetary coor-
dination of Member States; assuming overall
responsibility for the common economic policy
of the eurozone; and being accountable to the
European Parliament.

The number of documents and legislative
proposals that have accompanied the route
map make this the most detailed initiative yet
presented by the Commission with respect to
EMU. These proposals are undoubtedly a step in
the right direction and reflect a growing level of
consensus regarding the need to make changes
at the level of institutional structure, even if
some of the proposals are inadequate while
others are too vague to represent real progress.
In summary, the proposals contained in this pac-
kage are not sufficient to get to the root of the
problem: the lack of greater political union.

In the Commission’s view, none of these pro-
posals require Treaty reform, and instead the
Commission argues that they could be imple-
mented under the “flexibility clause” in the
Treaty of the EU, which makes it possible to
adopt certain decisions to achieve the objectives
established in the Treaties, by unanimous agree-
ment of the European Council, at the proposal
of the European Commission, subject to the
consent of the European Parliament.

The creation of the EMF, along with the pro-
posed Minister of Economy and Finance, is one
of the main institutional innovations of this pro-
cess. For the European Commission, the new
European Monetary Fund would replace the cu-
rrent ESM, to rescue countries in difficulty, but
with strict conditions attached to any support.
The most important development is that this

Fund would constitute part of the acquis com-
munautaire, something which in itself repre-
sents a huge step. Moreover, the new EMF
would provide a backstop for the Single

Resolution Mechanism and act as a lender of

last resort to ensure the orderly dissolution of

failed banks. The Commission also intends to
speed up decision-making in emergencies, and
to deliver more direct intervention in the mana-
gement of financial support programmes. Over
time, the EMF may also develop new financial
instruments, such as supporting a stabilization
function to cope with possible external shocks.

The European Commission proposals were
debated at a euro summit in Sweden in
December 2017, but the political stalemate in
Germany meant that no major decisions could
be taken. Given the impossibility of making
substantive progress, the only decision taken
was to seek to focus efforts during the first half
of 2018 on the areas of closest agreement, spe-
cifically:

— Approve and implement a financial backstop
for the Single Resolution Mechanism (SRM),
possibly in the form of a credit line from the
European Stability Mechanism (ESM).

— Continue to make progress towards desig-
ning the functions of the ESM, potentially for
conversion to a European Monetary Fund, as
proposed by the European Commission.

— Continue to develop banking union, inclu-
ding gradual introduction of a European
Deposit Guarantee System, currently on hold
waiting for decisions to be taken about the
final design.

Although there are still a number of issues to
be addressed with regard to completion of the
eurozone, if significant progress is made in the
three areas identified above, this in itself would
represent significant progress towards stabili-
zing and strengthening Monetary Union.
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Conclusion

The process of reflecting on the future of the EU
that the institutions and Member States of the
Union are currently engaged in offers a window
of opportunity to strengthen an imperfect mo-
netary union which has exacerbated imbalances
and social inequality.

The successful establishment of a coalition
government in Germany, with a more ambitious
European agenda, combined with the stimulus
from President Macron and from the new presi-
dent of the Eurogroup, and the support of a
majority in the European Parliament are all posi-
tive factors that provide grounds for optimism
about the prospects for progress in 2018.

Reform of EMU needs to be ambitious. In
this respect, the completion of Banking Union is
both a necessary and a minimum condition, but
this reform needs to go much further and inclu-
de both deepening (fiscal and financial integra-
tion and the provision of dedicated resources)
and rebalancing (addressing social and labour
market imbalances) along with increased inves-
tment and the adoption of an EU-wide ap-
proach that reinforces the Union’s democratic
legitimacy.

9%

Progress has been limited to date, due to a
political stalemate over risk reduction and risk
sharing, and more recently due to instability and
ungovernability in key countries, notably
Germany. However, the structural differences
between the countries of the eurozone persist,
and Germany and the Netherlands (among
others) are not prepared to accept the mutuali-
zation of risk while they believe the level of risk
to remain so high. It seems clear that this is an
excuse to avoid progressing with the much-nee-
ded agenda of deepening and rebalancing the
eurozone. And we should remember that much
of the risk reduction programme has already
been implemented, while risk sharing has not
been addressed. However, because this risk is
actually systemic, the reality is that it is already
shared across the eurozone —what has not been
shared is the cost.

Without profound reform of Economic and
Monetary Union, there can be no solid founda-
tion on which to build the Europe of the future.
And the cornerstone of eurozone stability is
economic and social convergence between the
economy’'s Member States, which should be an
absolute priority for the EU.



Crisis of multilateralism and
the EU’s external action

Vicente Palacio

Introduction

While the worst of the euro crisis and the resulting
social and political crisis is behind us, in early 2018
the European Union’s external action has yet to re-
cover the desired profile and tempo. The recent back-
drop comprises a chaotic first year for the Trump
Administration in the United States, a United
Kingdom on the road to Brexit, and the rise of xeno-
phobic right-wing nationalism in many European
countries, including Germany. In the new situation,
the major powers are in a process of repositioning.
This is common to the isolationist United States of
Donald Trump; the revisionist Russia of Viadimir
Putin; and to the gradually expansionist China of Xi
Jinping. The global environment points to a change
of era marked by renationalisation, protectionism,
setbacks for liberal institutions and Western values
and, ultimately, the rise of “illiberal” regimes.

The new wave has triggered a renationalisation of
policies and, inevitably, a major crisis of multilateral-
ism on an international scale, a trend clearly running
counter to the project of European integration.
Europe has been confronted in particular with
President Trump’s “America First” policy, a combina-
tion of isolationism and unilateralism. In spite of that,
however, the EU at least maintains some minimum

levels of leadership, if we take into account the pro-
gress made in the areas of politics, security and de-
fence, or trade.

In these areas, there has been a certain cohesion
among the Member States in reaction to the isolation-
ist and protectionist shift of the United States. In paral-
lel with the field of institutional architecture, where in
its White paper of March 2017 Jean-Claude Juncker's
Commission opted for a scenario of “doing more to-
gether,” in foreign policy too High Representative
Federica Mogherini has tried to promote common ac-
tion from the various partners on several fronts, from
European Defence to the advancement of the trade
agreements with Canada, Japan or Mexico, taking in
the dossiers on Cuba, Venezuela, Russia or Africa. Yet
without doubt, it is French President Emmanuel
Macron who has spearheaded European, as well as
French, external presence in this time and has tried to
fill the void left by the US withdrawal from the multi-
lateral system. Similarly, Macron has become the pub-
lic face of the Franco-German axis abroad, especially
during the period of deadlock in Germany from the
elections in September 2017 to the forming of a new
coalition government in March 2018.

The following is a summary of the most notable
features of the recent period in a selection of issues
relative to the EU's external action, against the back-
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drop of a crisis of multilateralism. It takes in the rela-
tions of the Union and its Member States with the
major powers (the United States, China and Russia),
Latin America, the Middle East and Africa; the chief
transversal issues marking the international political
agenda: trade and climate change; or enlargement
and neighbourhood policy’.

Suppressed tension with the United
States: from TTIP to trade war

Inevitably, relations with the world’s greatest
power, the United States, have marked European
external action in the first year-and-a-half of the
Trump Administration, after his inauguration in
January 2017. The United States has gradually
proven to be, as Council President Donald Tusk
put it early in the new US Administration, a stra-
tegic threat to the Union, rather than an un-
questionable ally. Overall, transatlantic relations
have not improved since May 2017. Following
Trump’s visit to Europe and the NATO summit in
Warsaw, both German Chancellor Angela
Merkel and Sigmar Gabiriel, her foreign minister,
expressed deep pessimism about America’s sta-
tus as a “reliable partner” and about the impact
of its policies on the West. Since then, relations
appear to have deteriorated if anything, both
because of a fundamental disagreement over
the very conception of politics, the international
order or Europe — apparent in a contempt for
multilateralism — and because of an impulsive
and unpredictable modus operandl.

The World Economic Forum in Davos in
January 2018 made the terms of the dispute

! Separate chapters of this report take an in-depth look at
the other two most important external-domestic dimen-
sions of Mogherini's Global Strategy: defence and security
policy and migration policy.
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very clear. In Davos, the Franco-German duo of
Macron and Merkel showed firm and solid re-
jection of President Trump's “America First”
doctrine, something on which the rest of the
world’s leaders such as Justin Trudeau of
Canada, Xi Jinping of China, or Narendra Modi
of India coincided. It was confirmed then that
the political differences with the United States
over issues such as climate change, inequality,
trade protection, global governance and multi-
lateralism are difficult to reconcile. In a position
diametrically opposed to that of Trump, the ar-
guments of Macron, Merkel or Gentiloni re-
volved around a defence of the best aspects of
globalisation — trade and multilateralism —, but
from a critical point of view that addresses re-
forms to compensate the losers and improves
the representativeness of the main actors in the
international system.

France and Germany's worst fears would
soon materialise with the protectionist drift
barely two months later. A couple of months of
relative calm was shattered by the sound of
trade war drums in early March. The US leader
picked up one of his central promises during the
election campaign, announcing, in the name of
“national security,” the unilateral imposition of
heavy tariffs on imports of steel (25 %) and alu-
minium (10 %) with a view to protecting American
industry. The immediate reaction from Brussels
was to announce possible reprisals on a list of cer-
tain US products — bourbon, cranberries, peanut
butter, or Harley-Davidson motorcycles — aimed at
affecting the various sectors and states of America
where President Trump enjoys most electoral sup-
port. Trump came back with a fresh threat to im-
pose new tariffs on cars from the EU, targeting
Germany. Subsequently, a second exploratory
phase began, headed by Trade Commissioner
Cecilia Malmstrom and Commission Vice-
President for Jobs Jyrki Katainen, giving way to



talks where Washington's goal appeared to be
lowering the duty on American cars from 10 %
at presentto 2.5 %. In parallel, the Commission
launched an investigation to study how the de-
flection of trade would affect Europe if the
United States imposed tariffs on China or third
economies. The truce reached on 23 March
2018 by which Europe and countries such as
Mexico or Canada would be temporarily ex-
empt from the measures has not succeeded in
putting Brussels’ mind at rest. Even if Europe is
spared the American tariff measures, and they
focus only on China, it is highly likely that their
imposition will end up distorting trade flows
and monetary policies, with collateral effects on
European economies.

The threat of a tariff crisis coincides with a
moment European discontent over the lack of
reciprocity on trade and investment rules on the
part of the United States — “Buy American,” or
the barriers to European services on US soil —, a
complaint captured in the conclusions of recent
European Council meetings. The discontent is
compounded by the fact that the evidence
shows that American complaints are hardly jus-
tifiable where Europe is concerned. According
to the annual Transatlantic Economy Report, for
example, the profit of US firms in the EU was
$720 US billion to 584 billion of European com-
panies. Yet, above all, the apparent imbalance
in favour of the Europeans is down to intra-
trade among subsidiaries: US companies pro-
duce 60 % of America’s imports from Europe. In
fact, this framework of sales among subsidiaries
on both sides amounts to $5.5 trillion, benefit-
ting both parties.

The threat of a unilateral imposition of tar-
iffs, which contradicts the rules of the World
Trade Organisation (WTO), is a core element of
the demolition of the multilateral trade system,
though not the only one. On the one hand,
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there is America’s withdrawal from the Trans-
Pacific Partnership (TPP) in early 2017 —an agree-
ment, however, that the 11 remaining countries
got up and running in March 2018. On the oth-
er, threats to tear up the North American Free
Trade Agreement (NAFTA) with Mexico and
Canada have continued. Negotiations have
stretched into 2018 chiefly because of the unac-
ceptable conditions for the other two partners in
terms of purchasing obligations and jurisdiction-
al matters on the part of the United States.

In this way, we have gone from expectations
of a transatlantic mega-agreement on invest-
ment and trade that would lay the foundations
for trade in the 215 century — the TTIP, which
ultimately fell through — in Barack Obama’s term
of office, to a scenario of the threat of a tariff
war, tension in multiple fields and the attack on
the multilateral system. Europe is confronted
with a new approach from Washington, accord-
ing to which the international economy would
benefit from US growth based on trade protec-
tion and the tax reform in favour of its big busi-
ness and financial corporations. On the basis of
that, the EU’s expectations regarding any trade
negotiation, beyond this first episode, are inevi-
tably negative, following the imposition of
hawks such as Larry Kudlow, the new director
of the National Economic Council at the White
House, over globalisers such as Gary Cohn. This
shift to economic nationalism has its correlation
in the field of security with the departure of
General McMaster, the National Security
Advisor, and his replacement by the hawk John
Bolton and in foreign policy, with the replace-
ment of Rex Tillerson by Mike Pompeo as the
new Secretary of State.

Despite the gauntlets thrown down by the
Trump Administration, the EU appears reluctant
to enter into a trade war with the United States,
as that could end up seriously harming the close
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integration of the transatlantic economy in
terms of investment, subsidiaries or jobs.
Whether it is a negotiating strategy to raise the
pressure, a threat that will not be carried out, or
not, the distorting and delegitimising effects on
the multilateral system are clear, more so if they
come from the world’s greatest power, and
could create a domino effect, or uncontrollable
reactions. Therefore, the EU Member States
must come to together to appeal to their
American counterpart to establish ad hoc chan-
nels of negotiation on trade between the two. In
parallel, Europe holds the card of “multilateralis-
ing” the trade war issue, not only in the WTO —
joining other countries affected by the tariffs —,
but also in a major forum such as the G20, with
a view to halting the unilateral action on the part
of the United States with the collaboration of
the rest of the big economies.

“lNliberal” but multilateral China

The real target of Trump’s trade war is not so
much Europe, but China, which is Trump’s object
of obsession because of a $375-billion trade def-
icit, while it is the country that is perceived most
negatively in US business circles. Trump’s policies
caused the EU to find itself blocked into an in-
cipient escalation of a trade war between the
two powers in early April 2018 and have compli-
cated the progress of the EU’s bilateral agenda
with China. The announcement of tariffs on alu-
minium and steel was followed by the announce-
ment from Beijing that it would be taxing 128 US
products — from aluminium to pork, walnuts,
wine and fruit. At the end of March, Washington
announced further measures to slap $60 billion
worth of tariffs on Chinese products and to limit
the capacity of Chinese investment in US tech-
nology, while declaring that it would be taking
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the case to the World Trade Organisation, de-
spite Trump’s strong suspicion of the institution.

Europe’s position in the face of the war be-
tween America and China has changed slightly.
The European authorities too have long been
suspicious of Chinese trade and investment prac-
tices. For example, the opacity of its bidding mar-
kets for European companies, dumping, subsi-
dies to industry, devaluation of the renminbi to
increase exports, or the purchase of European
industries in strategic sectors. However, the EU
has always reaffirmed its multilateral approach as
the most effective way of putting pressure on
Beijing. It is precisely the acceptance of the mul-
tilateral system, along with European rapport on
issues such as the defence of multilateralism or
the Paris climate change agreement — witnessed
recently in forums such as the United Nations
General Assembly, the G20 or Davos -, that
could lay the foundations for a future under-
standing with China no longer dependant on
Washington necessarily.

With Beijing, the Europeans are faced with
the paradox of an “illiberal” regime on the do-
mestic front that is gradually expansionist
abroad, but which embraces multilateralism and
aligns with Europe on certain fundamental is-
sues. At a time when the Chinese regime is con-
centrating power in the figure of President Xi
Jinping, following the 19" Communist Party
Congress of October 2017, the Europeans re-
main hesitant, failing to engage in dialogue or
exercise influence sufficiently in a unified man-
ner. Compared with the United States, and rela-
tive to China’s habitat in Asia, the EU presence
remains notably lacking, especially in the geopo-
litical field of the hard power struggle — econom-
ic and military means —, as revealed in the United
States’ struggle with Kim Jong-un’s North Korea,
where it played practically no role at all. The
same applies to Chinese expansionism in its



southern sea, a vast geopolitical space where
the EU barely has a significant presence.

Putin’s Russia: revising the status quo

Europe’s relations with the Kremlin, which is em-
barked on revising the global status quo, remain
difficult. On the one hand, relations between
Putin and Trump appear to follow a calculated
ambiguity on both sides, which does not give
the Europeans clear clues for taking action. On
the other, Moscow, which remains sheltered
from a trade war waged mainly against China,
poses a challenge to the multilateral system in
that, without openly confronting it yet, it uses it
or ignores it in a selective and instrumental man-
ner to serve its interests. Examples of that are the
development of a mini nuclear bomb, the an-
nexation of Crimea in 2014 or the intervention
in Syria in support of Al-Assad. Yet tension with
the EU has increased above all because of the
covert intervention of Russian agencies in vari-
ous European elections, such as the Brexit refer-
endum in the United Kingdom, the French pres-
idential elections or the elections in Catalonia,
through various propaganda channels and the
use of social media.

The Russian action has exposed the different
stances and sensibilities of the EU Member
States. The fact that officially the EU expresses a
desire to reboot relations has been no impedi-
ment to a broadening and toughening up of the
sanctions related to the ongoing conflicts in
Ukraine and Crimea. In March 2018, the Council
agreed on a six-month extension, to September
2018, of the sanctions for actions against the
territorial integrity, sovereignty and independ-
ence of Ukraine, including the freezing of assets
and a travel ban on officials and bodies. In
December 2017, the economic sanctions on
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certain sectors of the Russian economy were ex-
tended to July 2018, based on the information
provided to the European Council by President
Macron and Chancellor Merkel on the state of
the implementation of the Minsk Agreements.

However, while the EU is being firm, it does
not seem realistic to demonise Putin’s regime in
view of his overwhelming victory in the presi-
dential elections of March 2018, which could
set him up for more than one term of office.
The Germans and French are taking a firm
stance for now, but they are reluctant to close
the door on a direct strategic understanding be-
tween Brussels and Moscow, without subordi-
nating to Washington or to a London in the
process of leaving the Union. A case that serves
to illustrate the current situation is the crisis
caused by the nerve gas attack on a former
Russian spy and his daughter in Salisbury
(England) in March 2018, allegedly perpetrated
by an agency answering to the Kremlin.
European condemnation, driven by France and,
to a lesser extent, by Germany, backing Theresa
May’s United Kingdom, was not as robust or as
swift as might have been expected, while it was
left to the discretion of each Member State to
expel Russian diplomats or not. At the same
time, the internal debate brought to the surface
the traditional difference of approach between
the countries of the East, the Baltic and the
Scandinavian countries — in favour of tougher
reprisals — and the Mediterranean countries:
[taly, Spain, Greece or Cyprus.

New trade alliances: Canada, Mexico,
Mercosur, Japan
With the TTIP fallen through and America’s pro-

tectionist drift confirmed, the Council,
Commission and Parliament turned quickly to
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creating new trade alliances, making it a priority
to close or renew various trade deals, thereby
shoring up the free trade system, now rechris-
tened free and fair trade. The matter has ac-
quired the utmost political importance in the
period as one of the pillars of globalisation, along
with finance and technological transformation.
The shift toward building a new European trade
model is now on the front line of the EU’s exter-
nal action, particularly with the partners with
which it shares values.

The Comprehensive Economic and Trade
Agreement with Canada (CETA) was signed at
the end of 2016 and took provisional effect in
September 2017, pending ratification by the 27
national parliaments. Now the main task that
lies ahead is ensuring it is executed appropri-
ately and rigorously. The European Parliament
and the national parliaments should exercise
strict supervision over its implementation in
terms of social and environmental standards
and of the mechanism for resolving conflicts be-
tween states and investors. With regard to the
renewal of the Global Agreement with Mexico,
the European side has strived to keep the bar
high on the standards mentioned above, there-
by shaping an alternative model to the NAFTA
with Canada and the United States and, possi-
bly, building bridges with the new Mexican ad-
ministration after the presidential elections of
July 2018 - at a time when the polls were tip-
ping the candidate Lopez Obrador, a left-wing
populist. In March 2018, after nine rounds of
talks, there were still sensitive aspects to settle,
including the technical obstacles to trade, state-
owned companies or subsidies. The date of the
final signing remained uncertain. With regard to
Mercosur, the EU’s main trade partner, negotia-
tions restarted to seal a free trade deal pending
since 1999 and picked up again in May 2016.
The new international situation and the new
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European priorities, as well as the political mo-
mentum provided by Argentine President
Mauricio Macri, have been a huge help in break-
ing the initial deadlock. However, expectations
of a final agreement by early 2018 were not
met, owing to the lack of agreement on issues
such as ethanol, the automobile sector and the
agriculture and fishing sector. It seemed clear
that to reach a final agreement it would be nec-
essary to maintain a high political beat that ena-
bles driving a hard bargain in the negotiations.
Finally, on the Asian front, as a means of diver-
sifying in the face of an America in withdrawal
and a China in expansion, the EU sealed the
Economic Partnership Agreement (EPA) with
Japan in December 2017, with a view to reduc-
ing the chronic trade deficit with the country
and saving European firms some 1 billion euros
in tariffs.

Global governance of climate change

The EU has found a new badge of identity in this
period in the global climate change agenda. It
stood firmin the face of the Trump Administration
in what is one of its greatest diplomatic achieve-
ments to date: the Paris Agreement of December
2015. An overwhelming majority of countries in
the international community agreed on a sub-
stantial reduction in greenhouse gas emissions.
Now that countries such as Nicaragua and Syria
have said they would join the agreement, the
United States’ isolation is even more evident.

[t could be said that Trump’s announcement
that he was taking America out of the agree-
ment in June 2017 served as incentive for even
greater European leadership in the field. The EU
renewed this huge triumph of its global action
two years later, in December 2017, at a fresh
climate change summit also held in Paris a



month after another climate conference in
Bonn, with the attendance of over 50 heads of
state and government, including the presence
of representatives of several US states, as well as
businesspeople and philanthropists. French
President Macron acted as world leader, creat-
ing a “counter moment” to the situation cre-
ated by the US Administration. As he did at the
UN General Assembly in September 2017,
Macron reaffirmed at the summit that the EU
would not renegotiate the climate deal under
any circumstances, though he did leave the
door open to the US federal government if it
decided to return to the agreement at any time.
True, the summit did not succeed in securing
binding commitments to cut carbon emissions,
nor were new funds freed up to facilitate the
transition to non-fossil energies in developing
countries ($100 billion had been pledged in
Paris in 2015). Despite that, and under the im-
petus of Europe, important commitments were
made that serve as signal with a view to the fu-
ture. For example, the announcement by multi-
lateral institutions such as the World Bank that it
would not be financing any more gas explora-
tion or extraction projects after 2019; the an-
nouncement by China that it would be launch-
ing its own domestic carbon market; the creation
of a climate research observatory to put pressure
on companies that emit greenhouse gases; or
the start of a carbon price market in the Americas
that includes regions such as California or
Quebec. The road map for the Europeans fea-
tures an EU-level strategy that allows Member
States to make good on the funding pledged in
the framework of their national plans for the re-
duction of greenhouse gas emissions; the rein-
forcement of the alliances with cities, states, re-
gions and companies (particularly in the United
States); or the increase in channels of influence
with Beijing to keep China in the deal.
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Strategic autonomy: the Middle East

America’s new coolness towards Europe has
acted as a spur to launch the Europe of Defence
and so-called Permanent Structure Cooperation,
symbolised in the meeting of foreign and de-
fence ministers called by High Representative
Mogherini in November 2017. The usual dy-
namic of complementarity and tension within
NATO and between the EU and NATO has been
accentuated by the US demand to raise defence
budgets to 2 % of GDP at the Alliance’s summit
in May 2017. That has given rise to a certain
reconsideration of the EU’s own strategic line.
The implications of possible greater strategic
autonomy have been felt on many fronts and
particularly in relation to the Middle East, a geo-
political crossroads where the interests of multi-
ple players meet, both regional — Israel, Turkey,
Saud Arabia and so on — and external — Russia
and the United States. Trump’s dramatic shift
relative to Obama’s policy in the Middle East —
favouring the governments of traditional allies
such as Israel and Saudi Arabia — posed a chal-
lenge to the EU, which however reacted appro-
priately, persevering with its own strategic line.
On the one hand, it has stood up to Trump’s
continuous threats to withdraw from the nu-
clear deal with Iran of June 2015 — a triumph of
European diplomacy and of the multilateral ap-
proach — and the sanctions imposed on the re-
gime by Washington. Another major break with
the United States has to do with the Israel-
Palestine conflict. The announcement by Trump
in December 2017 that America would be rec-
ognising Jerusalem as the capital of Israel — con-
trary to UN resolutions and the consensus with
Europe and the international community on the
issue — and moving its embassy to the holy city
triggered immediate criticism from community
institutions and the various foreign ministries
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and exposed a major rift between Brussels and
Washington. Lastly, there is America’s gradual
withdrawal from Syria and Irag. The retaliatory
bombing of military facilities of the Al-Assad re-
gime on 13 April 2018, in response to the chemical
weapons attack on the city of Douma and carried
out jointly by the United States, the United
Kingdom and France, initially created the illusion of
a possible return to multilateralism by Washington.
However, it is uncertain whether the joint action
will continue and lead to something solid beyond
the immediate media impact. The underlying real-
ity is that the United States has ceded space in the
region to other powers such as Russia, Iran or
Turkey. That could prompt the Europeans — once
again, with French leadership — to return to the
Geneva process for a political transition and con-
sider an increase in its civilian, military, financial,
political and diplomatic presence.

A commitment to Africa pending
realisation

With regard to Africa, we can talk of three prom-
inent events in the period. One was the G20
Summit in Hamburg in July 2017, which was
marked by the leadership and commitment of
Germany and of Chancellor Merkel to launch a
new approach to Africa. It was about putting the
European spotlight on the African continent by
the world’s major economies. The adoption of a
broad agenda in Hamburg, including commit-
ments regarding funding, marked a shift in the
way in which the EU is going to interact with
Africa—no longer “for Africa,” as in the old ways
of thinking of the past, of development aid.

A second moment, following on from the
G20, was the African Union-EU Summit in
Abidjan in November 2017, geared towards de-
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fining a sustainable future for a region that the
Europeans are starting to see as an opportunity,
not a problem. The most spectacular result on
the financial plane was the agreement for a
44-billion euro foreign investment plan of a
public and private nature, which comes on top
of initiatives from the Multiannual Framework
or the Fund for Africa. The new approach pri-
oritises key sectors such as youth education and
training — in view of the African demographic
boom forecast for the coming decades — and
balanced and sustainable growth. The end of
the previous Joint Africa-EU Strategy (2007-
2017) in 2017 and of the Cotonou Agreement
in 2020 make a change of course essential. In
this area, we could also speak of a certain un-
derstanding in the Franco-German axis, with re-
newed interest from France and from other
countries such as Spain, which traditionally has
had a lesser presence but which has huge poten-
tial for reaching into the region. Lastly, in a third
moment, Macron made an extensive tour of sev-
eral African countries in January 2018. The tour,
while not without controversy, served to illus-
trate not only the need to change attitudes from
the past on both sides, Europe and Africa, but
also to see that the success of the new partner-
ship will largely depend on the capacity of the
European partners to leave old attitudes behind,
to “Europeanise” their policies and see Africa as
a player with which to cooperate and not as an
area to compete among one another.

Latin America: regionalism and
multilateralism in crisis

The attacks on the multilateral system from the
neighbour to the north, the United States, coin-
cided with a time of certain political decline of



the main bodies of regional integration and
multilateral forums in Latin America and the
Americas, from the UNASUR to the CELAC, tak-
ing in the OAS. Mexico in particular has gone
through a tricky time, both because of the con-
troversy of the Pefia Nieto presidency with
Trump on migration issues — DACA or the wall
—and the difficulties in renegotiating the NAFTA
with the United States and Canada. Similarly,
the delicate situation in major countries with
various elections in 2017 and 2018, such as
Mexico, Brazil, Argentina and Colombia, un-
doubtedly influenced a trend towards introspec-
tion and a neglect of multilateralism.
Paradoxically, the decline went hand-in-hand
with a certain awareness of the opportunity to
revive integration in a context of US withdrawal,
although it has not materialised yet — perhaps
with the exception of the Pacific Alliance. On
the other hand, with regard to the EU, there has
indeed been a significant revival in the area of
the trade treaties mentioned above: EU-Mexico,
EU-Mercosur and EU-Chile. The EU, with Spain
at the head, has continued to send signals to
the region that Latin America matters, irrespec-
tive of the change of election cycle.

A prime example of this relative weakening
of the regional and multilateral architecture was
the postponement of the 3¢ CELAC-EU Summit
scheduled for October 2017 in San Salvador
and put back to 2018, mainly owing to the
Venezuelan crisis. A common feature running
through the recent period is the divisive factor
of the “Chavism” of President Nicolas Maduro
and the Venezuelan crisis, aggravated by the
dissolution of the Parliament, the creation of a
Constituent Assembly and the calling of elec-
tions for May 2018. The polarisation has been
felt in regional meetings and forums, pitting
Caracas against the Mercosur, the UNASUR and
the OAS, for example; in the electoral processes
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in neighbouring countries such as Cuba or
Venezuela; and in relations with the EU too. As
a new “common position” of the EU Member
States, Brussels has imposed sanctions on senior
officials of the Maduro regime since early 2018,
on top of those applied in November 2017.
Europe is faced with a difficult prospect follow-
ing the failure of the negotiating team headed
by former Spanish Prime Minister Rodriguez
Zapatero. In the short term, there appears to be
no other way but to keep up the pressure
through selective sanctions and encourage dia-
logue despite the setbacks. Yet the most impor-
tant thing, with Spain at the head, is to actively
accumulate a critical and regional diplomatic
mass (CELAC, UNASUR) to avert the scenario of
an outright civil war and humanitarian crisis. On
Cuba, meanwhile, European action remains firm
in the terms of the Dialogue and Cooperation
Agreement, while in April 2018 the replacement
of Raul Castro took place. With the full support
of European diplomacy and the High
Representative, Brussels is moving towards posi-
tive incentives to make progress on economic
efficiency and a certain political liberalisation.

Dilemmas of enlargement: the Balkans and
Turkey

Lastly, against a backdrop of Brexit, Euroscepticism
and a general withdrawal into nationalism, we
must highlight how important the issue of en-
largement to the neighbourhood has become
again. The matter has been reopened on two
fronts: the Western Balkans and Turkey.

On the one hand, we have the Western
Balkans. The Juncker Commission, which began
its term of office ruling out any possibility of new
enlargements owing to the crisis and certain
“fatigue,” has subsequently made a dramatic
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shift, to the extent that in February 2018, it ex-
pressed its determination to enlarge the Union
to the six Western Balkans countries of Serbia,
Montenegro, Bosnia-Herzegovina, Macedonia,
Kosovo and Albania by 2025. However, voices
have been raised calling for the new Balkans
strategy to carefully modulate the accession
process. It comes at a crucial moment in the re-
construction of the European project and is
problematic in itself in that there are pending
issues such as: economic reforms, persistence of
high levels of corruption, internal disputes be-
tween countries of the area, human rights, or
even the non-recognition of Kosovo by five EU
Member States, including Spain. Against this
background, it seems prudent to stagger the
process of accessions through very strict moni-
toring. The recent Sofia Summit in May 2018 as
well as the European Council in June seem to
point to a third alternative route, both to a rap-
id adhesion and to closing doors to new candi-
dates. In this regard, President Macron has ad-
vocated allowing new accessions to the
culmination of the reform of the Union, as well
as a significant advance in sub-regional integra-
tion among the six countries involved - which
would eventually be backed politically and fi-
nancially by the EU and its Member States.

As for Turkey, the door to accession appears
to have shut owing to the authoritarian moves
of President Recep Tayyip Erdogan’s regime in
terms of human rights and freedoms, a drift that
the mass jailing of journalists well symbolises.
This situation will block progress on the EU ac-
cession process, despite the effectiveness of the
deal with Ankara to put a brake on irregular im-
migration. As positions become more inflamed
—with Germany too — and Turkish authoritarian-
ism become more pronounced, there is a grow-
ing perception among the still 28 Member States
that the present model of relations no longer fit
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for purpose. Because of that, the EU may be
heading for a shift toward a more pragmatic and
realistic relationship, opening diplomatic and po-
litical channels for resolving specific issues, such
as migration, the conflicts with Cyprus and
Greece, or policy on the Middle East, which
could restore a better political climate in the me-
dium term.

Conclusions. From multilateralism to
“Eurolateralism”?

Paradoxically, one of the consequences of the
isolationism, of the abandonment of multilater-
alism and of the protectionism on the part of
the United States is that it has served to unite
the European partners in defence of their prin-
ciples, at least rhetorically, though major results
have yet to materialise. Trump and Brexit did not
hamper, but even reactivated significant pro-
gress on some issues. The most notable devel-
opments have been in connection with the
United States and to quite a lesser degree, with
Russia and China. There has been significant
progress on trade policy, on defence and secu-
rity, on the environment, on specific regional
dossiers, or on the window of EU enlargement.

In the light of events over the last year, what
can we expect of the Member States and the
Union as a whole in the immediate future? The
current moment is one of fluctuation between
a "leap forward” and stagnation. Following the
elections in France and the forming of a coali-
tion government in Germany, the path appears
to be clear to starting the Franco-German en-
gine of major reform in the EU, which means
Europe’s external action could enter a phase of
change and progress in many fields. The leader-
ship to sustain a multilateral order with a suitable
place for Europe requires synchronisation be-



tween France and Germany, but that is not all.
More players must come on board. In that re-
spect, with the United Kingdom in the process
of leaving, opportunities are opening up for
Member States such as Spain.

The response of the EU and its Member States
to the crisis of multilateralism is capable of mate-
rialising in three ways. First, renationalisation,
division and decline in integration and, therefore,
a dispersion of external action. Second, a rear-
rangement dependant on the other major pow-
ers, acting reactively to the United States, China
and Russia. And third, the most desirable, a
“Eurolateralism” consisting of asserting all the
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economic, political and cultural influence of
the EU to structure a world in the 21t century
based on rules more favourable to European po-
sitions, interests and values. According to this
option, with the current constellation of leaders
such as Trump, Putin or Xi Jinping, the response
of the EU and its Member States would not be
“Europe First,” but a multilateralism reformed
and led by the Europeans, in the image of the
best of the EU. There appears to be no other
option that will enable the EU to survive in a
hostile environment like the present one.
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A major new commitment

by Member States in defence anc
security: Permanent Structurec

Cooperation (PESCO]

Francisco Aldecoa Luzarraga

General issues

In the corresponding chapter for last year’s re-
port — The Defence Policy of the European Union
within the Framework of a Global Strateqy on
Foreign and Security Policy — | argued that the
Common Security and Defence Policy (CSDP)
was making progress. Since then, we have seen
an acceleration of the pace of change, with the
implementation of Permanent Structured
Cooperation (PESCO) by 25 countries.

The challenge now is to ensure that the train
does not derail as it picks up speed. One year
ago, we stated that “the key innovation in this
area has been the transformation of security
and defence policy: while the previous policy
(the European Security and Defence Policy) pri-
marily consisted of overseas crisis management,
the new approach constitutes a comprehensive
defence policy, entailing an obligation of mutual

defence in the event of external aggression
against any EU Member State”.

Confirmation of this can be found in the de-
velopment of the CSDP and the implementation
of PESCO, designed to ensure the credibility of
this defensive alliance. At the time, we also
identified two significant steps that had been
taking during 2016: “The first of these is the
Global Strategy on Foreign and Security Policy,
which involves agreement based on common
values and seeks to intervene pragmatically in
the regulation of global governance through
the joint action of a stronger Europe. And, in
order to achieve this goal, we are seeing the
development of a strategically autonomous de-
fence policy designed to defend citizens and
territories. The second step is to be found in a
series of concrete decisions that have been tak-
en in the sphere of defence policy (some of
them endorsed by all 27 remaining members
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of the EU) with the aim of achieving the objec-
tive of strategic autonomy based on an autono-
mous defence capability”.

The main development of the last year is the
start of PESCO, and we will therefore analyse
the factors that facilitated this development, the
reasons behind it, and the scope and content of
this cooperation, which is already starting to
bear fruit.

We will also consider the question of EU-
NATO compatibility, given that the EU has his-
torically been a political and economic organiza-
tion, with additional security or crisis management
operations, but is now acquiring a defence func-
tion, while NATO has moved in the opposite di-
rection, starting out as a defensive organization
but also acquiring security functions. As a result,
it is possible that conflicts may arise.

Finally, we will consider Spain’s participation
in PESCO, along with the paradox of the British
position, which has shifted from opposition to a
desire to participate. We will also discuss the
lukewarm attitude of the United States, before
considering whether PESCO constitutes the first
step towards a European version of NATO,
which may be incompatible with the larger or-
ganization.

What is PESCO?

The idea of PESCO was first mooted at the
Convention on the Future of Europe (2002-
2003) and was reflected in the Draft Treaty estab-
lishing a Constitution for Europe. Although this
treaty never came into force, its key elements
found expression in the Treaty of Lisbon, with
Article 42.6 TEU referring to permanent coopera-
tion as follows: “Those Member States whose
military capabilities fulfil higher criteria and which
have made more binding commitments to one
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another in this area with a view to the most
demanding missions shall establish Permanent
Structured Cooperation within the Union frame-
work”.

Protocol 10 (annexed to the TEU) established
that this cooperation would take effect by 2010.
However, TEU itself only actually came into
force in December 2009. As a result — and due
to a number of circumstances, in particular the
economic crisis — the Protocol did not take ef-
fect until December 2017.

The fundamental aim of PESCO is to imple-
ment the defensive alliance commitment estab-
lished in Article 42.7 TEU, which states: “If a
Member State is the victim of armed aggression
on its territory, the other Member States shall
have towards it an obligation of aid and assis-
tance by all the means in their power”. This ar-
ticle is very similar to Article 5 of the Washington
Treaty, which established NATO.

The EU has conducted more than 35 crisis
management operations, both civil and military,
since the start of the millennium, as part of the
CSDP. However, these operations were not per-
formed for the purposes of territorial defence.
The innovation introduced by Article 42.7 was
the obligation to defend the territorial integrity
of all Member States. To this end, the Treaty cre-
ated PESCO. The decisions taken in December
2017 were the start of the process of achieving
this objective.

The European Security Strategy, presented
on 28 June 2016, transformed this legal agree-
ment into a political commitment, obliging the
EU to defend its citizens and its territories. It es-
tablished the principle of strategic autonomy,
which means that within a period of five to ten
years the EU should have the necessary capacity
to respond to potential attacks autonomously.
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Why is PESCO necessary?

Why do we need to strengthen the autono-

mous defence policy and PESCO? In my view,

there are at least three key reasons why PESCO
is needed today. These are:

— The gradual escalation of risks and threats in
neighbouring regions, which shows no signs
of slowing, particularly since 2014. These
endanger not just individual Member States
but the EU as a whole, its political and social
model, and the values that underpin it. A
collective response is therefore required.

— A global political player must be responsible
for its own defence and cannot subcontract
it to others, as currently occurs with NATO.
If it wishes to be an independent player in
the political world, the EU must take respon-
sibility for defending its citizens and its terri-
tory, and this issue is all the more pressing as
a result of the actions of the new United
States administration under President Trump.

— Over recent years, and in particular since
November 2015 (the date on which the de-
fensive alliance clause was activated in re-
sponse to terrorist acts in France) internal and
external security have become more closely
linked, making defence policy a key compo-
nent of anti-terrorism strategies. The two ar-
eas are opposite sides of the same coin.
Among the changes in 2017 and 2018 that

have driven the implementation of CSDP and

PESCO, it is important to stress the impact of

Brexit in promoting cohesion between the re-

maining Member States, and between these

and the institutions of the EU, particularly since

2017, when the European Council of 30 April

agreed a common position with respect to ne-

gotiations, with the backing of the European

Parliament. The completion of the preliminary

stages of negotiations with the United Kingdom

on 8 December 2017 and 23 March 2018, with
the EU achieving almost all of its objectives,
demonstrates the new political climate in the
27-member EU.

Moreover, the new President of the United
States, Donald Trump, is acting as an external
driver of cohesion, at least in defence issues. His
erratic approach to foreign policy is forcing the
EU to take the initiative, and this is speeding up
the EU’s decisions in several areas, particularly
with regard to defence.

The economic situation has also changed
radically from the one that prevailed in 2009.
Over the course of 2017, the eurozone grew
more quickly than the United Kingdom — for the
first time — and faster than the United States,
Japan or Russia, a trend that it seems will be
repeated in 2018.

At the same time, there is a change in the
perception of EU citizens with regard to the
need to develop the European project, with sur-
vey results such as Eurobarometer December
2017 finding that a very high percentage of
citizens support the immediate implementation
of an autonomous defence policy.

In this sphere, a particularly important devel-
opment has been the design and implementa-
tion of the Global Strategy on Foreign and
Security Policy, as a result of which we have
seen decisive action over the last two years in
the form of an evolving European foreign policy
and, in particular, the implementation of a com-
mon defence policy, the principal instrument of
which is PESCO.

Why was PESCO created?

PESCO is necessary to lend credibility to the de-
fensive alliance, promoting the strategic auton-
omy established in the Global Strategy, thereby
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consolidating the EU as a global, normative and
diplomatic player with an increasing role in
global governance, providing the external di-
mension of the EU’s internal model. It is impor-
tant to note that defence policy is not an ad-
junct of foreign policy, but rather an essential
means of ensuring that the EU can operate
without its activity being constantly conditioned
by external military pressures.

This means that the EU’s presence and influ-
ence in the world will never be the result of its
military capacity, as is the case with other pow-
ers, but will instead reflect the defence of its
common values and shared interests and its vi-
sion of the world, which differs from that of
other international agents, as a result of the
EU’s social model.

This international influence is exercised
through instruments such as trade policy, ex-
pansion and partnerships with neighbouring
countries, humanitarian aid, development poli-
cy and culture. However, this requires a collec-
tive defence capacity that includes the option of
exercising the legitimate right to self-defence by
using force in the face of external aggression.

PESCO was created to give effect to the prin-
ciple of strategic autonomy, as set out in the
Global Strategy. This also established the goal of
being able to defend the EU’s territory and its
citizens without recourse to support from other
states. The method for achieving this objective
is through PESCO, which is designed to prepare
the defensive capacities required to deal with
any threat which endangers the territorial integ-
rity of Member States.

PESCO is designed to ensure that the EU
maintains its international standing and to enable
it to defend international law. Its purpose is to
give force to the principle of legitimate collective
defence, enabling the use of rapid intervention
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capacities and their deployment in the face of
external aggression which threatens the territo-
rial integrity of Member States.

The implementation of PESCO in 2017 and
2018

During 2016 and 2017, a number of steps were
taken towards the creation of an EU defence
force, including the Bratislava Declaration on a
new relationship with NATO, the European
Defence Action Plan, progress to achieve opera-
tional capacity, the creation of an operational HQ,
the Commission’s European Defence Fund and, in
particular, significant progress towards PESCO.
The Joint Declaration of the President of the
European Commission and the Secretary
General of NATO, following the informal meet-
ing of 27 EU Defence Ministers on 26 and 27
September 2016 in Bratislava, stated that the
EU and NATO are seeking a new relationship
based on mutual aid and cooperation, confirm-
ing a new climate and acceptance of the Global
Strategy. The declaration contained a set of con-
clusions adopted by the respective councils, in-
cluding more than 40 proposals. This declara-
tion broke the deadlock in the relationship
between the two organizations, making it pos-
sible to implement PESCO, which had been the
object of some suspicion on the part of NATO.
In June 2017, the European Council decided
to activate PESCO, establishing a period of three
months for Member States to commit to par-
ticipating in the project, under the terms estab-
lished in the agreement. After evaluating these
commitments, the Foreign Affairs and Defence
Council of 13 November 2017 decided to move
ahead, and the Ministers of Foreign Affairs and
Defence signed the joint notification. Of the



A MAJOR NEW COMMITMENT BY MEMBER STATES IN DEFENCE AND SECURITY: PERMANENT STRUCTURED COOPERATION (PESCO]

EU's 27 Member States, only Denmark and
Malta decided not to participate in PESCO. Nor,
of course, will the United Kingdom be a mem-
ber. The European Council of December 2017
then took the final decisions for immediate im-
plementation.

Some observers consider that the version of
PESCO that has been adopted does not fully
match the provisions of Articles 42.6 and 46
and the content of Article 1 of Protocol 10, as
these establish that cooperation is for those
states that wish to participate and have the reg-
uisite military capacities (in a manner similar to
the convergence criteria for Economic and
Monetary Union).

This solution was a consequence of the
German proposal to include all members in
PESCO, with the aim of strengthening unity and
a sense of belonging. This contrasted with the
French position that membership should be re-
stricted to those states which possessed both
sufficient military capacity and the willingness
to deploy against potential aggression: in other
words, those states that satisfied the criteria set
out in the Protocol.

The solution adopted seeks a formula which
reconciles these two positions. On the one
hand, almost all Member States (25 out of 27)
will be included; on the other, France, Germany,
[taly and Spain will form a hard core of countries
that are prepared to make a deeper commit-
ment and implement the genuine mandate of
the Second Paragraph of the Protocol. This
means that, in practice, defence issues will be
decided by the four members with the neces-
sary military capacities. As a result, implementa-
tion of PESCO is proceeding rapidly.

Compatibility with NATO

As noted earlier, there is some overlap between
the functions of NATO and the EU, with the lat-
ter taking on some of the defensive capacities
that were previously the exclusive domain of the
former.

This raises the question of the relationship
between these two organizations. The generally
accepted view is that they are compatible, and
that the relationship is one of reciprocal auton-
omy rather than hierarchy. However, NATO has
a deterrent capacity which the EU lacks and will
thus remain, at least for the time being, the ba-
sis of collective defence for its members.

In this respect, the Principle of Compatibility
is set out in Protocol 10, which states “the North
Atlantic Treaty Organisation ... remains the
foundation of the collective defence of its mem-
bers, and is compatible with the common secu-
rity and defence policy established within that
framework”.

The current situation of increasing threats on
the eastern border of the EU means that some
states which do not belong to NATO - such as
Sweden and Finland — are particularly interested
in the need to make this defensive alliance cred-
ible and are therefore pushing to strengthen the
EU’s capacities, something they hope to achieve
through PESCO.

While the relationship between the two or-
ganizations has always been somewhat uneasy,
the Warsaw Declaration and the Bratislava
Declaration on Cooperation by the EU and
NATO in September 2016 went some way to-
wards solving this problem. However, while the
Warsaw Cooperation agreements certainly
strengthened the relationship, it is also true that
the creation of PESCO has aroused some suspi-
cions on the other side of the Atlantic.
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As a result, at the Atlantic Council of 10
February 2018, the United States representative
raised objections to the development of PESCO,
and these doubts have been echoed in other in-
ternational forums, such as the European Security
Conference in Europe a few days later, or the
NATO Parliamentary Assembly of March 2018.

This concern is based, among other things,
on the view held by some in the United States
that the development of the CSDP and in par-
ticular of PESCO will reduce the purchase of
military hardware from the United States.

The British paradox with respect to
defence policy and PESCO

The first thing to note is that, throughout its
membership of the EU (for more than 40 years)
the United Kingdom opposed the development
of a security and defence policy. In particular,
during the last decade it slowed down imple-
mentation of PESCO and other security and de-
fence initiatives. And the United Kingdom gov-
ernment’s letter notifying intention to withdraw
from the EU under Article 50, on 29 March
2017, specifically mentioned the possibility that,
if no acceptable economic agreement were
reached, the United Kingdom might weaken its
ties in the areas of security and defence.

Ayear on, the situation has changed substan-
tially and the EU has successfully concluded a
pre-agreement on the first phase of negotiations
(8 December 2017) which reflects the EU’s initial
goals rather than those of the United Kingdom,
and has also made substantial progress in the de-
velopment of its defence policy. This reflects the
cohesion between Member States, which in-
creased significantly as a result of the British
withdrawal, enabling the EU to present a united
front in its negotiations with the United Kingdom.
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The paradox lies in the fact that the United
Kingdom government’s Foreign Policy, Defence
and Development report of September 2017
states that, in defence and security issues, the
United Kingdom hopes to participate decisively
in all initiatives, despite no longer being a mem-
ber of the EU. This has been confirmed by a
number of more specific public statements by
the United Kingdom.

Even more recently, at the Munich Security
Conference on 17 February 2018, Prime Minister
Theresa May called for the rapid agreement, pri-
or to the withdrawal date of 30 March 2019, of
a Defensive Alliance Treaty with the EU and par-
ticipation in the new defence structures. In other
words, after having previously opposed the de-
velopment of the defensive alliance, the United
Kingdom — following its decision to leave the EU
— now wants to participate in this initiative.

Following the pre-agreements adopted at
the European Council on 23 March 2018 -
which establishes a transition period of 21
months following the United Kingdom’s depar-
ture on 30 March 2019, taking us up to 31
December 2020 — almost all of the elements of
the United Kingdom’s membership of the EU
will be extended, other than its participation in
European institutions. As a result, its existing se-
curity and defence commitments will also be
extended until the end of 2020.

However, the future relationship between
the EU and the United Kingdom in all spheres
— including security and defence — will have to
be agreed in the coming months. This will be far
from easy. In principle, there are no plans to ex-
tend the transition period, although such a de-
velopment cannot be ruled out. It is worth not-
ing that the United Kingdom, which wanted a
rapid and comprehensive withdrawal, was now
the one asking for the final exit date to be post-
poned through a transition period of two or
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three years, although the EU eventually set this
at 21 months.

With regard to the European defensive alli-
ance, it is particularly important to note that the
United Kingdom, which has raised many doubts
about the initiative, now views it positively. This
is despite initial fears that the United Kingdom’s
departure would weaken the CSDP and the de-
fensive alliance.

Spain’s participation in the CSDP and
PESCO

Over the last 15 years, Spain has been one of
the EU’s biggest contributors to civil and military
crisis management, in terms of personnel and
the number of operations. It is currently partici-
pating in all six of the EU’s ongoing military op-
erations, performing a major role and, in some
instances, directing operations.

With the implementation of PESCO, Spain is
one of four countries playing a central role —
along with France, Germany and Italy — partici-
pating in 9 of the 17 projects approved by the
PESCO Council on 2 March 2018. And it is lead-
ing one of the most significant of these: the
command, control and leadership system for
CSDP missions and operations, which may be
transformed into the new HQ.

It should also be noted that several crisis
management missions are under Spanish lead-
ership, and two Spaniards hold senior positions
in the CSDP: Pedro Serrano de Haro is Deputy
High Representative with specific responsibility
for the CSDP; and Jorge Domecq is Executive
Director of the European Defence Agency.

Once again, it should be stressed that the
development of PESCO is of great significance
to Spain, a country whose threats and hazards
come primarily from the south. In the functional

distribution which has been established (at least
implicitly) between NATO and the EU, southern
Europe is the responsibility of the EU while sys-
temic threats from the east are, in the first in-
stance, the responsibility of NATO. And we should
also remember that Ceuta and Melilla are not
covered by Article 6 of the Washington Treaty, but
they are protected by Article 42.7 TEU.

In January 2018 Spain gained agreement to
establish the Galileo Programme’s Vigilance and
Security Centre at San Martin de la Vega, near
Madrid. Galileo is the European satellite naviga-
tion system, whose purpose is to monitor and
prevent any threats to the operation of one of
Europe’s most ambitious telecommunications
projects, and it will compete with the US system
from 2020, once its 30 satellites are all in orbit.
It is currently based at Swanwick in the United
Kingdom and at present is only used for civil
purposes, but there is no question that it could
also have a military function.

Spain also hopes that the HQ for Operation
Atalanta, the counter-piracy mission in the
Indian Ocean — currently based at Northwood
(United Kingdom) but due to be relocated after
Brexit — will be transferred to the Spanish naval
base at Rota, although the Italian government
has also proposed Naples as a possible location.

To what degree could PESCO constitute
the European NATO?

NATO's key achievement has been to maintain
the peace and security and territorial integrity of
its members for seven decades, as a result of the
deterrent threat of a permanent military organ-
ization which is prepared to implement the de-
fensive alliance commitment established in
Article 5 of the Washington Treaty.

115



THE STATE OF THE EURCPEAN UNION

PESCO shares the same basic objective as
NATO, seeking to lend credibility to the defensive
alliance established in Article 42.7 TEU by estab-
lishing a permanent military organization, with
the aim of achieving strategic autonomy so that
it is able to deal with potential aggression inde-
pendently, without having recourse to NATO.

The agreements adopted in December 2017
with respect to the creation of PESCO represent
a major new commitment by Member States in
Defence and Security. And the decisions taken
during the first months of 2018 constitute sig-
nificant progress.

Although this does not mean that success is
inevitable and that an autonomous defence
policy will necessarily be created soon, it is im-
portant to recognize that — over the course of
the last two years and particularly during the
last twelve months — good use has been made
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of the window of opportunity created by the
UK'’s decision to vote for Brexit on 23 June 2016
and its subsequent notification of withdrawal
on 29 March 2017.

We can therefore conclude that, over the
past year, there has been progress in developing
the CSDP, along with a major step towards the
final approval and implementation of PESCO,
which heralds the start of constructing a perma-
nent, autonomous military defence capacity by
25 EU Member States.

At the same time, we cannot say with cer-
tainty whether the EU, through its development
of the CSDP and, principally, the application and
implementation of PESCO, will be able to de-
fend itself against potential external attacks
solely through its collective defence structures
without requiring the support of NATO.



Digital innovation needs

Daniel Buhr

Introduction

Industry 4.0, Smart Health and e-Government:
increasing digitalisation is about to enter all ar-
eas of the economy and society. This brings
change with it, also for the political institutions
and the welfare states. Digitalisation is chang-
ing not only production and consumption, but
also how participation in politics and society is
organised; how states and governments provide
social services; how participation in the labour
market works; how health care services are de-
livered and so on (Eichhorst and Rinne, 2018);
(Buhr et al., 2016). However, the welfare states
itself, are powerful stimulators for change and
innovation as well. Therefore, a number of fun-
damental questions need to be answered. On
the one hand these questions deal with the ef-
fects that digitalisation might have on the wel-
fare state, i.e. the health-care systems and the
labour market? How far have developments in
individual welfare states progressed? What fur-
ther developments can we expect? On the other
hand, however, we could also ask, how policy
makers will use the welfare state in order to fos-
ter innovation?

welfare

In this article, above mentioned questions
will be discussed. The analysis is based on a
study design by Claudia Christ, Marie-Christine
Fregin, Rolf Frankenberger, Markus Tramer, Josef
Schmid and myself (Buhr et al., 2016) that was
conducted on behalf of the Friedrich-Ebert-
Foundation. It focuses on a comparison of seven
welfare states: Estonia, France, Germany, Italy,
Spain, Sweden and the United Kingdom. One
objective of this study is to compare the develop-
ment of, as we call it, external and internal mod-
ernisation in different welfare states. It will pro-
vide an insight into comparative welfare state
research, which forms the basis for selecting the
seven European countries under examination.

Digitalisation and the welfare state

With the increasing digitalisation and intercon-
nectedness of business and society in the twen-
ty-first century, the capitalist production regimes
of contemporary industrial societies are chang-
ing fundamentally. On the one hand, these in-
novations create new opportunities for cooper-
ation and production, while, on the other hand,
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they force these societies to adapt. This requires
people to have special knowledge, skills and
abilities so that they can function in the “new
digital world”. More and more tasks are being
performed by machines and new tasks for peo-
ple are emerging that demand new skills.

The technological revolution not only influ-
ences production regimes and individuals, but
also has a far-reaching impact on society as a
whole and on social protection systems. If the
production regime changes, this generates spe-
cific problems, difficulties and needs that need
to be compensated for by the state and society.
This usually takes place via welfare systems be-
cause capitalism and welfare state are two sides
of one and the same coin (Offe, 1972), their spe-
cific institutional arrangements are closely inter-
twined. Both systems — the industrial production
system and the welfare state redistribution sys-
tem of social protection — are subject to digital
change. However, whereas production systems
change and adapt rapidly, the redistribution sys-
tems of welfare states are path-dependent and
persistent. As a result, existing welfare state
structures are coming under pressure and having
to adjust. Here, digitalisation essentially has two
different impacts on the welfare state:

— Digital transformation is creating a new age
of industrial production, “Industry 4.0". This
can be termed an external modernisation ef-
fect on welfare states. By altering production
and disseminating information and commu-
nication technologies and automation, new
demands arise for labour in general and for
employees in particular (cf. Autor, 2015).
The processing of these changes and chal-
lenges needs to be supported by the welfare
state.

— Digitalisation of the welfare state is causing
internal modernisation effects. They are related,
on one hand, to the digitalised administration
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of welfare and the technical environment,
such as the proliferation of internet connec-
tions and broadband expansion. On the other
hand, internal modernisation involves devel-
oping the individual skills and abilities that
digitalisation requires with regard to informa-
tion pro-cessing, in order, for example, to
take part in the community and the labour
market. The question of how the welfare
state handles (new) social inequalities —
known as the “digital divide” — and what so-
lutions might be found to counter the effects
of digitalisation goes hand in hand with this.
If external and internal modernisation are in
equilibrium, social innovation (i.e. work 4.0)
could also arise from technical innovation (i.e.
industry 4.0). This not only drives Industry 4.0,
but also transforms the welfare state in the di-
rection of Welfare 4.0?

The worlds of welfare capitalism

In comparative welfare state research, a distinc-
tion is made between different types of welfare
state (cf. Buhr and Stoy, 2015). They reflect the
relevant experiences of each state’s national po-
litical and social history, as well as the political
balance of power. Here, the emphasis is on the
seminal work done by Danish sociologist Gasta
Esping-Andersen (1990), which resonated
widely and is still of great significance today. His
“three worlds of welfare capitalism” categorise
states as either “liberal”, “conservative” or “so-
cial democratic”. Each of these types follows a
historically evolved development path and has
its own logic with regard to the organisation of
social policies, pattern of social stratification
and inequality (in particular in the employment
system), and forms of social integration or ex-
clusion (Schmid, 2010). Esping-Andersen (cf.



1990) defines three dimensions that have differ-

ent effects on the different welfare types: de-

commodification, stratification and residualism.

— Decommodification refers to the relative in-
dependence of the social security of the in-
dividual from the pressures and risks of com-
mercially oriented (“market”) policy and
decision-making. In other words, the higher
the level of decommodification, the lower
the individual's dependence on selling work
as a commodity in order to secure their own
survival. This is achieved via the type and
amount of social security benefits.

— Stratification refers to the vertical and hori-
zontal economic and social segmentation of
society. This involves describing social ine-
quality in terms of income and social status.
By pro-viding social security systems and
benefits, the welfare state is an instrument
of redistribution “to influence and, where
applicable, correct the social inequality struc-
ture” (Esping-Andersen, 1998, p. 39). At the
same time, different types of welfare state
themselves generate a specific form of strat-
ification.

— Residualism is understood as the specific in-
terplay between market, state and family
with regard to individuals’ social security and
therefore the extent to which the state inter-
venes in this mixed relationship between pri-
vate and public provision.

Esping-Andersen (1990) used the above di-
mensions to develop three ideal-types. The em-
phasis in a “liberal” (or “Anglo-Saxon”) welfare
state model is on a hands-off state social policy
that focuses on those deemed most in need,
supports the welfare production functions of
the commercial sector and leaves other welfare
production to private providers and the family
(Schmidt, 2004). The overall decommodification
effect is weak, with social entitlements set at a
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low level and means-tested on a case-by-case
basis. There is a stigma attached to applying for
such entitlements. One example of this type is
the United Kingdom. Others include Canada,
the USA and Australia.

The “conservative” (or continental European)
welfare states are based on strong state social
policy in which the emphasis is on insured indi-
viduals maintaining their status. Such states are
characterised by a Bismarck-style social insur-
ance model in which the socio-political role of
commercial interests is usually low, while that of
the family is prioritised in accordance with the
principle of subsidiarity (Schmidt, 2004).
Associated with the principle of subsidiarity is
the influential role of the churches, which also
play a key role in ensuring that traditional fam-
ily forms are preserved (Esping-Andersen, 1998).
In contrast to the “liberal” model, the decom-
modification effect is more strongly developed
and the state intervenes more strongly. Social
rights are linked to class and status, which leads
to the mainte-nance of status and group differ-
ences. Examples of this welfare type include
Germany, France and Austria.

“Social democratic” (or Scandinavian) wel-
fare states are based on a social policy charac-
terised by universalism, strong decommodifica-
tion and ambitious ideas of equality and full
employment. The aim here is to minimise de-
pendence on commercial interests and family.
Decommodification effects are most strongly
felt in such states. Examples of this type are the
Scandinavian countries of Sweden, Norway,
Denmark and Finland.

Chart 1 (from Schmid 2010) summarises the
key features of the three types of welfare state
systematically compared in triangular form. This
clearly shows Esping-Andersen’s ideal categori-
sation and indicates the mixed forms that actu-
ally exist.
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In the meantime, Esping-Andersen’s ap-
proach has been extended to include two ad-
ditional welfare state types: first, the rudimen-
tary or “Mediterranean” welfare state type,
which expressly includes the countries of south-
ern Europe (Spain, Portugal, Greece, and to
some extent ltaly), and second, the post-social-
ist welfare state type found in the transitional
political systems of central and eastern Europe.
The Mediterranean welfare state is character-
ised by the stronger role of the family and the
lower level of social benefits (Leibfried, 1990;
Lessenich, 1995). This group consists of less in-
dustrialised, structurally weak and poorer coun-
tries. Social security systems in this group of
countries are typically only partly developed and
welfare entitlement has no legal basis (Schmid,

2010). One specific feature of this type is the
high degree of employment protection.

The collapse of the Soviet Union and the
transformation of its former Member States
have resulted in a further welfare model being
added. Gotting and Lessenich (1998) describe
the post-socialist welfare state as an authoritar-
ian re-modelling of the social democratic wel-
fare type (ibid., p. 272). The transformation to-
wards a welfare system in accordance with the
western European model is described as gradu-
al and features both old and new characteris-
tics. According to Gotting and Lessenich (1998),
the post-socialist states are a mixed form: “the
post-communist welfare states are currently in-
stitutional hybrids” (ibid., p. 274).

Type of welfare state
liberal

Variables/indicators
Decommodification weak
Residualism strong

Type of welfare state
social democratic

Variables/indicators
Decommodification strong
Residualism weak

Corporatism/statism weak

Types and dimension
of the welfare state
according to
Esping-Andersen

Full employment guarantee

Type of welfare state
conservative

Variables/indicators

Decommodification medium (?)

Residualism strong

Corporatism/statism strong

Chart 1. Types and dimensions of welfare states according to Esping-Andersen
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Why these cases

To answer the core research questions of this
study, a comparative design was selected. This
process examines in particular the development
paths and responses of various welfare states to
the challenges and opportunities of digitalisa-
tion. Countries were selected on the basis of the
various welfare state types distinguished by
Esping-Andersen and Lessenich, with examples
of each of the five types included in the exami-
nation. Germany and France represent the “con-
servative” welfare state type, Sweden the “so-
cial democratic” welfare model and the United
Kingdom the “liberal” welfare state. Estonia is
primarily considered to be a post-socialist wel-
fare state given its collectivist welfare structures
in many areas, even if the country today exhibits
a number of “liberal” characteristics following
the comprehensive economic and social state
reforms that took place after independence: a
very low proportion of social spending (14.8 %
of GDP), above-average income inequality, a
very low level of organisation of workers and
only a very weak institutionalisation of labour
market relationships. Spain and Italy are includ-
ed here as examples of the “Mediterranean”
welfare state. While Spain is a classic represent-
ative of this type, Italy may also be considered a
“conservative” welfare state, given the domi-
nant role of social insurance and, at the same
time, the fairly passive role of the state. There is
disagreement among researchers over this clas-
sification, however. According to Ferrera
(Ferrera, 1996); (see also Lynch, 2014), Italy be-
longs to the group of “Mediterranean” welfare
states, but the latest social state reforms point
towards a gradual departure from this in the di-
rection of the “conservative” model.
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The worlds of digitalisation

The European Commission is prioritising digi-
talisation in the ongoing development of the
European Union at social and economic level.
The creation of the digital single market has
been one of the priorities of the European
Commission since 2015. A number of core ob-
jectives were set out in the Digital Single Market
Strategy for Europe. As well as creating trust-
worthy and powerful technical infrastructure
and reducing digital barriers and the digital di-
vide, key targets include improving digital skills
among citizens and adminis-trations, investing
in research and development and enhancing
digital public services. To accompany the pro-
cess of digitalisation, a monitoring instrument
was implemented in the Digital Economy and
Society Index (DESI), which enables individual
countries’ progress to be benchmarked (cf.
European Commission 2017). Examination of
the comparative data on the status of digitalisa-
tion across EU states reveals sometimes huge dif-
ferences between the aspirations and reality of
digitalisation. Even average data speeds in broad-
band and mobile networks and the shares of fast
broadband connections vary widely between
countries. While the Nordic countries of Sweden,
Finland and Norway, as well as Belgium and the
United Kingdom - and to a lesser degree
Germany — have above-average speeds in both
broadband and mobile networks, it is mainly the
southern European states such as Greece, Croatia
and lItaly, as well as France that clearly need to
catch up to some extent in both areas.

Even if the EU Member States fare relatively
well by international comparison in terms of
technical infrastructure and are generally ranked
in the third of the world, there is also consider-
able need to catch up, particularly in the area of

121



THE STATE OF THE EURCPEAN UNION

connectivity. However, technical infrastructure is
only one of many factors that are important for
the development of a digital society. If the di-
mensions used in the DESI (European Commission
2017) are included — human capital, actual inter-
net use, integration of digital tech-nologies into
the economy and development of digital public
services (eGovernment) — then additional, often
very specific differences become apparent be-
tween the Member States. Overall, the data re-
veals the extent to which and the areas in which
Europe as a whole is still far from being advanced
in terms of digitalisation.

The fact that the digitalisation of the econo-
my — as well as the fostering of citizens’ digital
skills and the general development of human
capital — is key to increasing welfare and driving
the EU’s economic development becomes clear,
for instance, when examining the connection
between the level of integration of digital tech-
nologies and economic output as measured by
GDP per capita (see Chart 2). States with better
integration of digital technologies also tend to
have higher economic output and vice versa.

Closer examination of the development of
the states under survey in terms of DESI dimen-
sions shows the specific strengths of individual
countries, which can serve as best practice ex-
amples for other states if they are adjusted to
the conditions of the welfare state in each case.
While Sweden, for instance, is a leader in all di-
mensions and deemed to be a digitalisation pio-
neer, Estonia and Spain have clear strengths in
the area of e-government and e-administration,
and the United Kingdom and, again, Estonia are
strong when it comes to human capital and in-
ternet use. In general, it can be observed that
the least advanced areas are — with the excep-
tion of Sweden and to a lesser degree Germany
—the integration of digital technologies into the
economy (the core of Industry 4.0) and the
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development of e-government across the EU
(see Chart 2). But what do the digitalisation
profiles of the seven states examined here look
like, and what are the countries strengths and
weaknesses in specific policy areas?

Different Paths to welfare 4.0 - labour
and health

The increasing digitalisation of value-added net-
works and the greater use of new technologies,
flexible production processes and new work
forms is leading to changes in welfare state archi-
tectures. It tackles variuos policy fields, starting
with the labour market, over to education, sci-
ence and innovation up to health and social care.
The following short analysis covers two policy
areas that are strongly influenced by digitalisa-
tion and for which digitalisation offers strong in-
novation potential: labour and health-care.

Labour

As the central location for distributing life op-
portunities and social security in contemporary
capitalist market societies, the labour market is
affected by digitalisation and automatisation in
two ways: first, and as mentioned before, these
technological developments are drivers of struc-
tural change; and second, these developments
enable new ways to organize work which could
lead to a growing number of short hirings, zero-
hour contracts and other forms of labour-on-
demand (crowd- and cloud-work).

With the uprise of digitalisation and auto-
mation, artificial intelligence and robots, there
begins a downsize of a variety of routine tasks
that were traditionally done by humans. Famous
claims have been made that half of all jobs in
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Chart 2. Digital Economy and Society Index 2017

industrialised countries are so susceptible to au-
tomation that they will disappear in the next
two decades (Frey and Osborne, 2013).
However, automation will affect certain tasks,
not whole occupations. In many occupations,
tasks that can be automated through new tech-
nology are bundled with tasks that are inher-
ently difficult to automate. With this approach,
the share of jobs threatened by new technology
more resemble the pace of structural change we
are used to. Further, we must not underestimate
human creativity, nor human ability to find new
desires that needs to be fulfilled. Jobs will disap-
pear, but new jobs, occupations and companies
will emerge on the same time. Therefore, labour
market policies will even more have to look into
the future, since real employment security will
not lay in the job you have, but in the jobs you
can get. And here, some people (highly skilled)
are much better prepared for this than others

(low skilled), which could lead to growing ine-
qualities.

The welfare state is supposed to counteract
inequalities by redistribution and protecting
against certain risks. At the same time, the wel-
fare state itself is based on social stratification,
which more or less privileges gainful employ-
ment. Digitalisation results in new challenges.
Particularly stratified welfare states (i.e.
Germany, France, ltaly) are more likely to pro-
duce a digital divide between those who have
the necessary skills to find their way around the
digital environment and those who do not have
those skills and are therefore more exposed to
the dangers of work casualisation. Digitalisation
in this situation does not alter the demand for
work equally across all skills levels, but rather has
a polarising effect. While demand rises in highly
skilled areas, it falls for non-manual routine work
(Arntz et al., 2016), as new production and
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information-processing technologies make, on
one hand, many unskilled tasks unnecessary but
require, on the other hand, corresponding
knowledge and skills to apply those technolo-
gies (GroB, 2015).

One central requirement in all the countries
examined is to acquire the skills necessary for
Work 4.0 in a digital economy. This means that
the interfaces between the labour market and
education, in particular, become relevant and
one of the crucial fields of future welfare state
action. Especially in knowledge societies and
high-tech industries, education is not only cru-
cial for the innovation potential of a society but
also important for social inclusion. This applies
increasingly to countries such as Spain, Italy and
France that are affected by constantly high
youth unemployment.

Most governments in Europe are addressing
the situation with reform programmes aimed
mainly at attaining more flexibility and less regu-
lation, but also activation and skills measures. In
all the countries examined there is evidence of
an increase in "atypical” employment relation-
ships. These often go hand in hand with pre-
carious employment careers and restrictions on
integrating into social security systems. Here,
ways must be found to include new work mod-
els (for instance, crowd- and click-workers
working as self-employed individuals) in existing
security systems.

Digitalisation has the potential to increase
productivity and could therefore boost demand
and create new professions and activities. If ap-
propriate investment is made, this can even result
in employment growth. Rising demand for work-
ers, however, is to be expected mainly in areas
that require greater skills. Decent jobs need inclu-
sive growth. Because professions and activities
can be automated in different ways, all the wel-
fare states examined here require solutions for all
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those who lose out in the digitalisation process.
This requires greater investment in professional
development and lifelong learning for low-
skilled workers, as well as, for instance, for old-
er workers.

Digitalisation brings new opportunities, but
also risks. Societies that want people to take
professional risks therefore require social secu-
rity systems that are able to cushion such risks.
In short, working is becoming more mobile,
more flexible and less contained. This can be
positive, for instance in achieving a better work-
life balance by more flexibility and new (social)
support services, but also negative if the bound-
aries between work and leisure become blurred.
Because new social risks require new ideas for
ensuring a social security net, the long-term
question we have to ask is whether and how we
might design a social security net that is decou-
pled from work and how we might arrive at EU-
wide regulations.

Health and Social Care

Digitalisation also changes the health and social
care systems, which are in most of the welfare
states one of the largest employers already.
Digital services are entering the market and
starting to monitor our behaviour: apps count
our steps, wearables measure our blood pres-
sure, health and medication data is stored in
Electronic Health Records. Customised and per-
sonalised medicine offers the opportunity to
provide optimal support, but it is a concern if
this data is made available to employers, for in-
stance. For that reason, the data must be owned
by the patient, but this is only the case in very
few welfare states in reality, although the same
applies in the analogue world. For the most
part, patient data involve ownership without



possession (that is, the data, including analogue
data, lie with i.e. doctors) or possession without
ownership (lots of data lie with lots of doctors,
care organisations and hospitals). With the
growing risk of cybercrimes, however, topics
like data safety and security will probably enter
the political agenda in more and more states
soon, especially when the new European
General Data Protection Regulation (GDPR) is
applied starting from 25 May 2018.

This is one side of digitalisation. The other is
better quality of life due to better and more con-
venient medical and care services, including in
rural and sparsely populated areas, if they are
equipped with the appropriate digital infrastruc-
ture, like for instance in Denmark, Finland,
Sweden, Estonia or Scotland. This is because the
digitalisation of health care offers huge opportu-
nities. For instance, it could avoid multiple ex-
aminations, cumbersome documentation and
bureaucracy, and therefore saving costs; it could
improve diagnosis, prevention, treatment and
medication; it could connect and dovetail formal
with informal care-givers in order to improve and
reduce the burden of social care; and it could
lead to more efficient processes, shorter waiting
times and approaches, and thereby more time
for people and person-centered services.

Using digital technologies requires digital lit-
eracy, in other words, basic skills that enable
people to draw the greatest benefit from these
new technologies. For citizens to be interested
in these technologies, however, they need to
recognise what the benefit is for them or how
these innovations could specifically improve
day-to-day life. If citizens are less prepared for
digitalisation and do not have the basic skills re-
quired, digitalisation will not be able to achieve
its full potential, whether from use of internet
connections in general through to health services
in particular. Here, Italy and Estonia represent
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two contrasting case studies. It is striking that
the countries that have strong administration
units and that have tried to manage digitalisa-
tion top down in large-scale projects are those in
which the debate about small-scale innovations
is more prominent. Here, the problems experi-
enced in Germany and the United Kingdom with
health cards, the disappearance of patient data
and records and general data protection prob-
lems in the NHS with care.data provide particu-
larly noteworthy examples. On the other hand,
decentralised states struggle with translation
problems and fragmentation when implementing
digitalisation, as the examples of Spain and Italy
show. It seems that a mix of centrally determined
requirements and operational autonomy at re-
gional and local level is indeed conducive to
achieving objectives (Chart 3).

Digitalisation and welfare states - equal or
unequal?

Digitalisation is giving rise to challenges of vary-
ing intensities in the different welfare state
models. First, as chart 2 and 3 show, the coun-
tries examined occasionally differ widely in the
degree of digitalisation in the economy and so-
ciety that they have already achieved, from set-
ting up and expanding digital infrastructure to
building digital human capital, integrating digi-
tal technologies into the economy and driving
digital public services. Irrespective of the type of
welfare state, then, the key aim must initially be
to establish high-speed networks across all
states and to promote human capital. Second,
depending on the type of welfare state, there
are also different challenges in terms of content.
Measures that are comparatively easy to inte-
grate for one welfare state may have a centrip-
etal effect in other welfare states. For instance,
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the issue of employment protection in a period
of decentralised, flexible and digital work in
“liberal”, “conservative”, “Mediterranean” and
“social democratic” states will require different
solutions. Applying dimensions of internal ver-
sus external modernisation, on one hand, and
social inequality, on the other, we can construct
a model that systematically shows the interac-
tions between digitalisation and the welfare
state and in which we can position the states
that have been examined (see Table 1).
Comparison reveals that Sweden has the
lowest level of social inequality due to the high
redistributive capacity of its social democratic
welfare state. It is also proactively and consist-
ently modernising its welfare state internally.
Sweden can therefore be considered a pioneer
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of Welfare 4.0. Similarly, Estonia and the United
Kingdom, with their relatively good levels of
network coverage and progress in digital public
services, are taking the route of internal mod-
ernisation and benefiting very much from this in
the areas of connectivity and digital public ser-
vices. However, it is also becoming apparent that
the much stronger stratifying effect of post-so-
cialist (Estonia) or “liberal” (United Kingdom)
social security systems does not cancel itself out.
In fact, it is actually accentuated if it is not ac-
companied by targeted welfare state measures.
Estonia, in particular, is struggling with the ef-
fects of a strongly dualised labour market and
the social inequality that this brings with it.

By contrast, the “conservative” welfare
states of Germany and France are more strongly
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Chart 3. Comparison of the digital economy and society
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driven by external modernisation effects. The
welfare state subsequently adjusts to the exter-
nal challenges of Industry 4.0. Here, the ques-
tion of recalibrating society’s internal redistribu-
tion of labour and welfare benefits becomes
one of the key issues. The “Mediterranean”
welfare states of Italy and Spain face the biggest
challenges. Here, on one hand, social inequality
is high and was exacerbated by the effects of
the economic and financial crisis. On the other
hand, external modernisation effects, especially
on the labour market, lead to further stratifica-
tion of these societies. At the same time, system-
atic digitalisation of the welfare state offers great
development potential, especially with regard to
integrating digital technologies into industry,
building human capital and driving digital public
services. Spain, for instance, especially when we
look at health- and care-system, is taking the
route of digitalising public services as a possible
strategy for coping with the consequences of the
economic crisis and with latent modernisation
problems. It is now slowly catching up.

Conclusion

Digitalisation can bring about economic and so-
cial progress as well as equality. But not in each
and every welfare state setting to the same ex-
tent. Here, the scandinavian welfare states
(Sweden, Denmark, Finland) seem to be in a
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beneficial position since the internal modernisa-
tion of these welfare states already is on a high-
er level than in most of the liberal, mediterra-
nean, post-socialist and conservative welfare
states. This, however, seems to be an important
factor for a society’s ability to innovate.
Therefore, social and digital infrastructure go
hand in hand. This means not only fast internet
with blanket coverage. It means also, learning
and thinking in networked connections must be
activated as well — via education, training and
qualification. For innovation and labour market
policy, this means both investing in innovations
and promoting the ability to make use of them
actively in the society (human capital). However,
it also includes analysing and structuring the
consequences of innovations in advance and
with the involvement of potential users (struc-
tural capital). In this way, employees become
innovation drivers and not the driven. The idea
here is to enable innovation through participa-
tion and thereby rely on open and social innova-
tions (relationship capital), in particular in the
care and health area. The strong connection
between a solid social infrastructure and the in-
novation capacity of a society is shown by the
Innovation Capability Indicator (IIT, 2018). Here,
once again, we can see the strong position of
the social-democratic welfare states (Sweden,
Finland) followed by conservative welfare states
like Austria and Germany.

Table 1. Modernisation and social inequality: comparison of interactions

Modernisation

External Internal
Social inequality Low Sweden
Medium Germany United kingdom
France
High Italy Estonia
Spain

Source: Buhr et al., 2016.
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Therefore, it could be wise for governments
and public administrations to focus more on
these internal modernisations effects, by using
digitilisation to modernize the health-, care- and
education-system, for instance, and to foster
equal access to these services throughout soci-
ety, for people that live in the cities as well as for
people living in rural areas. This requires, how-
ever, in some of the states to shift away from
strict financial and austerity policies in order to
allow policy makers to become more active
again and invest, for example, in innovation, re-
search and education, in digital as well as social
infrastructure.

How could a vision of welfare 4.0 look like?
May be like this: by using digitalisation we could
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enhance the welfare state in such a way that,
on the one hand, it absorbs the risks of growing
flexibilisation and, on the other hand, it offers
us new ways of harnessing the opportunities of
working without space and time constraints,
which could be an important prerequisite for
social progress, too: to enable an independent
and self-determined, active and healthy life for
as many people as possible. This vision needs to
be shaped not only in economy and society, but
also by an active welfare state that invests in the
future — in both, the supply-side (i.e. research,
fast internet connections, etc.) as well as the de-
mand-side (i.e. public procurement, education/
qualification) — in order to foster innovation and
inclusive growth.



Current status of
the fight against tax
havens in Europe

José Luis Escario Diaz-Berrio

Time to implement global and European
standards on banking secrecy and the
exchange of information for tax purposes

The international community planned to imple-
ment the new OECD standard on international
tax cooperation, based on the automatic ex-
change of information (AEOI) about bank ac-
counts, during the course of 2017 and 2018.
Almost all EU Member States, with the exception
of Austria, applied AEOIin 2017, becoming “ear-
ly adopters” of the Common Reporting Standard
(CRS)," the name of the new OECD global stand-
ard in this area. This replaces the previous global
standard, which was based on the exchange of
tax information on request.

The new CRS means that banks which pro-
vide accounts to residents of other jurisdictions
are obliged to transmit information regarding a
wide range of incomes to their tax authorities.

' The CRS was approved by the OECD in June 2014 and
ratified by the G20 in September of the same year.

In a second moment, this tax authority must
— on a regular basis and without the require-
ment for any specific request — transfer the said
information to the state of residence of the ac-
count holder. It is essential for the state to have
access to this data to identify whether its tax-
payers with accounts in other countries are in
compliance with their tax obligations.

With respect to the first part of the CRS -
the reporting obligations of financial institutions
to their local tax authorities — it is important to
note that this implies a parallel need to identify
those accounts affected by automatic exchange
and, where applicable, those individuals who
control intermediary bodies or structures (for
example, current accounts in the name of off-
shore companies, foundations or trusts).
Furthermore, this must comply with the relevant
“due diligence” procedures. As we will see, the
issue of the availability of information about the
real beneficial owners intermediary structures ex-
ist is essential for AEOI to be effective. With re-
spect to the part of the CRS which affects tax au-
thorities, the standard contains a model agreement
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between competent authorities which regulates
how these should apply the automatic exchange
of annual information.

The introduction of the CRS over recent
years has required the EU to review its legisla-
tion in this area to comply with the reporting
levels established by the OECD. While it is true
that the EU was the first region to implement a
system for the automatic exchange of tax infor-
mation, the first AEOI Directives? contained a
series of loopholes which undermined their ef-
fectiveness. In particular, AEOI was limited to
certain kinds of income, only affected the cur-
rent accounts of individuals, and permitted
some Member States® to preserve transitional
regimes which were less demanding than the
general system established for other countries.
The requirement for unanimous agreement
when revising these directives meant that these
loopholes were not closed. It was only with the
appearance of the Foreign Account Tax
Compliance Act (FATCA) in the United States
and, subsequently, approval of the CRS by the
OECD that the most reluctant Member States
gave in to international pressure and agreed to
move towards more comprehensive AEOI.

Indeed, the Directive on Administrative
Cooperation in the Field of Taxation, subse-
guently converted into the reference standard
on the automatic exchange of tax information
in the EU, had to be revised to bring it into line
with the requirements of the CRS and to include
the main types of income within its scope. New
categories — such as dividends, current account
balances and some insurance products — were
covered by the AEOI obligation.

2 Directive 2003/48/CE, on Taxation of Savings Income and
Directive 2011/16/EU, on Administrative Cooperation in the
Field of Taxation.

3 Luxembourg, Austria and, initially, Belgium.
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Monitoring compliance with automatic
exchange of information [AEQI]

Now that the majority of countries have agreed
to apply the CRS and the Directive on Admi-
nistrative Cooperation transposed into law by
Member States, what is needed is evaluation and
monitoring to identify the degree to which these
reforms are actually being implemented by indi-
vidual countries.

In contrast with the global regulations of the
OECD, the EU Directive on Administrative
Cooperation, like any other directive, is binding
on Member States and is backed by a coherent
system of coercive measures, with the Court of
Justice of the European Union guaranteeing
compliance.

The process of applying and monitoring the
OECD standard, by contrast, is far more diffi-
cult. To start with, applying the CRS involves
several different legal instruments. The first step
is for jurisdictions to adhere to the OECD and
Council of Europe Convention on Mutual
Administrative Assistance in Tax Matters. Next,
the members of this Convention must sign the
Multilateral Competent Authority Agreement
(MCAA),* which gives effect to the Convention
and provides a legal platform so that jurisdic-
tions may exchange information.

However, although the application of the
CRS involves all of these multilateral conven-
tions and agreements, it is also the case that
activating AEOI in each specific case requires a
bilateral agreement between the jurisdictions
involved (the jurisdiction of residence and the
one where the bank account is based).

4 The MCAA was signed during the annual meeting of the
Global Tax Forum on 29 October 2014 in Berlin.



In practice, this has meant that the most
“controversial” jurisdictions only automatically
transmit information to the tax authorities of
the states with which they wish to cooperate,
whether because they are important trade part-
ners or because they are powerful enough to
follow through on their threats in the event of
failure to respond to their requests for informa-
tion. For example, Switzerland — which agreed
to start AEQI from January 2018 — has already
indicated that it will only automatically exchange
information with a group of carefully selected
jurisdictions, such as G20 countries, important
trade partners and major financial centres. It
seems, then, that developing countries (who are
the main victims of banking secrecy and tax ha-
vens) run the risk of only benefitting in a limited
manner from the flows of information that will
result from application of the CRS.

In any event, the OECD has implemented a
system to evaluate the level of compliance with
CRS by different jurisdictions. Specifically, the
Global Tax Forum of the OECD has established
a monitoring system based on peer review,
which entails mutual evaluation between par-
ticipating jurisdictions and consists of two phas-
es. In the first phase, teams evaluate the legisla-
tive framework of the territories being examined
(level of transparency, availability of banking
information etc.) while in the second phase the
evaluation focuses on identifying whether the
automatic exchange agreements have been ap-
plied effectively. A final report is then published,
accompanied by a rating of the jurisdiction ex-
amined (compliant, partially compliant, non-
compliant etc.). However, because there are no
specific sanctions for non-compliant countries,
pressure for members of the Global Forum to
cooperate is based on being “named and
shamed” at the next G20 summit.

CURRENT STATUS OF THE FIGHT AGAINST TAX HAVENS IN EUROPE

Abuse of trusts and shell companies as
the chief obstacle to effective information
exchange

One point that requires particular attention, and
which is taken into account in the peer review
processes described above, regards the identifi-
cation of the beneficial owners of accounts,
given that effective AEQI between jurisdictions
requires that information about the beneficial
ownership be available, not hidden behind the
screen of intermediate vehicles such as offshore
companies, foundations or trusts.

Recent tax scandals such as the Panama Papers
have merely confirmed the scale of the problem.
Many of the funds and assets that are hidden from
the tax authorities are held not in the name of in-
dividuals but in the name of companies or other
legal entities which are used as instruments to
conceal the true identity of the beneficial owner.

Unfortunately, there is no agreed definition of
what constitutes the “beneficial owner” of an
asset in all Member States, but in essence this is
the person who has the right to use and enjoy
the asset and who exercises ultimate control over
it. The real owner is also the one who receives
profits from the exploitation of the assets of a
company, foundation or trust, unlike the admin-
istrators, agents, trustees or other intermediaries.

The abuse of intermediary vehicles — and of
trusts in particular — breaks the link between the
legal owner (the one who is named as such in
official documentation: the trustee, for exam-
ple) and the beneficial owner, who is thus hid-
den behind a screen of legal ownership. This
does not prevent the beneficial owner from en-
joying the assets, but does allow them to avoid
paying the taxes which are due.

Strategies of this sort require the complicity
and mechanisms provided by some jurisdictions,
which often do not demand the information
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required to identify the beneficial owner, or do
not transmit it to other territories.

The situation is further complicated when
“offshore service providers” offer nested struc-
tures to clients seeking anonymity. These involve
using various “legally favourable” jurisdictions,
with a trust sitting at the top of a structure of
shell companies and other legal entities. This
creates additional layers of opacity which re-
duce the risk of detection by the tax authorities.

The favoured instrument for this kind of
strategy is the trust, a device that derives from
Anglo-Saxon legal systems and offers the ad-
vantage of consisting in a simple contract be-
tween three parties which lacks a separate legal
personality. This means that, in some jurisdic-
tions, trusts are exempt from the registration
and accounting obligations that apply to com-
panies and foundations. As a result, it is some-
times difficult even to identity their existence,
let alone the type of agreement reached by the
parties to the contract or trust deed.

Automatic exchange of information and the
new European list of tax havens

In December 2017 the EU published a blacklist
and a grey list of “non-cooperative” countries,
after a process that took more than a year to
complete. Both lists are the result of the applica-
tion, to a group of pre-selected jurisdictions, of
three criteria approved at ECOFIN November
2016: transparency, fair taxation and the imple-
mentation of BEPS minimum standards.

Transparency
The transparency criterion is based entirely on

an up-to-date analysis of OECD studies of AEQI.
For the jurisdiction to avoid inclusion on the
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blacklist, this criterion requires that it be com-
mitted to implementing the CRS, either by rati-
fying the Convention on Mutual Administrative
Assistance in Tax Matters or by signing bilateral
agreements for the automatic exchange of in-
formation with all Member States.

In its current form, the transparency criterion
sets a low bar, as it is sufficient for jurisdictions
to have entered into a “formal commitment” to
implement the CRS to avoid inclusion on the
blacklist. From 2018, this criterion will be sig-
nificantly strengthened, with the requirement
that the jurisdiction be evaluated as “largely
compliant” in the peer review process conduct-
ed by the Global Tax Forum of the OECD.

In this respect, the EU criterion leaves very
little room for discretion as it is based entirely on
the monitoring process and reports conducted
by the OECD. It is sufficient to check the data
published by the OECD to see which countries
the jurisdiction has decided to exchange infor-
mation with in order to know whether it com-
plies with the EU requirement. This evaluation
will include a consideration of whether the ter-
ritories supply information to all members of the
Global Forum or only do so on a selective basis
to a limited number of jurisdictions.

Transparency regarding beneficial owners and
establishment of centralized public registers of
companies and trusts

As part of this transparency criterion, the
ECOFIN agreement establishes a further condi-
tion, with effect from June 2019, requiring the
jurisdiction to ensure the availability of informa-
tion on beneficial ownership.

The importance of this for effective AEOI
was noted in the previous section. The first ele-
ment of the OECD CRS - the obligation on banks



to report information to their tax authorities —
specifically requires financial institutions to iden-
tify the people who control any intermediate ve-
hicles (companies, trusts etc.), in accordance with
the procedures of “due diligence”. However, to
guarantee genuine transparency, the existing ob-
ligations of banks and other professionals in this
field must be strengthened with the implementa-
tion of centralized registers of beneficial owners.
This is reflected in the 4th Anti Money-Laundering
Directive EU 2015/849 (IV AMLD). It is now time
to extend the same solution to the sphere of tax
evasion.

The availability of centralized registers of the
beneficial owners of companies and trusts
would, for example, mean that, in the case of
an individual holding accounts with several dif-
ferent banks, the institutions would not have to
replicate their control processes to check benefi-
cial ownership. At the same time, banks would
no longer be able to use the impossibility of
identifying the beneficial owner behind a trust
or a company as an excuse for having accepted
a new client.

Therefore, when evaluating compliance with
this criterion, the EU should consider whether
third-country jurisdictions have implemented a
centralized register of beneficial owners of trusts
and companies, in line with the approach adop-
ted in the IV AMLD.

But the requirement should not stop there.
These registers should be publicly accessible, as
set out in the proposed reform to IV AMLD pre-
sented by the Commission following publication
of the Panama papers. This proposal suppresses
— in the majority of cases — the current require-
ment that only individuals who can demonstrate
a "legitimate interest” may have access to the
information in the register of beneficial owners.
The notion of “legitimate interest” is problematic
because it is very vague, and its definition thus
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becomes a matter for each individual Member
State. This raises the danger that restrictions on
access to registers may vary widely from one coun-
try to another, failing to guarantee a level playing
field in this area. As a result, the requirement to
demonstrate a legitimate interest should be elimi-
nated, enabling unconditional public access to the
content of registers of beneficial owners.

The principle of unrestricted access is reflect-
ed in the Commission proposal, with the excep-
tion of “non-commercial trusts”, for which it is
proposed that the legitimate interest require-
ment should be retained. However, this excep-
tion strikes us as unjustified, particularly given
the fact that so-called “family trusts” are often
used for purposes of tax evasion and money-
laundering.

A genuinely public register of beneficial
owners would mean that more people would
be able to scrutinize the information provided
by financial agents. This, in itself, would act to
dissuade opaque or corrupt behaviour. It would
also give investors more reliable information on
which to base their decisions, and would allow
a more accurate assessment of the potential tax
risks of entering into relationships with certain
organizations. Companies, for their part, would
have important additional information, which
would give them a better understanding of their
business partners and sub-contractors.

Finally, public records would enable civil soci-
ety, investigative journalists and others to exert
more social pressure on the opaque behaviour
of certain economic operators. For all these rea-
sons, the completely unrestricted publication of
information about beneficial owners in a cen-
tralized register of trusts and companies should
constitute the standard of transparency required
to prevent the inclusion of a country or territory
in the European list of tax havens.
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Towards a European definition of a tax
haven which goes beyond the concept of
banking secrecy

As we have seen, the first criterion of the
European list of tax havens is based on the
OECD definition of a tax haven, which coincides
with the concept of “secrecy jurisdictions”. This
identifies tax havens as those jurisdictions which
do not exchange information with other territo-
ries and whose purpose is to attract the private
wealth of individuals, guaranteeing a level of
secrecy which permits them to conceal both
their identity and their money.

However, as we will see below, the second
and third criteria for the European list go be-
yond this very limited definition of a tax haven
to consider the notion of “corporate tax ha-
vens”. These are territories which compete to
attract the profits of companies (typically trans-
national corporations) despite the fact that
these profits have been generated elsewhere. To
do this, they offer special tax regimes designed
to attract particular types of company or income
source. Large companies thus have the oppor-
tunity to exploit the loopholes and benefits of-
fered by certain jurisdictions and, by stretching
their interpretation of the law to the limit, they
can significantly reduce their tax liabilities. In
contrast with secrecy jurisdictions, which favour
tax evasion, here the issue is one of aggressive
tax planning and corporate tax avoidance.
However, it is also true that at times the grey
line that separates avoidance from evasion is
difficult to identify.

The criterion of fair taxation

The second criterion on the European list — fair
taxation — has several implications. In the first
place, it requires that the tax system of the juris-
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diction under evaluation does not contravene
the principles of the OECD’s Forum on Harmful
Tax Practices or the principles of the EU’s Code
of Conduct for Business Taxation. Both initia-
tives were developed at more or less the same
time: the OECD Forum was held in 1998 and
the EU Code of Conduct was drawn up in 1997.

It is important to note how the concept of
tax haven used by the OECD has developed over
time. When the Forum on Harmful Tax Practices
was held, the OECD adopted the definition of a
corporate tax haven described above, which
was heavily based on the existence of harmful
tax practices which undermined the tax base of
other countries. Subsequently, the OECD shifted
towards a definition that focused exclusively on
the idea of information exchange (secrecy juris-
diction). This was due to the influence of the
Clinton and Bush administrations, which were
far more interested in obtaining information
about current accounts held by their nationals
abroad than in eliminating the tax benefits of-
fered to large transnational corporations (many
of which were American) across the globe.

The EU, in contrast, has never abandoned its
focus on combatting harmful tax practices, al-
though with a low-profile approach which one
can only hope will be strengthened with the im-
plementation of the new European list of tax
havens.

Along with establishing the Code of
Conduct, ECOFIN December 1997 created the
Code of Conduct Group with a dual mission: to
dismantle existing harmful tax regimes and to
evaluate potentially harmful new regimes. The
Group has continued to perform this task, with
varying degrees of success, until the present
day. Both the Commission and some Member
States have criticized the fact that the parame-
ters used by the Group to perform this work
have not been updated sufficiently and have



excluded some of the “most innovative” harm-
ful tax practices, such as the patent box regimes
used in some member countries or the special
regime for notional interest deduction.

In any case, a new feature of the latest
European list of tax havens is that evaluation of
harmful tax regimes will be performed by the
Group, not only with respect to Member States,
as has been the case to date, but also in relation
to third-party states that could be included in
the list. In fact, as we will see below, the Group
will play a fundamental role throughout the
process of compiling and regularly updating the
list of territories to be included or excluded.

The other aspect of the fair taxation criterion
relates to the facilitation by the jurisdiction in
guestion of offshore structures which do not
conduct any activity in the territory, and whose
purpose is to attract profits generated in other
countries. This is a fairly broad, and rather
vague, definition, which has the disadvantage
of leaving a lot of scope for interpretation by
the evaluating body, primarily the Code of
Conduct Group.

It is true, however, that once a tax regime
permitting the creation of offshore structures
has been developed, the jurisdiction concerned
is required to eliminate it immediately if it wish-
es to avoid being included in the blacklist. Here
(in contrast with the criterion of transparency) a
mere “formal declaration” that this regime will
be eliminated in the future is not sufficient.

Finally, it is unfortunate that ECOFIN has not
specified the existence of a corporate tax rate at
or close to zero per cent as a separate criterion
which, on its own, would justify immediate in-
clusion of a territory on the blacklist. The solu-
tion chosen, instead, is to include this as a sub-
category of the fair taxation criterion, with the
effect that — in order to be included in the list
— in addition to a zero or near-zero rate, the ju-
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risdiction in question must have facilitated the
creation of offshore structures with no econom-
ic substance.

Implementation of BEPS programme minimum
standards

The third criterion relates to the third-party coun-
try’s commitment to implement minimum stand-
ards issued by the BEPS process led by the OECD
over recent years, under the G20 mandate. The
Base Erosion and Profit-Shifting programme is
the first serious attempt to reform the interna-
tional tax system to address the problem of ag-
gressive tax planning by multinationals. After
identifying 15 areas where there is particular risk
of corporate tax evasion, the BEPS programme
has produced a series of reports which contain a
range of anti-abuse rules. These reports are in-
tended to be developed by states in their domes-
tic legislation, but not all of them have the same
legal status. The BEPS reports with the greatest
legal weight for states are the ones mentioned by
the third criterion of the European list, which es-
tablish minimum standards.>

Although, initially, the aim was to cover all
the gaps in the international tax system, the fi-
nal result of the BEPS programme has only rep-
resented a first step in this direction, and this
will have to be supplemented by further reforms
in the future. Some developing countries who
are not G20 members (and many civil society
organizations) have questioned whether this
next stage should be conducted within the
framework of the OECD or under the auspices

> The other BEPS reports merely establish shared meth-
odologies or best practice, and signatory states do not
acquire any commitment to adopt the recommendations
they contain.
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of the UN (Tax Committee). This group of coun-
tries feels that the OECD and the G20 represent
the “rich countries’ club” and that they have
not been allowed to participate on an equal
footing in the BEPS process of developing rules.
They argue that specifying compliance with
BEPS minimum standards as the third criterion
for the European list repeats the error of forcing
them to comply with rules that have been devel-
oped without their input.

As in the case of the criterion of transpar-
ency, it is sufficient — initially — for the third-par-
ty jurisdiction to formally undertake to imple-
ment the standards for it to be excluded from
the blacklist. In the future, the criterion will be
tightened and the EU will require the jurisdiction
to have received a positive evaluation within the
monitoring process established by the OECD
“Inclusive Framework on BEPS”. This frame-
work brings together states that are not mem-
bers of the OECD, to contribute to the process
of implementing the BEPS Programme. The
OECD hopes that as many non-member coun-
tries as possible will adhere to the Inclusive
Framework and undergo monitoring to deter-
mine the level of compliance of each jurisdiction
with the minimum BEPS standards. In this crite-
rion, as in the case of the first criterion, the EU
will base its decision entirely on the outcome of
the work of the OECD and, before it can be
implemented, will therefore have to wait until
the monitoring process has been completed for
all countries that adhere to the Inclusive
Framework.

The controversial decision to exempt Member
States from the criteria

However, perhaps the most controversial aspect
of the EU process is the decision not to apply
the criteria used in the evaluation of third-party
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countries to the EU’'s own Member States. The
most recent tax scandals (LuxLeaks, Panama
Papers and Paradise Papers) have exposed the
decisive role of certain tax regimes and tax sys-
tems in European jurisdictions in corporate tax
avoidance strategies. It is impossible to make
sense of the complex structures established by
Google and Apple without considering the use
of tax advantages offered by the Netherlands,
Ireland or Luxembourg.

There is no doubt that the EU would be in a
far stronger moral position to require other
countries to respect a series of standards of
good tax governance if it had put its own house
in order first by ensuring that these standards
were applied internally. It seems that pressure
was exerted by certain Member States in the
Council to prevent this happening. However,
this has not prevented detailed discussion of the
issue at the centre of other EU institutions, as
evidenced by the tightly contested vote in the
European Parliament at the end of 2017, on the
approval of the final report of the inquiry com-
mitte into the Panama Papers. The chamber re-
jected, by a single vote, an amendment that
proposed the possibility of including Member
States on the blacklist of tax havens if they failed
to satisfy the criteria approved by ECOFIN.

More recently, the Commission also ques-
tioned the position of the Council by publishing
a series of reports® in which, after careful study
of its tax systems, it directly identified seven
Member States: Belgium, Cyprus, Ireland, Hun-
gary, Luxembourg, Malta and the Netherlands.

Despite recognizing that these countries had
recently made some improvements, the Com-
mission did not hesitate to state that their tax

6 Biannual Report of the Commission on coordination of
economic and tax policy in the EU



policies were prejudicial both to other Member
States and to third-party countries in a variety of
way. It is very significant that the Commission
has decided to combat unfair tax competition
itself and not to leave this function solely in the
hands of the Code of Conduct Group. And it is
also noteworthy that indicators such as the eval-
uation of aggressive tax measures in Member
States have been included in the country reports
drawn up under the European Semester frame-
work. We hope that these moves — which are
necessary but not sufficient — will finally lead to
the ECOFIN criteria being applied not just to
third-party countries but also to Member States.

The process of listing territories: the
blacklist and grey list of tax havens

The European black and grey lists have been the
result of a lengthy process involving several
stages. Following a pre-selection by the
Commission, 92 jurisdictions were selected to
participate in the screening process, which took
place over the course of 2017. In the first in-
stance, a group of national experts was asked to
evaluate the tax systems of these countries in
accordance with the criteria described above.
The outcome of these evaluations was then
transmitted to the Code of Conduct Group. Of
the initial 92, twenty passed the first stage of
the evaluation and the remaining 72 were asked
to address a series of reforms relating to various
deficiencies that had been identified.

This was the start of a dialogue between the
Group and the jurisdictions concerned, at the
end of which - following several stages of ex-
changes and correspondence between the par-
ties — both a blacklist and a grey list of tax ha-
vens were compiled. The Group presented these
lists to ECOFIN December 2017 for ratification.
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The jurisdictions which, according to the Group,
had made a sufficient commitment to imple-
ment the tax reforms required within the speci-
fied timescale were included in the grey list (47),
while those that had not made such a commit-
ment were included in the blacklist (17).

However, these initial lists are not static.
They can be updated at any time (and at least
once a year) depending on whether the territo-
ries are deemed to be in compliance with their
commitments. Territories may be included in or
removed from the lists or may be transferred
from one list to another in accordance with the
procedure described above, by which the group
of national experts recommends a change of
status for a given territory and the Code of
Conduct Group takes the final decision, which
is then ratified by ECOFIN.

Several changes have already been made to
both lists during the period since their publica-
tion. The first occurred at ECOFIN January,
which ratified the transfer of eight territories
from the blacklist to the grey list. The second
occurred at ECOFIN March, with the inclusion of
three territories on the blacklist and five on the
grey list. These changes were due to the deci-
sion to extend the final evaluation of these ter-
ritories — which had been particularly hard hit by
Hurricane Irma — until February, giving them ad-
ditional time to present their reform proposals.
As a result, there are currently only six jurisdic-
tions on the blacklist.

Overall, the blacklist is very weak, and only
includes small territories and developing coun-
tries with minor impact on the tax evasion and
avoidance industry. This is in contrast with the
grey list, which is much broader and contains
several of the most important tax havens, glob-
ally. The success of progress will therefore de-
pend on whether, faced with the threat of inclu-
sion in the blacklist, these grey-listed jurisdictions
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genuinely implement substantial reforms to the
most harmful tax policies.

Where it is already possible to draw some
conclusions — and not very positive ones — is in
regard to the lack of transparency that has char-
acterized the whole classification process. As a
result, it is very difficult to assess whether the
criteria have been applied objectively or if, rath-
er, political interference has had a significant
influence on the final outcome.

In this respect, the leak of 19 Council docu-
ments in February 2018 by the Green group in
the European Parliament has merely confirmed
the worst suspicions. These documents record the
pressure exerted by countries such as Luxembourg,
the United Kingdom, Ireland and even France to
weaken the application of criteria and remove
some of their natural allies from the list.

At the same time, there has been no infor-
mation about the specific commitments ac-
quired by grey list territories to prevent their in-
clusion in the blacklist. It would be far better if
these countries were to publicize these commit-
ments so that progress could be evaluated when
the deadline is reached in 2018. ECOFIN March
2018 did release the letters sent by the EU,
identifying deficiencies and requiring the af-
fected jurisdictions to implement the necessary
reforms. This is undoubtedly a first step towards
greater transparency. However, there is much
work left to be done. The EU, moreover, needs
to publish the methodology used so far to eval-
uate whether jurisdictions comply with the cri-
teria. Only in this way can we be sure that the
lists are truly reliable and not diplomatic instru-
ments.

The high degree of inter-governmental
method of cooperation and of secrecy which
has characterized the entire list process does not
offer any reassurance in this regard. The Com-
mission only participated in the initial stages of
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the process, subsequently ceding almost all ini-
tiative to bodies and groups which are com-
pletely controlled by Member States.

It is important to remember that, during the
screening phase, which precedes final approval
of the initial lists, the first stage is conducted by
a group of experts appointed by the Member
States, and the Code of Conduct Group then
takes control of negotiations with the selected
jurisdictions, meaning that the Group has the
dominant role in the process of drawing up and
periodically updating the lists.

The Group consists of officials of the Member
States with expertise in tax issues. It reaches all
of its decisions unanimously and in absolute se-
crecy. The minutes of its meetings are only pub-
lished every six months, and the Committees of
the European Parliament which have — as part
of their mandate — requested documentation
from the Group, have almost always been frus-
trated. And this is before we mention the other
shortcomings of this Group, noted above, with
respect to the most innovative, harmful tax
practices.

Several Member States, along with the
Commission, have repeatedly called for reform
of the Group, affecting both its mandate and
the requirement for unanimity (it is unaccepta-
ble, for example, that a Member State should be
allowed to participate in votes that directly affect
judgements regarding its own tax regime). It
would be similarly desirable if the European
Commission were to assume at least some of
the functions of the Code of Conduct Group, to
guarantee a better balance between individual
national interests and defence of the general
interests of the EU.



Sanctions and counter-measures against
territories included in the blacklist

The issue of sanctions and counter-measures as-
sociated with inclusion in the blacklist is of the
greatest importance, and is also highly contro-
versial. It is fundamental to the willingness of
grey list jurisdictions to address the “deficien-
cies” in its tax policies detected by the EU.

For some Member States, such as Ireland or
Luxembourg, inclusion in a European blacklist
would be sufficient in itself. There would be no
need for additional measures. This is the OECD’s
“name and shame” system, in which the juris-
dictions evaluated as “non-compliant” in the
peer review process are identified and stigma-
tized at the G20. However, without wishing to
underestimate the potential impact of this, the
peer review system does not always appear to
have led to radical reforms by the jurisdictions
concerned.

The EU had expected a set of sanctions to be
agreed before starting the screening process, at
the start of 2017. But it was not possible. When
the first list was published by ECOFIN December
2017, the Member States had still only man-
aged to achieve a “general approach” on the
issue of sanctions for listed countries. The
Commission, aware of the insufficient nature of
its commitment, has urged Member States to
develop a “more binding and definitive” ap-
proach in this area over the course of 2018.

In particular, this general approach distin-
guishes between (non-fiscal) counter-measures
applied by the EU and counter-measures by
Member States. With respect to the former,
ECOFIN establishes that certain EU funds” may

7 The European Fund for Sustainable Development (EFSD),
the European Fund for Strategic Investment and the Man-
dates for Foreign Loans.
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not be channelled to countries included on the
blacklist. At the same time, the Commission is
already taking the list's existence into considera-
tion in some of its legislative proposals. So, for
example, the new proposal on country by coun-
try reporting requires that this type of reporting
be public for the subsidiaries of multinationals
located in the EU or “which are located in ter-
ritories on the European blacklist”. Subsidiaries
with a presence in unlisted non-EU territories
are exempted from these stricter reporting re-
quirements. At the same time, the Commission
is currently examining legislation in other policy
areas to identify how to introduce more mean-
ingful consequences for listed jurisdictions.

In general terms, the EU should use all of its
capacity as a major economic power, linking the
blacklist to other aspects of foreign policy, trade
relations and development aid. Inclusion on this
list should, where applicable, entail the suspen-
sion of any free trade agreements with the EU,
and any trade agreements signed by the EU
with third-party countries should, in future, in-
clude good tax governance clauses. Companies
that use these territories without justification
(for an activity that is unrelated to the purpose
of the business) should be penalized in European
tender processes and excluded from access to
European funds and investment programmes.

But ECOFIN December 2017 does not only
refer to sanctions to be imposed on blacklisted
countries by the EU. It also agreed a list of coun-
ter-measures that Member States “may” apply
to territories on the blacklist, while at the same
time insisting on the importance of these meas-
ures being applied in a coordinated manner by
all Member States. These include raising the au-
dit requirements for companies with a presence
in these territories, withholding cash flows to-
wards European tax havens and limiting the ex-
emptions available to companies that use these
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enclaves. To this effect, Member States may use
both their domestic legislation and double taxa-
tion agreements.

There is still a great deal of work to be done
in this field. The effectiveness of the listing pro-
cess and of the EU’s struggle against tax havens
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in general will depend to a large degree on the
establishment of genuinely effective and credi-
ble sanctions for jurisdictions included in the
European blacklist, leading these territories to
implement significant reforms.



The common European
asylum system adrift

Estrella Galan and Paloma Favieres

A common refrain heard at every summit
meeting held over the past few years is “The
refugee crisis is a European issue in need of a
European solution”.

Nevertheless, the ways in which individual
Member States have dealt with this situation have
not reflected even the semblance of a unified ap-
proach and the patent lack of solidarity between
them on this issue is casting doubt upon the fun-
damental tenets of the Union, which finds itself
mired in a serious crisis of values.

In May 2015, at the height of refugee arriv-
als along the Greek and ltalian coasts, the
European Commission announced a new
“European Agenda on Migration”, which in the
opinion of the UN's Special Representative of
the Secretary-General for International
Migration Peter Sutherland, constituted the first
serious step towards the reform of European
asylum system.

This agenda called for a series of immediate
measures:

— An augmentation of the budget allocated
for search and rescue operations conducted
by the European Border and Coast Guard

Agency Frontex (Triton and Poseidon
Operations).

— The redistribution of refugees arriving in Italy

and Greece by means of a resettlement pro-
gramme.

— The resettlement of 20,000 displaced per-

sons stranded in other EU Member States.

— Actions against criminal networks, an up-

grade of border management practices, the
negotiation of cooperation agreements with
third countries that offering incentives to
collaborate and ongoing pressure on these
countries to fulfil their readmission obliga-
tions.

We find ourselves once again faced with a
European agenda offering short-term, poorly fo-
cused measures that repeat errors committed in
the recent past, which is to say, policymaking based
a single fixed logic — controlling migration flows
and borders from a securitisation perspective’.

! For more information regarding the theory of securitisa-
tion and critical studies, see: Pérez de Armifio, K., Medina
Azcue, |. (eds.): Sequridad Humana. Aportes criticos al de-
bate tedrico y politico. Tecnos, 2013 (in Spanish).
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Meanwhile, the much-anticipated Common
European Asylum System is not being evenly im-
plemented throughout Europe and Member
States continue to take significantly different
approaches to the issue. The European Union
has adopted a series of legal instruments since
1999 conceived as integral parts of a greater
Common European Asylum System capable of
harmonising legislation, conditions of reception
and other aspects of international protection
throughout the Union. This process is intended
to unify national systems and guarantee that
asylum seekers and refugees in all of these
countries receive equal treatment.

Despite this initiative, national asylum sys-
tems throughout Europe are not yet fully aligned
and refugees applying for international protec-
tion in the EU are being treated differently from
one country to the next.

Although a new set of directives and regula-
tions that signified a further step towards the
consolidation of a common system was ap-
proved in 2013, community legislation on inter-
national protection continues to be applied in a
patchwork fashion.

National systems differ and tend to be inad-
equate in areas such as recognition criteria, pro-
cedural access and safeguards, reception condi-
tions and integration policy.

Recognition rates varied significantly from
one country to the next in 2017 due to differ-
ences in criteria applied. Whereas Sweden rec-
ognised 44 % and Germany 50 % of the appli-
cations they respectively processed that year,
Hungary recognised a substantially lower 31 %.
Although the Spanish government has yet to re-
lease its recognition rate for 2017 (an issue of
concern in and of itself), its rate for the past few
years has steadily hovered around a paltry 33 %.

Recognition rates for specific nationalities
vary sharply across Europe. Data published by
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the European Council on Refugees and Exiles
(ECRE) indicates that whereas Germany recog-
nises 70 % of the asylum applications presented
by Iragis, Norway recognises a mere 18 % of the
applications presented by people of the same
nationality. The recognition rate for Afghan asy-
lum seekers is also higher in Germany than
Norway: 55 % compared to 30 %.

What we have, in effect, is a European asy-
lum lottery by which refugees’ experiences and
application outcomes depend almost entirely on
the country in which they try their luck.

The combination of divergent approaches
and practices being applied has given rise to a
situation in which fundamental legal, moral
and political principles such as the “right to
have rights” have been superseded by factors
such as luck, exceptionality, the discretion of
national authorities to interpret regulations to
suit their own agendas and the commercialisa-
tion of human rights. We have reached a point
at which it is hard to deny that the implementa-
tion of the Common European Asylum System
has lamentably meant more restrictions and
setbacks than progress from the perspective of
human rights.

A case in point is what is happening in the
Mediterranean, which has become an ill-defined
frontier along which policies determining recep-
tion and return, life and death and yes or no de-
cisions are formulated and reformulated, in many
instances on the basis of race or nationality.

The commercialisation of borders and rising
tide of “humanitarian” rhetoric that threatens
to supplant actual concern for rights are but
two factors clouding the future of human rights
and making it more difficult to resuscitate the
notion of social justice so closely linked to the
right to asylum.

In any case, understanding where we are to-
day requires an examination of past.



During the period following the ratification
of the Geneva Convention in 1951, refugees fell
more or less into two basic categories: survivors
of World War Il concentration camps and exiles
fleeing communist countries. All of these people
were white, European, and had cultural back-
grounds similar to our own. The plights of both
of these groups elicited a positive moral re-
sponse: pity in the case of the former and re-
spect in the case of the latter, who had fought
against the threat that many believed commu-
nism supposed for Europe at that time.

New groups arriving in 1970s such as exiles
fleeing the Pinochet dictatorship in Chile and
Southeast Asian “boat people” escaping com-
munist repression in Vietnam inspired similar
sentiments. Admiration for the first and com-
passion for the second prompted Europe to
open its doors to them.

Policies began to change in the 1980s. As
the fall of the Berlin wall in 1989 dissolved the
last of its remaining internal borders, Europe
was busy constructing an invisible, more omi-
nous and powerful external border under the
Schengen Convention implemented in 1990.

From this point on, European political dis-
course intentionally framed asylum seekers as
illegal immigrants and public perception of refu-
gees began to change. People fleeing conflict
zones were increasingly suspected of fraudu-
lently posing as innocent victims in need of asy-
lum. Although the persecution of Chechenians
in Russia, Tamils in Sri Lanka and Darfurians in
Sudan was well known and widely covered by
European media, the plight of these groups
sparked little public empathy and few people
fleeing these situations were granted interna-
tional protection by European countries.

Nothing changed during the first decade of
the new millennium, during which Haitians sub-
jected to political violence and human rights

THE COMMON EUROPEAN ASYLUM SYSTEM ADRIFT

violations in the wake of a catastrophic earth-
quake and victims of a brutal civil war that
claimed over three million lives in the Democratic
Republic of the Congo stirred almost no public
sentiment in Europe in favour of asylum.

The message of that foreigners beyond EU
borders were not to be trusted and represented
a menace to our well-being had hit its mark and
a fortress Europe mentality had taken root.

The percentage of asylum applications recog-
nised in Europe plunged dramatically. Instead of
guestioning the limits they were imposing on ac-
cess to protection (an exercise that would have
clearly signalled a failure to respect international
treaties), governments throughout Europe in-
creasingly viewed asylum as a legal instrument
of protection, a position that restricted entry to
a select and carefully screened few.

For all intents and purposes, legal asylum has
gradually slipped out of the reach of most peo-
ple in need of it, losing its status as a right and,
in the process, becoming a coveted privilege.

Nevertheless, the thousands of people flee-
ing terror and in desperate need of protection
who are knocking on the gates of Europe today
have kindled a more receptive attitude towards
refugees.

The consequences of the fortification of
Europe and the deterioration of the right
to asylum

One of the stopgap solutions being applied to
deal with this new wave of arrivals, which is
nothing other than the catastrophic conse-
guence of misguided border tightening policies
implemented since the 1990s on the premise of
our need to protect ourselves from external
threats at the cost of devaluating the right to
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have rights?, is the doctrine of “humanita-

rianism”3.

While country after country has flouted its
commitments to international treaties with total
impunity, self-serving policymakers have in-
creasingly embraced “humanitarianism” — an
approach to refugee assistance that could have
devastating effects should it come to be per-
ceived as a viable substitute for justice and hu-
man rights. In the context of the crisis at hand,
humanitarian aid has essentially become a new
means of legitimising exclusion.

Humanitarian discourse has moulded much
of the political and media debate related to the
present crisis. It is interesting to note how the
appalling situation in which refugees have
found themselves in Europe has been defined as
a "humanitarian crisis”, “humanitarian emer-
gency” or “refugee crisis” rather than in terms
of justice or human rights.

This dangerous discourse has had a series of
important consequences:

— First and foremost is the fact that humanitar-
ian crises call for exceptional actions that
lead to states of exception under which the
urgency of a situation provides justification
for acting outside established legal frame-
works.

— Given that humanitarianism is more closely
linked to human sentiments than human
rights, humanitarian action tends to frame
refugees as objects of compassion rather
than holders of rights.

— Refugees and people seeking international
protection are thus transformed into passive

2 Ruiz-Giménez Arrieta, |.: Derechos Humanos: Género e
Inmigracion, presented at the 36" Congreso de Teologia,
Madrid 7-10 September 2017.

3 Fassin, D.: Les économies morales revisitées Annales. His-
toire, Sciences Sociales, 2009, 64(6), pp. 1237-1266.
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recipients of our compassion (solidarity),
which by definition is doled out to specific
individuals (the majority of whom, in the
context of the present crisis, have generally
been Syrian) and fails to address structural
issues given that humanitarian action is not
organised to implement pro-equity policies
and by default ends up sustaining existing
inequalities.

— Converting refugees and international pro-

tection applicants into passive victims allows
states to shift the responsibility for what oc-
curs onto the shoulders of other actors such
as people smugglers, a tactic that obstructs
awareness of other factors at play and the
consequences of border tightening policies
that have put thousands of lives at risk. The
relentless narrow focus on the fight against
human trafficking during this crisis has ef-
fectively prevented proposals for guarantee-
ing legal and secure means of entering
Europe from being seriously considered.
This disheartening scenario reveals a waning
interest in asylum, which having been deliber-
ately lumped into the same conceptual sack as
solidarity, humanitarianism and even charity
rather than being treated as a right, risks be-
coming a casualty of Europe’s crisis of values.
Given the serious backward slippage that has
occurred since the implementation of the
Common European Asylum System, we must be
ever alert for further attacks on the already bad-
ly besieged right of asylum in Europe.

Steps towards reform
On 6 April 2015 the European Commission

adopted a Communication launching a reform
of the Common European Asylum System



(CEAS)* that included the creation of a fairer,
more efficient and more sustainable system for
allocating asylum applications among Member
States”. On 4 May 2016 it presented its propos-
als for the first phase of this initiative, which
entailed the updating of Dublin rules, the rein-
forcement of the EURODAC system and the es-
tablishment of a European Agency for Asylum.
On 13 July of the same year the Commission
released new proposals for the second phase of
the reform process, which included a new regu-
lation covering asylum procedures, the harmo-
nisation of standards for protection and rights
and reception conditions and the creation of a
common EU Resettlement Framework.

On 7 June 2016 the European Commission
and the EU High Representative announced the
launch of the New Migration Partnership
Framework, which was designed to strengthen
cooperation between the EU and countries of
origin and transit (especially those in Africa) and
facilitate joint management of migration issues.

One of the documents revised was the cur-
rent Regulation (UE) No. 604/2013° establishing
the criteria and mechanisms for determining the
Member State responsible for examining an ap-
plication for international protection lodged in
one of the Member States by a third-country
national or stateless person, commonly known
as the Dublin lll Regulation, which was updated
to correct deficiencies that jeopardised the ad-
equate and homogeneous functioning of the
EU’s asylum system as a whole.

4 https://ec.europa.eu/home-affairs/what-we-do/policies/
asylum_en

> Proposal for a Regulation of the European Parliament and
of the Council establishing the criteria and mechanisms for
determining the Member State responsible for examining
an application for international protection lodged in one of
the Member States by a third-country national or a stateless
person (recast) — COM (2016) 270 final.
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The Commission proposed modifying this
regulation to enhance the efficiency of the sys-
tem. Actions to be taken included suppressing
cessation of responsibility clauses to ensure that
individual applications for international protec-
tion are handled by one specific Member State,
creating a fairer system of case distribution with
a correction mechanism designed to automati-
cally detect disproportionate national caseloads
and clarifying applicant obligations and the con-
sequences of non-compliance, the last of which
was intended to deter abuses and discourage
secondary movements of applicants within the
Union.

The Commission has also proposed substi-
tuting the Asylum Procedures and Qualification
Directives with new, directly applicable regula-
tions and revising the Reception Conditions
Directive.

These modifications are meant to provide a
common procedure for all asylum applications,
harmonise standards of protection and asylum
seekers’ rights and unify reception conditions
throughout the European Union so as to reduce
the differences between recognition rates in
Member States, discourage secondary move-
ments and guarantee the implementation of
common, effective procedures for all people ap-
plying for asylum within the EU.

Under the new regulations, the European
Asylum Support Office (EASO) will be upgraded
and renamed The European Union Agency for
Asylum. This entity will be a full-fledged agency
responsible for strengthening practical coopera-
tion and information exchange on asylum-relat-
ed matters, ensuring a high grade of uniformity
in the assessment of protection needs across the
Union, promoting Union law and operational
standards related to asylum and monitoring and
assessing their application, and providing great-
er technical and operational support to Member
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States for the management of asylum and re-
ception systems.®

All'in all, 2018 is proving to be a landmark
year in terms of the convergence of European
norms and practices related to migration and
asylum.

The Commission has recently urged the
European Council to unblock debate on migra-
tion and asylum agreements in general and
those related to the pending reform of the
Common European Asylum System (CEAS) in
particular with the objective of developing a
“more effective and fairer approach to balanc-
ing solidarity and responsibility”.

In December 2017 the European Council in-
formed the Permanent Representatives
Committee of progress made on the reform of
the CEAS and the proposed regulation on reset-
tlement.

Following consultations on the pending re-
form, the Maltese presidency emphasised that
the system needed to be efficient, discourage
secondary movements and offer effective soli-
darity to Member States facing “disproportion-
ate migratory pressure”. The presidency also
expressed support for accelerating procedures
for people from safe third countries and safe
countries of origin and individuals whose claims
are likely to be unfounded as well as effective
return procedures, which it considers an integral
part of migration system management. The
European Council hopes to reach a consensus
on this issue during the first semester of 2018.

Issues related to the Reception Conditions
Directive yet to be resolved include measures
intended to prevent secondary movements,
assignment of residence, asylum applicants’

5 https://www.cear.es/wp-content/uploads/2017/03/IN
FORME-SECA.pdf; https://www.cear.es/wp-content/up
loads/2017/03/CINCO-PUNTOS-CRITICOS-SECA.pdf
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access to the labour market, the reduction and
withdrawal of material reception conditions and
provisions for unaccompanied minors. The first tria-
logue on this topic took place in December 2017.

Differences of opinion between the Council
and the European Parliament regarding recogni-
tion regulation expressed during the four tria-
logues devoted to that topic to date have
slowed progress in that area. Issues to be de-
cided upon in future negotiating sessions con-
cern the uniform status of refugees and sub-
sidiary protection, the duration of residency
permits, alternatives to secondary movement
and systematic status reviews and the three-
month additional residency periods granted to
people whose refugee or subsidiary status has
been withdrawn.

Regarding the Common Asylum Procedures
Regulation, the Presidency has stated that more
discussion should take place regarding the con-
cept of safe third countries and that the concept
of safe third country adopted must conform to
the provisions of the Geneva Convention and
EU law.

Progress has been made on the Resettlement
Regulation, on which further negotiations are
scheduled to take place during the first semes-
ter of 2018. The text agreed upon by the
European Parliament provides for humanitarian
admission and underscores the voluntary nature
of resettlement.

Regarding emergency relocation and reset-
tlement agreements adopted by the Council in
2015, it must be noted that Member State com-
mitments assumed through two schemes
agreed upon that year to relocate a total of
160,000 people stranded in Greece and ltaly
have not been fulfilled. Only 33,521 people
have been relocated by means of this mecha-
nism. Moreover, the European Commission re-
ferred the Czech Republic, Hungary and Poland


https://www.cear.es/wp-content/uploads/2017/03/INFORME-SECA.pdf
https://www.cear.es/wp-content/uploads/2017/03/INFORME-SECA.pdf
https://www.cear.es/wp-content/uploads/2017/03/CINCO-PUNTOS-CRITICOS-SECA.pdf
https://www.cear.es/wp-content/uploads/2017/03/CINCO-PUNTOS-CRITICOS-SECA.pdf

to the European Court of Justice for their in-
fringement of the Council agreement on which
these schemes were based.

Both relocation agreements have now con-
cluded and the Greek government has officially
confirmed the end of the initiative.

The two-year period Member States were
given to provide international protection for
more than 180,000 people under relocation
and resettlement programmes ended in
September 2017. During this time, the European
Union relocated a mere one out of four of the
people it had made a commitment to receive
and Spain, which relocated or resettled approx-
imately 2,000, fulfilled only slightly more than
12 % of its established quota.

The reasons for this failure are clear. Eligibility
was restricted from the very beginning to na-
tionalities with an average EU asylum recogni-
tion rate of at least 75 %. The discriminatory
nature of this criterion, which runs counter to
the Geneva Convention, meant that thousands
of people who had fled to Italy and Greece from
other countries also immersed in serious civil
conflicts such as Afghanistan, Irag, Sudan and
Nigeria were excluded from the programme.

On numerous occasions the European
Commission has taken issue with certain
Member States that have imposed restrictive
conditions on Greek and lItalian authorities in-
volved in identification and transfer logistics,
failed to communicate pledges within stipulated
time frames or impeded planned transfers by
creating last-minute bureaucratic obstacles —
practices that have reduced both the pace at
which refugees have been placed and the num-
ber of people the countries in question have
actually accepted.

Many countries have objected to receiving
people with serious health conditions or handi-
caps, victims of violence and, most particularly,
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unaccompanied minors. The lack of solidarity
inherent to such practices reveals the faint will
of certain countries to accept refugees within
their borders.

An agreement between the EU and Turkey
clearly born of a desire on the part of the Union
to cut off the sea route being taken by refugees
seeking to leave that country entered into effect
on 20 March 2016. These two powers unilater-
ally decided, counter to the agreements reached
by the Council in June and September, that as
of that date refugees arriving in Greece from
Turkey would be unable to request relocation to
EU countries and thus be left with choice of re-
maining in Greece — a country whose reception
system was already being taxed beyond its func-
tional capacity — or returning to the countries
from which they had originally fled. In May
2017, the European Parliament called for an
end to this exclusionary practice.

The European Commission should have tak-
en a much tougher stance with Member States
failing to meet quota deadlines from the outset
and initiated infraction procedures far more
quickly. EU countries seem to have renounced
the right of asylum and their responsibility to-
wards people fleeing war and persecution.
Xenophobic political parties have not needed to
govern to have their way on this issue; their mes-
sage of fear has given others in power an excuse
for closing their countries’ doors to refugees and
backpedalling on reception commitments.

On 14 March 2018 the Commission issued a
report on the progress made under the European
Agenda on Migration and announced further
key actions to be taken towards a comprehen-
sive deal on migration to be formulated by June
2018 in line with the roadmap for a long-term
EU migration and asylum policy it presented in
December 2017. In this document, the
Commission announced that having relocated
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almost 34,000 persons to EU countries, the
Union’s two-year relocation scheme “was suc-
cessfully coming to an end” and that the EU
Resettlement scheme adopted back in July
2015, which had facilitated the transfer of
19,432 vulnerable people to EU Member States,
had also terminated on a positive note.

Ina December policy update, the Commission
appealed to Member States to support a new
commitment to settle at least 50,000 additional
refugees, noting that 19 EU countries had al-
ready pledged to take responsibility for the
placement of almost 40,000 of these people.
The same document also stressed the need for
Member States to create more slots for people
coming from priority countries, especially refu-
gees transferred from Libyan territory to
UNHCR's Emergency Transit Mechanism in
Niger, to which 1,300 people were evacuated
from Libya on 14 March 2018.

Nonetheless, the main thrust of the Union’s
efforts continues to be focused on exterior bor-
der management, Member State support for,
and commitment to, the European Border and
Coast Guard Agency and further Member con-
tributions in this area.

Member States are also being urged to ne-
gotiate new readmission agreements as needed
and to implement existing readmission agree-
ments more effectively so as to expedite the re-
turn of more people to their countries of origin
in concert with operations conducted by the
European Border and Coast Guard Agency.

The Commission considers the European
Union Emergency Trust Fund for Africa an im-
portant tool in the Union’s fight against migrant
smuggling and human trafficking. Additional
measures are being adopted to facilitate volun-
tary return and evacuation, a crucial issue for
Member States repeatedly being asked to make
additional contributions to the fund.
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EU consent and support for the involvement
of the Libyan Coast Guard in contention and
control operations in the Central Mediterranean
is troubling given the numerous reports of ag-
gression on the part of this force against per-
sons attempting to flee untenable conditions in
Libya and reach the Italian coast. Their obstruc-
tion of NGO rescue efforts and the apathy and
indifference of Libyan authorities towards such
interventions should be strongly condemned.
One notable instance of the European implica-
tion in this problem was the training provided to
more than 200 members of the Libyan Coast
Guard during Operation Sophia. Libyan and
[talian Coast Guards now cooperate on an on-
going basis.

Returning to an earlier topic, 20 March 2018
marked the second anniversary of the disgrace-
ful pact between the European Union and
Turkey that signified a turning point in what has
erroneously been characterised as “the
European refugee crisis”. Under this joint action
agreement conceived to strengthen coopera-
tion between the EU and Turkey on migration
and other issues, Turkey made a commitment to
allow Greece to send back migrants and asylum
seekers entering its territory from Turkey by sea
in search of another opportunity to enter Europe
after their initial applications have been reject-
ed. In return for this gesture, the EU promised
to provide additional financial support for
Turkey’s refugee population, accelerate visa lib-
eralisation for Turkish nationals and reactivate
negotiations for Turkey’s admission to the EU.

Two years into its implementation, the ongo-
ing harm this agreement is causing thousands
of refugees is patently clear. The restrictions on
movement it imposes on refugees opting to en-
ter Greece have left thousands of persons in a
state of limbo. It has furthermore provoked se-
vere overcrowding, frustration and unhygienic



living conditions for the refugees who find
themselves trapped there and stoked xenopho-
bic reactions in overwhelmed Greek host com-
munities.

As winter approached, CEAR and twelve
other organizations called upon the Greek gov-
ernment and the EU to relax their contention
policies in consideration of the rising despera-
tion of refugees now faced with the prospect of
living in lightweight tents without running wa-
ter during this period. A number of specific
cases were brought before the European Court
of Human Rights. It is estimated that 54,000
refugees are currently trapped in various points
of the country.

ACNUR statistics indicate that approximately
30,000 persons sought refuge on Greek islands
during 2017. According to the Greek Minister
for Immigration Policy, greater numbers of asy-
lum seekers have recently been transferred from
the islands on which they landed to Athens and
other points of the mainland to distribute the
burden of reception throughout the country.
People crossing the inland border between
Greece and Turkey along the Evros River are not
subject to the EU-Turkish agreement and there-
fore eligible to request that their applications for
international protection be processed in Greece.
The Greek government’s desire to accelerate
asylum application review and return proce-
dures makes the provision of swift and effective
legal assistance more important than ever.
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The Commission has meanwhile adopted a
discourse focusing on the reduction of arrivals
and deaths of refugees along the Aegean coast
and the EU continues to fund refugee reception
facilities in Turkey.

The European Union is therefore clearly con-
tinuing to do everything in its power to prevent
the entry of migrants and refugees into its terri-
tory, in large part by means of agreements with
third countries that fail to uphold even minimal
standards of respect for human rights.

From a legislative perspective, EU appeals to
Member States to demonstrate greater solidar-
ity and process applications for international
protection in a more efficient manner have cen-
tred on measures intended to penalize second-
ary movements and the application of acceler-
ated processes in which safe third country and
safe country of origin issues are taken into ac-
count and international protection status review
processes that ignore the needs of vulnerable
people who deserve international protection —
an approach that undermines refugees’ guaran-
tee of access to the asylum system, the fair and
efficient processing of their applications for pro-
tection and the principle of nonrefoulement.

In conclusion, we would like to underscore
that the right to asylum is but one of a number
of principles being cast aside in the context of a
more general deterioration of human rights that
will lead to an inexorable moral, political and
social decline that will only be avoided by cor-
recting Europe’s present errant orientation.
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European Affairs Council of the Fundacién Alternativas*

1. Member States and political reform of the EU

Member States must engage with the issues to be addressed by the
European Council during 2018, particularly the social dimension of
Europe, economic and monetary union, globalization, European de-
fence, EU finances and the most pressing institutional issues, while also
reserving sufficient space to discuss models for the future operation of
the EU described in the White Paper on the Future of Europe. This de-
bate must receive institutional support and funding from political enti-
ties at the central, regional and local level, promoting the greatest pos-
sible involvement of civil society and public opinion.

Drawing on the European Parliament’s contribution to the future of
Europe (two resolutions in February 2017), the European Commission
should develop a legislative initiative (including, if necessary, proposed
reform of the treaties through a Constitutional Convention) which
goes beyond simply identifying general political scenarios regarding the
operation of the EU, and advances towards a federal political union.
Transnational lists for the European Parliament elections should be seen
as a valuable tool to Europeanize political debate. If these are not pos-
sible in 2019, then they absolutely must be implemented by 2024.

2. The values of the EU and the nationalist challenge

We need a mechanism to monitor ongoing compliance with the Copen-
hagen criteria by Member States, measuring respect for democratic values

* The European Affair Council of the Fundacién Alternativas is composed as follows: Diego
Loépez Garrido (director), Nicolads Sartorius, Juan Moscoso, Carlos Carnero, Vicente Palacio,
Manuel de la Rocha Vazquez, José Candela, Jesus Ruiz-Huerta, Enrique Ayala, Carlos Closa,
José Manuel Albares, José Luis Escario, Maria Mufiz, Emilio Ontiveros, Marfa Joao Rodrigues,
Francisco Aldecoa, Soledad Gallego, Irune Aguirrezabal, Josep Borrell, Doménec Ruiz and
Xavier Vidal-Folch. Permanent guests at meetings of the Council are Gero Maass, Delegate
to Spain of the Friedrich-Ebert-Stiftung, and Maria Pallares, programme coordinator, also of
the Friedrich-Ebert-Stiftung.
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and principles in the same way that compliance with economic criteria
is monitored.

The possibility of making use of EU funds conditional upon political and
not just economic criteria must be put on an official footing, so that
such funds are dependent — both positively and negatively — upon com-
pliance with obligations such as accepting refugee quotas or respect
for fundamental democratic requirements, such as the separation of
powers or press freedom.

European institutions, starting with the Parliament and the Commission,
must take an aggressive stand against anti-democratic, xenophobic
and anti-European trends, ensuring that legislative backing and re-
sources are provided to programmes to counteract the false news, dis-
information and emotional manipulation that feeds ultra-nationalist
populism, combatting these energetically on social media.

The only way to stem the tide of nationalism is to advocate social poli-
cies at both the national and the European level.

. Reforming European monetary union

Populism’s success in advocating nationalist alternatives can only be
halted by radically changing the neoliberal agenda of the last 15 years.
This would enable Europe to become a symbol of the political response
to globalization.

Eurozone reform should return to the initial ideas presented by the
Commission in 2012. These embodied a balanced approach to fiscal
union. However, without greater effort to achieve economic integra-
tion, monetary union will prove unsustainable in the face of any future
crisis. We therefore need to start by establishing a European anti-crisis
fund, a bank restructuring fund, and a deposit guarantee fund.

The new German government has agreed a policy which represents a
compromise between the principles of Ordoliberalismus and the need
to invest in social policy. This is a reasonable approach to EMU reform.
The EU must implement a firm policy to combat tax evasion and avoid-
ance, in particularly with regard to the major tech firms, who are in the
driving seat of the digital revolution. The EU should demand US coop-
eration, which to date has been insufficient.
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4. European social pillar

— We need to approve measures at a European scale which provide ef-
fective minimum employment guarantees (contracts, salaries, legal
protection) and are designed to respond to new challenges, such as
automation and robotics.

— Social and employment rights, such as the universal right to collective
bargaining, must be included in basic European legislation.

— We need to create a European financial instrument to promote active,
counter-cyclical policies in the Member States most affected by the
crisis, to complement national budgets. All of these measures should
be designed to give real effect to the European Social Pillar, created at
the Gothenburg summit of November 2017.

5. A genuine European asylum system

— Creation of a common European policy for refugees, based on respect
for human rights and the right to asylum, given the urgent need to
respond to the current humanitarian crisis. Legislation to implement a
European migration and asylum policy must give priority to procedural
guarantees for migrants and refugees.

— It is essential to guarantee the opening up of safe legal routes that
guarantee refugees’ access to the right to asylum. This will require us:
¢ To strengthen resettlement programmes to reflect the number of

refugees, including fair distribution between all states.

¢ To guarantee the possibility of applying for asylum at embassies and
consulates in third countries.

e To activate policies to grant humanitarian visas, eliminate the re-
guirement for transit visas for people coming from conflict zones,
and make family reunification requirements more flexible.

— These measures, on their own, will not be sufficient and will not ad-
dress the true causes of forced movements of people. This requires a
structural change in focus of all EU policies, going beyond those that
pertain directly to migration.

6. Foreign policy, global governance and climate change policy
— In the current international situation, dominated by leaders such as

Trump, Putin and Xi Jinping, the response of the EU and its Member
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States should not be “Europe First” but a multilateralism for the 21st
century, moulded in the image of the EU (what we might call
Eurolateralism) by virtue of which the EU would bring all of its eco-
nomic and political weight to bear in favour of rules in line with
European positions, values and interests, to support more balanced
governance from a social, institutional and environmental perspective.
Following the French elections and the formation of a coalition govern-
ment in Germany, the road appears to be clear to a Franco-German
alliance to drive far-reaching reform of the EU. At a time when the
United Kingdom is leaving the club and Italy’s influence at Brussels is
declining following a general election in 2018 in which populist parties
won a majority, Spain should take advantage of this window of op-
portunity to put itself at the heart of European leadership, propose an
economic policy that is an alternative to the current approach, and
strengthen the EU’s external role in all areas.

In the current context of resurgent nationalism, the High Representative
for Foreign Affairs and Security Policy should take on a more prominent
role, working not only with the various committees of the European
Parliament but also with the national parliaments of Member States
where requested, with the aim of creating a sense of unity in this area.
The EU should resist the slide towards a trade war with the USA, de-
spite the threats of the Trump Administration, as such a move would
seriously damage transatlantic economic integration in terms of invest-
ment, subsidiaries and employment. The members of the EU should
unite in calling upon their North American ally to open up communica-
tion channels on trade between the EU and the USA. At the same time,
the EU should remain absolutely firm in its defence of duty-free trade
and the principle of reciprocity.

Trade is of great political significance and is one of the pillars of globali-
zation, along with finance and technological change. A new European
trade model must therefore be consistent with the EU’s foreign policy,
particularly with regard to those countries with which we share values.
With respect to the CETA with Canada, which has already been signed
and parts of which have been applied provisionally since September
2017, the European Parliament and national parliaments must closely
monitor compliance with social environmental standards and the reso-
lution mechanism for conflicts between states and investors. With re-
spect to the Global Agreement with Mexico, Europe must ensure that
the aforementioned standards remain high, providing an alternative
to the NAFTA model, with a view to building bridges with the new
Mexican administration that emerges following that country’s presidential



RECOMENDACIONES

elections in July 2018. With respect to Mercosur, to reach a final agree-

ment it is necessary to keep up the political pressure while at the same

time retaining a flexible and patient approach to negotiations.

In the Middle East, given the partial withdrawal of the USA and the

growing role of Russia, the EU must remain united and continue to

pursue an independent strategy. The nuclear pact with Iran must be
defended uncompromisingly; the EU must actively pursue an imagina-
tive solution to the Israel-Palestine conflict, continuing to reject Trump's
decision to transfer the US Embassy to Jerusalem; and the civil, military,
financial, political and diplomatic presence of the EU and its Member

States in key countries such as Syria and Iraq should increase.

With respect to Russia, Europe needs to be aware of the revisionist ambi-

tions of its eastern neighbour. And countries such as France and Germany

must strive to listen to the sensibilities of other EU states and offer guar-
antees for the security of Baltic and eastern European states within the

framework of the European defence project. At the same time, it is im-

portant to avoid demonizing the Putin regime — and even more so in the

wake of his latest election victory in March 2018, which consolidates his
position for another term. Instead, we must leave the door open to the
possibility of reaching a strategic understanding in the future.

With regard to expansion, the EU must focus on two areas:

¢ The EU should not seek to compensate for Brexit by speeding up ac-
cess for new potentially problematic members where there are unre-
solved issues of economic reform, internal conflict and human rights.
The new strategy for the six western Balkan countries, launched by
the Commission and President Juncker, which sets 2025 as the incor-
poration date, should be modified to ensure that accession is condi-
tional and the process is subject to very strict monitoring.

e With respect to Turkey, the EU needs to shift towards a pragmatic
relationship, making efforts to open up diplomatic and political
channels to resolve specific issues — migration, Cyprus, Greece, the
Middle East — which may restore a better political climate in the
medium term.

In Latin America, EU policy should favour the processes of economic

and political integration in that region. In Cuba, European action

should remain committed to the Political Dialogue and Cooperation

Agreement. And the EU should keep up the pressure on President

Maduro in Venezuela, with selective sanctions. But most important of

allis to continue to coordinate with regional diplomatic bodies (CELAC,

UNASUR).
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In Africa, the EU needs to grow its political and economic capital in the
region at an exponential rate, in accordance with the new approach
agreed at the G20 Summit in Hamburg in 2017 and followed up by the
African Union-EU Summit at Abidjan, and to view the region as a
source of opportunities, not problems.

With regard to climate change, the EU must remain firm in its opposi-
tion to the Trump administration, and should continue to defend the
Paris Agreement, which is one of the greatest diplomatic achievements
of the EU’s history. Existing commitments need to be updated to take
the form of a strategy which permits states to implement the financial
commitments agreed in the framework of national plans to reduce
emissions of greenhouse gases; we need to consolidate alliances with
cities, states, regions and companies (particularly in the USA) and to
increase bilateral channels to influence Beijing to ensure that China
remains a party to the agreement.

. Defence and security

The EU must decisively develop the approaches set out in the strategy
approved in 2017, whose objectives include promoting the strategic
autonomy of the EU and establishing a general HQ, capable of plan-
ning both executive and non-executive civil and military missions.

We must strengthen permanent structured cooperation (PESCO) and
the projects linked to it, designed to ensure the capacities of the EU in
both industrial and operational aspects.

The competencies, composition and regulation of the European Com-
mittee of the Regions must be reviewed so that territorial and regional
entities have more influence on the decisions that affect them and are
able to represent their interests effectively at the EU without the need
requiring their own state.

In post-Brexit Europe, the EU and the United Kingdom must sign a se-
curity and defence agreement in the form of an international treaty.
We should aspire to build a European Security and Defence Union, with
an institutional status at the Council of Ministers of Defence.
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AECID: Agencia Espafiola de Cooperacion Internacional
para el Desarrollo (Spanish Agency for International
Development Cooperation)

AEOI: Automatic Exchange of Information

AfD: Alternative fir Deutschland (Alternative for
Germany)

AMLD: Anti-Money Laundering Directive

ANEL: Anexartitoi Ellines (The Independent Greeks)

ANO or ANO 2011: Akce nespokojenych obcanu
(Action of Dissatisfied Citizens in the Czech
Republicin 2011)

ARD: Arbeitsgemeinschaft der &ffentlich-rechtlichen
Rundfunkanstalten der Bundesrepublik Deutschland
(Consortium of public broadcasters in Germany)

BE: Bloco de Esquerda (The Left Bloc of Portugal)

BEPS: Base Erosion and Profit Shifting

CDS: People’s Party of Portugal

CDU-CSU: Christlich Demokratische Union Deutschlands
(Christian Democratic Union of Germany) and
Christlich-Soziale Union in Bayern (Christian Social
Union Bavaria)

CEAR: Comision Espafiola de Ayuda al Refugiado
(Spanish Commission for Refugees)

CEAS: Common European Asylum System

CELAC: Comunidad de Estados Latinoamericanos y
Caribefios (Community of Latin American and
Caribbean States)

CEO: Chief Executive Officer

CEPS: Centre for European Policy Studies

CETA: Comprehensive Economic and Trade Agreement

CFSP: Common Foreign and Security Policy

CRS: Common Reporting Standard

CSDP: Common Security and Defence Policy

DACA: Deferred Action for Childhood Arrivals

DESI: Digital Economy and Society Index

DF: Dansk Folkeparti (Danish People’s Party)

DUP: Democratic Unionist Party

EASO: European Asylum Support Office

ECB: European Central Bank

Acronyms

ECOFIN: Economic and Financial Affairs Council
ECRE: European Council on Refugees and Exiles
EFSD: European Fund for Sustainable Development
EMF: European Monetary Fund

EMU: Economic and monetary union

EPA: Economic Partnership Agreement

EPP: European People’s Party

ESM: European Stability Mechanism

EU: European Union

EURATOM: European Atomic Energy Community

EURODAC: European Dactyloscopy

FA: Fundacion Alternativas (Alternatives Foundation)

FATCA: Foreign Account Tax Compliance Act

FEPS: Foundation for European Progressive Studies

FES: Friedrich-Ebert-Stiftung (Friedrich Ebert Foundation)

FIDESZ: fiatal Demokratak Szévetségen (Alliance of
Young Democrats, Hungary)

FIIAP: Fundacion Internacional y Para Iberoamérica de
Administracion y Politicas Publicas (International
and Ibero-American Foundation for Administration
and Public Policies)

FPO: Freiheitliche Partei Osterreichs (Freedom Party
of Austria)

FRONTEX: European Border and Coast Guard
Agency

G20: Group of Twenty, International forum for major
economies

GAFA: Google, Apple, Facebook, Amazon

GDP: Gross domestic product

GDPR: General Data Protection Regulation

GRU: Glavnoe Razvédyvatelnoe Upraviénie (Main
Intelligence Directorate)

HQ: Headquarters

HTW: Hochschule fir Technik und Wirtschaft Berlin
(University of Applied Sciences for Engineering
and Economic)

ICEX: Instituto Espafol de Comercio Exterior (Spanish
Institute for Foreign Trade)

IIT: Innovation Capability Indicator
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IMF: International Monetary Fund

loT: Internet of Things

IT: Information technology

LREM: La République En Marche (The Republic Forward)

MCAA: Multilateral Competent Authority Agreement

MEP: Member of the European Parliament

MERCOSUR: Mercado Comun del Sur (South
American trade bloc)

MP: Member of Parliament

NAFTA: North American Free Trade Agreement

NATO: North Atlantic Treaty Organization

NGO: Non-governmental Organization

NHS: National Health Service

OAS: Organization of American States

OECD: Organisation for Economic Co-operation and
Development

OVP: Osterreichische Volkspartei (Austrian People’s
Party)

PCP: Partido Comunista Portugués (Portuguese
Communist Party)

PESCO: Permanent Structured Cooperation

Ph.D: Philosophiae doctor (Doctor of Philosophy)

PiS: Prawo i Sprawiedliwos¢ (Law and Justice)

PR: Public relations

PSD/PPD: Partido Social Democrata/Partido Popular
Democratico of Portugal (Social Democratic Party/
Democratic People’s Party)

PSOE: Partido Socialista Obrero Espafiol (Spanish
Socialist Worker’s Party)

SEDES: Associacdo para o Desenvolvimento Econo-
mico e Social (Association for the economic and
social development)
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SGP: Stability and Growth Pact

SPD: Sozialdemokratische Partei Deutschlands (Social
Democratic Party in Germany)

SRM: Single Resolution Mechanism

TEU: The Treaty on European Union

TFEU: The Treaty on the Functioning of the European
Union

TINA: “There is no alternative”

TPP: Trans-Pacific Partnership

TTIP: Transatlantic Trade and Investment Partnership

UDI: Unilateral declaration of independence

UK: United Kingdom

UN: United Nations

UNASUR: Union de Naciones Suramericanas (Union
of South American Nations)

UNESCO: United Nations Educational, Scientific and
Cultural Organisation

UNHCR: Office of United Nations High Commissioner
for Refugees

UNIR: Universidad Internacional de la Rioja
(International University of La Rioja)

UNU-GMN: United Nations University Institute on
Globalization, Culture and Mobility

USA or US: United States of America

V4: Visegrad Group (alliance of the Czech Republic,
Hungary, Poland and Slovakia)

WTO: World Trade Organization
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