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Presentation

The 4™ Report on the State of the European Union —"Europe at the
political crossroads”— is published as a contribution to a campaign to re-
launch the EU, motivated by the belief that the serious problems with
which the Union is currently grappling can only be resolved if we address
the political challenges it faces. The publication of this report coincides
with perhaps the most difficult moment for the Union since its creation.
With the EU still struggling to overcome the drastic impact of the eco-
nomic crisis, it is threatened by the storm clouds of another recession or,
at the very least, weak growth.

Austerity policies are still with us, despite the impact of the ECB’s mon-
etary policies and low oil prices. And the Juncker Plan, while well-inten-
tioned, is insufficient to turn things around, and has not even been
launched yet, with the result that any impact on jobs will be delayed. One
of the most harmful consequences of the crisis and the response to it has
been rising inequality, reflected in the falling purchasing power of wages
and the increasing deregulation of the labour market. While it is true that
social policy is not one of the EU’s competencies, the austerity policies that
the Union has inspired have contributed to this social deterioration. The
resultant inequality has amplified differences within individual countries,
but also between states and, above all, between states in the north and
those in the south, and between those in the west and those in the east.

It should be noted that the noises emanating from European institu-
tions are generally encouraging (with the exception of the compromises
offered in an attempt to prevent Brexit —see below). In particular, the doc-
ument issued by the five presidents (Council, Commission, Parliament,
Eurogroup and ECB) is committed to advancing towards economic union,
addressing the crucial issue of fiscal union before moving towards political
union. However, for the moment these are just intentions, plans that have
yet to find expression in significant progress and for which, moreover, the
timescales are excessively long, particularly when compared to the press-
ing nature of the problems the Union faces. Four of these challenges are
considered in detail in this report: the refugee crisis; the terrorism threat
posed by the so-called “Islamic State”; climate change and the Paris Sum-
mit; and Brexit.



THE STATE OF THE EURGPEAN UNION

The refugee crisis —a consequence of the wars in Syria, Yemen, Iraq and
Afghanistan, the failed state in Libya and the general situation in the Mid-
dle East- is the most dramatic episode to be faced by the EU since the
Yugoslav Wars of the 1990s. The fact that the Mediterranean has become
a graveyard for thousands of migrants, including children, the fences that
are springing up along the EU’s borders and the need for NATO interven-
tion to stem the flow are all proof, if it were needed, of the failure resulting
from the absence of an effective, common migration policy. The agree-
ment with Turkey is a shameful initiative that betrays European values and
undermines international legality.

The fight against the Islamic State has suffered from poor intelligence
coordination, the absence of a strategy to deal with the wide range of
active conflicts and, in particular, the lack of a common defence and secu-
rity policy, backed by European intervention mechanisms. The proof of this
is that, when France invoked article 47.2 of the Treaty of Lisbon, hardly any
other countries took note. Instead, the response has been defensive meas-
ures, including at times restrictions on freedom or breaches of the Schen-
gen Treaty.

If we move to the crucial issue of climate change and the agreements
reached at the Paris Summit, the results are encouraging, even if they are
not commensurate to the scale of the environmental challenge facing us.
While the Paris Summit represents progress, it is also true that there are a
number of problems associated with its application, including the lack of
sanctions for countries that breach the targets, and potential barriers in
major polluting countries such as the USA, China and Russia. The recent
ruling of the United States Supreme Court, curtailing the decisions of Pres-
ident Obama, is proof of this.

Finally, there is the referendum on Brexit called by David Cameron.
Nobody wants the United Kingdom to leave the Union, although it has
always been lukewarm in its commitment. But neither is it acceptable that,
in order to prevent the United Kingdom from leaving, concessions are of-
fered that distort the European project, violate its basic principles, or ob-
struct the necessary progress towards political union. In this respect, the
proposal put forward by Donald Tusk and the European Commission,
which ties the hands of the next summit, is unacceptable because it vio-
lates the principle of the free movement of people, and creates an obstacle
to future political union.

The failure to adequately confront these political challenges has led, in
our opinion, to the growth of nationalistic, anti-European (and at times
overtly xenophobic) tendencies. The far-right policies being pursued in
countries such as Poland and Hungary, and the growth in the vote for
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anti-European parties such as the National Front in France, UKIP in the
United Kingdom, AfD in Germany and similar groupings in the Nether-
lands and Finland create a disturbing picture, but one that we must not
shy away from.

This, then, is the moment to confront these political challenges, as we
propose in this report; the moment to engage with public opinion and
with political and social forces, to make them see that only by deepening
political union can we resolve the problems we face; the moment in which
the European Parliament must play its role both of initiating and guiding
the institutional reforms that will lead to political union.

| would like to end by thanking the authors for their generosity and
dedication, and | would also like to recognise the support offered by the
Director of the Report, the Coordinator and Indra.

Nicolas Sartorius Michael Ehrke
Vice President Director
Fundacion Alternativas Friedrich-Ebert-Stiftung

"






Introduction. The perfect storm

Diego Lopez Garrido

This year’s Report on the State of the European Union (2015-16) exam-
ines the delicate political situation currently faced by the EU, a complex
combination of events that has revealed its underlying weakness as a su-
pranational organisation with historic ambitions. After a 20™ century that
was largely propitious for a European Community that rose from the ash-
es of the two world wars, the start of the 21t century has been marked by
an air of frustration and pessimism. Moreover, it is those who were most
strongly in favour of the European project and most firmly convinced of
the importance, benefits and direction of the EU whose ideals have been
hardest hit by the crisis. Yet they are also best equipped to keep fighting
to preserve the values of the world’s most democratic continent.

The contributions to this report examine the reasons why these values,
fundamentally based on the welfare state and the rule of law, have been
and continue to be severely affected by the critical situation facing the EU
in 2016. Firstly, there is the social cost of a financial crisis from which we
have yet to emerge. Three chapters of this report are given over to the
effects of a European Union that has developed with economic, trade and
monetary aspects at its core, focusing on monetary policy in the Eurozone
(Adrian Zelaia), the implementation of economic governance (Maria Joao
Rodrigues) and inequality (Michael Dauderstat).

The financial crisis that began in 2008 is more than just a crisis, it is a
structural problem. This explains why the fiscal (austerity) and monetary
policies deployed by Brussels have been unable to reverse the deflationary
trends of the economy and spiralling levels of debt. In spite of the expan-
sionary nature of ECB monetary policy under Mario Draghi, the underlying
economy remains unchanged and employment has yet to recover. Europe
has not returned to the macroeconomic figures of 2007 and lags far be-
hind the performance of the United States, which has applied a braver,
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more aggressive approach to policy. However, arguably the most concern-
ing impact of all and the great challenge of our time is inequality. This is
symbolic of the era in which we live and Dauderstat’s analysis shows how
nominal economic growth has been unequally distributed among social
classes, regions and states. Wages have stagnated, poverty and exclusion
have spread and unemployment has become the painful scourge of south-
ern Europe.

The EU does not have the means to address the problem, since social
policies are the responsibility of its member states. As a result, the EU lacks
a social dimension. Nor does it have the tax powers that are key to the
recovery: tax havens persist, some in the heart of Europe, and tax harmo-
nisation is simply non-existent. Instead, we see fiscal dumping, especially
in the case of corporation tax, Ireland being a case in point. Economic
impotence at EU level, except for controlling public deficits, highlights one
of the hypothetical objectives of any political union, namely social cohe-
sion. Moreover, the disintegration of this cohesion works to undermine the
legitimacy of the very political structures that should make it possible.

Without having emerged from the crisis, Europe has fallen prey to
events that once again shows its weaknesses, this time in the form of the
refugee crisis. The real crisis, however, is not one of refugees but of the
EU’s inability to respond. We know the roots of the crisis lie in the war in
Syria, which has dragged on for over five years, causing the EU to experi-
ence one of its most painful and embarrassing moments in terms of hu-
man rights. To date, of the millions of people displaced by the war, eight
million have remained in Syria, while a further four million have escaped
to refugee camps in Lebanon, Jordan and especially Turkey. With hundreds
of thousands of people heading for Europe, the situation has finally come
to a head. The result has been horrific suffering, with refugees drowning
in the Mediterranean and arduous journeys on which children have paid
the greatest price.

Never before has the fissure at the heart of the EU been so strongly felt,
between member states on the one hand and the common institutions in
Brussels on the other. The European Commission’s warnings and attempts
to relocate refugees in Greece and lItaly, and to resettle those who have
not yet reached Europe, have come to nothing. Its efforts have been frus-
trated by unprecedented border closures by EU countries, leaving tens of
thousands of refugees trapped indefinitely, and resulting in an agreement
between the EU and Turkey that directly contravenes the Geneva Conven-
tion. As Estrella Galan and Paloma Favieres show in this report, the refugee
crisis is in fact a European crisis. The number of people involved is less than
0.2 % of the EU’s population and could be assimilated into its social and
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economic fabric. Indeed, this could even serve to benefit our ageing pop-
ulations.

When fundamental values such as solidarity and the right to asylum are
broken, other principles also suffer, as is the case with the free movement
of people, enshrined in the Schengen treaty. Freedom is closely bound up
with security and the recent terrorist attacks in London, Paris and Brussels
have tainted Europe with fear, revealing the extent of our vulnerability.
Once again, all eyes are on Brussels, although this time for a macabre
double reason. As Enrique Ayala shows in his contribution, when it comes
to European security and government coordination, there is a political
vacuum.

The reaction among large sectors of the population and the populist
reaction of too many governments is precisely the opposite of what is
needed. Populist nationalism, which can only lead to the political fragmen-
tation of an already damaged European project, has quickly become its
enemy. José Manuel Albares, Carlos Carnero and Antonio Villafranca dis-
cuss some of the many examples of EU member states whose national
policies are “European” without being “pro-European”. There are region-
al examples, such as Catalonia, which has seen a surge in support for in-
dependence, but also a major example at the national level with the Unit-
ed Kingdom'’s referendum on EU membership. David Cameron’s initiative
is a form of escapism, this time from threats inside his own party, and Juan
Moscoso’s contribution examines the issue in depth, together with the
responses from Brussels at a humiliating European Council that would be
best forgotten but will likely prove unforgettable. Not only does the agree-
ment reached with Cameron freely concede his demands but it also di-
rectly alters the European project by changing the principle of ever closer
union, a step that can only be explained by a situation —characterised
above all by opportunist decision-making— to which the EU has succumbed
with all its weaknesses, falling prey to blatant blackmail whose future
consequences cannot be easily envisaged.

There can be no doubt that the EU has reached a crossroads, a moment
of unprecedented political challenge. What we are facing is more than an
economic crisis, or a refugee or security crisis. These are merely the effects,
albeit extremely serious ones. What makes them critical is the EU’s failure
to provide a credible response. Such a response is not beyond the realms
of possibility. The EU could opt for investment-driven economic policies,
going beyond the toothless Junker Plan, as the only way to reinvigorate an
economy drowning under the weight of monolithic austerity. It could
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establish a genuinely fair tax policy to finance this investment and produc-
tion. But it does not. It could act as a community of nations who stand
side-by-side to tackle the refugee crisis. It could —and should— comply with
international law, the Geneva Convention, the New York Protocol, the EU
Charter of Fundamental Rights and the European Convention on Human
Rights. But it does not. It could develop a genuine European security poli-
cy to counter threats that clearly transcend national security. But there is
not the slightest hint of cooperation or a unified direction to tackle terror-
ism and the deadly strategy of Islamic State.

All this leads us to the central obstacle that must be overcome to pro-
vide sufficient means to respond with what the peoples of Europe expect
from their politicians: the implementation of decisive measures. When all
is said and done, this is a political crisis, whose solution requires, above all
else, political action. It is an institutional problem, underpinned by the
dynamic described in the contribution by Jonas Fernandez, which creates
obstacles to action by the European Parliament and Commission, precise-
ly at a moment when political will should strengthen them.

At a time when history appears to be moving in the opposite direction,
the call for more Europe may fall on weary ears. However, we must not
give in to this weariness. Europe’s political crisis lies not in the lack of
strengths of the EU but in the lack of badly needed leadership. As Ana
Belén Sanchez and Vicente Palacio show, we have seen such leadership in
other areas, such as the fight against climate change. The crisis, or crises,
we are now facing are the result of a lack of coordination and the short-
sightedness of national politics, not of a European politics that remains
markedly absent.
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José Manuel Albares, Carlos Carnero and Antonio Villafranca

On the threshold between national and
federal politics

Sometimes we are unable to see something
even when it is right before our eyes. This often
appears to be the case with analysis of the Eu-
ropean Union (EU), which is treated as an au-
tonomous entity, ignoring the obvious fact that
its decisions, its institutional development, and
its competencies are all directly related to
changes within each of its member states.

The 60-year history of the EU provides count-
less examples of this relationship. And yet, para-
doxically, when the Union’s political roots are
deeper than ever and the first outlines of a fed-
eral structure are beginning to emerge, the
volatile political situation in the EU's member
states is being felt more strongly than ever, and
the impact is far from positive.

There are a number of possible explanations
of this state of affairs, including the following:
— The trend towards intergovernmental nego-

tiations during the crisis has meant that

states now seek to play a more active role in
EU decision-making processes.

The number of member countries (28) is so
large that it inevitably produces greater dis-
parities with regard to recent history, the op-
eration of the state, the party system, eco-
nomic structure, culture and public opinion.
The lack of a European leadership whose au-
thority is recognised by all the member states
and the proliferation of posts within the EU
hierarchy is not associated with greater una-
nimity.

Phenomena to which the response is initially
national -whether economic and social (the
crisis, unemployment, inequality, insecurity,
immigration) or political (nationalism, pop-
ulism)— ultimately influence the stance of
individual governments vis-a-vis Brussels.
The impact of the gradual downgrading
by national governments of concepts such
as solidarity and cohesion is amplified by
the persistence within the EU of constitu-
tional zones in which shared decision-
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making has shallow roots or may even be

reversible.

— The existence of governments supported by
populist or Eurosceptic parties —which has
little impact when decisions are taken on a
shared basis (and even less so when imple-
mented through the normal legislative pro-
cedure) or when they are taken by the most
federal institutions (the European Commis-
sion and the European Parliament)- be-
comes a major obstacle when agreements
have to be reached at the intergovernmental
level.

During 2015 there were a number of chang-
es in the political situation in member states
that have affected and will continue to affect
the EU, particularly given the limited tools avail-
able to the EU to address this situation in the
short term.

The mainstream parties are still in the
majority, but not to the same degree
as before

If we look at the big picture, we find that the
mainstream parties emerged from 2015 in a
relatively strong position in terms of their repre-
sentation in the governments of EU member
states.

Formations belonging to the European Peo-
ple’ Party (EPP), the Party of European Socialists
(PES) or the Alliance of Liberals and Democrats
for Europe (ALDE) participate in 25 of the EU’s
28 national governments. The three exceptions
are Greece, Poland and the United Kingdom. In
the latter, however, it is worth noting that the
Conservative Party left the EPP for tactical rea-
sons linked to its Eurosceptic position, while
maintaining a clear ideological and political af-
finity to its former partners.
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At the same time, there are two countries
where members of the EPP are in government
with parties of the radical right: in Denmark,
where the far-right Danish People’s Party is the
second-largest party, with 21 % of the vote;
and in Finland, whose Foreign Minister belongs
to the Europhobic, populist right. And, of
course, there is Hungary, which is governed by
FIDESZ, a member of the EPP but with far more
extreme policies than its sister parties.

It is also important to note that three of the
eight general elections held in 2015 produced
very significant changes (Denmark, Greece and
Poland) while in the remaining five (Croatia, Es-
tonia, Portugal, Spain and the United Kingdom)
traditional parties continued to be in the majority.

If we look beyond governments to consider
the percentage of the vote won by conserva-
tives, socialists and liberals, these remain very
considerable, with the exception of Greece and
Poland, where the social democratic left has
been all but obliterated.

The conclusions, therefore, are clear:

— Europe’s historic political parties continue to
dominate the continent’s political scene.

— The much-trumpeted advance by new po-
litical forces on the left and the right has
failed to materialise, with a few exceptions.

— The political majority that governs the EU is
thus the same maijority that governs in most
of its member states (as we will see below).

— Although its lead is noticeably smaller than it
was five years ago, the right continues to be
the largest political force in member states,
with the socialists in second place, well
ahead of their rivals.

As a result, the countries of the EU have not
experienced a radical change in make-up, al-
though new political forces have appeared at the
margins of the traditional parties. However, the
radical proposals of old and new governments



alike, and of parties of the extreme right or the
radical left, are creating serious problems for EU
decision-making, challenging its democratic val-
ues in some cases, hindering attempts to cope
with major challenges such as the refugee crisis,
and on occasion influencing the positions of
moderate, democratic parties.

To govern alone or in partnership?

In the member states of the EU, everybody
knows that it takes two to tango (and some-
times even more!), and this was borne out by
developments during 2015. There are currently
21 coalition governments and only six single-
party administrations, although one of these —
Denmark— is a minority government that needs
to form alliances in order to pass legislation.
Although Spain is the only country in the EU
never to have had a coalition government, and
it remains to be seen how events will play out
following the general election on 20 December
2015, the only possible outcomes would appear
to be a coalition government, some kind of par-
liamentary agreement involving at least two
parties, or fresh elections.

Grand coalitions wield power in several
states, including economically and geographi-
cally central states such as Germany and Aus-
tria, new members like Croatia, and others,
such as, Luxembourg where it has become the
norm. Several countries are ruled by coalitions
between liberals and socialists, leaving the con-
servatives in opposition, while the socialists
have been excluded from power in states where
the radical right has entered government with
the conservatives (Finland) or supported it with-
out taking office (Denmark).

However, even when they have failed to win
the election, the social democrats have opted to
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enter government rather than remain in opposi-
tion wherever possible. This was the case in Es-
tonia, Ireland, Lithuania, Luxembourg, the
Netherlands and Slovenia.

There are also countries in which the social-
ists have formed coalitions following victory at
the polls, such as the Czech Republic and Italy.
One could argue that ltaly is, in reality, a grand
coalition, at least partially, as the Democratic
Party there governs in partnership with part of
what was once Silvio Berlusconi's Forza lItalia,
while the remainder of that grouping remains in
opposition.

Finally, Portugal is governed by a socialist ad-
ministration that emerged from an interesting
election in November 2015 in which the con-
servatives actually polled the most votes but
subsequently proved unable to construct a par-
liamentary majority. The three parties of the left
obtained an absolute majority both of the votes
cast and of seats in parliament. The conserva-
tives invited the socialists to join a grand coali-
tion, but the socialists preferred to reach an
agreement with the communists and the far left
under which the socialists would form a govern-
ment on their own.

Curiously, Portugal’s neighbour, Spain, has
found itself in a similar predicament: the PP won
most votes in the December general election
and proposed that the PSOE join it in a grand
coalition, but the PSOE rejected this offer, decid-
ing instead to open negotiations with liberals,
the far left and moderate nationalists.

It is also worth bearing in mind that, following
the European Parliament elections of 2014, the
EU has explicitly been governed by a grand coali-
tion of conservatives, socialists and liberals. Explic-
itly because the President of the Commission,
Jean Claude Juncker, sought the votes of Mem-
bers of the European Parliament on the basis of a
programme negotiated with these political forces
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and which is to be implemented by a College of
European Commissioners which draws 95 % of
its members from the ranks of MEPs.

In this respect, the operation of the EU clear-
ly benefits if the governments of its member
states, represented in the European Council,
consist of grand coalitions, coalitions or single
party governments led by parties belonging to
one of the three currents that provide Brussels
with its political leadership. However, this does
not mean that relationships are free of contra-
dictions and conflicts, given that national inter-
ests often play a part in EU decision-making,
which is not influenced solely by broad political
tendencies.

The left-right axis remains a major factor

There were eight general elections in the EU in
2015: Denmark, Estonia, Finland, Greece, Po-
land, Portugal, Spain and the United Kingdom.
So far, there have been two more during 2016,
in Ireland and Slovakia.

The left-right axis remains key to determin-
ing majorities and identifying the balance of
power within the European Council, and in
these terms four of the elections were won by
right-wing parties. These were the clear victory
of David Cameron’s Conservative Party in the
United Kingdom; the absolute majority ob-
tained by Poland’s ultra-conservative “Law and
Justice” party; the inclusion as a partner in the
centre-right coalition of the populist “True
Finns” in Finland following the vote of 19 April;
and Denmark, where liberal Lars Rasmussen be-
came Prime Minister with the support of the
populist Danish People’s Party.

In Estonia, last March’s elections returned
the outgoing coalition between the centre-right
and the social democrats to power.
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At the other end of the European political
spectrum, two parties shifted to the left: Greece,
where Alexis Tsipras, leader of Syriza, is Prime
Minister; and Portugal, where socialist Antonio
Costa heads a single-party government, but one
that relies on the explicit support of the Left
Bloc and the Communist Party.

If Spain had a left-wing prime minister, the
current left/right balance within the EU would
be significantly altered. Excluding Spain, there
are twelve left-wing or centre-left prime minis-
ters compared to fifteen from the right or cen-
tre-right. Left-wing governments represent 42
% of the EU’s population, compared to 58 %
who are governed by the right. This percentage
would fall to 53 % if Spain were to be governed
by the left. If we include grand coalitions in our
calculations (those involving ministers both from
the left and the right) then the percentages
change. Excluding Spain, countries governed by
a grand coalition account for 33 % of the Euro-
pean population, those governed by the left
represent 36 %, and those ruled by the right are
31 %. If a left-wing government were formed
in Spain, the proportion of the European popu-
lation governed by this current would rise to 42
%, against a figure of only 28 % with conserva-
tive governments. Any change of government
in Spain is thus bound to have a significant im-
pact on the balance of power in Brussels.

In two countries which voted in 2016 —lIre-
land and Slovakia— governments have yet to be
formed, and the process of doing so promises to
be anything but straightforward.

In Ireland, the two parties that had governed
in coalition for the previous five years, the cen-
trist Fine Gael and the Labour Party, fell almost
30 seats short of an absolute majority. Although
Ireland’ GDP has risen faster than any other Eu-
rozone countries, both parties were severely
punished by voters for austerity measures and



cuts to public spending in the previous legisla-
ture. The fall was particularly dramatic for the
Labour Party, which was reduced to a mere
seven seats, compared to the total of 37 seats
that it had won at the previous election. The big
winners were Ireland’s other traditional govern-
ing party, Fianna Fail, which doubled its repre-
sentation, and the republicans of Sinn Fein,
which almost doubled its parliamentary pres-
ence with 22 seats, after focusing its campaign
on the fight against austerity, instead of its tra-
ditional nationalist platform. The weakness of
the two main traditional parties is compounded
by the presence in the Dail of small parties and
independents, which significantly complicates
the process of forming a government. If this
process is unsuccessful, then Ireland will have to
hold new elections in September.

In the other country to have held elections
so far this year, Slovakia, the resultant political
landscape provides challenging terrain for the
formation of a new government. The Social
Democratic Party (SMER), until now in govern-
ment, won the election but fell from 83 to 49
seats. As a result, it will need the support of at
least two other parties to form a government,
while the main centre-right party would need to
find at least five parties to form a government
without the social democrats.

The ghosts of the past return, part I:
nationalism and Euroscepticism

“Nationalism is war”. The words of French Pres-
ident, Francois Mitterrand, in his speech to the
Plenary Session of the European Parliament at
Strasbourg in 1995, are often quoted.

He was undoubtedly referring to the kind of
nationalism that had led to the outbreak of two
world wars during the 20th century, not the
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small European nationalisms of the 21st centu-
ry. One of the reasons was that 20 years ago
these small nationalisms were simply not on the
radar.

In 2015, the only nationalist movement in
continental Europe to have a significant impact
was to be found in Catalonia. Some political
forces in this region of Spain have sought to
initiate a process designed to lead to independ-
ence, disregarding the constitution which re-
established democracy in the country in 1978.

Against the opinion of the majority political
forces in Spain, and despite failing to win the
support of the majority of the electorate at re-
gional polls in September 2015, which the pro-
independence parties had promoted as a plebi-
scite, Catalonia‘s hard-line nationalists sought
to create a route to independence, but during
the intervening months their plans have suf-
fered a number of setbacks, and the future is
plagued by uncertainty.

It is important to note some of the differ-
ences between the Catalan independence
movement and its counterpart in Scotland.
While the Catalan movement seeks a unilateral
break with Spanish democracy, the Scottish
movement mobilised around a legal referendum
agreed with the British government, a vote that
it lost in September 2014.

There are also legal and historic differences,
such as the fact that the United Kingdom does
not have a written constitution and therefore
makes no stipulations with respect to the pos-
sibility of self-determination, or the fact that
Scotland was an independent country for cen-
turies until 1707, something that was never the
case for Catalonia.

There are, of course, nationalist tendencies
and movements in other territories of EU mem-
ber states, including Belgium, France and ltaly.
However, unlike the situation in Catalonia,
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these movements take a less hard-line approach
that is not dominated by short-term objectives.

The most important aspect of this in Euro-
pean terms is that the EU has been forced to
clarify that unilateral independence within the
EU is impossible, among other reasons because
Article 4 of the Treaty of Lisbon (included by the
Convention on the European Constitution and
retained unaltered in the Treaty) obliges Brussels
to respect the constitutional and territorial or-
ganization of member states.

As a result, Catalan nationalists have come
up against the barrier of European rejection,
which has probably been the strongest argu-
ment against their separatist project and estab-
lishes a “political jurisprudence” that will serve
as a warning to any who consider setting out on
a similar path in the future.

Returning to the United Kingdom, it seems
certain that Scottish nationalism will renew its
calls for a second independence referendum in
the event of the UK as a whole voting in favour
of Brexit (and Scotland voting to remain). In this
situation, it would be almost impossible for Lon-
don to refuse demands for another referendum,
and the likelihood is that Scotland would vote
for independence in protest at being dragged
out of the EU against its will.

The campaign for Brexit also presents an ex-
ample of another kind of nationalism, this time
blended with Euroscepticism, in the form of the
populist arguments put forward by the Leave
campaign, which includes UKIP and a large
chunk of the Conservative Party. The EU refer-
endum of 23 June 2016, following on from the
Brussels deal, will be a key test of whether those
in favour of continued membership of the EU
are able to prevail over anti-European discourse.

There is also a third kind of nationalism that
has surfaced in the EU during 2015, one that is
associated with anti-Brussels populism. From
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Tsipras in Greece, to Orban in Hungary, and in-
cluding Kaczynski in Poland and Marine Le Pen
in France, extremist parties have repeatedly
sought to contrast national sovereignty with EU
decisions, presenting the Union as an external
actor that interferes with the decisions of indi-
vidual countries in an unacceptable manner,
whether to impose economic policies or to dis-
tort their political structures.

In every case, the EU has remained firm in
the exercise of its competencies, and it can be
argued that it has emerged as the winner from
this debate. The case of Greece is the clearest,
with the 13 July agreement between Athens
and Brussels and the subsequent implementa-
tion of this agreement by the Syriza govern-
ment.

Nationalist discourse does not appear to
have led to an increase in Euroscepticism during
2015. According to the European Parliament’s
2015 Parlameter, the number of interviewees
who believe that their country has benefited
from membership of the EU is higher than ever
before; a majority believe that what unites
member states is more important than what di-
vides them; and, finally, the EU is perceived as
being best placed to respond to the conse-
quences of the economic and financial crisis.

However, it is important not to forget that
far-right populist parties, which have made sig-
nificant electoral progress and are now in gov-
ernment in a number of member states, count
an anti-European stance as a core element of
their programme. The mainstream parties
should respond by placing pro-European dis-
course at the centre of their programmes, in-
stead of watering it down or concealing it,
something that happens all too frequently.

At the same time, it is important to be aware
that Euroscepticism is directly related to the
harsh daily realities of the economic crisis. As



Chart 1 shows, during the period 2007-2014,
changes in the GDP of member states are close-
ly tied to the growth in Euroscepticism during
the worst years of the crisis. In other words,
neutralising distrust of the EU is not just a ques-
tion of words but is, above all, a matter of de-
veloping effective policies to promote growth
and, as a result, employment and equality.

The ghosts of the past return, part Il:
populism

Populist discourse —often linked to nationalism,
Euroscepticism or, directly, to anti-Europeanism-—
prospered in 2015, despite the fact that main-
stream political parties continued to dominate
governments, parliaments and public opinion in
EU member states. The financial and monetary
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crisis, combined with the arrival of refugees, has

given a boost to these movements during 2015

and into 2016.

Populism has taken three broad forms: far-
right, far-left, and ideologically unaffiliated. The
most significant developments in EU member
states have been the following:

— Germany: the refugee crisis has boosted the
growth of populist party “Alternative for
Germany” (AfD), ending Germany's excep-
tional status as the only state in north-west-
ern Europe where there was no significant
populist anti-immigration movement. In
march this year, the AfD achieved major
breakthroughs in three elections held in re-
gions where it was previously unrepresented:
Baden-Wirttemberg (15.1 % of the vote),
Rhineland-Palatinate (12.6 % of the vote) and
Saxony-Anhalt (24.4 % of the vote). In the
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first two regions, it became the third-largest
party, while in Saxony-Anhalt it overtook the
SPD and claimed second place. This means
that AfD is represented in eight of Germa-
ny's sixteen regional parliaments. These elec-
tions have produced political fragmentation
and polarisation, as a result of which the
formation of an administration in two of
these regions required the participation of
three parties.

Austria: the Freedom Party (FPO) achieved its
best ever result in local elections in Vienna.
Denmark: the Danish People’s Party become
the country’s second force at the general
elections, with 21.1 % of the vote.

Spain: Podemos is the third-largest party fol-
lowing the general election of 20 December,
in which it was competing for the first time.
France: the National Front won the first
round of the regional elections.

Finland: the “True Finns” came third with
17.6 % of the vote in the general election in
2015, and entered government as a mem-
ber of the ruling coalition.

Greece: Syriza won two general election vic-
tories, increasing its majority in the second
contest, held in September 2015.

Hungary: the government of Viktor Orban,
whose migration policies are supported by
the far-right party, Jobbik, has built a fence
to prevent the entrance of refugees and mi-
grants, and has blocked laws to recognise
gay marriage.

Italy: the populist Five Star Movement be-
came the country’s second largest party in
regional elections.

Poland: the Law and Justice Party (PiS) won
an absolute majority, the country’s first since
the fall of the Berlin Wall, and has taken de-
cisions that have led to the opening of a
commission assessment under the “new EU

framework to strengthen the rule of law”,

which, if this is shown to be threatened in

Poland, could lead to the application of Arti-

cle 7 of the Treaty of Lisbon.

— United Kingdom: UKIP won 12.6 % of the
vote at the general election.

— Slovakia: the People’s Party Our Slovakia
(LSNS), a far-right, anti-European, anti-NATO
party, won 8 % of the vote and entered par-
liament at the last election. In addition, anti-
system formations that represent a protest
vote took 30 % of the total votes cast.

In other words, populist discourse has met
with considerable backing from citizens at the
ballot box in a large number of EU member
states. However, it is important to distinguish
between different types of populism, both in
terms of the nature of these movements and
with regard to the policies they propose and the
effects if these were to be applied.

[t seems clear that, in terms of rights and
democracy, it is the populism of the far right
that is of most concern, aimed as it is at the
heart of European values, starting with the prin-
ciple of non-discrimination.

While it is true that the presence of such par-
ties in countries such as Denmark and Finland is
of grave concern, the most drastic attacks on
freedom have been implemented by far-right
parties governing on their own. This is the case
of Hungary and Poland, aggravated in the for-
mer by the fact that the ruling FIDESZ party is
still a member of the European People’s Party,
something that ought to prompt some heart-
searching within this grouping with regard to its
apparent flexibility in admitting certain parties
on the basis that this will leave the EPP better
placed to exercise a moderating influence on
them.

Following the example of Orban, who mod-
ified Hungary's constitution, Poland’s Law and



Justice Party under Jaroslaw Kaczynski and
prime minister Beata Szidlo has adopted serious
decisions designed to impede the operation of
the rule of law and to control the media, under-
mining democracy and the independence of the
judiciary, and in clear contravention of the val-
ues of the EU.

Faced with these actions, the European
Commission has for the first time implemented
an early warning mechanism (Figure 2) designed
to collect information and opinions from differ-
ent bodies in order to identify whether there is
a systemic threat to the rule of law in a member
state, with two objectives: to force the govern-
ment of the member state to negotiate a solu-
tion to remove these threats or, in the worst-
case scenario, to activate Article 7 of the Treaty
of Lisbon, which provides both for a preventive
mechanism and a sanctioning mechanism that,
while it does not provide for the expulsion or
suspension of a member from membership of
the EU, does allow for the suspension of the
state’s voting rights.

New actors on the far left (when nobody
believed in them)

As noted above, there are two other types of
populism in the EU: populism that has no clear
ideological affiliation, and populism of the far
left. The prime example of the first is Italy’s Five
Star Movement, whose clearest connection to
the second (particularly in the case of Podemos
in Spain) is its rejection of the “political caste”,
without differentiating between parties, based
on the accusation that this caste has occupied
the state and constructed a generalised system
of privileges and corruption.

The most outstanding —indeed the only-
representatives of the far left have been Syriza
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and Podemos, the first in government, the sec-
ond in opposition. It's also important to note
that these parties lack any close or even distant
forebears within the EU, in so far as they do not
openly recognise the heritage either of classical
communist parties or of green parties, with
their only direct inspiration being the mild re-
covery of the French radical left in the 1990s
and the first decade of this millennium.

The discourse of both parties is based on a
radical critique of the “neoliberal” economic
and social policies applied by conservative and
socialist parties and imposed by the EU, com-
bined with a denunciation of the behaviour in
power of these two forces, whom they consider
in reality to constitute a single entity, defined as
a “caste” (a usage first coined in ltaly) or a
“bunker”. Using this line of attack, and in the
wake of the economic crisis, both of these po-
litical forces made very significant progress in
2015, although their actions on the ground
have diverged.

Once in government, Syriza went from pro-
voking a full-blown crisis in the EU in the first
half of 2015 to become the principal guarantor
of Brussels’ latest economic rescue package for
Greece, which had been agreed and applied
successively by the social democratic left
(PASOK) and the traditional right (New Democ-
racy), to the point where the executive of Alexis
Tsipras has become the target of new general
strikes against cuts to spending and welfare
provision. In other words, Greek left-wing pop-
ulism has transformed into a party that com-
bines radical slogans with traditional decisions,
and is no longer a problem for the operation of
the EU.

For its part, Podemos proposes a programme
of radical reform to state spending, income and
operations, signalling its opposition to the EU’s
policy of economic austerity, without ever for-
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A rule of law framework for the European Union
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mally positioning itself as a Eurosceptic party, far
less an anti-European one, forming a group in
the European Parliament with Syriza and both
traditional and reformed communist parties. In-
deed, its cooperation with PSOE in Spain is a
reality at regional and local level, while negotia-
tions to attempt to form a government in Spain
following the general election of December
2015 included talks between the two parties.
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The triggers, part I: the crisis

The rise in nationalism and the growth of popu-
list movements in the EU would have been in-
conceivable without the crisis and, above all,
without the mismanagement of this crisis in the
member states.

Since the start of the crisis, in 2008, the EU
has played the lead role in responding to it, with
the result that member states have been viewed
by many of their citizens as merely implementing



policies dictated or imposed by Brussels. As a
result, the EU has come to be identified with a
process in which ongoing globalisation has
combined with the economic crisis to under-
mine social rights and create unemployment, in
an attack on the bastion of traditional security
represented by member states.

Clearly, if European economic policy had
yielded positive results in terms of growth and
employment, the consequences would have
been different. But the reality is that hardline
austerity has been the norm, and this has un-
dermined the EU. As a result, in the countries
that have suffered most from the crisis, such as
Greece and Spain, the discourse of left-wing
populism has always included a significant dose
of criticism of the EU (if not outright hostility)
and persistent calls for a return of the “national
sovereignty” that has been seized by Brussels.
This has also been reflected in the electoral
growth of the non-socialist (but non-populist)
left in Portugal, a longstanding advocate of na-
tional sovereignty.

This discourse has also had an impact in
more central countries, such as Germany, France
or Italy, as a result of growing unemployment
and increasing job insecurity. In some of these
states, and in other wealthy countries —Scandi-
navia, Finland, the Netherlands— this has been
compounded by the growth of selfish senti-
ments among the population, who refuse to
share welfare provisions with those that they do
not consider to be members of the national
community: immigrants. In other words, al-
though 2015 was a year of recovery, low
growth, high unemployment (around 11 % for
the Eurozone) and the casualization of the la-
bour market all provided fertile ground for the
growth of populism and contributed to Euro-
scepticism.
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The triggers, II: refugees

In the EU, 2015 will be remembered as the year
of the refugee crisis. The EU’s incapacity to man-
age this crisis was the result of the inability of
the international community to end the war in
Syria, the failure to predict the vast numbers of
refugees that this would displace, the lack of
resources to deal with it, and the refusal of
member states to meet the resultant costs in
accordance with European values.

Politically, the response to the crisis repre-
sents a chicken and egg problem. It is unclear
whether member states adopted a stance that
rejects solidarity in the face of the flow of refu-
gees, and thus caused the growth of populist,
racist and xenophobic discourse, or whether
they adopted this posture in response to the
prior existence in their countries of these cur-
rents of intolerance, with the aim of pre-empt-
ing criticism by them, but achieving precisely
the opposite effect: strengthening them, and
incorporating some of their positions.

Whatever the causes, it is clear that in a
large number of EU member states, nationalism
and far-right populism have been directly fuelled
by the refugee crisis and mistakes in how gov-
ernments have responded to it, with no signs of
any improvement in 2016. The refugee crisis has
played an added role in the stance of many Eu-
ropean parties with regard to the longstanding
issue of immigration in general, and in particu-
lar of the flow of migrants across the Mediter-
ranean.

The closure of borders between many mem-
ber states, the construction of walls (such as the
175 km fence built by Hungary along its border
with Serbia), the questioning of the Schengen
Agreement, shameful squabbling about the
guotas of refugees to be accepted by each coun-
try, the refusal of almost all the new members of
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the EU to accept their share of responsibility for
dealing with the problem, and appeals to ethnic
or religious homogeneity to justify their ap-
proach to the problem: throughout 2015, all of
these have simply provided succour to those
parties whose electoral programmes thrive on
fear and demagoguery.

An example of this is provided by the huge
political difficulties faced by German Chancellor,
Angela Merkel, whose initial response was to
declare an open doors policy, which simply laid
bare the “every man for himself” approach that
has become the norm among member states
after 60 years of cooperation to build the EU.

This is illustrated most powerfully by the fact
that very few EU countries have understood and
agreed to share the difficulties of frontier coun-
tries (Greece and Italy, among others) in manag-
ing the situation, and the absence of any na-
tional proposals to replace the Dublin Regulation
and create a European asylum and refugee
framework.

The triggers, part lll: terrorism

International terrorism, which is practically the
only form of terrorism that currently poses a
threat to European citizens and European de-
mocracy, exacted a brutal price on EU member
states in 2015: the terrible attacks in Paris, both
in January against satirical magazine, Charlie
Hebdo, and the indiscriminate killings in No-
vember, were the most dramatic examples of
this barbarity.

In partnership with EU institutions, member
states responded quickly and effectively to this
threat, which caused tension in a number of the
continent’s capitals, including London, Brussels
and others. However, with the exception of
France, the governments of member states
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resisted the temptation to introduce legislation
to restrict rights and freedoms in situations of a
heightened threat of terrorism.

Notwithstanding, the populist far-right par-
ties quickly established a link between terror-
ism, religion and refugees with the aim of pro-
voking a spiral of racism and xenophobia.
Although they failed to achieve their objective,
it is clear that this strategy helped them to gain
ground and to increase their support.

There’s enough here for everyone: from the
absence of a European public opinion to
the absence of social agents

Restrictions on rights and freedoms, nationalism
and populism are all facilitated by the weaken-
ing of civil society. In moments of crisis and
threat, group identification and simplistic, dem-
agogic solutions can win out over approaches
that emphasise citizenship and democracy.

This explains why the weakness of tradition-
al political parties has been compounded by the
ineffectiveness of social agents in stemming the
progress of extremist positions. More important
still, this has been made possible by the absence
of a European public opinion formed on the ba-
sis of shared values that transcend national bor-
ders.

Conclusion

While the threats identified above have indeed
materialised during the course of 2015, it is also
true that the gradual recovery now under way,
the fact that EU institutions are now exercising
their competencies in full, five years after the
Treaty of Lisbon came into force, and the political
and social majority achieved by conservatives,



socialists and liberals —that is, by clearly pro-Eu-
ropean forces— all offer an opportunity to con-
front nationalism and populism with the best
tool available: the European Union.

More Europe and a better Europe must
mean more democracy, more freedom and a
better quality of life for the continent’s citizens.
In this respect, the objective of constructing a
federal Europe that culminates in political, eco-
nomic and social union is, surely, the most effec-
tive antidote to the negative trends that resur-
faced in 2015.
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The development of the political situation in
the EU’s member states will be fundamental be-
cause, whether one likes it or not, the EU con-
tinues to be a union of states, and has yet to
become a constitutional union of citizens. A
failure to recognise this could see 2016 and the
years that follow unleashing a disturbing dy-
namic of the kind that we thought had been
consigned to history. However, for the moment
the EU continues to be the largest and strongest
grouping of democratic countries on the planet.
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Introduction

There is still some work to do on improving the
general understanding of the institutional de-
sign of the European Union’s political frame-
work in view of the many official or unofficial
institutions and the abuse of the intergovern-
mental method over the last few years. Even so,
the Union has a conceptual design comparable
to any national democracy, although it does
have certain differences that warrant an expla-
nation.

The European Parliament, for its part, as the
expression of European popular sovereignty,
performs a central role in the oversight of the
executive branch, as well as in the legislative
process. Even so, the notion of a Parliament
with few duties, limited areas of intervention

'he political agenda
of the Europear

Council and
the Eurogroup

and handicapped by the absence of legislative
initiative lives on in the collective imagination.
Yet since the Lisbon Treaty took effect the role
of the Parliament has ranked equally with that
of any national legislative arm, albeit with cer-
tain peculiarities that we will analyse below.
Nonetheless, the Eurozone economic crisis has
driven a substantial part of the integration seen
over the past few years outside the community
method, with an increasingly marked presence
of the European Council and, therefore, of the
Eurogroup. All that has reshaped the institu-
tional framework.

In this article we will first present a brief
summary of the Union’s political and institution-
al framework to provide an accurate picture of
the European Parliament’s role within it and its
relationship with the Commission, but especially
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with the Council and the European Council.
Next, we will detail the increase in influence of
the Union’s unofficial institutions, such as the
Eurogroup, as well as the European Parliament’s
relegation in the new measures to control Mem-
ber States’ budgetary policy. In a certain way,
the importance gained by the Parliament with
the Lisbon Treaty was reduced by the growing
use of the intergovernmental method in the de-
cisions of the last term, although there are oth-
er important examples of its decisive participa-
tion, especially in the area of Banking Union.
We will go on to consider the Parliament’s real
difficulties in exercising control over the Euro-
group or the Union’s new budgetary policy, be-
fore concluding with a brief reflection on the
path to take in the immediate future.

The political-institutional framework
of the European Union

Much has been written about the democratic
shortcomings of the European Union's institu-
tional edifice. The proliferation of new confed-
eral institutions to manage the economic crisis,
such as the European Stability Mechanism
(ESM), the growing influence of the Eurogroup,
an unofficial body, and even the confusion be-
tween the names of the Council and the Euro-
pean Council all complicate the visualisation of
the Union’s institutional design and the role of
the Parliament.

In order to facilitate our understanding of the
Union’s political framework it might be a good
idea to perform a simple exercise of comparative
analysis of European democracy with the way it
works in the countries around us. This compari-
son will provide nothing new to readers well-
versed in European matters, but it is a simple way
for us to familiarise ourselves with Europe again.
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Every country has a Head of State in its insti-
tutional structure, a responsibility that some-
times falls to the leader of the executive branch,
as in the United States. However, in other coun-
tries this authority plays a lesser political role. In
the European parliamentary monarchies, the
Head of State is the King or Queen of the na-
tion, as in the United Kingdom or Spain, and
their power is limited to very narrow fields of
action. Also, in some republics, the Head of
State has minor prerogatives, as in Germany,
Italy or Portugal, but in others such as France
their powers are very broad. In every case, irre-
spective of their power, all the countries have a
Head of State.

On the other hand, every democratic consti-
tution defines an executive power embodied by
the government and its Prime Minister or Presi-
dent. Again, their power varies, particularly in
relation to the responsibility of the Head of
State. In those countries where the Head of
State plays a minor role, the executive task falls
more strongly to the government, as in parlia-
mentary monarchies. On other occasions, the
Head of State performs a more solid job of ex-
ecutive leadership, as in France, where the
Prime Minister obviously has a less important
role. Still, it is easy to picture that division of
power between the Head of State and the gov-
ernment, along with its Prime Minister, where
real responsibility falls more or less strongly to
one or the other.

Meanwhile, there are also some not minor
differences among the legislative branches of the
different countries of the Union. Most of the na-
tions have two chambers that share legislative
responsibility and oversight of the executive
power. In some federal countries, there is a distri-
bution of powers between a parliament directly
elected by the people, as an expression of na-
tional sovereignty, and a senate under territorial
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representation, which looks after the interests
of the states or regions of the federation.

Perhaps the most straightforward example is
Germany, which divides legislative responsibility
between the Bundestag, the parliament elected
directly, and the Bundesrat, the Senate, made
up of the members of the executives of the
Lander. In this latter case, the “senators”, the
regional ministers, meet ad hoc by area of inter-
est to discuss legislative initiatives already ap-
proved by the parliament that have a direct im-
pact on territorial issues, with an individual vote
weighted by the population of each Lander. In
other cases, such as Spain, the Senate, while
defined constitutionally as a territorial chamber,
in fact has no greater powers than the addi-
tional review of legislative activity, which can be
modified subsequently in the Congress, and a
lesser oversight capacity over the executive
branch.

Without wishing to conduct an in-depth
analysis and with the simple goal of analysing
the Union’s institutional design more easily, this
sketch provides a clear enough picture of the
legislative work and oversight exercised by the
Legislative branch, which is sometimes shared
between two chambers.

From this simple model, with which people
are more familiar, we will now go on to study
the way the Union works, in order to set out
clearly the role of the European Parliament and
the rest of the community institutions.

Firstly, the Union has an institution that is
similar to the office of Head of State in any na-
tional democracy and it is called the European
Council. Since the Lisbon Treaty, the European
Council has had a permanent presidency that is
currently held by Poland’s Donald Tusk. In any
case, unlike the national models, the office of
Head of State is not an individual post, but is
made up of all the Heads of State or Government

of the 28 Member States, depending on the in-
stitutional design of each nation, in the light of
executive power falling either to the Head of
State or the Prime Minister. The Union has this
collegial Head of State with a permanent presi-
dent who keeps part of the executive power for
himself. It is a democracy where the office of
Head of State has a very high degree of power,
with broad scope for action, especially as far as
political initiative is concerned.

Secondly, every democracy needs an execu-
tive power, with a Prime Minister in charge. That
institution is the European Commission, cur-
rently headed by Jean Claude Juncker and made
up of a “minister”, or commissioner, for each
Member State. As in most democracies, the
candidate for Prime Minister is nominated by
the Head of State, the European Council, to the
Parliament, the institution that has to approve
the appointment. Obviously, the Commission’s
term of office coincides with the parliamentary
term and since the elections of 2014, under a
Europeanist reading of the Lisbon Treaty, the
person nominated by the European Council has
been the candidate for the post from the party
that wins the elections.

This election process was a political success
for the Parliament, given that until then the re-
sult of the elections did not necessarily have any
bearing on the candidate nominated for Presi-
dent. Following this precedent, the European
Council has had its nominating capacity cur-
tailed, responding exclusively to the election re-
sult and thereby making the process more like
that of most national democracies.

The makeup of the rest of the Commission
falls equally to the President of the institution,
who in most countries has full authority to
name their government, and the Member
States, which put forward names to the head of
the executive arm. The requirement of having
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one commissioner per country has shaped this
model of election that, in any case, requires ap-
proval one-by-one and as a whole by the Parlia-
ment, after gruelling appearances before the
appropriate parliamentary committees accord-
ing to the portfolio to be taken on, where can-
didates have to demonstrate their professional
preparation and proficiency in the specific field.
It is important to point out the Parliament’s role
in that process, insomuch as in most countries
around us it plays no part in choosing the gov-
ernment team. So, in the selection process for
“ministers”, responsibility for nominating is di-
vided among the Member States and the Presi-
dent of the Commission and, moreover, the
Parliament has an essential power of veto.

Third, and lastly, the Union has two legisla-
tive chambers, the Council —our Senate— and
the European Parliament. The general public is
not particularly aware if this bicameral model
and there is frequent confusion between the
Council and the European Council. In the ordi-
nary legislative procedure, the legislative texts
submitted by the Commission in response to
express requests from the European Council,
but also acting on its own initiative, are sent si-
multaneously to the Parliament and the Council
and both chambers have to amend and adopt
the bill. On the one hand, the Parliament dis-
cusses the bill in the appropriate committee and
then it has to be adopted in a plenary session.
On the other, the Council, made up of the na-
tional ministers of the issue of interest in ques-
tion, must produce its own text, where the vote
of each minister is weighted according to the
size of their population, in the style of the Ger-
man Bundesrat. Council debates are led by a
six-month rotating presidency, exercised by the
governments of the Member States.

Once a text is approved in both chambers,
the process of negotiation between them
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begins. Under the technical assistance of the
Commission, it must end in an agreement (or
not) between the parties, to be approved again
by the Parliament and the Council. In commu-
nity terminology, this process of negotiation is
called "trialogue”.

In any case, there is a part of the legislation
over which the Parliament does not have juris-
diction, so that the legislative procedure is con-
centrated exclusively with the Council. Under
this model, the Parliament has a consultative
responsibility that should be heeded by the
Council, although at the present time we do not
know to what extent the Member States re-
spond to parliamentary suggestions. Still, the
Lisbon Treaty minimised the issues subject to the
consultation process and, therefore, outside the
ordinary legislative procedure (since 2014, there
have been 274 matters subject to codecision
and 73 subject to Consultation). On the other
hand, on certain matters, such as taxation, the
Treaty requires the unanimity of the Council,
and not a qualified majority, which means that
neither the Parliament nor the Council have
unique competences.

With this simple presentation of the institu-
tional framework, it is easier to understand the
Parliament’s legislative and oversight role, al-
though there are other complexities that war-
rant analysis in order to have an overall frame-
work for understanding the role of the Parliament
in its entirety.

The para-institutional changes
of the last term

From the onset of the economic crisis and espe-
cially as a result of the decisions that were grad-
ually taken, the Union’s institutional framework
has been deformed in some areas. On the one
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hand, there has been a process of confederalisa-
tion, far removed from the federalist dream,
with a growing influence of the European
Council. However, and above all in the sphere of
banking regulation and supervision, the Union
has also moved towards greater communitarisa-
tion, providing itself with new institutions that,
like the ECB, are genuinely federal in nature.
True, if we had to measure the strength of the
two vectors, the federalist one has not been so
intense, but in the current term the debate over
how to “Europeanise” and institutionalise some
of the decisions taken recently is now on the
political agenda.

We will begin with the growing role of the
Eurogroup, first explaining its nature. The Euro-
group can be described as a satellite institution
of the Council, but made up of the economy
and finance ministers of those Member States
that share the Union’s currency, the euro. This
institution is not an official body of the Union,
but simply a more or less informal forum of the
economics ministers of the euro countries. It has
no legislative functions, given that they are vest-
ed in the Council, where all the Member States
are present, but nor are they directly executive
within the framework of the Union, because the
Eurogroup is not the European Council. It is im-
portant to point out that the Council made up
of the Economy ministers is called ECOFIN,
which is not to be confused with the Eurogroup.
Apart from that, the Eurogroup presidency is
held by one of the economy ministers of the
Eurozone members on a non-permanent basis,
that is to say, part-time. Until the start of the
crisis, the forum certainly did carry less weight
in the Union’s institutional design, given its un-
official nature, but its power has been growing
over the last few years.

The reason behind the increase in the Euro-
group’s political power lies in the rescue packages

that have been implemented in Greece, Ireland,
Portugal, Cyprus and Spain. A good part of the
funding for those rescues has not gone through
the channels of the European institutions, but
was provided directly or through mechanisms
created ad hoc by the Member States. In this
way, in that it was not the Union’s institutions
that provided the loans to those economies,
but the euro countries, through various funds
in the face of the risks posed to the single cur-
rency by a potential domino effect of sovereign
defaults, it has been the Eurogroup —as the fo-
rum of those governments— that has played the
central role.

Under those circumstances and on a tempo-
rary basis, the European Financial Stability Facil-
ity —with capital made available by the Eurozone
Member States— and the European Financial
Stability Mechanism —funded by debt issues
guaranteed by the Commission with its budget—
were created in 2010. Later, in 2012, the ESM
was created to establish a permanent fund for
tackling rescue processes for Member States
and also to establish a channel for the direct
capitalisation of financial institutions. To do so,
the Treaty on the Functioning of the European
Union was amended to allow potential bailouts
through the ESM and the Mechanism itself was
created, with a supplementary treaty signed ex-
clusively by the members of the Eurozone. Obvi-
ously, the chair of the ESM board of governors
was occupied by the president of the Euro-
group, with a managing director who runs the
organisation.

Hence the funding of the rescues did not fol-
low the community method, but the intergov-
ernmental approach that inspired the policies to
counter the economic crisis, at least until mid-
2012. Those rescues were implemented by the
troika: the Commission, by delegation of the
Member States; the International Monetary
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Fund (IMF), which provided additional liquidity
and experience in crisis management, and the
European Central Bank (ECB). The IMF does not
answer for its action to the European Parlia-
ment. The ECB is only partially accountable,
through an inter-institutional agreement that
requires periodical appearances before the
chamber, annual reports and replying to written
guestions on an ongoing basis. Lastly, the con-
trol that could potentially be exercised over the
Commission was much smaller, given the com-
plex institutional design of the bailouts funded
in one way or another by the Eurogroup.

Meanwhile, the national parliaments per-
formed part of the oversight role, in that the
Member States provided cash to those funds
and, for example, the Finnish Parliament re-
quired its government to sign bilateral insurance
with the Kingdom of Spain before giving the
go-ahead to the rescue in the summer of 2012.

In any event, the dispersion of the executors
of the rescue programmes and the different
sources of funding have prevented effective
control by the European Parliament so far.
Moreover, insomuch as the Eurogroup is still an
informal institution, there were no accountabil-
ity protocols in place previously either. So the
absence of a community method in all this
stopped the Parliament from playing a central
role in the design and oversight of the Euro-
group’s activities, both in its regular functioning
and in its mission in the bailouts of certain Euro-
zone states.

At the same time, Europe has also made pro-
gress on fiscal issues, but far removed from the
model of accountability to the Parliament on a
central issue in any democracy. While the Euro-
zone members promoted rescue channels that
have become permanent, the Union in turn
stepped up control over the leeway of Member
States’ budgetary policies. This greater control
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has been the price to pay in return for the im-
plementation of bailouts that, in principle, were
prohibited by Treaties that it was necessary to
reform.

The EU has adopted two legislative packages
known as the Six Pack (2011) and the Two Pack
(2013), which, without wishing to go into either
issue in depth, significantly step up budgetary
control over Member States. For example, the
States must now submit their draft budgets to
the Commission prior to approval by their na-
tional parliaments and the Commission can re-
guest a review if it believes that they will not
meet the agreed deficit targets. What's more, it
raises the ex post cost of missing the targets,
introducing automatic fines and conferring the
Commission executive capacity over national
governments to impose measures aimed at
meeting those goals.

Once again the Parliament that had to pro-
cess and adopt all the legislative initiatives intro-
duced in the two packages has been denied real
control over the Commission’s activities on
these matters. So even when there has been
progress in the federalisation of the fiscal poli-
cies of the Member States, that process has
been carried out without appropriate account-
ability to the European Parliament. This was ac-
cepted by the chamber itself in the last term,
when, incidentally, there was a very broad con-
servative majority, thus reducing the lobbying
capacity of the Socialists & Democrats group,
which is always more inclined toward a federal
and democratic design.

As well as this new legislation, all the Mem-
ber States, except for the United Kingdom and
the Czech Republic, signed the Treaty on Stabil-
ity, Coordination and Governance in the Eco-
nomic and Monetary Union in 2012. This treaty
complements the Stability and Growth Pact,
introducing greater budgetary control and
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requiring the incorporation of the principle of
budgetary stability into national legislation.
Spain tackled this requirement in the summer
2011, through the reform of Article 135 of the
Constitution, anticipating subsequent European
demands. The signing and transposition of the
Treaty into national law is, on the other hand, a
necessary condition to be a potential recipient
of funding from the ESM. Once again, this re-
form of the institutional framework was done
outside the community method, without the
States, and, therefore, without conferring ad-
ditional power to the European Parliament for
its supervision.

Therefore, over the last five years, the Un-
ion, and especially the Eurozone, has moved
along intergovernmental tracks, with a grow-
ing influence of the Eurogroup, greater power
for the Commission without real oversight by
the European Parliament and several Treaties
signed outside the community method. There is
probably no going back from legislative chang-
es that have imposed this institutional revision,
but the political design that has been taking
shape must be reviewed to give greater demo-
cratic legitimacy to the Union itself. In this re-
spect, in the current term there are moves to
redress some of these imbalances, which will
be discussed below.

However, not everything done in the last
term of office went down that intergovernmen-
tal path, reducing the role of the Parliament.
Banking Union, launched by the European
Council of June 2012, is probably a counter-
point and represents a watershed in the Euro-
zone crisis. The commitment to banking union
and, therefore, to the future of the euro allowed
Mario Draghi to announce that he would do
whatever it takes (and some measures have
been at the limit of his mandate) to ensure the
integrity of the Union’s currency. That step and

its subsequent implementation, following the
model of the only truly federal economic policy,
monetary policy, has allowed the Eurozone to
recover certain stability, with responsibility to
finish overcoming the crisis shifting to the exe-
cution of fiscal policy.

Banking union brought about the creation of
the Single Supervisory Mechanism, under the
aegis of the ECB, following a single and com-
mon regulation; a Single Resolution Mechanism
and the resulting Single Resolution Fund. The
legislative activism that crystallised this project,
along with the key role of the Parliament, both
in its passage and in the ex post selection and
control, has been fundamental in the economic
improvement of the Eurozone, following the
community method and with full supervisory
powers on the part of the Parliament. True, the
Resolution Fund is short of resources and there
is still no common deposit insurance, a regula-
tion that has already been submitted by the
Commission and which is now on the desks of
the legislative chambers, facing the risk, inciden-
tally, of being blocked. Yet all that, and still
pending the completion of the model, repre-
sents the greatest progress in a federal union
around the euro countries that is set to gain
prominence in the present and future of Europe.

Parliamentary competences in the
legislative and oversight process

Beyond these twists and turns in the European
project over the last few years, it is worth stop-
ping to look at the European Parliament’s power
as a federalising institution of the Union and a
representative of the European demos. Certain-
ly much has been written on the nature and
powers of the Parliament, but allow me to run
through the main issues of interest.

37



THE STATE OF THE EURGPEAN UNION

The European Parliament’s role in the legisla-
tive process has been detailed previously and is
similar to that of any other legislative chamber
in a national democracy. True, the Parliament
still has some gaps regarding competences, par-
ticularly in the tax and fiscal area. However, the
absence of powers of the Parliament in these
areas is also the result of the lack of the same on
the part of the rest of the Union’s institutions.
Generally speaking, it can be said that only the
European Council and, therefore, the Council
has any authority on tax matters, leaving the
Parliament a consultative role. However, the
Council requires the unanimity of its members
when taking decisions on those issues. The re-
quirement of unanimity is in fact equivalent to
the absence of powers over tax measures in the
Union as a whole. If any decision must be
agreed by each and every one of the national
governments, we have to acknowledge that
there is no competence placed specifically in the
Union institutions. So neither the Council nor
the Parliament can decide, as European institu-
tions, any tax policy.

Therefore, the Parliament’s lack of powers
on this issue is equivalent to the principle of
unanimity for the taking of decisions by the
Council. So we cannot speak of a lesser role for
the Parliament in tax debates. However, that
should not stand in the way of pointing out one
of the current European Union’'s most serious
problems, especially within the framework of
the Eurozone, which is the lack of a fiscal pillar.
That is why, sooner rather than later, it will be
necessary to amend the Treaties to allow the Eu-
ropean Council and Council to take decisions by
majority on this issue and, therefore, also in-
volve the Parliament in the legislative and over-
sight aspect.

Another recurring issue on the Parliament’s
shortcomings centres on the absence of legislative
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initiative. All the national parliaments have that
capacity, though we would have to ask to what
extent the legislative powers of the Member
States make use of that competence. In Spain,
even though the Parliament and the Senate
have power of legislative initiative, it is no less
true that the power is not usually used. In the
normal legislative process, it is the government
that takes on that power, leaving the legislative
arm to debate, amend and subsequently adopt.

In any case, it is true that the Parliament
does not fully have this prerogative, though this
changed substantially with the Lisbon Treaty. On
the one hand, the Parliament takes part in the
annual and multiannual planning of the legisla-
tive activity, as it is qualified to review the agen-
da put forward by the Commission, as is the
Council. On the other, acting by a majority of its
members, the Parliament can request the Com-
mission submit a legislative draft on the issues
that it considers to be of interest, in accordance
with Article 225 of the Treaty on the Function-
ing of the Union. So, even when the Parliament
does not have the authority to prepare a legisla-
tive draft, it has indeed been equipped with the
instruments to have a legislative initiative capac-
ity, in which the Commission plays the role of
the drafter of the text to be debated. This ca-
pacity, then, resembles that of the European
Council, which has always led the legislative
activity, with the Commission in charge of pre-
paring the initial version of the projects.

Meanwhile, the oversight capacity of the
Parliament over the executive powers and other
independent bodies is broad and sometime
stricter than the one exercised by the national
democracies.

Firstly, the capacity for parliamentary control
over the activity of the Head of State, of the
European Council, is limited. As a collegial body
made up of the Heads of State or Government,



THE EUROPEAN PARLIAMENT AND TS INITIATIVE AND OVERSIGHT CAPACITY. THE POLITICAL AGENDA OF THE EURCPEAN COUNCIL...

the European Council does not answer formally
to the Parliament, but individually to the differ-
ent national parliaments. However, since the
election of a permanent European Council pres-
idency, the Parliament does have oversight over
this figure. So the Members of the European
Parliament have the capacity to put written
questions to the President of the European
Council in the areas of his personal political ac-
tivity, though not, as we said, over the collegial
decisions taken by the European Council as a
whole. This difference in the activities capable
of being overseen has caused a severe problem
of legal insecurity and probably only time and
the use of this prerogative will gradually define
that parliamentary oversight capacity.

Secondly, the Parliament’s control over the
Commission is considerably more robust than in
many of the Member States. On the one hand,
the process of forming the College of Commis-
sioners gives the Parliament a capacity to veto
candidates that is unheard of in many countries,
in which the makeup of the government is the
personal prerogative of the President or Prime
Minister. On the other, the strict division be-
tween Legislative and Executive Power in the
institutional design of the Union, without the
required forming of a parliamentary majority to
sustain the government’s action, affords the
Parliament independence from the Executive,
both in the processing of legislative initiatives
and in its oversight capacity.

Also, oversight of the Executive's action
takes place through plenary debates and in the
different parliamentary committees, as well as
through written questions and the official chan-
nels of lobbying on the Commission as a whole.
In any event, the functional independence of
the Commission and of the Parliament has
shaped an institutional design with an infinitely
higher capacity for accountability and oversight

than in Spain, where the government always
has a more or less stable majority, allowing it to
run the legislative process, and it is subject to
much milder oversight than in the European
model, at least from the deputies from that ma-
jority.

Thirdly, the Parliament has a stable relation-
ship with the Council, as a territorial legislative
chamber. This relationship is established within
the framework of the joint legislative work
through the trialogues, but obviously there is no
accountability mechanism between the two
chambers. The members of the Council answer
to their national parliaments and the work of
the European Parliament answers directly to
citizens. In the cases that follow the consulta-
tion procedure, the Council is under no obliga-
tion whatsoever to notify the Parliament wheth-
er it is taking into consideration or not the
recommendations issued by the Parliament.
That gap should be filled with a stricter follow-
up procedure for the Parliament’s positions and,
where appropriate, with an amendment of the
Treaties that at least requires the Council to is-
sue a response, while we broaden the scope of
the ordinary legislative procedure.

Meanwhile, the Union’s independent institu-
tions, from the ECB, taking in the Single Super-
visory Mechanism and the Single Resolution
Mechanism, to supervisory bodies such as the
ESMA, answer directly to the European Parlia-
ment. The ECB appears periodically in the Parlia-
ment, while annual reports on the Bank's action
are written and it is subject to additional control
through written questions. Other supervisory
bodies limit their accountability to appearances
in the Parliament, with greater or lesser control
by virtue of the nature of the institution. This
oversight by the Parliament is similar that exer-
cised by other legislative chambers in any na-
tional democracy. However, once again the
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problem lies in the control of the intergovern-
mental institutions that are not fully integrated
into the community acquis. The supervision of
the EIB is substantially less than what is exer-
cised over the ECB and in the case of the ESM,
there is zero oversight at the present time.

The problems of parliamentary oversight are
greater when we discuss the role of the Euro-
group, the financial rescues, the revision of the
Union’s fiscal framework and, in general, all
those issues that accentuated the intergovern-
mental profile in the last term. The Eurogroup’s
growing power within the framework of Euro-
zone policy has shaped a de facto institution
that is in need of an institutional framework
under the community method. True, the Parlia-
ment came to an agreement with the Euro-
group president on periodical appearances, but
it is also true that the current framework of rela-
tions does not include the possibility of making
written questions to increase that oversight, or
other measures. That lack of institutionalisation
allowed the negotiation and monitoring of the
rescues to take place outside the scope of the
Parliament, even though it has written several
reports on their implementation.

In the same vein is the reinforcement of the
Commission’s role in the monitoring of the
Member States’ budgetary policy, which was
agreed through ordinary regulation, but also
through an intergovernmental Treaty outside
the community method. The current model of
the European Semester, the framework that
oversees the conduct of the States, has limited
accountability to the Parliament.

An attempt is being made in the current
term to partially reverse these problems of dem-
ocratic legitimacy. On the one hand, a working
group has been formed in the Parliament to in-
crease that supervisory capacity, but it is un-
doubtedly all way too little until the Eurogroup
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is successfully integrated into the institutions.
On the other, the Commission has revised the
Parliament’s role through a reform of the Euro-
pean Semester calendar, allowing greater inter-
action, but again this change does not go far
enough, suffering from the absence of a genu-
ine European fiscal policy subject to parliamen-
tary control that is complemented with its State-
by-State application under the supervision of
the national parliaments. It is hard for the Parlia-
ment to play a more significant role when the
issue is to try to watch over the action of the
national governments in the absence of a fully
European fiscal policy. In a way, European fiscal
policy at the present time is, unfortunately, the
sum of the national guidelines supervised by the
Commission.

Conclusions

The European Parliament has certain shortcom-
ings, but also important assets, both in the leg-
islative sphere and in its oversight capacity. Its
scope in the legislative procedure on economic
affairs, even though it appears limited, encom-
passes the same areas as those that are not sub-
ject to unanimity in the Council, in other words,
the same ones over which the Union does not
have real power outside the agreement of all
the Members.

Legislative initiative is somewhat reduced,
but, like the European Council, it can ask the
Commission to begin the legislative procedure
of any proposal. In the area of oversight, its su-
pervisory activity over the Commission is greater
than seen in our country, for example, and,
moreover, though somewhat vaguely, it can
monitor the work of the President of the Euro-
pean Council, an examination of the “office
of Head of State” that does not exist in other
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jurisdictions. In the same respect, the Parliament
examines the work of the independent institu-
tions of the Union and also plays a key role in
the selection of the executive boards in many of
them. The clearest problems are focused on the
reduced or zero control over the bodies outside
European constitutionalism, such as the Euro-
group, the intergovernmental bailout funds and
the supervision of Member States’ fiscal policy.

These shortcomings are the result of the
decisions taken during the last term and must
be revised in the present one, after the effort
undertaken in the Lisbon Treaty to confer the
Parliament the central role present in any de-
mocracy.

In this respect, the Five Presidents’ Report
(which is presented in the article The complex
development of the Economic Union. The five
presidents’ document, by Mario Joao Rodrigues
in this same book) advocates the institutionali-
sation of the Eurogroup with a permanent pres-
ident who, in my view, should be the commis-
sioner responsible for these matters. That step
should enable a global review of the institution’s
accountability, likening its functioning to the Fis-
cal and Financial Policy Council present in Span-
ish law.

In turn, the ESM should “Europeanise”, in-
cluding it within the community’s institutional
framework and, therefore, making it subject to
the European Parliament’s oversight. In any
case, the Parliament should further its capacity
to supervise the current bailouts, giving greater
political weight to the working group set up for
this purpose last March. In fact, the ESM could
be the cornerstone of a Eurozone Treasury,
which is present in the Five Presidents’ Report,
therefore increasing the need to constitutional-
ise this financial instrument.

Also, the Commission’s proposal to increase
the role of the European Parliament within the
framework of the European Semester does not
meet the standards required to afford sufficient
democratic legitimacy to the monitoring pro-
cess of the national budgets. That is why the
Parliament itself recently adopted a common
position to review its institutional function again
in the entire process of analysis and oversight
presently lying, almost exclusively, with the Eu-
ropean Commission.

Undoubtedly, the necessary incorporation
of the Treaty on Stability, Coordination and
Governance into the community acquis —some-
thing that must be undertaken before 2018, as
the agreement itself states— could give rise to
that review, with a greater constitutional com-
mitment. That window of opportunity could be
the way to shape a constitutional framework
again, where a good a part of the excesses of
the last term of office is put in order, a review
that in some way the Five Presidents’ Report
also suggests.

In short, the last five years have seen a huge
qualitative leap in the sharing of economic poli-
cies, especially within the Eurozone. That step
was taken with certain institutional disorder
that has obstructed the mechanism of coordina-
tion and supervision by the European Parlia-
ment, narrowing the scope for action extended
by the Lisbon Treaty. In any case, it is still possi-
ble to use the Treaty itself to increase the role of
the Parliament, but sooner rather than later it
will be necessary to amend it to give more dem-
ocratic coherence to all this process of acceler-
ated, yet insufficient and partial integration of
the Eurozone.
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Monetary policy and the
productive economy

Adrian Zelaia and Carlos Trias Pinto

Introduction

As of 2014, telling data have been made very
public about what is happening in the European
Union’s investment policy as a whole —a policy
whose fundamental effort, in political and me-
dia terms, is clearly centred around the
“Investment Plan for Europe”, commonly known
as the “Juncker Plan”. The fact that the intro-
duction of this plan practically coincided with
the long-term monetary expansion programmes
promoted by the European Central Bank leads
us to figures that we can begin by describing as
“surprising”, to say the least (Chart 1).

The extraordinary contrast between the fig-
ures from what we consider to be the European
Union’s “great effort” to boost productive in-
vestment —the Juncker Plan- and the long-term
resources delivered to the banking system over
the last few years is, at first glance, striking.
Based on the figures from the chart above, we
find that the resources allocated to monetary

In the Eurozone

expansion have been 136.2 times higher than
those allocated to the Juncker Plan.

If we prefer, we can compare these figures
with the Eurozone’s Gross Domestic Product in
2014 (19 States) (Table 1).

On the basis of that information, certain play-
ers from Europe’s productive economy have be-
gun to ask themselves questions. The first of them
is to what extent can we say that policy to boost
the real economy and the policy of monetary

! At its meeting on March 10", 2016 the Governing Coun-
cil of the ECB took the following monetary policy decisions
regarding the continuity (and reinforcement) of the pro-
grams of monetary expansion. Among them: “The monthly
purchases under the asset purchase programme will be ex-
panded to €80 billion starting in April. [...] Investment
grade euro-denominated bonds issued by non-bank corpo-
rations established in the euro area will be included in the
list of assets that are eligible for regular purchases. [...] A
new series of four targeted longer-term refinancing opera-
tions (TLTRO II), each with a maturity of four years, will be
launched, starting in June 2016. Borrowing conditions in
these operations can be as low as the interest rate on the
deposit facility”.
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Chart 1. Juncker Plan and long-term monetary expansion programmes (millions of euros)

expansion have nothing to do with one anoth-
er? Apparently, in both cases we are referring to
public resources channelled into the European
economy. If that is the case, the key question to
consider is why monetary expansion and invest-
ment policy are approached in such a different
way as to give us such striking figures as the
ones we see above.

This backdrop is certainly worth some atten-
tion, particularly because of the fact that neither
public authorities nor experts nor the media
have taken the trouble to explain why, in view
of the impressive amounts allocated to the

European economy through monetary policy,
investment policy is obsessed with raising com-
paratively tiny budgetary resources and, what's
more, the political narrative of our institutions is
built around the supposedly extraordinary effort
we are making through the Juncker Plan, while
we forget what is happening to more than 2.8
trillion euros channelled into monetary policy.

The usual line of argument is apparently sim-
ple. It is based on taking it for granted that
monetary policy and investment policy have no
direct interrelation and, therefore, must be ana-
lysed in clearly different ways.

Table 1. Eurozone’s GDP in 2014

Amount (€) % GDP Eurozone 2014
Juncker Plan 21 billion 0.2 %
Monetary expansion programmes 2.860388 trillion 28.3 %
LTRO 2011-12 1.0185 trillion
TLTRO 2014-16 417.3 billion
APPs 1.424588 trillion

Source: European Commission/ECB/EUROSTAT/EKAI Center
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However, the analysis of the goals and in-
struments of monetary policy clearly show that
this is not, or should not be the case. As we will
see, the focus of the goals of managing money
supply and demand is intrinsically inseparable
from boosting the real and productive economy
—and that requires the experts to explain clearly
and transparently whether monetary policy
might be managed more effectively from the
point of the view of the European productive
economy. Bearing in mind the size of the re-
sources involved, that also requires political
players and public authorities to make a swift
change of stance. If, as there is every indication,
monetary policy can be managed in an appreci-
ably more effective way that prevents the
squandering of our resources, then the European
political class must act immediately.

The real economy as the purpose of
monetary policy

Monetary policy and investment policy

In academic circles and in political circles too it
is usual to analyse and manage monetary policy
and investment policy as if they were radically
independent areas.

However, it seems clear that in both cases
we are talking about injecting public money
into the economy. That is why the usual dialectic
—in informal conversations, comment in the me-
dia and so on- interprets both policies to boost
investment and expansionary monetary policies
as “stimulus policies” or “recovery policies”.

Nevertheless, when European Central Bank
(ECB) managers or chiefs are quizzed about
their potential role in investment policy, the sys-
tematic response is always the same: our remit
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is not investment policy but monetary policy
and we cannot step outside this framework laid
down for us by the Treaty on the Functioning of
the European Union. Similar replies are usual in
other institutional and academic areas too.

It is clear that there are substantial structural
differences between policy to promote invest-
ment and monetary policy, which could well be
summarised into two fundamental areas:

— Regarding the origin of the resources used.
— Regarding the purpose of the injection of
the resources into the economy.

From the point of view of the origin of the
resources, while in the case of monetary policy
we find “new"” financial resources created by
the State, based on the power to create money
conferred specifically on the monetary authori-
ty, in the policy to promote investment they are
budgetary resources from various public bodies
usually raised through the collection of taxes or
the issuing of debt.

As for the purpose of injecting those re-
sources into the economy, in the case of “policy
to promote investment” it is precisely a matter
of boosting private or public investment in the
economy as a whole, almost always through
the granting of credit or guarantees. In mone-
tary policy, on the other hand, the basic objec-
tive established in the Treaty of the European
Union is to influence money supply and the
demand for money in order to maintain price
stability.

However, we have already said how the usu-
al language directly links expansionary mone-
tary policy decisions with “boosting economic
activity”, “reactivation”, the struggle against
unemployment, and so on. The fact that this is
not the case from a regulatory point of view
does not stop academics or policy makers from
frequently using this language, which is some-
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times even used by the European monetary
policy makers themselves.

Firstly, it is essential to clarify the true mean-
ing of the narrow conceptual framework that
the Treaty of the EU lays down for monetary
policy. What should we understand by price sta-
bility and what should we understand by a
monetary policy to this end? And, on the basis
of that clarification, we must focus the analysis
on the greater or lesser convergence between
monetary policy and policy to promote invest-
ment, regarding both the instruments to be
used and the possible compatibility or comple-
mentarities of their respective objectives.

The Treaty on the Functioning of the European
Union

While in general terms it is usual to refer to the
idea that the purpose of the ECBand the
Eurosystem or the European System of Central
Banks (ESCB) is to manage Eurozone monetary
policy, the Treaty on the Functioning of the
European Union is rather more precise.

Indeed, the Treaty makes a distinction be-
tween “the primary objective” and “the basic
tasks” of the ESCB. Article 127 Section 1 states
that the “primary objective” of the ESCB shall
be to “maintain price stability”. It is the most
important statement that Article 127 as a whole
makes on the matter and which, apparently, is
possibly the greatest obstacle to Eurosystem ac-
tivity having a greater structural relationship
with the Eurozone’s productive economy.

However, Article 127 Section 1 then states
that “Without prejudice to the objective of price
stability, the ESCB shall support the general eco-
nomic policies in the Union with a view to con-
tributing to the achievement of the objectives of
the Union as laid down in Article 3 of the Treaty
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on European Union”. And it goes on to state

that “The ESCB shall act in accordance with the

principle of an open market with free competi-
tion, favouring an efficient allocation of resourc-
es and in compliance with the principles set out

in Article 119",

Taking all that into account, we can say that
the objectives of the ESCB according to the
Treaty on the Union can be summarised as fol-
lows:

— Primary Objective: price stability.

— Objectives of the Union gathered in Article 3
of the Treaty.

— Principle of an open market with free com-
petition.

— Efficient allocation of resources.

— Principles of Article 119 of the Treaty
(Coordination of Member States’ economic
policies, internal market, public finances and
stable balance of payments).

In short, it seems clear that the primary pur-
pose of Eurosystem activity, according the Treaty
of the European Union, is monetary policy un-
derstood as “maintenance of price stability”.

This is precisely the delimiting framework that
the Treaty lays down for the operations of the ECB
and of the Eurosystem. This is what was explained
in a precise manner by the Advocate General of
the Court of Justice of the European Union, whose
opinion of 14 January 2015 said the following:

“130. [...] if a measure belongs to the cate-

gory of instruments which the law provides

for carrying out monetary policy, there is an
initial presumption that such a measure is
the result of [...] monetary policy [...] a pre-
sumption that could be rebutted if [...] the
measure were to pursue objectives other
than those specifically listed in Articles

127(1) TFEU and 282(2) TFEU".

— 132.[...] in order for a measure of the ECB
actually to form part of monetary policy, it



must specifically serve the primary objective

of maintaining price stability and it must also

take the form of one of the monetary policy
instruments expressly provided for in the

Treaties and not be contrary to the require-

ment for fiscal discipline and the principle

that there is no shared financial liability”.

Therefore, it seems clear that Eurosystem opera-

tions must meet the following requirements:

— Have the objective of price stability (the ob-
jectives of Article 3 of the Treaty only in the
background).

— Take the form of one of the monetary policy
instruments (creation or destruction of mon-
ey through the purchase and sale of financial
instruments or credit operations).

From this starting point, we are interested in
specifying to what extent this purpose of the
Treaty is an obstacle, or not, to linking the activ-
ity of the Eurosystem to the productive econo-
my of the Eurozone.

Price stability as the objective of the
Eurosystem

It seems clear that, according to the text of the
Treaty of the European Union, price stability has
to be the primary objective of Eurosystem activity.
It is a good idea, then, to clarify what “price
stability policy” is from the point of view of the
Eurosystem. According to the Court of Justice of
the EU, we should consider the “struggle
against inflation” as “price stability policy”.
However, the usual interpretation of this goal by
the European Central Bank is actually quite dif-
ferent. According to the ECB, we should con-
sider “price stability policy” to be both “the
struggle against inflation” and the “struggle
against deflation”, with the objective of keep-
ing inflation “below, but close to, 2 percent”.
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Irrespective of the analysis of the origin and
the consequences of this broad interpretation of
the concept of price stability by the ECB, what
we are interested in right now is highlighting
how this objective is achieved. It is clear, on the
one hand, that the basic instruments of mone-
tary policy are, ultimately:

— The base interest rates established by the
ECB.

— The creation or destruction of money by the
Eurosystem —creation or destruction that is
supposed to be aimed ultimately at increas-
ing or reducing the money supply.

As we know, both the management of base
interest rates and the creation or destruction of
money by the ECB primarily act indirectly on
money supply and, through it, on price stability.

It seems clear that the goal of the manage-
ment of base interest rates is to influence mon-
ey supply through bank lending. A reduction of
the base interest rates tends to encourage bank
lending and an increase in the base interest
rates tends to shrink credit.

The indirect nature is also evident in the cre-
ation and destruction of money by the
Eurosystem. Its direct effect is to increase or re-
duce the “monetary base”. But the “monetary
base” has only a minor impact on money sup-
ply. The fundamental effect of the creation and
destruction of money is only achieved insofar as
those modifications in the monetary base —in
the money directly created by the ECB- are
transformed into modifications in the money
supply. And that only happens through its im-
pact on the boosting or contraction of bank
lending.

The resources provided to the banking sys-
tem by the European Central Bank are used by
the financial institutions to increase the volume
of loans in the European economy. This process
is considered by some to be “money creation”
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by the banking system and by others to be an
“increase in the speed of circulation of money”.
In any case, bank lending is the basic instrument
for transforming the monetary base into money
supply in the economy as a whole.

We can illustrate this monetary policy trans-
mission mechanism in Chart 2.

So it seems clear that the policy of “price
stability” implemented by the central banks ba-
sically operates through bank lending and,
therefore, it is also clear that bank lending is not
only not unconnected to monetary policy, it is
intrinsic in it.

Monetary base, credit and money supply

Economic reality demonstrates the direct rela-
tionship between bank credit and money supply,
the latter being, as we know, the basic objective
of the action of central banks in general and the
European Central Bank in particular, since, logi-

Expansive/
contractive

policy

{ Eurosystem ]

Source: EKAI Center.

cally, price stability is directly linked to the bal-
ance between supply and demand for money.

As we can see from past data (Chart 3),
money supply in the Eurozone (M3) and bank
credit follow a clearly parallel development.

This parallel development of credit and mon-
ey supply is not connected to any specific char-
acteristic of monetary policy in the Eurozone.
We can see that equivalent effects also take
place in other types of economy as disparate as
those of the United States and China (Chart 4).

On the other hand, for the reasons that we
set out earlier, the relationship between the
monetary base (MO) and money supply (M3) is
only indirect (Chart 5).

And, for the same reasons, we can see how
the relationship between the monetary base and
private credit is also clearly indirect (Chart 6).

Indeed, what happened during this econom-
ic crisis clearly reveals that increasing the mon-
etary base is absolutely no guarantee of increas-
ing either credit or the money supply.
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Chart 2. From Eurosystem to price stability
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This reasoning is also applicable to the man-
agement of interest rates by the European
Central Bank. There is no point in the ECB low-
ering or raising base rates if that does not affect
the banks’ activity as lenders and generate an
increase or reduction in bank credit as a result.
As we know, only this increase or reduction in
bank credit means, in turn, an equivalent in-
crease or reduction in the money supply.

As we can see, monetary policy is not only a
guestion of supplying or keeping financial re-
sources from the banking sector, or financing
the sector in more or less favourable conditions.
These actions are only intermediary instruments

devoted to a purpose. The true purpose of mon-
etary policy is, as we know, getting the banking
sector to increase or reduce the flow of credit to
the real economy in the right amount to effec-
tively influence money supply and, therefore,
price stability.

We are getting close, then, to the key ques-
tion we discuss in this report: the extent to
which monetary policy transmission mecha-
nisms are truly effective, from the decisions
taken by the Eurosystem to their impact on
bank credit.
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Need for a new approach
Structural inefficiency of monetary policy

In order to understand what is happening to
European monetary policy it is important to take
into account that the fundamental instruments of
monetary expansion are nothing other than sub-
sidies. It is aid handed over massively and system-

atically to the banking system, be it the shape of
granting loans or via especially low interest rates
when providing them. There is no reason why the
fact that these instruments are aid or subsidies
should be negative in itself. Public aid makes
sense when it has a proportionate or significant
favourable impact on the general interest.
Similarly, this massive and systematic assis-
tance for the banking sector through monetary
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Chart 5. Eurozone: monetary base and M3 2007-2015
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expansion instruments is only justified insofar as
it has a clear public interest purpose —public in-
terest that, in this case, and according to the
Treaty of the European Union, is defined as price
stability through the boosting or contraction of
bank credit.

Logically, the public assistance or subsidies
are always handed over on condition that they
are allocated to the general or public interest
purpose for which the assistance has been es-
tablished. However, the major problem —and
the major question mark— of our current mon-
etary policy lies in the fact that the assistance
delivered to the banking system via the afore-
mentioned instruments is delivered —save for a
few exceptions— without any type of condition-
ality, without even requiring that they actually
be allocated to the purpose for which monetary
policy as a whole has been shaped.

As a result, it is certainly striking that the
banking system is entirely free to allocate the aid

received through loans and discount interest
rates to the uses and purposes that it sees fit,
whether they have any relation with the goals of
monetary policy or not —something truly unthink-
able in any subsidy or public aid programme. The
banks that receive resources from the Eurosystem
are free to allocate those resources to the ends
that they deem appropriate according to their
own interests, even using them to refinance
themselves, with no requirement to provide any
explanation whatsoever on the matter.

In practice, this situation has meant that a
substantial part of the potential impact of the
assistance and subsidies channelled into the
banking sector through monetary expansion
has been lost, for having been allocated to dif-
ferent purposes to those supposedly intended
to have an influence on the Eurozone money
supply.

Interest rate policy and quantitative easing
are put into effect by delivering resources to the
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banking sector without any type of conditional-
ity and, in practice, alongside bank credit to the
Eurozone’s real economy, a substantial part of
the resources are allocated to other purposes,
such as the purchase of tangible or financial as-
sets, credit to customers located outside the
Eurozone and even the simple refinancing of
the recipient financial institution, either with a
view to improving its liquidity or replacing an-
other type of current liability.

The fact that the banks can make this type
of use of public resources is striking in itself. Yet
there are two circumstances that prove even
more surprising: on the one hand, the high-
profile manner in which this massive diversion
of resources takes place; on the other, the enor-
mousness of the resources diverted from their
purpose, which frequently appears to have even
a majority impact in the quantitative easing op-
erations.

The scale of the problem

It is certainly difficult to accurately quantify the
amount of aid transferred to the banking sector
by monetary policy that is diverted to other pur-
poses —primarily because of the lack of informa-
tion available. The banks that receive the ECB's
subsidised loans are not even required to report
on the use made of those resources.

To date, the TLTRO 2014-16 has been the
only programme to have demanded from the
recipient banks some sort of requirement on the
use to be made of the funds received —very gen-
eral requirements that have proven clearly inef-
fective as far as securing the goal of channelling
the monetary expansion towards Europe’s real
economy is concerned.

Every quarter, the ECB publishes the results
of a “survey”, the "Euro area bank lending
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survey”, in which the banks are quizzed about
the uses made of the quantitative easing pro-
grammes. It is a merely “qualitative” survey,
from which —as we shall see— it is practically im-
possible to draw quantified conclusions.

Some type of analysis on the matter was at-
tempted in Issue 7/2015 of the ECB Economic
Bulletin, which published the article “The trans-
mission of the recent non-standard monetary
policy measures”.

From the point of view of our report, the con-
clusions of the article are disappointing: “The
empirical evidence suggests that these policies
have successfully improved credit conditions
in the euro area and supported the ongoing
recovery in lending activity. The TLTROs and
Asset Purchase Programme have significantly
lowered yields in a broad set of financial market
segments. Reductions in bank bond yields, i.e.
less expensive market-based financing for
banks, have improved their funding costs, ena-
bling a more forthcoming bank attitude towards
lending. Overall, the non-standard measures
have helped to push the intended monetary
policy accommodation through the intermedia-
tion chain to reach final borrowers, i.e. house-
holds and firms. This contributes to the recovery
in lending and economic activity, which is ex-
pected to produce a sustained adjustment of
inflation rates towards levels below, but close
to, 2 % over the medium term”.

As we see, not a word about what we are
concerned with in this work, that is to say, about
the extent to which the resources provided to
the banking system have been allocated to their
purpose. The fact that these extraordinary pro-
grammes should have positive effects on boost-
ing lending and reducing interest rates seems
almost inevitable. It could hardly be any other
way after allocating no less than 28 % of
Eurozone GDP to the banking system. The key



issue lies in the question mark hanging over the
effectiveness of the monetary expansion. In
other words, the extent to which, with stricter
management, similar results could have been
achieved with a substantially lower monetary
effort, or whether —the other way round- sub-
stantially better results could have been achieved
with the same monetary expansion effort.

As we can see, the virtual absence of oversight
and responsibility over the contributions of
resources to the banking system makes it impossi-
ble to accurately quantify what is going on. Yet
there certainly are sufficient data to demonstrate
the enormousness of the diversion of resources that
the monetary expansion as a whole represents.

We will provide some data concerning the
TLTRO programmes later. Meanwhile, let us look
at, for example, the ECB’s own calculations on
the use of the Asset Purchase Programme funds,
based on the analysis of the banks’ balance
sheet movements (Chart 7).

As we can see, if converting these data into
quantified conclusions is complex, it does seem
clear that the transfer of these resources to
lending is only partial and minor.
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The information repeatedly provided by the
aforementioned quarterly survey conducted by
the ECB among the European banks that tap its
resources leads us to the same conclusion. In
response to the question on the use made of
the funds received, only 30 % of the banks ac-
knowledged that the money tapped “has con-
tributed considerably” or “has contributed
somewhat” to boosting lending (Chart 8).

These data reveal, on the one hand, the visi-
bility with which it is conveyed that the resources
received from the Eurosystem are not allocated
to monetary policy purposes. On the other, they
also demonstrate the huge scale of this diversion
of resources in relation to the Eurozone’s mon-
etary policy as a whole and, of course, in relation
to the European economy as a whole.

The significance of the TLTRO programme

From the point of view of our report, the TLTRO
programme, based on “targeted” long-term
quantitative easing operations, holds particular
interest.
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The fundamental characteristic of the TLTRO
programme is precisely that “targeting”. If
Eurozone monetary expansion as a whole is real-
ised through the delivery of resources to the banks
without any type of requisite that links the tapping
of these funds to their purpose, the TLTRO
Programme is, in this respect, an exception.

Indeed, the Programme is based on loans
granted to the banks on condition that there is
an increase in the total balance of lending by
the recipient bank.

The Programme planned to channel “a min-
imum of 1.14 trillion euros” and has already
delivered over 0.4 trillion euros to the European
banking system.
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However, the results of this apparent target-
ing effort are more than limited.

Let us see, firstly, the results of the analysis
that the ECB itself conducted in July 2015,
based on the changes reported on the balance
sheets of the banks receiving funds from the
TLTRO Programme (Chart 9).

As we can see, it seems clear that in the case
of the TLTRO too, the success in the allocation
of these funds to bank lending is very limited.

Surprisingly, despite the objectives explicitly
defined by the Programme, the banks receiving
funds are apparently quite unashamed when it
comes to declaring that they have not allocated
the funds received to boosting lending, but to
other purposes (Chart 10). This is also demon-
strated by the aforementioned “Euro area bank
lending survey”, the periodical survey of the
Eurozone’s main banks.

As we can gather from the chart, even in this
“targeted” programme the group of banks that
replied that the resources tapped contribute ei-
ther “considerably” or “somewhat” account for
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only 41 % to 64 % of the total recipient banks.
The question is how it is possible that around

half of the banks can say that these resources

have not contributed at all to an increase in
lending.

The answer lies in the fact that the “target-
ing” that the programme appears to boast is
only limited:

— The banks can finance themselves through
the programme for two years without fulfill-
ing any requirement about the purpose of
the funds.

— Only the banks that want to keep the funds
beyond 29/09/2016 are obliged to observe
the “targeting” requirements.

— In approximately half of the resources pro-
vided so far —200 billion euros out of a total
of 400 billion— the only requirement lies in
increasing the balance of net lending, with-
out demanding a specific amount of in-
crease.

This being the case, it is hardly surprising
that the TLTRO Programme has been a fresh fail-

(EUR billions)
funding substitution
400
300

200

_”JO l

N | . | . |
o ! —

assel expansion

200 |
other Eurosystem  deposits whaolesale cradit to the credit o credit to deposits with external other TLTROs
barrowing funding privale seclor  government MFis the Eurosystem  assets (nel)
Source: ECB.

Chart 9. Changes in the balance sheets of banks participating in the TLTROs
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ure from the point of view of its targeting to-
wards bank lending.

However, the conceptual importance of this
programme is very high. Through it the
European Central Bank is acknowledging that
laying down conditions to ensure the link with
the real economy is not inconsistent with
Eurozone monetary policy —and nor is establish-
ing reporting requirements for the banks that
tap the resources, as is done in Article 8 and in
Annex Il of the ECB Agreement of 29 July 2014
that implemented the TLTRO Programme.

It seems clear that from this precedent the
guestion that immediately arises is why the rest
of the monetary expansion programmes are
not regulated as “targeted”. And why similar
reporting requirements are not laid down in
them.

Monetary policy and growth policy

The relationship between monetary policy and
economic growth tends to be focused from the
standpoint of the traditional dispute between
those who champion more expansionary poli-
cies and those who advocate restrictive policies.
The latter tend to argue that monetary policy
cannot be an instrument to boost growth. It is
not the aim of this document to enter into that
dialectic. Our standpoint has no bearing on
whether monetary policy should “be used” as
an instrument for economic expansion in gen-
eral or not. What we are interested in highlight-
ing in this report is how, from another stand-
point, economic growth is inseparable from
monetary policy.

While it may seem obvious, price stability is
not just the result of money supply develop-
ments, but also of developments in the demand
for money. While monetary policy tends to fo-
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cus on the impact on money supply, the funda-
mental reference regarding price stability is the
balance between supply and demand for mon-
ey (Chart 11).

Therefore, following the regulatory criterion
of the Treaty of the European Union, any policy
that by making use of the creation of money
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scribed as an integral part of monetary policy.

It is essential, in this respect, to recall that
economic growth is the most direct influencing
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the medium and long term.
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Hence, taking into account the impact on
the growth of monetary policy action, interrela-
tion with economic growth is not an option for
monetary policy (Chart 12). It is a need.

This means that if, as we have set out so far,
monetary policy should in every case be clearly
focused towards lending to the real economy as
a whole, it seems clear too that, within the real
economy, monetary expansion should in every
case be focused preferentially towards the pro-
ductive economy capable of boosting economic
growth.

In practice, this should mean, firstly, having
sufficient information about which resources of
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those received by the banking system are chan-
nelled into the productive economy; secondly,
probably, prioritising channelling monetary ex-
pansion into productive activities, either through
the actual granting of resources or through a
differentiation in interest rates. It would seem
there is nothing more logical than establishing
differential base rates in monetary expansion
operations according to whether they are used
in productive activities; for non-productive bank
lending purposes and, if it is considered accept-
able, for other purposes, respectively.



Completing and rebalancing
the economic and

Maria Jodo Rodriques

The Eurozone has failed to deliver on the main
goals of the European Union (EU) in terms of
sustainable growth, employment, social pro-
gress, cohesion and stability.

Flaws in the initial design of the single cur-
rency have made the effects of the global eco-
nomic crisis deeper and longer, generating huge
economic costs, social suffering and political
tensions within and between Member States.

Without major reform, aiming at the comple-
tion of the Economic and Monetary Union
(EMU), neither will the crisis be properly over-
come, nor will the EU succeed its necessary
transformation into a democratic, sustainable,
cohesive and competitive growth model, with-
out which it will ultimately fail to safequard and
reinforce its democratic and social values and
standards in an increasingly competitive and
fast-changing world. To guarantee the EMU’s
sustainability in the long run, the EMU reform
process should also involve re-launching a dy-
namic process of structural convergence
amongst its member countries and regions with-
in an inclusive and competitive Single Market.

monetary union

This reform of EMU must address its inher-
ent flaws and weaknesses upfront, through
courageous and intelligent political, economic
and social change. Key proposals made by the
Group of Socialists and Democrats include:

— A major qualitative leap in democratic deci-
sion-making processes.

— Closer economic policy coordination and the
development of an EMU economic policy
based on a truly joint approach regarding
the Eurozone’s aggregate fiscal stance —in
particular, to take proper account of the im-
pact of aggregate EMU fiscal policy on the
Eurozone’s domestic demand and its finan-
cial resources— regarded as a necessary con-
dition for an improved macroeconomic poli-
cy mix, to allow for proper aggregate
demand management and clear measures to
reduce social and gender inequalities.

— Balanced monitoring of national current ac-
counts in order to address both deficits and
surpluses through country-specific recom-
mendations in a way that supports structural
convergence.
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— A progressive growth agenda combining
much higher investment and socially bal-
anced structural reforms.

— Common fundamental social standards and
a common consolidated corporate tax base
to prevent a social and a fiscal race-to-the-
bottom between countries.

— An EMU fiscal capacity, encompassing own
resources and a borrowing facility with two
main aims:

e Providing a tailored instrument to im-
prove the absorption of country-specific
economic shocks.

e Boosting social investment, helping to
restore structural convergence between
Eurozone members during the crisis exit
phase.

In June 2015, the Five Presidents’ report
made proposals for stronger economic, financial
and fiscal union with greater democratic ac-
countability and legitimacy. It foresees a two-
stage process towards completing the EMU,
involving essentially: 1) completion of banking
union and greater structural convergence based
on the existing Treaty framework, and 2) crea-
tion of a euro area fiscal stabilization function.

In October 2015, the Commission followed
this up with a first set of legislative proposals
concerning the first stage of EMU completion
(national competitiveness boards, advisory
European fiscal council, external representation
of the Euro area) and a communication explain-
ing how the European Semester for policy coor-
dination would be revamped from the 2016
cycle onwards.

In November 2015, the Commission tabled
a legislative proposal on a European Deposit
Insurance Scheme (EDIS).
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An unfinished job

The EU as a whole is confronted with a reality that
cannot be denied —the Economic and Monetary
Union has so far failed to deliver the main goals
set out in the Treaty on European Union: sustain-
able and balanced growth and price stability, with
full employment and social progress and econom-
ic, social and territorial cohesion.

This has been felt particularly hard through
the crisis.

After the initial European Economic Recovery
Plan of 2008-9 was replaced with a policy mix of
austerity and internal devaluation, a second re-
cession hit most of the Eurozone from 2011 on-
wards, youth unemployment and long-term un-
employment soared to unprecedented levels,
wages and collective bargaining systems have
come under severe attack, on out of four
Europeans are at risk of poverty or social exclu-
sion, with women being the most hit, inequali-
ties have risen, lower-income groups are exposed
to economic insecurity, investment collapsed by
nearly 20 % from pre-crisis levels, debt/GDP ra-
tios have worsened in many countries, and the
Eurozone is on the verge of deflation.

The internal divergences of the Eurozone
were magnified by the financial crisis and the
process of economic and social convergence
which has characterised European integration
for decades has been reversed.

This is already translating into serious politi-
cal tensions and risks, as anti-European and ex-
treme political forces are gaining important
ground in a number of Member States.

Unfortunately, none of this is yet over. The
mild recovery driven primarily by low oil prices
and expansionary monetary policies remains
fragile, deflationary risks persist, companies and
households are struggling to repay old debts
and sovereign debt/GDP ratios are likely to
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decline only very slowly, while national fiscal
policies will remain heavily constrained. The
Eurozone is confronted with a serious risk of
secular stagnation, with nominal growth below
2 percent for 5-10 years. The euro area would
be unlikely to survive such a Japanese-style dec-
ade because the necessary adjustment process-
es in crisis countries would take far longer in
such an environment than would be politically,
socially and economically bearable.

During the crisis, the EU and the Eurozone
have accumulated huge economic and social
costs, including additional forms of macroeco-
nomic as well as social and gender imbalances,
which must now be fully addressed. This will
not be possible without the completion of the
EMU.

The crisis has laid bare the structural defi-
ciencies of the Eurozone’s political and institu-
tional build, which date back to the EMU’s ori-
gins in the early 1990s.

Major flaws, such as its limited democratic
dimension, the weakness of its economic policy
coordination (despite increasingly complex and
legally binding policy processes) or the lack of
an anti-cyclical fiscal capacity to tackle asym-
metric shocks, have been identified since many
years. The over-reliance on an excessively rules-
based system has constrained the Eurozone's
ability to deal with its economic crisis and hin-
dered the emergence of real and common poli-
cy-making. Accordingly, the Four Presidents’
report “Towards a Genuine Economic and
Monetary Union” of December 2012 formulat-
ed the need for a banking, fiscal, economic and
political union. However, lack of political will
and prevalence of national narratives about the
Eurozone crisis have until now prevented ade-
quate EMU reform from being implemented.

When the global financial crisis hit, the
Eurozone was just not equipped to effectively

resolve it, and the sovereign debt crisis brought
it to the edge of survival.

Governments have responded to this crisis in
an incremental way, through several EMU-
specific initiatives and others at the EU level.
This notably brought about the launch of finan-
cial stabilisation mechanisms including the
European Stability Mechanism, the European
Semester process, the revision of the Stability
and Growth Pact, the intergovernmental Treaty
on Stability, Coordination and Governance, the
two-pack regulations on fiscal surveillance, a
new Macroeconomic Imbalances Procedure, the
banking union, the important recent clarifica-
tion of SGP’'s in-built flexibility, a range of un-
conventional monetary policies deployed by the
ECB, or the newly proposed European Fund for
Strategic Investment (EFSI).

These changes now need to be completed
by several major reforms to the EMU’s way of
working - on how decisions are taken and im-
plemented, with which instruments, and along
which rules and policy concepts. The Eurozone
must now, once and for all, move away from ad
hoc instruments and funds created under emer-
gency towards a structural and coherent institu-
tional framework endowed with adequate re-
sources and democratic legitimacy.

In June 2015, the European Parliament and
Council reached agreement on the regulation
on the European Fund for Strategic Investments
(EFSI). The EFSI became operational later in
2015 and by the end of 2015, the European
Investment Bank Group already approved in-
vestments worth about €10 billion under the
EFSI, i.e. about one-sixth of the target volume
for the three years of EFSI operations.
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Proposals for a democratic, sustainable,
cohesive and competitive Economic and
Monetary Union

In order to deliver fundamental treaty goals, the
EMU needs to reform its architecture and its sys-
tem of governance in the following way:

A demacratic offensive

A stronger European and national democratic
dimension is indispensable to secure robust po-
litical legitimacy of EMU policy-making. The cur-
rent decision-making approach is not viable, and

—if remaining as it is— will end up endangering

the very political survival of the Eurozone.

Furthermore, it is unthinkable to develop new

EMU instruments and to deepen governance

processes without democratic progress. Stronger

democratic legitimacy is equally indispensable in
order to strengthen the effectiveness of policy
implementation on the ground, especially with
regard to structural reforms. However, this does
not require new institutions, especially at parlia-
mentary level, but should be facilitated through
the realisation of EMU membership for all

Member States legally committed to joining

within a clear and transparent timetable, and

beyond.

EMU policy coordination should, in future,
be democratically legitimised throughout the
European Semester process:

— The Commission’s Annual Growth Survey
(AGS) should be presented at the start of the
Semester jointly with the Integrated
Guidelines (IG) on economic and employ-
ment policies. This EU-wide policy package,
which sets the focus for national reform pro-
grammes and provides basis for Country-
Specific Recommendations (CSRs), can only
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be made democratically fully legitimate at
European level through the co-decision pro-
cedure, involving both the European
Parliament and the Council on an equal
footing. However, this requires a Treaty
change, and can therefore not be achieved
at present. Therefore, the three European
institutions should without delay agree an
Inter-Institutional Agreement on Improved
Socio-Economic Governance, notably in or-
der to ensure the due respect of Parliament’s
political views on the AGS/IG package. The
call for an Inter-Institutional Agreement has
been reiterated in the Parliament’s resolution
on the 2016 Annual Growth Survey
(Rodrigues report). The Parliament held a
plenary debate on the priorities of the
Annual Growth Survey 2016 on 11
November 2015, two weeks before the AGS
was adopted by the Commission. Another
important change in the “revamped” struc-
ture of the European Semester was that the
Commission tabled its draft recommenda-
tion on the economic policy of the euro
area already in November 2016, together
with the AGS. The Parliament discussed this
recommendation with the President of the
Commission and the President of the
Eurogroup in a plenary debate on 16
December 2015, before the draft recom-
mendation was approved by the Council and
endorsed by the European Council.

Powerful additional democratic legitimacy
must also be achieved at national level. All
national governments should ensure that
their National Reform Programme and
Stability and Convergence Programme are
duly debated, amended and adopted by
their National Parliament according to ap-
propriate national procedures. The
Commission’s Country Reports should also
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be thoroughly discussed with National

Parliaments and social partners before the

Commission proposes Country-Specific

Recommendations (CSRs).

— Within the existing Treaties, the role of the
European Commission should also be
strengthened and inter-institutional political
processes should thereby be streamlined in
the Eurogroup, endowing the competent
European Commissioner with a more central
and formal role in this group, for instance as
a Eurogroup coordinator alongside the
Eurogroup president. This should go along-
side full accountability of both to the
European Parliament. These elements should
all be laid down in the above-mentioned
Inter-Institutional Agreement.

— Last, but not least, the European Stability
Mechanism should be brought back into the
EU normative framework, and further on it
should be integrated into the Treaty. This
also implies a restructuring of its decision-
making procedure in line with EU democrat-
ic principles, such as in the case of the
European Central Bank.

Beyond the parliamentary dimension, de-
mocracy within the EMU should also be more
broadly reinforced through better social dia-
logue on Eurozone issues.

Closer economic policy coordination and a
better macroeconomic policy mix

Changes are needed in the Eurozone’s macroe-
conomic policy mix in order to strengthen recov-
ery in the short term and avoid a deflation. In
particular, internal demand remains low, as evi-
denced by near-zero inflation and high unem-
ployment. Deficient demand is linked to the in-
crease in income inequalities and reduction of

the wage share in total output over the past
two decades as well as to the substantial weak-
ening of national automatic stabilisers since
2010. Demand could be therefore stimulated by
more progressive fiscal policy (with more fa-
vourable treatment of lower-income groups)
and by continued wage increases in high-sur-
plus countries, helping to strengthen consumer
confidence.

Aggregate demand and reduction of social
and gender inequalities should become a fourth
pillar to be added to the “virtuous triangle” of
fiscal responsibility, structural reforms and in-
vestment, put forward in the Commission’s
Annual Growth Survey for 2015. This should
include a gender equality dimension within the
AGS and relevant CSRs.

Furthermore, as emphasised also in the
Parliament’s 2015 report on the review of the
economic governance framework, economic
policy coordination needs to be further deep-
ened in order to ensure that all Eurozone coun-
tries contribute to macroeconomic adjustment
and convergence, including those who have
greater fiscal room for manoeuvre and could af-
ford to run more expansionary fiscal policies
given their extremely low borrowing costs. The
Commission should therefore propose a target
for the Eurozone’s aggregate fiscal stance and
its country-by-country composition in its annual
recommendations to the Euro Area, to be dis-
cussed by the Eurogroup and approved by the
Council and by the European Parliament under
the ordinary legislative procedure.

Closer economic policy coordination goes
beyond fiscal policy and demand management.
The financial crisis is closely related to unsus-
tainable macroeconomic imbalances within the
Eurozone, notably excess savings and specula-
tive investment. Hence, both national current
account deficits and surpluses must be closely
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monitored, treated equally seriously and correc-

tive measures on both sides be formulated in

the relevant country-specific recommendations.
The European Parliament adopted its three
reports relating to the 2016 European

Semester on 25 February 2016, i.e. three

weeks before the Spring European Council:

— The ECON Committee report (rapporteur:
M.J. Rodrigues) emphasizes the need for a
coordinated effort by all Member States to
strengthen internal demand and reduce
macroeconomic imbalances without resort-
ing to harmful internal devaluation. It out-
lines a new agenda of reforms and invest-
ments (including social investments and the
energy/ecological transition) and emphasizes
that the European Semester should be much
more in line with the Europe 2020 Strategy.
It calls for fully using the existing flexibility of
the SGP, also to deal with new security
threats and the refugees crisis. Moreover, it
pays particular attention to the euro area
recommendation, stressing that the
Eurozone is one economic entity, and calls
for further democratizing the European
Semester. It calls for regular monitoring of
the Eurozone’s aggregate fiscal stance in
view of the existing investment gap and
notes that a current account surplus which is
too high due to underinvestment and sup-
pressed domestic demand has adverse con-
sequences for growth and employment. On
this basis, the report highlights the possible
contribution which high-surplus countries
could make towards stronger domestic de-
mand and stronger recovery in the Eurozone.

— The EMPL Committee report (rapporteur: S.
Ribeiro) calls for socially responsible reforms
based on solidarity, integration, social justice
and a fair distribution of wealth. It highlights
that investment in people is an important
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objective in itself, not just a means to eco-

nomic development. Moreover, it identifies

several actions to strengthen the social di-

mension of the Eurozone, notably enhanced

democratic accountability mechanisms at
both EU and national levels; wage floors set
at adequate levels and with the involvement
of social partners; joint meetings between
the EPSCO Council and ECOFIN; and meet-
ings of the euro area Labour and Social

Ministers;

— Finally, the report of the IMCO
Committee (rapporteur: C. Stihler) highlights
that underinvestment over the past years
has significantly held back Europe’s econom-
ic development. It calls for regular monitor-
ing during the European Semester of coun-
try-specific barriers to the Single Market and
evaluation of Single Market integration and
competitiveness, focused on a set of priori-
ties where action would generate the most
impact in growth and jobs.

A better macroeconomic policy mix will not
be achieved without a new approach towards
stability and growth-oriented Eurozone debt
management, focusing on long-term sustaina-
bility, while avoiding risks of moral hazard. First
of all, this will require a more favourable macro-
economic framework made up of higher
growth, limited inflation and financial stability
generating the lowest possible interest rates,
within which the ECB will have to play an es-
sential part. Within such a frame, a new debt
management approach could encompass:

— A European long-term borrowing facility for
major investments corresponding to EU and
EMU priorities.

— A more cyclically-sensitive approach to debt
reduction than what is currently laid down in
the Fiscal Compact (debt rule), which may in-
clude the possibility for short-term borrowing.
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— A limited and strictly framed redemption of
certain existing public debts; in order to join
such a redemption scheme in the most or-
derly way, Member States could subscribe to
a "debt sustainability plan” lodged within
their national stability and growth pro-
gramme.

A progressive agenda of transformational
investment and socially balanced structural
reforms

In order to support stronger and truly sustaina-
ble growth by closing the output gap and by
achieving massive and quality employment cre-
ation in future years, the EU and the EMU must
develop a sustained and transformational in-
vestment policy at both European and national
levels.

Some positive progress is now being made in
this direction through the forthcoming European
Fund for Strategic Investment (EFSI) and through
the recent Commission communication on
making the best use of flexibility within the ex-
isting rules of the Stability and Growth Pact.

However, these solutions will not on their
own fill Europe’s investment gap. Investment
required in coming years is estimated at around
1.5 trillion euros just up to 2020 in particular on
infrastructure and network systems in transport,
energy and broadband, in order to shift Europe’s
economy towards a new sustainable and com-
petitive growth model. Significant additional
social investment will be required in conjunc-
tion, notably in the field of education, vocation-
al training and lifelong learning systems, includ-
ing in digital skills and new growth areas.
Attaining such high levels of investment will
demand a major and sustained increase in both
national private and public investment levels

across good and bad economic times, beyond
the current capacity of the EFSI. This should be
more adequately coordinated at EMU and
European levels, in order to guide national pub-
lic investment flows sufficiently towards
European objectives, and to foster synergies
and exploit positive spill-overs. Beyond the me-
dium term, as detailed in section 2.5, an EMU
fiscal capacity, including a borrowing facility,
could further complement European invest-
ment, as an addition to, or integrated into, an
evolved EFSI.

The forthcoming mid-term review of the
Europe 2020 Strategy should contribute to the
EMU completion process by helping to refocus
structural reforms from labour cost- cutting to
competitiveness based on factors such as inno-
vation, resource efficiency, sustainable re-indus-
trialisation, a well-functioning Single Market
and social cohesion. It should also emphasise
the link between growth-enhancing structural
reforms and investments. The 2016 National
Reform Programmes should clearly identify
through which reforms and through which
budgetary resources each of the national Europe
2020 targets is to be achieved.

A more progressive, socially balanced, agen-
da of structural reforms should encompass
measures such as decisive shift of taxation away
from labour to wealth and pollution; stronger
employment and social policies that empower
people, including more women, to productively
participate in the economy and society, fight
against tax avoidance through significantly im-
proved transparency, notably ensuring that na-
tional tax policies and cooperation among tax
authorities is in full line with the principle of
sincere cooperation; strategies for innovative
and sustainable re-industrialisation; and im-
provements in education and training systems,
notably in new growth areas such as the Digital
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Single Market. Reforms should be aimed at
supporting the broader transformation towards
a fully sustainable new growth model by driv-
ing both stronger competitiveness for sustain-
able growth and social upward mobility, cohe-
sion and fairness. All such reforms will need to
be accompanied by sufficient levels of invest-
ment.

Common and fundamental social standards
and norms to prevent a social race-to-the-
bottom

A sustainable Economic and Monetary Union
requires processes and instruments able to
maintain social cohesion. Macro-economic pol-
icy strategies must be complemented by macro-
social strategies, preventing excessive social in-
equalities within and between EMU countries
and better connecting growth and public fi-
nance objectives to employment, income and
social fairness objectives.

It goes without saying that this needs to be
underpinned by sufficiently strong common so-
cial standards and norms within a well-function-
ing Single Market, especially in order to provide
boundaries to internal devaluation processes
where cost-cutting is required and thus to elim-
inate the risk of social dumping as a harmful
source of social regression within Member
States, leading to a social race-to-the-bottom
within the Eurozone as a whole. A basic set of
common and fundamental labour standards,
active labour market policies, minimum income
schemes and national floors on statutory or ne-
gotiated minimum wages, as well as standards
of protection in unemployment should be es-
tablished in the EMU.

Moreover, the recently strengthened monitor-
ing and surveillance of employment and social
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imbalances and challenges in the context of EU
economic governance should be adequately fol-
lowed up in Country-Specific Recommendations.
A minimal reform would consist of equipping the
scoreboard of key employment and social indica-
tors in the Joint Employment Report with warning
thresholds highlighting the most worrying social
situations and developments, triggering in-depth
analysis in the Country Reports and where rele-
vant Country-Specific Recommendations setting
out how to address the identified employment
and social problems. The scoreboard should also
be presented in gender-disaggregated form. A
more advanced reform of the existing processes
would be to create a proper Social Imbalances
Procedure (SIP) joined up with the existing Macro-
Economic Imbalances Procedure, and providing
for a legally enshrined macro-social surveillance
and, as far as possible, for an enforcement of cor-
rective policies when unemployment, poverty or
inequalities reach alarming levels.

Such reinforcement in the EMU’s socio-eco-
nomic governance could also guide the use of
funding provided from the EMU’s fiscal capacity
and would help to ensure that social crises un-
dermining the whole EMU’s functioning and
growth potential are tackled in a timely and ef-
fective way. In this context, the role of the social
economy —especially as a factor of resilience
during bad economic times— should be properly
recognised and fostered.

In the 2016 alert mechanism report of the
macroeconomic imbalances procedure, the
Commission paid increased attention to three
employment-related indicators: the participa-
tion rate, youth unemployment rate and long-
term unemployment rate. The Parliament’s re-
ports on the 2016 European Semester stressed
also the importance of properly reflecting in
policy guidance key social indicators, such as
household incomes, poverty and inequality.
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In the second half of 2015, under the
Luxembourg Presidency of the Council, two
meetings of the Eurozone ministers of Labour
and Social Affairs were organized, focusing on
was to deepen employment and social policy
coordination in the EMU and develop alterna-
tives to harmful internal devaluation policies.

The European Parliament established in early
2016 a Financial Assistance Working Group,
bringing together members from ECON, EMPL,
REGI, BUDG and CONT committees, in order to
strengthen democratic accountability for the
implementation of the on-going financial assis-
tance program for Greece.

On 8 March 2016, the Commission launched
a public consultation on a European Pillar of
Social Rights, relevant for whole EU but particu-
larly for countries committed to using the euro.
The consultation is to be concluded by the end
of 2016 and followed by legislative proposals in
2017.

At institutional level, this approach should
entail a stronger role for Employment and Social
Affairs Ministers from within the Eurozone,
alongside the institutionalised Eurogroup of
Finance ministers, in order to ensure a properly
joint up and balanced contribution to the socio-
economic policy agenda of EMU. Regular minis-
terial meetings within a Social Eurogroup should
become the norm in the future to provide input
to the Euro Summits on macro-social develop-
ments in the EMU.

Last, but not least, this new approach would
greatly benefit from stronger social dialogue at
EMU level, including exchanges of views on
convergences or divergences in wage and pro-
ductivity levels that could help inform national
and sub-national collective bargaining.

Developing a comprehensive emu fiscal
capacity

A monetary union can only be strengthened if it
can rely on a fiscal capacity enabling it to effec-
tively develop, finance and implement union-
wide economic policy strategies and to fight
adverse economic shocks affecting one or more
of its members, or the union as a whole, in par-
ticular when this leads to a major and long last-
ing crisis exhausting national automatic stabilis-
ers, such as now. Private risk-sharing through
financial markets can complement but cannot
substitute fiscal shock absorbers.

Time has clearly come for EMU member
countries and for the European institutions to
accept this reality and to act accordingly by
gradually developing a comprehensive fiscal ca-
pacity.

The key functions for a fiscal capacity are:

— Addressing asymmetric, country-specific
economic shocks.

— Addressing symmetric economic shocks af-
fecting the whole of the Eurozone.

— Supporting adequate levels of investment in
conjunction with national investment poli-
cies, targeted so as to promote balanced and
sustainable growth.

— Redressing macroeconomic imbalances and
promoting structural convergence among its
members.

Each of these functions requires specific in-
struments and processes, financing modes, and
political/institutional settings.

A powerful symmetric shock management
capacity and a strong Eurozone-wide invest-
ment capacity would need to be supported
through a public borrowing capacity backed up
by a Eurozone budget, at least partly financed
by its own resources. This would of course equip
the Eurozone with a fully-fledged capacity to

67



THE STATE OF THE EURGPEAN UNION

manage its destiny through good and bad times
and must remain the ultimate goal for EMU
completion. However, this is a far reaching
change and would require a major break-
through in EMU- specific political integration.

To some extent, investment needs will now
be better addressed across the EU as a whole
through the European Fund for Strategic
Investment and thanks to a more flexible and
investment-friendly use of the fiscal rules.
However, beyond the medium-term, a proper
EMU investment facility could be developed as
part of a proper Eurozone fiscal capacity, fi-
nanced by own resources and borrowing.

Symmetric shock management, as long as
not supported through a common budgetary
capacity, can at least be improved in future
through closer economic coordination built on
a truly common economic policy strategy and,
again, on a more flexible and counter- cyclical
use of the fiscal rules.

Growing divergences among Eurozone mem-
bers have a destabilising effect on the zone as
such and members of the EMU cannot use the
exchange rate as an adjustment mechanism. The
promotion of structural convergence beyond
what the EU budget already provides through its
Structural and Cohesion Funds should be com-
plemented by a fiscal instrument to address
asymmetric shocks and on a social investment
scheme to support structural convergence and
implementation of progressive reforms. Both in-
struments should be subject to strong democrat-
ic oversight by the European Parliament.

In December 2015, a High-Level Working
Group on the deepening of Economic and
Monetary Union' has been established by the

' Cf.: http://www.pes.eu/pes_kick_off_work_for_a_more_
sustainable_social_and_democratic_economic_and_mon
etary_union
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Party of European Socialists, exploring inter alia
several options for an EMU fiscal capacity.

In the European Parliament, joint work has
been launched by the ECON and BUDG com-
mittees on a report on a Eurozone budgetary
capacity (rapporteurs P. Berés and R. Boge). Two
working documents? have been elaborated so
far and an expert hearing has taken place.

A fiscal instrument to address asymmetric
shocks

A countercyclical instrument, the importance of
which was already clearly underlined in the
Four Presidents’ final report back in December
2012, would protect EMU Member States in
worst-case scenarios and would provide imme-
diate stability and confidence. It may take dif-
ferent forms enabling to partly insure partici-
pating countries against asymmetric shocks,
without generating permanent fiscal transfers.
Possible schemes of EMU Economic Insurance
could provide either general or targeted budg-
etary support in cyclical downturns, for instance
in order to maintain public investment levels in
key areas. A relevant proposal favours a system
of partial complements to national unemploy-
ment benefit systems in times of economic
downturn (EMU Unemployment Insurance
Scheme) as a way to avoid a pro-cyclical fiscal
stance in the Member State(s) concerned during
a certain time period.

Since autumn 2015, European unemploy-
ment insurance® as a suitable form of an EMU

2 Cf. http://www.europarl.europa.eu/committees/en/
budg/working-documents.html?ufolderComCode=CJ16&u
folderLegld=8&ufolderld=05365&linkedDocument=true&u
refProcYear=&urefProcNum==&urefProcCode=

3 Cf..  httpi//sep.luiss.it/sites/sep.luiss.it/files/PAdoan %20
note_unemployment_insurance_2015_50CT.pdf
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fiscal capacity has been advocated at a high
political level notably by the Italian Government.*

Participating Member States would need to
respect certain pre-requisites, as common budg-
etary resources are transferred to national budg-
ets. However, these should be defined reason-
ably within the existing legislative framework,
instead of creating yet new and potentially
counter-productive obligations. Different fi-
nancing forms can be considered for such a
mechanism —including revenues from the FTT-
leading to an own-resources system, as this
would make the mechanism most effective in
financial and in political terms. Participating
Member States should also ensure that their
own automatic stabilisation capacity as such is
functioning properly.

This instrument should be focused on short-
term countercyclical support and avoid net fiscal
transfers between countries over the whole
economic cycle, for instance through clawback
mechanisms. Its use should be limited to excep-
tional circumstances, in which despite originally
sound budgetary policy positions in the member
countries concerned, automatic stabilisers do
not prove sufficient to address a major econom-
ic shock.

A critical condition to develop this capacity is
to improve the coordination of tax policies be-
tween the Eurozone Member States in order to
eliminate downward tax competition which
erodes national tax bases and reduces the over-
all tax collecting capacity of the Eurozone and
of the EU. Member countries should agree on a
Common Consolidated Corporate Tax Base
(CCCTB) and on minimum tax rates as a basis

4 Cf.: http://ec.europa.eu/taxation_customs/taxation/com
pany_tax/anti_tax_avoidance/index_en.htm

for a common set of rules and practices in the
field of taxation. Furthermore, tax rulings should
be regulated so that the net tax rate could not
fall under a given threshold, after applying the
rulings.

Negotiations on the implementation of a
Financial Transaction Tax are still on-going, with
the group of Member States participating in the
enhanced cooperation process now being effec-
tively reduced to ten. In October 2015, the
Council reached agreement on automatic ex-
change of information on tax rulings. The
Commission undertook a public consultation on
re-launching the Common Consolidated
Corporate Tax Base® and committed to present
a proposal during 2016. In January 2016, the
Commission presented an Anti-Tax Avoidance
Package® which puts forward measures that can
be implemented through national law and im-
proved cooperation among countries even be-
fore a CCCTB is enacted.

The instrument would complement the role
of the Banking Union (still to be completed by a
deposit guarantee mechanism), of the European
Stability Mechanism and of the ECB, while also
restoring the credibility of the “no bailout”
clause. The more effective its capacity will be in
the early stages of an economic shock, the less
likely these other sources of financial support
would be needed as the economic situation
would be prevented from deteriorating early on.

> Cf..  http://ec.europa.eu/taxation_customs/taxation/com
pany_tax/common_tax_base/index_en.htm
6 Cf.. http://ec.europa.eu/taxation_customs/taxation/com
pany_tax/anti_tax_avoidance/index_en.htm
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A new scheme to boost structural convergence

Given the degree of divergence between
Eurozone countries, a new scheme should be
developed within the frame of the EU budget to
boost structural convergence and potential
growth by supporting a combination of target-
ed reforms and investments. This should also
contribute to address the Eurozone periphery’s
social emergency. A very small embryo of such
a scheme has in fact already been created in the
form of the € 6 billion Youth Employment
Initiative, helping to finance the Youth
Guarantee’s implementation in regions with
high youth unemployment rates. This positive
practice should be reinforced as well as broad-
ened to other key areas, such as re-training
plans for long-term unemployed, the moderni-
sation of public administrations, or the improve-
ment of national innovation systems. The expe-
rience with the YEI shows that such instruments
need to be more flexible in order to be effective.
This scheme should therefore be able to finance
even basic public expenditure which every ad-
vanced economy vitally needs, for instance
teachers’ salaries or basic medical supplies.

The dedicated budget line for the Youth
Employment Initiative only received funding
in 2014-15, meaning that from 2016 onwards,
new financial resources for the implementation
of the Youth Guarantee need to be drawn from
existing allocations of the European Social Fund
(2014-20) and from national budgets. Additional
financing for the Youth Employment Initiative
will be one of the major topics for the mid-term
review of the EU’s Multi-Annual Financial
Framework.

In November 2015, the Commission pro-
posed redirecting some € 120 millions of tech-
nical assistance resources under the structural
funds into a new Structural Reform Support

Program which could be implemented by the
Commission in a more flexible way, responding
to current political priorities. The legislative pro-
posal is being examined by the European
Parliament and Council.

Conclusion

The key to understand the outstanding reform
needs for the Eurozone is to grasp the com-
bined role of both cyclical and structural policy
in achieving sustained prosperity and stability
over time across the whole of the Eurozone, and
to do so within a sustained dynamic of struc-
tural convergence. The EMU will neither emerge
well from this crisis nor properly manage future
shocks by relying essentially on a narrow agen-
da of structural reforms within fiscal constraints.
Reforms are needed, but in a broad way —they
must drive such structural convergence, as
much as they must drive competitiveness. They
should also be stimulated by financial incentives
to support reforms in countries that are prop-
erly engaging to make them happen.

They have to be accompanied and support-
ed by more effective cyclical policy manage-
ment. The Eurozone must be endowed with
some form of asymmetric shock absorber as a
last resort, in order to secure ultimate stability
and to build up utmost confidence in its resil-
ience. However, this must happen without cre-
ating permanent transfer mechanisms between
Member States and while securing the good
functioning of national automatic stabilisers as
the standard way to address asymmetric shocks.

Furthermore, the EMU needs to improve its
common macroeconomic steering capacity over
the longer run. This is particularly important in
the field of investment and with regard to mac-
roeconomic imbalances, which must address
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destabilising deficits and surpluses among
Member States with equal force. Good macro-
economic policy should also include a proper
understanding and use of the area’s aggregate
fiscal stance, in order to ensure proper demand
management over economic cycles.

Economic cohesion, convergence and com-
petitiveness cannot be achieved without a
strong social dimension. The achievement of
social progress within and among Euro member
states through a well-organised process of
structural convergence must become a guiding
policy principle of the future EMU, including a
decisive reduction of inequalities. This will make
it more robust economically and politically.
Common social standards and a common con-
solidated corporate tax base to prevent a social
and a fiscal race-to-the-bottom between
Eurozone and EU countries are fundamental in
this respect. This must go hand-in-hand with
deeper social dialogue on Eurozone issues.

Such stronger and re-balanced economic
governance will need to be gradually built on a
comprehensive fiscal capacity, financed by own
resources and able to borrow, and on solid dem-
ocratic legitimacy and control at European and
at national levels. A new approach to debt man-
agement aiming at long-term sustainability
should become part of this new configuration.

Beyond this internal set of challenges, the
Eurozone also needs to address the overall glob-

al challenges, in order to manage its transition
to a new growth model and to build a sound
and stable international currency. As a currency
zone within European Union, EMU must play its
part in influencing global and geo-strategic bal-
ances, which requires a unified external repre-
sentation in the key international institutions
and fora.

While EMU reforms are necessary now, the
political context does not allow for a complete
and speedy implementation within the short
run across the whole range of necessary chang-
es. In certain areas, it is essential to formulate
and uphold a high level of ambition, while ac-
cepting to move ahead gradually. In this respect,
the possibilities provided by the existing Treaties
to act within a clear Community framework
should be exploited to the full, including a num-
ber of options to address needs of differentiated
integration at EMU level, while remaining open
to non-euro countries. Simplified and ordinary
treaty change procedures shall be put at the end
of the cycle of EMU reform.

The European Council must draw the full les-
sons from a crisis which is not yet resolved and
which even endangered the very survival of the
Eurozone, leaving a heavy economic, social and
political legacy behind it. The future of EMU
now requires a new sense of political vision and
commitment, which the forthcoming joint
Presidents’ report should inspire.

"






Inequality in Europe:

Michael Dauderstadt

Inequality in Europe has many dimensions and a
long history. People or countries differ in many
and diverse ways (power, income, wealth, life
expectancy, among many others) and show ac-
cordingly diverse forms of inequality. Politics of-
ten distinguish between equal opportunities,
equal performance and equal results. This essay
focuses mainly on income inequality. Inequality
has three main dimensions in Europe: within
Member States, between Member States and in
the European Union (EU) as a whole. But even if
we focus strictly on income inequality, caution is
required, since income and prosperity, their de-
velopment and distribution, point to many
problems and pitfalls that also appear in
Europe’s development, especially from an inter-
national point of view. Firstly, a differentiation
should be made between the dimensions taken
into consideration (market or disposable income
based on purchasing power or on the exchange
rate) and the units compared (countries, re-
gions, households, productive resources).

unequal trends

Indicators

The Gross Domestic Product (GDP) will be the
most important indicator in this research.
Nonetheless, an international comparison
should take into account the effect of the ex-
change rate and inflation. Accordingly, when
comparing real incomes, a measurement using
purchasing power parities (PPP) makes more
sense than a comparison at exchange rates. The
income per head in PPP is usually higher in poor-
er countries than the one measured in exchange
rates, since many things are cheaper there. The
cost of rent and services is usually lower in poor-
er countries (due to lower wages), while prices
of tradable goods don’t show such a difference.
In the context of a catch-up process, when the
development level of a poorer country comes
closer to that of the richer ones, a real revalua-
tion usually takes place, mostly combined with
a nominal currency appreciation and a higher
inflation rate, thus tending to reduce the differ-
ence between the purchasing power and the
exchange rate.
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However, the GDP per head expresses only a
part of reality. It neglects non market-related
costs and benefits (leisure, environment, house-
work, informal sector, access to public goods).
In this sense, the large distance between the
German (European) and the US (American) GDP
per head is largely attributable to more hours
worked per head, while the added value/hour
(hourly productivity) is not that different be-
tween the USA and Germany or France.

The other flaw of GDP per head lies in the
fact that it disregards distribution, which can be
calculated with inequality indicators such as the
Gini coefficient, the quintile share ratio (580/20)
or the wage share for the functional distribution
in order to get a more complete picture. The
Gini coefficient is a value between 0 and 1
(sometimes also normalised at 0 and 100). 0
corresponds to a fully equitable distribution and
1 (or 100) to a situation in which the whole
population income would go to one single per-
son and nothing to the rest. The quintile share
ratio indicates the income ratio of the richest
fifth to the poorest fifth of the population.
Regardless of inequality, there is the poverty
rate, which indicates the percentage of popula-
tion which earns less than 60 per cent of the
median income. In order to take into account
the effect of public redistribution, we should
consider not only the distribution of the market
income but also the one of disposable income
(after tax and transfers) and the social expendi-
ture ratio.

Development of inequality between
countries
The area of the present Member States of the

European Union (EU) has gone through a rather
varied history of inequality in the past. The EU
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was quite homogeneous at the moment of its
foundation as the EEC of the Six, with the ex-
ception of Southern Italy. The first enlargement
incorporated only Ireland as a poor country,
which in 1999 had already developed and be-
come the second richest country in the EU,
even though this spectacular catch-up process
really only started about 20 years after its ac-
cession. Its income per head has overcome the
EU average by far and belongs today to the
leading group of the EU. Only the southward
enlargement (Greece in 1981 and Spain and
Portugal in 1986) seriously brought up the
problem of regional inequality on the agenda.
While Greece fell behind relatively to the EU av-
erage in the first years, Portugal and Spain were
able to catch up after their accession. In the
“EFTA enlargement” in 1995, the three coun-
tries that joined were relatively rich anyhow.

Inequality grew dramatically with the east-
ward enlargement, especially in the second
round in 2007, when Bulgaria and Romania,
two large and poor countries became Member
States. Croatia (accession in 2013) already
ranged at the level of the countries of the first
eastward enlargement round regarding income
per head. In 2013, the EU-28 average GDP per
head amounted to €23,200 (and in the Euro
area to €25,400). But in the poorest EU Member
State, Bulgaria, the income per head reached
only€3,800 per year; in the richest (Luxembourg)
€62,400, that is, over sixteen times higher.
Income in most new Member States in Central
and Eastern Europe (CEE) lies below €10,000;
in the Mediterranean periphery, between
€14,000 and €20,000; in the Scandinavian
countries, UK, Ireland, Germany, Austria and
the Netherlands, over €30,000.

Inequality turns out to be lower when in-
come is not compared in a common currency
but in purchasing power parities (PPP). The pur-



chasing power of a Euro is clearly higher in all
poor countries than in the rich EU countries or
in the EU average. This purchasing power com-
parison becomes especially interesting from the
point of view of harmonising living conditions.
Measuring income per head in purchasing pow-
er parities, reduces these differences. In Bulgaria,
for example, it means that income rises up to
€12,000. The income ratio between Bulgaria
and Luxembourg “improves” to five.

But these considerable differences largely
change, since some countries grow faster than
others. In Chart 1, countries are classified from
left to right according to their income per head
in the year 2000. It clearly shows how growth
rates are very different in the last years. The
growth trend was higher in the poor countries,
showing a degree of beta-convergence' within
the EU. Nevertheless, the extremely weak growth
in the middle, composed by Greece, Spain,
Portugal, Cyprus and ltaly, calls for attention.

The dispersion in the real income per head
has increased from 2000 to 2007 and then
again slightly decreased. This means that the
sigma-convergence happens only to a certain
extent. Indeed, the ratio of income per head be-
tween the richest and the poorest Member
States (Luxembourg and Bulgaria respectively)
has improved from almost 9 to approximately
7.5 (cf. in depth Dauderstadt 2014).?

For a closer analysis, we can focus on three
groups of countries in the chart and see the dif-
ferences between their growth processes in the

' A difference is made between beta- and sigma-conver-
gence. Beta-convergence happens within a group (i.e., EU)
when those of its units with the lowest starting level grow
faster than those with the highest starting level. Sigma-con-
vergence happens when the dispersion (standard deviation)
within the group decreases (cf. Dauderstadt, 2014).

2 Dauderstadt Michael: Konvergenz in der Krise. Europas
gefédhrdete Integration. Bonn: FES, 2014.
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entire 2000-2014 period, as well as in both the

2000-2008 and the 2008-2014 phases, since

the financial market crisis and the great reces-

sion have led to very different development lev-
els in each case:

— The richer North-West: the twelve countries
that were already rich in 2000 (with an in-
come per head of over €20,000 in the year
2000). The founding members of the EU/
EEC and the countries of the 1972 and 1995
enlargements belong to this group.

— The poorer southern periphery: the three
countries of the southward enlargement
(with an income per head of over €13,000
in the year 2000).

— The poorer East: the thirteen countries of the
last three enlargements (countries with an
income per head under €13,000 in the year
2000), almost all located in Central and
Eastern Europe (CEE). From the income point
of view, Cyprus and Slovenia could also be-
long to the second group.

Until the 2008 crisis, growth rates especially
in Eastern Europe, but also in the Mediterranean
countries reflected catch-up processes that had
reduced inequality between countries as their
growth rates were higher than those in the rich-
er North-Western EU. From 2008 on, the field
splits: While the countries affected by the crisis
in Southern Europe seriously fall behind be-
cause of the public debt panic and the austerity
policies, the catch-up process in the West con-
tinues. Italy and Ireland are two special cases:

— ltaly’s growth is particularly weak, which
rather puts it in the group of Mediterranean
countries affected by the debt crisis, al-
though it didnt need a financial rescue with
the corresponding conditionality. But it
shows high budget deficits, a correspond-
ingly high public debt, and price and struc-
tural competitiveness problems.
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Chart 1. Growth rates of income per head between 2000 and 2013 in percentage.

Ireland was the catch-up star in the 1990-
2007 period, and rose from being one of the
poorest countries of the old EU to being the
second richest one (measured in GDP per
head). To this end, it followed a growth
model based on foreign investments, tax
concessions and export surplus. After 2000,
Ireland retreated slowly from this successful
model (at the expense of other countries,
which lost value added and tax revenues to

Table 1. Development of real GDP 2000-2014

Change
Areas 2000-2014 | 2000-2008 | 2008-2014
Richer North and West 16.1 % 14.5 % 1.4 %
Poorer southern 13.7 % 26.8 % -10.3 %
periphery
Poorer new Member 52.4 % 43.8% 6.0 %
States

Sources: Eurostat; author's calculations.
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Ireland due to transfer pricing and other ac-
tivities of multinational corporations), and
experienced a real estate boom with a pro-
nounced increase of private debt. When this
new model imploded in the financial market
crisis and the Irish State bailed out its banks,
thus greatly increasing its debt, the result was

a deep recession. But Ireland was able to re-

turn to the previous growth model. Between

2008 and 2014, its GDP grew by 3.8 % de-

spite one setback by over 5 % between 2008

and 20009, that is, faster than the average of

the rich north-western countries.

What are the causes of these different
growth performances? The convergence behav-
iour (that is, the diminishing inequality between
countries) basically corresponds to the assump-
tions of the traditional growth theory, which
supposes that poorer countries (can) reach a



higher growth because they still have a low pro-
ductivity level due to their small capital stock
(relative to GDP). From the same theoretical
model, we could infer that developed econo-
mies show lower productivity growth due to
their modern and high capital endowment.

But history has proved this model to be ac-
curate only in exceptional cases. Globally, poor-
er countries (especially in Africa and Latin
America) have for a long time been growing
more slowly than the richer North. The Eastern
tiger economies (first Japan, then Korea, Taiwan,
Singapore and Hong Kong) were exceptions,
followed later by China and some Southern
Asian countries (Malaysia, Thailand). Catch-up
processes in the EU have also been weak for a
long time. Accordingly, Greece and Ireland fell
relatively behind right after their accession.

Along with many country-specific factors,
which can be analysed as varieties of capitalism
(cf. Hall 2015)3 (different economic policies, in-
dustrial relationships, education and innovation
systems), the consequences of the European
and global market integration should also be
held responsible for the different development
of the EU Southern and Eastern periphery. The
industry of the Southern periphery specialised in
production with low and middle level technolo-
gies and correspondingly low wages. With the
opening of Eastern Europe, China’s integration
in the world economy and the further opening
of Europe towards other global suppliers, these
countries have lost their competitive advantages
(cf. Dauderstadt 2016).4 Central and Eastern
Europe could, on the contrary, gain quite a bit
of ground thanks to low wages still in place, as

3 Hall Peter A.: Spielarten des Kapitalismus und Eurokrise.
In: WSI-Mitteilungen 4/2015, 245-5.

4 Dauderstadt Michael: Wachstumsstrategien fir Stdeu-
ropa. Bonn: FES, 2016.
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well as a relatively well trained workforce.
Another advantage was its geographical proxim-
ity to the German market, too distant in principle
for the Southern periphery. The German manu-
facturing industry also changed the structure of
its supply chains and production networks from
the South to the East and internationally.

The euro was important for this evolution
but not decisive. Some euro countries also be-
long to the group of Member States that are
rapidly growing. Membership in the Eurozone
certainly complicated the management of the
crisis in the South, where no strategically clever
solution was found for the conflict between
goals like budget consolidation, real deprecia-
tion and growth (cf. Dauderstadt op. cit.). Allin
all, growth in the Eurozone was weak due main-
ly to the restrictive fiscal policy.

In summary, it could be said that inequality
between EU countries has decreased since 2000,
thanks to a faster growth of the poorer Member
States from Eastern Europe compared to that of
the richer North Western EU countries. The de-
velopment in the South is more problematic and
has, as a perverse effect, the closing of the in-
come gap between these countries and the
poorer East, while it's opening again in relation to
the richer North. All these observations don't
take into account the inequality in the income
distribution within the countries though, a topic
we will approach in the next chapter.

The development of inequality within the
countries

Income distribution within the countries can be
described from different points of view and with
various indicators:

— The wage share.

— Regional disparity (dispersion).
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Table 2. The development of distribution indicators (average)

1999/2000 2005 2007 2009 2012 2014
Wage share (in %) 56.7 55.6 54.9 57.2 56.2 55.9
Gini (in %) 30.6 30.6 30.5 30.6 30.9
$80/520 5 5 5 5.1 52

Sources: Wage share: AMECO; Gini and $80/520: Eurostat; author's calculations.

— The Gini coefficient, the classical indica-
tor of income distribution. It varies from
0 for equal distribution to 100 for com-
plete inequality.

— The S80/S20 ratio of the richest against
the poorest income quintile (no data be-
fore 2005 for EU-27/28).

Table 2 shows a growth in the average ine-
quality within EU countries. Actually, the wage
share recovery in 2009 is a consequence of the
crisis, which led to a profit fall in some countries
(i.e. Germany), while wages remained relatively
stable. The Member States’ average changed lit-
tle for the Gini and the quintile share ratio be-
tween 2005 and 2012, but finally clearly rose
(the newest data available correspond to 2014).

Amongst the European regions, the differ-
ences are even larger than those of the average
income per head in the Member States. The rich-
est region (at the NUTS-2 level’) is the City of
London, with an income per head (in PPP) of
over €80,000, compared to 7,200 in the
Romanian border region Northeast. This is be-
cause regional income differences within
Member States are high and very often increas-
ing, since the economic activity tends to concen-
trate in growth centres, often in the capital city.
In Great Britain, the ratio between the poorest
(Wales) and the richest region is approximately
1:5, similar to that of the total EU ratio.

> NUTS (Nomenclature for Territorial Units for Statistics) is
the EU classification for the regions; NUTS 1 corresponds
to large regions like the German federal states; NUTS 2 are
smaller basic regions for regional policy measures.
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For the EU as a whole, regional inequality
has increased with a temporary reduction dur-
ing the recession (cf. also Chart 3). In each
Member State, the growth of regional inequal-
ity was even higher. In the 22 countries of the
EU-28 that are still subdivided in NUTS2 regions
(all but the six small states Luxembourg, Malta,
Cyprus, Estonia, Latvia and Lithuania), the dis-
persion (standard deviation) grew an average of
106 % between 2000 and 2011; regional ine-
quality rose a great deal in the new Member
States of the CEE (over 300 % in the front run-
ner, Romania).

The personal income distribution shows a
different result if we take data for a longer pe-
riod of time (as of around 1985) and from an-
other source (OECD). In many EU countries, the
Gini coefficient has clearly increased. Table 3
presents an overview. It's worth pointing out the
strong growth of inequality in the Scandinavian
countries, Finland, Sweden and Denmark, but
also in Germany. Among the countries listed by
the OECD, the only country with a diminishing
inequality is Greece (this could have changed
after 2012, though).

If we choose the S80/520 ratio as a measure,
in 2004 it was below four in Sweden, Finland,
the Netherlands and Belgium, but also in
Slovenia, Slovakia or the Czech Republic; over
six in Latvia, Lithuania, Estonia, Portugal,
Greece, Spain, Bulgaria and Romania, which
presented the highest inequality level with a
rate of 7.2.in 2014, the second highest inequal-
ity corresponded to Spain with a 6.8. The EU
inequality average grew slightly between 2005
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Table 3. Development of the Gini coefficient in selected EU countries

Gini in the base
Country year Gini the latest available year Change in %
Belgium 1983 0.257 2011 0.264 2.7
Denmark 1985 0.221 2012 0.251 13.6
Germany 1985 0.251 2012 0.291 15.9
Finland 1987 0.209 2013 0.262 254
France 1984 0.3 2012 0.306 2.0
Greece 1986 0.352 2012 0.338 -4.0
Italy 1984 0.291 2012 0.325 1.7
Luxemburg 1986 0.247 2012 0.299 21.1
Netherlands 1985 0.272 2013 0.278 2.2
Sweden 1983 0.198 2012 0.274 38.4
Czech Republic 1992 0.232 2012 0.251 8.2
Hungary 1991 0.273 2013 0.288 5.5
United Kingdom 1985 0.309 2011 0.344 1.3

Source: OECD; author’s calculations.

and 2014, as measured by the quintile share ra-
tio S80/520, but this growth took place after
2008. In the countries with a positive develop-
ment (upper part of Table 4), there was an im-
provement until 2008, while those countries
whose inequality increased, went through it
especially after 2008 (with the exception of
Germany, whose inequality grew until 2008 due
to the “agenda” policy). Otherwise, the growth
phase until the crisis showed a decreasing ine-
quality in total, which tended to increase after-
wards.

The highest growth (by 1.3) appeared in
Spain and Germany; corresponding, in Germany,
to an increase of 34.2 %; in Spain, of 23.6 %
compared to the values in 2005 (Germany: from
3.8 to 5.1; Spain: from 5.5 to 6.8). If we meas-
ure the percentage growth since 2005, Germany
becomes the EU front runner, even if many
countries have a higher inequality level. The
strongest raises appear in the Scandinavian
countries as well as in the crisis countries Greece
and Cyprus (since 2008). Poland shows the
most successful reduction of inequality. Table 4
presents a detailed overview.

Remark: no 2005 data available for the lat-
est accession countries Bulgaria, Romania and
Croatia.

All inequality values studied up to now refer
to disposable income, that is, after tax and
transfers (as household income normally con-
verted to equivalised income®). The inequality
amongst the “pure” market income is clearly
higher. Income distribution is affected by social
expenditure and the system of taxes and fees
which finances said expenditure. The following
Table 5 shows the income distribution based on
OECD data —measured with the Gini coeffi-
cient— before and after the redistribution due to
tax and transfers. Countries are arranged in as-
cending order according to their level of ine-
quality after the redistribution. The distribution
of the market income (before the redistribution)
is clearly more uneven than the distribution of
the disposable income (after the redistribution).

It implies an emphasis on the people in the household,
in order to calculate the effect on prosperity of shared flats
and expensive consumer goods like cars, fridges, washing
machines, etc.
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Table 4. Development of inequality (S80,/S20) 2005-2014

Country Level Difference Change in %
2005 2008 2014 2014-2005 2005-2008 2008-2014 2014-2005

Poland 6.6 5.1 4.9 -1.7 -1.5 -0.2 -25.8
United Kingdom 5.9 5.6 5.1 -0.8 -0.3 -0.5 -13.6
Lithuania 6.9 6.1 6.1 -0.8 -0.8 0 -11.6
Portugal 7 6.1 6.2 -0.8 -0.9 0.1 -11.4
Ireland 5 4.4 4.7 -0.3 -0.6 0.3 -6.0
Czech Republic 3.7 34 35 -0.2 -0.3 0.1 -5.4
Belgium 4.1 3.8 -0.2 0.1 -0.3 -5.0
Netherland 4 4 3.8 -0.2 0 -0.2 -5.0
Latvia 6.7 7.3 6.5 -0.2 0.6 -0.8 -3.0
Finland 3.6 3.8 3.6 0 0.2 -0.2 0.0
Slovakia 3.9 3.4 3.9 0 -0.5 0.5 0.0
Malta 3.9 4.3 4 0.1 0.4 -0.3 2.6
Hungary 4 3.6 4.2 0.2 -0.4 0.6 5.0
Italy 5.6 5.2 5.8 0.2 -0.4 0.6 3.6
Austria 3.8 4.2 4.1 0.3 0.4 -0.1 7.9
France 4 4.4 4.3 0.3 0.4 -0.1 7.5
Slovenia 3.4 3.4 3.7 0.3 0 0.3 8.8
Luxemburg 3.9 4.1 4.4 0.5 0.2 0.3 12.8
Denmark 3.5 3.6 4.1 0.6 0.1 0.5 17.1
Estonia 5.9 5 6.5 0.6 -0.9 1.5 10.2
Sweden 33 3.5 3.9 0.6 0.2 0.4 18.2
Greece 5.8 5.9 6.5 0.7 0.1 0.6 12.1
Cyrpus 43 4.3 5.4 1.1 0 1.1 25.6
Gernany 3.8 4.8 5.1 1.3 1 0.3 34.2
Spain 5.5 5.6 6.8 1.3 0.1 1.2 23.6
Croatia : 5.1

Bulgaria 6.5 6.8 0.3

Romania : 7 7.2 0.2

Source: Eurostat; author's calculations.

Remark: no 2005 data available for the latest accession countries Bulgaria, Romania and Croatia.

In almost every EU Member State, this improve-
ment in the Gini coefficient is higher than the
OECD average, which points to a higher redis-
tribution degree in the EU. It must be said that
some Member States are less redistributive than
others, as clearly shown in the last column,
which indicates the difference between both
Gini coefficients. They also include the countries
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in the Southern periphery (Spain, Portugal, Italy;
there isn’t enough data about Greece).

The share of social benefits in the GDP is an
indicator of the state’s efforts to correct market
results. We don’t see any convergence in the EU
social protection ratios (cf. Table 6). Romania
and the other new Member States, which have
the lowest rate, are catching up a little but only
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Table 5. Modification of income distribution through redistribution.

Gini disposable income Gini market income Difference

Slovenia 0.2296 0.3723 0.14
Denmark 0.2433 0.3744 0.13
Czech Republic 0.2532 0.3804 0.13
Slovakia 0.2534 0.3628 0.11
Belgium 0.2563 0.4081 0.15
Finland 0.2584 0.4031 0.14
Sweden 0.2588 0.3680 0.11
Austria 0.2607 0.4062 0.15
Hungary 0.2791

Ireland 0.2892

Luxemburg 0.2915 0.4363 0.14
France 0.2920 0.4310 0.14
Netherland 0.2972 0.3908 0.09
Germany 0.3000 0.4197 0.12
Estonia 0.3056 0.3889 008
Greece 0.3067

Poland 0.3097 0.4348 0.13
Spain 0.3130 0.4052 0.09
Italy 0.3342 0.4647 0.13
United Kingdom 0.3446 0.4559 0.11
Portugal 0.3467 0.4581 0.11
OCDE-29 0.3041 0.4073 0.10

Source: OECD (2011).

a few overcome the 20 %-mark and only rarely
(with the exception of Slovenia). On the other
hand, there are some welfare states (i.e.
Scandinavia) whose high rate continues to
grow. The high growth in the austerity countries
Greece, Spain, Portugal and Ireland is conspicu-
ous (the rate between 2000 and 2011 has more
than doubled!).

Poverty remains in close relationship with in-
equality. In the EU, the poverty rate is defined as
the population share that has less than 60 % of
the median income at its disposal. As shown in
Table 7, poverty rates in the EU present a high
dispersion. While the rate lies mostly under 20 %

in the rich countries, it grows in Bulgaria and
Romania up to over 40 %. The dispersion has
receded since 2005, but the ratio decrease be-
tween the highest and the lowest rate is main-
ly due to the relatively strong decline of the
poverty rate in Bulgaria, from over 60 % to
under 50 %.

Poverty rates closely correlate to social pro-
tection expenditure. Bulgaria and Romania be-
long to the group of Member States with the
lowest share of social expenditure in the GDP
(clearly under 20 %), while richer countries
spend around 30 % of the GDP in social protec-
tion. Notwithstanding, this indicator should be
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Table 6. Development of the social protection ratio 2000-2011

2000 2002 2004 2006 2007 2008 2009 2010 2011
Standard deviation 5.5 5.8 6.1 6.0 5.9 5.6 5.7 5.6 6.0
Minimun 13.0 12.7 12.8 12.1 11.3 12.7 16.9 17.6 15.1
Maximun 29.9 31.3 31.6 31.2 30.9 313 34.7 343 34.2
Max/min 2.3 2.5 2.5 2.6 2.7 2.5 2.1 1.9 2.3

Source: Eurostat and author's calculations.

treated with caution. A lower share can also
stem from lower social needs (lower unemploy-
ment or a more convenient demographical
structure of the population). In this sense, the
social protection ratio, that is, the share of social
expenditure in the GDP, strongly increased in
the huge 2009 recession to subsequently de-
scend again (cf. Table 6).

Within the Member States, inequality has
grown mainly in the last twenty years. It could
most clearly be observed in the new Member
States: they had equitable income distributions
before the political change which became clear-
ly unequal during their transformation towards
the market economy. Nevertheless, the societies
of some CEE countries are still the least une-
qual. Some countries were able to slow down
this process and slightly reverse it. Still, inequal-
ity is even higher if we take market income into
consideration, since the tax system and the wel-
fare state redistribute income so that inequality
of disposable income stays much lower. The
most important redistribution mechanism is the
pension system, which causes the size of redis-
tribution to stay lower in countries with funded

Table 7. Development of the poverty rate 2005-2014

pensions (i.e. the Netherlands) (where pensions
are regarded as market income).

Market income inequality rises mainly
through globalisation, technological progress
and the weakening of trade unions. Both a de-
creasing wage share and a higher wage gap
(strongly and disproportionally increasing in-
comes for top managers and bankers) intensify
inequality. The growing importance of wealth
(in relation with the GDP) and its increasing con-
centration are other important causes (Piketty
2013). The increasing inequality of the dispos-
able income is caused by the ‘reforms’ in the tax
system and the welfare state. Top tax rates and
the taxation of wealth and inheritance were
lowered in many countries, while pensions and
other transfer incomes were reduced or not
adapted to the development of prices and in-
come.

The development of Europe-wide inequality

The to-date existing inequality data doesn’t say
much about the EU as a whole, because the

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Maximun 46.3 61.3 60.7 44.8 46.2 49.2 49.1 49.3 48 40,2
Minimun 9.6 12.3 12.1 8.7 9.0 9.4 9.3 9.3 9.0 7,4
Max/min 4.8 5.0 5.0 5.2 5.2 5.2 5.3 53 53 54
Standard deviation 8.8 10.3 10.2 7.8 8.1 8.3 8.3 8.4 8.1 7,0

Source: Eurostat and author’s calculations.
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internal distribution is relatively unimportant
for the income distribution in the whole
European economic area. lts development is
dominated by the income differences between
countries, and their development by the diverse
growth rates of the corresponding national
economies.

In order to gain an image of the real inequal-
ity in the EU, the development of income distri-
bution between and within states needs to be
connected. A good tool could be the quintile
share ratio (S80/S20), since Eurostat, the
Statistical Office of the EU, calculates the in-
come per head of every population quintile in
every Member State in Euros and PPP.

INEQUALITY IN EUROPE: UNEQUAL TRENDS

Nevertheless, the 5.2 indicated by the EU as
mean value for the EU-28 (2014; see Table 2),
is calculated by a wrong method and thus se-
verely underestimates the real inequality in the
EU. Eurostat calculates this quintile share ratio
precisely as the average (weighted by popula-
tion) of all national S80/520 values. This ap-
proach assumes that the richest (or the poorest)
EU-quintile (about 100 million people) is com-
posed by the richest (or the poorest) quintiles of
all Member States. In fact, the poorest 100 mil-
lion mainly live in CEE, especially in Romania
and Bulgaria, where not only a fifth but closer
to four fifths of the population belong to the
poorest EU-quintile (see Tables 8 and 9).

Table 8. The poorest (light grey) and richest (dark grey) EU-quintiles (in €).

2013 Income per capita in €

Member State Q1 Q2 Q3 Q4 Q5
Bulgaria 1123 2129 2942 3960 7389
Romania 721 1450 2071 2828 4759
Latvia 1902 3386 4696 6648 12017
Lithuania 1953 3398 4676 6419 11785
Poland 2380 3923 5184 6782 11602
Estonia 2859 4847 6595 9100 15824
Hungary 2271 3585 4542 5724 9511
Slovakia 3415 5506 6765 8409 12231
Czech Republic 4503 6406 7708 9544 15308
Portugal 3425 6177 8222 11095 20568
Greece 2873 5716 8212 10846 18846
Malta 5998 9099 12045 15371 24664
Spain 4986 9765 13590 18472
Slovenia 6020 9476 11865 14536
Italy 6167 11558 15737 20590
Cyprus 8113 12117 15874 21233
Germany 9324 15176 19607 25355
France 10905 16618 21039
Belgium 10662 16520 21511
United Kingdom 8982 14078 18691
Austria 10642 17519 22128
Finland 12704 18590 23376
Netherland 11342 16929 20882
Sweden 12832 20860
Ireland 9633 14916
Denmark 12518 21343
Luxemburg 16239 24987

Source: Eurostat and author’s calculations.

Remark: both underlined quintiles are included in the corresponding EU-quintile only in proportion.
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Table 9. The poorest (light grey] and richest (dark grey) EU-quintiles (in PPP)

2013 Income per capita in PPP

Member State Q1 Q2 Q3 Q4 Q5
Bulgaria 2292 4345 6003 8081 15081
Romania 1346 2685 3834 5237 8813
Latvia 2671 4756 6596 9337 16877
Lithuania 3075 5350 7364 10109 18559
Poland 4265 7031 9291 12154 20792
Estonia 3661 6206 8445 11652 20262
Hungary 3804 6006 7608 9588 15932
Slovakia 4921 7933 9748 12117 17624
Czech Republic 6555 9325 11220 13893 22282
Portugal 4213 7598 10113 13647
Greece 3221 6409 9206 12159
Malta 7271 11029 14600 18631
Spain 5333 10444 14534 19756
Slovenia 7244 11403 14278 17493
Italy 5976 11200 15249 19951
Cyprus 8876 13257 17367
Germany 9114 14835 19166
France 9932 15134 19162
Belgium 9622 14910 19414
United Kingdom 7838 12285 16310
Austria 9927 16342 20642
Finland 10320 15101 18989
Netherland 10209 15238 18796
Sweden 9750 15851 20080
Ireland 9633 14916 19893
Denmark 8980 15310 19304
Luxemburg 13376 20583

Source: Eurostat and author’s calculations. Remark: both underlined quintiles are included in the corresponding EU-quintile only in proportion.

Tables 8 and 9 show the combination of the
inequality within and between countries. In the
rows, we can see the national quintile share ra-
tios that result from dividing the income in the
richest quintile (Q5) by the income in the poor-
est quintile (Q1). The gap between the richest
and the poorest quintile in the EU as a whole is
huge. At exchange rates, the ratio of the
Romanian Q1 to the Luxembourger Q5 is €727
to €74,516, which means more than a hundred
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times higher and even forty-five times higher in
purchasing power parities! It must be said that
this valuation doesn’t take into account the dis-
tribution within the quintile either.

To correct this wrong Eurostat approach, by
arranging national quintiles by income per head
and subsequently adding as many national
quintiles to the richest EU-quintile from the top
and to the poorest quintile from the bottom (as
in Tables 8 and 9), until we had 100 million
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Chart 2. Development of inequality in the EU.

people altogether, we obtain more realistic and
clearly higher values, as shown in Chart 2. The
values measured in purchasing power parities
also remain under those calculated in Euros (ac-
cording to the exchange rates). The value for
the EU-27 was 9.5 in 2013, 6.2 in purchasing
power parities. The corresponding values for
other large countries are 4.9 for India, 7.3 for
Russia, 8.4 for the USA and 9.6 for China.” At
least in relation to exchange rates, the EU eco-
nomic area is characterised by higher income
disparities than the corresponding national
economies. In the course of time, we observe a
significant decrease of inequality until 2009 that
shortly increases during the recession to finish
up in a stagnant development (see Chart 2).
Aside from comparing people, households
or groups Europe-wide as we do when compar-
ing quintiles, we can study regions as well. It

7 According to the UN Human Development Report (http:/
hdr.undp.org/sites/default/files/reports/14/hdr2013_en_
complete.pdf).

must be said that income differences within re-
gions are usually higher that within income
quintiles; by definition, those are composed by
similar people or households inside specific in-
come levels. In order to keep the number of re-
gions manageable, we’ll concentrate only on
the EU NUTS2 regions. As already mentioned,
the dispersion of the regional income per head
has increased between 2000 and 2012 (cf.
Chart 3). The dispersion decreased only in the
period 2008-09 due to the crisis.

It's also possible to build the poorest and the
richest quintile by using regions, by classifying
the NUTS-2 areas according to their income per
head and taking again as many regions from the
poorest or the richest respectively as necessary
to reach approximately 100 million inhabitants.
This results in a regional S80/520 ratio of almost
4 in the year 2000 and 2.8 in 2011. Here again,
the catching-up development in the CEE leads
to a reduction of inequality. Nevertheless, re-
gional inequality has increased in total, since —as
opposed to the study of quintiles— the increase
in inequality between regions within countries is
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Chart 3. Development of the dispersion (standard deviation) of the regional income per head (in €).

higher than the decrease in the inequality be-
tween countries.

If the Europe-wide inequality were measured
by forming the EU quintiles with approximately
100 million people each through different ways
and subsequently calculating the ratio between
the income of the richest and the poorest quin-
tile, we would obtain other S80/520 values, de-
pending on the approach.

1. If we added up complete countries (or parts
of them) so as to form the EU quintiles, we
wouldn't take into account the inequality
within each one of those countries.

2. If we added up regions so as to form the
EU quintiles, we wouldn’t take into ac-
count the inequality within each region.

3. If we added up the poorest and the rich-
est quintiles of every country, in the same
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way the official Eurostat value does, we
wouldn’t take into account the inequality
between countries.

4. Our approach (Tables 8 and 9; Chart 2)

takes both dimensions into consideration
(1 and 3).

The following Table 10 shows an overview
of the different approaches and their resulting
values and modifications. In the 15t and the 4%
approach, values are shown in purchasing pow-
er parities (PPP) and exchange rates (€).

The Europe-wide inequality has decreased in
all approaches except in the official (methodi-
cally wrong) Eurostat value, in which the grow-
ing internal inequality of the states controls the
trend because catch-up processes are not taken
into account.
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Table 10. The different dimensions of the Europe-wide inequality [quintile share ratio)

Level Indicator (580/520) Earliest Year Last Year

1. Neglecting inequality within countries 2.6 (PPP) 2005 2.0 (PPP) 2014
5.4(€) 3.7 (€)

2. Neglecting inequality within regions 4 (PPP) 2000 2.8 (PPP) 2011

3. Neglecting inequality between 5 (PPP) 2005 5.2 (PPP) 2014

countries (Eurostat value)

4. Considering both inequalities 7 (PPP) 2007 6.2 (PPP) 2013

11(€) 9.6 (€)

Policy against inequality

In view of these findings, any policy for more
equality in Europe faces various challenges: while
Central and Eastern Europe should continue to
grow “just like that”, growth needs to be stimu-
lated anew in Southern Europe. The most signifi-
cant dangers threaten the states from inside
through the deterioration of the regional, per-
sonal and functional income distribution.

Before diminishing inequality between the
states, the poorest EU Member States need, first
and foremost, to show a high and stable
growth. Since Ireland’s accession in the 70s, the
EU has been creating a regional and structural
policy to this aim, which adds up to approxi-
mately 40 % of the EU budget which, however,
measures less than 1 % of the EU GDP. The ef-
fects of this policy are controversial. Usually,
poor regions have scarcely caught up inside
their countries. Within the EU as a whole, re-
gions in poor countries have taken advantage of
their catch-up growth though. The Italian
Mezzogiorno or Eastern Germany are a testi-
mony to the limited effectiveness of massive
European and national programmes. The Irish
model (cf. above) can't be used as an example
for the whole European periphery, since the di-
mensions needed to this extent, that is, foreign
direct investments per inhabitant and profits
transferred to avoid taxes, are completely unre-
alistic.

Instability in the supply of capital has proven
to be the most significant risk for the catch-up
process, as seen in the financial crisis as well as
globally before in the Asian crisis. On the do-
mestic side, it's possible to take preventive
measures in the framework of a clever financial
market policy that imposes limits to speculative
investments and indebtedness in foreign curren-
cies. High current account deficits should give
way to restricting the credit expansion, examin-
ing the wage development and to taking meas-
ures to increase the structural competitiveness
through better training and innovation.
Inversely, surplus countries should reinforce
their domestic demand. The EU should entrust
the periphery’s supply of capital less to the mar-
kets and politically manage flows, i.e. through
investment programmes. Europe needs a vision-
ary industrial policy (Aiginger 2015).2 The EU
should develop towards a transfer union with a
greater emphasis on the EU budget and with an
European insurance against unemployment.

Southern Europe must change its economic
policy priorities: more employment, innovation
and a modernisation of the productive structure
instead of budget consolidation (Dauderstadt
2016). The Euro area must steer its savings to-
wards its own welfare increasing projects and,

& Aiginger Karl: Industriepolitik als Motor einer Qual-
itatsstrategie mit gesellschaftlicher Perspektive. In: WSI-
Mitteilungen 7/2015, 507-15.
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moreover, make maximal use of its fiscal policy
margins for manoeuvre (Truger 2014).° It must
be said that the main blunder, the wrong reac-
tion to the sovereign debt panic in 2010, is al-
most impossible to correct. It is particularly wor-
risome that inequality inside the society also
increases in the course of the austerity policy
which harms growth.

In order to combat the growth of inequality
within the EU states, a counter strategy should
both contemplate the distribution of market in-
come and improve the effectiveness and effi-
ciency of redistribution. Mostly labour market,
social and tax policies need to be redesigned
(Atkinson 2015).1°

In order to improve the distribution of mar-
ket income, the labour market regulations need
to be improved so as to reduce the share of low-
paid activities. Statutory minimum wages could
contribute to it. The rights of the trade unions,
weakened over decades, should be reinforced
again. A more aggressive policy towards full
employment would raise the de facto market
power of employees. Competition policy must

° Truger Achim: Austerity cyclical adjustment and the re-
maining leeway for expansionary fiscal policies in the Euro
area. IMK Working Paper 140, 2014.

19 Atkinson Richard: Inequality. What can be done? Cam-
bridge/London: Harvard University Press; 2015.
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control the sectors with high monopoly rents.
The globalisation and the technological pro-
gress, both of which give impulse to inequality,
are not forces of nature, but politically con-
trolled and controllable. In this respect, the state
must place greater value on distribution goals.

The redistribution of market income can
clearly be improved without letting growth and
employment suffer (Ostry et al. 2014).""'? To
this end, the tax policy must again charge more
on high incomes and wealth, and concentrate
less on regressive taxes on consumption. Such a
policy needs a European, even a global flanking
through measures against tax avoidance and
evasion. Social policy can focus more precisely
on helping poor people and households. As for
now, its effects are often small or counterpro-
ductive, since policies are misguided. For in-
stance, taxable subsidies (i.e. for children and
families) are less regressive than tax deductible
allowances which privilege recipients with a
higher income. Social investments in education
and health raise productivity and employment.

" Table 5 above also shows that the effectiveness of re-
distribution between countries presents significant differ-
ences, pointing thus to potentials for improvement.

12 Ostry Jonathan, et al. Redistribution, Inequality and
Growth. IMF Discussion Note Washington; 2015.



Refugees: Europe sits
on Its hands In response

Estrella Galan and Paloma Favieres

Introduction

If the 60 million refugees scattered around the
world today were gathered together under the
umbrella of a single state, it would be the world's
twenty-fourth largest in terms of population
with only slightly fewer citizens than Italy. An in-
credible 60 million human beings have become
nameless “pariahs”: men, women, children and
seniors who have been reduced to mere statis-
tics. These are people who have lost everything
they might have once had. Everything, that is,
but their dignity.

A number of such a magnitude —60 mil-
lion!- does not materialise overnight. The hu-
manitarian crisis we are now witnessing at the
gates of Europe is nothing new and, even more
tragically, was entirely foreseeable. Human
rights organisations have been pointing out the
severity of the situation to anyone who would
listen for some time. The intensification of a
number of conflicts over the past few years,
particularly those in Middle Eastern and African
countries such as Syria, Iraq, Afghanistan,
Sudan, Somalia, Eritrea, Nigeria, Mali and the

to the tragedy

Central African Republic, as well as European
indifference regarding these problems, has
made the personal situations of many in these
countries so untenable that hundreds of thou-
sands now find themselves in need a place in
which to remake their lives.

The alarming rise in the number of people in
need of refuge is the result of uncountable vio-
lations of human rights, invasions, conflicts
emerging from animosities that have simmered
for decades, the actions of political powers
more interested in protecting their interests
than avoiding massacres, the displacement of
entire communities due to multinational corpo-
rations’ exploitation of natural resources and
the subsequent environmental contamination
of entire regions and governments that perse-
cute their countries’ social and religious minori-
ties or give free reign to paramilitary factions to
do so, permit violence against women and seek
to stifle the voices of those who question or
speak out against such practices.

The reality that as many as 60 million human
beings could be forced to flee their homes
under such circumstances in the twenty-first
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century is shocking and shameful. We must
never forget that these people did not go will-
ingly, that they did not set out in search of bet-
ter economic opportunities but in the hope of
saving their lives and reaching a destination
where they could live in peace. No one chooses
to be a refugee.

A European problem?

While no one can deny that an increasing num-
ber of refugees have been pouring into Europe
recently, their arrival by no means constitutes a
challenge we are unable to assume or, has pre-
viously mentioned, an unforeseeable event.

The prevailing perceptions that Europe is un-
der more pressure than any other part of the
world to accept these people and furthermore
lacks the resources to do so are both patently
false. To gain a truer picture of the situation,
however, we must examine it from a broader
perspective.

The reality is that only 10 % of today’s refu-
gees ever make it to what is referred to as “First
World” countries. The rest either become dis-
placed persons within their native countries or
go no farther than impoverished neighbouring
states that are socio-politically speaking quite
similar to their own.

Syria is an especially cogent example. More
than 6,000 people are fleeing this war-ridden
country every day. Since the conflict irrupted
more than five years ago, over 250,000 people
have been killed, 12,500 of which have been
minors. The number of internally displaced per-
sons in Syria has surpassed 13.5 million.

Armed conflict has a devastating impact on
children. According to United Nations Children’s
Fund (UNICEF), over 5.5 million children in Syria
are living in extreme poverty.
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Of the more than 4.2 million Syrians who
have left their country as refugees, most are
now in neighbouring states: 2.6 million are cur-
rently living in Turkey, 1.1 million in Lebanon
and another 637,000 in Jordan.

To piece together a clearer picture of the di-
mensions of the situation, we must draw a few
parallels. For the EU to have a refugee popula-
tion comparable to that of Lebanon, for exam-
ple, it would have to take in 135 million refu-
gees. The European Commission, however, has
recently made a proposal to accept 180,000, a
number that represents a mere 0.036 % of the
EU’s current population of 500 million.

Closed borders, violated rights

While old Europe is beating its chest with one
hand and condemning the dramatic conditions
under which the Syrian people are suffering,
with the other it is clinging to policies focused
on sealing its borders that deprive refugees of a
legal and safe means of entry.

At the same moment that European leaders
are haggling over the number of refugees they
are willing to accept and delaying the implemen-
tation of needed measures, they are racing to
reach agreements on the construction and rein-
forcement of border fences. The approximately
260 kilometres of cement and barbed wire bor-
der barriers that have been erected over the past
few years stand as the most visible symbol of
Europe’s spectacular lack of institutional solidar-
ity and crisis of values. Up to seven border fenc-
es have been built or reinforced in the EU in
places such as Bulgaria, Greece, Hungary, Calais,
Ceuta and Melilla for the express purpose of
blocking the flow of refugees and migrants.

This exercise has demonstrated that rather
than lowering the number of refugees trying to



make their way to Europe, greater investments
in fences and controls are only provoking ever-
higher levels of danger, death, pain and human
suffering. What else has been made patently
clear is a lack of will to provide a safe, legal
means of arriving so that refugees would not be
forced to seek ever more dangerous routes.

We must keep in mind that for the refugees,
every new border fence the EU builds supposes
a search for an alternative, inevitably longer and
more perilous route. Likewise, every time a
Member State denies a visa to a person seeking
refuge in a safe country, it creates yet another
client for mafias that engage in human traffick-
ing, as these people see the voyage as the only
way to save their lives and those of their fami-
lies.

Nevertheless, no one wants to face up to the
severity of the situation. Unfortunately, we are
seeing how borders have become spaces in
which human rights are systemically violated
with total impunity on a daily basis and the val-
ue of a refugee’s life is considered nil compared
to that of people living safely within the bound-
aries of closely guarded frontiers.

More than 25,000 people have lost their
lives in the Mediterranean over the past fifteen
years. There have been over four hundred
deaths in what is now referred to as the largest
common grave on the planet since the begin-
ning of this year alone.

Furthermore, the most tragic aspect of these
deaths is that not a single one of them was the
result of chance, an accident or a natural catas-
trophe such as a tsunami or seaquake. It is time
to reflect and take stock of the perverse policies
that are being implemented here in Europe —
measures that are forcing refugees to risk their
lives in sea voyages undertaken in perilous cir-
cumstances. For the lack of safe alternatives for
reaching Europe, refugees are being forced to

REFUGEES: EURGPE SITS ON ITS HANDS IN RESPONSE TO THE TRAGEDY

place their welfare in the hands of soulless traf-
fickers who regard human tragedy and misfor-
tune as nothing more than an opportunity to
line their pockets. We must ask ourselves what
level of responsibility for this drama is actually
attributable to the inhumane border control
policies presently being implemented.

The right to asylum should and must be rec-
ognised, above all other considerations, as an
essential protection mechanism within a system
conceived to guarantee human rights.
Nevertheless, in the EU, particularly the context
of the current “refugee crisis”, this concept is
being sweep under the rug and an overwhelm-
ing priority placed on migrant flow manage-
ment.

Since 1999, the EU has developed a series of
legal instruments conceived to underpin a fu-
ture Common European Asylum System (CEAS)
intended to harmonise national legislation con-
cerning asylum procedures, reception condi-
tions and aspects of international protection.
Nonetheless, there remain differences between
the asylum systems of EU Member States that
result in refugees being treated differently ac-
cording to the country in which they apply for
asylum.

One aspect of current Spanish asylum policy
that is seriously compromising human rights has
been the sanctioning of “border rejections” ef-
fected by means of an amendment to the first
paragraph of the Tenth Additional Provision of
Organic Law 4/2000 regarding the rights and
freedoms of foreign nationals living in Spain and
their integration contained in the first final pro-
vision of the Organic Law on Public Security.
This provision, which impedes the identification
of persons requiring international protection
and their access to asylum procedures, violates
the non-refoulement principle by which no
state is allowed to expel or return a person to a
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country in which his or her life may be threat-
ened.

The image that shook consciences

Whilst governments have continued to take a
passive and indifferent stance on the humani-
tarian crisis, average citizens have followed the
exodus in all its pathos via television news im-
ages.

But of the thousands of images they have
daily been exposed to on the topic, it was a
photo of a small child that has shaken people’s
consciences the most. The morning in early
September that little Aylan Kurdi made the
headline news, Europe’s collective heart was
wrenched. The photo of the three-year-old‘s
body washed up on a beach in Turkey, nattily
dressed in short pants, a red t-shirt and brand-
new shoes as though he might have been on his
way to his first day of school, made us realise
how much he was like our own children and
those of our neighbours.

That photo of Aylan summed up the drama
being lived out by people forced to seek asylum
out of a fear for their very lives. It also exposed
how the failure to implement adequate and fair
visa policies can drive entire families to accept
potentially deadly solutions to their problems.

Aylan’s family had come from Kobane, a city
in northern Syria located in a zone that had
fallen under IS control. The family had applied
to Canada for asylum, where the father had
relatives. When Canadian authorities rejected
their application in July, Aylan’s parents were
impelled to seek a riskier, more dangerous alter-
native —paying traffickers one thousand dollars
for room on one of the “death boats” that offer
transit to Greece. It was not death that the
Kurdis sought on the high seas but rather the
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peace and the opportunity to rebuild their lives
that had thus far remained beyond their reach.

Twelve people died on that failed journey to
the island of Kos. Six of them were children be-
tween the ages of nine months and eleven
years. Aylan and his five-year-old brother were
amongst them. Their thirty-five-year-old mother
perished as well.

Aylan is only one of the more than thousand
children who lost their lives trying to reach the
coast of Europe during 2015. According to
UNICEF and International Organization for
Migration (IOM) statistics, almost 30 % of the
refugees who have died off the Mediterranean
coast of Europe have been children. Of the one
million people who have made the crossing
since January of this year, more 20 % have been
minors.

As the heart-rending image of Aylan was re-
layed around the world, it caused a profound
transformation in collective consciousness.
Average citizens demanded that governments
provide an effective response to the refugee cri-
sis. Many political leaders changed their tack on
the issue and aligned their discourses to the de-
mand Germany had been making for months
regarding the implementation of a proportional
system of refugee quotas.

Thanks to the dramatic photo of Aylan, many
people rushed to bring blankets and food to rail-
way stations in cities such as Munich where refu-
gees were arriving in droves. Social networks
buzzed  with hashtags  such as
#LaHumanidadLlegoALaOrilla, #YoSoyRefugiado
and most especially #WelcomeRefugees, which
became a trending topic on Twitter in Spain.

Institutional response was immediate.
Spanish  Minister of Foreign Affairs and
Cooperation José Manuel Garcia Margallo went
so far as to declare that “No decent person, es-
pecially if he or she is a parent, could fail to be



moved”, and one began to perceive a shift in
political discourse. Nevertheless, when a pro-
posal was made at a July 2015 European Council
meeting to relocate 60,000 asylum seekers
(40,000 from Member States and an additional
20,000 from third countries) in the EU, of which
Spain was expected to accept 5,837, the
Spanish government immediately made a bid to
lower its quota to 2,749 to be admitted over the
following two years: 1,300 to be relocated from
Greece and Italy and 1,449 to be resettled from
Turkey and Lebanon.

With the summer over, the crisis taking on
ever-greater proportions and Greece and ltaly
having requested assistance, in September the
European Commission proposed the relocation
of an additional 120,000 people. The Spanish
government reacted in a much different manner
to this second proposal, accepting the
Commission’s proposal without quibbling and
aligning itself with other countries that acknowl-
edged the importance of assisting refugees. We
and other civil society organisations concerned
about this issue applaud this shift in political
stance as well as the Spanish parliament’s subse-
guent approval of significant funding for the
reception and integration of refugees in the
2016 national budget. The unprecedented
amount of 200 million euros allotted for this
purpose represents a human rights landmark for
our country and government, which prior to this
gesture had never made anything but a minimal
political commitment to refugee relief.

After Aylan, Paris and Cologne: a new
setback for refugees

This wave of solidarity was unfortunately fol-
lowed by events that have been used to unjust-
ly criminalise refugees.

REFUGEES: EURGPE SITS ON ITS HANDS IN RESPONSE TO THE TRAGEDY

The terrible attacks perpetrated in Paris and
the incidents that occurred in Cologne have had
a severe impact on the most vulnerable and put
a damper on hopes for a sustained public out-
pouring of solidarity. That refugees could be in-
creasingly regarded with suspicion and attempts
be made to unjustifiably link refugees to terror-
ism is becoming a very troubling possibility.

Those who seek to establish relationships
between refugees and terrorism are cynically
twisting reality. It should never be forgotten that
refugees have been frontline victims of terror-
ism in their countries of origin and that it is pre-
cisely the horrors of terrorism they are attempt-
ing escape. It also seems sufficiently clear that
many of the terrorist groups in question have at
different points in time enjoyed the external
support of Western and petroleum producing
countries amongst others. Another fact that
should not be ignored is that 82 % of jihadist
terrorist attacks carried out are occurring in
countries with Muslim majorities such as
Afghanistan, Nigeria, Lebanon, Mali and Yemen.

Measures that would restrict the entry of
refugees announced by certain countries in the
wake of these attacks are unacceptable and
contrary to international law. It appears that if
some that have been seeking to evade their ob-
ligation to receive refugees for months on end
have failed to provide a valid motive for their
positions, they now have what appears to them
to be the perfect excuse to close their borders
and refuse to fulfil their international obliga-
tions. Their manipulation of the facts is intoler-
able. Political and social leaders and the media
must act responsibly and avoid sending out
messages that might provoke racist and xeno-
phobic attitudes towards migrants and refu-
gees.
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Slow to roll out the welcome mat...

Member States are implementing the agree-
ments reached following the adoption of the
European Commission’s relocation proposal in a
passive, uncoordinated and irresponsible man-
ner.

Despite the fact that the welfare and lives of
thousands of human beings are hanging in the
balance, Member States are shamelessly drag-
ging their feet as though there were no particu-
lar or pressing need to assume their obligations
and commitments concerning refugee reloca-
tion in an expedient and timely manner.

As previously noted in this chapter, we
should never forget that the right to asylum is
an inalienable right inscribed in the Geneva
Convention and the New York Protocol, key le-
gal instruments that define the rights of refu-
gees and the legal obligations of states in regard
to people seeking asylum. EU Member States
should never make the mistake of construing
the reception of refugees as a charitable gesture
on their part; as signatories to the above-men-
tioned treaties, they have an obligation to assist
and accept the refugees now fleeing to Europe.

Of the 180,000 refugees included in the
European Commission’s proposal for relocation
and resettlement in Member States, only 583
have been placed to date: 18 have been relo-
cated to Spain and 779 have been resettled
elsewhere in Europe. No one in the resettlement
category has yet to be accepted by Spain.

Meanwhile, between one summit meeting
and the next at which the only agreements
reached concern the construction of new bor-
der fences, refugees have been left to fend for
themselves in the freezing cold of a European
winter.

The passivity of Member States has revealed
the lack of the political will and commitment
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needed to resolve this desperate situation.
Whilst the conditions under which thousands of
people are living are becoming more and more
unsustainable every day, European governments
do nothing but sit on their hands, bicker
amongst themselves and implement ad hoc so-
lutions. We are sadly witnessing how the EU as
a whole is delaying the implementation of
measures critically needed to deal with this hu-
manitarian crisis.

The relocation progress is has gotten off to
such a slow start that many refugees have de-
cided to fend for themselves. Thousands have
been moving on their own from Greece and
Italy towards other European countries under
highly dangerous conditions.

Although alarming positions have been
adopted by certain Member States such as
Hungary, which is not acting in accord with in-
ternational and European treaties in respect to
asylum issues, the EU has refrained from impos-
ing sanctions.

This type of attitude indicates the degree to
which the foundational values of the EU and
respect for human rights are in serious peril.

... and swift to avoid actual relocation and
settlement

All of the solutions currently being bandied
about are focused on brushing what is misguid-
edly being referred to as a refugee crisis as far
as possible from our borders.

The idea of enticing Turkey to act a buffer
zone and assuming responsibility for doing
whatever it takes to reduce the flow of refugees
streaming towards Europe is a prime example of
this line of thinking. This plan, by which Turkey
would receive 3 billion euros to cover the costs
of its efforts and visa exemptions would be



granted for Turkish citizens wishing to travel to
the EU, flies in the face of reports issued by in-
ternational organisations denouncing the utter
lack of guarantees regarding compliance and
Turkey's poor track record on human rights.

In its rush to identify the “secure countries”
essential to this strategy, the EU is introducing
an entirely new level of risk into an already com-
plicated equation: many of the countries on its
list do not respect human rights.

We are now being told of the need to help
finance refugee relief efforts in countries bor-
dering or close to Syria such as Jordan, Lebanon
and Libya that up to the present have been pro-
viding basic support for 86 % of the regional
refugee population with limited assistance. The
underlying strategy never openly expressed in
this discourse is nevertheless clear: helping
these countries bear the burden of maintaining
these refugees is one way of avoiding that they
will try to make their way to Europe.

REFUGEES: EURGPE SITS ON ITS HANDS IN RESPONSE TO THE TRAGEDY

Asylum in Europe and Spain -the figures
are painful

More than one million desperate people crossed
the Mediterranean during 2015 in search of a
safe place to rebuild their lives. According to
Eurostat, more than 800,000 asylum applica-
tions were filed in the EU last year. Of the peo-
ple named in these documents, approximately
215,000 (almost one third) are minors.

Spain’s commitment to refugees has always
been somewhat tepid. Of the mere 195,000 peo-
ple who filed applications in Spain between 1984
and the present, less than 50 % have received
asylum. By way of comparison, Germany received
more applications in the space of a single year
even before the outset of the refugee crisis, regis-
tering 220,000 requests for 2014 alone.

The unofficial figure for asylum applications
presented in Spain during 2015 stands at ap-
proximately 16,000.
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The European Union's
response to jihadist terrorism
and the Syrian conflict

Enrique Ayala

The European Union (EU), which had already
suffered brutal terrorist attacks in Madrid (2004)
and London (2005), was the target of jihadist
fanaticism once again in 2015. The year began
with attacks carried out between January 7 and
9 in Paris on the offices of the satirical magazine
Charlie Hebdo and a Jewish supermarket in
which 17 civilians and three of the perpetrators
died. The two men who assaulted the offices of
the magazine had links with Al Qaeda (AQ) in
the Arabian Peninsula and those involved in the
attack on the supermarket had ties to the Is-
lamic State (IS). Slightly more than a month lat-
er, on February 14, an IS sympathiser attacked a
cultural centre and a synagogue in Copenha-
gen, wounding five people and killing another
two before dying in a shootout with police. Is-
lamic radicals carried out a number of other at-
tacks in France in the name of jihad during 2015
with varying degrees of success. On February 3,
three policemen guarding a synagogue in Nice
were injured in an armed attack. On June 26, an
Islamic fanatic decapitated the manager of an
Air Products plant in San Quentin Fallavier, a

town near Lyon. In another incident that took
place on August 21, a heavily armed man was
prevented by passengers from committing a
massacre on a Thalys train in Pas de Calais. In
spite of the strong security measures imple-
mented following the January attacks, several
others were carried out simultaneously on No-
vember 13 in Paris and Saint Denis in which at
least six armed attacks and three explosions left
351 wounded and 130 dead in addition to nine
of the perpetrators —all of whom were affiliated
with IS— who either blew themselves up or were
killed by police. The story has continued una-
bated in 2016. On March 22 another attack re-
lated to the events in Paris was perpetrated in
Brussels in which various explosions in airport
facilities and a metro station claimed the lives of
at least 31 people in addition to those two at-
tackers, who were on this occasion as well, IS
followers.

Nevertheless, Europe did not have the dubi-
ous honour of being the sole, or even the hard-
est-hit, target of such attacks in 2015, even
though the majority of the victims of attacks

97



THE STATE OF THE EURGPEAN UNION

carried out in certain other places such as Tunis
were European. Although not exhaustive, the
following list amply illustrates this point: Boko
Haram perpetrated various attacks in Nigeria
and neighbouring states between January and
July that left 300 dead; on March 7 the militant
group Al-Mourabitoun killed five people in
Bamako, Mali; a March 18 attack on the Bardo
Museum in Tunis claimed 25 lives; an April 2 Al-
Shabaab attack on the campus of the University
of Garissa in Kenya caused 147 deaths; attacks
perpetrated on June 26 resulted in numerous
fatalities in Sousse, Tunis (39), Kuwait (25) and
Lego, Somalia (50); 90 died on October 11 in
Ankara, Turkey; a Russian Metrojet plane carry-
ing 224 was shot down on October 31; and an-
other attack in San Bernardino, California on
December 2 claimed 14 lives. To this gristly list
one must add the innumerable attacks carried
out in war zones within countries such as Iraq,
Syria, Afghanistan, Pakistan and Yemen. The
carnage continued throughout the first three
months of 2016 with attacks in Pathankot, India
on January 2; Libya January 7; Istanbul on Janu-
ary 12 and March 19, Jakarta on January 14,
Burkina Faso on January 15, the Sinai in Egypt
on January 21; Somalia on January 15 and 22;
Nigeria on January 30; Ankara on February 17
and March 13; and Ivory Coast on March 13.
According to IHS Jane’s Terrorism and Insur-
gency Centre, more than 18,000 attacks that
collectively left approximately 30,000 people
dead and more than 36,000 wounded were
perpetrated in 2015. Of the total recorded, IS
was responsible for 3,300 (50 % more than in
2014) and the Al-Nusra Front, AQ’s affiliate in
Syria, responsible for 550. The majority of these
attacks were carried out in Syria (5,500) and
Iraq (3,800) and in many cases were suicide mis-
sions. A number so staggeringly high makes
it difficult to pay attention to few beyond our
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personal radius of experience. What we are, in
fact, witnessing is an insidious, underground
war in which the targets are always easy victims
and in the majority of instances civilians; a war
that has engulfed the entire world from Nigeria
to Indonesia, against which it is very difficult to
protect oneself: the low-intensity war of the
twenty-first century.

The attacks that are occurring in Europe are
being carried out by small groups of people and
occasionally by isolated individuals who act with
a certain degree of autonomy but under the
general auspices of nerve centres such as AQ —
and, at this particular moment, most especially
IS. They are usually second- or third-generation
European Muslims (all of the authors of attacks
perpetrated in the EU in 2015 had been born in
Europe) who grew up in marginalised neigh-
bourhoods and dabbled in petty crime before
being radicalised by contacts they came across
via the Internet, in certain mosques or while
serving prison terms. Not all of them have been
religious fanatics; some have been motivated by
resentment and hate. Some have lived or fought
in a Middle Eastern country where they under-
went a deeper radicalisation and received train-
ing. Those who have fought for IS in Syria and
Iraq are particularly dangerous.

Conscious of the threat they suppose to Eu-
ropean citizens, the institutions of the EU and
the governments of its Member States (MS) are
implementing (albeit in varying degrees) politi-
cal, economic, law enforcement, intelligence
and military measures intended to neutralise
their effectiveness both on EU territory and
wherever else that jihadism emerges, be it the
Middle East, North Africa or the Sahel. This is a
challenge of colossal dimensions in which Eu-
rope has much, including its freedoms, at stake,
since the fear of fresh attacks has led, for in-
stance, to the cancellation of public festivities
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such as the New Year's celebrations in Paris,
Brussels and Munich. Maintaining unity be-
tween Member States and a strong determina-
tion to remedy both the causes and conse-
quences of terrorism whilst preserving the
values on which our societies are based is the
only guarantee of a positive outcome for the
scenario we now face.

Anti-terrorism measures: security versus
freedom

Open societies such as those in Europe which
protect personal privacy and a wide range of
freedoms (including the freedom to cross bor-
ders within the Schengen Area unhindered),
may appear to be more vulnerable to the infil-
tration of small groups or individuals capable of
committing deadly attacks. We must neverthe-
less resist the urge to blow this seeming weak-
ness out of proportion or equate the high level
of personal liberty we enjoy with a loss of secu-
rity. Doing so could lead us to recklessly restrict
the former in order to enhance the latter. Such
an error would not only undermine democratic
political principles; given that the majority of
terrorist attacks take place in countries whose
populations are subjected to high levels of gov-
ernment control such as Egypt and Indonesia, it
would also constitute a blind acceptance of a
false correlation.

The attacks committed in Europe before,
during and after 2015 —especially in cities under
a high state of alert such as Paris in November
and in Brussels in March— indicate that although
we can lower the risk of such events occurring,
it is extremely difficult to reduce the threshold
of risk to zero. The probability of future attacks
remains high and EUROPOL, the European
agency charged with preventing and fighting

terrorism, has issued warnings to this effect.
The possibility that terrorists could gain access
to chemical or radioactive weapons is another
serious concern. The level of awareness regard-
ing the threat of terrorism varies from one EU
country to another. The perception of risk is
lower in Member States that are geographically
further from the instability of the Mediterrane-
an area or have small Muslim populations, al-
though attacks in Denmark have demonstrated
that the possibility of such a thing happening
cannot be entirely ruled out. Meanwhile, preoc-
cupation in those in which the deadliest attacks
have occurred has resulted in the implementa-
tion of specific measures —some of them contro-
versial- intended to heighten security.

The best example of the latter is the reaction
of the current French president and his adminis-
tration to the November attacks in Paris, which
in some respects echoed that of George Bush to
the 11 September attacks in the United States.
Three days after the tragedy in Paris, French
President Francois Hollande qualified the at-
tacks as “an act of war” perpetrated by a “ter-
rorist army” and proceeded to mobilise all
means his disposal to strike back, within and
beyond the borders of France. Hollande began
by announcing the creation of 5,000 new posi-
tions in the national police force and Gendar-
merie and the recruitment of an additional
2,000 intelligence agents, but also called upon
the National Assembly to declare a three-month
state of emergency and amend the constitution
to allow the state to revoke the citizenship of
dual citizens. In January, he proposed a bill that
expanded police powers to include the arrest of
individuals returning from zones of armed con-
flict and searches and identity checks to be con-
ducted without prior judicial warrant. A draft
bill backed by the government granted intelli-
gence services greater powers to intercept
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communications and extended the national
state of emergency an additional three months.
Finally, on February 10, the National Assembly
approved the proposed constitutional amend-
ment.

These extreme measures, adopted amidst
the general state of shock that has shaken
France in the wake of the last attacks, affect the
privacy and the legal security of French citizens.
For this reason, they have been rejected by a
wide spectrum of political figures, including
members of the ruling Socialist Party (PS). French
Minister of Justice Christiane Taubira resigned
on January 27 in protest of the plan to revoke
the citizenship of people suspected of engaging
in illicit activities, which if applied to individuals
born in France could render them stateless.
When the constitutional amendment was put to
a vote in the National Assembly, 83 of the 384
members affiliated with the PS voted against it
and another 36 abstained, a clear demonstra-
tion of the division of opinion between French
Social Democrats regarding a measure designed
to limit individual liberties and that when all is
said and done, represents an indirect victory for
the terrorists.

The European Council responded by seeking
to establish the level of coordination between
MSs needed to meet the challenge, although,
as is often the case, the effective implementa-
tion of its decisions has been painfully slow. At
an informal meeting held in Brussels on Febru-
ary 12, EU heads of state and government ap-
proved a statement that laid out three blocks of
guidelines for actions to be taken during the
succeeding months. The first of these, under
the heading “Ensuring the security of citizens”,
included the creation of a European passenger
name registry (PNR), heightened cooperation
between the law enforcement, intelligence
agencies and judicial authorities of Member
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States through EUROPOL and EUROJUST to in-
clude common data bases and border controls
within the Schengen Area, measures to prevent
money laundering, the financing of terrorism
and the illicit trafficking of firearms and the
preparation of a Directive on cyber-security. The
second section, “Preventing radicalisation and
safeguarding values” called for actions of a
more political nature such as the development
of communication strategies for promoting tol-
erance and fundamental freedoms, the launch
of initiatives focused on education and social
integration designed to address the factors con-
tributing to radicalisation and the removal of
internet content promoting terrorism. The final
section, “Cooperating with our international
partners”, stressed the need to address crises
and conflicts in the EU’s Southern Neighbour-
hood, engage countries in this zone to a greater
extent on security issues and counter-terrorism
initiatives, stimulate a dialogue with among cul-
tures and civilisations and work to coordinate
these efforts within the framework of the Unit-
ed Nations and other regional initiatives.

The European Agenda on Security 2015-
2020 presented by the Commission on April 28
laid out the main actions envisaged by Europe-
an Council on security and proposed the crea-
tion of an European Counter Terrorism Centre
intended to strengthen EUROPOL's capacity to
respond to this issue. The Council on Justice and
Home Affairs is taking action on (although per-
haps not as quickly as it should) the implemen-
tation of the measures approved. At its Novem-
ber 21 meeting it addressed not only the
guestion of reinforcing controls along the exter-
nal borders of the Schengen Area and the need
to improve judicial cooperation, but also the
urgency of finalising the PNR directive. Finally,
on December 10, the European Parliament’s
Committee on Civil Liberties, Justice and Home
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Affairs, which had expressed its opposition to
the PNR on the basis that it undermined a previ-
ous Directive on the protection of data, ap-
proved an agreement on principle on this issue
—contingent on a number of stringent restric-
tions— and the EU Parliament voted in favour of
the measure on April 14.

Many of the measures being adopted at
both the national and the EU level are provoking
concern among citizens from various strata of
society who are fearful that the individual lib-
erty so highly prized in any democratic society is
being traded away in the name of security. In
their opinion, measures adopted that could lead
to the slightest erosion of citizens’ rights must
meet three conditions: be absolutely necessary
to guarantee public security, demonstrate be-
yond any doubt their effectiveness and be lim-
ited in terms of time frames and scope to what
the situation at hand truly requires. It is doubt-
ful, for example, that the PNR fulfils these crite-
ria, especially in terms of effectiveness. The fact
is that almost every individual who has travelled
to a zone of conflict and returned to the EU has
been identified and monitored without the ex-
istence of the PNR. Furthermore, none of at-
tacks perpetrated in Europe can be attributed to
a lack of control of air travel.

Other measures adopted in some Member
States such as those allowing the revocation of
passports or other national identity documents
in order to prevent citizens from travelling to
zones of conflict on the basis of mere suspicions
and in the absence of a judicial sentence or res-
olution are contrary to the spirit and letter of
European rule of law. Restricting freedom of
movement within the Schengen Area on the ba-
sis of the probability at attacks may be carried
out would be playing into the hands of the ter-
rorists, even though current interest in moving
in this direction has been triggered by a desire

to hinder the flow of refugees. The adequate
exchange of information through the Schengen
Information System (SIS) is the best way to
counter any possible boon that freedom of
movement between MSs might offer terrorists.
Finally, the suppression or blocking of illicit In-
ternet sites that seek to incite violence or pro-
vide instructions for fabricating arms or carrying
out a terrorist attack are already contemplated
in the legislation of most European countries.
We must act with extreme caution regarding
other web sites that disseminate more or less
radical Islamic thought to ensure we do not end
up attacking the liberty of expression we seek
so earnestly to defend. Surveillance of commu-
nications via the Internet (which is also contem-
plated in many existing laws that deal with ter-
rorism) must be limited to cases in which there
is a firm suspicion of wrongdoing. If it is done
on a more general basis, we run the risk that
measures permitting this option will meet the
same fate as the Data Retention Directive of
2006 on the storage of telephone conversations
and other forms of electronic communication,
which was declared invalid by the European
Court of Justice in 2014 for violating fundamen-
tal rights.

European authorities are aware that the only
effective way to prevent jihadist attacks is to
build up extensive, efficient intelligence net-
works for gathering and processing information
generated by and within radical Islamist circles,
websites, mosques, prisons, and predominantly
Muslim neighbourhoods, in order to timely de-
tect spurious activities such as preparations for
an attack, the formation of terrorist cells, the
acquisition of weapons and the development of
terrorist infrastructure. It is also clear that key
suspects, especially if they have returned to Eu-
rope from zones of conflict, must be carefully
monitored. Intelligence services and security
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forces throughout Europe are being given the
additional human and material resources re-
quired to do this job. The numerous instances in
which attacks have been prevented or avoided
in countries such as Germany, Spain and Great
Britain attest to the efficacy of this approach.

On the other hand, the enhanced level of
cooperation and information sharing between
the intelligence services and security forces of
Member States on terrorist movements and ac-
tivities that European institutions have repeat-
edly called for is still far from being a reality due
to the occasional reluctance of these services to
act with complete transparency. Although the
recently reinforced EUROPOL and newly created
European Counter Terrorism Centre will help to
fill the current gap, it would also make sense to
go a step further and consider developing an EU
intelligence service. It is also essential to ex-
change information with Arab and Muslim
countries with which we maintain fluid rela-
tions, even if only on a bilateral basis, sharing
afterwards the information received with other
Member States, as well as with other non-EU
countries whose cooperation may be desirable
such as the United States.

Measures approved by the European Council
in February 2015 to address the deeper causes
of radicalisation such as the social, cultural and
economic marginalisation of a significant per-
centage of Muslim young people living in Euro-
pean countries —which have yet to be acted
upon— must be developed and implemented as
soon as possible as the success of such initia-
tives will be the best long-term antidote for the
threat of terrorism in Europe. Greater efforts
must be made to further integration and im-
prove living conditions in Muslim communities.
Educational campaigns that counter radical
propaganda with democratic values have to be
implemented in schools and social networks,
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and moderate Muslim religious and political
leaders should be politically and financially sup-
ported.

Finally, it is essential to avoid and neutralise
outbreaks of Islamophobia sparked by terrorist
attacks and mass migration flows, both of
which are being capitalised upon by political
parties and extremist movements such as Pegi-
da in Germany, the National Front in France, the
Party for Freedom in the Netherlands and other
extreme-right or proto-fascist European parties
that have emerged or thriven as a result of the
economic and social crisis in which Europe re-
mains immersed. Left unchecked, such fear and
hate campaigns could cause social fractures
within the EU, which it must be remembered is
home to more than 20 million Muslims.

The fight against jihadism beyond our
borders

Although essential, internal security measures
are not sufficient to prevent terrorism. It is nec-
essary to combat jihadism where it emerges and
develops. Whether carried out under the direct
orders of jihadist factions elsewhere or simply
inspired by these groups, attacks perpetrated on
EU territory have been a reflection of what is
happening in Arab and Muslim countries hit by
this plague. Should the EU passively allow radi-
calisation to thrive in its neighbourhood, the
pressure within its borders will continue to build
and the security of European citizens will be se-
riously threatened.

Jihadism is spreading throughout a vast
swathe of the Muslim world that stretches from
Western Africa (Nigeria) and the Sahel (Mali, Ni-
ger) to Central Asia (Afghanistan) and even the
Far East (Indonesia, The Philippines) and in-
cludes various points in between in North Africa
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(Libya), the Middle East (Iraq and Syria), the Ara-
bian Peninsula (Yemen) and the Horn of Africa
(Somalia). It gained force amongst the Mu-
jahedin who fought against Soviet troops in Af-
ghanistan in 1980s and was propagated under
the leadership of AQ until 2014, at which point
IS became a more dominant force in the wake
of its territorial conquests. Jihadism rests upon a
rigorous interpretation of Islam aligned with
Salafist doctrine, especially the Wahhabism
sponsored by Saudi Arabia. Its unchecked ad-
vance threatens to destabilise any country with
a Muslim majority and, by extension, the rest of
the world. Europe has the obligation to help the
governments of countries affected by this threat
—which it is doing in Mali and Irag— not only to
lower the risk of terrorism but also to stem oth-
er consequences of instability such as human
and drug trafficking and threats to its energy
supply, not to mention humanitarian motives.
Unfortunately, as in the case of so many
matters related to foreign affairs and security,
the EU has not been able to achieve the consen-
sus required to develop a consolidated common
position on this issue. As Member States tend to
act individually or within the framework of oth-
er organisations or ad hoc groups, community
actions in these areas are usually fragmentary or
of a very limited scope. Whereas European
countries have individually participated in the
NATO mission in Afghanistan for the past 12
years, the EU, in contrast, has does nothing
other than maintain an auxiliary police-training
mission (EUPOL) there since 2007. European
initiatives to combat jihadism in Africa have also
been modest and few. No action, for example,
has been taken in Nigeria, where in the north-
ern part of the country Boko Haram, which has
openly declared its loyalty to IS, is operating
with impunity and threatening to destabilise
neighbouring countries such as Cameroon and

Chad. In Somalia, a failed state in which various
jihadist groups are currently active (the most im-
portant of which, Al-Shabaab, has also carried
out attacks in Ethiopia, Uganda and Kenya), the
EU has maintained a limited mission devoted to
the training of Somali armed forces since 2014
(EUTM Somalia) that previously (since April
2010) had been based in Uganda for security
reasons.

In the Sahel, which is probably the zone in
the greatest danger of destabilisation and an
area in which various jihadist groups such as AQ
in the Islamic Maghreb, Ansar Dine and Al-
Mourabitoun are known to be active, the EU
has maintained a small operation devoted to
the training of members of the Malian armed
forces (EUTM) since February 2013 and two
small missions supporting security forces in Ni-
ger (EUCAP Sahel Niger) since July 2012 and
Mali (EUCAP Sahel Mali) since April 2014, which
have made a minimal contribution towards the
prevention of further development of jihadist
groups in these countries. The real responsibility
for helping countries in this zone (Mauritania,
Mali, Burkina Faso, Niger and Chad) combat ji-
hadism has been assumed by France, which
launched, and is maintaining, Operation
Barkhane on its own.

Europe’s greatest preoccupation in Africa at
present is Libya, which following a revolution
carried out with the military assistance of Euro-
pean countries that ousted the dictator Kaddafi
has fallen into a state of chaos attributable in
part to a lack of an adequate EU reconstruction
policy for that country. IS controls a 200-kilome-
tre stretch of the coast of Libya through affiliate
groups in that country that is thought to be
considered by IS as an alternative main base for
operations should the group eventually be
pushed out of Syria and Irag. The EU launched
a small border control support mission in Libya
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(EUBAM) in May 2013, which due to the dete-
rioration of the political situation in the country
has been reduced to a small corps currently op-
erating from Tunis. Different options are now
being studied, including military intervention,
but all appear unfeasible due to the lack of a
single, valid interlocutor, a perplexing situation
that cannot be resolved whilst the country has
two separate and antagonistic governments
and parliaments. In spite of a UN Security Coun-
cil-endorsed agreement reached in Srijat, Mo-
rocco in December by which a presidential
council will name the members of a unity gov-
ernment, further progress is currently blocked
by the rejection of the deal on the part of the
parliament situated in Tobruk. The European
Council has repeatedly discussed the situation
in this country situated a mere 350 kilometres
from Malta, which has proved to be a never-
ending source of problems for the EU. Libya is
currently the base for much of the mass illegal
migration towards Europe. The fact that the
country’s current oil exports to Europe have
slumped to a fifth of their former level is an-
other cause of preoccupation. The Council is
looking to promote the formation of a govern-
ment of national unity with the will and desire
to support the fight against jihadism in the
country.

Support for the armed and security forces of
countries in which jihadist groups operate needs
to be part of a broader strategy that includes
political and economic measures that contribute
to their stability, prosperity and democratisa-
tion, assistance in developing anti-radicalisation
educational and cultural programmes and im-
proving the effectiveness of their means of pre-
venting and control extremism, and a greater
level of intelligence sharing. Policies that sup-
port dictators such as Abdelfatah Al-Sisi in Egypt
should be reviewed given that such regimes sow
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the seeds of deeper radicalisation. Initiatives
such as the Union for the Mediterranean and
the European Neighbourhood Policy should also
be updated in the light for their ineffectiveness
in terms of promoting stability, progress and se-
curity in Northern African countries. EU strate-
gies for the Sahel (September 2011) and the
Horn of Africa (November 2011) should likewise
be revised to focus more on the fight against
jihadism, which is now the principal threat to
both these regions and Europe.

IS in the Middle East: the war in Syria

The most important jihadist group at this mo-
ment is IS, whose centre of gravity covers a
large portion of the Middle East that includes
about a third of Syria’s territory with Ragqa as it
capital and a quarter of Iraq that includes Mosul
and Fallujah, where it has imposed a brutal dic-
tatorship. It is estimated that IS could have as
many as 35,000 fighters under its command,
4,000 of which could have come from Europe.
Meanwhile, the Al-Nusra Front (ANF), a branch
of AQ active in Syria that has a force of any-
where between 5,000 and 10,000 in that coun-
try, controls part of the provinces of Hasaka and
Idlib. Although armed confrontations between
the ANF and IS led to a rupture between IS and
AQ in 2014, the groups have nevertheless oc-
casionally collaborated.

IS, which emerged in Iraq in the wake of the
US invasion, entered Syria in 2013 amidst the
chaos of a civil war that has raged since March
2011 between the regime of Bachar al-Assad
and the various armed opposition groups that
launched a revolt in the wake of the Arab
Spring. To date, the war has claimed between
300,000 and 400,000 lives and caused the dis-
placement of 11 million people, 5 million of
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whom have fled to other countries and, of that
number, one million have found their way to
Europe. The country’s main political opposition
groups have formed the National Coalition for
Syrian Revolutionary and Opposition Forces,
whose principal component is the Syrian Na-
tional Council. Its most important military or-
ganisation is the Free Syrian Army, which al-
though disorganised and debilitated, partially
controls the southern Syrian provinces of Daraa
and Quneitra. Another armed rebel faction, the
Army of Conquest, controls a large part of the
northern province of Idlib. In total, there are al-
most one hundred groups and factions active
throughout the country, many of which em-
brace Salafist ideology but are not aligned with
either AQ or IS.

Turkey provides the majority of these groups
with arms and money, as does Saudi Arabia, Qa-
tar, The United Arab Emirates, and Kuwait, the
greatest assistance going to Islamic factions. All
of these countries with Sunni majorities are ea-
ger to see the government of Assad, who be-
longs to the Alawite branch of Shiite Islam,
overthrown. Nevertheless, the Assad regime
enjoys the support of Iran and the Hezbollah
militias of Lebanon. In other words, the conflict
in Syria constitutes a proxy war between Sunnis
and Shiites as well as a struggle between Iran
and Saudi Arabia for hegemony in the Middle
East, a state of affairs that makes the fight
against IS (which is, as least officially, the com-
mon enemy of all involved) infinitely more dif-
ficult.

From the outset of the Syrian civil war, the
United States and European countries have
aligned themselves with Saudi Arabia and Tur-
key and taken the position that Bachar al-Assad
should step down, although they have chosen
not to intervene directly and limited their scope
of action to political and material support for

opposition factions. They have, however, taken
a more militant stance towards IS. In October
2014, the US Central Command launched Op-
eration Inherent Resolve, a military campaign
against the IS in Syria and Iraq that has involved
a coalition of more than 60 countries, amongst
them several European states whose contribu-
tions have ranged from missions focused on
training Iraqgi military units and the supply of
arms to Kurdish militants to bombing raids. Bel-
gian, Danish, Dutch, French and British forces
have participated in bombing missions carried
out over lIraqi territory with the permission of
the Iragi government. Although the Syrian gov-
ernment has not given permission to any coun-
try other than Russia to engage in a military in-
tervention on its territory, France, Great Britain
and Holland have carried out airstrikes there. As
a result of these actions and a more efficient
performance on the part of the Iragi and Syrian
armed forces, and Kurdish militias, the jihadists
have lost 40 % of the territory they once con-
trolled in Iraq (including Ramadi) and 20 % of
their territory in Syria (including Palmyra). Nev-
ertheless, more progress will be difficult to
achieve without further extensive land opera-
tions difficult to carry out until the civil war has
been resolved. Although NATO is conducting
AWACS surveillance missions with over Syria,
the EU has no direct role in these operations.

In September 2015, Russia, Assad’s principal
foreign ally, launched a mission in Syria that os-
tensibly targeted IS but for all practical purposes
was conducted to shore up the troubled regime.
Moscow, which had been calling for a larger in-
ternational coalition against IS to specifically
include Al Assad and Iran for some time, was
accused by the U.S. and the EU of shoring up
the Assad regime and bombing opposition
groups other than IS and the ANF, the two
groups that the UN and all the parties involved
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in the Syrian theatre of operations officially con-
sidered to be propagating jihadist terrorism.
Nevertheless, in the context of the mosaic that
is Syria today, determining which of the many
factions fighting in the field can be qualified as
“opposition groups” and should therefore be
included in peace talks has been an extremely
tricky issue. Groups that are a part of the Is-
lamic Front such as Jaysh al-Islam or of the Army
of Conquest such as Ahrar ash-Sham, have col-
laborated closely with and even fought shoul-
der-to-shoulder with the ANF, which has been a
leading force within the Army of Conquest.
There is division over how these groups, which
embrace Salafist or Wahhabist ideology, should
be regarded; Saudi Arabia, Qatar and Turkey
support them but Russia considers them terror-
ists, as, of course, does Assad, who views any
faction fighting against his regime, regardless of
its ideology, a terrorist organisation.

Another point of contention is the Kurds
who control Rojava, a de facto autonomous re-
gion that stretches across much of northern
Syria and includes three-quarters of Syria’s bor-
der with Turkey and is represented by the Dem-
ocratic Union Party (PYD). Its defence force con-
sists of People’s Protection Units (YPG), which
have fought successfully against IS but have also
skirmished with other Islamic opposition groups
and never militarily confronted the Assad re-
gime. Due to their collaboration with the PKK
(the Kurdish political party in Turkey), Ankara
considers the YPG (and by extension the PYD)
terrorist groups. Whereas Turkish artillery have
repeatedly shelled YPG positions, Washington
has given the Kurds extensive logistical support
that has included the construction of an air base
airfield built on Kurdish territory. Here we have
nothing less than a situation in which two NATO
allies, the United States and Turkey, are respec-
tively acting in favour and against the same
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group. Another contradiction is the current US
policy of simultaneously providing support to
the Kurds and Islamic opposition groups such as
the Islamic Front —enemies that routinely attack
each other. These examples provide a basic idea
of the muddled way in which foreign interven-
tion in Syria is being carried out.

Despite the fact that IS cannot be dealt with
effectively until the Syrian war has been brought
to an end, the EU has not assumed a leading
role in political initiatives undertaken to resolve
the conflict between the Syrian government
and the opposition. In June 2012, UN Joint Spe-
cial Envoy for Syria Kofi Annan convoked a
meeting of an especially invited “action group”
in Geneva since referred to as “Geneva |”,
which was attended by the Secretaries-General
of the United Nations and the League of Arab
States, the Foreign Ministers of China, France,
Russia, United Kingdom, United States, Turkey,
Irag (Chair of the Summit of the League of Arab
States), Kuwait (Chair of the Council of Foreign
Ministers of the League of Arab States) and Qa-
tar (Chair of the Arab Follow-up Committee on
Syria of the League of Arab States), and the Eu-
ropean Union High Representative for Foreign
and Security Policy. After this meeting, Annan
released a communiqué that laid out a road
map for a peace process in Syria in which one of
key steps was to be “the establishment of a
transitional governing body that could include
members of the present government and the
opposition and should be formed on the basis
of mutual consent”, a message that unfortu-
nately fell on deaf ears. Syrian government and
representatives of some of the opposition
groups (none of them jihadist) participated in
the Geneva Il conference organised a year and
a half later (January and February 2014). On this
occasion, opposition groups negotiated under
the leadership of the Syrian National Coalition,
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which acted without the participation of its
principal organisation, the Syrian National
Council, as the Council refused to take part in
that or any other negotiation that included As-
sad. This conference, which was attended by
representatives of the UN, the EU, the Arab
League and the Organisation of Islamic Coop-
eration and 40 countries (amongst them 11 EU
Member States) but excluded Iran, did not pro-
duce any substantial positive results due to the
impossibility of resolving the issue as to whether
or not Bachar al-Assad would remain in power.

The war of everyone against each other con-
tinued in Syria, and with it an ever-mounting
death toll than included victims of starvation in
places like Madaya and massive displacements
of refugees. At a meeting of the International
Syria Support Group (ISSG) held in Vienna on
November 14, 2015 that was co-chaired by the
U.S. and Russia and in which 17 countries in-
cluding Germany, France, Italy, Great Britain, the
United Nations, the Arab League and the EU
participated, an agreement was struck to work
towards a political transition in Syria on the ba-
sis of the Geneva Communiqué, implement a
ceasefire between government and opposition
troops and initiate negotiations between the
two sides in January. All parties present also
agreed that IS and the Al-Nusra Front (ANF)
must be defeated. The United States and Russia,
however, expressed divided views regarding the
role to be played by Bashar al-Assad going for-
ward. US Secretary of State John Kerry stated
that peace would not be possible while Assad
remained in power, whereas Russian Foreign Af-
fairs Minister Sergey Lavrov held that IS, not As-
sad, was the enemy.

European countries and the U.S. began to
tone down their insistence that Assad must step
down in the light of evidence that without a
clear, consensual alternative waiting in the

wings, his brusque removal could plunge Syria
into a state of chaos similar to that in Libya. An
even stronger motive for their change of heart
on this point was the priority they placed on
defeating IS. The challenge now was to con-
vince the governments of Sunni countries such
as Turkey to accept the provisional maintenance
of the present Syrian government for the sole
purpose of eliminating the threat of IS with as-
surances that once that goal was accomplished
a democratic transition would take place in
stages to be agreed upon in fulfilment of the
Geneva communiqué of 2012.

On November 18, the UN Security Council
(UNSC) unanimously adopted resolution 2254,
endorsed the Vienna Communiqué and re-
quested that the Secretary-General convene ne-
gotiations to be followed by the drafting of a
new Syrian constitution and the organisation of
free elections in that country by July 2017. The
sticking point was determining which opposi-
tion groups should be involved in this process.
Whilst Special Envoy Staffan de Mistura worked
hard to convince the 34 groups that constituted
a newly created High Negotiations Committee
(HNC) to meet together in Geneva, the Kurds
were eliminated from the process by means of a
veto on the part of Turkey. The Geneva Il talks
finally got underway (by an indirect procedure)
on March 1, but cancelled two days later due to
a major offensive launched by Syrian govern-
ment troops supported by Russian airstrikes
against rebel strongholds north of Aleppo along
the Turkish border.

When it met again on February 11 and 12,
the International Syria Support Group agreed to
the implementation of a nationwide ceasefire
within seven days to facilitate the provision of
humanitarian aid to besieged areas and further
negotiations on political transition to be held in
Geneva. However, due to heavy fighting in the
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area around Aleppo and the Turkish shelling of
YPG positions near the city of Azaz, the Febru-
ary 19 was not met. In the wake of this debacle,
US President Barak Obama and Russian Presi-
dent Vladimir Putin thrashed out a definitive
ceasefire agreement excluding IS and the ANF
that was subsequently accepted by all parties
implicated in the conflict and entered into force
on midnight on the night of February 26. Apart
from isolated incidents between Syrian govern-
ment troops and groups belonging to the HNC,
this ceasefire was reasonably respected for the
several days during which humanitarian aid was
delivered to 384,000 people in 12 of the 18 be-
sieged zones of the country. This paved the way
for the beginning of a second round of Geneva
Il talks on March 14, which unfortunately end-
ed on Wednesday the 24 without any progress
having been achieved. Russia’s March 14 an-
nouncement of a partial withdrawal of its troops
from Syria should provide impetus for further
negotiations slated to take place on April 9-10
despite the Syrian government’s desire to post-
pone the next round until legislative elections in
the zones it controls scheduled for April 13 have
concluded. Reaching an agreement will be dif-
ficult given the broad spectrum of positions and
interests of the parties involved. Nevertheless,
this must be accomplished so that all may con-
centrate their efforts on defeating the various
jihadist groups active throughout the country
(first and foremost IS) that constitute a common
enemy and the most serious threat to collective
security.

The limitations of the Common Foreign
and Security Policy
The Common Foreign and Security Policy

(CFSP) of the EU has demonstrated its weaknesses
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once more in Syria and in the fight against ji-
hadism beyond our borders in general. Europe
is the first and foremost part of the world af-
fected by the Syrian war beyond the Middle
East. It is the target of IS-sponsored terrorism
and is staggering under the burden of massive
waves of refugees fleeing the conflict. Further-
more, based on past experience, it is very likely
that Europe will be obliged to pay the lion’s
share of the cost of reconstruction. Neverthe-
less, it is playing a secondary role in the resolu-
tion of this conflict from a political as well as a
military perspective. Once again, it has been the
U.S. and Russia that have negotiated and de-
cided how things shall be either because the EU
lacks a common voice to represent it or has that
voice but prefers not to use it whilst Member
States act individually as each one sees fit and
consequently end up being irrelevant to the pro-
cess. Although the High Representative for For-
eign Affairs and Security Policy will present a
global strategy for EU foreign affairs and secu-
rity to the European Council in June 2016, no
real progress towards this end will be achieved
without the firm will of Member States to act
collectively on the international stage.

The CFSP, as it stands today, is not making an
effective contribution to European security and
the fight against jihadism. Despite the fact that
this is a situation that affects all parties equally,
Member States are intervening militarily in Iraq
and Syria individually, coordinating their actions
either on a bilateral basis or through US chan-
nels, without a joint plan or a proper rationalisa-
tion or distribution of tasks. The establishment
of a permanent EU command structure such as
an EU Operational Headquarters could at least
permit the coordination of actions being carried
out simultaneously by various MSs in the same
theatre of operations and optimise the efficien-
cy of each one’s contributions. Without critically
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needed advances such as the assumption of a
common defence policy and military strategy,
the implementation of Permanent Structured
Cooperation, the reinforcement of the Europe-
an Defence Agency and shared capabilities, and
the creation of a European force structure, the
CFSP will always fall short of meeting the requi-
sites it must fulfil to be a military instrument of
the EU. And without such an instrument, it will
be difficult for the EU to play a decisive role in
the resolution of conflicts that affect it. The real-
ity is that the only real muscle the EU can use on
the international stage at present is its cheque-
book.

Europe is gradually beginning to act on the
evidence that we cannot eternally rely on others
to resolve our problems. On January 21, the Eu-
ropean Parliament approved a resolution to the
effect that the activation of the mutual defence

clause contained in Article 42.7 of the Treaty of
the European Union in response to petition on
the part of France provides grounds for creating
a strong and sustainable European Defence Un-
ion. The resolution states that the only way Eu-
rope will ever be equipped and prepared to take
on the serious threats and challenges to its in-
ternal and external security that it now faces is
to develop its own security and defence capa-
bilities. Amongst the various actions it asserts
must now be taken is the activation of a Euro-
pean Operational Headquarters. We hope that
this resolution passed by the only European in-
stitution elected by direct universal suffrage will
serve as a catalyst for progress towards the ob-
jective of a common defence capable of dealing
effectively with threats to the security of Euro-
pean citizens, the most serious at this moment
being the menace of jihadism.
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(lobal climate and energy
governance: the Paris

Ana Belén Sanchez and Vicente Palacio

From Copenhagen to Paris: 180-degree
turns in US and Chinese policy

A cascade of events took place in the United
States in 2009, the effects of which would not
become manifest until seven years later in 2015.
The first was the election of Barack Obama,
who long before taking office had made clear
his determination to radically change the direc-
tion of environmental and energy policy in the
U.S., a country second only to China in terms of
responsibility for CO2 emissions. Global govern-
ance in this sphere was not only an opportunity
but also a critical objective of Obama’s new road
map for the country. In his 2010 State of the
Union address, the president underlined his
conviction that “the nation that leads the clean
energy economy will be the nation that leads
the global economy”. His proposal, which en-
visaged making the climate agenda the key-
stone not only of the country’s energy policy but
its economic and national security policies as
well, represented a radical shift from the petro-
leum-centred economics and geopolitics

Climate Summit

embraced by former president George W. Bush
and neoconservatives and a path towards even-
tual economic convergence. It was a decision
laden with ramifications for economics, geo-
politics and global governance consistent with
Obama’s declared intention to reframe security
in terms of common prosperity.

Nevertheless, the shift towards an energy
transition aligned with environmental steward-
ship would be long in coming. Progress towards
global agreements on limiting greenhouse gas
emissions and the promotion of renewable en-
ergies was painfully slow due the lack of North
American leadership. In June 2009, during
Obama’s first term in office, the Democrat-
controlled U.S. House of Representatives passed
the American Clean Energy and Security Act
(also known as the Waxman-Markey Bill), which
contemplated the creation of a cap and trade
scheme designed to reduce the country’s emis-
sions by about 80 % by 2050. The targets this
bill set out were similar to those established by
the European Union at that time. Although
justifiably criticised as being inadequate by
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environmentalists, the Waxman-Markey Bill
nevertheless constituted a strong signal of US
commitment at the UN Climate Change
Conference held in Copenhagen in December
2009. Action on climate change, however, ran
afoul of Republican attempts to polarise the is-
sue driven by both tactical motives and reasons
of principle. Climate change deniers, science
sceptics and opportunists built a wall of objec-
tions in an effort to block legislation in favour of
clean energy and energy savings. Despite this
resistance, Obama managed to establish new
standards for vehicle fuel efficiency and extract
a commitment from the US automotive industry
to promote electric cars. The fight against cli-
mate change, which was a key element of
Obama’s campaign platform during his run for
a second term in 2012, has become an increas-
ingly important point of his agenda.

Amongst the milestones in this shift in US
energy policy, three achieved in 2015 are par-
ticularly notable. The first was the announce-
ment of the Clean Power Plan in August 2015,
which constituted a decisive step towards re-
ducing carbon pollution generated by fossil fu-
el-fired electrical power plants and whose tar-
get of reducing emissions by 32 % by 2030
positioned the United States squarely in the in-
ternational fight against climate change. Aside
from their good intentions, the establishment of
these new reasonable standards and emissions
targets set by individual states led to the closure
of a number of fossil fuel-fired electric plants.
The country’s coal and natural gas sectors were
swift to qualify the plan as being too costly and
lament the loss of jobs it supposed —a line re-
peatedly touted by Republicans, who neverthe-
less failed to propose an alternative plan. In a
demonstration of the system of checks and bal-
ances that characterises US politics and govern-
ance, the US Supreme Court issued a stay order
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that momentarily paralysed the implementation
of the Environmental Protection Agency’s Clean
Energy Plan, ruling that it could possibly violate
the competences of affected states such as
Wyoming and West Virginia. Nevertheless, it is
probable that the Supreme Court will eventu-
ally allow implementation to proceed after a
long process of deliberation that is expected to
last well beyond the presidential elections of
November 2016. The second milestone was
Obama’s rejection of TransCanada’s application
to build the Keystone XL pipeline, an environ-
mentally controversial project intended to pro-
vide a continuous crude oil transportation sys-
tem between Canada and the Gulf of Mexico.
This decision, which was of enormous symbolic
importance, supposed a definitive crossing of
the energy Rubicon. The third milestone of
2015 was the UN Climate Conference held in
Paris in December 2015 (COP21), to which we
will return at the end of this chapter, at which
US, European and Chinese leadership paved the
way for an agreement between 197 countries
to limit greenhouse gas emissions and build re-
silience against the effects of climate change,
breaking the deadlock in which the Copenhagen
talks had been mired. The United States made a
commitment in line with the Climate Action
Plan to reduce its greenhouse gas emissions by
between 26 % and 28 % below 2005 levels.
What made an agreement possible this time
around? Paradoxically, it was not only the agree-
ment’s virtues but also its weakness (a large
margin of flexibility and lack of sanctions and
binding targets) that brought all parties on
board. Paramount to its success, however, was
aradical change in the energy policy pursued by
China.

In a departure from the failed Kyoto Protocol
of 1997, which sought to impose emissions re-
ductions exclusively on developed countries, the
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agreement struck in Paris marked emerging
economies’ assumption of co-responsibility for
the problem. This change of events facilitated a
“down-top” process by which individual states,
whether large or small, established their own
targets and time lines within the context of a
global agreement. The relative success of the
Paris talks would not have been possible with-
out the leadership of the planet’s two greatest
emitters —the United States (responsible for ap-
proximately 15 % of world emissions) and
China (responsible for 25 %). It should be noted
that US per capita emissions stand at 16.4
tonnes— double the figure for China and more
than double the figure for the EU. The world
was fortunate in this case: without a coopera-
tive attitude on the part of China, no agreement
would have been reached. The seeds of the un-
derstanding that China must step up and act
were sown in Copenhagen. A mere six months
later, during his state visit to the United States in
September 2015, Chinese President Xi Jinping
announced that China would provide US$ 3.1
billion in climate financing for developing coun-
tries, far more than its projected contribution to
the South-South Climate Cooperation Fund.
Going forward, China could well reposition it-
self in this sphere of governance and finance
low-carbon projects through the G-20 or new
international financial institutions such as the
Asian Infrastructure Investment Bank (AlIB) —
launched with a subscribed capital of US$ 50
billion— or the New Development Bank estab-
lished by BRICS states and use its financial mus-
cle to promote various objectives articulated in
the Paris agreement such as the emission of
green bonds.

Against this impressive backdrop one might
be tempted to conclude that Obama’s gestures
in regard to climate change and clean energy
fall short of the mark. Nevertheless, it should be

recognised that in spite of expectations to the
contrary, he managed to push through the most
ambitious standards ever established in these
areas in the United States —an achievement that
will have international as well as domestic re-
percussions. One may feel grateful that apart
from a few Senate briefings during which a
number of Republicans expressed their total op-
position, the US Congress did not play a formal
role in the drafting of the Paris agreement.
Given that the emissions reduction objectives
are politically rather than legally binding, the
agreement should not meet with serious inter-
ference as long as the White House continues to
back progress in this direction. The green agen-
da has been a big issue in 2016 Democratic pri-
mary campaigns and, more importantly, in the
minds of the majority of US voters. Republicans,
on the other hand, as in the two other most
recent presidential campaigns, have maintained
low profiles regarding this topic. In any case, the
momentum would indicate that no major rever-
sal is on the horizon. On the one hand, back-
tracking on this issue would have a negative
impact on the US economy. On the other, the
clean energies agenda and the fight against cli-
mate change offer the US opportunities to dem-
onstrate leadership in other related areas. These
include, as we have seen, industrial environ-
mental standards and financing for green tech-
nologies in developing countries whether in
concert with China or the European Union or
through the World Bank (WB), the European
Investment Bank (EIB), the Inter-American
Development Bank (IDB) or the AllB in Asia. The
ball is now in the court of the next president
and the 115th United States Congress.
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Environment in the European Union

Having reviewed the reasons for policy changes
in the United States and China —the two great
actors in global governance related to climate
and energy— we will now turn to actions taken
by the EU throughout 2015 leading up to the
Climate Conference in Paris.

The European Environmental Agency report
The European environment — state and outlook
2015 provides an excellent overview of the sta-
tus quo of environmental issues in the European
Union. According to the conclusions of this re-
port, although EU countries have made progress
in areas such as water and air quality and waste
reduction, we are collectively still far from
achieving the target Member States agreed
upon for 2050: living within the ecological limits
of the planet.

Production and consumption patterns in the
EU are still unsustainable and energy-intensive
and more than 50 % of the energy the Union
consumes comes from fossil fuels. Our use of
water and prime materials is also unacceptably
high. The EU’s ecological footprint has grown
progressively since 1995 in terms of land, water
and raw material usage, as well as tropospheric
precursor and greenhouse gas emissions, fac-
tors that raise the environmental pressure it ex-
erts outside the collective boundaries of its
Member States. The hard fact is that the area
needed to meet the EU's present resource de-
mand is twice as large as it actual geographic
extension.

A number of problems require urgent atten-
tion. Whilst climate change supposes a threat to
the lives and economic welfare of the majority
of European citizens, it also affects millions of
people living in poor countries beyond our bor-
ders who due to the profoundly unfair way
in which climate change is unfolding stand to
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suffer its consequences the most even though
they generate a much lower volume of green-
house gases than their counterparts in wealthier
parts of the world. Although per capita EU
greenhouse gas emissions have declined by 19
% since 1990, the Union is nevertheless respon-
sible for 15 % of the world’s total emissions.
According to this report, the environmental
policies presently being implemented will prob-
ably not be sufficient to meet the challenges we
now face. For example, under the present cir-
cumstances, the EU will not be able to meet the
approved objective of reducing its emissions by
between 80 and 95 % by 2050.

The loss of biodiversity in the EU has reached
alarming proportions. The conservation status
of 60 % of the continent’s protected species
and 77 % of its habitats is considered unfavour-
able. Europe is far from reaching the goal of
halting the loss of its biodiversity by 2020. Our
seas and oceans are in an especially precarious
state: the deterioration of ocean beds, the acid-
ification of seawater and pollution are only a
few of the problems threatening our marine
biodiversity. Furthermore, 91 % of assessed
stocks in the Mediterranean are being over-
fished. The degradation of European natural
capital attributable to our consumption habits
—which are highly dependent on the consump-
tion of energy and natural resources— is a con-
sequence of the unsustainability of key drivers
of our economy such as agriculture, fishing,
transport, industry, tourism and urban expan-
sion. Atmospheric and acoustic pollution are
causing severe health problems, particularly in
urban areas. Fine particles contributed to the
premature deaths of approximately 430,000 EU
citizens in 2011. It is estimated that during the
same year exposure to noise pollution led to the
premature deaths of 10,000 Europeans from
heart attacks and strokes. It has been estimated
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that the aggregated cost of damages caused by
European industrial facilities for the period
2008-2012 totalled at least €329 billion. One
half of these costs are directly attributable to the
pollution generated by a minuscule 1 % of the
facilities that reported releases to air during this
period and 90 % of the costs to a mere 14 %,
the majority of which were coal- and lignite-
fuelled electrical power plants. Lastly, the in-
creasing number of chemical substances pre-
sent in consumer products is being linked to
higher incidences of endocrine illnesses and
disorders.

EU environmental policy 2015

It is within this context of environment issues in
need of immediate attention that the Juncker
Commission got underway. Several weeks be-
fore the close of 2014, the Commission under-
took an action unparalleled in the history of the
EU: it announced the withdrawal of a pending
legislative proposal on two packages of meas-
ures to which the prior Commission had not
only devoted much energy but had also consid-
ered its flagship initiatives regarding environ-
mental issues —its Circular Economy and Clean
Air Packages. The incoming team argued that
the EU must focus its efforts on “what truly
matters to for citizens —jobs, growth and invest-
ment”, a position that revived a false dichotomy
between growth and environmental protection
and misguided ideas that environmental stew-
ardship was a luxury that Europe could ill afford
in times of crisis, environmental policies put a
financial strain on the system and supposed an
undue burden for the private sector and, as a
threat to growth, should therefore be avoided.
Juncker’s declaration annulled, in a single stroke,
the work of decades and a longstanding

consensus that environmental protection meas-
ures, efforts to fight climate change, and the
responsible and efficient use of natural resourc-
es were positive in terms of competitiveness,
growth and job creation.

The new Commission decided to focus its
environmental policy on a new strategic energy
union designed to reduce the EU’s dependence
on Russian imports, a posture that provoked
criticism from environmentalist NGOs and a
number of MEPs. Juncker’s new team withdrew
more than 80 measures proposed by their pre-
decessors, including an 80 % recycling target
for packaging materials by 2030, a ban on land-
filling all recyclable and biodegradable waste by
2025 and the “aspirational” goal of reducing
waste by 30 % by 2025. The previous commis-
sion had also proposed that Member States
limit their emissions of a number of key air pol-
lutants: sulphur dioxide, nitrogen dioxide, car-
bon dioxide, particulate matter and tropospher-
ic ozone precursors —the last of which is a
particular problem in Spain according to the
European Environmental Agency. The commis-
sion had previously estimated that air quality
measures alone would prevent as many as
58,000 premature deaths in Europe per year
and avoid between €40 and €140 billon in re-
duced damage costs related to air quality issues.
The cost of these measures was estimated to be
€4 billion (European Commission, 2013).

The withdrawal of these measures had been
requested by an umbrella organisation for
European business federations called
BusinessEurope, which had argued they were
too ambitious and that their implementation
would undermine European competitiveness. In
the wake of pressure brought to bear by a num-
ber of Member States, several business sectors
and environmental organisations, a European
Circular Economy package (albeit less ambitious
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than the one originally proposed) was finally

adopted at the end of 2015 (European

Commission, 2015). This plan calls for:

— The recycling of 65 % of municipal waste by
2030.

— The recycling of 75 % of packaging waste by
2030.

— A binding landfill target to reduce landfill to
a maximum of 10 % of all waste by 2030.

— Additional measures that promote green
product design, a comprehensive strategy
for plastics intended to lower waste in gen-
eral and marine litter in particular, the sym-
biotic use of industrial by-products and har-
monised calculation methods for recycling
rates throughout the EU.
As in the case of other issues, no new legis-

lative packet related to air quality has been

adopted to date.

The new EU energy strategy

The Juncker Commission centred the greater
part of its environmental policy efforts on the
framework for climate and energy for the peri-
od 2020-2030 approved by the European
Council in November 2014.

In February 2015, the new Commission an-
nounced a new EU framework strategy for en-
ergy, the goal of which was “to give EU con-
sumers —households and businesses— secure,
sustainable, competitive and affordable ener-
gy”. This strategy, which seeks to remove barri-
ers that impede the free flow of energy supplies
throughout the European Union, contains
measures that promote the centralisation of en-
ergy management.

The Energy Union strategy has five mutually
reinforcing and closely related dimensions:

— Energy security.
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— A fully integrated internal energy market.
— Energy efficiency.

— Decarbonising the economy.

— Research, innovation and competitiveness.

A few months later, in June 2015, the
Transport, Telecommunications and Energy
Council reaffirmed the Council’s plans for trans-
forming the EU’s energy strategy, especially its
emphasis on achieving the minimum target of
10 % electricity interconnection for Member
States that have not yet attained a minimal level
of integration in the internal energy market.
Spain, for example, currently ranks among the
EU’s most laggard states in this regard with an
interconnection rate if only 3 %. Other actions
supported by the TTE Council included the im-
plementation of new technologies, measures
intended to improve energy efficiency, infra-
structure projects related to the supply of gas
and electricity and the promotion of renewable
energies.

The EU Energy Union Strategy fits into a new
geostrategic objective of relying less on Russia,
which traditionally has been the Union’s chief
supplier of gas. The necessity of taking this
route was made clear by moves on the part of
Russia in 2006 to suspend supplies to certain EU
Member States. It is to remediate this problem
that the EU energy strategy contemplates in-
vesting millions of euros to guarantee uninter-
rupted supply throughout its territory. It is esti-
mated that €100 billion per year will be invested
in energy efficiency alone. A budget of €5.3
billion has been allocated for trans-European
energy infrastructure to be created between
2014 and 2020, which is to be financed by
means of user tariffs. These include 108 electric-
ity, 77 gas, 7 oil and 3 smart grid “projects of
common interest” (European Commission,
2015), some of which are mega-infrastructures
supporting gas connections between countries:
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the “MidCat” pipeline between Algeria and
Catalonia, another with Azerbaijan, the Euro-
Asia Interconnector linking Greek and Israeli
power grids with Europe, the NSN link between
Norway and Great Britain and a similar connec-
tion between Spain and France that cuts
through the Pyrenees.

The strategy’s critics have labelled it as noth-
ing but a rehash of an old familiar story: once
again public funds are being used to facilitate
and ensure the profitability of large energy com-
panies to the end that Europeans are more de-
pendent than ever on fossils fuels —a highly pol-
luting, finite source of energy with a volatile
market value that must be purchased from
countries whose governments do not earn top
grades when it comes to transparency. They also
note that public investment on such a massive
scale has never been devoted renewable ener-
gies, which, in contrast, require natural resourc-
es that are not only in abundant in Europe but
inexhaustible and, to date, completely free as
well. It must be kept in mind that the EU imports
53 % of the energy it uses. It relies on imports
for 90 % of the oil, 66 % of the gas natural and
42 % of the coal it consumes. EU energy imports
cost approximately €400 billion in 2013.

European climate change policy, the Paris
agreement and COP21

2015 was the year of the fight against climate
change in Europe. As previously mentioned, the
twenty-first Conference of the Parties (COP21)
of the United Nations Framework Convention
on Climate Change (UNFCCC) met in December
2015. The most important outcome of this
meeting was the approval of the Paris
Agreement, which has been adopted by 197
countries party to the Convention.

By means of this agreement, member coun-
tries collectively pledge to drastically reduce
their greenhouse emissions so as to maintain
any rise in the average global temperature that
occurs during this century well within the target
of 2 degrees Celsius above pre-industrial levels
and to furthermore make every possible effort
to limit such increase to 1.5 degrees Celsius.
Nevertheless, the agreement does not specify
precise levels to be achieved or a set schedule
for this reduction. It was agreed in Paris that
each country would present a national climate
change plan detailing its priority actions on this
issue and a schedule for measures it intends to
implement. Furthermore, all countries must
communicate long-term decarbonisation plans
by 2020. Prior to the drafting of the EU strategy,
the Commission will conduct an in-depth analy-
sis of the economic and social transformations
that it will suppose to facilitate a debate on the
topic in the European Parliament, Council and
with stakeholders. To ensure that global objec-
tives established in the Paris Agreement are
achieved, the Conference of the Convention
will periodically review national plans submit-
ted, identify measures that must be taken to
improve countries’ performances and make rec-
ommendations regarding the amplification of
the scope of their ambitions. Each country’s pro-
gress will be documented and tracked. In the
case that the overall goal of containing the rise
of global temperature within the bounds agreed
upon is not being met, additional measures will
be developed as needed.

The European Union had formally approved
its Intended Nationally Determined Contribution
(INDC) several months earlier in March 2015.
This commitment reiterated targets established
in the climate and energy framework packet ap-
proved in October 2014 (Conclusions of the
European Council 23-24 October 2014). The EU
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commitment included a 40 % joint Member
State reduction in greenhouse gases by 2030
compared to 1990 but did not establish quotas
on a country-by-country basis. The INDC docu-
ment noted that the EU commitment, like all its
earlier climate change policies, had been guided
by the need to avoid a 2-degree Celsius rise in
average global temperature and recommenda-
tions contained in the reports issued by the
International Panel on Climate Change (IPCC).
The EU thus positioned itself in line with what
was expected of developed countries: a reduc-
tion of its emissions by 80-95 % by 2050 com-
pared to 1990, a commitment that will entail
the decarbonisation of the European economy.

Therefore, the Paris Agreement reached in
December 2015 does not suppose, at least for
the moment, any pressure to move forward on
this issue that was not previously contemplated
in EU climate policy. This is because, in the first
instance, the EU had already established a two-
degree Celsius cap on the rise in average global
temperature over pre-industrial levels called for
in the Paris Agreement. Secondly, EU policy co-
incides with the Paris Agreement in that objec-
tives are voluntarily and internally to be set by
individual states or groups of states; it contains
no obligatory quotas as called for under the
Kyoto Protocol. Thirdly, neither document stipu-
lates that the ambition of individual countries
must be pegged to their individual levels of re-
sponsibility or capacity.

Due to the method agreed upon, it is difficult
to assess whether the European effort will be
sufficient to meet the target set or not. The few
attempts that have been made to compare cli-
mate change commitments to date rank Europe
amongst the less ambitious if the emissions it
has generated since the beginning of the indus-
trial revolution and its capacity based on per
capita GDP are factored into the equation.
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According to the calculations of Climate Action
Tracker, a coalition of independent scientific or-
ganisations, the European Union’s INDC merits
a “medium” rating —somewhat below that giv-
en to countries such as Costa Rica, Ethiopia,
Morocco, Brazil and China.

A number of NGOs and civil society organisa-
tions have noted that the EU could do better in
light of its responsibility and capacity. According
to several studies, if existing policies continue to
be followed, the EU will be able to reduce its
emissions by 32 % by 2030. This prognostica-
tion indicates that pushing the target a bit far-
ther to 40 % by that date would not represent a
significant challenge. The Commission present-
ed the European Council’s draft Decision on the
adoption of the Paris Agreement in March 2016.
The Agreement will be open for ratification and
signature on 22 April. It is important to keep in
mind that the Paris Agreement obligates signers
to periodically make formal commitments to
raise the level of their ambitions on this issue.
Therefore, the window of opportunity for Europe
to demonstrate a greater level of responsibility
and determination regarding the problem of cli-
mate change remains open. As in the past,
deeper commitment will depend on the pressure
of public opinion.

The EU has assumed international leadership
on environmental issues in the past, especially in
terms of the fight against climate change. In the
months leading up to COP21, it did much to
convince other developed and emerging coun-
tries to strengthen their commitment to do
more in this area. Nevertheless, its leadership
role has been gradually eroding, touching a
metaphorical bottom with the entry of the new
Commission. As a result, the EU has lost its for-
mer position as a leader in investment in envi-
ronmental technologies. Countries such as
China have been the top producers of renewa-
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ble energy technology for some time now.
Austerity measures have had a highly negative
impact on all green services and industries in-
cluding the renewable energy sector. Spain, to
give only one example, has suffered the loss of
approximately half of the jobs that its renewable
energy sector once supported.

This state of affairs is significant in light of
the other two commitments contained in the
2030 Climate and Energy Framework package.
The first is that 27 % of the EU’s energy con-
sumption is to be covered by renewable energy
production by 2030. In regard to this goal, the
Commission has made clear that measures sup-
porting renewal energy adopted by Member
States “need to be well designed and propor-
tionate to avoid market distortions”. The sec-
ond is increasing energy efficiency by 27 %. As
the Commission had already stated in 2014 that
the EU was on track to improve efficiency by
18-19 % with measures then in place (the 2020
target being 20 %), it recommended setting a
30 % target for 2030. In the end, however, the
final target established for 2030 was whittled
down to 27 %.

Recommendations

— Strengthen EU legislation and provide the
funding necessary to ensure that the targets
established in the latest environmental policy
are achieved and that all citizens of the EU
live well within the planet’s ecological limits
by 2050. Short- and medium-term lines of
action required to meet this target include:
e Reinstating the air quality targets pro-

posed by the previous Commission.
Support for the implementation of the
plans outlined by the former Commission
regarding sustainable mobility, public

transportation upgrades and the promo-
tion of non-motorised transport such as
bicycles as well as the protocols it estab-
lished for the restriction of traffic, closing
of schools and suspension of other ser-
vices during periods of peak pollution —all
of which have demonstrated their effec-
tiveness— must be reaffirmed.

Ensuring the success of the 2020 Strategy
for Biodiversity by means of sanctions for
non-compliance, increased funding for
the development of “green infrastruc-
ture” designed to restore degraded eco-
systems and enhanced support for eco-
logical agriculture currently contemplated
in the Common Agriculture Policy (PAC).
Building on the framework provided by
the Paris Agreement, the EU should de-
velop a road map for achieving an 80-95
% reduction in emissions by 2050 that
includes binding emissions pledges on
the part of Member States. Such a plan
should establish specific measures to be
implemented by energy, transport, indus-
trial, agricultural, construction and other
applicable sectors and provide impetus
for action on the part of cities —which are
responsible for 70 % of the greenhouse
gases currently being generated around
the globe. The EU should likewise ensure
compliance with 2020 renewable energy
targets and establish targets for 2030
that put the EU on track to achieve the
goal of 100 % renewable energy con-
sumption by 2030. To ensure that com-
munities that are currently highly reliant
on coal and other polluting energy sourc-
es are not negatively impacted by this
strategy, plans should be developed to
foster the growth of green jobs and
guarantee an equitable transition to
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sustainable socio-economic alternatives
in these regions.

e Ensuring the fulfilment of 2020 and 2030
targets for energy efficiency. Energy effi-
ciency plans for both private and public
sector facilities (schools, public sports
centres, office buildings, etc.) should be
backed by technical support centres and
financing for energy audits.

Rethinking the current EU energy strategy

with an eye to reducing support for gas and

oil and promoting the greater use of renew-
able energies.

Creating lines of financing that target public

green investment at the national level as well

as that provided through the European

Investment bank (EIB). Accounting rules on

public debt and deficit need to be reviewed

and modified so that public investments in

green projects are not necessarily counted as
deficits in national accounts. Climate change
funding should not be limited solely to that
earmarked for development cooperation
projects, and Europe must provide its share
of the USD 100 billion earmarked for devel-
oping countries established in the Paris
Agreement proportionate to its responsibili-
ty and capacity.

Reinforcing the work being done by civil so-
ciety organisations, interest groups and
small- and medium-size enterprises involved
in the production and use of renewable en-
ergies, the promotion of energy efficiency,
the reduction of industrial pollution and the
improvement of air quality in recognition of
the key role they are playing in the achieve-
ment of medium- and long-term environ-
mental goals in Europe.



Brexit: the last chance
for Europe and the
United Kingdom?

Juan Moscoso del Prado Hernandez

“Europe is not a physical continent, Europe is an idea”.
Salvador de Madariaga

"Brexit: the potential [...] departure of the United Kingdom from the European Union”.

The agreement reached at the European
Council on 18 and 19 February 2016 satisfied
nobody. From a pro-European perspective, the
agreement symbolises the fragility of the basic
principles of the European Union and the will-
ingness of current leaders to apply them selec-
tively, depending on their national interests. In
this case, what has been referred to as “British
blackmail” precipitated a choice between the
lesser of two evils: the Council agreement rath-
er than Brexit.

The problem with the agreement is that it
transforms what has thus far been an exception
into a rule, because one Member State, despite
having always demanded special treatment in
the form of opt-outs from certain policies, has
turned its back on article 1 of the treaty, which
has defined the core philosophy of the European
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project since its foundations, namely ever closer
union. Moreover, it does so formally, not only in
the conclusions of the Council but in a guaran-
tee to include this point the next time the trea-
ties are reformed. In addition to setting a dan-
gerous precedent, this also jeopardises the
future functioning of the EU and ensures its
fragmented operation, turning the thus far ex-
ceptional “a la carte Single Market” into the
norm. The idea of Europe has been badly dam-
aged by its leaders’ acceptance of the constitu-
tional consolidation of a two- or even multi-
speed Europe.

The agreement also challenges one of the
EU's fundamental freedoms, namely the free
movement of people. It is frustrating to see an
agreement that seeks to restrict a fundamental
European freedom, setting a precedent which is
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very likely to be copied by other Member States.
The agreement reached by the European
Council fails to preserve the nature of the EU or
strengthen its freedoms and principles in the
highly sensitive area of the right to freedom of
movement for workers, arguably one of the
most vulnerable groups of EU citizens. Moreover,
in spite of its symbolic gesture against funda-
mental European freedoms, the agreement is
excessively technical and, as it stands, will in all
likelihood have little practical effect on the re-
sults of the referendum. From a British perspec-
tive, it makes little difference because the per-
ception of what EU membership entails and
means vastly outweighs the contents of the
agreement. The result of the referendum will
not depend on whether negotiations in Brussels
are perceived as a success or failure. The only
possible strategy —responding to the propo-
nents of Brexit with clear arguments setting out
the advantages of remaining in the EU- has
failed to materialise and perhaps it is already too
late.

Timeline and events

Although David Cameron formally proposed it
in a speech on 23 January 2013, a referendum
on membership of the EU was not part of Prime
Minister David Cameron’s initial agenda, par-
ticularly during his first term in government, in
coalition with the pro-European Liberal
Democrats. However, Cameron’s weakness with
respect to the Eurosceptic wing of the
Conservative Party led him to conclude that the
only way to manage his relationship with that
branch of the party was to call a referendum.
Even so, his initial statement was vague: “it is
time for the British people to have their say [...]
it is time to settle this European question in
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British politics [...] when that choice comes, you
will have an important choice to make about
our country’s destiny.” This calculated ambiguity
was seen as a public admission of the weakness
of his leadership. Cameron sought to use the
referendum to put the issue to bed, at least for
a considerable period of time (as was the case
with the other referendum on Scottish inde-
pendence), to prevent future divisions in the
heart of the Conservative Party, and to bolster
its position against the threat posed by UKIP.
The strategy is at once risky and irresponsible,
since neither of the options addresses the un-
derlying problem: if the Remain camp triumphs,
it is hard to imagine the Eurosceptic ranks being
pacified; if the Leave camp wins, there will be
tragic consequences for both the UK (economi-
cally and politically, with the potential to reopen
the Scottish question) and for the EU, which al-
ready has enough problems without having to
deal with Brexit.

Cameron promised the referendum in spite
of the fact that his Liberal Democrat coalition
partners were against such a move, and in the
knowledge that making this promise constitut-
ed a public recognition of the weakness of his
leadership. We will never know if his announce-
ment of a referendum in 2013 was made from
a position of confidence or at least in the coy
expectation that the need to form a second
coalition government would protect him from
having to keep his word. However, the unex-
pected victory of the Conservatives with an ab-
solute majority in the 2015 election imposed
the scenario of the referendum and the very real
chance of Brexit. In his initial pledge, Cameron
had set the date of the referendum as 2017.
However, this failed to take into account the
fact that in 2017 the UK would hold the rotat-
ing presidency of the EU, and that it would also
coincide with elections in Germany and France,



forcing him to bring the date for the poll for-
ward to 2016, together with the bulk of the
renegotiation process.

David Cameron’s letter in 2015

On 10 November 2015, the British prime minis-
ter sent a letter to the presidents of the European
Council and the European Commission, and to
the heads of state and heads of government of
the Member States, setting out the four main
areas or “buckets” of Britain's demands. The
president of the European Council, Donald Tusk
responded in a letter dated 2 February, ad-
dressed to the heads of state and government
of the Member States. The letter contains an
annex with details of the proposed Council de-
cision in response to the issues raised by the
British prime minister, which went on to form
the basis of the agreement reached in Brussels
on 18 and 19 February 2016. The day before
the Council, the Spanish Ministry of Foreign
Affairs and Cooperation appeared before the
Congress of Deputies’ Foreign Affairs
Commission (the Mixed Commission for the EU
had yet to be formed by the new government)
to provide advance notice of the content of the
issues to be discussed at the European Council.

The UK’s relationship with Europe

For the majority of the British public, the coun-
try’s relationship with Europe, or “the
Continent”, is based more on culture and his-
tory than politics or trade. The EU is not one of
the main concerns in opinion polls, although
the political relationship with the rest of Europe
has always been extremely complicated. The
conflict goes back to the nature of the EU and

BREXIT: THE LAST CHANCE FOR EUROPE AND THE UNITED KINGDOM?

the UK, with roots in geopolitics and certain at-
titudes in the aftermath of the Second World
War (e.g., an isolationist attitude towards the
Continent, strong ties with the Commonwealth,
a false sense of economic superiority and a be-
lief in the ability to go it alone as a result of
having suffered less destruction in the war), in
addition to the birth of European integration
and the role played by the governments of the
time and their historical leaders such as Winston
Churchill and General de Gaulle.

Every British government has expressed, in
one way or another, its limited enthusiasm for
the European project. From the outset, the UK
was not among the founding members of the
project for European integration, and, since its
belated incorporation in 1973, has acted as a
brake on progress towards or discussion of fur-
ther integration. Clear examples can be found
in the rebate demanded and obtained by
Margaret Thatcher in the budget struggle of the
1980s, exemption from Schengen and the deci-
sion to stay out of the euro. The UK has also
opposed the development of the EU’s limited
social dimension; in 1992, it was exempted
from the Social Chapter of the Maastricht Treaty
(although Tony Blair subsequently relinquished
this opt-out in 1997) and, in 2007, the effects
of the EU Charter of Fundamental Rights on the
UK were limited by the inclusion of protocol 30
in the Treaty of Lisbon. And it has been reluctant
to participate in the area of freedom, security
and justice. Yet for all this, the United Kingdom
is not the only member of the EU in which
Euroscepticism plays a significant role in nation-
al politics, and regardless of the result of the
referendum on 23 June 2016, the damage done
to the European project may prove to be irre-
versible.
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The consequences of Brexit

In the run-up to the European Council in
February 2015, a number of studies and reports
were published on the consequences of Brexit
both for the UK and for the rest of the EU. The
basic position of British Eurosceptics is based on
three ideas (Dixon 2015):"
— UK membership of the EU is counter-productive.
— There is no possibility of reforming the EU.
— There are magnificent prospects outside the EU.
In contrast, those who wish to remain in the
EU contest these claims. In highly simplified
terms, the UK represents less than 1 % of the
world’s population and its economy accounts
for less than 3 % of global GDP. The EU is a
practical way of ensuring the future prosperity
and security of its citizens in a world dominated
by powerful groups of nations and individual
countries, a situation that requires European
states to work together in areas such as trade,
defence and foreign affairs. Moreover, the deep
social and cultural integration of British society
with the rest of Europe is indisputable and is
stronger among younger generations.
Advocates of remaining in the EU argue the
need for the reform of specific EU policies, such
as the Common Agricultural Policy (CAP) and
structural and cohesion policies, the regulation
of certain economic activities, and, above all,
the EU’s social dimension. However, this critical
perspective is more than compatible with con-
tinued membership on account of the net ben-
efits. The Single Market (500 million consumers)
represents 3.1 million direct jobs and 1.1 million
indirect jobs in the UK, a total of 4.2 million. The
UK contribution to the EU budget is just 0.5 %

! Dixon, Hugo: The in/out question. Amazon: Kindle Sin-
gles, 2015.
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of GDP, which is clearly easily sustainable.
According to the most recent survey by the
Confederation of British Industry, 78 % of
the country’s SMEs are in favour of staying in.

It is hard to predict the consequences for
trade in British goods and services if the country
votes to leave the EU. The UK is part of the
world’s largest trade bloc, equivalent to 20 % of
global GDP, and this is reflected in the negotia-
tions with giants such as the United States,
China and Japan. The UK would clearly be in a
position of weakness vis-a-vis all these coun-
tries, and also with respect to the EU, which
would continue to be larger than any other
trade bloc on the planet. In terms of foreign
policy and security, the United States, the UK's
historic ally, has expressed its desire to see the
country remain a strong member of a strong EU.
The possibility of Brexit is generating consider-
able uncertainty, since nobody knows exactly
what it would mean. Although Norway is part
of the Single Market without being a member
of the EU, to do so it must passively adopt
European regulations while having no say in
their definition. Would such an arrangement
work for the UK? Probably not, although there
are other alternatives.

Pro-Europeans versus Eurosceptics

One thing that sets the UK's pro-Europeans
apart from their Continental counterparts is
their acceptance of the need to reform the EU
and the direction such reform would take. In the
best case scenario, the British proposals could
form part of the larger reform project to be un-
dertaken by the EU in the future, ruling out,
however, the full participation of the UK across
the range of EU policies. At present, for exam-
ple, it is simply unthinkable that the UK would



reopen the debate about joining the euro. The
priorities for British pro-Europeans are the
completion of the Single Market to strengthen
productivity in different economic sectors and
to promote European competitiveness, the crea-
tion of the Capital Markets Union, the conclu-
sion of trade negotiations with the United States
(TTIP), China and Japan, the reduction of excess
regulation and red tape, and the strengthening
of foreign policy and shared security. Other pri-
orities include the reform and partial repatria-
tion of regional policy (structural funds and CAP
reform) to make it more streamlined and green-
er, and a desire to slim down EU institutions and
government, all of which combine with contin-
uing mistrust of the European social dimension.

British pro-Europeans and Eurosceptics share
a number of goals, some of which differ starkly
from the aspirations of their counterparts on
the Continent or even certain objectives that
have already been achieved. Thus, anything re-
lated to political union and the progressive
strengthening of the democratic legitimacy of
EU institutions is to be contested. Similarly, any-
thing that might weaken or dilute the commu-
nity's intergovernmental decision-making pro-
cess is criticised and opposed, even by British
pro-Europeans, a good example being the
transfer of power to allow the European
Parliament to elect the president of the European
Commission. Both attitudes aim to preserve the
powers of the European Council and strengthen
the role of national parliaments (and not exactly
in the way set out in the Lisbon Treaty).

In short, pro-European sentiments in the UK
do not map directly onto equivalent views on
the Continent. Debates and reflections take
place in an extremely different environment,
one that is highly pragmatic and almost exclu-
sively focused on the economic dimension of
the EU and its role in the world, without room
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for political union. British pro-EU sentiment
leads to clear contradictions: on the one hand,
it is against opt-outs, yet its failure to back pro-
gress in political union, a key factor in the de-
bate regarding “ever closer union”, makes it
impossible to avoid having recourse to new opt-
outs in the future, in spite of their unpopularity
among British supporters of the EU.

Immigration

EU immigrants contribute to the UK's economic
and cultural wealth, as is also true of immigrants
from many non-EU countries. The debate often
overlooks the other side of freedom of move-
ment in the EU: approximately 1 million British
citizens living in Spain, 330,000 in France,
330,000 in Ireland and 65,000 in Cyprus, ac-
cording to 2015 figures. The level of activity, oc-
cupation, entrepreneurship and education
among this group is higher than the average for
the British population as a whole, while they
place less burden on the welfare state and the
benefits system (although there are clear differ-
ences between immigrants from France, Italy
and Spain, and those who come from eastern
Europe).

Reforming the EU, the Eurozone
and the pound

One of the main arguments used by British
Eurosceptics is that the crisis affecting the euro
makes the EU less attractive for a UK that is at-
tached to the pound. Similarly, the possibility of
the Eurozone countries making progress toward
political union, electing a finance minister, har-
monising their tax systems and adopting a uni-
fied position with respect to major international
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organisations, such as the International
Monetary Fund and the World Bank, is without
a doubt the worst nightmare for Eurosceptics,
who fear the extent to which such circumstanc-
es would weaken the UK. As such, it is under-
standable that a UK that has abandoned any
intention of forming part of the euro wants to
see guarantees to ensure that such an outcome
does not weaken its position in terms of the op-
eration of the Single Market. However, it is also
clear that the Eurozone countries wish to move
forward without the UK and other non-Euro-
zone members such as Denmark and Sweden
standing in the way, a concern that was not suf-
ficiently voiced in the run-up to the European
Council in February 2016.

The UK could be a strong ally of the Eurozone
when it comes to resolving the most important
economic problems that affect the European
economy as a whole, related to the stagnation
of productivity and the loss of competitiveness.
The modernisation of the European economy in
all its dimensions (industrial, services, finance
and trade) must be done with the participation
of the UK, which has much to contribute.

The European Council in February 2016
Economic governance of the euro

The UK demanded protection from the conse-
quences of progress towards both the econom-
ic and political integration of the Eurozone. In
specific terms, it requested guarantees that fu-
ture laws and regulations will not create disad-
vantages for countries that are not part of the
euro, by introducing a mechanism to allow any
country to halt Eurozone regulations by arguing
that these also affect non-Eurozone countries,
and reopening discussion of these regulations in
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the European Council if necessary. The aim of this
measure is none other than to protect the City of
London from regulations that could challenge its
leadership as the financial centre of the EU.

This issue, which the UK had argued was
non-negotiable but which was at one point re-
garded as impossible, was one of the main
achievements secured by David Cameron in his
negotiations. It will now suffice for one non-
euro country to raise its concerns regarding new
legislation for the Eurozone to force a debate
among EU leaders. A majority of leaders agreed
to this request, since in practice neither the UK
nor any other Member State will have the pow-
er of an absolute veto. This change is also set to
be included in the treaties when they are next
reformed, guaranteeing that the reservations of
a single country regarding a decision can also be
brought to the Court of Justice, as requested by
David Cameron.

While it seems reasonable that progressive
economic and fiscal integration —political, when
all is said and done- should offer guarantees to
prevent legislative effects on Member States
that have a legal opt-out from the euro (Mangas
2016),% the agreement goes much further, since
the planned treaty change will modify second-
ary legislation by allowing recourse to the Court
of Justice to settle these disputes. It should also
be noted that, in exchange for the principle of
non-interference in the affairs of non-Eurozone
Member States, members of the Eurozone ob-
tain an undertaking that non-euro countries will
facilitate and not block economic and monetary
union. ltis also clearly stated that, except for the
UK and Denmark, all states that do not yet form
part of the euro are required to make progress

2 Mangas, Araceli: “Brexit: Europa al rescate de Reino Uni-
do”. £l Pais 22.02.2016.



towards adopting it. The same procedure for
the suspension of decision-making or legislation
and dialogue has also been put in place for
banking union to allow non-participating states
to raise reasoned opposition to the adoption of
legislation by the Council if they believe they are
affected by it.

Competitiveness and regulation [red tape)

This has arguably been the simplest part of the
agreement, even though in symbolic terms it was
highly significant for the UK, where the tabloids
delight in the myths of bureaucratic obstacles in
Brussels and anecdotes about the level of detail
that can occasionally be reached by community
regulations, such as the prohibition of abnormal-
ly curved bananas, the controversy surrounding
olive oil bottles and the temperature to be with-
stood by kitchen gloves. The commitment to
strengthen the internal market and adapt it to
the changing environment is clearly a positive
step for everyone, alongside measures to im-
prove growth, competitiveness and employment.
This will be complemented by the commitment
of EU institutions and Member States to improve
regulations, reduce administrative costs for busi-
nesses and even repeal unnecessary legislation,
with progress assessed on an annual basis. In
principle, the agreement makes it possible to re-
duce the administrative burden, implementing a
procedure for regulatory simplification without
the need for treaty change.

Anything that contributes to improving the
competitiveness of the European economy and
helps it move away from the threat of long-term
stagnation is reasonable. The issue is just how
far the process should go in terms of legislative
restraint, non-exhaustiveness and the repeal of
legislation (Mangas op. cit.). As Mangas argues,
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the European Parliament has not taken a posi-
tion on the agreement, and it will not be easy to
convince the legislative power that it should re-
duce the rate of its regulatory activity in areas
such as the protection of consumers, workers,
health and the environment, where European
citizens require increased and fuller involvement
of European institutions (which, it goes without
saying, must also be brought closer to the peo-
ple and made more democratically accountable).

Sovereignty

David Cameron sought to ensure that the UK
will be excluded from the statement in the trea-
ty that EU membership entails the commitment
of all Member States to “ever closer union
among the peoples of Europe”. The conclusions
of the European Council on 18 and 19 February
2016 leave no room for doubt or interpretation
as to whether he achieved this. Section C
(Sovereignty) of Annex | clearly states that “refer-
ences to ever closer union do not apply to the
United Kingdom”. Cameron also managed to
achieve something else that goes beyond the de-
clarative significance of the conclusions of a
Council, with EU leaders agreeing that this new
status will be substantially incorporated into the
treaties when they are next revised. This means
that each has permanently accepted the constitu-
tional foundation of a two- or multi-speed Europe.

For the majority of political and legal ana-
lysts, this part of the agreement (alongside the
reference to the free movement of citizens) is
without doubt the most critical. The British re-
jection of the commitment to “ever closer un-
ion” —present in the treaties since 1958, when
it was included in the preamble, and since 2010
as article 1 of the Treaty on European Union—
transforms the nature of the EU. It would have
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been better if it had been possible to avoid this
transformation, as removing this phrase from
the treaties would require a review of primary
legislation (which is impossible), while declaring
in the conclusions of a European Council that
this ambition no longer applies to the UK con-
stitutes a weakness from any point of view
(Mangas op. cit.). As Mangas notes, this phrase
has been the object of continued criticism
among British public opinion, even though it
does not in itself have the power to lead to po-
litical union, bypassing the consent of its na-
tional parliaments.

The sovereignty section of the agreement
also affects the application of the control of the
principles of subsidiarity and proportionality.
The conclusions of the European Council stress
that the principle of subsidiarity must be applied
“as closely as possible to the citizen”, consider-
ing whether action at the EU level produces
“clear benefits” for citizens compared to what
could be achieved at the national level. The
agreement also gives national parliaments more
powers over the application of this principle, as
well as the principle of proportionality, strength-
ening their capacity to influence decisions
adopted by EU institutions. From now on, par-
liaments will be able to issue reasoned opinions
when they believe draft laws do not meet the
principle of subsidiarity within 12 weeks from
transmission of the draft. If the rejection repre-
sents more than 55 % of votes assigned to na-
tional parliaments (estimated at 16 parliaments),
the Council Presidency will include the item on
the Council agenda for debate. Following this
debate, the representatives of the Member
States on the Council will discontinue the pro-
posal, unless it is amended to “accommodate”
the reasoned opinions.

This modification of the main control mech-
anism for subsidiarity threatens EU legality by
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allowing the Council to paralyse a legislative
process in the heart of the Commission until it
is modified, converting a warning procedure
(the so-called yellow card) into an absolute veto
(red card). This clearly introduces legal distor-
tions by altering the delicate and highly consoli-
dated balance of European institutions on a key
point such as the Commission’s right to legisla-
tive initiative (Mangas op. cit.), since it must find
other ways of overcoming the veto (such as
withdrawing its proposal).

Freedom of movement, immigration and
benefits

In his initial statement, David Cameron de-
manded that the UK be allowed to deny social
benefits (specifically tax credits) to any EU im-
migrant, in addition to the possibility of refusing
the payment of child benefits for children of EU
immigrants living in their country of origin. As
originally set out by Cameron, these demands
directly challenge the principle of equality
among workers in the EU. Nonetheless, he has
managed to achieve a complicated and ingen-
ious commitment in the form of the so-called
“emergency brake”, whose application can be
requested from the Commission by any Member
State that believes benefits paid to EU immi-
grants are causing an excessive burden on their
social services. The European Commission had
already admitted this mechanism before the ne-
gotiations began, meaning the debate in the
run-up to and during the Council was not about
the emergency brake in itself but rather about
how long it would last if applied. Cameron orig-
inally requested a period of 13 years; however,
the Visegrad group (the Czech Republic,
Hungary, Poland and Slovakia) presented the
Council with a counterproposal of five years.



Following the usual bargaining, the Member
States settled on a period of seven years, which
left Britain more than satisfied.

In spite of the specificity of British benefit
payments, which are practically exclusive to the
UK, other countries such as Germany, Austria
and the Netherlands have also been requesting
measures to control both the spending gener-
ated by immigrant workers and the flow of
workers itself. The agreed formula seeks to fully
respect the right to freedom of movement, a
fundamental freedom of the EU, whose reform
in the treaties is simply unthinkable (article 45 of
the Treaty on the Functioning of the European
Union). However, doing so has required an in-
terpretation of the case law of the Court of
Justice (cases Dano and Alimanovic). Here we
should recall that article 21.1 of the Treaty on
European Union subjects the right of EU citizens
to freely reside in any other Member State to
the “limitations and conditions” established in
Directive 2004/38, which requires them to have
a job or sufficient resources and full medical in-
surance. As such, it is in line with EU law for a
Member State to restrict the provisions offered
to EU immigrants while they are looking for em-
ployment during the first five years of their resi-
dence, and if they do not have genuine ties to
the country (Mangas op. cit.). The UK has also
had to drop its plans to deport immigrants if
they do not represent a burden and do not af-
fect public order, safety or health. Nor can the
country unilaterally set a period of time for look-
ing for work, as Cameron had intended, since
this would require treaty change. In general
terms, in spite of its shades of grey, the agree-
ment makes it clear that restrictive measures
such as those demanded by the British
Eurosceptics cannot be applied unilaterally.

Cameron was less successful with his de-
mands regarding child benefits paid in respect
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of children who are not resident in the UK.
Before the start of the Council, he had already
had to accept that child benefits should, at
most, be indexed to the value of payments in
the country where the children are resident. For
current immigrants, indexing with respect to the
real value, purchasing power or standard of liv-
ing in their country of origin will begin in 2020,
a date that has been interpreted as an act of
generosity by the UK. Under this agreement, the
British Exchequer will scarcely reduce spending
on child benefits and, given the complications
of implementing the new provision and the bu-
reaucracy involved in its management, it may
ultimately serve to increase costs from current
levels. The agreement also establishes that the
procedure will not apply to pensions. For other
types of work-related movement, such as pro-
fessional activities, in the event of exceptionally
large and prolonged inflows, there is an alert
and guarantee mechanism with restrictions on
payments for the first four years of residence to
be gradually authorised by the Council.

In short, an agreement whose objective is to
prevent EU immigrants in the UK from immedi-
ately accessing certain social benefits on the
same terms as British citizens affects the funda-
mental values of the European project, regard-
less of how well it is made to fit the law. Both
the underlying aim and the debate in the run-up
to the agreement were a direct attack on the
principles of the free movement of people and
non-discrimination, and this debate looks set to
continue at least until the referendum on 23
June 2016. The Council, and prior to this the
Commission, proved incapable of arguing that
these demands are based on unjustified preju-
dices since there is no exceptional migration cri-
sis in Britain that justifies them. Unemployment
in the UK is 5 % and the net balance of contri-
butions and income from this group to the ex-
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chequer is positive. Indeed, as mentioned, it
may even be the case that some of the meas-
ures to deliver “savings” will actually serve to
increase total costs.

The Spanish position

Following the European Council, it was noted
that the Spanish government did not participate
in any of the bilateral meetings that took place,
some 28 according to the media. Nor at any
point did the country show a clear commitment
to defend the rights of Spanish residents in the
UK (up to 800,000, according to some esti-
mates) or seek to extract any commitment from
the UK in return for the concessions made in the
agreement. The fact that the Popular Party gov-
ernment, which has not hesitated to make pop-
ulist use of the issue of Gibraltar to distract at-
tention from domestic issues, has not even
mentioned the need for the UK to meet the
commitments it has signed and to respect EU
legislation on Gibraltar and other issues has at-
tracted considerable attention in EU circles, tak-
ing even British diplomats by surprise.

Even if the Spanish government, like the ma-
jority of the country, does not want the UK to
leave the EU, not only an account of the damag-
ing effects a Brexit would have for both, but
also because of the closeness of and level of
affection between the two countries, the gov-
ernment’s strategy has been disappointing.
Spain seems determined to insist the whole
agreement is an interpretive act of primary and
secondary EU legislation, when in fact it was
equivalent to a review of the treaties, and has
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appeared apathetic and shown an absolute un-
willingness to act, as if Spain was a guest or
observer at Council meetings.

The referendum on 23 June

Following the European Council in February and
David Cameron’s triumphant return to the
British Isles, there has been a deluge of opinion
polls, while Tory leaders and other major politi-
cal figures in the UK have taken up their posi-
tion in the Leave or Remain camps. The views of
the UK’s main opinion leaders and business fig-
ures —not to mention the City— will be crucial,
not only on account of their statements regard-
ing the referendum but also in terms of what
happens and is decided before 23 June on other
fundamental matters related to Europe, such as
the refugee crisis and the Eurozone.

The Eurosceptic arguments fail to recognise
the agreement for what it is: a generous offer
that has required considerable effort and that
will become a reality after the referendum, an
agreement that has been much to the chagrin
of the majority of continental Old Europe.
Similarly, it is hard to know whether Cameron’s
decision to lead the Remain campaign is good
or bad when it comes to keeping the UK in the
EU, after the damage caused to the substance,
although perhaps not the form, of the European
project. Europe and the UK have given each
other another chance, although it may be the
last. Even if he does not deserve it, we must
place our trust in Cameron to win the referen-
dum.
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European Affairs Council of the Fundacién Alternativas*

1.

Institutional and competence reforms
— The best way of limiting the effect of national seesawing in the EU

is to move forward with its political deepening in the federal sense,
starting with restoring the European people as the source of the
EU's legitimacy, as the Constitution drafted by the Convention stat-
ed, unlike the Treaty of Lisbon, which identifies the States as the
sole bearers of that legitimacy.

To the same end, political union should be completed through
measures such as increasing the EU’s exclusive and shared compe-
tences to the detriment of the supporting competences, the exten-
sion of qualified majority voting and the ordinary legislative proce-
dure and greater “communitarisation” of the Commission
(implementing after the 2019 elections the article from the Treaty
that provides for a College of Commissioners comprising a number
of members equal to two thirds of the Member States) and of the
European Parliament (amending the legislation to create a Europe-
an “constituency” that elects at least 10 % of MEPs).

In order for all that to be possible, the role of the European political
parties has to increase and improve, so they can become major play-
ers that, without forgetting national political changes, have the ca-
pacity to act beyond them, primarily serving the community interest.
It is necessary to institutionalise the Eurogroup, providing it with a
permanent president under the political control of the European
Parliament. In other words, a true Eurozone government.

The European Affair Council of the Fundacion Alternativas is composed as follows: Diego
Loépez Garrido (Director), Nicolas 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 Muriiz, Emilio Ontiveros, Marfa Joao Rodrigues,
Francisco Aldecoa, Soledad Gallego, Irune Aguirrezébal, Josep Borrell, Doménec Ruiz and
Xavier Vidal-Folch. Permanent guests at meetings of the Council are Michale Ehrke, Delegate
to Spain of the Friedrich-Ebert-Stiftung, and Maria Pallares, programme coordinator, also of
the Friedrich-Ebert-Stiftung.
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— The ESM has to become the basis of a Eurozone Treasury. The Euro-

zone should be equipped with the capacity to issue centralised
debt, as well as with tax harmonisation, particularly as far as corpo-
ration tax and capital taxation are concerned. The Financial Transac-
tion Tax has to be introduced as an independent source of revenue
for the Union. All financial transactions with tax havens must be
prohibited.

2. Economic policy for investment and against inequality

Monetary policy has to be focused on getting credit to the real
economy and, to be precise, to the productive economy, taking into
account that the effects of productive investment on economic
growth and, therefore, on the demand for money, tend to offset or
outweigh the inflationary effects of the initial expansion of money
supply. This basic criterion of linking monetary policy to the real
economy and of prioritising its relationship with the productive
economy can be managed both through the selection of the re-
cipients of European Central Bank credit operations and by means
of differentiating the base interest rates applied according to the
link with productive investments, or not, of the targets of the mon-
etary operations.

Under no circumstances should fiscal consolidation become an ob-
stacle to economic recovery. Fiscal policy has to drop inflexible and
monolithic austerity as the core of economic policy and shift the
focus to the promotion of investment for growth and jobs. It is
necessary to do better than the inadequate and, as yet, unimple-
mented Juncker Plan and move on to an investment plan equivalent
to not less than 2 % of European GDP. Technological investment
and social investment (welfare work, education and vocational
training) have to be stepped up, focusing action on convergence
among the Eurozone Member States. It is necessary to create a
social dimension in the European Union, establishing a minimum
monthly wage and a universal basic income, with a harmonisation
of pensions in the Union, in proportion to each country’s average
income level.

3. Refugees. Priority measures:
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Establish a new Union competence regarding the right to asylum
with adequate funding and resources. We support the European
Parliament proposal of creating a centralised system for asylum
claims in Europe, with quotas for each country.
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— Cancel the EU agreement with Turkey, which is contrary to interna-
tional laws on asylum, with the Union taking over the management
of refugee flows.

— Turkey is not a safe country for these people, as organisations such
as Amnesty International or UNHCR have documented.

— Shift the focus of the European Union’s migration policies, which
are currently centred on border control and security, developing a
new policy that prioritises people and human rights, in line with the
founding principles of the European Union.

— Start an effective search and rescue operation in the Mediterranean
with a clear humanitarian mandate and which has the necessary
means and scope, in accordance with the duty to provide assistance.

— Establish legal and safe channels (granting of humanitarian visas,
permanent resettlement programmes, facilitating asylum applica-
tions at embassies and consulates, removal of obstacles such as the
transit visit required in Spain for people who come from countries
in conflict, and so on) so that refugees are not forced to use increas-
ingly dangerous routes, putting their lives at risk.

— Address the causes that trigger forced displacement from a compre-
hensive viewpoint, taking action in the countries of origin and transit.

. The EU in the face of jihadi terrorism

— Itis necessary to implement fully and as soon as possible the coun-
terterrorist measures agreed by the European Council on 12 Febru-
ary 2015 and contained in the European Agenda on Security 2015-
2020 presented by the Commission, including those concerning the
prevention of radicalisation and upholding values.

— Itis essential that the intelligence services and security forces of the
Member States cooperate closely and share without reservation all
the information on terrorist threats in their possession, for which
reason the European Counter Terrorism Centre must be enhanced,
turning it into a European security body to counter terrorism. The
creation of a European Intelligence Service that can cooperate with
the national services and complement them throughout Union ter-
ritory must also be considered.

— Terrorism has to be combated wherever it arises and develops. The EU
must promote the stability and security of its near and distant neigh-
bourhood, especially in the regions of the Sahel, the Horn of Africa
and North Africa, with political and economic action and by lending
assistance to legitimate governments to combat jihadism through the
use of security forces and —when necessary— military means.
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In the Middle East, the EU must help the Arab and Muslim countries
—with military means if necessary, not including the presence of
European troops on the ground- to neutralise jihadi groups and, in
particular, to eject the Islamic State from the zones of Syria and Iraq
under its control. Putting a stop to the civil war in Syria first is es-
sential to the success of this action and the Union must become
resolutely involved in finding a negotiated and lasting solution.
The jihadi threat and the war in Syria make it more necessary and
urgent than ever to build a robust and permanent Common Foreign
and Security Policy that allows the EU to carry the weight it needs
on the international stage to tackle these problems, as well as to
develop a common European defence that can guarantee the secu-
rity of European citizens in the future, in cooperation with other
allies and organisations.

5. Global climate governance

It is necessary to reinforce EU legislation and provide the required fund-
ing to ensure compliance with the latest framework programme for the
environment: to get every EU citizen living well within the planet's eco-
logical limits by 2050. The courses of action in the short and medium term
should be:
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Air quality: the EU should recover the goals to improve air quality
proposed by the previous European Commission.

Compliance with the 2020 Biodiversity Strategy has to be ensured.
Within the framework of the Paris Agreement, the EU must to
agree on an emissions reduction road map that is binding on all the
Member States, defining how the long-term emissions reduction
goal of 80 to 90 % by 2050 will be achieved. In this vein, the EU
must ensure compliance with the 2020 goals in renewable energy
and agree on national goals for 2030 that are sufficiently ambitious
to achieve the development of an energy system close to 100 %
renewable by 2030.

Compliance with the 2020 and 2030 goals in energy efficiency
must be ensured.

The Energy Union strategy has to be reconsidered, reducing reliance
on the use of gas and oil and reinforcing the use of the Union’s own
renewable energy sources.

Specific funding lines favouring green investment have to be
opened up, both in national public funds and through the European
Investment Bank (EIB).
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EEC: European Economic Community

EFSI: European Fund for Strategic Investment
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GDP: Gross domestic product
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IDB: Inter-American Development Bank

IED: Instituto de Estudos para o Desenvolvimento
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PSOE: Partido Socialista Obrero Espafiol (Spanish So-
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TTIP: Transatlantic Trade and Investment Partnership
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UN: United Nations
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UNFCCC: United Nations Framework Convention on
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UNICEF: United Nations Children’s Fund

UNSC: United Nations Security Council

USA or U.S.: United States of America

USD: United States dollar

WB: World Bank

YEI: Youth Employment Initiative

YPG: People’s Protection Units
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This year's Report on the State of the European Union (2015-16) examines the delicate
political situation currently faced by the EU, a complex combination of events that has
revealed its underlying weakness as a supranational organisation with historic ambitions.
After a 20" century that was largely propitious for a European Community that rose from
the ashes of the two World Wars, the start of the 214 century has been marked by an
air of frustration and pessimism. Moreover, it is those who were most strongly in favour
of the European project and most firmly convinced of the importance, benefits and direc-
tion of the EU whose ideals have been hardest hit by the crisis. Yet they are also best
equipped fo keep fighting to preserve the values of the world's most democratic continent.

The contributions to this report examine the reasons why these values, fundamentally
based on the welfare state and the rule of law, have been and continue fo be severely
affected by the critical situation facing the EU in 2016.

There can be no doubt that the EU has reached a crossroads, a moment of unpreceden-
ted political challenge. What we are facing is more than an economic crisis, or a refu-
gee or security crisis. These are merely the effects, albeit extremely serious ones. What
makes them critical is the EU's failure to provide a credible response. Such a response is
not beyond the realms of possibility.
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