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Presentation

A new European social contract

The year since the publication of our previous report in April 2016 has
been nothing short of an annus horribilis for the European Union. The vic-
tory for Leave in the UK referendum was followed by the triumph of
Donald Trump in the US elections and his stated support for the further
weakening of the EU, an attitude that the President of the European
Council, Donald Tusk, has described as a threat. At the same time, there
have been a number of significant events, both in Europe and elsewhere
in the world, which we analyse in this 6th Report on the State of the EU,
produced in partnership between Fundacion Alternativas and the Friedrich
Ebert Foundation.

With European integration immersed in the worst crisis of its history,
we ask what lessons we can learn from the financial crisis, Brexit and the
rise of nationalism and populism in Europe and the United States if we are
to guarantee the survival of the European project. To meet these chal-
lenges, this project must address four key problems.

Stability deficit: the effects of the financial crisis have spread through-
out the EU in the form of a series of national budget crises. Although the
so-called euro crisis is not really a crisis of the common currency but rather
(depending on the country) a combination of state debt, household debt
and debts held by individual financial institutions, the euro is the spear-
head of European integration and its failure would pose a significant risk,
threatening the political future of the EU.

Structural deficit: the pressure exerted by the financial crisis has re-
vealed the structural deficit in economic policy in the eurozone, making it
clear for all to see that the region lacks a common economic and financial
policy, and shining a light on the obscure and inadequate regulations that
govern the creation of monetary policy by the ECB. Unsurprisingly, the
fiscal compact is increasingly regarded as a cost that does not produce any
benefits, and it is becoming impossible to ignore the social and political
costs of austerity. At the same time, macroeconomic divergence between
members of the eurozone, far from declining, has in fact risen, and this is
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reflected in the growing gap between balance of payments deficits and
surpluses.

Social deficit: in addition to the imbalances identified above, there is
growing inequality between individual countries. The progressive policies
that were the flagship of a social Europe have not had any real political
impact, while the process of liberalisation, and the increased “flexibility”
of the internal market and of the shared currency (at least in the form they
have taken to date) are weakening the provisions of the national welfare
state, restricting the impact of progressive measures in employment legis-
lation and exerting downward pressure on salaries.

Democratic deficit: in a crisis, the government must take responsibility.
The tension between the need to take decisions at a European level and
the need to establish legitimacy at the level of national governments has
intensified in recent years. The political landscape of the EU is being trans-
formed not only by the crisis itself, but also by the way in which the effects
of the crisis have coincided with an influx of refugees and have been am-
plified by the fear generated by terrorist attacks. As a result, populism is
growing across the continent. Coming in both left-wing and right-wing
guises, national-populism “defends” the poor against the elites and neo-
liberalism or, alternatively, defends the country’s national identity against
Islamists and foreigners, fostering xenophobia. Europe’s traditional parties
have gradually lost ground both to the left and to the right. They have
been unable to strike a balance between integration and versatility.
Moreover, they have failed to find a solution to the growing concern with
regard to Europe’s borders: a significant proportion of the population are
uneasy in the face of open frontiers and a wave of migration of people
whom they view as coming from a different religious and ideological back-
ground and holding completely different values. A section of the popula-
tion no longer feels itself to be culturally or politically represented, and we
therefore need to repair our institutions of representative democracy, both
at the national and at the European level.

The repatriation of competencies to individual states, combined with
ill-considered recommendations with regard to the current eurozone, are
unlikely to solve the problem. It is difficult to calculate what the conse-
quences of this non-integration could be. Over the long term, the founda-
tions of European life — democracy, freedom, peace, cultural variety and
prosperity — would be threatened, and this would in turn undermine the
possibility of maintaining a social model that differs from the one offered
by the USA or by Asian capitalism.

We need European solutions that take account of and protect democ-
racy in each individual member state and throughout the EU. A new social
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contract would provide the foundations for a progressive European policy
to introduce a democratic union of welfare and security. The regulation of
globalised European capitalism offers an opportunity: progressives worked
hard to contain the market economy within the confines of the nation/
state: now, their task is to establish new regulatory templates for glo-
balised capital. These Europeanised policies make sense, but only if they
are genuinely capable of controlling the market and not — as has happened
to date — merely support economic globalisation in the name of promoting
the internal market and competition. There is also the opportunity to cre-
ate wider alliances as awareness of the negative economic, social and
political side effects of rising inequality grow among the business com-
munity.

At the same time, differentiated integration options would make it
possible to reconcile the interests of those who want to advance more
quickly with the interests of those who prefer to move at a slower pace.
Such an approach means that member states which wish to pursue inte-
gration and are capable of achieving it will be able to intensify their coop-
eration in a number of political spheres, while the others would benefit
from solutions that take account of their reservations with regard to po-
litical integration. This would offer fresh policies to new member states,
and free them from the straitjacket of social or economic criteria. Europe
has long been dominated by markets that are changing at breakneck
speed; it is now time for democratic politics to reassert itself.

Events and their consequences

One key development has been the rise of nationalist and so-called popu-
list movements in a number of countries, a trend which could threaten the
very existence of the EU were the National Front candidate, Marine Le Pen,
to triumph in the upcoming French presidential elections. The national-
populism that haunts Europe, however, is far more substantial than any
ghost, and draws its nourishment from a deep and long-lasting economic
crisis that has been poorly and unfairly managed, and which has had a
devastating impact on the lives of millions. In addition, those who are
committed to undermining and ultimately destroying the EU have enthu-
siastically resorted to demagoguery in their exploitation of the tragic situ-
ation of refugees and migrants. They garnish votes by campaigning against
the supposed threat posed by such “strangers”, drawing freely on lies and
the tactics of post-truth politics. Their discourse, which promotes xeno-
phobia and equates immigrants with terrorists, finds an echo among many
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who have been harmed by an exclusive globalisation that is presented as
the source of all their problems.

At the same time, although the welfare state (education, health, pen-
sions etc.) has resisted the crisis and retains the support of citizens, it has
been eroded throughout Europe as a result not only of economic policies
but also due to the phenomenon of tax avoidance/evasion, which under-
mines the tax base and fuels the growing debt problem of some states.

It also seems clear that the change of administration in the US is not
good news for Europeans. In the short time that Donald Trump has spent
in the Oval Office, he has threatened to upset many of the well-established
lines of US foreign policy, whether with regard to NATO, the EU, Mexico,
the Middle East, the Israeli-Palestinian conflict, Iran, China or Russia. The
outlook for trans-Atlantic relations is far from rosy. Despite this, there are
new opportunities for the EU in the international sphere. One of these is
Latin America. Trump’s policies towards Mexico represent an attack on the
entire continent, and it would be a mistake to allow the vacuum that this
may create to be filled by other powers who do not share our values.
Instead, we should grasp the opportunity to strengthen ties with Latin
America, finalise the agreement with Mercosur and support positive devel-
opments in Cuba.

Defence and security is another area where the EU needs to make
progress. Even if we ignore his declarations regarding the obsolescence of
NATO, Trump's proposals boil down to making US support for the alliance
conditional on greatly increased financial contributions from Europe while
policy decisions would remain firmly in American hands. The EU is already
committed to developing its own initiatives in this area — despite the prob-
lems that may arise from Brexit — in order to ensure that it does not find
itself defenceless or obliged to back policies that it does not agree with.
Acquiring greater strategic autonomy is therefore essential.

One encouraging development was the signature of the Paris
Agreement on climate change. Implementing this agreement is essential
for our future, and we must do everything possible to prevent any of the
major countries from disavowing the agreement, because other large
states would almost certainly follow suit. In this area, the EU still needs to
tackle the creation of an energy union. Despite the fact that the EU has its
origins in the European Coal and Steel Community and in the European
Atomic Energy Community, we have not yet created a common energy
market. Encouraging the development of a clean energy union and pro-
moting a digital agenda that would place the EU at the cutting edge of the
new technologies are two short-term objectives that would not require

12
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any treaty modifications. But this is only possible if we place research and
investigation at the centre of public policy.

However, we must be careful not to deceive ourselves. The real prob-
lems faced by the EU are not Brexit, the election of Donald Trump, the
Ukraine—Russia crisis, or the conflicts in the Middle East. The real problem
is that for too long we have been stuck, failing to move forward, failing to
take initiatives that could deepen our union as the fires of nationalism
spread. The EU is in urgent need of a relaunch to coincide with the 60th
anniversary of the Treaty of Rome, because simply continuing as we are is
no longer an option. That, in summary, is the thrust of this Report on the
current situation in Europe: the future, as the great German philosopher
Immanuel Kant might have said, “depends on what we do”.

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






Introduction. Europe
and globalisation

Diego Lopez Garrido

The United Kingdom'’s exit from the European Union is bad news, not
only because it deprives the EU of its second-most important member in
terms of GDP — and the leader in terms of military capacity — but also be-
cause the UK decision is merely the most serious expression of a phenom-
enon that can be found across the continent: the tendency to turn back
to the Nation State in response to the EU’s failure to offer a just and bal-
anced solution to the financial and economic crisis, and the fear of globali-
sation which many also identify with the European project. The crisis has
intensified a narrow emphasis on national self-interest, as nobody wants
to share the burden of what they see as other people’s problems.

The challenge facing the EU is of such a magnitude that it is threaten-
ing the most powerful, integrational project our continent has ever
known. In this context, and particularly following the UK's decision to
leave the EU, it is hardly a surprise that both the European Parliament
and the European Council have recognised the need for a wide-ranging
debate about the future of Europe. It was for this reason that the 27
heads of state or government met in Bratislava in September 2016 (all of
the EU members except for the UK) and again on 25 March 2017 to
celebrate the 60th anniversary of the Treaty of Rome and establish guide-
lines for the future of the Union. They will address the issue for a third
time at an important meeting of the European Council in December
2017, following the elections in France and Germany. This, then, is a
crucial moment for the EU, at which it is required not just to deal with
transitory problems but to address and overcome a fundamental chal-
lenge to its very existence.

The crisis has created a legacy of youth unemployment, low salaries
and chronic inequality, striking at the very core of European societies. One
effect has been the unexpected rise of populist parties, particularly those
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of the far right. These parties present the destruction of the European
project and closing our borders to immigration as a panacea, ignoring the
damage that such measures would inflict on our economy and fomenting
the poison of xenophobia and racism in response to the arrival of refugees
(See chapter by Enrique Ayala.)

These ideas — if that is the right word — are also bolstered by the threat
from ISIS which, like all forms of terrorism, is a sworn enemy of democ-
racy. Similar developments have been seen in neighbouring countries, with
Putin in Russia and Erdogan in Turkey pursuing policies that are not ex-
actly pro-European. And there are also threats from within the western
geopolitical camp, such as the worrying discourse of isolationism, nation-
alism and protectionism from the Trump Administration and from some
elements on the European right.

As if all of this were not enough, part of the EU — the United Kingdom
—has decided to break away, a move that poses a huge threat to the Union
and to its citizens in particular. Brexit threatens their right to move, live and
work freely in the UK, and the reciprocal rights of UK citizens in the EU.
The UK has committed a historical error in its incomprehensible decision
to abandon one of the greatest benefits the EU offers (See chapters by
Mercedes Guinea and José Candela.)

There is a danger that the European project will be profoundly weak-
ened if the values based on human rights, the rule of law, democracy, the
welfare state, and social and economic convergence between the mem-
bers of the EU are not transmitted to its 500 million citizens.

The individual chapters and recommendations of this report offer an
in-depth study of the State of the Union, and we propose a series of meas-
ures or lines of action to relaunch the EU:

—  Above all, within each of the individual countries that make up
the EU, we need to defend and argue for the rule of law, the
separation of powers, and judicial and parliamentary control of
the executive, all of which are essential elements of our demo-
cratic political culture and basic requirements of EU membership.

—  The restatement and extension of the main and most cherished
achievement of the EU: the freedom to move, live and work with-
in the EU, and the right to social assistance and human rights for
both majorities and minorities: in other words, European citizen-
ship. There are currently 14 million Europeans who live in another
EU country (including more than three million in the UK and a
further one million UK citizens elsewhere in the EU, primarily in
Spain).
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Maintaining an open, anti-protectionist trade policy that is also
designed to defend the social achievements of the European con-
tinent, in contrast with the closed borders policy being pursued by
the current US administration.

Focusing on the creation of high-quality employment through a
policy of productive investment, with a particular focus on R&D+i,
education and equal opportunities, while also promoting energy
infrastructure, discarding failed policies of austerity, and seeking
to capitalise on the revolution in technology and automation that
threatens to damage the European labour market. (See chapters
by Manuel Ausaverri and by Philipp Fink, Antoine Guillou and
Robert Schachtschneider.)

Clear progress towards an environmentally sustainable economic
union that involves fiscal, banking and budgetary union (with EU
resources). In practice, this means creating a Treasury or Monetary
Fund within the eurozone with the capacity to lend money and
issue debt, and a harmonised tax system with the primary objec-
tive of abolishing tax havens and stamping out the shocking prac-
tice of tax avoidance by multinationals. (See chapter by Juan
Moscoso del Prado and José Luis Escario.)

In parallel, the EU must unequivocally demand the USA's coopera-
tion in the fight against tax evasion, something which the USA,
unlike other OECD members, has so far refused to do.

The construction of an autonomous European defence and for-
eign policy, without prejudice to existing NATO commitments.
(See chapters by Patxi Aldecoa, Vicente Palacio, José Manuel
Albares and Carlos Carnero.)

The construction of a social Europe that guarantees the entire
European population decent levels of protection for workers’
rights, healthcare, a minimum wage, and unemployment and
pension provisions. This should be regardless of the country of
residence or nationality of citizens, and must defend children’s
rights. (See chapter by Juan Moscoso del Prado.)

Welcoming refugees who are fleeing war and political persecution,
by creating safe routes to reach Europe without the immense loss of
life in the Mediterranean (5,000 lives in 2016), and with costs shared
among all the countries of the EU. (See chapter by Petra Bendel.)

A European agreement setting out detailed and effective coopera-
tion between legal systems and police forces to combat one of the
biggest problems our societies face: violence against women.
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However, even if all of the above measures were implemented it would
not be enough. The EU, in addition to implementing the policies identified
above, needs to create a new set of instruments and to develop a political
will that it currently lacks in order to confront the defining phenomenon of
the 21st century: globalisation. Addressing this challenge cannot be
achieved simply by applying solutions derived from Rodrik’s trilemma.
Instead, what is required is a long-term approach that draws on a renewal
of the European project designed to oppose the disheartening lack of a
shared vision between member states, and a worrying dichotomy between
north and south that is the product both of the crisis itself and of the restric-
tive policies applied in the EU’s southern countries. This is compounded by
another division: that between east and west, most clearly visible in the
issue of solidarity in the response to the arrival of refugees.

Without political unity, it will be impossible to maintain the pace of
guantitative and qualitative growth which, over the last 60 years, has been
a characteristic of the great democratic project that brought peace and
prosperity to a Europe devastated by two world wars and was a political
inspiration to millions of people across the globe.

Proposals such as those identified here must allow a core of countries
that wish to progress more rapidly to do so, while leaving the door open
to others who may wish to join later, and without jeopardising the cohe-
sion of the 27 member states. At the same time, EU-wide approaches
must predominate over intergovernmental ones, strengthening the
European Parliament and the Commission, while the European Council
sets out broad guidelines that affect the sovereignty of member states.

When the EU was created, it had a powerful plan: to achieve peace and
reconciliation in Europe, and to deliver the social and economic regenera-
tion of a continent that had been crushed by war. Policies were developed
and implemented at the national level, as was the welfare state, and the
project counted on the support both of social democratic and Christian
democratic parties. The involvement of the USA in European security, pri-
marily through NATO, was very clear from the outset. Thirty years later, the
EU renewed itself through Economic and Monetary Union and the creation
of the euro, achieved political reunification with the fall of the Berlin Wall,
and made the idea of European citizenship a reality through freedom of
movement and residence. This was supported by the European Court of
Justice, whose authority the UK government is now eager to reject.

Today, although the EU is geographically larger and politically more
powerful, it lacks any real plan for the future and is threatened by a com-
bination of neoliberal policies, the impact of the crisis, the danger of frag-
mentation, and hostility from abroad (Trump and Putin). The old ideas

18
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have run their course but there is no sign of a replacement. This creates a
gap that the new populist parties — primarily of the right but also of the
left — have sought to exploit with anti-European formulae and the false
promise of closed borders. The results include Brexit and the democratic
crises in Poland and Hungary.

The EU needs a revitalised project, a relaunch — as the title of this
Report suggests — because it is the best thing to have happened to gen-
erations of Europeans. This Report therefore puts forward a range of ideas
for this relaunch. The EU has to regain its leadership by offering the poli-
cies that the continent, and the world, needs. It must create a specific
proposal, with immediate commitments, that has the power to convince
Europeans.






Populism and nationalism
Versus Europeanism

José Enrique de Ayala

The two events of 2016 bound to have the
greatest repercussion in Europe in the near fu-
ture — British voters’ approval of Brexit in June
and the election of Donald Trump as president
of the United States in November — have much
in common. Both victories were fuelled by up-
swings of nationalist, exclusionary sentiment
bordering on xenophobia, nostalgia for a glori-
ous past that will never return and the rejection
of globalisation, a phenomenon that has tend-
ed to level inequalities throughout the world.
Both were also achieved by manipulating the
anxieties and fears of broad segments of the
public and disseminating falsehoods: in other
words, by means of the tactics of populism.

In Europe, at the same time and in step with
and bolstered by these two key events, there
has been a significant rise in support for right-
wing political parties that has gone from being
mere threat to a hard reality in Poland and
Hungary and has the imminent potential to
spread to other, more relevant countries. The
current attempts of these ultra-nationalist and
anti-European parties, some of which are not
new (the Austrian FPO having been founded in
1956, the French FN in 1972, the Danish DF and
the True Finns in 1995 and the Hungarian Jobbik

in 2003), to exploit the economic, security and
refugee crises in which Europe is currently mired
to woo greater numbers of militants and voters
could well have grave and lasting consequences
for the future.

The question is no longer whether to advo-
cate a faster or slower pace of European inte-
gration or specific common policies intended to
solve the challenges we face or even to imple-
ment one strategy or another that might possi-
bly mitigate the effects of globalisation. What is
now at stake is not the European Union per se
but democracy itself: the values and principles
on which our coexistence is based and the insti-
tutions and rules developed under the auspices
of democratic welfare states that have under-
pinned the progress this continent has achieved
since the Second World War.

Globalisation and protectionism

Globalisation is not a new phenomenon. The
geographic scope of commercial and political
relations has progressively expanded through-
out history, the regional focus of the Roman and
Han Empires eventually giving way to interre-
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gional relations sparked by trade along the Silk
Road, the era of discovery and European em-
pires and the dawn of railways and steamboats,
to cite only a few of its previous vectors. Europe
was a protagonist in this process from the very
beginning, promoting and benefitting from it at
every turn, even though the profits it supposed
were reserved for a privileged few. Since the
1990s, with the disappearance of the blocks
that defined the Cold War era, the expansion of
multinational corporations and the rise of China
and other emerging nations, the pace of glo-
balisation has accelerated exponentially, driven
by advances in telecommunications and trans-
port technology that have diminished the im-
portance of geographic distances. Nevertheless,
Europe has been neither a prime mover nor a
principal beneficiary of this latest phase.

It is clear that globalisation has its advan-
tages and disadvantages. The formers have in-
cluded the possibility for millions of people in
emerging countries to escape abject poverty,
international cultural and scientific exchange,
the specialisation and mobility of highly quali-
fied workers and, most particularly, a progres-
sive confluence of values and interests that can
reduce the incidence and relative scale of inter-
national conflicts. No sector has reaped as many
benefits of globalisation as the financial sector,
which buoyed by deregulation measures intro-
duced during the 1980s by the Reagan admin-
istration in the United States and the British
government under Margaret Thatcher has in-
dulged in a sustained and highly lucrative spree
of speculation that has imperilled the develop-
ment and stability of certain countries and re-
gions as well as a number of currencies.

Those worse hit by globalism have been low-
skilled workers in developed countries suddenly
confronted by the unfair competition of companies
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operating in countries in which even the most
basic labour rights are not respected. Neoliberal
globalisation has triggered a race to the bottom
in which the labour, environmental and health
regulations and social services achieved in de-
veloped countries are being progressively deval-
ued and dismantled. The desire to maximise
corporate profits has translated into industrial
relocations that provoke unemployment and at-
tempts to boost competiveness that undermine
wages and working conditions. Globalisation
has also heightened the risk of the loss of cul-
tural diversity in a world caught up in a drift
towards greater uniformity. Nevertheless, the
worst threat we collectively face today is the
loss of democratic control over economic activ-
ity, a clear possibility given that globalisation has
not been accompanied by the creation of supra-
national entities with the authority to curb its
excesses.

It is this unregulated and unbridled globali-
sation that works mainly to the benefit of fi-
nance capitalists and large multinational corpo-
rations that left-leaning political parties and
social movements seek to reject. Capitalism is
not anti-globalist but it is anti-regulationist; it
only takes refuge in protectionism when it con-
siders international regulations or treaties to be
detrimental to its interests. Globalism is unstop-
pable, but it can, when regulated properly, be
beneficial if it promotes the extension of labour
and social rights throughout the globe and puts
competition back on a reasonable footing.
Protectionist reactions and the closing of bor-
ders do nothing but create tensions and aggra-
vate the problem. The protectionism that arose
in the 1930s in the midst of the Great Depression
not only deepened the effects of that financial
crisis but also contributed to the conditions
leading to the Second World War. In the long



term, free trade and its expansion — both inher-
ent aspects of globalisation — mean prosperity,
growth and development for everyone.

Populism, the extreme right and
nationalism in Europe

The Great Recession, which has had an espe-
cially hard impact in Europe over the past dec-
ade, has left a legacy of mounting inequality,
employment insecurity and uncertainty about
the future and declining living standards and
prospects for broad swathes of society, particu-
larly middle class citizens whose social and eco-
nomic status has seriously deteriorated and low-
skilled workers. In other words, it has created a
fertile ground for the growth of extreme right-
wing parties quite similar to that which nour-
ished the rise of fascism in Europe in 1930s.
This situation is the consequence of a neolib-
eral economic system bent on growth and the
optimisation of profit margins at the expense of
equality and fair distribution that has no qualms
about undermining the European model of the
welfare state. The alt-right — the newest euphe-
mism for the extreme right — seeks to draw at-
tention away from this reality by casting the
blame for everything gone wrong on globalisa-
tion and advocating protectionism in the form
of a return to closed national borders as the
cure-all. It is easy to exploit people’s anxiety for
the future and rage triggered by exclusion and
convert them into animosity for the other —
which can be anyone viewed as being different
on the basis of his or her religion, language, skin
colour or ideology. If to the consequences of the
economic crisis we add a massive influx of mi-
grants perceived by the most disadvantaged
strata of society as an unbearable source of com-
petition for jobs and social services and terrorist

POPULISM AND NATIONALISM VERSUS EUROPEANISM

attacks that provoke a heightened sensation of
insecurity, we have all the ingredients of a per-
fect storm.

Populists purport to be the voice of the peo-
ple whose mission is to point out the differences
between the interests of the public and those of
traditional politicians on the right and the left
alike. Behind this benevolent facade, however,
lies a conscious attempt to play on the public’s
fear, rage and anxiety, circulate falsehoods and
exploit collective emotions to achieve their own
political ends. What sets them apart from other
politicians (who from the beginning of time
have been guilty of such behaviour at one point
or another in their careers) is their habit of do-
ing it on a systematic basis. Political populists
indulge in demagoguery and tell people what
they want to hear even when perfectly aware
that it is false. They pitch simple solutions for
complex problems they know are unviable and
coyly present themselves as alternatives to other
politicians (who they refer to as the elite and
blame for all of society’s ills) even though their
objective is to wield the power they claim to
distain. Populists distrust the media but attempt
to use them to their own ends.

Extreme right-wing populism, the most
widespread and pernicious form, is also ultrana-
tionalist, anti-European, identitarian, exclusion-
ary and xenophobic. Its primary scapegoat is the
immigrant, who it blames for all of society’s
problems including terrorist attacks regardless
of the fact that the majority of those who have
perpetrated terrorist attacks in Europe have
been born there. The parallels between today’s
extreme right-wing populists and the fascist
movements of the twentieth century are clear,
the only distinction between them being a shift
from anti-Semitism to Islamophobia. The demo-
graphic targets of these groups have not
changed: they continue to be impoverished
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middle-class citizens and low-skilled workers
whose disillusionment with the political parties
they have traditionally supported and unions
has led them to seek miracle solutions to their
desperate situations. All that is lacking to make
the picture complete is political expansionism
and the emergence of mass movements. Times
have changed. We will not be seeing torch-lit
processions of brown shirts or supreme leaders
in military uniforms shouting slogans. Today’s
extreme right-wing movements nevertheless
pursue the same dual objectives: to deflect peo-
ple's anger away from those truly responsible
for their problems and direct it towards imagi-
nary enemies and to shore up the very system
they outwardly criticise. Their concern for work-
ers is as false as their patriotism. A few days
after the election, Stephen Bannon, the arche-
typal alt-right populist in charge Donald Trump’s
presidential campaign who now serves as senior
White House strategy advisor, was quoted in a
Bloomberg Businessweek article as having said,
“This is not the French Revolution ... What
Trump represents is a restoration — a restoration
of true American capitalism”.

Annex | provides an overview of recent elec-
toral results for the majority of the nationalist
and anti-European parties currently active in EU
member states, which represent a wide variety
of interests and positions. Although all are
openly anti-European, nationalist and populist,
Great Britain's UKIP has nothing else in common
with the anti-Semitic Hungarian Jobbik party
nor does the German neo-Nazi party (NPD) have
anything else in common with Alternative for
Germany (AfD). Electoral support for these par-
ties doubled between the two most recent na-
tional election cycles in Europe, in the last of
which they received a total of over 32 million
votes. The creation of two new parties during
the interval between these two election periods
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— the AfD in Germany and the Five Star
Movement (M5S) in Italy — partially accounts for
this impressive groundswell in voter support.

Given its usefulness as a paradigm of dema-
goguery and populism in Europe, it is worth fo-
cusing briefly on the Italian Five Star Movement.
The M5S was co-founded by Internet communi-
cations expert Gianroberto Casaleggio and the
popular anti-establishment comedian Beppe
Grillo, a charismatic leader who describes it as a
movement organised in “circles” that bases its
decisions on the online votes cast by its mem-
bers. The M5S was the first party to refer col-
lectively to mainstream politicians as “the po-
litical caste” — the abolition of whose privileges
appears to be the most important, if not the
only, plank of its political platform. Grillo’s use
of gutter language (vaffanculo days) and per-
sonal, off-the-cuff style of leadership has al-
ready provoked the defection of a number of
office holders elected under the party banner.
Although the M5S defines itself as being “nei-
ther left nor right”, its Eurosceptic outlook, op-
position to the euro and support for the penali-
sation of illegal immigration speak for
themselves. Members of the European
Parliament affiliated with the M5S form part of
the Europe of Freedom and Direct Democracy
group, a parliamentary coalition whose mem-
bers include extreme-right parties such as UKIP,
AfD and Democrats of Sweden. An M5S pro-
posal to join forces with the Alliance of Liberals
and Democrats for Europe — a parliamentary
group that defends diametrically opposed prin-
ciples — was sharply rebuffed.

Is there such a thing as left-wing populism?
The answer is a resounding yes. The regimes es-
tablished by Hugo Chavez in Venezuela and Evo
Morales in Bolivia are prime examples. Lenin
used populism to great effect. There are leftist
parties in Europe that use populist techniques to



a greater or lesser extent to achieve their politi-
cal objectives. Podemos, a party that emerged
from the 2011 M15 indignant movement in
Spain, has appropriated various aspects of M5S
culture such as the use of the term “caste” to
denigrate more established rivals and the prac-
tice of organising militants into circles. Like their
counterparts in ltaly, some of its leaders have
frequently purported to lead a “movement”
unaligned with either the right or left.
Pretensions notwithstanding, Podemos is an al-
liance of left-wing political forces whose ideolo-
gies range from radical anti-capitalism to an
academic form of populism rooted in the post-
Marxist theories of Ernesto Laclau. Syriza, an al-
liance of left-wing parties in Greece that swept
into power in 2015 on the basis of populist
promises of political renovation and rebellion
against EU-imposed bailout conditions it has
unsurprisingly been unable to make good on,
has since formed a coalition government with
the radical right-wing nationalist Independent
Greeks in order to survive. Nevertheless, despite
their common use of populist tactics such as
framing themselves as the sole defenders of the
people against the rest of the world and propos-
ing unworkable solutions, there is a fundamen-
tal difference between these parties and their
alt-right counterparts: the two pursue diametri-
cally opposed objectives. Whereas the ultimate
goal of the radical right is to strengthen capital-
ism, that of the radical left is to dismantle or, at
least, control it.

The political consequences of the
economic crisis

The rise of populism and nationalism has un-
doubtedly been the gravest consequence of the
economic crisis, the management of which here
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in Europe has been disastrous for many, but not
all, countries and strata of society. Public debt
has reached new heights, industrial and busi-
ness sectors have been weakened, unemploy-
ment has risen sharply and labour rights and
social services and benefits have deteriorated
throughout the EU, all of which has led to a
growing, widespread sensation of uncertainty.
Looking at the situation from a deeper perspec-
tive, it is now clear that given the notable struc-
tural differences in the various economies with-
in the Union, what was good for some was
detrimental to others. The imposition of the vi-
sion of the most powerful member state under
the leadership of Angela Merkel, based as it was
on fiscal retrenchment and reduced demand,
has worked to the advantage of exporting
countries within the Union such as Germany but
been disastrous for others whose upwardly spi-
ralling burdens of sovereign debt have left them
with unmanageable account deficits they have
no option to address by means of monetary de-
valuation. The Obama administration, in con-
trast, took a far different, neo-Keynesian ap-
proach to the crisis in the United States,
employing a strategy of stimulating investment
and demand that has produced far better re-
sults.

Neoliberal economic prescriptions are falla-
cious and crafted solely to benefit capitalist in-
terests. If lowering taxes and cutting social ser-
vices were an effective means of balancing
budgets, Scandinavian countries would be the
laggards of Europe and those along its southern
rim its greatest success stories. In reality, things
work the other way around. Robust tax reve-
nues, public investment and redistribution are
needed to stimulate demand and economic
growth. The burden of the crisis has fallen on
the shoulders of the middle class and workers,
provoking new levels of inequality, leaving many
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people previously well integrated into society in
situations of marginalisation and precarity and
laying bare the fallacy of another neoliberal
mantra, which is that growth benefits everyone
across the board. This is the root of the political
disaffection and desperation that has led so
many Europeans, including a significant number
who have traditionally voted for socialist or even
communist parties, to unwittingly embrace the
populism of the extreme right.

Disaffection would never have reached such
levels if moderate left (social democratic) parties
had offered citizens viable and coherent alterna-
tives. Unfortunately, social democratic forces,
whether in power or in the opposition, have
fallen in step with neoliberal policies in the mis-
taken belief that they constituted the only way
forward. And although it is abundantly clear
that any alternative approach is difficult, if not
impossible, for a single country to pursue in a
world in which financial markets hold sway (we
have only to look at the problems of Syriza in
Greece for an example) the prospects for doing
so on a European scale are quite different.
Nevertheless, social democratic parties have not
attempted to take this route at either the na-
tional or European level, opting instead to aban-
don concepts such the regulation and demo-
cratic control of the financial sector and the
maintenance of the labour rights and social
benefits that lie at the heart of their original
mission and essence. The adherence of the ma-
jority of them to the social liberalism champi-
oned at the turn of the century by Tony Blair in
Great Britain and Gerhard Schréder in Germany
has made social democracy irrelevant in the
eyes of voters in many parts of Europe. Social
democratic parties’ shift towards neoliberalism,
which has blurred the traditional distinctions
between the right and the left, has deprived
voters of the option of choosing an alternative
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path or even dreaming of having the opportu-
nity to do so at some point in the future.
Miscalculation on this scale carries a hefty price
tag. The perception of many citizens affected by
the crisis is that conservative and socialist parties
are very much of the same ilk and that radical
parties are more likely to provide solutions to
their problems.

The last remaining liberal socialist in power,
French President Francois Hollande, has left his
party in a deplorable state it will take years to
recover from. All recently conducted polls have
indicated that the Socialist party candidate has
no chance of surviving the presidential elections
first round to be held in that country on April
23. The prospect that French voters will ulti-
mately choose between the centre-right,
staunchly neoliberal Emmanuel Macron and the
extreme right-wing Marine Le Pen provides a
vivid idea of the degree to which support for the
French left has deteriorated. Even if Le Pen loses
by a large margin in the second round, the tri-
umph of neoliberalism under Macron will sig-
nify a major step down the road towards finan-
cial deregulation.

Prior to this process, Geert Wilders's ultrana-
tionalist, Islamophobic, and anti-European Party
for Freedom (PVV) may have already swept the
March legislative elections in the Netherlands or
have come in second with at least double the
votes it won in the previous election. As in
France, such a victory would come at the ex-
pense of the Labour Party, which could see its
legislative representation fall from 25 % to as
low as 8 or 9 %, although Wilders will probably
be unable to form a government if democratic
forces refuse to enter into a coalition with his
party. In Germany, public support for Germany’s
SPD, which has risen dramatically following its
nomination of Martin Schultz for chancellor, is
now close to that enjoyed by the CDU-CSU.



Merkel is nevertheless likely to remain in power
even if she fails to shine in these elections as the
projected return of the Liberals to the Bundestag
and debut of the AfD in that body substantially
lower the possibility of a red-green-red coalition
between left-wing and green political parties.

The resignation of Italian Prime Minister
Matteo Renzi following the defeat of his refer-
endum on constitutional reform could lead to
early elections in that country this autumn. The
M5S stands a chance of winning despite voter
disaffection provoked by appalling errors on the
part of the M5S mayor of Rome, and one can-
not rule out the possibility of Grillo forming a
government with the support of another fac-
tion, an outcome that would be comparable to
a Le Pen victory in France. Finally, polls in the Czech
Republic indicate that the Czech Social Democratic
party could receive 5 % less of the overall vote in
the upcoming October elections than it did in
2013 (15 % compared to 20 %) and consequent-
ly the status of most-voted party, which would
logically go to the populist ANO 2011.

The horizon is stormy, especially for social
democracy, which has emerged as the greatest
loser of the crisis from a political perspective
and suffered a setback that, as noted previously,
was unfortunately caused to a large degree by
social democratic parties themselves. To this we
must add the populist government in Poland
directed from the side-lines by Jarostaw
Kaczynski, which is drifting farther and farther
from democracy and ever closer to authoritari-
anism to the glee of Hungarian prime minister
Viktor Orban and the despair of a European
Union helpless to prevent what constitutes a
clear violation of European values and treaties.

Should socialists fail to revive their core left-
ist political vision, offer citizens a coherent and
viable alternative and regain the confidence of
the middle classes and workers hit hard by the
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crisis, Europe will inevitably undergo a dramatic
political transformation. Populist parties will
swell their ranks with voters disenchanted with
the left, citizens will be forced to choose be-
tween right-wing and extreme right-wing can-
didates (as will soon happen in France) and
there will be more European governments simi-
lar to those now in power in Poland and Hungary
inclined to flout the most basic tenets of de-
mocracy. Right-wing neoliberals will take advan-
tage of the rise of the extreme right to consoli-
date their positions and chip away at what
remains of the welfare state. As the American
investor Warren Buffet has observed, “There’s
class warfare, all right, but it's my class, the rich
class, that’s making war, and we're winning”.

The European Union in peril

European extreme-right populist parties mani-
fest varying degrees of hostility toward European
integration, which range from advocating with-
drawal from the Union (as UKIP has recently
managed to achieve) to flouting EU norms they
consider inconvenient while enjoying the ad-
vantages membership (as PiS in Poland has fre-
quently done) and calling for their countries to
abandon the euro (a position embraced by
ltaly’s Northern League). The EU’s failure to de-
liver balanced and fair solutions to the econom-
ic crisis has made citizens across the continent
question its efficiency. The longstanding con-
sensus between European conservatives, liber-
als and social democrats that has sustained the
impetus of the Union for years, has effectively
blocked the emergence of any credible political
alternatives. This stasis and the overweening
policy role played by the European Council un-
der the thumb of Angela Merkel has led many
to believe that the painful austerity policies
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implemented in reaction to the crisis will never
be reversed and that the sole answer to their
problems lies at the national level.

The EU has been mired for several years in
the worst crisis it has faced since its beginnings
as the European Economic Community 60 years
ago — a multifaceted crisis that presents chal-
lenges on a number of fronts. The severity and
longevity of the economic crisis has revealed the
limits of solidarity between member states and
the ineffectiveness of community mechanisms
in place to deal with it and triggered new levels
of inequality, employment insecurity and social
exclusion. An internal and external security crisis
that has made Europe more vulnerable has been
aggravated by the disinterest of the newly elect-
ed US president in European security. The refu-
gee crisis has laid bare the weakness of our
much-proclaimed values and underscored, once
again, our societies’ meagre capacity for solidar-
ity. Underlying these circumstances is the great-
est problem of all: a growing lack of internal
cohesion on the economic plane, most vividly
illustrated by the expanding economic breach
between the EU’s northern and southern mem-
bers, and the political plane, which has been
typified by an anti-democratic drift in Poland
and Hungary that threatens to spread to more
relevant member states — an ominous trend the
EU has yet to formulate an effective response to.

The internal and external pressure against
the EU is mounting, perhaps in part due to the
fact that viewed from the most radical neolib-
eral perspective in a highly-globalised world,
Europe is the only significant, albeit weakened,
bastion of the welfare state. The European
Union stands as the last remaining obstacle to
the worldwide imposition of the law of the jun-
gle, which is nothing less than total financial de-
regulation and the global suppression of labour
and social rights. The EU is also a supranational
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framework with the potential to make Europe a
global power in the true sense of the word, a
possibility that is viewed with apprehension in
certain Anglo-Saxon political and economic cir-
cles. No member state has ever previously de-
cided to withdraw from the Union. Neither has
any previous US president attacked the EU as
directly or brutally as Donald Trump. Never be-
fore have so many called for a “re-nationalisa-
tion” of European politics or advocated “less
Europe”.

Less Europe is the worst thing that could
happen to Europeans. It would mean more na-
tionalism, more protectionism and more distrust
between neighbours — all of which could lead to
hostilities. The assertion made by Francois
Mitterrand during his final speech in 1995 that
“Nationalism is war” holds true today. The dis-
mantling of the EU would mean a return to the
Europe of 1930s, and we all know well how
that story ended.

The most tepid new Eurosceptics have come
up with the tautology that we need a better
Europe rather than more Europe. The two, in
reality, are the same because improving the way
the EU functions inevitably supposes empower-
ing community institutions, the European
Parliament and the European Commission and
weaning ourselves away from the intergovern-
mental method, which has been the greatest
contributing factor to the situation in which we
now find ourselves. The intergovernmental
method produces confrontations between win-
ners and losers in that it allows individual gov-
ernments (voted into power by domestic elec-
torates) to defend national rather than collective
interests. It is furthermore perceived as being
manifestly undemocratic by European citizens
tired of leaders they haven't voted for making
decisions against their interests, not to mention
slow and inefficient — reaching a consensus



among 27 or 28 countries supposes eternal dis-
cussions that often end in decisions watered
down to the point of inanity. Given that coun-
tries in the position to do so routinely leverage
their power and the size of their contributions
to the community budget to get their way, it is
furthermore neither objective nor neutral. In the
final instance, it is always conditioned by na-
tional election cycles and referendums, which in
some cases can paralyse community decision-
making for more than a year.

The only way to improve the efficacy and
internal balance of the Union is to vest more
power in communitary institutions. However,
this does not mean granting them additional
competences that can be held by member
states; the Commission is currently in the pro-
cess of correcting what may have been an over-
zealous approach to regulation. The principle
of subsidiarity must be upheld at all levels of
governance. Nevertheless, the EP, the only
communitary body whose members are directly
elected by EU citizens, and the CE, the compo-
sition of which is contingent upon the EP and is
accountable to that institution, must have the
effective power to implement the Treaties and
set specific policies while the European Council
serves as a collective head of state that ap-
proves the general direction of policy-making
and presides over issues concerning sovereignty
such as the entrance of new members and ar-
eas of a purely intergovernmental nature such
as foreign affairs and defence. For this to come
about, the functions of these institutions must
be streamlined and enhanced. The European
Parliament must be given full legislative author-
ity (which it currently shares with the Council),
greater control over the Commission that in-
cludes the right to pass a constructive vote of
no confidence in that body’s leadership and a
mechanism by which eurozone countries can
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pursue a common economic policy. Once rati-
fied by the EP, an EC president should be free
to choose the members of his or commission
(which must be balanced in terms of regional
representation and gender), the duty of which
should be to implement well-defined policies
subject to the assessment and approval of vot-
ers in subsequent European elections, who will
thus determine the direction of, and assume
responsibility for, decisions made at this level.
Given that he who pays inevitably calls the
shots, it goes without saying that community
budgets would be best funded through some
form of European taxes rather than by means
of contributions from member states. Such a
system would make the EC accountable to
European citizens rather than national govern-
ments, as is currently the case.

However difficult it may appear, this is the
path that must be taken. The satisfactory reso-
lution of a number of crises now affecting peo-
ple across Europe will require more than the
mere coordination of national policies. In the
sphere of finance, for example, a harmonised
deposit guarantee scheme is needed to achieve
common banking union. Problems in the area of
migration can only be solved by means of the
homologation of national laws and regulations
and the establishment of firm quotas. At a time
when the EU may need to face a growing num-
ber of problems along its external perimeters
alone, European security and defence (whether
conventional or focused on terrorism or cyber-
crime) requires an organised communal effort.
We must also construct a social Europe, begin-
ning with a community guarantee of social
rights such as a standard minimum wage and
unemployment benefits that builds upon na-
tional governments’ social commitments and
strengthens public perception that EU citizen-
ship provides direct benefits.
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Implementing a direct, decisive and suffi-
ciently dissuasive mechanism for sanctioning
member states failing to comply with demo-
cratic norms or violating the Charter of
Fundamental Rights that curtails both their vot-
ing rights in the Council and their access to
community funds is of the utmost importance.
The EU cannot afford to tolerate the type of vio-
lations of the principles of full democracy and
the separation of powers on which it was
founded that are currently being perpetrated in
Poland simply because it is hampered by a slow,
ineffective sanction procedure requiring an una-
nimity frequently difficult to achieve. A timid
reaction now could tempt other countries to go
down the same perilous path, which would in-
evitably lead to the breakup of the Union and a
dangerous future for all.
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The question now is whether the EU will be
able, in spite of the present hostile climate, to
sustain and further the convergence process so
essential to the resolution of shared problems
and maintain the principles of freedom, peace,
respect for human rights, solidarity and internal
and external inclusion, the ideals of justice and
equality and the social advances of the welfare
state. For this is what the citizens of Europe
want. If we can convince them that the EU will
uphold these principles, work to overcome na-
tional and class egotism and make European
institutions more effective and transparent, the
soft neo-fascism that now threatens us from so
many directions will not prevail.
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Annex . Electoral results of nationalist and anti-European parties in the two most recent national elections held in Eu
member states’

Penultimate election Last election Variation
Country Party Date % Votes Date % Votes % Votes

Germany? National 09/09 1.5 635,525 09/13 1.3 560,828 -0.2 -74.697

Democratic

Alternative for 09/09 - - 09/13 4.7 2,056,985 +.7 +2,056,985

Germany
Austria Freedom Party 09/08 17.54 857,029 09/13 20.51 962,313 +2.9 +105,284
Belgium Flemish Interest 06/10 7.74 506,697 05/14 3.67 247,746 -4.07 -258,951
Bulgaria Attack 07/09 9.40 395,707 05/13 7.30 258,481 -2.10 -137,226
Czech Rep. | Dawn 05/10 - - 10/13 6.88 342,339 +6.8 +342,339
Denmark Danish People’s 09/11 12.3 436,726 06/15 21.1 741,746 +8.8 +305,020

Party
Slovakia National Party 06/10 5.07 128,490 03/12 4.55 116,420 -0.52 -12,070
Finland Finns Party 04/11 19.1 560,075 04/15 17.65 524,054 -1.45 -36,021
France? National Front 06/07 4.29 1,116,136 | 06/12 13.6 3,528,373 | +9.3 +2,412,237
Greece Golden Dawn 06/12 6.92 426,025 09/15% 6.99 379,722 +0.0 -46,303
Nether-lands | Party for Freedom 06/10 15.4 1,454,493 | 09/12 10.1 950,263 -5.3 -504,230
Hungary Jobbik 04/10 16.7 854,745 04/14 20.22 1,020,476 +3.5 +165,731
Italy Northern League 04/08 8.3 3,024,758 | 02/13 4.08 1,390,156 -3.9 -1,634,602

5 Star Movement 04/08 - - 02/13 25.55 | 8,689,168 +25 +8,689,168
Poland Law and Justice 10/11 29.89 | 4,295,016 | 10/15 37.58 | 5,711,687 | +7.6 | +1,416,671
United British National 05/10 1.9 564,321 05/15 1.9 1,667 -1.9 -562,654
Kingdom Party

Independence 05/10 3.1 919,471 05/15 12.6 3,881,129 | +9.5 | +2,961,658

Party
Romania Greater Rumania 12/12 1.25 92,382 12/16 1.04 73,264 -0.21 -19,118
Sweden Sweden Democrats | 09/10 5.7 339,610 09/14 12.86 801,178 +7.1 +461,568
TOTAL 16,607,206 32,237,995 + 15,630,789

Compiled by the author on the basis of publicly available data.

! For countries with bicameral systems, data correspond to election results for the lower house.
2 Figures represent numbers of party list votes.
3 Data correspond to first round election results.

4 National elections were held twice in Greece that year. Data correspond to those held in September.
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A modest resurgence
of social policy in a Europe

threatened by persistent
poverty and inequality

Juan Moscoso del Prado Hernandez

Social policy made a timid comeback on the
EU agenda in 2016. In a Union in which it is in-
creasingly difficult to detect any signs of change
or reform and even fewer of deepening, the
European Commission has pulled this issue off
the back burner in an attempt to make good on
at least some of the commitments announced
at the beginning of the Juncker mandate.

It is too soon to determine whether this ini-
tiative represents an intention to pursue this is-
sue vigorously or merely the technical fulfilment
of a vaguely articulated promise that must be
addressed before the end of the five-year tenure
of the Juncker Commission, which has now
passed its halfway mark. Social policy is inevita-
bly mentioned in every EU road map given its
key importance to the European way of life:
notwithstanding periodic dips caused by auster-
ity measures such as those enforced in the wake
of the recent economic crisis, EU social expend-
iture normally accounts for 30 % of European
GDP and 50 % of global social expenditure.

Actually, devoting the political capacity and will
required to achieve new social objectives is
however a completely different matter.

The construction of a European pillar of
social rights

Early this year the European Commission com-
pleted a long round of extended discussions
and consultations with member states, social
partners, civil society organisations and citizens
focused on the role and content of the future
European Pillar of Social Rights, for which a for-
mal proposal is expected to be presented in
March. Looking ahead, the Commission and the
Swedish government will also be co-hosting the
Social Summit for Fair Jobs and Growth, a high-
level meeting on the same topic to be held in
Gothenburg, Sweden on 17 November 2017.
More than 16,000 views and comments
were received during a public consultation
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period devoted to this initiative. The European
Parliament has issued a related resolution, the
European Economic and Social Committee
(EESC) and the EU Committee of the Regions
(CoR) have presented formal opinions and social
partners Business Europe and the European
Trade Union Confederation (ETUC) have also is-
sued studies.

During his 2015 State of the Union address,
Commission President Juncker announced his
intention to develop a “European Pillar of Social
Rights” that would take into account the com-
plex and swiftly changing realities of a glo-
balised world and serve as both a “compass”
for convergence within the eurozone and a ve-
hicle for moving forward towards the long-
standing but unfulfilled goal of full economic
and monetary union. As initially envisaged, this
initiative was to focus primarily on eurozone
countries but be open to the voluntary partici-
pation and future inclusion of any other inter-
ested member states.

The plan for completing economic and mon-
etary union was further articulated in the Five
President’s Report' issued in June 2015, which
set out working agendas in four areas in which
progress would be required to meet this objec-
tive. This document was the result of extensive
consultation with the Sherpas of member states,
the Sherpas of the presidents of EU institutions
involved and the five presidents.

' Juncker, J. C.; Tusk, D.; Dijsselbloem, J.; Draghi, M., and
Schulz, M.: Completing Europe’s Economic and Monetary
Union, report prepared by Jean-Claude Juncker in close
cooperation with Donald Tusk, Jeroen Dijsselbloem, Mario
Draghi and Martin Schulz, Brussels, 22 June 2015.
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On 8 March 2016, the Commission present-
ed an outline? for the new pillar, which accord-
ing to this communication will draw upon prin-
ciples shared by eurozone states and have a
specific focus on addressing the needs and chal-
lenges they face in the area of employment and
social policy.

The Commission launched an open consul-
tation process in 2016, during which EU author-
ities and institutions, social partners, civil society
organisations and citizens expressed their views
concerning the ways in which the new pillar
could and should contribute to the construction
of a fairer and deeper economic and monetary
union. The final text defining the European Pillar
of Social Rights will be based on the results of
this consultation, reflection and debate.

The European pillar of social rights will build
upon the EU’s established social acquis, comple-
menting it whenever necessary to ensure that
the Union’s economic and monetary policies
support the proper functioning and fairness of
European labour markets and welfare systems.

The new principles it establishes are not
meant to replace social rights now in effect but
rather provide a new means for improving the
performance and results of national employ-
ment systems and social policies. The intention
is that once adopted, the Pillar will serve as a
reference framework for evaluating the employ-
ment and social performance of participating
member states, a means of driving reform at the
national level and, more specifically, a compass
for renewed convergence within the eurozone.
Activity on this issue during 2016 focused on

2 CCOM(2016) 127 final: Communication from the Com-
mission to the European Parliament, the Council, the Euro-
pean Economic and Social Committee and the Committee
of the Regions. Launching a consultation on a European
Pillar of Social Rights, Strasbourg, 8 March 2016.
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the public consultation process mentioned
above, which was part of a broader structured
dialogue intended to sound out the opinions of
the widest possible range of national authori-
ties, social partners, and citizens. In parallel to
this public consultation mechanism, the
Commission also established direct channels of
contact, discussion and exchange of opinion
with other European institutions, national and
parliamentary authorities, labour unions, busi-
ness associations, NGOs, social services provid-
ers, academic experts and the general public.

During this period, the Commission has
sought to mobilise public opinion and stimulate
an exchange of ideas and proposals on which to
base the formulation of the Pillar by encourag-
ing interested parties and stakeholders to or-
ganise grassroots events on the topic.

The structured dialogue launched by the
Commission divided issues related to employ-
ment and social policy into three basic catego-
ries, each of which covered a number of rele-
vant subordinate policy points and objectives.

These three categories are:

— Equal opportunities and access to the labour
market, which covers the development of
professional skills, lifelong learning and ac-
tive support for job seekers — areas that have
been identified as key to broadening the
scope of workers’ employment opportuni-
ties, facilitating their career transitions and
improving their employability.

— Fair working conditions, which addresses the
need to achieve a balance between workers’
and employers’ rights and obligations that
offers the combination of flexibility and se-
curity needed to support job creation, facili-
tate career transition, allow companies to
adapt to change and promote constructive
social dialogue, and

— Adequate and sustainable social protection,
which concerns the quality of, and access to,
health care and social protection services (in-
cluding those that provide support for chil-
dren and infants, the elderly and the disa-
bled) considered key to ensuring the
personal dignity of all citizens and the miti-
gation of social risks they may face over the
course of their lives. Policies in this area must
guarantee that all EU citizens have the op-
portunity to enter the labour market and
participate fully in society.

Every EU institution is participating in the de-
velopment of the new pillar as befits its particu-
lar mandate. The European Economic and Social
Committee, for example, has organised 28 na-
tional debates on issues related to the proposed
pillar that have generated invaluable input from
every member state and helped to identify the
specific needs of those belonging to the
Economic and Monetary Union.

The Report on a European Pillar of Social
Rights® issued by the European Parliament’s
Committee on Employment and Social Affairs,
which contains a motion for an EP resolution
subsequently adopted by that body, called on
the Commission to present a proposal that goes
beyond a declaration of principles or good in-
tentions and represents an initiative capable of
having a positive impact on the lives of EU citi-
zens. As such, it constitutes a demand for the
end of routine declarations grounded in gener-
al, undefined principles unaccompanied by spe-
cific provisions for the creation of a truly social
Europe. The contrast between the indetermi-
nate nature of European social policy and the
highly specific measures that have been

3 http://www.europarl.europa.eu/sides/getDoc.
do?pubRef=-//EP//TEXT+REPORT+A8-2016-0391+
0+DOC+XML+VO//EN
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approved regarding competitiveness and the
single market, for example, provide ample justi-
fication for this concern. The Parliament has
therefore sent the Commission a clear message
that it wants to see an ambitious proposal con-
taining concrete measures and legislative initia-
tives that will set Europe on track not only to
deal with the challenges supposed by globalisa-
tion and the digital revolution but also to im-
prove the quality of employment and establish
wages that allow families to rise above the pov-
erty line and live in dignity.

The EP has also called upon the Commission
to ensure that the European Pillar of Social
Rights includes a framework directive defining a
core set of enforceable rights that delivers on
the objectives and rights set out in the EU
Treaties and the European Social Charter, puts
social rights on an equal footing with economic
freedoms and advocates the establishment of a
decent minimum wage in all EU member states.

[t furthermore requests that the Commission
work with social partners on the development
of a proposal for this directive, which should
provide for decent working conditions based on
the principles of fair treatment and non-discrim-
ination, be applicable to all types of contractual
agreements and employment relationships in-
cluding non-standard types of employment and
ensure that all workers enjoy:

— Health and safety protection.

— Protection during maternity leave.

— Provisions on working time and rest time.

—  Work-life balance.

— Access to training.

— In-work support for people with disabilities.

— Information, consultation and participation
rights.

Freedom of association and representation
and collective bargaining.
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Employment, social developments, social
protection and inclusion in Europe

As in prior years, in 2016 the Commission is-
sued two annual reports dealing with employ-
ment and social developments and social pro-
tection and inclusion.

The first, employment and social develop-
ments in Europe report*, contains analytical
data used during the European Semester to
guide initiatives such as A New Skills Agenda,
the European Agenda for the Collaborative
Economy, The New Start for Social Dialogue and
the Action Plan on the Integration of Third-
Country Nationals as well as the formulation of
the European Pillar of Social Rights.

This report analyses convergence and diver-
gence in the E(M)U and the outcomes of em-
ployment and social policies. It also addresses
employment dynamics and their social implica-
tions, especially in terms of inequality and pov-
erty, the integration of refugees into the labour
market, the implications of information and
communications technology (ICT) and digitalisa-
tion for the employment market and capacity
building for social dialogue.

Although unemployment levels remain un-
acceptably high and there continue to be sig-
nificant gaps in performance between member
states in this area, three million jobs were cre-
ated in the Union during 2016.

Commissioner for Employment, Social
Affairs, Skills and Labour Mobility Marianne
Thyssen recognises in the foreword to this re-
port that although a significant number of jobs
have been created in Europe and fewer
Europeans are at risk of poverty or social exclu-

4 http://ec.europa.eu/social/main.jsp?catld=738&langld=e
n&publd=7952&type=2&furtherPubs=yes
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sion than at the 2012 post-crisis peak of these
problems, many EU citizens continue to be
trapped in low-paying jobs — a clear indication
that a greater focus must be made on the qual-
ity of employment being created. Another issue
addressed in this document is the transforma-
tion of the employment market and society in
general brought on by the emergence of new
technologies, which have simultaneously creat-
ed new opportunities and new challenges.
Along these lines, Commissioner Thyssen un-
derlined the need to link the European Pillar of
Social Rights to programmes previously intro-
duced as part of the Commission’s New Skills
Agenda.

Statistics show that 232 million Europeans
are now gainfully employed — the highest num-
ber on record. Nevertheless, as of October
2016, 8.3 % (more than twenty million) remain
unemployed, more than half of whom have
been out of work for over a year. The crisis has
generated wide disparities between the unem-
ployment levels throughout the EU. During the
post-crisis period (2008-2013) only one in eight
unemployed workers managed to find perma-
nent full-time employment within three years.
Youth unemployment across Europe has de-
clined to slightly over 20 %, although it remains
much higher in countries such as Spain, where
it currently stands at 46.5 %. The recent influx
of more than two million refugees, many of
whom lack the skills and language qualifications
necessary to compete in the European labour
market, has aggravated this problem.

The percentage of the EU population in risk
of poverty or social exclusion is at its lowest
point in the last five years (23.7 %). The best
protection against poverty is full-time employ-
ment. However, according to 2015 statistics,
approximately 119 million in Europe remain at
risk of poverty or social exclusion.

The Commission is aware that the future of
employment is irrevocably linked to the digitali-
sation of the economy. It is expected that the
development of digital platforms in the context
of the collaborative economy, for example, will
generate many new opportunities for self-em-
ployment. Although a third of EU’s economic
growth during the period of 2005-2010 was in
some way related to information and communi-
cations technology, progress towards the fulfil-
ment of Europe 2020 targets for ICT investment
and similar previously established objectives
continues to be slow. Meanwhile, surveys indi-
cate that European companies are finding it dif-
ficult to fill vacancies for jobs requiring ICT skills.
It is clear that in order to reap the full benefits
of the digital revolution, Europe must invest
more in ICT training and do more to foster the
greater implementation of ICT in business and
industry.

Social partners and social dialogue must
adapt to this changing environment and as-
sume a greater role in meeting the challenges of
today’s employment situation. To this end, the
European Pillar of Social Rights must help boost
citizen’s prospects of securing gainful employ-
ment, make labour markets and societies in
general more inclusive, drive convergence with-
in the eurozone and improve performance for
indicators related to stable employment, wages,
social protection.

Although Europe has 1.6 million fewer un-
employed young people and 900,000 fewer
NEETS (young people between the ages of 15
and 24 not employed or pursuing an education
or training) than it did in 2013, much more
needs to done to assist this particular demo-
graphic segment of European society, begin-
ning with additional support for the recently
refunded Youth Guarantee programme, the
related Youth Employment Initiative and all
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other programmes conceived to help European
young people succeed in today’s highly chal-
lenging labour market. All of these policy initia-
tives must be sustained, particularly in those
countries hit hardest by the crisis, if significant
progress is to be made going forward. In addi-
tion to their initial purpose, these programmes
provide a golden opportunity to consolidate a
European-level policy that not only comple-
ments national efforts severely hindered by
budget cutbacks but also serves as a model for
future EU internal policymaking.

This report also reveals the failure of nation-
al governments throughout Europe to maintain
appropriate levels of funding for active labour
market policies following the financial crisis.
According to the statistics in contains, the aver-
age annual relief and support expenditure per
jobless person in Europe actually declined by
between 5 % and 10 % between 2010 and
2013 despite a sharp rise in unemployment dur-
ing this period.

The second relevant document issued in
2016 was the Social Protection Committee’s an-
nual report®, a study it prepares every twelve
months in fulfilment of its mandate — estab-
lished in article 160 of The Treaty on the
Functioning of the European Union (TFEU) — to
monitor the social situation in the European
Union and the development of social protection
policies in member states.

Although the latest Social Protection
Performance Monitor (SPPM) points to the con-
tinued favourable evolution of the European
labour market, according to the most recent
data available, the risk of poverty and social

> http://ec.europa.eu/social/main.jsp?catld=738&langld=e
n&publd=7936&visible=0&preview=cHJIdkVtcGxQb3JOYW
whMjAXMjAYMTVwcmV2aWV3
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exclusion in the European Union continues to

be unacceptably high and much remains to be

accomplished if 2020 social inclusion targets are
to be met.

This report contains the following observa-
tions regarding what the Social Protection
Committee has identified as trends to watch:

— Figures for relative poverty and the depth of
poverty indicate a persistent deterioration of
social wellbeing in the EU. The percentage of
EU citizens residing in quasi-jobless house-
holds is on the increase as are risk-of-poverty
rates for such households. Children account
for one fifth of the individuals currently at
risk of poverty or social exclusion in the
Union. However, a reported rise in house-
hold incomes in many member states indi-
cates that severe material deprivation rates
and the relative burden of housing costs are
now both falling in these countries.

— Long-term unemployment and the scarcity
of job opportunities for young people be-
tween the ages of 15 and 24 continue to be
major challenges. NEET and unemployment
rates have only fallen slightly.

— The labour market participation rate for old-
er workers as well as income and living con-
ditions of the elderly relative to the rest of
the population has continued to improve.

— There continues to be a wide dispersion and
divergence in income inequality within the
EU and the income gap that has widened
dramatically in nearly half of them since
2008 has yet to reach a point of inflexion.

— Underperforming member states must do
more to improve the effectiveness of bene-
fits they provide to working-age citizens, en-
hance the social services they offer and make
their labour markets more inclusive. This will
best be accomplished by placing greater em-
phasis on coverage and the adequacy of
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social benefits and the role both play in acti-
vation, raising income support as required,
targeting social transfers, facilitating access
to quality social services, improving monitor-
ing tools and encouraging labour market (re)
integration by means of support for activa-
tion. Member states can improve and ensure
the coverage they offer by simplifying access
procedures, taking care not to define low-
income targets too narrowly and guarantee-
ing that benefits provided are adequate.
They can likewise avoid the fragmentation
of service delivery by providing integrated
services tailored to individual needs.
Enhancing existing incentives to work is an-
other pending task.

If they are to reduce child poverty and break
generational cycles of poverty and exclusion,
member states must make their social pro-
tection systems fairer and more inclusive.
This can be accomplished by means of inte-
grated strategies that cover both prevention
(early intervention and family assistance) and
support — particularly that which facilitates
parental insertion into the active workforce.
Citizens’ access to health care continues to
vary according to income bracket. National
governments must develop adequate and
sustainable means for financing universal
health care systems and make the best pos-
sible use of innovations and technological
advances in this area. Health policy at the
national level must also meet the need for
adequate, affordable, quality long-term
care. Doing so may require adopting a more
proactive approach to delivering health and
social services that lessens the demand for
long-term care by helping people preserve
their independence.

Encouraging citizens to extend their working
lives by addressing the impacts of aging,
bringing pension ages into line with current
life expectancy, equalising retirement ages
for men and women and reducing existing
gender pension gaps is another priority. To
ensure the future of pension systems, policy
reform carried out at the national level must
factor in today’s increased life expectancy, be
designed to lower unemployment rates,
contemplate raising the legal retirement
age, encourage the incorporation of more
women into the workforce and promote
personal savings plans that complement
public retirement benefits. Social partners
must play a role in achieving the broad po-
litical and social consensus required to effect
such changes.

Gender mainstreaming must be made a cor-
nerstone of policy in general and social poli-
cy in particular to ensure that ever greater
numbers of citizens become active partici-
pants in European economies and societies.
Strengthening the ability of social protection
systems to prevent and reduce poverty by
means of the implementation of effective
social insurance and assistance programmes
and social investment is the surest strategy
for achieving the EU’s 2020 poverty and ex-
clusion target and ensuring the continuous
improvement of employment and social out-
comes in the Union going forward.
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EU economic policy in 2016.
An incomplete EMU: towards

a fiscal union

José Luis Escario Diaz-Berrio and Juan Moscoso del Prado Hernandez

The current unsustainable euro policy

GQuantitative easing is having a diminishing
effect

The moderate pace of economic recuperation in
Europe in 2016 can by and large be attributed
to a single factor: the decision of the European
Central Bank (ECB) to continue implementing
quantitative easing (QE), a transitory policy that
cannot be extended indefinitely and has unfor-
tunately not been accompanied by any substan-
tial effort on the part of national governments
or the European Council to foster economic
growth or job creation. In consequence, the ef-
fectiveness of the euro as a single currency — a
fundamental, but not the only, element of eco-
nomic and monetary union (EMU) — has suf-
fered due to the political paralysis in which the
European Union has been locked since the out-
set of the financial crisis in the summer of 2008.

The current model of growth, imperfect and
unsustainable as it is in the medium to long
term, has produced modest results but impeded

the Union from fine tuning its macroeconomic
policy mix despite of clear signals of its limita-
tions and defects. The EU’s potential for growth
continues to decline; temporary factors other
than monetary policy that have contributed to
the recuperation such as the recent drop in en-
ergy prices in general, the price of oil in particu-
lar and an uptick in exports have been slowly
running their course while the need to stabilise
national budgets has found its way back onto
the political agenda. Implementation of the Sta-
bility and Growth Pact (SGP) will be postponed
to the latter part of 2017 due to elections taking
place in a number of European countries during
the first six months of the year. Additional geo-
political factors such as Donald Trump’s entry
into White House with an unorthodox team of
advisors and an unclear set of new policy objec-
tives and doubts as to the growth prospects of
emerging economies threaten worldwide eco-
nomic growth and raise the general level of
global uncertainty. Any surge in protectionism,
reduction in the volume of international trade or
heightening of trade tensions could neutralise
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the positive effects of any eventual depreciation
of the euro.

In light of these circumstances, the European
Union, and most of all its eurozone members,
must act to correct the troubling weaknesses of
the present state of the EMU. Despite the ef-
forts of the ECB, equal access to credit within
the EU has not been achieved. Companies in
southern member states still have a tougher
time securing financing than their counterparts
further north. While there has been encourag-
ing rhetoric on the part of politicians and econ-
omists, the investment and support for produc-
tivity and competitiveness needed to generate
quality sustainable employment has not been
forthcoming. Although European companies
have generally managed to continue meeting
overhead and other expenses, austerity meas-
ures have hurt sectors that must demonstrate
medium- and long-term competitiveness, espe-
cially in southern eurozone and Mediterranean
countries. If economic stagnation in France and
the delicate state of Italian banking system were
not troubling enough, Greece continues to
struggle to recover not only from the crisis of
2008 but also the overdose of austerity meas-
ures that followed. The austerity regime im-
posed on countries such as Spain, in which only
a minor reduction of public and private debt has
been achieved at the cost of wage stagnation,
the erosion of employment stability, an incalcu-
lable rise in the number of families pushed to
the brink of poverty and a dramatic increase in
the percentage of the working poor, is clearly
not the best recipe for ensuring sustainable
growth and strengthening social cohesion.
Countries such as Spain cannot afford the luxu-
ry of basing their economies solely on strategic
sectors subject to shifts in international eco-
nomic and geopolitical trends such as tourism
or exportation instead of investing in education,
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digitalisation, job creation, competitiveness, re-
search, development and innovation, at a mo-
ment at which they are suffering rising levels of
social inequality and poverty that threaten the
prospects of a rebound in domestic demand.

The eurozone must have instruments of fiscal
policy

The asymmetric realities of northern and south-
ern eurozone countries underscore the lack of
instruments with which to address simultane-
ous but distinct problems within the group.
Monetary policy cannot correct these problems,
and although fiscal policy could be used to ad-
dress them, northern states have relentlessly
blocked the implementation of measures capa-
ble of reactivating investment and demand in
the southern states hit hardest by the crisis.
Spain, for example, has yet to bring its GDP
back to its 2007 level, and when it finally man-
ages to do so later this year after a decade of
budget tightening, it will be against a backdrop
of unemployment and loss of social cohesion
impossible to imagine prior to the onset of the
crisis. Employment opportunities in Spain going
forward will be of poorer quality, more precari-
ous and pay less. The country will be less equi-
table, with a growing percentage of its active
workforce moving from one precarious job to
the next and unemployed workers over 45 and
young people in need of training trapped on the
threshold of poverty with diminishing hope of
improving their lot.

Reducing these disparities will require invest-
ment, monetary transfers and local countercy-
clical policies tailored to tackle specific problems
such as long-term employment and the need to
strengthen worker qualifications — actions that
the EU has been loath to undertake to date.
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The European economic agenda

As the European legislature that began in the
summer of 2014 reaches its halfway point, it is
patently clear that its lead initiative, the Juncker
Plan, has fallen short of the mark. It was a well-
meaning move in the right direction that was
nevertheless insufficient for the task at hand
and implemented too slowly. Nine years after
the onset of the economic crisis, we have yet to
fully recover. Beyond the growing inequality,
high unemployment and low growth rates we
continue to deal with, new geopolitical uncer-
tainties sparked by Brexit, political changes in
the United States and events in the Mediterra-
nean are also clamouring for our attention.
The European Commission’s autumn 2016
economic forecast' spoke of “modest growth in
challenging times”. According to this document,
a series of negative factors are set to restrain
economic growth throughout the EU during
2017. The growth rate in the eurozone is ex-
pected to be modest despite recent labour mar-
ket gains and rising private consumption, which
according to the Commission’s analysis are likely
to be offset by various hindrances to growth and
the weakening of support factors. It is expected
that private consumption sustained by rising em-
ployment will continue to be the main driver of
European economic growth until 2018.

Insufficient support for Moscovici’s investment
plan for Europe and call for fiscal stimulus

The European Commission has attempted to
promote a European plan for investment and

! https://ec.europa.eu/info/business-economy-euro/
economic-performance-and-forecasts/economic-forecasts_en

fiscal stimulus on various occasions. European
Commissioner Pierre Moscovici has repeatedly
insisted on the need for measures that would
foster economic growth. The stimulus plan he
proposed in November 2016 enjoys the support
of the European Central Bank and its president
Mario Draghi, who has publicly acknowledged
that he has already done what he could to bol-
ster the flagging European economy. It must also
have the backing of the European Parliament to
go forward, but to judge from the tenor of the
December Eurogroup meeting, at which euro-
zone finance ministers rejected the Commission’s
proposal for across-the-board fiscal expansion of
up to 0.5 % of GDP during 2017 and agreed that
only member states with large budget surpluses
such as Germany and The Netherlands should be
spending more, the Council appears to be com-
pletely against the idea. In a reiteration of its sus-
tained and unquestioning support for austerity
measures contrary to the interests not only of
Spaniards but all European citizens, the Spanish
government provided no direct support for the
Moscovici plan at this meeting.

A return to policies that promote the growth,
productive investment and innovation needed
to prevent Europe from falling behind in areas
such as digitalisation and robotics is beyond the
shadow of a doubt one of the main, if not the
foremost, of the EU’s obligations to the citizens
of Europe. The degree of its willingness to ad-
dress this issue in a definitive manner will deter-
mine whether or not Europe will capable of cre-
ating quality employment going forward.

Prospects for growth
The winter 2017 economic forecast released by the

Commission on 13 February contained the warn-
ing that Europe is “navigating choppy waters”.
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Although this report stated all member
states are poised to grow in 2016, 2017 and
2018, it also admitted, “the outlook is sur-
rounded by higher-than-normal uncertainty”. It
is anticipated that unemployment will fall but
remain above pre-crisis levels. Private consump-
tion is expected to rise and investment will
grow, albeit at a subdued pace.

The European Commission forecasts that
GDP will grow by a modest 1.6 % in the euro-
zone during 2017 and 1.8 % in 2018. The EC's
winter economic forecast nevertheless enumer-
ated a litany of downside risk factors threaten-
ing to affect results for this period that included
“risks to the growth outlook stem from legacies
of the recent crises; the UK’s vote to leave the
European Union; potential disruptions to trade;
faster money tightening in the United States,
which could have a negative influence on
emerging market economies; and the potential
consequences of high and rising debt in China”.

The Commission also predicts a rise in infla-
tion and prices after three years of relative de-
cline and stagnation, a shift mainly driven by an
upswing in energy prices. Inflation is expected
to reach new levels although fall short of the
target figure of “below, but close to 2 % over
the medium term” defined by the European
Central Bank as price stability.

The need to make the EMU a true
monetary and fiscal union with policy
mechanisms such as a banking union and a
common labour policy

Towards a fiscal union
Economic theory and history have long indicat-

ed that monetary unions bereft of compensa-
tory fiscal policies are unsustainable due to the
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need to address crucial aspects of economic
policy such as stabilisation and redistribution.

One of the main reasons (if not the only rea-
son) why the economic crisis has lingered so
long and done so much damage here in Europe
and particularly in eurozone countries is our lack
of a common fiscal policy?. To date, Europe has
been unable to implement countercyclical stabi-
lisation measures geared to remedy the prob-
lems of individual countries or economies sub-
ject to asymmetric shocks such as the burst of
the construction bubble in Spain or, to provide
another example, the sovereign debt crisis in
Greece.

Disputes arising between supposed debtor
and creditor countries over economic imbal-
ances within the EMU that have not been strict-
ly fiscal in nature (an unsustainable balance of
payment deficit in Germany’s favour being one
example) have done nothing but add fuel to the
fires of nationalism, weaken the future pros-
pects of the European project and derail Euro-
pean economic growth.

There have been enough highs amidst the
lows to keep hope alive. Although the process
has been unnecessarily slow, the creation of the
banking union not only signals the need to move
forward with the development of fiscal instru-
ments that would institutionalise solidarity be-
tween member states but also, to a certain ex-
tent, represents a step in the direction of full
fiscal union. The fact that the Juncker Plan has
demonstrated once again that community budg-
ets can be used to guarantee bonds issued by the
European Investment Bank as a means of project
financing is also interesting, as it suggests the
possibility of issuing community bonds as well.

2 Fernandez, J.: “Hacia la union fiscal en Europa”, Temas
para el Debate no. 266-267, February 2017.
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In any case, there have been signs in 2016
that lead us to believe the asymmetries and
shortfalls of EU economic policy in a general
sense and regarding the eurozone in particular
are being corrected albeit in a curious patch-
work fashion.

Against all odds, great strides are being
made towards aspects of European integration.
European citizens appear to be unaware of
these advances, which have great social or po-
litical impact, although they do react swiftly, if
superficially, to issues linked to the north-south
debate. It would thus appear that the public ei-
ther doesn’t want to see or doesn’t understand
the profundity and irreversibility of important
changes taking place.

A case in point is the ECB’s implementation
of quantitative easing (QE) during 2016, the
first full twelve-month period during which it
pursued this policy. This was an unequivocal ex-
ercise in the communitisation of public and pri-
vate debt. Many experts believe that had it not
been for the creation of the banking union,
which handles the supervision, resolution, and
liquidation of banks and credit institutions with-
in the eurozone, QE would never have taken
place. As previously mentioned, all other things
being equal, without QE it would have been im-
possible to expect the slightest hint of growth
anywhere in the eurozone today given the cur-
rent economic climate.

Banking union is slowly but surely taking shape

One of the tools in the current arsenal of the
banking union is the Single Resolution Mecha-
nism, a system by which the ECB and the na-
tional supervisory authorities of participating
countries jointly supervision the activity of all
the major banks in the eurozone. The Single

Resolution Fund, which was established to fi-
nance the restructuring of failing credit institu-
tions and thus mitigate the consequences of po-
tential banking crises, is another key element of
fiscal integration. Although the resources at its
disposal are limited, this fund represents an im-
portant first step in the mutualisation of debt risk.

The banking union nevertheless continues to
lack a common deposit fund to ensure the pro-
tection of money deposited throughout the sys-
tem. The European Commission presented a
proposal for the creation of a European deposit
insurance scheme in November 2015 that is still
under discussion.

From a political perspective, all substantive
debate regarding banking union and fiscal un-
ion lead to a single point, which is the assump-
tion that the construction of a monetary union-
backed banking union inevitably hinges on the
creation of a European financial instrument of
last resort.

The European Stability Mechanism (ESM)
created in 2012, through which disbursements
related to various European bailout operations
have been channelled, could in fact be consid-
ered the de facto embryo of a future last resort
scheme allowing for the mutualisation of risk
and debt in the eurozone in response to unfore-
seen problems of a fiscal or financial nature.
This idea is not particularly revolutionary, having
been mentioned as far back as the Five Presi-
dent’s Report?® released in the summer of 2015.
However, as a practical means of getting around
a range of problems blocking its initial formula-
tion — which included impediments to the bail-

3 Juncker, J. C.; Tusk, D.; Dijsselbloem, J.; Draghi, M., and
Schulz, M.: Completing Europe’s Economic and Monetary
Union, report prepared by Jean-Claude Juncker in close
cooperation with Donald Tusk, Jeroen Dijsselbloem, Mario
Draghi and Martin Schulz, Brussels, 22 June 2015.
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out of sovereign debt established in the Treaties
and the legal systems of certain member states
— instead of weaving the ESM into the Union'’s
institutional fabric, it was created by means of
an intergovernmental treaty. This state of affairs
notwithstanding, the Five President’s Report
suggests that it continues to be a prime candi-
date for conversion into a treasury accountable
at the European level at some future point.

Unsurprisingly, proposals to reform the ECB’s
mandate and make the ESM a European treas-
ury or monetary fund with the capacity to issue
eurobonds have been part of the agendas of
European progressives and Europeanists for
many years.

At the end of the day, Europe needs a com-
mon economic policy that takes the euro into
account and resolves the economic asymmetries
aggravated by the crisis, which would not have
occurred had the right community instruments
been in place. A community budget for Europe-
an-wide policies conceived to stimulate demand
and productivity through investment and im-
prove and expand educational and R&D pro-
grammes where needed would have made a big
difference, not to mention a budget for the eu-
rozone, and a mechanism for managing major
investment in growth and competitiveness and
financing countercyclical policies. Looking for-
ward, public debt must be mutualised and guar-
anteed collectively.

Employment policy challenges in Europe

Beyond fostering growth, employment policy
could also contribute towards a fuller realisation
of monetary union. European-level support for
training and reinsertion should be provided as a
complement to unemployment benefits per-
ceived in the countries worse hit by the crisis.
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Additional support on the part of the Euro-
pean Social Fund (ESF) for long-term employed
and unemployed workers over the age of 55
must be a priority. Fund expenditure, which cur-
rently represents a mere 0.07 % of European
GDP, is insignificant compared to that of other
compensation mechanisms.

The EU must do more to improve the quality
of employment in Europe, reverse the trend of
growing employment instability, reduce the
numbers of the European working poor and
guarantee that all European workers have an
opportunity to earn a decent living. This will en-
tail formulating a minimum interprofessional
wage index that takes into account each mem-
ber state’s relative level of development, cost of
living and median wage.

Towards a real tax union: the fight against
tax avoidance

The euro crisis has exposed the underlying
weaknesses in the manner in which the EMU
was constructed, one was which was the deci-
sion to create a monetary zone without the
benefit of full fiscal union. Under the Treaties on
which the EU is based, member states are al-
most completely free to structure their tax re-
gimes as they see fit. The intensification of the
movement of capital, goods and people within
the EU subsequent to the creation of a single
market coupled with a lack of coordination on
tax policy has provoked major imbalances.
Economic governance initiatives undertaken
in the wake of the crisis have however focused
almost exclusively on expenditure control at the
national level, and tax union* has been left sim-

4 The EU’s principal expenditure control measures are the
Two-Pack, Six-Pack and the Fiscal Compact.
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mering on the back burner. A prime example is
the European Semester’s lack of fiscal indica-
tors. Annual national stability and growth and
reform programmes should address taxation is-
sues. The European Semester should also incor-
porate reporting on the measures taken by
member states to reduce tax avoidance and
avoidance.

What happens without fiscal convergence:
unfair competition between member states
and higher levels of corporate tax avoidance

The lack of a common tax policy has created
favourable conditions for corporate tax avoid-
ance and fiscal dumping between member
states. As a means of attracting investment, cer-
tain EU countries have resorted to lowering cor-
porate taxes to ridiculous levels or creating spe-
cial tax regimes for particular companies or
income categories. In order to protect their tax
bases, others have adopted unilateral anti-
avoidance measures that often create new legal
loopholes.

The EU has nevertheless made some pro-
gress on this front by means of a Commission-
driven anti-avoidance strategy partially based
on the OECD’s approved Base Erosion and Prof-
it Shifting (BEPS) programme® that fosters
broader coordination between states.

The shared objective of the Union and the
OECD is to achieve fair and effective taxation
and ensure that companies pay taxes in the
countries in which they make their profits and
generate value.

> Programme initiated by the OECD in October 2015 to
address flaws in international tax laws.

The EU anti-tax avoidance strategy

In January 2016, the Commission presented its
Anti-Tax Avoidance Package, an initiative it had
previously outlined in its June 2015 Action Plan.
This package contained a number of measures
intended to make corporate taxation in Europe
fairer and more effective and to boost transpar-
ency regarding taxes and taxation.

The central component of the package is the
Anti-Tax Avoidance Directive (ATAD), adopted in
July 2016, which laid out a series of rules against
tax avoidance we will describe in detail going
forward. First and foremost, ATAD gives an im-
portant number of points laid out in the BEPS
programme legal force by incorporating them
into community law. It must be remembered
that community directives are legally binding
and that questions regarding compliance are
settled in the European Court of Justice. Al-
though some BEPS reports contemplate mini-
mum standards, those that regulate matters cov-
ered by ATAD do not®. What the OECD initiative
offers is a set common methods and best prac-
tices. Countries participating in its programme
do so voluntarily and are not bound to imple-
ment or enforce programme recommendations.

ATAD also regulates certain areas not ad-
dressed by the OECD BEPS programme. At a
time when multilateralism is being called into
question by a number of big players, it is more
important than ever for the EU to assume lead-
ership on issues of fiscal governance rather than
waiting to reach global agreements on meas-
ures that require supranational action. Another
important point is that while ATAD establishes
minimum standards, member states are free to

6 Certain aspects of the BEPS programme such as country-
by-country reports do establish minimum standards.
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adopt more stringent regulation regarding any
issue addressed in the Directive.

Several of the measures contemplated in the
ATAD are particularly worth mentioning. The
controlled foreign companies rules addressed in
articles 7 and 8 concern multinational compa-
nies that artificially shift profits from their parent
companies located in high tax countries to con-
trolled subsidiaries in others with more favour-
able tax regimes. Control in this context is
deemed as 50 % or more of share capital, vot-
ing or economic rights of the subsidiary. Under
ATAD, a member state in which a parent com-
pany is located has the right to tax any profits
that company has parked in a low or no tax
country and thus recover this otherwise lost tax
revenue.

The exit taxation rule is intended to prevent
companies from relocating high value assets
from member states to no- or low-tax countries
to avoid paying tax in the EU on the profits
these assets generate when sold. This form of
tax avoidance is largely related to the transfer of
patents and other forms of intellectual property
set to deliver high future profits. This rule allows
member states to apply an exit tax on such as-
sets when they are moved from their territory
based on the value of those assets at that time.

Hybrid mismatch rules address situations in
which companies lower their taxes by exploiting
differences in the ways in which countries treat
the same type of income, operation or entity for
tax purposes. For instance, multinational com-
panies aware that what is considered a loan by
one country may be classified as a capital injec-
tion in another country often take advantage of
this mismatch to deduct income related to such
operations in both countries (a practice referred
to as double deduction) or to get a tax deduc-
tion in one country on income that is tax ex-
empt in the country of destination (referred to

48

as double non-taxation). Article 9 of the ATAD
establishes that in the event of such a mismatch,
the legal characterisation given to a hybrid in-
strument or entity by the member state where a
payment originates shall be followed by the
member state of destination; whereby, in the
context of the example provided above, the op-
eration would be considered a loan in both of
the countries implicated.

Switch-over clauses are another important
type of anti-abuse measure. Member states are
increasingly using foreign income exemptions as
a way of avoiding double taxation. This practice
has unfortunately been used by certain compa-
nies to achieve double non-taxation. Double
non-taxation is most apt to occur in the course
of operations involving the repatriation of divi-
dends and capital gains from foreign subsidiar-
ies. By taking advantage of instruments availa-
ble under current EU law, multinationals are
often able to bring revenue not previously taxed
or taxed at a very low rate elsewhere into the
internal market without paying their fair share
of taxes in the country to which it is repatriated.

Switch-over clauses resolve this problem by
denying exemptions on transfers from third
countries if the effective tax rate in that country
is less than 40 % of that of the member state in
question.

Although contemplated in the Commission’s
initial proposal, due to a lack of consensus a
switch-over clause was not included in the text
of the ATAD eventually approved by the Council.

A proposal to establish a common consolidated
corporate tax base ([CCCTB] for the EU

In addition to the anti-abuse measures enumer-
ated above, in November 2016 the Commission
proposed the establishment of a consolidated
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corporate tax base throughout Europe. The CC-
CTB proposal constitutes a radical and holistic
solution to corporate tax avoidance in the form
of a system of unitary taxation by which all Eu-
ropean nations would abide by a single rule-
book for taxable corporate profits.

As it supposes a profound rethinking of fis-
cal practices in Europe, Council negotiations
over the next few months concerning the adop-
tion of a CCCTB framework will be complicat-
ed. A similar proposal put forth in 2011 failed
for lack of consensus.

The Commission has chosen to re-launch the
initiative at a moment of relatively higher public
consciousness regarding the need to control tax
evasion and avoidance. Its current proposal is
also tougher than its predecessor on a number
of salient points. For example, in contrast to the
scheme proposed in 2011, in which corporate
participation would have been optional, compli-
ance with the present proposal would be man-
datory for groups of companies with an annual
turnover of over euro 750 million.

A two-phase approach

This time around the Commission has decided
to take a flexible, two-step approach comprised
of an initial Directive establishing a common
corporate tax base (CCTB) followed by a second
focused on consolidation (CCCTB). Neverthe-
less, it is essential for the two to be closely
linked and to take effect within the respective
maximum time frames proposed, which are
January 2019 and January 20121.

At present, the tax bases of the European enti-
ties of multinational companies maintaining op-
erations in various EU states are calculated by au-
thorities at the national level. In contrast, the CCTB
scheme proposed would establish a common tax

base for all corporate operations carried out
within the EU calculated at the European level
according to harmonized community rules. This
is to say that an expenditure considered deduct-
ible in one member state would be recognised
as such in all others as well, a posture that
would help reduce tax competition between Eu-
ropean countries.

The Commission has proposed that the first
Directive include a 100 % “super deduction” of
corporate R&D expenses. Start-ups, for exam-
ple, would be able to deduct up to 200 % of
their R&D costs under set conditions.

These deductions are meant to drive growth
and job creation. Nevertheless, oversight will be
needed to ensure that companies do not at-
tempt to pass off expenditure in other areas as
costs related to R&D. It would therefore make
sense to estimate the impact that such deduc-
tions have on incoming tax revenue.

The super deduction could however be a
valid replacement for patent box schemes,
which have become the favourite tool of mem-
ber states most inclined to engage in question-
able forms of tax competition.

The current CCTB proposal also includes an
“Allowance for Growth and Investment” that
contemplates deductions related to equity fi-
nancing. Although the idea behind this measure
is to redress the debt-bias of present taxation
regimes, the best way to put an end to this
problem would be to phase out the existing de-
duction for interest payments on debt load rath-
er than give companies a new tax break related
to equity financing.

The importance of consolidation
The key element of the Commission’s proposal,

which constitutes the nucleus of the second Di-
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rective, is consolidation. Under the CCCTB, a
company’s tax base would be calculated on the
basis of the aggregated profits and losses of all
of its operations on EU territory. Consolidation
will eliminate the need for the complex transfer
pricing system now in place. Given that 70 % of
all tax avoidance operations involve transfer
mispricing, the shift to consolidation will make
an enormous difference.

Each country’s share of any tax revenues
owed would be pegged to an EU-wide consoli-
dated tax base and distributed by means of a
formula taking three equally weighted criteria
into account: labour (payroll and number of em-
ployees), assets and sales. This formula, which is
meant to ensure that profits are taxed where
they are earned, is nevertheless the most con-
troversial aspect of the CCCTB proposal. The
sales criterion favours the interests of larger des-
tination countries whereas the assets and la-
bour factors favour the interests of smaller
countries.

The second pillar of community strategy
for fiscal union: transparency, fiscal
cooperation and a united front against tax
havens

If the ATAD and the CCCTB provide the founda-
tion for the first pillar of the community strategy
for fiscal union, which is fair and effective taxa-
tion, instruments conceived to guarantee great-
er fiscal transparency in the EU constitute the
second. These include Directives on the auto-
matic exchange of information (AEQI) in the
field of taxation and corporate country-by-
country reporting (CbCR), by which multina-
tional companies must disclose information re-
garding their activities in each of the countries
in which they maintain operations.
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Transparency between member states: the
automatic exchange of information on tax
rulings

Progress was made on this front by means of
amendments to Council Directive 2011/12/UE
on Administration Cooperation (DAC), the leg-
islation currently in effect on the exchange of
fiscal information between EU countries. This
amendment was made in the wake of the Lux-
Leaks scandal, which exposed a number of se-
cret rulings between Luxembourg tax authori-
ties and almost 400 companies that lowered the
tax rate of the companies involved to an aver-
age of 2 %. Since the most recent Directive on
Administrative Cooperation came into force in
January 2017, all member states are required to
routinely share information regarding cross-bor-
der tax rulings and advance pricing arrange-
ments in their jurisdictions, an obligation that
effectively eliminates the option of withholding
such information on the grounds that divulging
it would constitute the violation of a profes-
sional or trade secret. In theory, this requirement
should allow the tax authorities of all member
states to detect agreements orchestrated by
others that stand to undermine their tax bases.

Although it was expected in some quarters
that the LuxLeaks scandal of November 2015
would dissuade countries from issuing new tax
rulings, this has unfortunately not been the
case. Data released by the Commission indi-
cates that 1,444 such agreements were sealed
during 2015 - 49 % more than in 2014. It is
therefore to be hoped that the entry into force
of the DAC amendment at the beginning of
2017 will reverse this trend.
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Greater corporate transparency by means of
country-by-country reporting

The most recent amendment to the DAC in
2016, which made the automatic exchange of
information between national tax administra-
tions on country-by-country reporting compul-
sory, was done to ensure that member states
transposed political commitments under BEPS
into their national systems in a coherent and co-
ordinated fashion (Action 13). However, this
measure stopped short of requiring public access
to information contained in country-by-country
reports. Following the release of the Panama pa-
pers a proposal was made to amend the Direc-
tive once again to make the content of country-
by-country reports available to the public. If
approved by the Council, such an amendment
would allow the general public and investors to
track the fiscal behaviour of multinational com-
panies.

An EU list of tax havens

One of the initiatives related to taxation to have
moved up several notches on the community
agenda over the past few months is a proposal
to create a European blacklist of the tax havens
most often employed for tax avoidance purpos-
es. There is no doubt that a single list accepted
by all member states would carry much more
weight than the patchwork of lists currently em-
ployed at the national level in efforts to pressure
non-EU countries refusing to comply with com-
munity tax good governance standards. Such a
list would also prevent tax planners from abus-
ing mismatches between national lists of tax
havens.

To this end, during the January 2016 presen-
tation of its anti-tax avoidance package, the

Commission announced its intention to draft a
community list of non-cooperative third-country
tax jurisdictions. On November 8, 2016, Ecofin
members approved a series of criteria that need
to be considered when determining whether a
country should be classified as a non-coopera-
tive jurisdiction. The first of these is whether a
country has committed to and started the legis-
lative process to effectively implement the
OECD international standard’.

The second is whether it maintains harmful
tax regimes meant to attract offshore opera-
tions that deprive EU countries of legitimate tax
revenue and favour the creation of offshore
structures without economic substance.

The third is whether a country has received a
positive peer evaluation as regards the imple-
mentation of anti-base erosion and profit shift-
ing (BEPS) measures. It is striking that the crite-
ria established to date for identifying
non-cooperative jurisdictions do not include
determining whether a country imposes corpo-
rate taxes or if it does, if the rate for that cate-
gory of tax is zero or ridiculously low.

However, the most glaring defect of the ten-
tative blacklist currently being circulated is that
the possibility that it might include a member
state seems to have been ruled out from the on-
set. As mentioned earlier in this chapter, there is
a notably high level of fiscal competition within
the highly-integrated economy and single mar-
ket of the EU. The sweetheart tax arrangement
Apple has negotiated with Ireland and similar
cases being investigated by the Commission
have made it clear that certain member states
are actively abetting corporate tax avoidance.

7 The Common Reporting Standard (CRS) was approved
by the Council of the OECD on 15 July 2014 and the G20
presented its Common Reporting Standard Implementation
Plan later the same year.
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It is therefore essential to compile an EU list
of non-cooperative countries based on truly ob-
jective criteria and untainted by political inter-
ference and horse-trading. The fact that a coun-
try is a member state or special ally should not
be a factor in determining whether or not it
should figure on the EU blacklist.
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Last but not least, the EU needs to develop
and implement strong defensive measures to
fight tax avoidance and impose sanctions on
countries that make the list. While the Council
has spoken in favour of taking these actions, no
details of the measures being contemplated
have been announced.



The United States and Europe:
the end of an era

Vicente Palacio

Introduction: the big shift

Transatlantic relations, which for most intents
and purposes are perceived as the relations be-
tween the United States and Europe, have proved
to be solid and strong enough to resist the force
of periodic tensions and differences of opinion
that have arisen between the two over the last
seven decades. The outbreak of the financial cri-
sis of 2007 demonstrated not only their interde-
pendence in terms of the economic and social
hardships both suffered as a result, but also the
need to face this challenge jointly by means of a
greater level of coordination and global agree-
ments in every sphere of governance.

Economic transatlantic interdependence has
steadily deepened over the years, especially in
terms of commerce and investment involving
emerging economies (BRICS). Statistics for 2016
bear this out. Commerce between the EU and
the US not only accounts for 35 % of annual
world GDP at purchasing power parity weights,
25 % of world export trade and 30 % of world
import trade but also sustains over 15 million
jobs in the EU and the US. US direct foreign in-
vestment in Europe accounts for 60 % of total
US DFI. (Asia, in comparison, receives 16 %.)
Ties between American and European compa-
nies, international subsidiaries and banking and

financial service sectors continue to strengthen,
technology is being shared as never before and
digital connections between the US and Europe
are expanding exponentially. To this one must
add the two continents’ interwoven strategic
and political aspirations, common outlook re-
garding world order and membership in the
North Atlantic Treaty Organization (NATO).

This chapter, however, focuses on the sea
change in EU-US relations that has taken place
in the light of the most recent US presidential
election campaign, the exit of Barak Obama
from the White House and Donald Trump's as-
sumption of the presidency on 20 January 2017
— a time frame during which the traditional
business-as-usual tenor of transatlantic relations
has given way to tension and uncertainty. This
period, which began with the atmosphere of
tense calm and impasse characteristic of all US
presidential campaign periods, was preceded by
a number of political developments that in one
way or another affected European interests: a
halt in negotiations on the Transatlantic Trade
and Investment Partnership (TTIP), a flare-up of
diplomatic tensions between the U.S. and Russia
over sanctions and compliance with the Minsk |l
Treaty in Ukraine, the deteriorating situation in
war-torn Syria and debate regarding the future
status of Bashar al-Assad. There was, nevertheless,

53



THE STATE OF THE EUROPEAN UNION

a certain degree of continuity in terms of coop-
eration within the Atlantic Alliance. The U.S. was
active in the Middle East and the Persian Gulf,
participating as a member of the P5+1 in the ne-
gotiation of the Joint Comprehensive Plan of
Action (JCPOA), a historic agreement with Iran
reached in July 2015 concerning the civil use of
nuclear technology in that country, and carrying
out airstrikes on ISIS positions in Syria and Irag as
the leader of a coalition that included several EU
countries.

The air of expectation surrounding the pos-
sible outcome of the American election cam-
paign, which had been growing tenser and
tenser in the light of Donald Trump’s Eurosceptic
remarks, sharp criticism of NATO, cozy relation-
ship with populist leaders such as UKIP's Nigel
Farage and professed admiration for the pro-
Brexit movement, finally burst with the republi-
can candidate’s victory and inauguration as the
forty-fifth president of the United States. Fed by
the resentment of the portion of the middle
class in middle-western and southern states
worst hit by the overseas relocation of industry
and immigration brought on by globalisation,
the populist fervour held in check during the
Obama administration had swept a political
outsider into the White House. Populist and na-
tionalist sentiments had finally percolated their
way into US foreign policy and, by extension,
into relations with Washington’s main partner,
the European Union.

The abrupt transition from Obama to
Trump

TTIP negotiations officially ground to halt during
the lame-duck phase of Obama’s presidency
(November 2016 through 20 January 2017) af-
ter fifteen rounds of negotiation triggered by
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the launch of the initiative in 2013 by Obama
and EU Commission President José Manuel
Barroso. Nevertheless, the writing had been on
the wall ever since the July 2016 Democratic
and Republican conventions, at which the ma-
jority of the militants of both parties had come
out strongly against pursuing free trade agree-
ments of any kind. It became obvious in both
Europe and the US that given the prevailing po-
litical climate (clouded by social crisis, high unem-
ployment and the resistance of the governments
and parliaments of France and several other
member states) full ratification would be highly
unlikely. Thus was the end of an ambitious but
controversial economic and geopolitical mega-
project, which in spite of the points that had it
manifestly unpopular on both sides of the
Atlantic, had originally been conceived as a means
of giving the U.S. and Europe the upper hand in
the regulation of twenty-first century internation-
al trade and investment.

However, the greatest change on the US for-
eign affairs agenda, initially articulated during
the US election campaign and now set to take
shape under the Trump administration, con-
cerns strategic rather than economic matters.
Under the Obama Doctrine, Europe was seen as
a fundamental part of a multilateral liberal
world order for which the United States had
provided leadership since the end of the Second
World War. Obama had always tended to view
Europe more as an appendage of NATO whose
members had to be bullied and cajoled into to
meeting their 2 % military defence spending
commitments than as a fledgling political union.
But while communications between Washington
and Brussels may have been generally low pro-
file throughout Obama’s two terms in office,
the working relationship between the US and
the EU on NATO issues continued to be fluid.
The two mounted a coordinated response to



threats from Russia at the NATO Summit held in
Warsaw July 8 and 9, 2016, at which Barak
Obama and European representatives took a
clear stance on mutual defence in the wake of
Russian sabre-rattling toward Poland and the
Baltic states. The new pillars of transatlantic co-
operation announced at this meeting included
joint efforts to defeat the Islamic State (ISIS),
enhanced intelligence sharing and the rotating
deployment of a deterrent force of four alliance
battalions in the three Baltic states and Poland
intended to thwart perceived Russian ambitions
in the zone that promptly triggered a build-up
of Russian forces along these borders and the
installation of Iskander and S-400 missile sys-
tems in Kaliningrad. The future of all these com-
mitments has been much less clear since Trump’s
electoral victory in November.

Transatlantic synergies on the global climate
change agenda and renewable energy goals set
at the UN Summit on Climate Change in Paris
(COP21) in December 2015 also appear to have
faded. The Paris Agreement, by which the US
and other nations had pledged to convert to re-
newal sources of energy and support the fight
against global warming, stood to alter the dy-
namics of global geopolitics long driven by com-
petition for fossil fuels and provide new oppor-
tunities for the United States to provide world
leadership. The Obama administration intro-
duced a “clean power plan” that several
Republican-governed states subsequently
sought to derail by means of a joint lawsuit
against the federal government that may or
may not be subject to a US Supreme Court rul-
ing depending on decisions taken at the district
court level and moves by the Trump administra-
tion to bowdlerise the programme.

The possibility of a new breakdown in rela-
tions between the U.S. and the EU — much
more serious than that which occurred in 2003
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during the war in Iraqg mounted by the Bush
administration — surfaced during the first one
hundred days of the Trump administration. It
was evitable that the election of a president as
openly populist and xenophobic as Trump
would have an impact on the United States’ re-
lations with Europe. Throughout his campaign,
Trump provided ample proof of his lack of
knowledge of, and interest in, European inte-
gration and the historical role the U.S. had
played in that process. He referred to the EU as
an "economic competitor” on at least one oc-
casion, mocked the pillars on which the EU was
founded and ridiculed Angela Merkel's refugee
policy.

Trump’s manoeuvres on the domestic front
— which included continuous attacks on media
organisations as diverse as The New York Times,
The Washington Post, CNN and Fox and at-
tempts to tinker with congressional rules in
ways that threatened to subvert the liberal creed
set out in the US Constitution — set alarm bells
ringing in Europe. The inaugural address he
delivered on January 20 in Washington left no
doubt that the protectionist philosophy and dis-
dain for multilateralism he had expressed on the
campaign trail would soon be translated into
policy — a posture that suggested a certain shift
towards deglobalisation on the immediate hori-
zon and a bumpy road ahead for the country’s
relations with foreign allies and adversaries alike
and multinational organisations such as the UN
and NATO. Europe now faced the worrying
prospect of navigating its way in a more frag-
mented world plagued by setbacks on regional
integration between Europe, Latin America and
the Asia Pacific, a region in which the U.S. was
set to relinquish a degree of its influence as a
result of its unilateral withdrawal from the Trans-
Pacific Trade Partnership (TTIP) it had recently
signed alongside 11 other countries.
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The transition between the Obama and
Trump presidencies has supposed an unprece-
dented and radical shift. The political principles
and agenda of the present administration will
give form to a new Trump Doctrine that will un-
doubtedly entail a 180-degree change of tack
on the country’s longstanding alliances with
Europe (NATO) and Asia (Japan and South
Korea), relationships with Russia and China and
positions on global governance in areas such as
trade, terrorism, migration and climate change.
Trump’s plans do not appear to involve the im-
plementation of a policy of isolationist retrench-
ment but rather a presidential display of his
much-vaunted talent for striking deals, first with
Russia and China, but eventually with European
countries, other regional powers and emerging
economies as well, in what could amount to a
new division of the world. His professed inten-
tion is to strike a “better deal” for the United
States based on burden sharing that will reduce
the need for US interventionism going forward.

Part and parcel of this convulsive start has
been Trump’s lack of prior political experience,
which has hindered his ability to piece together
a coherent policy, much less a strategy for its
implementation. Senate confirmation hearings
exposed differences of opinion between the
new president and various members of his cab-
inet such as Michael Flynn (forced to step down
from his position as national security advisor al-
most immediately due to his links to the Russian
government) as well as Secretary of State Rex
Tillerson and Defence Secretary James Mattis
(neither of whom completely shares Trump's
outlook on NATO, Russia, China, Iran and the
Middle East). The first steps taken by the new
administration signal a curtailment of the free
trade policies and active support for Western
democracy that have served as the paradigm for
US foreign and security policy for the last seven
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decades. As presently articulated, Trump’s
“American First” stance is poised to rupture a
bipartisan consensus that has guided world af-
fairs since the end of the Second World War.
The new president vaunted an impressive array
of (albeit mostly regressive) actions and initia-
tives during his first state of the union address
on 28 February that included an executive order
clearing the way for the construction of the
Keystone XL and Dakota pipelines, the US with-
drawal from the TTP, a stop entry order blocking
travel from seven predominantly Muslim coun-
tries to the US, the negotiation of pledges from
companies such as Ford and General Motors to
invest in US-based installations, the presenta-
tion of plans for a wall along the US-Mexican
border, the imminent renegotiation of the North
American Free Trade Agreement (NAFTA), an
upcoming major cut in corporate tax rates and
a proposal for legislation to fund a trillion-dollar
national infrastructure programme.

A divided Europe under the shadow of
Brexit

For the EU, 2016 was a year of relative stability
during which it managed to contain the worst
effects of the economic and refugee crises it
had been mired in for some time. The general
sense of calm was nevertheless marred by dis-
turbing developments on a number of fronts
that threatened European well-being and cohe-
sion. The first was a wave of concern for public
security provoked by a series of terrorist attacks
perpetrated in Paris in November 2015 and
heightened by another attack in Brussels in
March 2016, both of which put security forces
throughout the EU on high alert. Another was a
deteriorating social and economic climate marked
by a festering rise in inequality that fuelled the



growing influence of populist and xenophobic
forces from France and Holland to Hungary and
Poland. However, the greatest shock to the
European body politic was the outcome of the
British referendum on EU membership held on 23
June 2016, by which Britons voted by a narrow
margin (51.9 % to 48.1 %) to leave the Union, a
decision that supposes a long and difficult period
of Brexit negotiations ahead. The immediate con-
sequence is an uncomfortable breach between
the EU’s remaining 27 member states and Great
Britain, which has been plunged into a protracted
political and governmental crisis that began with
the resignation of David Cameron and the rise of
the Eurosceptic Theresa May to the position of
prime minister and appears to be far from over.
On 29 March 2017, after fending off resistance in
Parliament and the House of Lords, May triggered
activation of Article 50 of the Lisbon Treaty, the
formal step required to begin the process of Great
Britain’s withdrawal from the Union.

The turbulence on both sides of the Atlantic
— a brusque change of political direction in the
US and division within Europe — has meant that
the basis of transatlantic relations in 2017 and
beyond will be profoundly different. Steps taken
by the Trump administration in this context have
not been heartening. The new president met
with Nigel Farage (UKIP) and Marine Le Pen
(Frente Nacional) in his private office in New
York prior to his inauguration and received en-
thusiastic congratulations upon his victory from
European heads of state such as Poland’s
Jarostaw Kaczynsky and Hungary’s Victor Orban.

German Chancellor Angel Merkel, in her ca-
pacity as the leader of the country that will in-
evitably be the linchpin of whatever new trans-
atlantic relations that are eventually negotiated,
has taken a different stance, choosing to send a
courteous but critical message of warning to
the incoming president that highlighted the
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importance of a common respect for rights and
freedoms. On 19 March, she flew to Washington
for her first face-to-face encounter with her
new American counterpart. While the atmos-
phere between them was noticeably chilly, they
did manage to forge closer positions regarding
NATO and Merkel reiterated Germany’s deter-
mination to comply with the 2 % military ex-
penditure commitment it had made at the 2014
NATO Wales Summit by 2024 as scheduled.
Other points discussed during her visit, such as
their differing positions on Russia and possible
means of reducing the United States’ whopping
50-billion-dollar trade deficit with Germany
(which Trump maintains is the result of a Berlin-
driven weak-euro policy) were not resolved.
French President Francois Hollande and Spanish
President Mariano Rajoy adopted a more concil-
iatory tone in their first telephone conversations
with Trump. The high expectations for British
Prime Minister Theresa May's visit to Washington
for a meeting and press session, which took
place only a week after the inauguration, were
only partially fulfilled. Although the two leaders
were obviously on the same page regarding
Brexit, their positions proved to be substantially
farther apart on issues such as free trade, NATO
(which London regards as a central, untoucha-
ble piece of British security strategy), relations
with Russia and Trump’s proposed measures for
US immigration control. On the basis of this ini-
tial contact, earlier suppositions that both a re-
newed “special relationship” between London
and Washington and an alternative Anglo-
Saxon world order were in the offing are begin-
ning to look more like naive wishful thinking.
Relations between Washington and Brussels
did little to help to dispel the fog of uncertainty
that had floated over initial bilateral contacts
between governments. Brussels’ first direct re-
sponse to the transition took the form of a letter
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sent by European Council President Donald Tusk
on 30 January to the leaders of the remaining
27 member states that contained a “united we
stand, divided we fall” message in which he de-
scribed the Trump presidency as a threat to EU
and called for unity and deeper integration.
Tensions rose once again in early February when
the heads of the European Parliament’s main
political parties petitioned the European
Commission and Council to reject Trump’s new-
ly appointed ambassador to the EU Ted Malloch,
an outspoken critic of the EU. Relations took a
slightly more positive turn at a 10 February
meeting between EU High Representative for
Foreign Affairs and Security Federica Mogherini
and US Secretary of State Rex Tillerson in
Washington during which they discussed their
differing positions on immigration and trade
but also expressed a willingness to establish
common ground.

A new agenda of uncertainties
Protectionism: “balanced” trade

The ramifications that policies now being imple-
mented by the Trump administration might
have for the European economy are not yet
clear. On the one hand, a policy of protectionist
retrenchment in the US would depress the
world economy and have a negative impact on
labour markets on both continents. Any new
euro crisis provoked by American retrenchment
would aggravate this turmoil and be particularly
damaging to the US economy. On the other
hand, and somewhat paradoxically, a decision
by the US Federal Reserve to raise interest rates
to counter inflation triggered by the higher mili-
tary and infrastructure expenditure Trump is call-
ing for could very well put pressure on eurozone
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countries in general and Germany in particular
to abandon austerity policies in favour of a pan-
European stimulus and growth policy.

The Trump administration has made no
bones about its intention to rewrite the rules of
international trade and any agreements the US
government has signed to date it considers con-
trary to US interests. This was made clear at
both the January 2017 World Economic Forum
meeting in Davos, Switzerland and the G20
meeting held in Baden-Baden, Germany two
months later, which US Secretary Treasury
Steven Mnuchin attended. In spite of the G20’s
pro-trade stance, the declaration issued at the
end of this encounter was conspicuously devoid
of any reference to free trade and avoided con-
demning protectionism, a term that Mnuchin
artfully managed to supplant with the expres-
sion “balanced trade”. The same declaration
also omitted any reference to financing of ac-
tion on climate change agreed to during the
COP21 meeting in Paris.

Once both negotiating parties realised that
further progress on TTIP was effectively blocked
(the clearest indication being the absence of any
reference to the pact during the US presidential
debates), the project was quietly put aside pend-
ing a change of political and social climate, after
which various European leaders have suggested
that negotiations could be revived, albeit on dif-
ferent basis. The EU has meanwhile concluded
the Comprehensive Economic and Trade
Agreement (CETA), a parallel treaty with Canada
that could serve as a model should the TTIP be
revived at some point in the future. CETA was
approved by the European Parliament on 15
February 2017 following successful negotiations
between the central Belgian government and
the regional parliament of Wallonia, Belgium,
which had voted to block the deal back in
October 2016. As a “mixed agreement”, the



new pact will be implemented provisionally as
of April 2017 until ratified by member states.
How well the agreement functions in practice
may well determine what goes into any future
TTIP agreement and the way in which it is likely
to be negotiated. Of particular importance will
be whether safeguard clauses guarantee states
the flexibility they need to protect vulnerable
domestic sectors, labour rights and environmen-
tal standards are respected and “losing” sectors
are provided with sufficient levels of social pro-
tection and professional support. Of further in-
terest to any future revival of TTIP negotiations is
the City of London’s plan to negotiate a post-
Brexit bilateral agreement with Washington.
Given that a treaty of this nature cannot be
signed prior to Great Britain’s formal exit from
the EU, nothing along these lines can be expect-
ed to take place until at least March 2019.

The end of multilateralism: bilateral pacts with
Russia and China

Transatlantic relations are also very likely to be
altered by policy shifts driven by Trump’s desire
to frame China rather Russia as the primary rival
of the United States, an objective based on the
perception that China will be in a unique posi-
tion to challenge US economic and geopolitical
supremacy at whatever point in the twenty-first
century its growing economic power translates
into advanced military capacity and global po-
litical clout. This U-turn in US policy is part of a
greater Trump administration strategy for or-
chestrating a new division of the world, which
might possibly entail a “New Yalta” or a “New
Reykjavik” along the lines of the historic meet-
ings that took place between Roosevelt and
Stalin in 1945 and Reagan and Gorbachov in
1986. Trump may regard a closer relationship
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with Russia not only as a means of gaining an
ally in the fight against ISIS and stabilising the
eastern flank of Europe, but also, and perhaps
more fundamentally, as a lever for weakening
China, which could be relatively isolated and
contained if the two countries were to view it as
a common competitor in Asia. An opportunity
for closer detente with Washington could be
very attractive to Putin, in that it would allow
Russia to wriggle its way out of the isolation and
the sanctions it has had to deal with since its
annexation of Crimea, balance the pressure ex-
erted by the EU regarding its aggression in
Crimea and failures to embrace democratic
practices at home and make him an essential
partner in the resolution of problems in hot
spots such as Iraq, Syria and Ukraine. One of the
bigger dividends of such an arrangement for
the Kremlin would be the strengthening of
Russia‘’s position in the standoff in Ukraine:
should the US stop providing unconditional sup-
port to Kiev, Ukraine could drift back into the
Russian sphere of influence. All it would take for
this to occur is a decision on the part of the US
to lift the sanctions it has imposed on Russia
and tweak the terms by which the Minsk II
agreement is implemented — especially those
pertaining to the Dombass — in Moscow’s fa-
vour.

Trump does not appear to be interested in
maintaining Obama’s Asian pivot strategy, pre-
ferring instead to strike a “grand bargain” with
China for which he is likely to draw red lines on
two issues: a change in China’s monetary policy
geared towards reducing the US trade deficit
with that country and the abandonment of the
Asian giant's island-building venture in the South
China Sea. Paradoxically, his decision to pull the
US out of the TTP agreement will diminish US
influence in the Pacific to the enormous benefit
of China. Trump’s initial direct and indirect moves
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on China policy — personal telephone contact
with the president of Taiwan only days after the
November election, Defence Secretary Mattis’s
remarks regarding China’s actions in the South
China Sea and Mattis’s trip to South Korea and
Japan in February — may be considered tactical
manoeuvres meant to establish negotiating po-
sitions.

For the EU, all these plans for grand bilateral
agreements that do not take the Union into ac-
count supposes the weakening of its position in
international affairs and a possible loss of au-
tonomy. Any such accord between the US and
Russia is bound to deepen the existing rift be-
tween its Eastern European members (the Baltic
states and Poland) and others on Russian policy.
Belligerence on the part of Washington towards
China could also translate into unnecessary eco-
nomic and political tensions between Brussels
and the governments of member states and
Beijing.

Security: the linchpin of the Atlantic Alliance

During his campaign, Donald Trump described
NATO as “obsolete” and threatened to break
the United States’ ties with the organisation if
he were elected president. NATO fell short of
the candidate’s standards: it had been ineffec-
tive in the fight against terrorism and cost-wise
constituted a bad deal for the US, which ac-
counted for less than half of the aggregated
GDP of alliance members but footed the bill for
approximately 75 % of NATO military expendi-
ture. The fifty-third Munich Security Conference
held on 17-18 February 2017 provided an op-
portunity for Europeans to size up the position
Trump was likely to take on the alliance as pres-
ident of the United States. Contrary to expecta-
tions, Vice-president Mike Pence and Secretary
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of Defence James Mattis maintained a reassur-
ing tone during their presentations at this event.
Both reiterated the importance of transatlantic
cooperation to the US while underscoring the
need for members of the alliance to comply
with the 2 % military expenditure targets estab-
lished at the Wales Summit in 2014. In her ca-
pacity as German Chancellor, Angel Merkel un-
derscored the importance of multilateral organ-
isations such as NATO, Germany’s intention to
comply with its expenditure commitment and
the synergies between NATO and European de-
fence. It is in the context of this tug-of-war be-
tween Washington and Brussels that Great
Britain must define its future role within the al-
liance. | was made clear in Munich that unlike
the Baltic states, the Trump administration views
NATO more as a vehicle for combating transna-
tional terrorism than a means of Russian con-
tainment. Upcoming meetings between Trump
and Xi Jin Ping and Vladimir Putin may provide
clearer indications during the run-up to the next
NATO summit scheduled for 25 May.

Policy outlook for the Middle East

It is very difficult to piece together a compre-
hensive picture of the new US administration’s
forthcoming Middle East policy on the basis
Trump’s remarks as presidential candidate or
subsequent statements made by Secretary of
State Tillerson and Secretary of Defence Mattis.
Although nothing to date indicates the develop-
ment of so much as a general plan for the re-
gion, it does appear that Trump might consider
steering certain points of US Middle East policy
in new directions that could lead to new fissures
in the transatlantic alliance. The first involves
Syria, where Trump must pursue the dual objec-
tives of defeating ISIS and other jihadist factions



and stabilising a country currently controlled by
Al Assad with the aid of Russia. From the per-
spective of the EU, any resolution of the current
situation in Syria must involve a national transi-
tion agreement leading to the end of Al Assad’s
rule, the democratisation of the country, consti-
tutional reform and territorial decentralisation.
The conclusions of the December 2016
European Council meeting were fully in line
with proposals put forth at the Geneva | and |l
conferences and UN Security Council resolu-
tions, both of which the EU continues to sup-
port.

Trump’s approach to the Israeli-Palestinian
conflict is at odds with the multilateral and le-
galist strategy embraced by the EU. His plan ap-
pears to be to force a new round of negotia-
tions between Israeli government and Palestine
authorities by moving the US embassy to
Jerusalem, a mission he has entrusted to his
son-in-law Jared Kushner. Kushner’s “Jerusalem
first” strategy for achieving peace between the
two factions calls for striking a joint sovereignty
agreement on Jerusalem before moving on to
issues related to division of territory, settlers,
refugees and security. Before taking office,
Trump attacked the nuclear agreement with
Iran negotiated during the Obama administra-
tion, promising to undo it and negotiate “a
much better deal” once he was elected.
However, a confrontation with Tehran may not
be in the best interests of the United States at
this particular moment given that Trump will
need the cooperation of Iran and Russia to sort
out the current mess in Syria and any such move
would sow discord with the EU, which has
much invested in the nuclear agreement and
seeks to further the regional integration of Iran.
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Global governance and climate change

Energy and climate change policy could also
suffer serious setbacks. Should the Trump ad-
ministration act on its professed intention to
implement a pro-hydrocarbon policy, rupture
between the US and the EU on yet another issue
could be inevitable in the near-term future. If
the US pulls out of the Paris agreement as Trump
has promised, it will not only diminish its global
influence (especially over China, given the deci-
sive role the co-leadership provided by Chinese
leader Xi Jin Ping and Barak Obama played in
the success of the Paris summit) but, by setting
a precedent for non-fulfilment of pledges made
at the COP21 that certain other European coun-
tries may be tempted to follow, also endanger
one of the most successful multilateral initia-
tives supported by the EU to date.

European response and a hew
transatlantic relationship

2017 marks the sixtieth anniversary of the Treaty
of Rome, the international agreement signed on
25 March 1957 that established the European
Economic Community (TEEC). The air of drama
surrounding this landmark moment has been
heightened by a number of key elections taking
place on the continent this year. The nature of
Europe’s response to the new Trump administra-
tion will be conditioned by the results of these
electoral processes, especially the two-round
French presidential election to be held in April
and May and the German legislative elections
slated for September. Although anti-Muslim
candidate Geert Wilders managed to steer the
debate during the recent Dutch general election
campaign, his party came in second. Electoral
results aside, a close run for the money or
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substantial gains on the part of a xenophobic
political party in either France or Germany
would influence European positions going for-
ward in a number of areas from relations with
Russia to economic, migration and energy poli-
cy. Economic performance within the eurozone,
whose growth rate is expected to be only slight-
ly better than half that forecast for the US for
2017 (1.4 % compared to 2.5 %) and inflation
rate is expected to remain under the 2 % target
established by the ECB, could also be a politi-
cally debilitating factor. Given these circum-
stances, the EU could respond to strategic policy
shifts taking place in the US in a number of
ways.

Its first option is to sit tight and do nothing
in the light of the elections taking place through-
out the continent and disagreement on topics
such as Russia, NATO and European defence
among its 27 member states, a few of which
(the UK, Hungary and Poland to be precise) are
currently governed by Eurosceptic, Europhobic
or populist parties. Given that internal discrep-
ancies on matters related to immigration and
economic policy could make the Union particu-
larly vulnerable to a divide-and-conquer strate-
gy on the part of Washington, this would logi-
cally be a short-term posture.

The second option would be to mount a mir-
ror response in the form of a First Europe coali-
tion led by the most prominent EU states — not
a First Europe in the sense of a strong, united
Europe but rather a Union bent on more or less
direct confrontation with Washington that gives
tit for tat in terms of protectionist policies, pulls
back on security and defence cooperation with
the US and seeks to enlist third-country allies in
conflicts in other areas. In addition to being an
improbable path given the presence of populist
governments and forces within the EU, such a
purely reactive response would generate negative
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effects that would exacerbate existing divisions
within the Union, spur nationalism and add to
the inertia the EU already suffers when it comes
to foreign and security policy.

The third possible scenario would be a deep-
ening of the EU’s framework for security and
defence, an initiative led by the most prominent
members of the eurozone and framed as a com-
plement to the Atlantic Alliance but inevitably
tinged by a cooling of relations with Washington.
Any response of this type would logically require
pro-European governmental and political forces
in France and Germany to sign onto the idea of
joint capacity building geared towards the crea-
tion of a future European army as well as the
greater integration of intelligence, cyber-de-
fence and crisis prevention operations. Although
difficult, this path would at least seem to hold
greater promise for the long-term. During the
September 2016 Bratislava Summit, French
President Francois Hollande and German
Chancellor Angela Merkel outlined plans for a
qualitative leap forward in military cooperation
between their two countries and Council
President Donald Tusk and Commission
President Jean Claude Juncker jointly an-
nounced a plan to create a strategic European
defence fund for RDI as part of a greater
European Defence Action Plan. Much emphasis
was placed at the 15-16 December European
Summit on the use of the permanent structured
cooperation contemplated in the Treaties as a
vehicle for differentiated integration, whether in
the form of “multispeed” integration (pursued
by member states desiring to adopt policies and
instruments others do not want to participate
in) or a la carte integration (of interest to those
wishing to opt out of certain policies and pro-
grammes). On 1 March Juncker presented a
Commission White Paper suggesting five possi-
ble scenarios for the EU in 2025. Those in favour



of European integration were aptly titled “Those
who want more do more” (scenario 3) and
“Doing much more together” (scenario 5). One
unexpected consequence of the shift in US stra-
tegic policy and Great Britain’s decision to leave
the Union has been Germany’s willingness to
rethink economic policy, provide momentum for
European integration in the areas of security
and defence and frame its political discourse in
terms of European values and rights. Current
circumstances position Germany to assume a
greater leadership role in EU foreign policy.

Conclusion: the end of an era

Although the United States and the European
Union together constitute one of the most inte-
grated and interdependent blocks on the plan-
et, the future of transatlantic relations is mired
in uncertainty. Under the Trump administration,
the substance and tenor of a once firm partner-
ship has begun to change, with an American
government on one side of the Atlantic that
does not believe in the EU project and a EU riven
with internal divisions that has yet to fully be-
lieve in itself on the other. We have reached the
point at which the framework that has sus-
tained relations between the US and the Europe
throughout the seven decades following the
end of the Second War is beginning to show
signs of wear. US strategic interest in Europe has
waned with the recent political turnover in
Washington and fissures within the EU threaten
to aggravate global instability. Although eco-
nomic, political and social ties between the US
and Europe remain strong, many of the princi-
ples and perspectives that have long under-
pinned their relations — free trade, a common
respect for rights and freedoms, the function of
NATO as the pillar of North American security
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and the privileged position of Europe within the
wider constellation of US allies — may be set to
change. For an unknown period of time moving
forward, we must take into account the fact
that regardless of what specific policies the US
may pursue, Donald Trump can be expected to
frequently act as a sixth columnist for populist,
xenophobic forces in Europe.

From a European viewpoint, one of the more
negative aspects of the new US foreign policy
now being articulated is its shift from the multi-
lateralism embraced by the Obama administra-
tion to a more bilateral approach. This 180-de-
gree turn constitutes a frontal blow to EU High
Representative Mogherini‘s global security strat-
egy, which, in contrast, focuses on multilateral
accords such as the Paris Agreement on climate
change and the Iran nuclear deal and calls upon
the UN to play a pivotal role. In short, the thrust
of the new approach to US foreign policy not
only challenges the role of Europe in future
global affairs but also signals the possibility of
disagreements between the two blocks on is-
sues of great importance to both such as trade,
monetary policy and the resolution of the cur-
rent situation in Ukraine.

The complicated political campaigns taking
place throughout Europe during 2017 suppose
a short-term period of instability that will un-
doubtedly put the European project to the test.
However, one cannot rule out the possibility
that the Trump administration might succeed in
furthering dialogue with Russia and China on a
range of issues that have remain deadlocked to
date. The US could declare that it has no inten-
tions to engage in further imperialist conflicts,
establish a closer working relationship with
Russia that includes joint efforts to achieve
peace in hot spots throughout the world such
as Syria and Ukraine and negotiate new wide-
ranging trade agreements (once the TPP and
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TTIP have been definitely rejected) that offer a
greater degree of social protection. A US “with-
drawal” from Latin America and the Pacific
could open up opportunities for a greater
European diplomatic and economic presence
these parts of the world. More importantly, any
weakening of the Atlantic Alliance could stimu-
late further European integration in the areas of
defence and security and, by extension, greater
European autonomy.
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The nature of any eventual European re-
sponse to Trump foreign policy and the impact
of the Trump doctrine on transatlantic relations
remains unclear. We must be prepared to
weather a turbulent period of readjustment that
could last until the midterm congressional elec-
tions scheduled for November 2018. Meanwhile,
it is clear that the US and Europe will continue
to need each other, albeit in different ways than
in the past. This is a reality that both need to
come to terms with.



EU 2016: another step
to being an important

José Manuel Albares and Carlos Carnero

Introduction

The Foreign Policy of the European Union serves
a dual purpose. On the one hand, it allows the
Union as such to take a stance and act interna-
tionally. It is, therefore, the external expression
of the EU’s very existence. On the other hand, it
projects the external action of the member
states more forcefully. Acting together and in
coordination with the European Union, the
force and effectiveness of European positions
increase. The European Union has clear com-
parative advantages for deploying an external
action with an impact. Its demographic and
economic weight affords it an enormous diplo-
matic influence. The EU is the biggest commer-
cial player on the planet and has one of the
most solid and solvent currencies: the euro. It is
the world’s biggest donor of development aid.
The EU is a key player in keeping the peace and
security of the world and a leading authority on
human rights, democracy and the rule of law.
However, the definition and design of the EU’s
Foreign Policy are complex. Defining the
European interest is not easy, while the different

global power

national interests of each EU country are plain
to see. While the European interest always ap-
pears blurred, national interests are very clear.
That is why, on a good number of occasions and
in the face of the most delicate issues, just when
a common approach in Foreign Policy would be
most necessary, the members of the EU are di-
vided. Moreover, leadership of the Union’s
External Policy has different players. That was
what the Lisbon Treaty (2009) established, gath-
ering the content of the European Constitution
drawn up by the Convention (2003). The
European Council, made up of the Heads of
State and Government of all the member states,
defines the principles and general guidelines.
The High Representative, currently Federica
Mogherini, who chairs the Foreign Affairs
Council made up of the Foreign Ministers of the
EU countries, is in charge of driving the EU’s ex-
ternal action in a consistent manner. To achieve
that, she has the European External Action
Service (EEAS), which acts a diplomatic service
of the European Union through 139 (at present)
delegations and offices spread across the globe.
Lastly, the President of the Commission is also a
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competent authority for the EU external rela-
tions. So, for example, on migration matters,
the issue that has occupied the political agendas
of every EU member state over the last two
years, President of the Council Donald Tusk
called the Valetta Summit with the African
countries in late 2015 and President of the
Commission Jean-Claude Juncker called the
Brussels Summit with the Balkan countries most
affected by the refugee crisis.

There can be no credible external action
without a credible military response in the face
of certain threats. That is, without doubt, the
weakest aspect of the Union’s external action.
The EU has sent numerous peace missions
abroad, it has taken part in disarmament, con-
flict prevention and military assistance opera-
tions, but it still does not have a real operation-
al capacity that guarantees security. This aspect
continues to fall exclusively to the forces of the
member states and the coalitions that wish to
assemble. Since January 2007, the EU has had a
rapid reaction force made up of two tactical
groups of 1,500 troops each. However, there
has been a succession of crises in the EU’s sur-
roundings without them being used.

At a time of crisis like the present one, fol-
lowing Britain’s opting for Brexit, Foreign Policy
is one of the dimensions of the EU that can for-
tify fresh progress in European construction.

A geopaolitical context marked by the
Islamic State group and migrations

The presence of Daesh in the Middle East:
the key to security and stability

The European Union had to contend with a dif-

ficult and complex geopolitical context over the
course of last year. Yet again, the main area of
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concern for the Union remained the Middle
East. In that region lie the two main challenges
facing the EU in terms of foreign and security
policy: terrorism and the refugee crisis. The ter-
rorist challenge of the self-styled Islamic State,
established in Syria and Iraq and with branches
in other countries such as Libya, has become a
lasting and major threat to security on the
streets of Europe and the main source of insta-
bility in Europe’s vicinity. The terrorist attacks of
so called Islamic State or by individuals who had
sworn allegiance to it continued in 2016. France
and, to a lesser extent, Germany continue to be
the most directly affected countries.

In 2016, the attack using a truck to mow
down civilians in the city of Nice on 14 July was
the most serious of all, killing 85 and introduc-
ing a new terrorist method that was equally
brutal, but simple to organize. This type of at-
tack was copied in Germany, where on 20
December 12 people lost their lives in an identi-
cal manner at a Christmas market in Berlin. The
refugee crisis in the Union remains ongoing,
especially involving refugees from Syria.
However, the number dropped considerably.
Germany, the most affected country, saw arriv-
als fall by 69 % between 2015 and 2016.

Against the same backdrop, two very impor-
tant events are shifting the balance on the
ground in the war against Islamic State. On the
one hand, in December, Bashar Al Assad’s army
took Aleppo, a city razed to the ground in which
its 250,000 inhabitants had to survive for weeks
under intense artillery fire. On the other, in Iraq,
the army, along with Shiite and Sunni militias,
launched the battle for Mosul to regain control
of the Islamic State capital. Another important
milestone in the fight against Daesh was the
taking of Sirte, its stronghold in Libya, by the
country’s national unity government, on 6
December.



In the region, Turkey, a fundamental partner
of the European Union in tackling the Syrian
refugee crisis, was destabilised not only by re-
peated attacks that left 295 dead in 2016 alone,
but also by an attempted coup d’état on 15 July,
followed by an extensive and deep purge of the
administration, with 120,000 expelled from
public service and the closure of 160 media out-
lets.

The election of Donald Trump and the doubts
about transatlantic relations

Donald Trump’s victory in the last US presiden-
tial elections surprised public opinion. People
were not expecting it. Immediately, his state-
ments during the election campaign raised
doubts and uncertainties about how relations
between the European Union and the United
States would be conducted over the coming
years, in two areas in particular: security and
trade. Trump’s openly protectionist approach —
“America first” — clashed with the spirit of the
negotiation of the Transatlantic Trade and
Investment Partnership (TTIP). Likewise, his
statements on the possibility of turning his back
on NATO if Europe did not pay for its own secu-
rity, as well as his preference for strong leaders,
especially Vladimir Putin, raised many questions
in numerous European foreign ministries. The
commitments undertaken by Donald Trump on
migration issues during the election campaign
also raised the possibility of the reinstatement
of European citizens requiring a visa to enter the
United States.

The first gestures of European political lead-
ers were significant. Marine Le Pen, the leader
of the French far right, was the first European
political leader to congratulate him on Twitter.
The first known photo of Trump with a European
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politician following his election was for the
British pro-Brexit populist Nigel Farage. Dutch
anti-European leader Geert Wilders was also
quick to welcome Trump’s victory. However,
Angela Merkel and Francois Hollande were
much more cautious. The German leader ex-
pressed her willingness to cooperate with the
new administration but “putting unquestiona-
ble values and principles first”. The French pres-
ident went further and made a call to be "vigi-
lant, as a period of uncertainty is opening up”.
For her part, High Representative Federica
Mogherini said, “the bonds between the EU
and the United States are much deeper than
any political change”. Undoubtedly, the vicissi-
tudes that transatlantic relations may suffer will
be the key to the EU’s foreign policy in 2017 and
beyond.

The changes in Latin America mark the
European Union’s foreign agenda

Latin America occupied the Union’s foreign pol-
icy in 2016 as it had not done for years. Several
events contributed to that. There was the peace
process in Colombia after 52 years of armed
conflict, which was rejected in the referendum
of 2 October 2016 by 50.21 percent of the vote
and, finally, resumed thanks to the second
peace agreement voted by the Colombian
Congress on 30 November. There was the on-
going and crushing political tension in
Venezuela. Above all, there was the change in
Cuba’s international relations, with the reestab-
lishment of diplomatic relations between Cuba
and the United States in July 2015, followed by
the first visit to the island by a US President for
90 years (Barack Obama made an official visit to
Havana on 20 March), all of which was capped
by the demise of Fidel Castro on 25 November.
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The influence of the socioeconomic environment
on the European Union’s foreign policy

Nowadays, the line between domestic and for-
eign has disappeared. Geopolitical, economic
and social factors influence foreign policy. The
international context is much more than mere
bilateral relations. That is why two events were
especially significant for the European Union in
the last few months.

First, the revelation by 108 media outlets of
the so-called Panama Papers, documents from
the Panamanian law firm Mossack Fonseca that
exposed the way in which tax havens operate. It
is an issue on which the European Union can
and must apply effective pressure with a view to
their control and disappearance, as public opin-
ion increasingly demands.

Second, Brussels’ huge fine of 13 billion eu-
ros on the Apple company for having benefitted
from tax advantages in Ireland between 2003
and 2014, distorting competition. Both Apple
and the Irish Government, which had come to
an agreement on the penalised tax rules, have
appealed the decision, but the fine marks a
European Union milestone in the face of the
multinationals and the countries that act un-
fairly through tax advantages.

The new global strategy on European Union
Foreign and Security Policy

Taking a hugely important step, the High
Representative presented the European Council
in June 2016 with a new Global Strategy on
European Union Foreign and Security Policy, un-
der the name Shared vision, common action: a
stronger Europe.

In it, Federica Mogherini — whose manage-
ment after two years in office the member
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states, community institutions and public opin-
ion judge positively — says that the first justifica-
tion for it is the fact that “the purpose, even
existence, of our Union is being questioned”.
She works on the principle that none of the
member states of the Union can meet the chal-
lenges facing them alone.

The EU is presented as a global civilian and
military player, but with limited power. In fact,
the new Strategy formulates a concept of the
European Union on the international stage as a
“soft power” that uses its influence and incor-
porates various civilian and military instruments
to tackle international crises and conflicts.

Among the challenges that the EU must
face, it mentions terrorism, nuclear prolifera-
tion, regional conflicts, organised crime, cyber-
crime, piracy, energy security and climate
change. They are all global challenges, so the
Union is the natural framework for their resolu-
tion.

It also states that the EU cannot do it all
alone and proposes acting in a united manner
internally and promoting strategic alliances with
other countries and regional blocs.

The Strategy establishes five priorities for the
EU’s external action.

First, security in the broad sense. The threats
to the Union, consequently, go beyond military
threats. Thus, terrorism, hybrid threats, eco-
nomic volatility, climate change and energy in-
security are mentioned specifically. One of the
responses that the Strategy proposes is collec-
tive security of Europe that must come both
from the collective action of the member states
and cooperation within NATO.

The second priority is the state and societal
resilience of our neighbours to the east and
south. The Strategy establishes a clear link be-
tween the internal situation of the member
states and the stability and development of the



countries and societies to the east of the EU into
Central Asia and to the south of the EU to
Central Africa. The Strategy places the acces-
sion process of the eastern candidates and
Turkey in that framework. The construction of
security in the European neighbourhood is a
goal of the Union, then.

The third priority of the Strategy is the inte-
grated approach to conflicts. It specifically
points to the cases of Syria and Libya, in which
the dimensions to be addressed are local, na-
tional, regional, and global.

The fourth priority is support for cooperative
regional orders in Europe, of course, but also in
the Mediterranean, in the Middle East and Africa,
across the Atlantic, in Asia and in the Artic.

Lastly, the Strategy advocates a Global
Governance for the 21t century in which the EU
champions a strong United Nations as the bed-
rock of the order based on the rules of interna-
tional law.

The EU’s foreign relations in 2016:
between tension and collaboration

Migrations and refugees mark national
agendas with Turkey as the central partner

Migratory movements were the key to explain-
ing the state of European public opinions and
many of the election results in 2016.
Undoubtedly, immigration was the most deci-
sive element for understanding the triumph of
the “leave” vote in the British referendum.
Many Britons chose to vote in favour of the
United Kingdom'’s departure from the EU based
on what they believed to be a lack of control in
the free movement of people and in the entry of
immigrants into the country. Likewise, the rise
of far-right movements and populism across
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Europe owes much to that perception. In all cer-
tainty, the Dutch elections in March 2017, the
French elections in May and the German elec-
tions in September will not escape a debate fo-
cused on that subject matter.

The European Union’s borders have been un-
der intense pressure since 2015, both because of
the arrival of refugees, essentially from Syria,
and because of the economic migrations across
the Mediterranean. That year, 2015, entries into
the Union hit the figure of 1.8 million. In 2016,
however, there was a significant drop, according
to Frontex figures, to 500,000 entries. United
Nations calculations produce the same data: a
reduction in entries of over 70 %. The drop was
largely due to the agreement reached between
the EU and Turkey in March 2016. The best ex-
ample is the number of entries through Greece,
which fell by up to 79 % from one year to the
next. The same can be seen in the entries via the
Balkans, with a fall of over 80 %. Despite the
reduction in the figures, they remain well above
those of the years prior to the refugee crisis.

However, given that the causes that give rise
to these population displacements continue —
instability and war in Syria and the Middle East
and lack of development in Africa —, the closure
of one migratory route leads to the opening of
another. Migratory flows across the central
Mediterranean, especially from Libya to Italy,
grew by 18 % between 2015 and 2016. Deaths
in the Mediterranean also increased by 38 %,
from 3,175 in 2015 to 4,400 in 2016. The na-
tionalities of those entering the EU did not
change. Syrians (88,000) and Afghans (50,000)
remained at the top of the list.

European public opinion is highly polarised
in the face of this situation. Angela Merkel suf-
fered a major drop in popularity largely because
of her favourable positions on taking in mi-
grants. The continuation of the conflict in Syria
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and the instability in Libya presage further con-
stant pressure on European borders.

More serious still is the return of ISIS com-
batants to European Union countries, because
of the threat of the highest order that it poses
to European security, not forgetting its possible
political consequences in an election year in
countries such as France and Germany. That is
why Germany, Austria, France, Sweden,
Denmark and Norway maintain border controls
in the Schengen Area.

Turkey has become the EU’s main partners
on migration matters. That was what the sum-
mit on refugees of 29 November 2015 estab-
lished. It adopted a dual dialogue with Turkey: it
relaunched the candidacy for accession to the
EU and made it a key partner on matters of mi-
gration and refugees. As a result of that sum-
mit, a Joint Action Plan was activated on the
management of migrations and refugees. The
financing of the support fund for the refugees
in Turkey was increased to 3 billion euros for the
period 2016-2017 and the freeing of visas for
Turkish citizens was speeded up. Turkey has also
been on the EU’s foreign agenda because of the
attempted coup d’état on 15 July. The EU re-
acted swiftly, condemning the coup and calling
for respect for democracy, rights and funda-
mental freedoms, underscoring the need to up-
hold the principles of the right to a fair trial. The
EU framed the call within the European
Convention for the Protection of Human Rights
and Fundamental Freedoms, including Protocol
13 on the abolition of the death penalty.

There is also continued tension between
Turkey and Cyprus, with the now traditional po-
sition of the EU in support of Cyprus's sover-
eignty, including over its Exclusive Economic
Zone. Awaiting confirmation, the prospects of
an agreement after decades of division are near-
er than ever in early 2017.

70

The complex search for Eastern association

The achievement of stability and development
in the EU’s eastern neighbours is a longstanding
goal of the Union’s foreign relations.
Migration, terrorism and energy security are
issues that are inseparable from the stability and
development of the countries to the east of the
EU. The refugee crisis and the tension with
Russia over Ukraine have revived reflection in
Brussels and in many European capitals over the
action to carry out in the region according to
the degree of future integration envisaged with
each of the countries and the degree of pro-
gress in the reforms that the EU wants to realise
with each of them. In May 2016, the ministerial
meeting of the Eastern Association reiterated
the principles on which those relations must be
built: democracy, stability and development.
Three countries (Georgia, Moldova and
Ukraine) have continued to make progress in
the execution of their association agreements
with the EU, which encountered major obsta-
cles in the institutional reforms that have to be
introduced. In the cases of Georgia and
Moldova, the agreements came into force on 1
January 2016. For Ukraine, given its internal cri-
sis, the agreement is being applied provisionally.
The internal situation of the country has re-
mained a source of concern on the European
external agenda and a central element of EU-
Russia relations. Both its political stability, which
is very precarious and tense, and its economic
sustainability depend on the support and assis-
tance of the EU. At the same time, Brussels in-
sists on the need to put a stop to the structural
weaknesses regarding rights and freedoms and
combating corruption, which continue to hang
over the immediate future. Energy cooperation
with Ukraine is also continuing in an intense
manner. It should materialise into a strategic



energy association agreement that is under ne-
gotiation.

The future of EU-Ukraine relations is insepa-
rable from its relationship with Russia and, in
turn, has an overwhelming influence on the EU-
Russia agenda. The line constantly maintained
by the EU from the outset of the crisis in Ukraine
was reiterated on 17 October 2016 in the
European Council’s CFSP report Our Priorities in
2016. In it, it said “the EU does not recognise
the illegal annexation of Crimea and Sevastopol,
which led to restrictive measures against Russia
(followed by retaliation measures from Russia),
nor does it recognise the elections in the
Crimean Peninsula”. The EU’s German-driven
foreign policy demands the full application of
the Minsk Agreements of 2014 and 2015. The
EU links the continuation of the restrictive meas-
ures against Russia to the full implementation of
those agreements. Therefore, the destabilisa-
tion of Ukraine will continue to have a consider-
able impact on Russia’s relations with the Union,
limiting dialogue between the two. In fact, the
Council report acknowledges that impact,
which is also down to Russia’s action in Syria
since 2015, reducing the space for bilateral dia-
logue even further.

The EU's external agenda towards the East is
not only focused on bilateral relations, it also
keeps close tabs on the internal evolution of
each one of the countries. Thus, in Georgia, the
conflicts of South Ossetia and Abkhazia remain
ongoing. The EU supports the territorial integrity
and the sovereignty of Georgia and the resolu-
tion of the conflict through its Special
Representative of the Monitoring Mission for the
South Caucasus and Georgia. Azerbaijan is an-
other country whose internal evolution the EU is
following very closely, bearing in mind that it is
key for the diversification of the EU countries’
energy sources. That is why the EU is trying to
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reach a new global agreement for its relations.
There were two main obstacles to that in 2016:
the Nagorno-Karabakh conflict and the human
rights record. Lastly, there was indeed progress
with Belarus in 2016. The Council decided to lift
most of the restrictive measures, stressing, how-
ever, the shortcomings on human rights and
democracy and condemning the application of
the death penalty, on which it called for a mora-
torium on executions.

Terrorism and migrations also provided a
new focus to the EU’s relations with the Balkan
countries. Last year, the decision was taken to
prepare a Plan 2017-2019 for regional assis-
tance to the Balkans with regard to terrorism,
organised crime and border security, funded by
the pre-accession instrument. In the same re-
gion, the politicisation and risk of violence in
Kosovo prompted extending the European Rule
of Law Mission (EULEX) to June 2018. Similarly,
the United Nations Security Council voted to re-
new the EU’s military operation in Bosnia-
Herzegovina (EUFOR/ALTHEA). Lastly, the acces-
sion negotiations with Serbia continued to
move forward after the first two chapters were
opened in December 2015.

The lack of opportunities combines with
radicalisation and migrations in the
Mediterranean

The border between the European Union and
Africa is the most unequal on the planet, no
matter which indicator one might use as a yard-
stick. The differences between the income per
capita of the EU and that of the African coun-
tries can be as much as 1 to 30. The average
birth rate on the African continent is 4.7 chil-
dren per mother, compared with an average
European rate that is in the region of 1.6. On
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top of this is a profound lack of job prospects for
the young people of a continent where in many
countries under-25s make up over 50 % of the
population. The migratory pressure on the EU’s
southern border is a response to that reality.

The Valetta Summit between the EU and
Africa focused on these aspects of the migra-
tory movements from Europe’s southern neigh-
bours. The idea was to attack the deep root
causes of the phenomenon and not just the mi-
grations themselves. To do so, specific plans
have begun in five pilot countries: Ethiopia,
Mali, Niger, Nigeria and Senegal. This phenom-
enon has combined with the vulnerability of
many African countries in the face of radicalisa-
tion, extremism and terrorism, from Libya and
the Sahel strip, where the Boko-Haram group
has become the most macabre example of ji-
hadi extremism, to Somalia in the Horn of
Africa.

In 2016, the fight against terrorism and the
prevention of radicalisation, support for the se-
curity sector and border management occupied
a large part of the EU’s foreign policy in the
Mediterranean and Africa. In Libya, the EU is
supporting the Government of National Accord
with 100 million euros. In Mali, EU funding re-
mains key to implementing the peace plan
signed in 2015.

In the Israeli-Palestinian conflict, there has
been no progress on the ground, or changes in
the stance of the EU, which continues to sup-
port the two-state solution and to condemn the
settlements as “illegal and an obstacle to peace
and threatening the two-state solution”, as the
High Representative and the European Council
have recalled on several occasions. The latest
initiative in support of the two-state solution
was calling a Summit in Paris attended by all the
EU countries and the High Representative, as
well as representatives of 42 other states.

72

Latin American, more present in the EU’s
foreign policy, but far from the weight of the
region

The EU's relations with Latin America have been
losing importance in the Union’s external action
since the mid-1990s. The thaw in relations be-
tween the United States and Cuba, the hope of
peace in Colombia and the ongoing tension in
Venezuela gave the region greater prominence
in European diplomacy in 2016.

The most important moment was undoubt-
edly the normalisation of the EU’s relations with
Cuba, which for 20 years had been guided by
the so-called Common Position, making institu-
tional relations conditional on democratic and
human rights advances in the island, without
having achieved any of its declared goals. On 12
December in Brussels, Federica Mogherini, the
High Representative for the EU’s foreign policy,
and Cuban Foreign Minister Bruno Rodriguez
put their signatures to the end of that policy.
The new approach to relations revolves around
three central points: political dialogue, which
includes governance and human rights; coop-
eration, which opens the door to greater invest-
ment in development; and economic and trade
affairs, which will facilitate economic exchange
and investment from the EU, which is now the
world’s biggest investor in Cuba and its second-
biggest trade partner, behind only Venezuela.
There is every reason to believe that EU-Cuba
relations will intensify very significantly over the
next few years.

Last year was also a turning point for peace
in Colombia. The negotiations between
Colombia and the guerrilla group Revolutionary
Armed Forces of Colombia (FARC) ended in a
peace agreement that was put to a referendum,
and rejected, in late 2016. Despite that, both
sides — government and guerrilla — have decided



to stick to their roadmap for the definitive ces-
sation of violence. The EU has not played a pri-
mary role in the peace process in Colombia, but
it certainly has been present through former
Irish Foreign Minister Eamon Gilmore, Federica
Mogherini’s Special Representative. In support
of the peace process, the Union launched a
trust fund of 95 million euros, established in
December, in the presence of Colombian
President Juan Manuel Santos and focused on
reconstruction projects in the country’s rural ar-
eas. The definitive end of this process with the
FARC guerrilla group, as well as the culmination
of a similar agreement with the other guerrilla
group active in Colombia, the National
Liberation Army (ELN), will necessarily be on the
EU’s foreign agenda.

Venezuela, the third country that has regu-
larly appeared on the foreign agenda of the
Union countries, did not receive the same atten-
tion as the previous two from EU foreign policy.
The intense mediation work of former Spanish
Prime Minister José Luis Rodriguez Zapatero is
currently the main European instrument for fa-
cilitating a solution to the tense and complex
situation in Venezuela. The Council issued a
statement on Venezuela in July, in which it “fully
supports the mediation effort by former Prime
Minister José Luis Rodriguez Zapatero”. The
same statement called on the High Representative
to maintain regular contacts with Rodriguez
Zapatero. However, the effort lacks stable formal
backing from the EU, such as the appointment
of a Special Representative so that the EU’s sup-
port for the mediation efforts could be deployed
to its full potential.

The EU-CELAC Summit in the second half of
2017 will be the moment to determine whether
Latin America, beyond its crises, really is back on
the European agenda.
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What can we expect in 2017 and beyond?

The EU’s foreign policy still punches well below
its demographic and economic weight in the
world. National realities prevail over joint action
on the thorniest issues. However, the vital need
for the EU to take a leap forward in its integra-
tion to counteract the effect of Brexit and a pos-
sible US uncoupling from European security may
be an opportunity, a catalyst, to take a definitive
step towards joint and coordinated external ac-
tion, especially on the most serious issues af-
fecting the security and freedom of Europeans
— those in which, to date, European action has
had least scope for action.

If it happened, it would make a substantial
contribution to the culmination of European po-
litical union. For years, the EU has had all the
institutional instruments and necessary eco-
nomic resources to be and act like a major glob-
al player in the world. In addition to the two
factors, it still lacks sufficient political will to ex-
ercise that power — even if every year, as in
2016, steps are taken to close the gap.

Let nobody be deceived: if the divisive effect
and reversal of a populist election victory in any
of the main EU member states in 2017 were felt
anywhere, it would be in the Common Foreign
and Security Policy. The citizens of Europe, of its
partners, allies and neighbours anywhere in the
world would pay dearly.

More than ever, the world needs a strong
and resolute EU on the management of global
issues, be they the promotion of sustainable de-
velopment and the reduction of poverty, socially
and environmentally regulated free trade
against protectionism or deregulation, combat-
ing climate change, the negotiated solution of
conflicts, countering terrorism, the defence of
international law and support for the United
Nations and its new Secretary General — the
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European and former Portuguese Prime Minister
Antonio Guterres —and, in short, the promotion
of freedom, democracy, human rights and the
rule of law as universal values and conquests
that cannot be relativized.

The task of turning the EU into a relevant
global power is one to which Spain, out of
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conviction, trajectory and interest, after two
years as a non-permanent member of the
Security Council and having left behind many
months of interim government (including a
good part of 2016), can and must be at pains to
apply itself, as people are calling for in Brussels
and other European capitals.



The defence policy of the
European Union within the
framework of a (lobal
otrategy on Foreign and

Francisco Aldecoa Luzarraga

During 2016, there was a shift in the devel-
opment of defence and security policy which
reflects the profound changes in these issues in
the European region since 2013. This chapter
analyses recent developments in the area of de-
fence policy, particularly as a result of the EU’s
growing role both diplomatically and in estab-
lishing international law, and the prospects that
are opening up as a result of approval of the
“Global Strategy on Foreign and Security Policy”
in June 2016.

The need to strengthen the Common
Security and Defence Policy (CSDP) and to
transform it into a genuinely independent
European defence policy is largely — although
not exclusively — a response to the increasing
threats that Europe has faced in recent years.
The key innovation in this area has been the
transformation of security and defence policy:

oecurity Policy

while the previous policy (the European Security
and Defence Policy or ESDP) primarily consisted
of overseas crisis management, the new ap-
proach constitutes a comprehensive defence
policy, entailing an obligation of mutual defence
in the event of external aggression against any
EU member state.

In this chapter, we analyse the development
of a European defence policy within the frame-
work of the Global Strategy on Foreign and
Security Policy. This strategy was officially ap-
proved during the week of the Brexit referen-
dum in June 2016, which understandably meant
that it went almost unnoticed at the time.
However — and contrary to expectations — the
UK’s departure from the EU is not proving an
obstacle to implementation of the European de-
fence policy.
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Origins and development of a European
defence policy

The need to address the issue of security and
defence has been a part of the European project
since the outset. Shortly following the signing of
the Treaty of Paris to create the European Steel
and Coal Community (ESCC) in 1951, a propos-
al to create a European Defence Community was
put forward in an international context that was
increasingly dominated by two opposing power
blocs and concerns about the Soviet threat. The
project ultimately failed in 1954, due to France’s
decision not to ratify the treaty following the
death of Stalin and Nikita Khrushchev's new
policy of peaceful coexistence.

It would be more than 30 years — after the
fall of the Berlin Wall and the disappearance of
the Soviet bloc — before a new security and de-
fence initiative would be launched. It was the
Maastricht Treaty on European Union, in 1992,
that transformed what had been an economic
organisation into a political one, providing the
basis for the gradual development of an inter-
governmental Common Foreign and Security
Policy (CFSP).

The Treaty of Amsterdam in 1999 created
the position of High Representative for CFSP, a
role filled by Javier Solana for the first ten years.
(This post was the forerunner of the current po-
sition of High Representative for Foreign Affairs
and Security Policy.) It also established the
European Security and Defence Policy (ESDP),
with the EU using armed forces for overseas cri-
sis management operations for the first time.
Since then, 34 civilian-military crisis manage-
ment operations have been conducted, of
which almost half are ongoing.

The current CSDP has its foundations in dis-
cussions in the European Convention of 2002-
2003, which addressed the need to deepen and
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reform central aspects of Europe’s role in the
world, establishing three major initiatives: the
Defensive Alliance, Permanent Structured
Cooperation and the European Defence Agency.
For the first time, the CSDP was formalised in
the Constitutional Treaty that came out of the
Convention. However, the Constitutional Treaty
was rejected in referendums in France and the
Netherlands in May and June 2005, respectively,
and was never ratified. Despite this rejection,
the substantive elements of the treaty — and, in
particular, those relating to Europe’s role in the
world and the CSDP — were revived in the Lisbon
Treaty, signed in December 2007.

European Union defence policy in the
Treaty of Lishon

The Treaty of Lisbon took a big step towards
addressing, for the first time, the issue of pro-
viding the EU with permanent defence struc-
tures that went beyond ad hoc crisis manage-
ment mechanisms. It improved the existing
institutions of the ESDP, expanding the range of
situations in which Petersberg tasks could be
conducted (extending them to include terrorism
prevention). It also allowed an EU mission to be
entrusted to a single member state or group of
member states, and simplified the procedures
for funding missions.

At the same time, the Treaty of Lisbon estab-
lished the new CSDP institutions: the Defensive
Alliance (art. 42.7 TEU); Permanent Structured
Cooperation (art. 42.6 TEU) and the European
Defence Agency (art. 42.3 and 45 TEU), de-
signed to strengthen cooperation in the sphere
of military capacity. Another innovation was the
“solidarity clause”, to prevent and react to ter-
rorist attacks or natural or man-made disasters
(art. 222 TFEU).
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However, the biggest innovation in the
Treaty of Lisbon in the area of defence policy
was the mutual assistance clause, which is at
the core of the Defensive Alliance and imposes
a mutual defence commitment that goes be-
yond article 5 of the NATO Treaty, stipulating in
article 42.7 that “If a member state is the victim
of armed aggression on its territory, the other
member states shall have towards it an obliga-
tion of aid and assistance by all the means in
their power”.

At the same time, to make the Defensive
Alliance credible, the Treaty of Lisbon allowed
for the possibility of creating a permanent rapid
intervention force to provide an immediate re-
sponse to aggression. This took the form of
Permanent Structured Cooperation, as de-
scribed in art. 42.6 TEU, which established that
“those member states whose military capabili-
ties fulfil higher criteria and which have made
more binding commitments to one another in
this area with a view to the most demanding
missions shall establish Permanent Structured
Cooperation within the Union framework”. In
other words, it creates the possibility that a
group of States may establish such cooperation
without the need for unanimous agreement.

As a result, since December 2009 — the date
when the Treaty of the European Union came
into force — there has been a defensive alliance
between the members of the EU, providing a
solid legal basis for implementing a European
defence policy. However, this policy has not ac-
tually been implemented because (for a variety
of reasons) it is only very recently that the provi-
sions of the Treaty of Lisbon have actually been
put into practice.

The development of a European defence
policy

In the last few years, and in particular since
2014, events have intensified the need to imple-
ment a European defence policy.

The deterioration in the security situation of
the EU since 2014

The worsening security and defence situation,
particularly on the EU’s eastern and southern
borders, has been apparent for some time, and
this problem has gradually become worse since
2014, with the growth of ISIS (so-called Islamic
State) and the use of force by Russia, in particu-
lar with regard to the annexation of Crimea.

Places where the new risks and threats are at
their most serious include: eastern Ukraine;
Syria and Irag, with the escalation of ISIS; the
crisis in Libya; terrorist threats in Africa (particu-
larly in the Sahel, Libya and the Horn of Africa
and — more recently — acts of piracy in the Gulf
of Guinea).

The objective of the Juncker Commission: to
create a more powerful global player

The European elections of 2014 represented a
new start (as reflected in the title of the
European Commission programme) and, in ac-
cordance with article 17.7 TEU, for the first time
the membership of the Commission itself re-
flects the election results. As a result, the new
Commission enjoys a greater level of legitimacy
than its predecessors.

With respect to defence policy, the
Commission programme makes reference to
the need to strengthen integrated defence
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capacities and, in particular, to implement
Permanent Structured Cooperation during the
8th legislature.

The appointment of a new High Representative
for Foreign Affairs

Even before she took office, Federica Mogherini
(at the hearing in September 2014) had set out
her desire to strengthen European foreign and
security and defence policy, and there have
been plenty of indicators of her priorities during
the two and a half years since her appointment.
One sign of this was her decision, as both High
Representative and Vice-president of the
Commission, to move her office to the
Berlaymont building, which houses the other
commissioners. This was intended to emphasise
the fact that she had an EU-wide rather than an
inter-governmental mandate, part of a strategy
of correcting the tendency to treat the external
dimension of EU policy as an inter-governmen-
tal issue. Defence policy has been given a higher
profile through the appointment of Spain’s
Pedro Antonio Serrano de Haro as Deputy
Secretary General for Common Security and
Defence Policy.

Mogherini’s approach has been described as
one of extending boundaries and challenging
limits. A good example of this has been her fre-
guent attendance at the United Nations Security
Council to expand the mandate for the use of
force in Operation Sophia, designed to break
the business model of smugglers and people-
traffickers in the Mediterranean.
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French activation of the mutual assistance
clause of art. 42.7

Following the Paris attacks of 13 November
2015, the French government unexpectedly in-
voked the mutual assistance clause contained in
article 42.7 TEU at the Foreign Affairs Council of
the European Union on 17 November 2015.
This means that the EU has become not just a
de jure but a de facto defensive partnership, on
a par with the Atlantic Alliance. The problem,
though, is that French activation is being imple-
mented bilaterally by member states with scant
participation by EU institutions, and is having
very little practical impact. Despite this, it is of
great political importance.

For example, the preamble of European
Parliament resolution of 13 April 2016 states
that “the current activation of Article 42(7) TEU
should serve as a catalyst for unleashing the po-
tential of all the security- and defence-related
Treaty provisions”. This resolution was central to
the development of the new Global Strategy
presented two months later by the High
Representative.

Strategic autonomy in the Global Strategy
on Foreign and Security Policy

After lengthy negotiations and many delays, the
Global Strategy was approved, under the full
title “Shared Vision, Common Action: A
Stronger Europe. Global Strategy on Foreign
and Security Policy for the European Union”.
Negotiation took more than two years, and the
process involved the governments of member
states, members of the European Parliament
and an expert group comprising members
drawn from the different countries.
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The Strategy takes as its starting point the
fact that the international defence and security
situation has changed, the world is a different
place, and the international security environ-
ment is less safe, less predictable and more
volatile. It states that “Europeans must be bet-
ter equipped, trained and organised to contrib-
ute decisively to such collective efforts, as well
as to act autonomously if and when necessary.
An appropriate level of ambition and strategic
autonomy is important for Europe’s ability to
foster peace and safeguard security within and
beyond its borders”.

Its most important contribution may be that
it transforms the legal obligation of mutual de-
fensive aid, established in article 42.7 TEU as
noted above, into a political commitment where
it states that “the European Union will promote
peace and guarantee the security of its citizens
and territory”. This converts the legal commit-
ment of the Treaty into a strategic objective of
the first order, one that implies a qualitative
change in the scope of defence policy, extend-
ing it from crisis management operations to the
defence of citizens and territories, an area that
was previously the exclusive responsibility of
member states.

The Global Strategy reiterates the concept of
a "European Security Strategy, a safe Europe in
a better world”, formulated in December 2002
by Javier Solana, the first High Representative.
However, also it contains two innovations: one
of these is the consequence of a new interna-
tional scenario of heightened threats which re-
quire the development of defence policy; the
other is more action-focused, taking the form of
what has been described as “values-based
pragmatism”.

Development and application of elements
of a European defence policy

The Global Strategy is based on values and is
designed for action. It draws on the vision and
ambition of a stronger EU, one that is both will-
ing and able to make a positive difference for its
citizens and the world. Despite the expectations
of some that it would never be more than
words, this approach has been implemented
rapidly through a number of measures.

— The Joint Declaration of the European
Commission and the Secretary General of
NATO, following the informal meeting of 27
EU Defence Ministers on 26 and 27
September 2016 in Bratislava, stating that
the EU and the Alliance are seeking a new
relationship based on mutual aid and coop-
eration, confirming a new climate and ac-
ceptance of the Global Strategy. The
Declaration contained a set of conclusions
adopted by the respective Councils, includ-
ing more than forty proposals.

— The European Defence Action Plan, adopted
by the European Commission and published
on 30 November 2016, elaborates upon the
Global Strategy for Foreign and Security
Policy. Its objective is to create the conditions
to convert the ambition of this Strategy into
actions. It presents a range of proposals, in-
cluding a common defence market and the
use of the EU budget to create a defence
union. The most ambitious proposal is the
creation of a European Defence Fund fo-
cused on research and capacity-building.

— The European Council of 15 December 2016
aimed to achieve permanent operational ca-
pacity for strategic planning and implemen-
tation, greater relevance and operational
capacity to use and deploy rapid response
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instruments, with the aim of making the
principle of strategic autonomy a reality.

— In this regard, and building on the European
Council position described in the previous
point, on 6 March 2017 the Council of
Foreign Affairs decided to create an opera-
tional command, which would take immedi-
ate charge of operations already in progress.
This office — conceived as an embryonic
military HQ — was not created, because the
UK exercised its veto on the basis that such
an HQ should be the reserve of NATO.
These decisions are just some of the meas-

ures designed to illustrate the development and

application of the first steps towards a joint de-
fence policy, and it seems likely that more will
be adopted over the coming year.

Implications of Brexit for European defence
policy

On 29 March 2017, London triggered Article
50, giving notification of the UK's intention to
leave the EU. Taking into account the role played
by the UK over the last 45 years — one that has
been characterised by obstruction of attempts
to promote integration, and opposition towards
the federal project that is the driver of European
construction — the UK’s exit, in principle, repre-
sents an opportunity for the EU, facilitating co-
hesion (as has been demonstrated during the
nine months since the referendum vote), and
opening the way for the process of deepening
the EU.

In the sphere of defence policy, it is impor-
tant to remember that the CSDP was influenced
by the Franco-British Saint Malo Declaration (by
Chirac and Blair), and that the UK played a key
role in the early military crisis management op-
erations during the first decade of the twenty-
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first century. However, when the Conservatives
came to power in 2010, participation in such
operations was reduced, reflecting a decision to
emphasise NATO operations. As a result, the UK
is only the fifth-largest contributor to CSDP mil-
itary operations — behind France, Italy, Germany
and Spain — and the seventh-largest contributor
to civil operations.

Military experts therefore believe that the UK
is not essential to European defence, preferring
to emphasise Atlantic defence instead. At the
same time, the White Paper on Brexit presented
by Theresa May on 14 February stresses her
commitment to maintaining security and de-
fence cooperation with the EU and its member
states. It will be interesting to see what form
this relationship takes.

Despite being announced at the same time
as the Brexit referendum, the Global Strategy
has been applied and developed through the
medium of a European defence policy. Although
the UK has put some obstacles in its path, this
has not prevented implementation of the strat-
egy. It therefore seems likely that, while Brexit
may make the challenge of developing a de-
fence policy more difficult, it will not constitute
an insurmountable barrier.

Pending issues in the development of
European defence policy

Although significant steps have been taken
within the framework of the Global Strategy
over recent months and some aspects of a de-
fence policy have been developed, there are still
a number of key issues pending if the strategy is
to be credible on the international stage.
Perhaps the first measure should be a unani-
mous decision by the Council to separate com-
mon defence from foreign policy. This, in turn,
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depends on a number of other decisions, the

most important of which is the implementation

of Permanent Structured Cooperation. Other
measures could include the following.

— A policy of communicating with European
citizens to raise awareness of the fact that
the EU is a defensive alliance, which means
that violation of any of the external borders
of the EU should be defended by all member
states with the same vigour that they would
apply to their own national defence.

— This entails activating Permanent Structured
Cooperation, as defined in article 42.6 TEU
and article 1 of Protocol 10, a commitment
that was adopted in Juncker’s “New Start for
Europe” and in various European Parliament
resolutions, in particular in the resolution of
16 March 2017, points 30 to 34. Point 30
“underlines the importance and necessity of
participation in permanent and efficient
structured cooperation by all member states
willing to advance their defence integration
to the highest level of ambition” and “be-
lieves that a permanent ‘European Integrated
Force' (EIF) should be set up as a multina-
tional force”. It should also be noted, as
identified above, that the Treaty establishes
that Permanent Structured Cooperation is
for those States that wish to pursue it and
which satisfy certain military requirements
(in a manner similar to the convergence cri-
teria for Economic and Monetary Union).
This cooperation must serve both as a means
of managing foreign crises and for the pur-
poses of territorial defence.

— Creation of a Council of Defence Ministers,
chaired by the High Representative for
Foreign Affairs and Security Policy, with the
aim of coordinating implementation of the
CSDP and making it more effective. This
would involve separating it from the Foreign

Affairs Council, as there would be two sepa-
rate sets of policies — foreign policy and de-
fence policy — that should be viewed as such,
and which are treated separately in individu-
al member states.

— Itis vital to establish a fully-fledged HQ, per-

haps building on the operational HQ estab-
lished on 6 March. This HQ should be fully
independent of NATO HQ as each organisa-
tion must be completely autonomous, not-
withstanding the need for compatibility and
their complementary nature. It is therefore
necessary to move beyond the “Berlin plus”
model.

— Continuing with cooperation in weaponry

and capacity, following the lead of the

European Defence Agency. It is important to

note, as the Agency’s Executive Director

Jorge Domecq explains, that “cooperation in

defence has made more progress over the

last twelve months then in the preceding ten
years”.

Although operational issues are not analysed
in this chapter, they are unquestionably of great
importance. By way of example, there is the
need to transfer NATO HQs — in particular the
two air control HQs, one of which is located in
Torrejon (near Madrid) — to the EU, as control
over the airspace of member states is currently
the responsibility of NATO.

The European Parliament resolution of 16
March 2017 on defence policy, already referred
to above, sets out a clear guide to the steps re-
quired to make such a policy operational within
the near future.

On 1 March 2017, the European Commission
published a White Paper on the Future of the
European Union, setting out five possible sce-
narios, and establishing a timetable for present-
ing five reports corresponding to each of these,
as a basis for analysis of the future of Europe.

81



THE STATE OF THE EUROPEAN UNION

One of these reports relates to defence, and will
be published in June. It is to be hoped that it will
explain in detail the European Commission’s un-
derstanding of what constitutes defence policy.

Why we need to strengthen defence policy

In my opinion, there are at least five reasons for

strengthening an autonomous defence policy:

— The gradual escalation of risks and threats in
neighbouring regions (noted above) which
shows no signs of slowing. These are risks
and threats not just to individual member
states but to the EU as a whole, to its politi-
cal and social model, and to the values that
underpin it. A collective response is there-
fore required.

— A global political player must be responsible
for its own defence and cannot subcontract
it to others, as currently occurs with NATO.
If it wishes to be an independent player, the
EU must take responsibility for defending its
citizens and its territory.

— As we have seen, the Treaty of Lisbon estab-
lished the legal basis for developing and
consolidating such a policy. Now what is
needed is the political will to implement the
instruments required to achieve this goal.

— The Global Strategy on Foreign and Security
Policy, which contains the principle of strate-
gic autonomy, transforms the legal obliga-
tion to defend citizens and territories into a
political commitment. The purpose of de-
fence policy measures is to make this com-
mitment a reality.

— Over recent years, and in particular since
2015, internal and external security have be-
come increasingly linked, with the result that
defence policy is a necessary component of
anti-terrorism strategies. In this case, the
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two areas are opposite sides of the same

coin.

Why do we need a defence policy? To con-
solidate the EU as a global, normative and dip-
lomatic player with an increasing role in global
governance, providing the external dimension
of the EU’s internal model. It is important to
note that defence policy is not an adjunct of
foreign policy, but rather an essential means of
ensuring that the global actor can operate with-
out its activity being constantly conditioned by
military pressures. The EU’s presence in the
world will never be the result of its military ca-
pacity but will instead reflect the defence of its
values and interests and its social model,
through such instruments as trade and cultural,
humanitarian and development policies.
However, for this to be possible the EU needs a
collective defence that enables it to act in the
world.

Conclusion: the need to formulate a
genuinely autonomous defence policy for
the EU

Throughout this chapter, we have seen that de-
fence policy and shared defence represent a
European aspiration that goes back almost 70
years. This both reflects a general need and has
been conditioned by specific international fac-
tors. Today, international factors are still driving
both the move towards deeper integration (in
this case, particularly Brexit and the election of
Trump) and the development of defence policy
(the problem of ISIS and the Russian threat).
Recently, with French activation of the de-
fensive clause, it has become clear that the
CSDP should not be concerned solely with civil
crisis operations and foreign military endeav-
ours but should also strive to defend the EU’s
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citizens and territories, and this in turn calls for
the articulation of an authentic defence policy
that is separate from European foreign policy (as
occurs within member states).

The first steps in this direction are now being
taken. The first of these is the Global Strategy
on Foreign and Security Policy, which involves
agreement based on common values and seeks
to intervene pragmatically in the regulation of
global governance through the combined ac-
tion of a stronger Europe. In order to achieve
this goal, we are seeing the development of a
strategically autonomous defence policy de-
signed to defend citizens and territories. The
second step is to be found in a series of con-
crete decisions that have been taken in the
sphere of defence policy (some of them en-
dorsed by all 27 remaining members of the EU)
with the aim of achieving the objective of stra-
tegic autonomy based on an autonomous de-
fence capability.

The “Declaration of the leaders of 27 mem-
ber states and of the European Council, the

European Parliament and the European
Commission” of 25 March 2017, known as the
Rome Declaration, pledges to work towards “a
safe and secure Europe: a Union where all citi-
zens feel safe and can move freely, where our
external borders are secured, with an efficient,
responsible and sustainable migration policy, re-
specting international norms; a Europe deter-
mined to fight terrorism and organised crime”.
The declaration goes on to identify the goal of
“a Union ready to take more responsibilities and
to assist in creating a more competitive and in-
tegrated defence industry; a Union committed
to strengthening its common security and de-
fence, also in cooperation and complementarity
with the North Atlantic Treaty Organisation, tak-
ing into account national circumstances and le-
gal commitments; a Union engaged in the
United Nations and standing for a rules-based
multilateral system, proud of its values and pro-
tective of its people, promoting free and fair
trade and a positive global climate policy”.
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The European energy

Union:

spurning integration or
business as usual?

Philipp Fink, Antoine Guillou and Robert Schachtschneider

Introduction

Sixty years after the signing of the Treaty of
Rome, the European Union with its unique pro-
ject of integration is witnessing rough times. Its
fundamental values, its legitimacy and its future
are being questioned. Increasingly, there are
calls for a renationalisation of the political do-
main with the referral of competencies back to
member states, effectively stalling further inte-
gration. Furthermore, societies all over Europe
are confronted with the growing threat of pop-
ulism, demagogy and xenophobia. What has
been long thought to be left behind through
integration is suddenly rekindling a divisive
flame with the potential to further disintegrate
the European Union.

On the background of these developments
both European institutions and member states
have been authorised to develop strategies to
overcome anti-European sentiments and inte-
gration fatigue by formulating concrete policies
that not only create macro-economic gains but
more so generate real benefits for the citizens of

Europe. This entails the arduous task of finding
the common denominator between the diverse
member state interests. By increasingly catering
for people’s livelihoods and sentiments, it is es-
sential that the European project reconnects to
people’s lives, by finding an issue field, which
affects every single citizen across the Union. As
the history of European integration shows, it
was always successful, when it focused on a pri-
oritised project or policy field.

It is somehow also the founding myth of the
European Union to start with sources of energy
and pool competencies as the six founding
members did in the 1950s. In this faith, President
Juncker announced the European Energy Union,
for which he identified five key dimensions,
aimed to take into account the concerns of all
member states — (a) energy security, solidarity
and trust; (b) full integration of the European
energy market; (c) energy efficiency as a means
to moderate demand; (d) decarbonisation of
the economy; (e) research, innovation, and
competitiveness. These were developed in a
Framework Strategy published on 25 February
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2015 which set out 15 action points. Everything
you can think of when it comes to energy policy
was included, but one could argue there was no
clear indication on what were the priorities or
the level of ambition in each field. In January
2016, a paper published on the Energy Union,’
as part of an initiative bringing together several
European think tanks and academics, advocat-
ed for the Energy Union to focus on three main
challenges: a more coordinated governance at
both political and technical level, a structural
reform of the electricity market design, and
stronger integration of energy policy with
Europe’s broader policy goals.

In the meantime, concrete proposals have
been made, called the Clean Energy Package.
This legislative proposal is mainly driven by elec-
tricity market logic, covering aspects of electric-
ity production, transmission, distribution and
consumption. The proposal aims to guide the
Union and its member states towards successful
integration as well as a decarbonisation of the
electricity mix. This paper aims to analyse a selec-
tion of proposals and evaluate it against the goal
of cheap, secure and sustainable energy for all,
also bearing in mind the three main challenges
we identified back in January 2016.

The complex polity of energy policy

Energy supply is at most times taken for grant-
ed. Nearly everywhere in the EU access to en-
ergy is considered as given. Hence, for most
people it ensures a certain living standard. In

! Derdevet, M.; Fink, P; Guillou, A.; Instytut Spraw Pub-
licznych; Schachtschneider, R.; Scholten, D., Schramm, C.:
New and ambitious or just more of the same? The energy
union at a crossroads. Politik fir Europa #2017 plus, Frie-
drich-Ebert-Stiftung, Bonn, 2016.
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these terms, the debate is, therefore, on the na-
ture of energy (renewable, nuclear and fossil),
the level of consumption and most certainly the
price: “Cheap, clean energy at every time of the
day, the week, the year”. Moreover, energy is an
important cross-sectional policy field, affecting
various interrelated issue areas: Climate change,
competitiveness, innovation, foreign policy,
structural policies and regional development —
to name a few. Furthermore, a common energy
policy has to deal with multiple actors with di-
vergent interests and exceedingly complex tech-
nical and legal issues. Hence, energy policy is
currently faced with tremendous challenges.
European and national energy policies have
been and still are arguably diverse and not al-
ways consistent, be it between member states
or even within a single country. This is in part
the result of the Treaties’ straightjacket, which
allows the Commission formulate objectives
and goals on European level (i.e. the 2020 goals
of the climate and energy package), but hinders
the Commission to reach them by directly influ-
encing the national energy mix. The Commission
therefore has to resort to wield its only sharp
sword: competition policy and the further de-
velopment of the common market.
Nevertheless, the decision for a rollout of re-
newable energy and the increase of energy ef-
ficiency as a means to reduce CO, emissions,
with objectives being set at European level,
eventually triggered a transformation of the
whole energy landscape. However, this process
did not take place simultaneously in all member
states. In the beginning, energy transformation
was driven by only a few member states, imple-
menting national legislation and designing their
own support schemes. By now, we face a situa-
tion where all of this has to be put together in a
functioning Europe-wide system. Each member
state by itself is not able to be successful and
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will reach its limits due to overarching costs,
technical limits, and the physics of gas, electric-
ity as well as interconnected networks. The
awareness that more and improved coopera-
tion is needed is underlined, on the one hand,
in electricity, by the effects of a strongly inter-
connected network such as loop flows and ever
decreasing marginal prices due to the abun-
dancy of installed generation capacity. On the
other hand, in gas, by the vulnerability of the
Union due to energy dependency (cf. Ukraine
crisis). Concerted action is needed.

The Commission’s proposals

At the end of November 2016, the European
Commission released a whole set of legislative
and regulatory proposals to reach the ambitious
European Union’s energy targets set in different
papers and key documents before (i.e. A policy
framework from 2020 to 20307, a roadmap for
a low carbon economy in 2050%). The Clean
Energy Package aims to streamline the existing
measures, introduce new regulation and en-
force better and more coordinate governance to
“equip all European citizens and businesses
with the means to make the most of the clean
energy transition”.* The proposal covers energy

2 Communication from the Commission to the European
Parliament, the Council, the European Economic and So-
cial Committee and the Committee of the Regions: A policy
framework for climate and energy in the period from 2020
to 2030. Available at: http://eur-lex.europa.eu/legal-con
tent/EN/TXT/PDF/?uri=CELEX:52014DC0015&from=EN.

3 Communication from the Commission to the European
Parliament, the Council, the European Economic and Social
Committee and the Committee of the Regions: A roadmap
for moving to a competitive low carbon economy in 2050.
Available at: http://eur-lex.europa.eu/legal-content/EN/TXT/
PDF/?uri=CELEX:52011DC0112&from=EN

4 http://ec.europa.eu/energy/en/news/commission-propos
es-new-rules-consumer-centred-clean-energy-transition

efficiency, renewable energy, electricity market
design, electricity security of supply and govern-
ance. It follows the overall goal to create a low
carbon economy by 2050 (as a consequence of
the Paris COP21 agreement), putting energy ef-
ficiency first, achieving global leadership in re-
newable energies and providing a fair deal for
consumers.

Even though the Union is on track to reach
it's 2020 goals, one can argue that more pro-
found changes have to be undertaken if the EU
is to reach its objectives for 2030, and even fur-
ther to fulfil its commitment as a party to the
Paris COP21 Agreement. The Winter Package
ignores the structural deficits of the present en-
ergy market systems. Leaving aside the fact that
investments in the energy infrastructure and the
installation of new capacities are motivated by
wholesale prices, the Emission Trading System
(ETS), which lies at the heart of the decarbonisa-
tion strategy, as it is aimed to increase low CO,-
investments, is crippled by the abundancy of
CO, certificates. Increasing shares of renewable
energy are concentrated within some regions of
the European Union. Furthermore, the current
state of the energy landscape is conditioned to
a huge extent by a dysfunctional market envi-
ronment, defined by over capacities, low mar-
kets prices, grid congestions, stranded invest-
ments and growing (re)dispatch costs. The
Winter Package does not account for this diag-
nosis; instead business as usual is preferred over
a profound market transformation towards a
market in which both renewables and energy
efficiency are driven by investment signals and a
long-term political commitment by all member
states. The package’s formulated policy goal
(energy efficiency first and renewable leader-
ship) thus remains mere lip service.

When it comes to electricity market design
in detail, the Commission is proposing to recast
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the Electricity Directive and the Electricity
Regulation (whose last updates date back to the
Third Energy Package of 2009), intending to
deepen the integration of the European electric-
ity market. Several provisions aim at further link-
ing short-term markets, while others push for
even more regional cooperation of Transmission
System Operators (TSO). The Electricity
Regulation also deals — for the first time in the
European legislation — with capacity mecha-
nisms, notably with the objective of making
cross-border participation mandatory in nation-
al capacity mechanisms. While this is overall go-
ing in the right direction (although many de-
bates could arise on the details of each
provision), the Commission’s approach towards
the electricity market design is arguably closer
to "business as usual” than to a fundamental
rethinking of the electricity market design.

Regarding electricity security of supply, the
Commission is mirroring its recent initiative on
gas security of supply. While here again the ini-
tiative is welcomed, the regulation proposal fo-
cuses on technical cooperation. The essential is
thus elsewhere: political governance.

Precisely, regarding governance, the
Commission is proposing a brand-new regula-
tion. The recognition of the importance of good
governance at all levels (local, national, European)
is very welcome, if the Energy Union is to be suc-
cessful. For sure, improved coordination, moni-
toring and enforcement are keys to investment
security and a fair effort sharing. However, a look
at the details reveals that key decisions have been
spared out. Member states have to submit a draft
national energy and climate plan to the
Commission by 2018 in which they stipulate
their approach to meet the overall union goal (in-
cluding national objectives, targets and contribu-
tions of each of the five dimensions, a description
of the policies they aim to pursue (status quo,
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projection, impact assessment) and the envi-
sioned trajectory. The final energy and climates
plans will to be monitored by the 2019 biennial
including Commission recommendations and na-
tional updates.

In general, one can argue that a national
planning procedure is based on voluntary con-
tributions. The Commission in a next step is
asked to evaluate the 28 plans and evaluate if
the overall Union-wide target is met. In case of
a so-called ambition gap the Commission is
asked to adapt to those plans for finalisation. So
far, it is not clear which instruments the
Commission has in order to overcome the ambi-
tion gap of member states, since no mechanism
to define national contributions or targets are
foreseen. More coordination of national energy
policies and regional cooperation are welcomed
and needed to achieve union targets. However,
a coherent and continuous monitoring is the
basis for planning and investment security for
market actors and the needed generation of pri-
vate investment.

Still, the absence of clear national targets or
defined burden sharing bears potential for con-
flict not only in case of contrasting national
policy targets for renewables or the energy mix
as a whole but also for security of supply if sys-
tem imbalances further increase (lack of grid
expansion, lack of interconnectors, increasing
shares of volatility in some regions). This will
very likely materialise in market intervention and
increasing macro-economic costs.

Finally, one can expect debate on a fair bur-
den and cost sharing. A fund at the European
Union level to realise renewable energy projects
and to close the gap is definitely a good idea, but
it is too early to comment on the effectiveness to
boost the installation of renewable capacities
since the design and volume is not fixed yet. In
how far the instrument of stronger regulation in
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the field of energy efficiency is perceived as an
admirable tool by the member states is ques-
tionable but definitely a last resort, if the goals
are not achieved.

None of the above-mentioned instruments
have been yet spelled out. There is need for
more clarification on the specific design of in-
struments (e.g. member state contribution to
the fund) and measures that apply in case of
underplanning and underperformance. How
will EU measures be selected after failure to
meet targets? Which rights do member states
have in this process? The Commission’s propos-
als fall short of addressing the key challenges of
European Energy Policy and follows a business
as usual approach, thereby shying away from a
clear commitment to structure a common en-
ergy policy for the future.

Governance and planning

The inherent governance weaknesses of the EU
ETS (notably the fact that it brought together
too many sectors and countries with very di-
verse starting points) have led to a very weak
and volatile carbon price in Europe, which does
not provide sufficient certainty to allow invest-
ments in the energy sector. We are thus more
and more moving away from a market-driven
approach, towards a policy framework based on
public planning and regulated investments,
both at European level (notably through the re-
newable and energy efficiency targets) and na-
tional level (with national targets, renewable
support schemes and capacity mechanisms).
Such an energy policy based on more public
planning is not necessarily a problem in itself
(provided the planning is efficient), but this real-
ity must be acknowledged so that the appropri-
ate governance framework can be put in place

accordingly. Instead the Commission continues
to follow its market-oriented stance by focus-
sing on competitiveness issues and the strength-
ening of market instruments in an increasingly
regulated environment.

Hence, the Commission’s proposals on the
Energy Union governance, which should have
been the political core of the package, are very
much lacking ambition and vision. The
Commission is dispersing the attention on very
technical issues, also giving ground to criticism
of centralised overregulation and neglecting
subsidiarity. More and more investments in the
energy system and in particular the electricity
system are based on public planning — notably
with the development of renewables and the
associated investments in the electricity grid —,
and many of them can have significant cross-
border impacts. There is thus a crucial need to
improve the coordination of national planning
exercises on which those investments are based.
Unfortunately, although some of the
Commission’s initiatives are welcomed (such as
the proposal to open national renewable sup-
port schemes to producers from other European
countries, thereby incentivising member states
to design their support schemes in closer coop-
eration), the issue is insufficiently addressed.
The proposed Governance framework mainly
focuses on reporting obligations from member
states to the Commission, but does not create
the conditions for proper cooperation between
member states themselves, neither at political
nor at technical level.

On the contrary, a political cooperation
framework should be devised at European level
with the creation of a “European Parliamentary
Platform on Energy”. This platform could en-
sure exchange and debate between European
and national parliamentarians of the member
states involved in energy policy and interrelated
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fields. Hence, it would ensure the participation
of the national parliaments in the further inte-
gration process. At a technical level, reporting
obligations should not be seen as a mere ad-
ministrative act, but should include real impact
assessments of national energy policies. Their
impacts should be identified in regard to their
positive or negative effects on neighbouring
countries. This should not prevent member
states from pursuing their own energy policies,
but it should at the same time ensure the re-
gional or European consequences can be identi-
fied and discussed, at both technical and politi-
cal level.

Market design

Similarly, when it comes to market design, the
Commission’s proposals do not seem to recog-
nise that the world has fundamentally changed
since the internal energy market was first con-
ceived in the 1990s. Moving away from a sys-
tem mainly based on already amortised, central-
ised, fossil fuel power plants with mainly variable
costs to a system requiring new investments in
capital intensive renewable investments and
flexibility requires new instruments and support
structures (e.g. demand-side response, storage
and back-up plants). Although the large major-
ity of new investments in electricity generation
or flexibility means Europe now benefits from
regulatory support one way or another (through
renewable support schemes, capacity mecha-
nisms or both), the Commission seems to over-
look this key trend, and only proposes marginal
improvements of the current market design.
There was no proper diagnosis of why the mar-
ket design from the 1990s could be fundamen-
tally unfit for today’s challenges. In other words,
the Commission is trying to make renewables fit
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into the old market design, rather than to re-
new the market design for a future based on
renewables.

The current market is in a dilemma situation,
increasing shares of decentralised volatile re-
newable energy in some regions meet overca-
pacities in conventional, fossil base load power
generation across the Union (partly inefficient
and carbon intensive) in a market that does not
trigger adequate long-term investments (“miss-
ing money problem”). On the background of
the overall policy goal of decarbonisation at the
EU level the internal market integration by itself
is unlikely able to deliver the formulated policy
outcome without improved coordination and
streamlining of national energy mixes.

A closer coordination of national energy
policies and planning stipulates the creation of
publicly controlled (or regulated, such as the
TSOs or a regional subsidiary of several TSOs)
contracting entities at regional level. Such enti-
ties would allow investments in renewables,
storage, demand-side response and back-up
facilities to happen by providing investors with
sufficient certainty through long-term contracts,
while ensuring competition between them. This
new market design would not replace short-
term markets, which could still provide the ap-
propriate incentives for operational decisions
and dispatch, but it would replace the uncoor-
dinated (and thus costly) national renewable
support schemes and capacity mechanisms.

Funding innovation and technology at
European level

In a rapidly changing energy sector, innovation
is the key. The energy system of the future will
be based on smart grids, it will take advantage
of storage facilities and electric vehicles, and
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digitalisation will impact on the whole value
chain. It is crucial for the European energy tran-
sition that the European energy industry re-
mains at the forefront of such innovations. This
will certainly not happen overnight and needs a
strategic and truly European approach towards
public policies supporting R&D and innovation.
The Clean Energy Package unfortunately leaves
this key challenge unaddressed. National re-
search and innovation agencies should jointly
elaborate their funding programmes; merge
available funds at European level, thereby
spreading best practices in terms of innovative
financing, and to develop early on common
technical standards to allow for the emergence
of strong European industrial players for the en-
ergy transition.

The Commission goal of increasing energy
efficiency is definitely a key pillar to success. As
tapping the tremendous potential not just in
buildings but also in production reduce the
amount of required installed capacity of renew-
able energy and the connected land-use. A pre-
requisite for efficiency gains is technology and
innovation. However, the sole emphasis of the
Commission on striving for global leadership in
renewables ignores the huge economic implica-
tions of energy efficient products, services and
knowhow that can also be exported. Hence, the
policy framework should encourage efficiency
innovation. Moreover, most technologies that
will dominate the energy world of the 2050s
have still to be invented or developed. This is
why the Commission should step up Europe’s
efforts in developing strategic energy, efficiency
and climate technologies with a focus on a few
key topics and sufficient funding for innovation
in energy efficiency technologies, energy stor-
age, smart grids and clean mobility.

Reforming the ETS

A reform the current ETS is paramount to attain
the right price signals within the decarbonisation
strategy. It is therefore necessary to reform the
governance of the EU ETS taking into account
the governance of the Energy Union, in order to
be able to adjust the volume of carbon allow-
ances made available depending on the results of
other policies, for instance regarding energy ef-
ficiency. This is also true for those sectors, which
are not included in the EU ETS (e.g. transporta-
tion and agriculture). Concerning those sectors
lacking a single carbon price at European level,
member states should explain how their emis-
sions are priced at national level. This should pro-
gressively foster further coordination and harmo-
nisation and, on the medium term, could allow
for the creation of a European-wide carbon tax
for these sectors until they are eventually inte-
grated into the ETS. When it comes to the issue
of energy cost competitiveness, the aim should
be to avoid any type of energy cost dumping
across member states. Rather, a level-playing
field in Europe needs to be created without exces-
sively burdening energy-intensive industries that
operate in global markets. Such a goal can only be
reached by in depth-analyses of the cost of energy
for energy-intensive consumers in all member
states (i.e. considering not only wholesale prices,
but also network costs and taxes including exemp-
tions on tariffs and taxes), and above all by defining
a convergence strategy across the Union, notably
thanks to EU-supported energy efficiency policies.

Integrating energy policy with broader
European policy goals
With its strong — almost exclusive — focus on the

electricity sector, the Clean Energy Package
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does not really tackle the challenge of replacing
energy policy in the wider context of the
European Union’s policy objectives. While it is of
course understandable that not all topics can be
dealt through legislative texts at the same time
— the Clean Energy Package is already impres-
sively dense — it is more worrying not to see any
global strategy framework, which would outline
the articulation of the Package with crucial is-
sues such as carbon pricing (both in and outside
the EU ETS), energy and transport infrastruc-
tures and energy competitiveness for the
European industry as well as agriculture. Such
absence of a general strategy clearly shows that
the “holistic” approach promoted by the
Commission, not only has not been yet trans-
lated into acts, but, more worryingly, might not
even have been thought through yet.

However, it is crucial to coordinate the gov-
ernance of the Energy Union with broader poli-
cy goals. If we are to meet our goals for 2050,
one has to be aware that neither a linear ex-
trapolation of the past is possible, nor can a
step-by-step policy account for the need to
completely change our mode of energy genera-
tion and consumption. The underlying goals of
the Winter Package, namely putting energy ef-
ficiency first, striving for international leadership
in renewables and focusing on consumers, de-
fine the priorities regarding the direction of the
new energy policy. However, these priorities
need to be further spelled out. The energy land-
scape has become more diverse over the last
decades. New actors with innovative business
models and technologies enter the market. The
regulatory framework should facilitate market
entry and reduce privileges of the old (fossil)
players.

Moreover, the Commission approach is to a
great extent energy sector biased; meaning that
there is a lack of an all-sector encompassing
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strategy. Current debates in member states with
high levels of volatile renewable energy centre
on how to successfully couple sectors or more
so how to integrate energy sectors. The
Commission proposal to install e-vehicle infra-
structure with new buildings falls short in push-
ing this approach. What is needed is the devel-
opment of concrete concepts and derived from
that a regulatory framework that promotes sec-
tor coupling, using synergies. Mirroring the
trans-European transportation networks, the
establishment of cross-border “Green Corridors”
for instance could be established to promote
long-range e-mobility technologies while at the
same upholding the free movement of citizens
and goods in decarbonised times. Likewise, the
funding of research and the build-up of industri-
al-scale power to gas installations and local as
well as industrial power to heat facilities could
help solve the issue of storage of fluctuant re-
newable electricity. Furthermore, power to gas
plants could, if large enough, contribute to in-
creased energy security by supplying gas.

The transformation of our energy system
also means structural change, affecting jobs,
livelihoods and the economic and social well-
being of regions. This is especially the case of
CO,-intensive regions defined by high emitting
and energy intensive industries. Hence, policies
have to be devised to guide regions that are
considered energy-intensive on their path of
transition. Looming unemployment and struc-
tural upheavals in CO,-intensive regions need
guidance and financial support, in order to fore-
stall the development of lost regions. The fur-
ther development of the EEU should therefore
expand its strict technical and economic stance
to encompass the social dimensions of energy
transformation by addressing regional develop-
ment issues. The Commission must acknowl-
edge that a transformation of the European
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energy system cannot take place without the
support of the European citizens.

Conclusion

With the introduction of the Clean Energy
Package the European Commission has com-
pleted its policy suggestions for the creation of
the European Energy Union. Originally envi-
sioned as a radical step for increased integration
in times of wavering support for the European
project, it has unfortunately fallen far short of
its promise. The Commission’s proposals follow
a business as usual approach. In part this is due
to the essentially weak position of the
Commission in energy policy vis-a-vis the mem-
ber states. Whilst it can set climate goals, the

Commission cannot directly influence the ener-
gy mix of the member states and must resort to
influencing energy policy via competition policy
within its remit to deepen the common market.
In part the disappointing proposals suffer from
an inherent lack of vision and acknowledge-
ment that the energy game has sufficiently
changed since the role out of renewables. The
singular perspective on energy markets and
more so on electricity is technically understand-
able, but important CO, emitting sectors are
omitted from the strategy. As a result, valuable
time to decarbonise the economy and develop
perspectives for CO,-intensive regions is being
lost. The overbearing technical dimension of the
proposals hinders an effective political and soci-
etal debate and fails to reconnect to people’s
livelihoods. Europe can do better.
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EU refugee policy

Petra Bendel

Although refugee and asylum policy has been
repeatedly at the top of the European Union’s
agenda for over 15 years, it never carried as
much political weight as in 2015 and early
2016, when over a million people suddenly en-
tered EU member states.

Starting from a crisis situation

In late 2015, the so-called refugee crisis, which
should better be termed a crisis of European
refugee policy, led to unprecedented political
polarisation between the member states and
deadlock in negotiations between the European
institutions. This may have manifested itself in
the form of disputes about the (mandatory) dis-
tribution of refugees among the member states,
but there was a deep underlying ideological
disagreement about the question of EU compe-
tences in the area of refugee and migration
policy and the direction of future policy.
Ultimately Europe was divided over ethical, legal
and political responsibility towards refugees and
asylum seekers. The current crisis in EU refugee
policy is also rightly seen as a crisis of solidarity
and shared responsibility among member states.

IN Crisis

As a genuine crisis, it involves the risk of further
division of interests, renationalisation and an in-
creasing drop in levels of solidarity regarding the
issue of refugees in Europe. However, it also im-
plies an opportunity to rethink and refocus on
the basic principles of human rights and the val-
ues of the European Union.

The current situation of conflict and dead-
lock between member states, and between
states and supranational bodies, gives little
grounds to hope for a refugee policy that is
more proactive rather than reactive (Mayer/
Mehregani, 2016), more long-term rather than
ad hoc, and more consistent rather than frag-
mented (Pascouau, 2016). It may be possible to
resolve it through a “two-speed” or “multi-
speed” Europe, with appropriate incentives for
countries that by and by participate in a distri-
bution mechanism based on solidarity. Another
option is a division of tasks (“job-sharing”),
where the countries on the external borders
permanently act as a hub for admitting, redi-
recting and returning possible refugees, while
states in the centre and the north work more
with integration. In view of the upcoming elec-
tions in important member states and a grow-
ing polarisation of public opinion, stronger
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supranational control of EU refugee and migra-
tion policy seems unlikely, although recent indi-
vidual policies giving Frontex and EASO more
coordinated competences indicate a certain
move in this direction. In a system with a more
supranational approach, in which the EU could
overcome its fragmentation and control the
movement of refugees effectively and in line
with international law, EU policy could even
help improve global protection of refugees.

However, this is unlikely, given the contextual

factors mentioned above: public opinion and

upcoming elections in important member
states.

The content of EU refugee policy can be
analysed in terms of three related circles. Listed
in order of focus from external to internal is-
sues, the following areas can be distinguished
(Bendel, 2016):

1. Cooperation with refugees’ countries of ori-
gin and transit.

2. Verifying and monitoring transit routes and
external border controls.

3. Lastly, within the European Union and its
member states, all measures regarding regis-
tration, admission and distribution of refu-
gees, and all rights to which they are entitled
as soon as they reach the territory of a mem-
ber state.

The focus of this policy has increasingly
moved to external issues. It originally focused
on internal and justice policy, before succes-
sively concentrating more on external, security
and defence policy, and the latest changes since
2015 have further intensified this change.
Various content questions arise, particularly re-
garding the outsourcing of the European re-
sponsibility to provide protection. Also, apart
from on internal and justice policy, the European
Parliament has hardly any co-determination
rights, and EU member states often lack a

9%

shared position and the ability to strengthen
third countries in conflict resolution, promotion
of democracy and development. This text fol-
lows the three concentric circles. It will describe
recent developments and address the question
of how human and refugee rights can be pro-
tected and guaranteed.

Cooperation with refugees’ countries of
origin and transit

Considerable commitment is required at a
European and international level to plan a for-
ward-looking refugee policy and to tackle the
causes of refugee migration by guaranteeing sta-
bility, the rule of law and opportunities for par-
ticipation in countries of origin. Based on better
data and on predictions like those made by the
United Nations High Commissioner for Refugees
(UNHCR), Frontex and the European Asylum
Support Office (EASO) predictions of refugee
movement patterns and a quicker mechanism to
effectively process any future inflows, coordinate
the efforts of member states and maintain re-
serves for large flows of refugees.

In any case, it is vital that the EU and its
member states continue to push for global dis-
tribution of responsibility for the issue of refu-
gees. Many observers were disappointed to see
that the first high-level plenary session of the
United Nations General Assembly on refugees
and migration in September 2016 was not able
to establish this principle in a binding way. Two
global compacts to be negotiated by 2018 (the
Global Compact for Refugees, and the Global
Compact for Safe, Regular and Orderly
Migration) should now replace previous ad hoc
reactions to large flows of refugees with regu-
lated processes and prevent a disproportion-
ately high load falling on individual host



countries. There has also been a debate for
years now regarding whether the Convention
Relating to the Status of Refugees (also known
as the 1951 Refugee Convention) is still relevant
65 years after they were passed, and how inter-
national law on refugees can also take into ac-
count reasons for seeking asylum that were not
included in the 1951 Refugee Convention. At
the global political level, all eyes are currently
focused on Europe’s response to the so-called
refugee crisis. It also has a bearing on Europe’s
credibility when it calls for refugees’ rights to be
respected at the global level.

Faced with considerable secondary migra-
tion, the responsible decision-makers in Brussels
are increasingly aware of the paramount need
to cooperate with the countries of first arrival,
which have admitted the greatest proportion of
refugees over recent years. Ultimately, develop-
ing countries host 86 per cent of refugees
worldwide, although they often do not have
adequate access to international protection
(UNHCR 2015). Protracted stays in refugee
camps —lasting 18 years on average —and a lack
of resources among countries of first arrival are
also push factors for onward migration, often in
the direction of Europe. The EU has also identi-
fied partner countries of origin, transit and first
arrival in Africa, with which it is keen to make
“migration pacts”, “compacts” or “migration
partnerships”. Instruments from development
cooperation, the Common Foreign and Security
Policy and Common Security and Defence Policy
(CFSP/CSDP) overlap more than ever with asy-
lum, refugee and migration policies, which orig-
inally come under Justice and Home Affairs.
Both initially claim to focus on tackling the rea-
sons causing people to seek asylum. However,
the aim is also to stem the flow of irregular mi-
gration, and to prevent people smuggling and
trafficking.

EU REFUGEE POLICY IN CRISIS

In order to reduce the drivers for onward mi-
gration from countries of first arrival above all
the EU should increase asylum standards along
migration routes and recruiting countries of
transit and first arrival for cooperation. It should
not rely on unsafe partner countries with dubi-
ous human rights records. It may be worth in-
vesting resources and political capital in building
up the border-monitoring systems of third coun-
tries, but these policies must be accompanied
by an expansion of protection and opportunities
for refugees (Garlick, 2016). The EU and its
member states are bound to seriously apply
these basic principles of human and refugee
rights in negotiations with third countries.
Cooperation with states with questionable re-
cords on human rights and the rule of law is
problematic in normative terms, but also on the
grounds of diplomatic credibility. A single-mind-
ed focus on migration control in such partner-
ships should give way to a broader, humanitar-
ian, development-oriented and rights-based
approach. A human rights mainstreaming ap-
proach should be developed for each of the
stages of refuge and migration.

A cornerstone of the new cooperation sys-
tem with third countries is the EU-Turkey
Statement (Batalla Adam, 2016; Collet, 2016;
Jacobsen, 2016). It has been criticised due to a
lack of human and refugee rights guarantees in
Turkey itself and also in Greece (Amnesty
International, 2017; Human Rights Watch,
2016; Medecins sans Frontiers, 2016). In spite
of this criticism, the Statement still serves as a
blueprint for further agreements with North
African countries. EU cooperation with third
countries is obviously worthwhile for controlling
large migration flows particularly via the sea
route. Turkey proved itself to be entirely capable
of limiting irregular migration on its coastlines.
However, since the attempted coup in 2015,
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Turkey has come to be an increasingly unreliable
partner, actually generating a large number of
refugees itself. In fact, the agreement is being
implemented at a time when Turkey is taking
significant steps backwards in the area of the
rule of law, human rights guarantees and pro-
tection for minorities, thus returning to authori-
tarianism.

Yet even before this, a key requirement for
the deal had been called into question: recogni-
tion of Turkey as a “safe third country”. Although
Turkey recognises the 1967 Protocol Relating to
the Status of Refugees, it maintains a geograph-
ical limitation, only applying the convention to
refugees from Council of Europe member states.
This means that 95 per cent of Syrians are only
granted “guest” status, and enjoy only tempo-
rary protection. So far, the only refugees re-
turned under the EU-Turkey Statement have
been those who did not apply for asylum in
Greece, retracted their application or had their
application rejected. Nonetheless, human rights
organisations have made serious allegations
about the treatment of refugees and migrants in
Turkey. They claim that refugees’ right to non-
refoulement is often not considered, they often
have no way to access a fair and efficient asylum
process and get confirmation of their status, and
they have no prompt access to a lasting solution,
such as return, integration or resettlement.
There have been documented cases of arbitrary
arrest, and refusal of access to legal support and
specialist medical treatment, and refugees’ over-
all access to healthcare, education and the la-
bour market is often said to be precarious.

Despite this criticism of the EU-Turkey
Statement and its implementation up to now,
the EU aims to use it as a model for further sim-
ilar agreements with countries in the Middle
East and North Africa. This applies particularly in
the event that migration movements return
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from the Aegean/Balkan route to the Central
Mediterranean route, often involving transit
through Sudan or Morocco. In terms of the con-
ditions relating to human and refugee rights to
be required by EU refugee policy, the central
question is under which conditions the European
Union and third countries can enter into agree-
ments like the “Turkey deal”, and above all
which standards should be observed in collabo-
rations with third countries.

In view of the disastrous human rights re-
cords of the main North African transit coun-
tries, Libya and Egypt, it seems unlikely that they
could be classed as safe third countries. Asylum
applications from people coming from these
countries can simply not be classified as “mani-
festly unfounded”. One cannot assume that
European standards, which even many member
states fail to implement, can be imposed imme-
diately on third countries. However, the
European Union must be guided by the follow-
ing principle: When it collaborates with third
countries, it must encourage them to observe
the highest possible standards for protection
and processes, and it must continuously moni-
tor these itself.

The EU can achieve this through training
measures, liaison officers, and human rights
monitoring instruments hitherto little used in
this policy area. It is possible to monitor the pro-
tection of human and refugee rights standards
by compiling existing monitoring instruments
such as country reports, intelligence gathering
documents and reports from EU agencies, and
by drafting recommendations through dialogue
with the third countries. In this way partner
countries can always be bound to common
principles and their standards can be compared
to those established in the 1951 Refugee
Convention, the European Convention on
Human Rights (ECHR) and the Common



European Asylum System (CEAS). The advan-
tage establishing a commission of independent
experts accepted by both countries over human
rights standards is that they can meet regularly
and on their own initiative. Contrary to courts,
expert commissions are independent of claims
and individual cases and they can agree to carry
out further investigations. A systematic human
and refugee rights monitoring system can clarify
the responsibilities of third countries and the
EU. It avoids exposing intercepted people to
persecution or other risks, it guarantees access
to international protection at borders and it en-
sures disembarkation only at a place of safety. It
prevents collaborations with police and border
authorities that use violence against refugees
and migrants, avoids detention except as a last
resort, and eliminates “pushbacks”.

At the same time, is quite important to ex-
tend legal access routes, as developed to some
extent in the EU-Turkey deal and currently pro-
posed in a resettlement framework from the
European Commission (Collett et al., 2016;
EMN 2016; Grote, et al., 2016; Rummery,
2016). Proposals for refugee-oriented measures
such as humanitarian admission programmes,
visas on humanitarian grounds, and schemes
for temporary protection have been on the ta-
ble for years (FRA, 2015; UNHCR, 2016). These
could be bolstered by regular mobility measures
such as extended family reunification, mobility
for work and study, and medical evacuation
measures. However, they must be designed to
ensure people smugglers and traffickers cannot
exploit them, and they must offer guarantees
against exploitation in host countries. In the me-
dium and long term, creating legal access routes
does not just relate to the migration of refu-
gees, but also to legal and controlled paths for
labour migration at all levels of education, even
in the low-wage sector.

EU REFUGEE POLICY IN CRISIS

External border controls: European coast
and border protection and hotspots

The crisis in European refugee policy in 2015
and 2016 further shook confidence in the func-
tioning of the Dublin System, which had been
crumbling for some time. The significant influx
of migrants has been mainly a burden on coun-
tries with an external border (although not ex-
clusively, as the case of Germany shows). This
led to an overloading of the asylum system in
these places, and extensive human rights viola-
tions. This situation resulted in the construction
of new borders, the reintroduction of temporary
border controls at Schengen borders with a cor-
responding reform of the Schengen Borders
Code, and partial closure of the Balkan route.
Rules that had been jointly agreed were broken;
asylum seekers were turned away, “waved
through” or detained in violation of the non-re-
foulement rule; EU standards were not observed;
there was few consultation on decisions (Carrera
et al., 2017); and there were also human rights
violations as a result of the enormous pressure
on countries with external borders.

There was quickly consensus among mem-
ber states that open internal borders should
only be restored when external borders had
been appropriately secured. However, this must
not be at the cost of human and refugee rights
requirements, and systematic sea rescue is re-
quired, with a consistent approach in order to
end the deaths in the Mediterranean (Goodwin-
Gill, 2016). Expansion of Frontex, the European
Agency for the Management of Operational
Cooperation at the External Borders, to create a
European Border and Coast Guard, aims at in-
creasing exchange of information, and also at
better coordinating the system of integrated
border management. In the hotspots in Greece
and Italy, this agency works with other agencies
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such as EASO, Europol and Eurojust in a coordi-
nating role, for registration, resettlement and
return of refugees and migrants arriving there.

A reserve pool of 1,500 quick-deployment
border guards was formed, to be operational
within five days. This measure came in response
to the fact that Frontex had previously had dif-
ficulties in recruiting sufficient numbers of local
border guards from member states. Article 13
of the new regulation states that the EBCG is
responsible for a common vulnerability assess-
ment — carrying out a sort of stress test of the
external border to identify gaps in borders be-
fore crises arise. The border guards are also in-
tended to prevent irregular border crossings,
return migrants, and rescue shipwrecked per-
sons. The EBCG at the same time has the com-
petence of placing liaison officers in member
states. Deployment of these liaison officers is
initially planned in Turkey, then in the West
Balkans and Niger.

Observers and academics were astounded
above all by the expanded right of the “Agency
2.0" to act in member states with external bor-
ders without the need for the consent of the
affected country in extreme situations. This
right, which has far-reaching effects on the sov-
ereignty of member states, comes as a result of
experiences with Greece. Other member states
found this country’s external border protection
to be too lax during the so-called refugee crisis.
In situations at external borders requiring ur-
gent action due to a threat to the Schengen
Area, the agency can organise and coordinate
immediate deployments to secure borders, send
European Border and Coast Guard teams from
the immediate deployment pool, and where
necessary deploy additional European Border
and Coast Guard teams. It can send such teams
to support the migration authorities in hotspots,
and coordinate activities on external borders for
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one or more member states, including joint ac-
tions with neighbouring third countries.
However, it is doubtful that affected member
states will really submit to this new mechanism.
This is closely linked to the observation that the
newly formed agency will have to maintain a
difficult balance between national sovereignty
and supranational elements.

Initial academic assessments (Rijpma, 2016;
Carrera et al., 2017) have already revealed that
the reformed agency is no supranational body:
the new ordinance does not create an original
“European” border and coast guard, nor does it
give the agency command and control capabili-
ties over personnel appointed at a national lev-
el. The EBCG does not replace national border
protection organisations, it does not have the
right to intervene or impose the law, and ulti-
mately it cannot guarantee uniform application
of the Schengen Borders Code. It still has
“shared responsibility” with member states for
the implementation of European integrated
border management. This question of compe-
tences is closely linked to the question of ac-
countability for decisions and actions: who has
the ultimate responsibility in case of doubt? This
issue is particularly relevant in terms of guaran-
teeing refugee rights and upholding human
rights.

Unlike the Frontex reform, the hotspot solu-
tion on the Italian and Greek islands was one of
the EU measures introduced during the crisis.
However, the system only started up gradually.
Not only did it lack an efficient way to assign
staff from other member states; it was also par-
ticularly lacking in human rights standards for
admission, access to the asylum system, and
guestions relating to detention, identification
and treatment of vulnerable persons and unac-
companied minors. Hotspots might remain on
external borders as hubs for registration, distri-



bution and return. However, it would then be
urgent to ensure that the agreed EU standards
were observed, quick asylum processes were
implemented, and adequate treatment and pro-
tection were guaranteed. This also includes
identifying the people that require special treat-
ment during admission or processes. Vulnerable
persons must be treated appropriately.
Fingerprints must be taken without the use of
force (Guild et al., 2015), and detention must
only be used as a last resort (ECRE, 2016). There
is a need for a strict monitoring system led by
international organisations, NGOs and inde-
pendent agents such as an ombudsman to
check that the hotspots function in accordance
with European standards. The link between the
hotspots and the poor functioning of the Dublin
System is clear. A new edition of this system is
due shortly.

A new edition of the Common European
Asylum System (CEAS)

The CEAS, first reformed in 2013, proved itself
to be entirely insufficient under pressure from
increased immigration in 2015 (Mouzourakis,
2016; Wagner et al., 2016; Turk, 2016). Large
divergences in admission, the asylum procedure
and finally admission rates continued or even
increased, as the rising number of people arriv-
ing triggered a “race to the bottom”. This re-
sulted in a lowering of standards and stricter
barriers to entry. The European Commission had
started 40 infringement procedures relating to
transposition and implementation of CEAS di-
rectives, but these could hardly have any effect
before the European Commission started a revi-
sion of the directives and regulations of the
CEAS. The aim of this new reform is to speed up
the asylum process and harmonise standards

EU REFUGEE POLICY IN CRISIS

across the EU. As these comprehensive reforms

are currently still at the negotiation phase, this

text can only include a brief overview of the
most important elements proposed so far in the
upcoming third edition of the CEAS.

The European Commission suggested a new
edition of the much-criticised Dublin System
right from the start. Alternative proposals for a
fair distribution of asylum seekers among mem-
ber states appeared in an initial communication,
but it proved impossible to implement them.
While the European Parliament recommended a
thorough overhaul, the Visegrad group categor-
ically rejected it. The Commission finally opted
for a less ambitious version of a “Dublin plus”
system, with the following key aims:

— Transforming the previously temporary relo-
cation system into a permanent “corrective
allocation mechanism” — a distribution sys-
tem based on population size and GDP,
which would automatically come into force,
as soon as a member state had admitted
150 per cent of the number of asylum seek-
ers allotted to it. The figure of 150 per cent
was one of the most controversial proposals,
as this threshold would once more place the
asylum systems of countries of first arrival
under excessive strain, and cement the no-
tion of an “emergency mechanism” rather
than a proactive distribution system.

— Introduction of a system for financial balanc-
ing or penalties — a “financial solidarity
mechanism”. If member states refused to
admit asylum seekers, this system would
force them to pay 250,000 euros for each
asylum seeker that would otherwise have
been allotted to this member state within
twelve months.

— Stricter requirements for member states:
particularly a restriction of the member state
sovereignty clause and no shifting of respon-
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sibility in case of overrun of deadlines.

— Stricter requirements for asylum seekers:
they would be obliged to apply for asylum in
their country of first arrival. If they do not
meet this obligation, the responsible mem-
ber state must assess their asylum applica-
tion in an accelerated process. Asylum seek-
ers should only receive benefits in kind in the
member state responsible for their asylum
process (except for emergency medical treat-
ment). Failure to carry out these duties
would incur sanctions, which remain in the
hands of the member states.

Despite all these proposals, the Dublin
System essentially retains the principle that the
countries of first arrival in the EU must still
shoulder a particularly large burden, and are
responsible for admitting asylum seekers, and
sending them on for relocation or returning
them to safe third countries. This means that
Dublin IV is only a light "alteration which re-
mains in previous logic” (Hruschka, 2016) rath-
er than an “initiative for necessary reform to
achieve a more functional and efficient sys-
tem” (ibid). Until now, no consideration has
been given to differentiated proposals for
stronger involvement of asylum seekers them-
selves (“free choice”, "limited choice”, “Dublin
minus”, see Maiani, 2016). Repeated demands
have been made to include family and social
bonds, language skills, job matching and other
criteria for asylum seeker selection, to provide
positive incentives for asylum seekers to stay in
their allocated country, and to open up the
possibility of internal mobility within Europe
through the mutual recognition of asylum pro-
cesses (Wagner et al., 2016, Guild et al., 2015a:
10 on). The proposal also significantly cuts the
rights guaranteed in the Dublin lll regulation
and includes new sanctions for irregular
onward migration (Maiani, 2016; Hruschka,
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2016).

EASO will become a fully-fledged agency. It
can contribute to greater convergence between
the member states in the future. The relation-
ship between the agency and member states is
to be changed: exchange of information is to
become obligatory in future, rather than a form
of voluntary cooperation as previously. In future,
EASO should regularly check the member states’
list of safe countries of origin, pass on informa-
tion about countries that a member state wants
to add to the shared list, and create guidelines
on best practices for the implementation of the
CEAS. EASO should also provide tailored sup-
port for individual member states. The agency
should also use its teams to carry out operative
and technical tasks of CEAS implementation in
the member states, particularly those under a
high level of pressure from migration. EASO is
gradually expanding to become an asylum
agency that could implement harmonised ap-
plication of common rules in the member states,
even if not requested to do so, and if a member
state lacks the necessary ability or will, it could
intervene independently. This development may
offer an opening, and even the European
Commission sees it as a “long-term opportuni-
ty” (European Commission, 2016). The aim
would then be to gradually eliminate the differ-
ences in admission rates, which should not exist
according to the specification of the CEAS, and
thus end the asylum lottery that has previously
existed in Europe. However, until now, the
agency has only had competences for support-
ing process implementation, and it has not been
able to implement the processes itself. Despite
their increased importance, Frontex and EASO
still only play a support role for national border
and asylum authorities. A real EU asylum agency
is thus still not in view.

In addition to the improved competences for



the agencies, there is a second line to the CEAS
reform in the second package: replacing the
previous directives grounds for granting refugee
status (Qualification Directive) and the Asylum
Procedures Directive with new regulations. The
Commission believes this will result in fewer
friction losses and stronger harmonisation dur-
ing the implementation of existing EU rules, as
unlike directives, regulations apply directly in
the member states and do not have to be trans-
posed and implemented first into national law.
It is therefore to be expected that member
states will be keen to ensure they get as much
leeway as possible from the negotiation stage.
Although the regulations foresee some im-
provements, such as compulsory access to legal
support from the start, NGOs such as ECRE
(2016) and Amnesty International (2016) as well
as several groups in the European Parliament
have been highly critical of the fact that more
duties are imposed overall on member states
and above all on asylum seekers.

There have been fears that the current race
to the bottom among member states, which ac-
celerated since 2015, could now even result in
a reduction of human and refugee rights stand-
ards in the directives and regulations of the EU
(see for example Balleix, 2016; Pascouau, 2016).
Despite some improvements, particularly in the
area of legal assistance and the rights of vulner-
able persons and unaccompanied minors, these
fears do not seem to be unfounded in light of
the increased strictness mentioned above. On
the contrary, this is precisely the right time for
the EU to refocus on human rights as an ideo-
logical guiding force.

EU REFUGEE POLICY IN CRISIS

However, with regard to shared responsibil-
ity and solidarity, it seems to be already too late
for a reorientation. The Dublin reform proposed
by the Commission was not ambitious enough,
and turned out to be a slightly adapted new
edition of the old system. This and the other
regulations and directives still offer much scope
for a more solidarity-based system and more
commitment to human and refugee rights in
negotiations by the European Parliament. This
applies particularly to serious issues in the new
draft regulations such as detention. However,
the reform of the European Asylum Support
Office (EASO) offers an institutional medium
and long-term opportunity to drive forward the
harmonisation of the European asylum system,
to reduce the risk of a continued asylum lottery
in Europe, and to ensure that all member states
offer asylum seekers essentially the same stand-
ards, which meet the same level. A consistent,
rights-based approach, as described by Keudel
Kaiser et al. (2016), would not just have to open
up and strengthen the access opportunities out-
lined above, but also result in reform of the
Dublin System and consistent implementation
of standards during and after asylum processes.
This could certainly also have an effect on sec-
ondary migration.

However, the European Parliament still has
an opportunity to raise the standards proposed
in other regulations and directives, and not sim-
ply defer to the ministers in the Council. The re-
sults of elections in important member states are
still pending — the responsibility to turn the crisis
into an opportunity also lies with the voters.
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Brexit and the constitutional policies of the
European Union

On 23 June 2016, the people of the United
Kingdom brought 43 years of membership of
the European Union to an end when they voted
for Brexit." The referendum was the result of a
reckless political gamble by David Cameron, as
he sought to renegotiate the UK'’s status in the
EU as part of a wider strategy to strengthen his
position within the Conservative Party against

' Some 51.9 % of votes were cast in favour of Leave,
against 48.1 % for Remain. Analysis of the polling data has
revealed a society that is deeply divided along lines of age,
education, geography and income, and points to a vote in
which hostility towards globalisation was a significant fac-
tor. For detailed analysis see: Hobolt, S.B.: “The Brexit vote:
a divided nation, a divided continent”, Journal of European
Public Policy, vol. 23, no. 9, 2016, pp. 1259-1277.

Kingdom's
thdrawal from

Jropean Union

his Eurosceptic rivals and to see off the threat of
UKIP in the 2015 General Election.?

In this chapter, we do not propose to con-
sider the political ramifications of the withdraw-
al of a member state from the EU and the con-
sequences that this may have for European
integration. Nor do we intend to offer an analy-
sis of why the majority of British voters decided
to opt for withdrawal, a decision that in some

2 In a study conducted for the European Union, we ana-
lysed both the United Kingdom’s limited participation in
European integration in general, and the specific political
process that drove Cameron’s attempt to renegotiate the
country’s constitutional status within the EU. See: Aldecoa
Luzérraga, F; Guinea, M.; Llorente, M.: Renegotiation by
the United Kingdom of its Constitutional Relationship with
the European Union: Issues related to sovereignty, Brus-
sels, European Parliament, 2016. Available at: http:/www.
europarl.europa.eu/RegData/etudes/STUD/2016/556938/
IPOL_STU(2016)556938_EN.pdf
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ways simply represents the final act of Britain’s
already very limited participation in the con-
struction of a shared European home.

Instead, our study will focus on how Brexit
ushers in a series of political changes for the EU,
and we will consider these changes from the per-
spective of the European political process. This
process has worked in two directions: “deepen-
ing”, as a result of which member states transfer
competencies to the EU; and “widening”, as the
EU incorporates new member states.®> Seen in
this context, Brexit can be said to represent a pro-
cess of shrinkage, leading to a fall in the number
of member states for the first time in the history
of the EU. This is a new political phenomenon
and, as such, requires further analysis.*

This study is, however, only a preliminary at-
tempt to define the issues, as negotiations be-
tween the UK and the EU had not even begun at
the time of writing (February 2017). Our aim here
is to identify the rules that have developed and
been consolidated during the ongoing process of
European constitutional change, and to use
these rules as a basis for analysis of the upcoming
negotiations on the UK’s exit from the EU.

The withdrawal process: article 50 of
the Treaty of the European Union in the
context of EU constitutional policies

The withdrawal of a member state is governed
by article 50 of the Treaty of the European

3 Aldecoa Luzarraga, F.: La integracion europea. Vol. Il. Gé-
nesis y desarrollo de la Unién Europea (1979-2002), Ma-
drid, Tecnos, 2002, pp. 50-52.

4 Although there have previously been cases where the
territory covered by European Treaties has become smaller,
such as when Algeria gained independence from France
(1962) or when Greenland withdrew from the EEC (1985),
there has never been a fall in the number of Member States.
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Union. This Treaty was drafted and agreed by
the European Convention as one of a number
of changes to the European Constitution, and
the procedure it establishes in article 50 is not
simply the reverse of the process by which states
become members.> Instead, it contains a num-
ber of significant differences, raising several
problems that will need to be addressed during
the negotiation process.

The first point to make is that article 50 was
drafted as a means of allowing member states
to leave the EU as part of a broader transition
towards the constitutionalisation or federalisa-
tion of the EU, a transition that did not ultimate-
ly occur. The European Convention’s desire to
move towards a more federal EU included, by
way of compensation, the option for all mem-
ber states to decide whether to remain within
this more political and more federal Europe.
However, although this federal process did not
develop as planned, the withdrawal mechanism
was retained.

The members of the European Convention
decided to facilitate the withdrawal of member
states and to enshrine this as a unilateral deci-
sion. In particular, it was argued that participa-
tion in the integration project should be pre-
sented as an ongoing democratic choice by all

> For analysis of article 50, with reference to the context
within which it was drafted, see among others: Louis, J. V.:
“Union membership: accession, suspension and member-
ship rights and unilateral withdrawal. Some reflections”,
The treaty on a constitution for Europe. Perspectives after
the IGC, Nomos, Baden-Baden, 2005; Grosclaude, L.: “La
clause de retrait du Traité établissant une constitution pour
I'Europe: réflexions sur un possible marché des dupes”, Re-
vue trimestrielle de Droit européen, vol. 6, no. 11, 2005,
pp. 533-548; Guinea Llorente, M.: La Convencidn Europea:
la génesis del Tratado de Lisboa, Monografias del Congreso
de los Diputados, Madrid, 2011, pp. 597-600; Hillion, C.:
“Leaving the European Union, the Union way. A legal analy-
sis of article 50 TEU". SIEPS, European Policy Analysis, no.
8, 2016.
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members. The wording of the article, suggested
by the Secretary General of the European
Convention, Lord Kerr, was based primarily on
the relevant international law — the Vienna
Convention on the Law of Treaties® — although
the procedure also reflects the need to make
provision for the possibility of withdrawing from
a federal European Union.

Withdrawal starts with unilateral notification
of the European Council by the member state,
“in accordance with its own constitutional re-
quirements”. There is some dispute as to
whether European institutions are empowered
to rule on the constitutionality of the notifica-
tion.” It is our understanding that they are not,
and that this clarification was introduced solely
to allow for the possibility of rejecting a notifica-
tion of withdrawal submitted by a government
that had gained power through unconstitution-
al means.

Another important issue, which has major
practical implications, concerns whether the
member state notifying its intention to leave the
EU may then withdraw this notification at any
time.® The European Council will have to clarify
this question as part of the process of agreeing
a series of principles to address the gaps in arti-
cle 50. In our opinion — applying the precedent
that has already been set for the expansion pro-
cess — it would appear that the member state

6 See: Secretaria de la Convencién Europea: Titulo X: de
la pertenencia a la Union, Brussels, 2 April 2003, (CONV
648/03).

7 In this respect, see: Rieder, C.: “The withdrawal clause
of the Lisbon Treaty in the light of EU citizenship: between
disintegration and integration”, Fordham Int. Law Journal,
vol. 37, 2013, pp. 147-74.

8 The notion that lodging notification is an irrevocable legal
act that necessarily leads to withdrawal from the EU was
one of the principal argument of the plaintiffs in their ac-
tion in the High Court that called for a ruling on the need
for Parliamentary authorisation prior to invoking article 50.

may withdraw its notification at any time, even
after negotiations have begun.® From a political
perspective, EU law needs to reflect the process
in the member state. If there was a significant
change in the national political situation — for
example, forces opposed to withdrawal win-
ning power at a general election or a second
referendum reversing the result of the previous
one — then basic democratic principles would
surely require EU institutions to respond to this
change in the political landscape. However, the
conditions governing notification require fur-
ther clarification to prevent the member state
from using the possibility of withdrawing its no-
tification as a form of blackmail if it is unhappy
with the outcome of negotiations.

There are a number of differences between
the withdrawal procedure established in article
50 and the procedure for joining the EU. The
European Council establishes the general guide-
lines for the negotiation, the Commission pre-
sents its recommendations to the Council, and
the Council appoints a negotiator and enters
into negotiations. In so far as there is any refer-
ence to article 218.3 of the Treaty of the
European Union, it is understood that the
Commission will be responsible for conducting
the negotiations, as in the case of any interna-
tional agreement involving the European Union.
Article 50 does not state that the rest of article
218 must be applied but, given the nature of
the negotiations, it seems likely that the
European Council will follow its precedent and
that the actions of the Commission will be con-
trolled by a committee of representatives of the
member states.

9 |celand withdrew its application for membership in March
2015, following the election of a new government, even
though negotiations were already under way.
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With respect to the final agreement, article
50 specifies that this should cover two areas:
the conditions under which the member state’s
withdrawal occurs and the framework of its fu-
ture relations with the EU. This agreement must
be approved by a reinforced qualified majority
of the European Council, and by the European
Parliament.’® Both institutions therefore have
“constitutive power”, an arrangement that is
consistent with the EU’s federal political struc-
ture, which draws on the dual legitimacy of
member states and EU citizens. By contrast, the
decision to admit a new member must be ap-
proved unanimously by the Council. The relative
flexibility of the arrangements for approving
withdrawal are to be understood as a reflection
of the desire to facilitate the member state’s
wish to leave the EU.

In the same spirit, article 50 provides for the
possibility of withdrawal without agreement,
where this is not reached within a period of two
years and in the absence of a unanimous agree-
ment by the European Council to extend nego-
tiations. This scenario has been dubbed “dirty
Brexit” and would be nothing short of a disas-
ter, as it would create a legal vacuum and gen-
erate huge uncertainty."

In contrast with the Treaties or Acts of
Accession, any future withdrawal agreement
does not require ratification by all member
states to take effect, but need only be ratified

19 The qualified supermajority or reinforced qualified major-
ity, as defined in the Treaty, requires the support of 72 % of
Member States, representing at least 65 % of the popula-
tion. In a 27-member EU (excluding the United Kingdom)
this requires 20 Member States to vote in favour, represent-
ing at least 288,712,996 inhabitants.

" With respect to the problematic legal effects of with-
drawal without agreement, see: Lazowski, A.: “Unilateral
withdrawal from the EU: realistic scenario or a folly?”,
Journal of European Public Policy, vol. 23, no. 9, 2016, pp.
1294-301.
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by the withdrawing member. This has signifi-
cant implications from a constitutional perspec-
tive as it means that such an agreement does
not have the status of Primary Law and, as a
result, approval of any withdrawal treaty would
not, in itself, modify the Treaties of the EU.
Therefore, in addition to the withdrawal agree-
ment, whenever a member state leaves the EU
this will inevitably give rise to the requirement to
review the European treaties in order to, as a
minimum, eliminate all reference to the depart-
ing state.

Among those analysing the probable path-
way towards Brexit, a consensus is emerging
that it is unlikely to be possible to conclude the
twin negotiations on withdrawal conditions and
the framework of the future relationship within
a two-year timeframe.'> A more realistic goal is
to agree on the conditions and the withdrawal
date, and to establish the rules that will apply
during the transition period. After that, and
without the pressure of a looming deadline, it
would be possible to negotiate the contents of
the future relationship, in what could turn out to
be a lengthy process. However, it is important to
realise that it is in the interests of the UK to ne-
gotiate both agreements while it is a full mem-
ber of the EU, as this would enable the country
to negotiate from a position of greater structural
power, and would give it access to resources,
information and influence that would not be
available if its relationship to the EU was that of

12 Aldecoa Luzérraga, F.; Guinea Llorente, M.: “The consti-
tutional future of relations European Union and the United
Kingdom”, After the UK Referendum: Future Constitutional
Relationship of the United Kingdom with the European
Union. Workshop for the Committee on Constitutional
Affairs. Outlines of Presentations, Brussels, 5 September
2016; Duff, A.: “Brexit: What Next?" Statement to the Con-
stitutional Affairs Committee of the European Parliament, 8
November 2016.
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a third party. This second agreement also raises
the problem that, as a combined agreement, it
must be approved unanimously and ratified by
all the member states before it comes into force.

The players prepare for the “game”:
anticipating the negotiations

At the start of 2017, there is considerable un-
certainty as to what the future holds for the EU
and the UK. How will the current process pro-
ceed? How long will it last? And, most impor-
tantly of all, what shape will the final outcome
take in terms of the relationship between the
EU and the UK? In this regard — and despite the
inflammatory speeches of some of the most
hard-line brexiteers — it seems likely that, even
after withdrawal, the UK will retain close ties to
the EU through some kind of formula designed
to provide for the differentiated integration of a
non-member state.'* However, it is difficult if not
impossible to anticipate what the final content
of any such negotiated agreement might be.

Politics is an unpredictable business at the
best of times, and all the more so given the
volatility and political and social fragmentation
that characterise the current UK situation.
Although, at the time of writing, article 50 had
yet to be triggered and the British government
continued to strike a belligerent public attitude
and to talk of a clean break, we should not ig-
nore the possibility that, as the political process
develops and tempers cool, traditional British
pragmatism will prevail and lead to a civilised
separation process based on a calm assessment
of the UK’s national interests.

13 Aldecoa, F: “El referéndum britanico: una posible opor-
tunidad para el proyecto europeo”, Revista Aranzadi Unidén
Europea, no. 11, 2016, pp. 33-44.

The negotiations will be conducted between
the EU-27 and the UK. During autumn 2016
and the opening weeks of 2017, the two parties
have focused on preparing their respective ne-
gotiating structures and setting out the posi-
tions they will be defending, even if almost no
details of these positions have been made pub-
lic. Although a constitutional process such as
this must be the subject of clear communication
and public information in order to ensure demo-
cratic legitimacy, the negotiation process itself
must inevitably be conducted with a significant
degree of discretion.

Prime Minister Theresa May: sailing
through stormy waters

In the wake of the political crisis following the
referendum result, Theresa May was appointed
Prime Minister on 13 July 2016. In her first
speech, she made it clear that her government'’s
main focus would be on the process of with-
drawing from the EU, with the slogan “Brexit is
Brexit”."® The referendum also sparked an un-
successful challenge to Jeremy Corbyn’s leader-
ship of the Labour Party, while UKIP held two
leadership elections before settling on Paul
Nuttall. In addition, the result has opened up
the possibility of a renewed territorial crisis.
Early elections held in Northern Ireland after the
collapse of the power-sharing government

4 This is the majority position in both houses of the UK
parliament, whose members have sought a level of involve-
ment in the negotiations that falls short of the kind of mi-
cromanagement that could prejudice the outcome. Europe-
an Union Committee - House of Lords: Brexit: parliamentary
scrutiny. 4th Report of Session 2016-10, 20 October 2016,
(HL Paper 50).

> May, T.: First Statement as Prime Minister in Downing
Street, London, 13 July 2016.
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resulted in a significant rise in support for Sinn
Fein, and saw the Unionist parties lose their ma-
jority in the Northern Ireland Assembly for the
first time. Meanwhile, the Scottish government
is threatening to call a second independence
referendum if, as seems likely, the final outcome
of Brexit fails to represent Scottish demands for
a settlement that reflects pro-European senti-
ment north of the border. On top of this, Ivan
Rogers, UK Permanent Representative to the
EU, decided to resign after warning about the
potential consequences of the confused and
contradictory statements issued by different
members of the Cabinet.®

The structure and composition of the new
Cabinet reflects the Eurosceptic hegemony
within the Conservative Party. May has put
three of the most fervent supporters of with-
drawal in charge of the departments responsi-
ble for Brexit and its consequences: she made
Boris Johnson Foreign Secretary, appointed Liam
Fox as Secretary of State for International Trade,
and named David Davis as head of the newly
created Department for Exiting the European
Union, which will be responsible for overseeing
the withdrawal negotiations. These decisions
show that May’s priority is to consolidate her
control of the party by entrusting the mission of
making Brexit a success to the party’s most hard-
line Eurosceptics (and thus limiting internal criti-
cism should the process end in failure). The fact
that May is sharing her Sherpa for the negotia-
tions with her “Minister for Brexit”, David Davis,
also suggests that the two are in harmony.

Since July 2016, the British civil service has been
mandated to start preparing the government’s

6 Rogers, I.. “Letter to staff in full”, BBC News, 4 Janu-
ary 2017. Available at: http://Awww.bbc.com/news/uk-poli
1ics-38503504.
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negotiating position." Every department has
launched a wide-ranging consultation process
with interested parties to define the risks and
opportunities raised by Brexit in its field of re-
sponsibility, and to identify the best and worst
scenarios. These departmental reports will then
be used in a bottom-up process to establish a
detailed negotiating position by March 2017.
The government has had to recruit a huge num-
ber of people in areas such as international
trade negotiations to provide the technical
knowledge and expertise required to handle
Brexit.™

Although the British government’s official
negotiating position has not been set out in de-
tail, it is possible to deduce a number of basic
principles from the Prime Minister's various
speeches and the contents of the White Paper
presented to Parliament in February 2017,
which would appear to clear up some of the
confusion generated by the contradictory state-
ments of different Ministers.?’ These principles
are: returning control of laws to Westminster
and to the devolved parliaments; taking back
control over decisions regarding migration into
the UK; guaranteeing the rights of EU citizens
living in the UK and of British nationals in the EU;
maintaining close cooperation with European
partners in the fight against crime and terrorism;
and establishing the freest possible trade in

7 European Union Committee - House of Lords: Brexit: par-
liamentary scrutiny, op. cit., p. 12.

'® House of Commons: Oral evidence: The UK's negotiat-
ing objectives for its withdrawal from EU. Witness: Rt. Hon.
David Davis MR Secretary of State for Exiting the EU, 14
December 2016, (HC 815).

' House of Commons - Foreign Affairs Committee: Oral
Evidence: Implications of Leaving the EU for UK’s Role in
the World. Witness: Rt. Hon. Oliver Letwin MR 5 July 2016,
(HC 431).

20 HM Government: The United Kingdom'’s exit from and
new partnership with the European Union, 2017 February,
(Cm 9417).
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goods and services with the EU and with the
rest of the world.?’

At the Conservative Party Conference in
October 2016, the Prime Minister promised to
notify the EU of the UK’s intention to withdraw
by the end of March 2017.?2 She also an-
nounced that the withdrawal process would
include a Great Repeal Bill. This legislation,
which would take effect on the day the UK of-
ficially leaves the EU, would repeal the European
Communities Act 1972 and transpose EU law
into domestic law wherever possible. This body
of legislation would then be subject to review.
This is a far-reaching decision that is designed to
prevent or minimise the disastrous consequenc-
es of withdrawal without an agreement, and to
avoid creating a legal vacuum.

With respect to the future relationship, the
British government appears to be aligning itself
with a hard Brexit, one that puts control over
immigration and recovering sovereignty before
access to the European Single Market. At the
same time, May advocates the project of “a
truly global Britain”, seeking to strike trade
deals with its preferred partners — the USA and
Commonwealth countries, in particular — at the
earliest possible date. There is, however, some
debate as to whether the UK can start negotia-
tions while it remains an EU member.

It is also worth considering whether the in-
volvement of the UK Parliament, backed by the
Supreme Court ruling, might lead to an even-
tual softening of the government’s stance.

21 In her speech, May referred to twelve principles, al-
though only five of these actually establish the govern-
ment's negotiating priorities. May, T.. Speech “The govern-
ment’s negotiating objectives for exiting the EU”, Lancaster
House, London, 17 January 2016.

22 However, the EU asked May not to time the announce-

ment to coincide with the 60" anniversary of the Treaty of

Rome on 25 March.

Although a majority in both Houses have ex-
pressed support for membership of the EU on
several occasions in the past, democratic im-
perative means they have no choice but to ac-
cept the referendum verdict. However, it is pos-
sible that their involvement throughout the
process — seeking to make a positive contribu-
tion without restricting the government’s room
for manoeuvre — may influence the final out-
come in favour of a softer Brexit.

Preparations within the 27-member EU

Paradoxically, the response of EU institutions to
the negotiation has been characterised by a tra-
ditionally British “wait and see” approach.
Immediately following the referendum, the EU’s
leaders agreed not to enter into any negotia-
tions (either formal or informal) before notifica-
tion of withdrawal, and to obey article 50 to the
letter.?®> The reason for this is that it is for the
UK, as the country that wishes to leave, to make
clear its negotiating position. Against all expec-
tations, the unity of the 27 and of the EU’s insti-
tutions has held firm, and nobody has given
way to British pressure to open up informal pre-
negotiations.?*

However, this does not mean that EU institu-
tions have failed to make preparations for noti-
fication. The negotiations will be led by the
European Commission, and on 27 July 2016
President Juncker appointed former commis-
sioner Barnier, a federalist who is an expert in

2 Schultz, M., Tusk, D., Rutte, M., Juncker, J. C.: Joint state-
ment, Brussels, 24 June 2016, (STATEMENT/16/2329).

% As an example of European resistance to British tactics
of pre-negotiation, see: Tusk, D.: Letter in reply to some
UK parliamentarians on the status of EU citizens in the UK
and UK citizens living and working in Europe, 29 November
2016, (Press Release 696/16).
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the Single Market, to head the Commission’s
team.? Barnier has put together a taskforce of
experts to handle the talks, is holding regular
meetings with heads of state and heads of gov-
ernment, and has organised two technical sem-
inars with the aim of defining the EU’s posi-
tion.?®* Meanwhile, the Conference of Presidents
of the European Parliament has appointed the
leader of the Liberal group, Verhofstadt, as the
parliament’s point man.

Since November, the European Council has
been preparing the general guidelines required
by the Treaty. There have now been several
meetings between the Sherpas and President
Tusk to establish a joint position, while heads of
state or government representing the EU-27
held informal discussions at the European
Council Summits in December 2016 and 3
February 2017.

At their December meeting, the 27 adopted
a set of procedural decisions which clarify insti-
tutional roles with respect to the negotiation.?’
In accordance with the Treaty, the European
Council will provide political leadership and will
be responsible for defining the overall position
once notification of withdrawal has been re-
ceived. Procedural decisions and guidelines on
the content of negotiations will be taken by the
General Affairs Council, thereby assigning a role
to the rotating Presidency. The European Council
has invited the General Affairs Council to ap-
point the Commission and its representative

% European Commission: Minutes of the 2179th meeting
of the Commission, Brussels, 27 July 2016, (PV(2016) 2179
final), p. 14.

26 Barnier, M.: Press Briefing, 6 December 2016. Available at:
https://ec.europa.eu/unitedkingdom/news/first-press-con
ference-michel-barnier_en.

27 Informal meeting of the Heads of State or Government
of 27 Member States, as well as the Presidents of the Eu-
ropean Council and the European Commission, Brussels, 15
December 2016.
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Barnier as chief negotiator, but has specified
that the negotiating team must include a repre-
sentative of the rotating Presidency. The nego-
tiations will also include representatives of the
Presidency of the European Council, in a sup-
porting role. As is normally the case in negotia-
tions with third parties, the Commission will be
controlled by a Working Group made up of rep-
resentatives of the 27.

A surprising aspect of the European Council
decision is the meagre role reserved for the
Parliament. It will not be represented at the ne-
gotiating table, and is instead relegated to the
role of observer. However, its representative has
been invited to participate in the Sherpa meet-
ings that will prepare the European Council
meetings, its President will be invited to address
the European Council meetings, and both the
Commission and the rotating Presidency have
been asked to keep the Parliament informed
and to exchange points of view. In light of the
fact that the Parliament must approve the final
agreement, its scant participation in the actual
negotiation process seems anomalous, and the
Parliament has made the European Council
aware of its views in this regard, going so far as
to warn that such exclusion could have grave
consequences.?®

As we have seen, article 50 is very brief and
raises more questions than it answers. One issue
not addressed in the Treaty but which is of
prime importance is whether there are any red
lines with respect to the contents of the nego-
tiations or whether all options are potentially
open. In particular, it is unclear whether with-
drawal can be an unrestricted process of consti-
tutional change or whether there are certain

28 European Parliament: “Grave consequences if Parliament
is all but excluded from EU Brexit talks”, Press Release, 14
December 2016, (Ref. 20161214IPR56183).
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basic rules that both parties must respect. Based
on the limited statements that EU leaders have
made in this regard, a set of rules with respect
to the withdrawal process is beginning to
emerge, and these would constitute the red
lines for the EU. However, these rules are still far
from comprehensive and will need to be sup-
plemented by the general guidelines which the

European Council will presumably approve in

March 2017.

The rules that, so far, constitute the acquis or
political-legal principles of the withdrawal pro-
cess and that supplement the contents of article
50, are as follows:

1. The negotiations will not start — either for-
mally or informally — until notification has
been received. This is the first of the rules to
emerge from the joint declaration by the
leaders of EU institutions on the day after
the referendum. There has been impressive
unity on this point and, more than six months
after the result, neither institutions nor
member states have given in to pressure
from the UK government to enter into infor-
mal talks or to hold some kind of pre-nego-
tiation to resolve pressing issues such as the
acquired rights of citizens.

2. In the words of Michel Barnier, the
Commission’s chief negotiator for the with-
drawal of the UK, “Being a member of the
EU comes with rights and benefits. Third
countries can never have the same rights
and benefits since they are not subject to the
same obligations”.?° In other words, the EU’s
member states and its institutions would ap-
pear to share May’s conviction that “Brexit
means Brexit”. Withdrawal must have real
costs and any status short of membership

2% Michel Barnier: Press Briefing, op. cit.

must therefore entail the loss of some ben-
efits. Politically, this is essential for the EU, as
neither the 27 member states nor the EU
institutions can permit Brexit to be an unbri-
dled success. This would merely encourage
the Eurosceptic parties that already threaten
many of the EU's governments, and could
provoke a stampede.

3. The unity and indivisibility of the four free-
doms: if the UK wants to maintain access to
the Single Market, then it must accept the
free movement of people. This puts an ex-
plicit limit on what is open to negotiation
when defining the future relationship be-
tween the EU and the UK, and rules out the
possibility of cherry-picking.

A timetable also appears to be emerging:
although the Treaty provides for the possibility
of extending the two-year negotiation period,
the European Parliament elections in 2019 im-
pose an implicit limit. It would be politically sui-
cidal for the EU to hold elections without having
already mapped out a clear solution to the exis-
tential crisis represented by Brexit. In order to do
this, negotiations must be completed and the
agreement signed by spring 2019, so that the
European Commission and candidates to the
European Parliament can present themselves to
citizens with a positive plan to revitalise the
European project.

Brexit and the EU of the future: the time
for truth

Brexit heralds the start of a journey into politi-
cally unfamiliar territory, a process that inevita-
bly raises more questions than answers, as it is
the first time that a member state has with-
drawn from the EU. It will be a hugely compli-
cated process because the EU is not only an
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international organisation but also a political
system for integration between nation states.
Such integration presupposes the existence of a
tight network of political, economic and social
relations both at the level of member states and
of individual citizens, as the result of 43 years of
integration. Although the UK, with a history of
jealously preserving its sovereignty, is the least
integrated member state, the task of undoing
this integration is a daunting one that will affect
every area of government.

14

It therefore seems likely that Brexit will give
rise to three separate treaties: a treaty of with-
drawal, a treaty defining the future relationship
between the UK and the EU, and a third treaty
to reform the Union itself. If the process is to be
a success, then the 27 remaining members and
the EU's institutions must engage in the calm
but decisive renewal of the European project,
enabling the EU to be a credible player on the
global stage and delivering the results that its
citizens expect.



Reviving the debate
on political union after Brexit

José Candela Castillo

There have been important signs, some of a
historic nature, in 2016 that reinforce the need
to revive the debate on political union and give
it at least the same intensity as is currently given
to the debate on economic and monetary union.

Two sides of Brexit

The United Kingdom’s departure from the EU
marks the end of a difficult coexistence be-
tween a community and a succession of govern-
ments obsessed with the national sovereignty of
a State that, since joining in 1973, constantly
asked its partners for exceptions to the applica-
tion of common rules (particularly in the areas
of the community budget, free circulation and
monetary union). Most importantly from the
point of view of political union, the United
Kingdom impeded or tried to impede major
steps forward in the process of European inte-
gration.

The climax of this difficult coexistence had
two defining moments in 2016: first, the

Agreement of the Heads of State and
Government in February on a new settlement
for the United Kingdom within the European
Union,! and second, the British referendum in
June.

In that Agreement, to be precise in the draft
Decision that came with it, a reinterpretation of
the Treaties was made of such scope that it
threatened to undermine the foundations of
the Union.

By getting that agreement among its part-
ners, the United Kingdom not only curbed the
Union’'s capacity to advance, it also caused a
setback in the realisation of the European pro-
ject just when it needed a major boost following
the convulsion caused by the global economic
crisis.

The whole draft Decision of the European
Council was steeped in an ideology very far re-
moved from the principles of economic and

! European Council: Document EUCO 1/16, Annex 1, 2016.
Available at:  http:/data.consilium.europa.eu/doc/docu
ment/ST-1-2016-INIT/es/pdf.
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monetary integration (Section A, “Economic
Governance”) and social cohesion (Section B,
“Competitiveness”). Yet the most important
thing was what appeared in the second para-
graph of Section C (“Sovereignty”): “The refer-
ences in the Treaties and their preambles to the
process of creating an ever-closer union among
the peoples of Europe do not offer a legal basis
for extending the scope of any provision of the
Treaties or of EU secondary legislation. They
should not be used either to support an exten-
sive interpretation of the competences of the
Union or of the powers of its institutions as set
out in the Treaties”.

The seriousness of the Agreement of the
Heads of State and Government results from
comparison of the text with this other one, in
Article 1 of the Treaty on European Union: “This
Treaty marks a new stage in the process of creat-
ing an ever-closer union among the peoples of
Europe, in which decisions are taken as openly as
possible and as closely as possible to the citizen”.

What the United Kingdom’s Conservative
government achieved, then, was to get the
members of the Union, who until then had
been resolved to “continue the process of creat-
ing an ever-closer union among the people of
Europe”, to declare for the first time and unan-
imously that their resolve was not legally bind-
ing. In other words, it did not bind them to-
gether.

Ditching the resolve to make Europe ever
more integrated also raised the possibility of
making the union among the people of Europe
ever looser, that is to say, of breaking it up.

In a surprise result, the British people decided
in the referendum of 23 June that the United
Kingdom should leave the Union, which neither
the British Conservative government nor the
Union institutions wanted. They had been poorly
informed of the fact that with the Decision of
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the European Council the United Kingdom
could gain even more national sovereignty.

The negotiation of the withdrawal agree-
ment that the EU and the United Kingdom have
to sign will be long and difficult (it will last at
least the two years provided for in Article 50 of
the Treaty on European Union). Nor is the Union
expected to offer any concessions that prompt
other countries to seek exceptions or explore
the same exit route, particularly if there are vic-
tories for ultranationalist parties in national
elections. Therefore, a reinforcement of the
Union’s political authority and integrationist in-
clination will be necessary.

Brexit weakens Europe, yet at the same time
it spurs us to revive the debate on its political
union.

Towards the revival of the debate on
political union

From the creation of the Delors Committee in
1988 to the inception of the European Union in
1992, the acronyms EMU (Economic and
Monetary Union) and EPU (European Political
Union) were in common use and the mention of
one frequently appeared along with the other. It
was the title given to the two intergovernmental
conferences in preparation of Maastricht. The
plan of the then President of the European
Commission, in tune to a certain extent with
some of the Europeanist leaders of the day, in-
cluded bringing about EMU at the same time as
EPU in the shape of a federation of nation states.
After Maastricht, a period began that ended
in the failed attempt to provide Europe with a
political Constitution in 2005. The failure was
partly overcome by the Lisbon Treaty in 2007.
Since then and until now, institutional initia-
tives and the political debate on European



political union have primarily been of an inter-
governmental nature, low-intensity and short-
lived, largely because of the accumulation of
convulsions and emergencies that swamped the
European agenda as a result of the global eco-
nomic and security crises.

Sixty years after the signing of the Treaties of
Rome, 2017 may see the start of the revival of
the process of political union, but only if we can
overcome certain fears and a certain lack of po-
litical will and if the drawing up of complete and
realistic visions of the future takes priority.

To gauge the chances of that revival happen-
ing, we have to analyse recent documents of
strategic importance.

First, the one known as the Five Presidents’
Report,? which was drawn up on the initiative of
President Juncker, in close cooperation with the
President of the Euro Summit, the President of
the Eurogroup, the President of the European
Central Bank and the President of the European
Parliament. It had an integrationist intent: To
move beyond the intergovernmental approach
that characterised the political management of
the economic and monetary crisis over the last
seven years.

The report follows the viewpoint that “we
need to shift from a system of rules to a system
based on the institutions to guarantee that EMU
rests on a transparent and extremely solid
architecture” 2

2 Juncker, J. C.; Tusk, D.; Dijsselbloem, J; Draghi, M., and
Schulz, M.: Completing Europe’s Economic and Monetary
Union. Report by: Jean-Claude Juncker in close cooperation
with Donald Tusk, Jeroen Dijsselbloem, Mario Draghi and
Martin Schulz, Brussels, 22 June 2016. Available at: http://
ec.europa.eu/priorities/sites/beta-political/files/5-presidents-
report_es.pdf.

3 European Commission. Available at: http://ec.europa.eu/
news/2015/06/20150622_fr.htm. The translation is ours.
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Over the last few years, a high-level discus-
sion like that one, seeking the way to “guaran-
tee that the political union rests on a transpar-
ent and extremely solid architecture” was
unthinkable.

However, from now on, it may not be so un-
thinkable, insomuch as, as in 1992, the consti-
tutional reform of the structure of EMU is seen
to be inseparable from the reinforcement of
political union.

Second, an important European Commission
document currently in the process of drafting
could contain the vision of the future of a feasi-
ble political union through the putting into
practice of concrete proposals. It is to be adopt-
edin 2017, coinciding with the 60™ anniversary
of the signing of the Treaties of Rome on 25
March 1957. We are talking about the White
paper on the future of Europe.

What can we expect from the
document?

Its announcement appears in the address on the
State of the Union by the President of the
Commission in September 2016 in the follow-
ing context: “Europeans are tired of the endless
disputes, quarrels and bickering. Europeans
want concrete solutions to the very pertinent
problem that our Union is facing. And they
want more than promises, resolutions and sum-
mit conclusions. They have heard and seen
these too often. Europeans want common deci-
sions followed by swift and efficient implemen-
tation. Yes, we need a vision for the long term.
And the Commission will set out such a vision
for the future in a White Paper in March 2017,
in time for the 60th anniversary of the Treaties
of Rome. We will address how to strengthen
and reform our Economic and Monetary Union.

"7
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And we will also take into account the political
and democratic challenges our Union of 27 will
be facing in the future. And of course, the
European Parliament will be closely involved in
this process, as will national Parliaments. But a
vision alone will not suffice. What our citizens
need much more is that someone governs. That
someone responds to the challenges of our time”.

The implicit meaning of the last sentence
could be interpreted like this: While the “outline
of a vision of the future” has still to be given
content (it is, in theory the goal of the White
Paper in March), the expression “what our citi-
zens need is that someone governs” certainly
has been given content, in the short term. It is
the so-called “Bratislava roadmap”,* adopted
by the European Council in September.

There is the possibility, then, that the “out-
line of a vision of the future” will boil down to
a timetable in the Bratislava roadmap.

We will have to go back to the matter in
more detail once the Commission’s White Paper
is published.

The persistence of the Commmission’s
low profile in its role as the promoter of
political debate

The Commission’s work programme for 2017
demonstrates the weakness of the current insti-
tutional line on European governance. From
that point of view, it offers little in the way of
hope of a revival of the role as a promoter of
debate on political union that the Commission
took on in the past, for the sake of the general
interest of the Union.

4 http:/Awww.consilium.europa.eu/press-releases-pdf/2016/
9/47244647412_es.pdf.
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The essential content of the programme is
made up of the so-called “Ten political priori-
ties”. Only the last one refers to improvements
under way in aspects of European governance,
but not to innovations that correspond to an
ambitious vision of the future. Indeed, the prior-
ity amounts to no more than a suggestive idea
("a Union of democratic change”), but its devel-
opment is somewhat disappointing:

“A Union of democratic change [...] Better
regulation, accountability and transparency
continue to be the core business model of this
Commission and all EU institutions need to ap-
ply these principles in a consistent and commit-
ted manner if we want to win back the trust of
our citizens. The Commission will work closely
with the European Parliament and the Council
to ensure that the Interinstitutional Agreement
on Better Law-Making is fully implemented and
applied, and will also engage in constructive ne-
gotiations with both institutions on our recent
proposal for a mandatory Transparency Register
covering the European Parliament, Council and
Commission. The Commission will also bring
forward amendments to the Framework
Agreement with the European Parliament to en-
sure that Members of the Commission can
stand for European Parliament elections.

The Commission will propose legislation to
align existing acts with the Treaty provisions on
delegated and implementing acts, thus phasing
out the regulatory procedure with scrutiny. We
will also assess the democratic legitimacy of ex-
isting procedures for the adoption of delegated
and implementing acts and consider options for
changing existing procedures for the adoption
of certain secondary acts.

To ensure that the EU’s legal instruments
have the intended effect, the Commission in-
tends to step up its efforts on the application,
implementation and enforcement of EU law.
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This includes the package of measures for bet-
ter enforcement of single market rules and, in
the environmental area, a REFIT proposal to sim-
plify environmental reporting following the re-
cent Fitness Check, and measures to facilitate
access to justice and support environmental
compliance assurance in member states”.®
After reading the document, in which the
Commission acknowledges that it is concerned
about “winning back the trust of our citizens” ° it
seems clear that the current “European
Government” has dropped the proper vision of
the true meaning of the three main principles of
European democratic governance that it itself
places in the definition of its last political priority:
better regulation, accountability and transparency.
First, “better regulation” is a programme or
series of political decisions of a certain ideologi-
cal content that, since its British origin and
adoption by the European Commission some 15
years ago, has essentially sought to abolish as
much as possible the regulation that is sup-
posed to hinder economic activity, including so-
cial and environmental regulations. On that
point, the work programme maintains a certain
consistency with the prevailing political ideology
in the current college of commissioners.
However, on the subject of accountability
the Commission’s programmatic line is not con-
sistent with the principles on which it says it
rests. From 20017, the European Commission
adopted a much more ambitious concept of ac-

> European Commission: Commission Work Programme
2017. Delivering a Europe that protects, empowers and
defends, 2016, p. 17 (COM (2016)710 final). Available at:
http://ec.europa.eu/atwork/pdf/cwp_2017_es.pdf.

5 Ibidem, p. 2.

7 European Commission: European Governance — a white
paper, 2001, p. 7. Available at: http://eur-lex.europa.eu/
legal-content/ES/TXT/PDF/?uri=CELEX:52001DC0428&fro
m=ES.
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countability than the current Commission ap-
pears to use. Indeed, to limit the work pro-
gramme as regards accountability to the mere
declaration of this great principle of European
democratic governance, with no clear program-
matic initiative to match it, is, in our view, to
thwart the expectations that legitimately arise in
any European citizen after reading the title of
the tenth and final political priority of the Union
for 2017: “A Union of democratic change”.

Lastly, on the subject of transparency, the
current Commission also thwarts the aspirations
of citizens, as it reduces the work programme to
the reform of the institutions’ transparency
Register, when in this field there is an urgent
need for many reforms, especially with regard
to the decision-making process in the Council of
the Union. The lack of transparency in the cur-
rent negotiation process of the Transatlantic
Trade and Investment Partnership (TTIP) is the
most recent reflection of that need.

This short-sighted view of European govern-
ance on the part of the Commission must not
make us forget, on the one hand, the need for
the Union to consider to what extent the cur-
rent global crisis of representative democracy
affects it as a political organisation. Nor, on the
other, that the Union still has pending an im-
provement in its structure and in its political
function after the Lisbon Treaty took effect,
chiefly on matters of participation®. Yet nor can
the question of how and when to tackle this
improvement be avoided.

8 From 2001, the European Commission adopted its own
definition of “good governance”, which has remained valid
to this day, through the mention of six chief political princi-
ples: openness, transparency, accountability, coherence, ef-
fectiveness, and, in first place, participation. See European
Commission: European Governance — a white paper, 2001,
p. 7. Available at: http://eur-lex.europa.eu/legal-content/ES/
TXT/PDF/?uri=CELEX:52001DC0428&from=ES.
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Towards a European Convention?

The European Parliament is currently discussing
a draft Resolution that seeks the calling of a
Convention in 2017 to reform the treaties.’

There are, perhaps, as many arguments in
favour of calling a Convention as there are
against it.

Among the former is that only with the de-
liberation and decision of the greatest number
of participants possible can we truly overcome
the crises that affect us all. From that point of
view, in the history of European integration, a
Convention has been and always will be a use-
ful tool for the advancement of integration,
apart from its results. After years of authoritar-
ian “integration” (the Heads of State and
Government, particularly of the chief European
power, were virtually the exclusive originators of
the decisions that imposed austerity, often to
the detriment of the “community method”), it
may be the only way, in the medium and long
term, of avoiding the progression of the current
decline of the Union.

One might think that had the decisions tak-
en, for example, on the issue of the Greek crisis
or in the refugee crisis been effective (which re-
mains to be seen), this authoritarian integration
would be at least partially justified. Yet it can
never be denied that greater participation from
those affected by the decisions in the process of
making them would have given them greater
legitimacy.

However, to tackle a reform of the treaties cor-
rectly, we must avoid urgency or improvisation,

9 See Verhofstadt, G.: Possible evolutions and adjustments
of the current institutional set up of the European Union,
2016 (draft Resolution of the European Parliament, cur-
rently pending a first reading in the Parliament). Available
at: http://www.europarl.europa.eu/oeil/popups/ficheproce-
dure.do?lang=fr&reference=2014/2248(INI)
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mixing the negotiation of the United Kingdom'’s
withdrawal with the pursuit of integration and
putting national electoral interests before
European political union (elections in several
member states in 2017).

As we said, the negotiations with the United
Kingdom will last at least the two years laid
down in Article 50 of the Treaty on European
Union. In our view, it would be a good idea for
the European Council to separate the manage-
ment of the negotiations with the United
Kingdom from the handling of the rest of the
priority matters in progress so that there is no
mutual negative influence or inefficiency in ei-
ther process.

Moreover, a reform of the treaties requires
prior education of those who in most States (in
some member states, European treaties are not
ratified by referendum but by Parliament) are
going to have the last word on approving it,
that is to say, the citizens. We must give time to
the institutions of the Union, to the national ad-
ministrations and European civil society to carry
out that pedagogical work and make it politi-
cally profitable, preparing the debate well.

Among the underlying issues is the fact that
recent surveys show that there is a certain pref-
erence among European public opinion for an
increase in actual European legislation (employ-
ment, migration, security) over formal legisla-
tion (reinforcing democracy).'

In any case, the symbolic charge and political
returns of declaring the will to stage a wide-
ranging political debate on political union stems
from the fact that if the Union gets ahead by
taking the initiative, the anti-European and

10 See Eurobarometer 2016 on the “future of Europe” in: http://
ec.europa.eu/COMMFrontOffice/publicopinion/index.cfm/
Survey/getSurveyDetail/yearFrom/1974/yearTo/2016/sur
veyKy/2131
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pro-disintegration movements and parties will
come up against a clear, prior and resolutely in-
tegrationist and pro-European momentum on
the part of the Union come the elections this
year (especially in France and Germany).

For a future Convention to be a complete
success and to ensure that the European people
do not reject its conclusions, as happened in
2005, the Convention has to be as participative
as possible for European citizens. The last word
has to go to them, limiting to the maximum the
decision-making power of intermediary bodies
in which only the state powers and the European
institutions are represented (as was the case, for
example, of the Praesidium of the Convention
of 2003).

In other words, it would be necessary to or-
ganize the governance of the Convention so
that European citizens really do decide, through
their involvement in the Convention’s decision-
making process from start to finish. The citizens
of each State, then, after being able to draw up
projects of their own on decisions of the
Convention and also when it came to ratifying
its conclusions in a referendum, would under-
stand what they are ratifying and vote accord-
ingly. Only those who are involved in a decision-
making process from start to finish understand
the process and its outcome and can claim them
as their own.

The constant need to improve the quality
of European democracy

Beyond the current crisis in the Union, what is
happening on a global level is a crisis of repre-
sentative democracy.

The European Union is currently suffering
from the same symptoms as the national de-
mocracies of its member states. In the same way
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that in these (on the right and on the left) the
vote is on the rise for political parties that spring
from the identification of that crisis to champi-
on changes in the representative model, the
European Union should foresee that only sur-
mounting both crises simultaneously will restore
citizens’ faith in the European project.

The revival of the political debate in the EU
must begin by getting beyond the idea of po-
litical union as an issue only involving nation
states, without prejudice to the reasonable cal-
culations that recommend confirming that the
realistic ceiling of the debate is the concept of a
federation of nation states'. Above all, it is
without prejudice to the inescapable certainty
that “welfare state and democracy together
form an inner nexus that in a currency union
can no longer be secured by the individual na-
tion state alone”."

On the basis of these considerations we can
conclude that, along with the institutionalisa-
tion of the reform of the structure of EMU, cer-
tain reforms that would have considerably im-
proved the quality of democracy in the Union as
a whole and which were left with no legal back-
ing in the Treaty of Lisbon (because of the pace
of the historic process of European integration)
appear more reasonable than ever and could

" The current President of the Commission said recently
“we should stop talking of a United States of Europe”. See
Juncker, On the political future of Europe, speech delivered
on the occasion of the 20" anniversary of the creation of
the Notre Europe Foundation, Paris, October 2016. Avail-
able at: http://www.delorsinstitute.eu/011-24117-For-an-
ambitious-europe.html.

2 Habermas, J.: The players resign, interview given to the
channel Zeit on line on 22 July 2016. Available at: http://
www.zeit.de/kultur/2016-07/juergen-habermas-brexit-
eu-crises-english/seite-3. See also by the same author,
"Bringing the Integration of Citizens into Line with the
Integration of States”, European Law Journal, vol. 18, no.
4,2012, pp. 485-8. This appropriate phrase from Habermas
is reminiscent of Rodrick’s famous trilemma.
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possibly be introduced in the medium to long
term.

To end, find some of them below:

— Increase the participation of European
citizens in the decision-making process of
the Union through:
¢ The establishment of systems of direct

ballot by citizens or of referenda on a
European scale with maximum use of
the electronic vote for a certain series
of constitutional issues.

e Increasing the coverage of the system
of public consultation on the part of
the Union prior to the start of any leg-
islative procedure until it covers all leg-
islation.™

e A reform of the Union’s legislative ini-
tiative procedure, by which popular
legislative initiatives are submitted by
their creators to the Commission and
the Parliament at the same time.

13 Electronic voting has already been introduced or is
in the process of being introduced into several States of
the Union. On the subject, see: http://www.euskadi.eus/
botoelek/otros_paises/ve_mundo_est_c.htm

4 As of the Lisbon Treaty, around 90 % of European legis-
lation is open to public consultation prior to the European
legislative process. See: Ponzano, P.: Une démocratisation
accrue de I'Union européenne, 2010, p. 5. Available at:
www.europeanrights.eu/public/commenti/Ponzano.pdf
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Provide the European Parliament with
new powers, particularly to increase its
legislative capacity and its power of con-
trol over the Commission and the
Council, including a power of maximum
recall of the members of the Commission
and full powers of co-decision on budget
matters.

Turn the European Commission into a
true democratic government of the
Union through the establishment of a
transnational citizens’ vote for the elec-
tion of its President.

Establish a system of maximum transpar-
ency for the decision-making processes
of the Council of the EU and the European
Council.

Secure, through an upgraded decision-
making system of the Council of the
Union, the most widespread use of the
qualified majority vote.


http://www.euskadi.eus/
http://www.europeanrights.eu/public/commenti/Ponzano.pdf

The Digital Agenda

Manuel Ausaverri

The importance of R&D+i for companies
and jobs

After several decades of economic globalisation
and the resultant impact on flows of goods and
services, it is possible to identify some of the
geostrategic effects on the global economy.
There has been a gradual segmentation and
specialisation of the different regions of the
world in accordance with their key competitive
advantages, whether on a planned basis or
purely as a result of market forces. Despite
Europe’s assets and our undoubted ability to
compete on a global scale — and with the caveat
that the picture varies from country to country
—itis clear that, in the context of this division of
economic roles, Europe is failing to achieve and
sustain levels of growth that are similar to those
in other regions of the world.

Although European societies are unlikely to
be able to compete globally on the basis of ac-
cess to cheap raw materials or low labour costs,
we can certainly be successful if we focus our
energies on becoming global leaders in the in-
novation and development of products and ser-
vices, both technological and non-technologi-
cal. This commitment to high added value is,
moreover, entirely consistent with the sustaina-
bility of the European social model, a cohesive
system designed to provide extensive protection

for every layer of our society, and one to which
millions of people around the world aspire.

However, this model is under strain as a re-
sult of Europe’s very weak performance in both
growth and employment. Since 1999 (the year
in which the euro was introduced), the euro-
zone has grown more slowly than comparable
countries such as the USA, Canada, Norway and
the United Kingdom, and unemployment has
been higher. Since 2010, the eurozone has been
the only economic region of the world to fall
back into recession, with Europe’s economies
yet to find a formula for competing successfully
and achieving vigorous growth in the current
globalised environment. Addressing this situa-
tion requires a range of actions and reforms but
also depends on developing and sustaining an
economic and productive model based on in-
novation and on the ability to design and pro-
duce high-value goods and services. In this con-
text, R&D+i represents a key strength.

The EU’s member states and institutions are
increasingly aware of the vital importance of
European leadership in knowledge and innova-
tion for our economic development. Innovation
must take centre stage in the European econo-
my. It benefits citizens both as consumers and as
workers, accelerating and improving the design,
development, manufacture and use of prod-
ucts, industrial processes and new services. And
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it is fundamental not only to efforts to create
better jobs, construct a more sustainable society
and improve our quality of life, but also to at-
tempts to maintain the EU’s competitivity in the
global market, something on which everything
else depends.

The fourth industrial revolution

Technological transformation and the ways in
which the new digital technologies are giving
rise to a fourth industrial revolution are high on
the strategic agenda of companies and govern-
ments, have been the focus of copious media
coverage, and are a regular topic of discussion
and analysis. For Europe, the stakes could not
be higher, and our societies and companies will
pay a very steep price if they fail to keep up with
these changes.

This is not the first time that technological
and scientific progress have caused profound,
long-lasting economic upheaval. More than two
centuries ago, the first industrial revolution
transformed manufacturing processes through
the application of steam power. The use of me-
chanical power replaced human muscle and
animal traction as basic forces of production,
and industries such as textiles, iron- and steel-
making, and transport (with the arrival of rail-
ways) were transformed, bringing about perma-
nent social change. Many of the effects are still
visible today, some two hundred years later.

The second industrial revolution combined
electricity, capital goods and sophisticated man-
ufacturing processes to create the production
line, used to manufacture complex products
such as cars in huge factories. Only a few dec-
ades ago, the third industrial revolution occurred
as a result of developments in the fields of elec-
tronics, and information and communication
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technologies, with computers and IT applica-
tions soon becoming widespread.

We are now in the fourth industrial revolu-
tion, one that is characterised by the fusion of
digital technologies and an acceleration in the
pace of change, a trend that has combined with
the hyperconnectivity of people and objects to
transform our world, bringing about the in-
creasing hybridisation of the physical, digital
and biological spheres. There is no question as
to the scale of the disruptive change that these
new technologies are generating in society, af-
fecting how we relate to each other, how we
learn, our patterns of social interaction, and our
political and administrative structures.

Digital transformation opens the way for
profound innovations in our business and social
models, changes that undermine the “estab-
lished order”, blur boundaries between coun-
tries and sectors, lower the entrance barriers to
new agents, and create new networked models
that challenge traditional businesses. There is
no need to list the impacts — so obvious to all —
of the digital revolution. The scale and speed of
technological transformation means that Europe
has a lot at stake.

European countries and EU institutions are
aware that other parts of the world are better
positioned in the sphere of technological inno-
vation, whether due to the presence of a
stronger technological and business ecosystem,
because of strong and sustained public invest-
ment in R&D, or as the result of the (alleged or
real) conservatism of European business. None
of the global tech giants in the key sectors is
European, and our competitors — countries such
as the USA and China — are striving to achieve
hegemony and leadership in this technological
revolution.



Investment in R&D+i: necessary but not
sufficient

It is generally accepted that European policy on
science and innovation, both at the level of the
EU and of member states and regions, has an
essential role to play in making European indus-
try a global leader. In particular, innovation pol-
icy provides an interface between technological
research and development and industrial policy,
creating a framework through which ideas can
be brought to the marketplace. As such, it will
necessarily occupy an ever more important
place in European legislation.

EU innovation policy is closely linked to poli-
¢y in other areas, such as employment, com-
petitiveness, the environment, industry and en-
ergy. The purpose of innovation policy is to
convert the results of research into new or im-
proved products and services, so that Europe
can remain competitive in the global market.
However, such innovation requires consistent
investment. Before the 2009 financial crisis,
spending on research and development was
growing at an annual rate of approximately 7
per cent. According to the Global Innovation
Index 2016, global R&D growth had slowed to
just 4 per cent by 2014, as a result of lower
growth in emerging economies and of pressure
on R&D budgets in developed economies.

Although the most recent data points to-
wards a slight recovery in some of Europe’s
more innovative countries, Europe as a whole
allocates 0.8 per cent less to research and devel-
opment than the USA and 1.5 per cent less than
Japan as a proportion of GDP. If this trend is
sustained over a significant period of time, a dif-
ference of 1 per cent of GDP can have a very
significant impact on the capacity to generate
and sustain scientific and technological leader-
ship.
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There are other differential effects that are
linked only indirectly to financial input, such as
the scientific prestige of the top American uni-
versities or the existence of a well-developed
capital market to support investment in techno-
logical entrepreneurship. Whatever the specific
factors, the effect is to attract talent as the best
researchers and entrepreneurs go wherever the
best conditions and opportunities are to be
found. Although the Single Market is the largest
in the world, it remains fragmented and is less
attractive than some of its competitors.

The European digital single market

In response to this concern, and in addition to
programmes to support innovation as part of
the Horizon 2020 Strategy, the European
Commission has made the development of a
digital single market one of its ten priorities. In
the Commission’s own words, Europe has the
capacity to lead the global digital economy but
is failing to exploit this capacity to the full. The
EU is hampered by fragmentation and barriers
within the single market. Reducing these barri-
ers could add 415 billion euros to the area’s
GDP, and bring out the true value of a market
with 500 million inhabitants. A digital economy
supported by a digital single market could ex-
pand markets and promote better services at
more competitive prices, offering more choice
and creating new sources of employment.

The rules of the game have changed
The technological and digital revolution is creat-
ing a new landscape for competition and em-

ployment for European societies and compa-
nies, with technological and scientific progress
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shaping a new social, employment and business
environment in which technology and innova-
tion play a central role. In this gradual hybridisa-
tion of the physical and digital worlds, brought
about by the total connectivity of people and
objects, citizens are changing their behaviour
and their consumption patterns. Their expecta-
tions of public services and of political leaders
are changing. Millennials are an increasingly im-
portant part of the target market, with digital
consumption habits that evolve as the internet
changes, and with a huge capacity for sponta-
neous association.

Rising consumer expectations mean that ef-
ficient operations are a key strategic asset of
any organisation. Digitalisation opens up new
ways of operating that bring about dramatic
shifts in the efficiency, speed or precision of op-
erations, whether informational (for example,
banking operations) or physical (such as manu-
facturing or logistics).

Finally, in a world where information has
greater strategic value than ever before, data
protection becomes a priority for both countries
and companies. Cybersecurity and authentica-
tion solutions are vital to protect organisations
against fraud and hacking attempts. A growing
number of critical public and private systems are
managed digitally, and this creates a need to
protect these systems, mapping out a likely bat-
tleground of the future.

In general, the inexorable shift from “sim-
ple” digitalisation (the computers of the third
industrial age) to collaborative innovation based
on combined technologies, amplified by the hy-
perconnectivity of people and things (the fourth
industrial revolution) is forcing social and eco-
nomic agents to consider how we are going to
face the future and be successful in the digital
era. The future holds exciting prospects. At the
risk of being labelled a “techno-optimist”, there
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is the unlimited potential of millions of people
connected via mobile devices, with unprece-
dented processing and storage capacity, and
instant access to information and knowledge.
These developments provide a platform for
technological progress that creates an exponen-
tial multiplier effect through the development
of artificial intelligence, robotics, autonomous
vehicles, 3-D printing, nanotechnology, quan-
tum computing and biotechnology.

Obstacles to European innovation
leadership

Europe has been the birthplace of many of the
most disruptive innovations in the fields of sci-
ence and technology, and European companies
—since the start of the first industrial revolution
— have been technological leaders in their sec-
tors or have shared this leadership with their ri-
vals in other advanced economies, primarily the
USA. However, this position is clearly under
threat when we look at what has happened in
the digital era. Although Europe continues to be
home to some of the most promising and in-
novative scientific developments in the world,
its problems lie in the difficulty experienced
when converting these ideas into economic
value. In Europe, there is a gap between scien-
tific research and the economy which, in more
innovative regions such as the USA or some
Asian countries, is generally bridged by venture
capital funds, which help to transform great
ideas into profitable businesses.

Although interest in entrepreneurial activi-
ties has grown rapidly in Europe and the num-
ber of start-ups is rising across the continent,
very few of these manage to make the transi-
tion to become mature, global leaders of their
respective sectors. European entrepreneurial



and financial agents in different sectors contin-
ue to lack the capacity to translate innovation
into new business projects with prospects for
high growth. This is no trivial issue. Without
successful digital companies, the European
business ecosystem is at risk of premature age-
ing and technological obsolescence. This would
leave European companies in a position of de-
pendency, easily dominated in the medium term
by their non-European digital competitors,
some of whom are insatiable global giants.

Is Europe afraid of risk?

Compared to the USA, this would appear to be
the case. Any undertaking involves a degree of
individual risk and great determination to over-
come obstacles (or a high degree of motivation
by the prospects of success); in order to succeed
one must be intensely committed to the project.
Despite this, the chances of success are low.

Although I don't want to become embroiled
in sociological or cultural issues (which are not
my specialist area) the educational, social and
business model in the US strikes me as more in
tune with the challenges posed by this kind of
risk. However, many of the most talented indi-
viduals in the entrepreneurial ecosystem of
Silicon Valley, including CEOs and founders, are
not originally from the US, and many of them
are European. Areas of significant difference be-
tween the USA and Europe include the scale of
incentives — primarily financial — associated with
successfully developing an idea, the existence of
a technological and financial ecosystem that
supports entrepreneurs through the develop-
ment process, and the social importance at-
tached to business success and failure.
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The drawbacks of operating without a
single market

Although there is free movement of goods and
people within the EU, in practice there are still
substantial barriers to sales between different
European countries, and these barriers are very
hard to remove. The EU has 24 official languag-
es, 27 different political, tax and administrative
systems, different sets of technical regulations,
and hundreds of hidden barriers. All of these
factors create practical obstacles to free trade in
products and services.

This creates a purely economic factor that
goes a long way towards explaining the differ-
ence between the USA or China and the EU in
the entrepreneurial sphere. Any project in the
USA has immediate access to a service market
of more than 300 million people who share the
same language and all live in a high-income
country, while the “pan-European” equivalent
of this market does not exist in reality, and is
instead constituted by a series of far smaller na-
tional markets. In other words, there is no need
to explain Europe’s relative underdevelopment
in the entrepreneurial field with reference to the
continent’s alleged risk aversion. There is a clear
size factor involved.

It is far from easy in practice, to develop
business ideas — however innovative they may
be — that are truly able to cross Europe’s na-
tional borders, and as a result the volume of
such intra-European economic transactions is
almost negligible. The statistics indicate that
technological and digital business primarily
takes place within the national borders of indi-
vidual countries, and between each country and
North American companies. Activity between
European individuals and companies across na-
tional borders is almost inexistent.
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There is, then, a clear disadvantage for the
EU, one that is evidenced by start-up rates, by
the quality and success of those businesses that
are created and, as a result, the volume of in-
vestment that flows towards technological in-
novation when considered in relation to popula-
tion size and levels of wealth.

Risk capital is essential

Any European entrepreneur who wants to over-
come the barriers described above in order to
succeed in other national markets will require
funding. This sort of investment is termed risk
capital and is provided by investors who under-
stand technology, have a vision of the potential
of products and markets, are prepared to take
risks, and have valuable experience and net-
works of contacts. Often, such investors play a
key role in helping entrepreneurs define their
business model.

In Europe, the majority of such investors are
private capital companies, in which until recent-
ly the partners were generally drawn from the
banking sector and had little experience in the
creation of start-ups. This is changing as inves-
tors become more sophisticated, experience of
such ventures is growing, and new European
transactions generate profits, all making the
European market more attractive. Although the
gap between technology risk capital investment
funds in the USA and those in Europe continues
to be huge in both quantitative and qualitative
terms, this gap is gradually narrowing, particu-
larly in the main European financial centres such
as London, Amsterdam or Berlin, where a new
market focusing on this sector is now emerging.
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Failure to understand the importance of
intellectual property

Adequate protection of intellectual property
rights has historically been one of the key fac-
tors in the development of the market economy,
guaranteeing a return on investment in innova-
tion, and protecting incentives so that techno-
logical progress can be rewarded. However,
such rights have to be registered by patent pro-
cesses and must be protected by the authorities.

The decision as to which property to protect
is taken by the technology offices of research
institutions or their counterparts in private com-
panies, but this needs to be backed by funding
and talent. In some countries and in many uni-
versities the true value of intellectual property is
not appreciated, whether due to scepticism as
to the ability of the courts to afford real protec-
tion, the costs associated with the process of
asserting such rights, or a lack of business ambi-
tion.

Automation: how great will its impact be?

The impact of digital technologies on work is, in
some senses, similar to that of the steam engine
in the first industrial revolution. Over 200 years
ago, machines began to substitute the physical
labour performed by people and animals, and
have now almost completely displaced it. Today,
our intellectual capacities are also under threat,
and we are seeing computers replicating and at
times surpassing what had hitherto been
thought to be inherently human skills. We need
to recognise that this fourth industrial revolu-
tion looks set to usher in not just a future full of
promise but also threats of the first order:
threats to which we do not yet have a response.



As technology progresses, computers and
robots will become capable of performing more
and more tasks, more quickly, with greater pre-
cision and at lower cost; as a result, companies
will be able to manufacture goods and provide
services with a smaller workforce.

Although technological progress causes so-
ciety as a whole to advance and generates con-
siderable added value for consumers, it may
exclude many people from the labour market.
Some evidence of this may be found by observ-
ing the evolution of office working spaces
(where administrative or accounting tasks are
performed), car factories or distribution and lo-
gistics warehouses. In a relatively short time,
technology has dramatically changed the way in
which we perform basic workplace functions.
Thirty or forty years ago, offices were full of
busy staff typing, filing, handling goods and or-
ders, carrying papers from one place to another,
gueueing in the canteen or waiting to clock on
or clock off at the beginning or end of the work-
ing day. Today, just a fraction of these employ-
ees remains, and the majority of these tasks are
performed by machine or by computer.

We are talking about millions of jobs that
have evaporated: the jobs of middle class peo-
ple and their families that are the backbone of
European societies. With this precedent and in
view of the huge progress in automation and
robotics of recent decades, the digital revolution
inevitably places a major question mark against
the whole issue of employment.

In 2014, the Pew Research Center asked a
panel of 1,896 experts if they thought artificial
intelligence would destroy more jobs than it
would create over the coming decade. It is inter-
esting to note that the responses — from people
ranging from senior managers at Google to sci-
entists at MIT — were inconclusive, and the
group divided more or less down the middle.
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At President Obama’s suggestion, the White
House’s Council of Economic Advisors present-
ed a study of the impact of robotics on the US
workforce. The significance of their conclusions
should not be underestimated. Breaking em-
ployment down into three groups based on me-
dian hourly wage (correlated primarily with the
level of skills or qualification required), the
worst-paid jobs had a median probability of au-
tomation of 0.83. These are jobs with a high
level of routine processes: manufacturing, trans-
port or logistics, public service, cashiers, shop
staff etc. The medium and high-paid groups had
values of 0.31 and 0.04, respectively. Put simply,
according to this study there is an 83 per cent
probability that a low-paid job in the United
States will be automated. This means that 62
per cent of all the jobs that currently exist in the
United States will be threatened by the digital
revolution. This is too many jobs to ignore.
There have been plenty of studies into this issue
that draw broadly similar conclusions, pointing
towards automation threatening between 40
and 60 per cent of jobs.

Other more “techno-optimistic” studies em-
phasise the millions of highly paid, creative jobs
that could be generated as a result of the adop-
tion of new technologies. Which scenario will
turn out to be correct? What will be the net
long-term effect of these tectonic shifts in the
structure of the labour market? Will the jobs
that are currently being destroyed or that will be
destroyed in the future by the adoption of new
technologies be replaced by employment in the
creation, design, operation and supervision of
these same technologies?

It is very possible that some of the negative
impact on employment and the sustained in-
crease in productivity will be offset in the same
way that they were during the 20th century:
through reductions in the working week, the
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growing importance of the service sector, and
higher demand for leisure or culture services
that do not even exist at the moment. However,
nobody can accurately foresee the net impact
on jobs and social cohesion, particularly if tech-
nology fails to deliver the growth in productivity
that it promises (the thesis of one prominent US
economist) or if growth is concentrated in the
regions that are leading this new era while the
rest are left to languish.

Techno-pessimism?

Following Brynjolfsson and McAfee (The Second
Machine Age, 2014) we will consider the four
major variables of a society’s economic well-
being: per capita income, productivity, number
of jobs, and average family income. For several
decades following the Second World War, these
indicators all improved steadily in the developed
economies. The economy as a whole grew, and
there were also increases in the working popu-
lation, productivity, average income and GDP
growth, both in national and per capita terms.
There were, of course, times when economic
recessions caused downturns or periods of stag-
nation, but even during such periods the de-
clines were never dramatic and the indicators
generally continued to be correlated.

However, since the 1980s growth in median
incomes has been more erratic, with tendencies
towards stagnation. (Here, median income is
defined as the annual earnings of an individual
or family in the 50th population percentile, half-
way up the socio-economic pyramid.) Over the
last 15 years, this figure has actually fallen in
real terms. Once the effects of inflation are tak-
en into account, a household in the 50th per-
centile in the USA earns less than it did in 1998.
This phenomenon is not specific to North
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America, with studies in Germany, Sweden and
Finland, and data from a number of other
European countries, telling a similar story.

However, in these countries that have seen
stagnation both in job numbers and in low to
middle incomes, the economy as a whole has
continued to grow as part of a general upward
trend driven by rising productivity. As a result,
income from work has accounted for an ever-
smaller share of the economy.

The question is: could this be at least in part
a result of the ever-increasing automation
which, with the appearance of the new tech-
nologies, is encroaching on economic activity
(with the resultant impact on jobs)? Very prob-
ably, although this is not the sole cause. There
are certainly other factors too, ones that are un-
related to technology and that are threatening
the salaries of the middle and working classes in
the countries analysed: these include economic
globalisation, imbalances as a result of migra-
tory flows that have not yet been addressed,
and the offshoring of manufacturing activities
to other countries.

This offshoring is one of the most visible ef-
fects of globalisation, and it is interesting to
note that the impact of automation is not lim-
ited to factories in the USA and Germany, but
will also extend to those in China, India and
every other corner of the planet. An example of
this was provided by the report by Taiwanese
news agency CNA on 29 December 2016, re-
garding the plans of Foxconn —which manufac-
tures iPhones and iPads for Apple — to automate
all of its factories in China, where the company
employs more than a million people. The plan
will consist of three stages, with the final goal of
complete automation, according to the director
general of Foxconn’s automation technology
development committee. Will this be an isolated
instance or is it a sign of the future for China’s



immense manufacturing sector (which employs
millions of workers)?

It seems likely that the gradual automation
of processes will ultimately affect all industrial
activities, wherever they may be located, so
long as this is supported by an economic cost-
benefit analysis and is not prevented by legisla-
tion. The greatest and fastest impact will occur
where there is the greatest quantity of labour to
replace, and where manufacturing activity is
based on low salaries for unskilled tasks (which
are, therefore, more easily automated). Many
emerging countries are very aware of this threat.

What can we do in such a challenging
environment?

As with the previous revolutions, the fourth in-
dustrial revolution has the potential to raise
global incomes and to improve the quality of life
of the planet’s population. Until now, the big-
gest beneficiaries of change have been consum-
ers with access to the digital world: technology
has made possible new products and services
that increase the efficiency of their work and
allows them to enjoy their free time.

At the same time — as many economists have
noted — the revolution could generate more in-
equality as disruption extends to the labour
market. Because automation replaces human
work in the economy, the net displacement of
workers by machines could widen the gap be-
tween the return on capital and the return on
labour, and between the incomes of the rich
and those of the poor.

It is also possible that the displacement of
workers by technology could, overall, lead to a
net increase in more creative, better paid jobs
with shorter working hours, leaving more time
for leisure and culture. It is impossible to predict
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with any certainty which scenario will prevail,
and history suggests that the outcome will be a
combination of both effects, with moments of
huge instability and occasional, local disruption
until the impact of the new technology has
spread and stabilised.

It seems very likely that technological devel-
opment will give rise to an increasingly segre-
gated labour market: one characterised by a
division between the skilled and the unskilled,
with corresponding differences in terms of in-
come and opportunities, leading to the gradual
erosion of the middle class under the threat of
automation. It goes without saying that this sce-
nario is both socially unstable and economically
inefficient.

This intensification of the segmentation of
wealth and opportunities will inevitably also be
reflected in differences between those countries
and regions that are at the vanguard of the
digital revolution, and those that prove unable
to adapt to the new situation. In this respect,
the priority for Europe is to focus all its efforts
on ensuring that our labour force — at every
level — is properly prepared, and that education
and training are given the priority they deserve.
Talent and knowledge will be key assets in the
competitive challenge that lies ahead.

Is the European Union ready to meet this
challenge?

The next few years will be decisive in determin-
ing whether the Europeans are to be global pro-
tagonists of the digital age or mere spectators.
Are we to be driving the train or will be stuck in
the caboose?

If our societies are to cope with the economic
and social challenges that lie ahead, we must make
a firm commitment to education, innovation and
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talent. We need to create an environment that
facilitates the creation of new ideas and busi-
nesses, to help these businesses to thrive on the
global stage and create high-quality employ-
ment. This is the only way to facilitate econom-
ic growth and social cohesion for all EU coun-
tries in the digital era.

The improvement in scientific capacities in
our region, and in Spain in particular, over re-
cent decades has been impressive, and the qual-
ity of our technological centres, universities and
research groups is beyond dispute. However, if
we are to become global leaders, we need to
bring our investment in R&D up to the levels of
those countries that are setting the pace of the
technological revolution.

There are grounds for optimism. The EU
Industrial R&D Investment Scoreboard 2016,
published in December 2016, shows that EU
companies invested 188.3 billion euros in re-
search and development during the financial
year 2015/16. This represents an annual in-
crease of 7.5 per cent, a faster rate than the
global average and one which suggests EU
companies are moving in the right direction.
European public investment in R&D has also re-
covered in the majority of countries since the
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crisis (during which it fell sharply), and we can
only hope that Spain will also benefit from this
trend. However, we also need to improve our
capacity to transfer innovation to ambitious en-
trepreneurial and business projects, and devel-
oping a European risk capital ecosystem with
growing levels of investment and transaction
volumes could play a vital role in this regard.

Finally, in addition to public investment in
R&D, there is nothing more effective than lead-
ing by example. Public bodies have a vital role to
play in this regard. Major public sector technol-
ogy projects can provide the impetus that helps
to expand our technological horizons, driving
innovation and ambition throughout society.

European governments and EU institutions
can provide the leadership we need in this pe-
riod of change. They can offer a vision of the
future that mobilises change and generates
hope, directing resources and commitment
along the right channels, positioning us to con-
front a future that is already here. We have to
mobilise the energies and efforts of a wide
range of stakeholders, both public and private,
so that we can use innovation to become more
competitive in order to safequard the opportu-
nities of future generations of Europeans.
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Recommendations

European Affairs Council of the Fundacion Alternativas'

1. Political union

— The Union needs to increase its legitimacy with European citizens.

— During 2017, European institutions — the European Parliament, the
European Council and the Commission — should propose a route map
towards political union (“ever closer Union”), involving a European
Convention before the end of the current European legislature if
possible. This proposal should be the focus of debate at every level of
political life in the EU, and should be based on the principles of
maintaining and strengthening Europe’s democratic values, respect for
the rule of law and human rights, and increased participation by
citizens and national parliaments. This must be done without
diminishing the powers of existing EU institutions, which need to be
unashamedly strengthened against the threat of populism, and also
without reducing the importance of representative democracy as an
aspect of European identity. Above all, EU-wide approaches must take
priority over intergovernmental ones.

— This route map must be underpinned by a recognition that those
countries that wish to engage in structured cooperation should be able
to do so, now that the British brake on such progress has been removed.
We also need to abolish the requirement for unanimity in European
Council votes and when reforming EU treaties.

' The European Affair Council of the Fundacion Alternativas is composed as follows: Diego
Loépez Garrido (director), Nicolads Sartorius, Juan Moscoso, Carlos Carnero, Vicente Palacio,
Manuel de la Rocha Véazquez, José Candela, Jesus Ruiz-Huerta, Enrique Ayala, Carlos Closa,
José Manuel Albares, José Luis Escario, Maria Mufiz, Emilio Ontiveros, Marfa Joao Rodrigues,
Francisco Aldecoa, Soledad Gallego, Irune Aguirrezabal, Josep Borrell, Doménec Ruiz and
Xavier Vidal-Folch. Permanent guests at meetings of the Council are Gero Maass, Delegate
to Spain of the Friedrich-Ebert-Stiftung, and Maria Pallares, programme coordinator, also of
the Friedrich-Ebert-Stiftung.
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2. Economic union

European Union fiscal policy (particularly within the eurozone) must
return to an emphasis on growth, productive investment and innovation
to prevent Europe from being left behind in the digital revolution, and
to increase productivity and generate the kind of high-quality jobs that
are not threatened by automation.

The European Stability Mechanism (ESM) must be transformed into a
“final guarantee” in the face of fiscal or financial imbalances (with the
objective of converting it into a European Treasury or European
Monetary Fund with the capacity, in the medium term, to issue
eurobonds).

Europe must draw up a list of European tax havens, based on objective
criteria and free from political interference. Inclusion in this list should
incur a range of penalties.

The European budget should be increased to 3 per cent of the EU’s
GDP (over two legislatures) funded, at least in part, by a financial
transaction tax. This would be part of a wider move to make immediate
progress towards enhanced cooperation.

Investment in R&D+i must be increased to 3 per cent of EU GDP.

We need to further develop the Digital Single Market, migrating the
specificapplication and development model to European standardisation
within the existing framework of EU regulation, and implementing
educational programmes at all stages that place the necessary emphasis
on technology, innovation and enterprise, both at the theoretical and
the practical level.

3. Social Europe
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A social Europe must be based on solidarity.

The programme of establishing a “European Pillar of Social Rights”
must be accompanied from the outset by the approval of a directive on
decent employment conditions to guarantee a basic set of enforceable
rights, Europe-wide, designed not to obstruct but instead to promote
labour mobility and freedom of movement and residency within the
EU, with a particular focus on young people (as already occurs with the
Erasmus programme in the educational sphere).

We also need to begin the process of incorporating a social protocol
into the Treaties, affording the same guarantees to social rights that are
already provided for economic freedoms.
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— The European Semester reports must be modified to include social
indicators, with the aim of implementing counter-cyclical policies to
generate economic activity and to fund active employment policies.
Such policies have suffered from funding cuts since 2008, despite the
increase in unemployment as a result of austerity policies.

— European economic and monetary union should be complemented by
the formal launch of a European employment policy, one that would
not only generate jobs and promote investment but would also include
other measures such as the creation of a European element of national
unemployment benefits, helping those countries hardest hit by the
crisis to retrain their unemployed people, a strengthening of the European
Social Fund (ESF) for the long-term unemployed, and the creation of a
European minimum wage framework, taking into account the cost of
living and average salary in each member state to guarantee all workers
a living wage.

4. Protection of refugees

— Solidarity should be strengthened in this field, with the creation of a
European Fund to support refugees.

— Legal access routes should be expanded: humanitarian welcome
programmes, humanitarian visas and temporary protection schemes
must be accompanied by normal mobility mechanisms such as reuniting
families, employment mobility and mobility for students, along with
evacuation procedures for medical reasons. At the same time, these
measures must be designed in ways that prevent their manipulation by
people traffickers, and must include safeguards against exploitation in
recipient countries.

— Within the EU, a thorough-going revision of the directives and
regulations of the Common European Asylum System (CEAS) still needs
to be negotiated. Faced with a high volume of refugees, the Dublin
system has been found wanting and has failed to ensure that EU
member states comply with their responsibility to protect refugees.
Despite this failure, current plans for Dublin IV retain the existing
principle that asylum seekers must be accommodated by the country
of first arrival. The European Parliament and the Council still have the
option of aligning cooperation between countries of arrival and transit,
controlling external borders, and rules within the European Union,
based on the consistent evaluation and monitoring of human rights.
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. Foreign and defence policy

Donald Trump’s election and Brexit (each of which undermines support
for European security) represent both challenges and opportunities for
the EU to act as a major global power. To achieve this, there will need
to be a coalition of the willing between EU institutions and the leading
pro-European member states that wish to make progress in foreign and
defence policy.

The EU needs to complete its Foreign Policy provisions by establishing
its own integrated military force. Without such a move, the EU will not
be able to help re-establish peace, take military action to bring an end
to war, deal with threats to European security or protect civilian
populations that are affected by conflict.

The EU needs to establish a Europe of Defence and Security if it is to
be able to act with strategic autonomy. This can be done within the
framework of the Global Defence and Security Strategy through
permanent structured cooperation funded by the European defence
fund announced by the Commission, by individual countries and, if
necessary, through strengthened cooperation in this specific area.

The EU should open an internal debate to address the failed Transatlantic
Trade and Investment Partnership (TTIP) with the USA. This review
should place an emphasis on social issues, putting trade and investment
at the service of jobs and not vice versa. The agreement should be part
of a pan-European strategy for sustainable global development,
economic growth, the generation of high-quality jobs, and public
support for R&D+i.

The EU should unequivocally distance itself from the positions taken by
the new US administration with regard to trade (protectionism),
migration (restrictions on Muslim countries), and energy and climate
change (disregarding the Paris climate change agreement). Likewise,
the EU should make clear its disapproval of Trump’s aggressive stance
towards China, his boycott of the nuclear agreement with Iran
regardless of the latter country’s compliance, or his advocacy of a
unilateral solution to the Israel-Palestine conflict.
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. Brexit

The 27 member states and the EU institutions must maintain the unity
and cohesion around the issue of Brexit that they have displayed so far
and which are the only way to defend the interests of European citizens
and to ensure the survival of the European project. It is essential,
throughout the negotiations, to resist the appeals to narrow interests
and the “divide and rule” tactics that the UK's negotiators will
undoubtedly seek to deploy.

The European Parliament must be a full member of the negotiating
team, both for democratic reasons and because the Treaty means that
any agreement will require its approval.

The 27 member states and the EU institutions must approach the
negotiations in a positive, constructive spirit, resisting the temptation
to seek to exact revenge or to sabotage the Brexit process. The member
states of the EU are interdependent and it is therefore in the interests
of everyone to reach a good agreement; were the UK to crash out of
the EU without an agreement, this would be negative for member
states and citizens, and it is therefore important to avoid such a failure.
The negotiations should be conducted rapidly and efficiently, bearing
in mind that the withdrawal agreement needs to be finalised by May
2019. This is an absolute priority, as the EU cannot enter elections to
the European Parliament in the midst of a crisis, lacking a clear project
or clear leadership.

After the United Kingdom has left the EU, it will be necessary to
negotiate the framework for future relations between the two parties.
The priority in the initial withdrawal negotiations must be maintaining
the reciprocal rights of European citizens resident in the UK and of
British citizens in the EU.
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Manuel Ausaverri has been Director of
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executive consultant in transport, operations
and infrastructure with a focus on airports, air-
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career, he directed numerous strategic projects
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Juan Moscoso del Prado Hernandez has
been a Member of Parliament (MP) — Congreso
de los Diputados in Spain — between 2004 and
2016. As MP he was spokesman of the Economy
and Competitiveness Committee between 2014
and 2016, and before, Spokesman of the
European Union Committee between 2006 and
2014, also, member of the Foreign Affairs
Committee and Deputy Chair of the Spanish
Delegation to the IPU Assembly. Previously, Juan
has been member of the Federal Executive
Committee of the Socialist Party of Spain (PSOE)
between 2012 and 2014 as Secretary for Europe
(“shadow minister”). Also, between 2009 and
2012 he chaired the Spanish delegation to the
Council of Europe Parliamentary Assembly. In
2011 he was the PSOE candidate for major of
Pamplona. Juan holds a PhD in Economic
Sciences from the Universidad Auténoma de
Madrid (Spain), a Master in Economic Sciences
from the College of Europe, Bruges (Belgium),
and a Bachelor in Economics from Kent
University (UK). He has been Associate Professor

144

of Economy at the Carlos Ill University of Madrid,
Economics Department (1997-2004). He has
also worked as an Economist and analyst at
Analistas Financieros Internacionales (AFI)
(1993-1994) — Spanish consulting firm —, at
Banco Espafol de Crédito (Banesto), at the
Economic and Social Council of Spain (CES)
1994-2004, and as an international consultant
for the European Commission and the
International Labour Organisation (ILO). Juan
has published 350 articles about politics, econ-
omy and international relations in media and
specialised magazines. On April 2014 he pub-
lished his latest book, Being now a progressive
(Deusto), and before, Entrepreneurship in Spain,
a scarce resource? (Instituto de Estudios
Econémicos 2008). Lecturer, speaker, panellist,
professor, in all kind of forum (universities, grad-
uate schools, think-tanks, foundations), partici-
pant in 200 conferences and seminars in 61 dif-
ferent countries. Trustee and board member of
several relevant Foundations and Think Tanks.

Vicente Palacio is director of the Fundacion
Alternativas Observatory of Spanish Foreign
Policy and professor at the School of International
Relations of the Instituto de Empresa. He has
directed and coordinated research for the
Socialist Group in the Spanish Parliament and
the Ministry of Foreign Affairs and Cooperation
of Spain. Palacio has been associate professor of
International Relations at Syracuse University
and a Visiting Fellow and Visiting Researcher at
Harvard University's Department of Government.
He is author of dozens of analyses and articles
for the specialised press on the subjects of
Spanish and EU foreign policy, transatlantic rela-
tions and EU-Latin American relations. His latest
book is After Obama. The United States in No
Man’s Land (Catarata, 2016). He is a frequent
contributor to the journal E/ Pais.



Maria Pallares is Programme Coordinator
at the Friedrich-Ebert-Stiftung (FES), Madrid.
Previously, she has worked as research fellow for
Notre Europe (Paris), the Rafael Campalans
Foundation (Barcelona) and as free-lance con-
sultant. She holds a Master in European Affairs
from Sciences Po., Paris.

Nicolas Sartorius. A lawyer and journalist
by profession, Sartorius is executive vice-presi-
dent of the Fundacion Alternativas. Imprisoned
for several years during the Franco dictatorship
for his trade union activities, he was co-founder
of Comisiones Obreras and member of the
Spanish Parliament for the Spanish Communist
Party and Izquierda Unida for several terms up
until 1993. He participated in social and political
negotiations during the Spanish Transition.

BIOGRAPHIES

Since that time, he has devoted the greater part
of his time to writing. He is a frequent contribu-
tor to newspapers such as E/ Pais and is the au-
thor of numerous essays including E/ resurgir del
movimiento obrero, El sindicalismo de nuevo
tipo, Un nuevo proyecto politico, Carta a un es-
céptico sobre los partidos politicos, La memoria
insumisa: sobre la dictadura de Franco, El final
de la Dictadura: la conquista de la libertad en
Espafia and contributor to Una nueva globali-
zacion: propuestas para el debate.

Robert Schachtschneider works in the
field of energy policy and was former assistant
to MP Dirk Becker, former spokesperson for en-
ergy and economy, Social Democratic Party,
Germany.

145






3-D: Three-dimensional

AECID: Agencia Espafiola de Cooperacion Internacional
para el Desarrollo (Spanish Agency for International
Development Cooperation)

AEOI: Automatic Exchange of Information

AfD: Alternative fur Deutschland (Alternative for
Germany)

AFI: Analistas Financieros Internacionales (International
Financial Analysts)

ANO 2011: Akce nespokojenych obcanl (Action of
Dissatisfied Citizens in the Czech Republicin 2011)

ATAD: Anti-Tax Avoidance Package

BAMF: Bundesamt fir Migration und Fliichtlinge
(Federal Office for Migration and Refugees)

Banesto: Banco Espariol de Crédito (Spanish Credit
Bank)

BEPS: Base Erosion and Profit Shifting

BRICS: Association of five major emerging national
economies: Brazil, Russia, India, China and South
Africa

CbCR: Country-by-Country Reporting

CCCTB: Common Consolidated Corporate Tax Base

CCTB: Common Corporate Tax Base

CDU-CSU: The Union Parties CDU (Christlich
Demokratische Union Deutschlands [Christian
Democratic Union of Germany]) and CSU (Christlich
— Soziale Union in Bayern [Christian Social Union
Bavaria])

CEAS: Common European Asylum System

CELAC: Comunidad de Estados Latinoamericanos y
Caribenos (Community of Latin American and
Caribbean States)

CEO: Chief Executive Officer

CES: Consejo Econdmico y Social de Espafia (Economic
and Social Council of Spain)

Ceseden: Centro Superior de Estudios de la Defensa
Nacional (Spanish Centre for National Defence
Studies)

CETA: Comprehensive Economic and Trade Agreement

CFSP: Common Foreign and Security Policy

CHREN: Center for Human Rights Erlangen-Nuremberg

CNA: Central News Agency

Acronyms

CNN: Cable News Network

CO,: Carbon dioxide

COP21: UN Summit on Climate Change in Paris,
December 2015

CoR: Committee of the Regions

CRS: Common Reporting Standard

CSDP: Common Security and Defence

DAC: Council Directive 2011/12/UE on Administration
Cooperation

Daesh: ¢laly Blall § &uaddl Ay, ad-Dawlah al-Isla
miyah fi 'I-'Iraq wa-sh-Sham (The Islamic State of
Iraq and the Levant)

DAC: Development Assistance Committee of the
OECD

DF: Dansk Folkeparti (Danish People’s Party)

DFI: Direct Foreign Investment

EASO: European Asylum Support Office

EBCG: European Border and Coast Guard

EC: European Commission

ECB: European Central Bank

ECHR: European Convention on Human Rights

Ecofin: Economic and Financial Affairs Council

ECRE: European Council on Refugees and Exiles

EEAS: European External Action Service

EESC: European Economic and Social Committee

EEU: European Energy Union

EIF: European Integrated Force

EMU: Economic and Monetary Union

EP: European Parliament

EPU: European Political Union

ESCC: European Steel and Coal Community

ESDP: European Security and Defence Policy

ESF: European Social Fund

ESM: European Stability Mechanism

ETS: Emission Trading System

ETUC: European Trade Union Confederation

EU: European Union

EU-27: 27 EU Member Countries

EUFOR/ALTHEA: European Union Force Althea,
military deployment in Bosnia and Herzegovina

EULEX: European Union Rule of Law Mission 147
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Eurojust: The European Union’s Judicial Cooperation
Unit

Europol: European Police Office

FA: Fundacion Alternativas (Alternatives Foundation)

FES: Friedrich-Ebert-Stiftung (Friedrich Ebert
Foundation)

FN: Front National (National Front)

FOX: Fox News Channel

FPO: Freiheitliche Partei Osterreichs (Partido de la
Libertad de Austria)

Frontex: Frontiéres extérieures (External Borders)

G20: Group of Twenty, International forum for major
economies

GDP: Gross domestic product

HQ: Headquarters

ICT: information and communications technology

IESE: Instituto de Estudios Superiores de la Empresa
(Institute of Higher Business Studies)

ILO: International Labour Organisation

IPU: Inter-Parliamentary Union

ISIS: (so called) Islamic State of Iragq and Syria, Daesh

IT: Information Technology

JCPOA: Joint Comprehensive Plan of Action

M15: Anti-austerity movement in Spain on the 15" of
May, 15M Movement

M5S: E/ Movimento 5 Stelle (Five Stars Movement)

MBA: Master of Business Administration

MEP: Member of the European Parliament

Mercosur: Mercado Comun del Sur (Southern Common
Market)

MIT: Massachusetts Institute of Technology

MP: Member of Parliament

NAFTA: North American Free Trade Agreement

NATO: North Atlantic Treaty Organization

NEET: Not in Education, Employment or Training

NGO: Non-governmental organization

NPD: Nationaldemokratische Partei Deutschland
(National Democratic Party of Germany)

OECD: Organisation for Economic Co-operation and
Development
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P5+1: Five Permanent Members of the UN Security
Council China, France, Russia, United Kingdom
and United States plus Germany

PhD or Ph.D.: Philosophiae doctor (Doctor of
Philosophy)

PiS: Prawo i Sprawiedliwos¢ (Law and Justice Party in
Poland)

PPP: Public-private partnership

PSOE: Partido Socialista Obrero Espanol (Spanish
Socialist Worker's Party)

PVV: Partij voor de Vrijheid (Party for Freedom in the
Netherlands)

QE: Quantitative easing

R&D: Research and development

R&D+i: Research, development and innovation

REFIT: European Commission’s Regulatory Fitness and
Performance

SGP: Stability and Growth Pact

SPD: Sozialdemokratische Partei Deutschlands (Social
Democratic Party in Germany)

SPPM: Social Protection Performance Monitor

SVR: Sachverstdndigenrat deutscher Stiftungen fir
Integration und Migration (Expert Council of
German Foundations on Integration and Migration)

TEEC: Treaty establishing the European Economic
Community

TEU: The Treaty on European Union

TFEU: The Treaty on the Functioning of the European
Union

TPP: Trans-Pacific Partnership

TSO: Transmission system operators

TTIP: Transatlantic Trade and Investment Partnership

UK: United Kingdom

UKIP: United Kingdom Independence Party

UNHCR: Office of United Nations High Commissioner
for Refugees

USA or US: United States of America
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any real plan for the future and is threatened by a combination of neoliberal policies,
the impact of the crisis, the donger of frogmemaﬂon, and hosﬂmy from abroad (Trump
and Putin). The old ideas have run their course but there is no sign of a replacement.
This creates a gap that the new populist parties — primarily of the right but also of the
left — have sought to exploit with anti-European formulae and the false promise of closed
borders. The results include Brexit and the democratic crises in Poland and Hungary.

The EU needs a revitalised project, a relaunch — as the title of this Report suggests — because
it is the best thing to have happened to generations of Europeans. This Report therefore
puts forward a range of ideas for this relaunch. The EU has to regain its leadership by
offering the policies that the continent, and the world, needs. It must create a specific
proposal, with immediate commitments, that has the power to convince Europeans.
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