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Authors note

This paper has been drafted as an input into the discussions at the EPC Strategic Council and the EPC's 20t
Anniversary Conference on 13 October 2016, as part of a wider process of determining the EPC's strategic direction
for the coming years. It aims to inspire the debate in Brussels, in the member states and between EU countries by
trying to pose some of the more fundamental questions about the future of the European Union. While we do not
have ready-made answers and solutions to Europe's many challenges, we hope that this paper and the subsequent
debate can help to identify where the EPC should focus its analytical and convening capacity going forward.

This paper builds on the EPC's long-term focus on the future of Europe, which has brought in many voices from within
and outside the EPC, notably through projects such as the (still ongoing) New Pact for Europe project. We would like
to thank everyone who has directly or indirectly contributed to this paper, specifically EPC President Herman Van
Rompuy, all members of the EPC's Governing Board and the EPC's staff, who have all discussed and commented on
some earlier versions of the ideas presented in this paper — although the responsibility for its content lies only and
alone with its authors. A special thanks goes also to the EPC's Ewa Chomicz, Norma Rose and Giovanni Grevi, who all
contributed specific elements to this paper, and to Rebecca Castermans for the final editing. Finally, a very big thanks
to Jacki Davis for her advice and pro-active editing.

This publication would like to commemorate Max Kohnstamm, one of the founders of the European Policy Centre,
who was one of the key figures in the construction of Europe after the Second World War. The fight against the
danger of a more regressive and illiberal Europe would have been certainly close to his heart.



Foreword

The EPC is twenty years old. Recalling 1996, we can refer to the ‘good old days’
of the Union compared to today! Two years ago | published a book ‘Europe in the
storm’. Now | would rephrase this title: ‘Europe in the storms’.

This EPC publication, which has been drafted by Janis and Fabian, is about the
origin of these crises and about the way forward, about fear and about hope, and
how to turn fear into hope. | agree with almost every line of the text. Their
analysis shows very clearly what storms we face today. What do we need most
to overcome these storms?

We need a clear view on where we came from, on what our mistakes were, and
on the global picture — what is happening inside in our Member States and
outside, including in the US. So many similarities! The problems of the Union are
the ones of the Western world. The EU is the sum of the nation states and its
crisis is part of the crisis of each of our democracies and even of our civilization
as a whole. The rise of individualism is reflected now in politics. Fragmentation, particularism, nationalism, identity
obsession, anti-free trade feelings, polarisation, and aggressiveness have roots going beyond traditional
explanations.

We need a reinstatement of values such as solidarity, moderation, compromise, and consensus. This is the
prerequisite for political stability, social cohesion and integration. Of course, we should make this possible by
combating excessive inequalities, irregular migration, terrorism, unfair competition, climate change, and
unemployment. But promoting values is an important aim in itself. We need a new version of the social market
economy with a modern definition of ‘social’, including security.

We are at a crossroads. An open and a closed society, space and place, web and wall are the ways in front of us. But
we have to overcome the tensions through a mix of openness and protection.

We need a shared sense of the general interest. This mindset leads automatically to Europe because most of the
solutions have a European dimension. Reason was so much absent in the Brexit debate, and this empty rhetoric is
employed by many populists. Blind nationalism is the opposite of rationalism.

But opposing polarisation requires, of course, making an effort. We need leadership. A mix of listening and
conviction. Compassionate for our own people and for those with whom we live in our societies and in Europe. A
humane leadership, not exploiting anxiety and enhancing prejudices. Pointing out rights and duties.

The Union will not implode but we cannot take any chances. The status quo is not an option. Initiatives have to be
taken even if it goes partially against the ‘Zeitgeist’, the spirit of the age. We will reclaim ‘le salon de I'Horloge’ if the
spirit of the Schuman declaration can still inspire some!

Herman Van Rompuy

President of the European Policy Centre;
President Emeritus of the European Council and former Prime Minister of Belgium
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Executive Summary

After the Brexit vote and the collective failure to predict the impending earthquake and ‘sign of times’, it would be a
mistake to carry on as if nothing had happened. Although the UK is undoubtedly a special case, there is a need to
reflect more fundamentally on the state of European integration and its future prospects. Next year’s
commemoration of the 60t anniversary of the Treaty of Rome provides a good opportunity to ask some fundamental
questions: Where do we stand? What can we expect? What is the biggest threat? And how could we respond?

For many years, the EU has been in the grip of a fundamental crisis which has threatened historic achievements of
European integration. Despite some remarkable steps forward which would have been unthinkable before the storm
struck, none of the complex and interlinked crises that have buffeted the Union have been structurally resolved and
the EU and its members are suffering from the collateral damage caused by the poly-crisis: fragmentation, distrust,
increased divergence, social and political cleavages, inability to fairly balance national interests, reputational damage,
as well as frustration with today’s Union. At the same time, the EU has been remarkably resilient. Sixty years on,
European integration has become part of most of Europe’s collective DNA. Its benefits, and ever-growing
interdependence, would make it extremely costly to abandon or radically scale back the European project. So, given
the current state of the Union, what potential paths are open to the EU in the years to come?

‘Muddling through’ remains the most likely path for the foreseeable future. This does not mean a standstill, but
rather implies an incremental step-by-step process driven by immediate pressures, but based on lowest common
denominator approaches and without a clear, proactive vision of the future. There are strong arguments as to why
a higher level of cooperation and integration, and more discretionary powers at EU level, would be more effective in
responding to the challenges facing Europe. But we are unlikely to witness a qualitative leap forward any time soon,
given the fragmentation and distrust between member states and the negative public climate in most EU countries.
But will ‘muddling through’ be enough? To answer this question, one needs to take a step back and pose a more
fundamental question: what is the biggest threat facing Europe and what are the key factors fuelling it?

What is at stake is much more than the EU itself: it is the danger of a regressive and illiberal Europe —a Europe in
which key values, orientations, norms, and principles are being undermined. A Europe that becomes increasingly
nationalistic, protectionist, discriminatory, xenophobic, intolerant and authoritarian. A Europe that is backward- and
inward-looking, more inclined to oppose globalisation, trade and exchange, migration, heterogeneity, cultural
diversity, self-determination, and the principles of an open society. A ‘closed Europe’ in which the influence of those
advocating simplistic solutions to complex challenges is increasing, with their political rhetoric and ideology framing
or even dominating the public discourse.

The key trend that is playing into the hands of those who advocate this type of Europe is the increasing polarisation
of our societies. Divided societies are the fertile ground on which extremists and populists on all sides of the political
and societal spectrum thrive. They are the basis upon which they can develop an ‘us versus them’ logic that
undermines cohesion within and between our societies: ‘us’, the champions of honest (native) ordinary people
against ‘them’, the corrupt elites (‘the establishment’), including the EU. The main dividing line is between the
(potential and perceived) ‘winners and losers of change’. This polarisation is fuelled by multiple insecurities in an age
of massive transformation; not ‘only’ socio-economic, but also societal and cultural, generational, technological and
security insecurities. Growing numbers of people (including the middle classes) feel overwhelmed by the pace of
change, fearing future marginalisation.

‘Zukunftsangst’ (fear of the future) and the ‘politics of fear’ are the result of these multiple insecurities. This leads to
a growing spirit of ‘anti-cooperation’; a spirit which, at all levels of political life, makes it more and more difficult to
forge compromises. An increasing number of citizens no longer see the benefits of cooperation, but are increasingly
inclined to either withdraw from traditional political processes or to ‘stand up’ and protest against the establishment.
They become Wutblirger (angry citizens) searching for an outlet to express this anger and attracted by nostalgic,
simplistic and counter-factual arguments.

In this climate, traditional political forces are increasingly squeezed. The mainstream struggles to present a credible
counter-narrative. Simplistic rhetoric and radicalism are infiltrating, guiding or even dominating the discourse. Many
arguments which were previously considered unthinkable and unsayable become socially and politically acceptable,
publicly expressed and multiplied by traditional and new social media. The result is a radicalisation and brutalisation
of debates, which further deepens societal divides, playing further into the hands of populists and extremists.

Vi
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Nationalism, authoritarianism, illiberalism, polarisation, Zukunftsangst, the politics of fear, and anti-cooperation are
not just European phenomena. A glance across the Atlantic shows that. However, the EU is much more vulnerable
to the populist onslaught. It has become a popular ‘punch bag’, an easy target and prey. But the EU is not really the
main concern of many of its attackers. They use opposition to European integration as a vehicle for their ultimate
objective: to strengthen their influence and power at home.

What can be done to counter the danger of a more regressive and illiberal Europe? Cleary, there is no single answer,
no magic bullet. But this paper identifies some guiding thoughts worth considering:

e  First, while the key means to counter the polarisation of societies lie at national level, the EU has a decisive role
to play, by focusing on delivering a ‘Europe of results’. However, given the limits to the powers, competences
and instruments allocated to the European level, it must be careful to avoid creating false expectations. It must
not fall into an ‘expectations-capability trap’ which Eurosceptic forces can use against it. It should concentrate
on projects and initiatives where it can deliver results that make a tangible difference. Frantic measures launched
simply to show that the ‘Union’ is doing ‘something’ should be avoided. This is not about ‘less Europe’ but about
a more effective, realistic and credible EU.

e Second, democratic forces committed to an open, values-driven Europe need to find ways to protect citizens
from the negative aspects of globalisation while abiding by Europe’s fundamental principles and values when
dealing with the outside world. They have to counter the perception that the EU is an agent of unfettered
globalisation. Attempting to conceal the obvious negative consequences of more integrated global markets
makes no sense. But it is also true that Europeans have profited immensely from expanding markets and
economic development in other parts of the world. Pro-European democratic forces need to find ways to
combine the benefits of open markets with the requirements of a social-market economy. If they fail, anti-EU
and anti-liberal forces will prevail and the resulting polarisation between the potential and perceived winners
and losers of changes will further play into their hands.

e Third, if democratic forces, who oppose a regressive and illiberal Europe, want to counter populist rhetoric
effectively, they must demonstrate the benefits and obligations deriving from belonging to the ‘European club’,
which should also determine the EU’s negotiating stance with the UK. They should avoid blurring boundaries
between EU and non-EU countries, motivate non-euro countries to join the common currency and ensure that
all EU countries adhere fully to the Union’s fundamental rights and democratic values. Exceptionalism is not the
way forward. To strengthen the arguments in favour of the EU and to weaken anti-European arguments, there
is a need to enhance the ‘club logic’ of the Union: the full range of opportunities and protection provided by
European integration can only be enjoyed if you are a full member.

e Fourth, national pro-European democratic forces and their leaders must: (i) offer a forward-looking counter-
narrative, explaining why European integration is a ‘win-win’ from a national perspective; (ii) mitigate the
multiple insecurities fuelled by the crises through concrete actions aimed at enhancing the ability of societies to
deal with change while balancing the distribution of wealth; and (iii) end the habit of blaming ‘Brussels’. They
should do all of this not for the sake of the EU, but out of enlightened self-interest. They must have the political
courage to explain the virtues and benefits of an open, tolerant and diverse society, making it clear why such
societies will ultimately be better able to deal with the forces of change in an increasingly interdependent
European and global environment. The ‘blame-Brussels’ game merely strengthens those who argue in favour of
a much looser and disconnected Europe, and tends to increase support for populist forces.

European integration is in deep crisis but, as this paper tries to show, the origins of that crisis lie deeper and challenge
more than ‘just’ the European Union. If polarisation cannot be halted and the insecurities fuelling it are not
addressed, the EU could become its first prominent victim. But the loss will be greater than the disintegration of an
international institution. At the end of day, it is not about the EU but about something much more significant: it is
about our way of life; it is about being open, cooperative, inclusive, free, and internationalist societies.

Vil
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| INTRODUCTION

The prophets of doom have time after time predicted the imminent collapse of the European Union (EU), but
until recently, they were always proved wrong. Some predicted a Greek exit from the euro (‘Grexit’), others
warned of an upcoming implosion of the common currency, the end of Schengen or a military stand-off
between the West and Russia triggered by the Ukraine crisis. None of these things happened — although
Europe has paid a high political, economic and social price for each of these crises and none of these risks has
yet receded entirely.

But now an accident has happened: a ‘worst-case’ scenario has materialised, a storm has hit the EU with full
force, with a majority of British voters deciding that the UK should withdraw from the club. The full
consequences of the ‘Brexit’ vote for the UK and for the remaining EU-27 are not yet clear, but the referendum
result signals a need to rethink European integration.

The outcome of the referendum came as a surprise to many in Brussels and in national capitals. Everyone was
aware of the background: the UK had always been different, in many ways an “awkward partner” (George,
1979). No one doubted that UK Prime Minister David Cameron’s decision to call an in/out referendum was a
risky bet. It was no secret that public attitudes towards the Union were highly negative, poisoned by decades
of EU-bashing from all sides of the political spectrum (including those in power), a rise in anti-establishment
sentiment, and very negative press coverage of the EU. But very few expected that a majority of British voters
would risk taking the ultimate step, that they would vote against their own economic (and, arguably, political)
interests. Continental Europeans watched the heated referendum debate in the UK — often based on
exaggerations or even outright lies — with concern, but most thought the fear of economic uncertainty
following a vote to withdraw would ultimately prevent Brexit. They were wrong.

The UK is undoubtedly a special case, but the collective failure to read the ‘signs of times’ is nevertheless
alarming. It tells us something about the UK but also about the overall situation in the EU and in its member
states, and about our (limited) ability to read the public sentiment. It would therefore be a mistake to carry
on as if nothing has happened. Beyond the need to deal with the aftermath of the Brexit vote in concrete
terms —which is, in itself, a highly complicated and difficult task — there is a need to reflect more
fundamentally on the state of affairs and the future prospects for European integration. Next year’s
commemoration of the 60" anniversary of the EU’s founding Treaty of Rome provides a good opportunity to
try and rethink some of the basics.

Immediately following the Brexit vote, the EU-27 launched a process of reflection on how the EU should
proceed. However, it remains far from clear where this debate will end, given the cautious mood in many EU
countries and the differences between national governments. Security and protection are the key issues
mentioned thus far in the so-called “Bratislava process”. This comes as no surprise given the difficulties on
reaching agreements in other, much more contested, areas related, for example, to ‘solidarity’ in responding
to the migration challenge or the future of Economic and Monetary Union (EMU). It seems likely that leaders
of the EU-27 will reach a consensus at the end of the reflection process. But given the disagreements among
governments, it is not clear how ambitious and concrete the final outcome will be and whether they will be
able and willing to implement what they sign up to in a ‘solemn declaration of Rome’; i.e. whether their
‘Sunday talk’ will be matched by ‘Monday’s walk’.

Despite the seismic shift triggered by Brexit, the rest of the EU appears to be struggling to give itself fresh
impetus based on a common vision. Why is this? To understand why the process of European integration
appears to be stuck in a quagmire or even in danger of going into reverse, a number of basic questions need
to be addressed: Where do we stand now? What is the state of the Union, or rather the state of its crises?
What can we expect in the foreseeable future and will the EU’s likely response suffice? What is the biggest
threat facing Europe and what are the key factors fuelling this threat? And what should be done about this at
European and national level?
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II' WHERE DO WE STAND? UNRESOLVED POLY-CRISIS & COLLATERAL DAMAGE

For many years now, the EU has been in the grip of a fundamental crisis which has undermined and at times
even threatened the historic achievements of European integration. Despite some remarkable achievements,
none of the complex and interlinked crises that have rocked the Union and its members in recent years has been
fully resolved. At the same time, the EU is suffering from the collateral and cumulative damage caused by the
negative experiences of recent years: fragmentation, distrust, increased divergence, inability to fairly balance
national interests, social and political cleavages, reputational damage, and frustration with today’s Union. Crisis
mode has become the new normal and it is highly questionable whether the EU will emerge stronger from
these crises, as it has done in the past. Instead, it faces the unhappy prospect of prolonged and constant agonies.

While Europe has clearly been battered by multiple crises since 2008, it still is difficult to assess the current ‘state
of Union’ given the complexity and evolving nature of the situation. Future historians will have to evaluate the
full significance of these developments for the European story from a distance.

But one thing seems certain: the cumulative impact of enduring crises is threatening some of the achievements
of European integration. Since the 1950s, this process has been the product of grand aspiration, born of the
horrific experience of two devastating world wars. Inspired by the imagination of pragmatic visionaries like
Robert Schuman, Jean Monnet, Altiero Spinelli, and Winston Churchill, and guided by the political courage of
political leaders such as Konrad Adenauer, Charles de Gaulle and Alcide De Gasperi, the EU’s founding six
member states embarked on a journey without a clear destination, but in the hope of breaking Europe’s century-
old vicious cycle of violence and vengeance, based on a commitment to work together.

Their bold experiment aimed at securing peace, freedom, stability and security and providing a solid basis for
economic and social prosperity throughout the continent, grounded on the rule of law. Much has been achieved.
Six decades later, cooperation among EU countries has reached a level the founding fathers aspired to but
were not sure Europe could ever accomplish: multiple rounds of enlargement, including the reunification of the
continent; the launch of the Single Market with its four freedoms; the abolition of border controls; the creation
of a common currency; and, most significantly, the absence of military conflict between EU countries — all these
achievements testify to the historical success of the European project.

However, the project is not — and never was — perfect and the integration process has not been without major
ups and downs. In fact, the history of European integration is littered with crises —from the failure to establish a
European Defence Community and a European Political Community in the 1950s to an extended period of
Eurosclerosis in the 1970s and early 1980s, and a series of reform crises in the last 25 years marked by repeated
rejections of new EU treaties and a growing distance between the EU and its citizens.

But despite a series of heavy blows, the European project has, until now, always bounced backed and emerged
stronger than before. The founding of the EEC in 1957 (starting with functional economic, rather than political,
integration); the 1995 Single European Act and the Europe ‘92 project to establish a Single Market; the
Maastricht Treaty in 1991/1992 establishing the Economic and Monetary Union (EMU); the creation of the
Schengen Area; and the entry into force of the Lisbon Treaty in 2009 all demonstrated that, although European
integration was not crisis-free, it was until recently crisis-proof, reflecting a recognition among Europeans that
while integration might not be perfect, it was still the best option to secure a better future.

Nature and elements of an unresolved poly-crisis

But this time the situation is more serious. Even before the crises struck, the EU and its members were facing a
number of complex challenges: ageing populations threatening the sustainability of Europe’s welfare states;
rising social inequalities; an overriding need to address climate change; the growing challenge from new global
competitors; a fear of falling behind technologically; insufficient integration of those from a migrant background;
and low economic growth rates, with the prospect of the next generation being poorer than the previous one.

Europe’s societies and economies were already changing at an unprecedented rate. The multiple crises that have
rocked the EU since 2008 have exacerbated problems and deficiencies that had been evident for at least a
decade. Deep cracks have appeared in the European project. Uncertainty has increased as the number and
complexity of interrelated crises have multiplied. The future of the EU is in doubt.
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Europe is facing a ‘poly-crisis’ that includes a number of highly-complex, multi-rooted and deeply interlinked
crises, from the financial and economic crisis to the geopolitical crisis with Russia and instability in Europe’s direct
neighbourhood, the migration and refugee crisis, as well as (Islamist) terrorism.

Europeans have tried their best to avoid the most negative outcome in each and every case. But they have not
been able to make the Union ‘crisis resistant’. None of these crises have been solved and structural deficits in
the European construction remain. But the EU and its members do not only struggle with the consequences of
each crisis, they also have to face the cumulative collateral damage the poly-crisis has caused.

An analysis of each crisis shows that while much has been done to avert catastrophe, many of the structural
reforms essential to achieve long-term stability are stalled. The EU appears incapable of decisive action,
paralysed by the complexity and magnitude of the challenges it faces, differences between national
governments, and a negative mood regarding today’s Union in many member states.

e Financial, economic and euro crisis: After the collapse of Lehman Brothers in 2008, Europe became the
epicentre of the biggest financial and economic crisis since the Great Depression of the 1930s. What began
in Europe as a government debt crisis in one of the smallest economies on its periphery soon exposed the
fundamental flaws in a fully-fledged monetary union without an equally strong economic and political union.
Furthermore, this crisis involved a number of highly complex, multi-rooted and interlinked sub-crises,
including a banking crisis, a public-debt crisis, a private debt crisis, a competitiveness crisis, a growth and
investment crisis, a social and employment crisis, and an institutional crisis.

As the Greek crisis escalated in early 2010,
many European leaders insisted that the
country’s problems were unique. But markets
disagreed and the contagion spread to other
EU countries. As the dominos began to fall, it
became obvious that the EU —and especially
the euro area — was insufficiently equipped to
weather the storm; that EMU lacked the
necessary institutional structures,

= procedures, rules, and instruments to
%' ” ' 4 b prevent such a crisis from beginning,

spreading and deepening.

MULTIPLE € OF EURD CRIsSis
(4 In this unprecedented situation, there was no
S textbook that European and national
decision-makers could turn to for guidance on
how to effectively deal with the crisis.
Responses have often been slow, insufficient
and sometimes ill-advised, and the results
sometimes meagre and disappointing. There
are strong grounds for arguing that a more pro-active, bolder approach — taking into account the collective
interests of the euro area rather than predominantly national interests — could have limited some of the
negative economic, financial, social and political impacts of the turmoil.

However, despite these shortcomings, the EU and its members have individually and collectively made
some remarkable progress in recent years. The pressures generated by fears of a euro implosion or an
involuntary exit by one or more countries have made many reforms and developments possible at both
European and national level which were unthinkable before the outbreak of the crisis.

We have witnessed huge bailout programmes for Greece, Ireland, Portugal, and Cyprus, with strong
conditions attached and supervised by the Troika; the creation of two multi-hundred-billion-euro rescue
mechanisms, the European Financial Stability Facility (EFSF) and the European Stability Mechanism (ESM);
unprecedented fiscal consolidation efforts in the deficit countries, accompanied by deep and painful
structural reforms; a partial write-off of Greek debt; the strengthening of EMU governance, especially within
the euro area, with numerous innovations including a reformed Stability and Growth Pact (through the so-
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called ‘Six-Pack’ and ‘Two-Pack’); the introduction of stronger and new instruments of economic governance
to enhance coordination of key economic and fiscal priorities (including the European Semester); and the
creation of an annual system of macroeconomic surveillance to assess the risks of macro-economic
imbalances and vulnerabilities.

Unemployment rate

Source: Eurostat, Unemployment by sex and age - annual average,
http://ec.europa.eu/eurostat/web/products-datasets/-/une rt_a [last accessed 21.09.2016]

We have seen the European Central Bank engaging in unprecedented action to support the sovereign debt
market and provide liquidity lifelines to banking systems under stress and prop up the EU economy through
Quantitative Easing (QE), at times pushing up against the legal boundaries of the EU Treaties; the creation
of a limited banking union with a Single Supervisory Mechanism (SSM) and a Single Resolutions Mechanism
(SRM) backed by a Single Resolution Fund; and a significant reduction in the risk of a country leaving the
common currency, which has boosted confidence and substantially reduced the danger of a euro meltdown.

However, despite all these efforts and achievements, the EU has struggled to get ahead of the curve and
persuade markets and citizens that it is capable of meeting the existential challenges posed by the crisis. At
times, it seemed that the ‘crisis snowball’ might spiral out of control and trigger an avalanche with the
potential to bury the euro and the European project beneath it.

Today, fears of the worst-case scenario have receded, but the underlying challenges remain unresolved.
Although the euro zone is recovering, economic imbalances and divergences between member states have
increased. Employment has recovered somewhat since 2013, but unemployment levels (especially youth
unemployment) remain unacceptably high in EU countries hit hardest by the crisis. GDP growth has
improved, but it is still fragile and unevenly spread, and annual productivity growth remains too low
compared with Europe’s global competitors. Low energy prices and a favourable euro exchange rate (as a
result of QE) are positive tailwinds; without them, growth would probably struggle to exceed the low
structural rate of around 1%. The European banking system remains highly fragmented and vulnerable (as
witnessed by the recent problems of some Italian and German banks), and the link between sovereigns and
banks has not been broken. The banking union remains incomplete as it still lacks a strong third pillar
including a European Insurance Deposit Scheme (EDIS). Levels of public and private debt levels remain high,
while an increasing volume of non-performing loans are putting additional pressure on the banking sector
in numerous EU countries, including some heavyweights like Italy. Real interest rates are much higher than
in the past in some euro countries, undermining the ability of existing and new companies to invest and
compete on a level playing field.


http://ec.europa.eu/eurostat/web/products-datasets/-/une_rt_a
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Public debt

Source: Eurostat, Government deficit/surplus, debt and associated data,
http://ec.europa.eu/eurostat/web/products-datasets/-/gov_10dd _edpt1 [last accessed 21.09.2016]

Bank non-performing loans (NPLs) to total gross loans

Source: For country data— IMF, Financial Soundness Indicators,
http://data.imf.org/?sk=388DFA60-1D26-4ADE-B505-A05A558D9A428&sid=1459341854713&ss=1469128361826

[last accessed 08.09.2016]; for EU and Euro aggregates — World Bank, World Development Indicators
http://data.worldbank.org/indicator/FB.AST.NPER.ZS [last accessed 08.09.2016]

The overall level of investments in the EU is much lower than, for example, in the US, increasing the threat
of long-lasting economic stagnation. The economic competitiveness of numerous member states, including
key countries such as France and Italy, is still lower than that of their main European and global competitors.
Europe in general has to boost its competitiveness, requiring both national reforms and EU initiatives,
including the Energy Union, Digital Union, investments in research etc. The rules of the Stability and Growth
Pact are interpreted with great flexibility, which might be necessary at times but undermines the credibility
of the system. ‘Surplus countries’ —led by Germany — are not using their fiscal space sufficiently to stimulate
growth. In structural terms, EMU still lacks many of the elements proposed in the so-called Four Presidents’
and Five Presidents’ Reports: we have seen neither the introduction of a fiscal capacity (‘euro budget’) and
the creation of automatic stabilisers (for example, a complementary European Unemployment Scheme),
nor the incorporation of the ESM treaty into the EU treaty framework.


http://ec.europa.eu/eurostat/web/products-datasets/-/gov_10dd_edpt1
http://data.imf.org/?sk=388DFA60-1D26-4ADE-B505-A05A558D9A42&sid=1459341854713&ss=1469128361826
http://data.worldbank.org/indicator/FB.AST.NPER.ZS
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All of this shows that governments are not eager to go much further in deepening EMU integration beyond
the reform efforts already launched, even though more needs to be done to secure the euro’s long-term
future. There is no room for complacency either at European or national level, given the continuing fragility
of the economic, financial, fiscal, social and political situation. And yet collective efforts to overcome the
EMU’s remaining structural shortfalls have lost momentum since late 2012, with the decreasing threat of a
euro meltdown undermining governments’ willingness to take bold reform decisions at EU level.

Geopolitical crisis: The war in Eastern Ukraine and the illegal Russian occupation and subsequent annexation
of Crimea in 2014 triggered the most serious geopolitical crisis in Europe since the end of the Cold War. The
political stand-off between the ‘West’ and Russia over Ukraine has cast doubt on the future relationship
with Moscow and on prospects for stability in Eastern Europe. Together with other geopolitical instabilities
in Europe’s immediate neighbourhood, including first and foremost the war in Syria, this has increased the
pressure on Europeans to provide for their own security and defend their interests.

The developments in Ukraine took many people in the West by surprise. It demonstrated that the Russian
political and security establishment still view the West in adversarial terms, seeing the relationship through
the prism of a ‘zero-sum’ mentality. Through this lens, NATO — and increasingly EU enlargement —
symbolised a Western ‘victory’ which threaten Russia’s security interests in its near abroad.

Although EU enlargement was not originally perceived as a threat, this started to change after the launch of
the EU’s Eastern Partnership in 2009 and Vladimir Putin’s return to the presidency in 2012. The idea that the
West was trying to deny Russia its rightful place on the global stage has since garnered more support in the
Russian foreign policy establishment. The conflict over Ukraine has fuelled a nationalist rhetoric in Moscow
and severely narrowed down scope for dialogue with the West. With the war in Ukraine, the Kremlin
appears to be trying to create a cordon sanitaire to separate Russia from the EU and especially from NATO.
From Moscow’s perspective, the non-EU countries of the former Soviet Union are seen as a ‘sphere of
influence’ in which Russia has the right to play a leading role.

The Ukraine conflict caused the most serious deterioration yet in Europe’s post-Cold War security order,
which has become even more complex following Russia’s military engagement in Syria. Resolving the conflict
will remain one of the main stumbling blocks to any recovery in the relationship between the EU and its
biggest Eastern neighbour.

Given the diverse interests and different historical, cultural and political experiences and ties between
Moscow and individual member states, the EU has struggled to define and maintain a common response to
the Ukraine crisis. It has followed a balanced approach based on three main pillars: (i) strong political and
financial support for Ukraine; (ii) pressure on Russia and the Putin regime through the imposition of
sanctions coordinated with the US and other allies; and (iii) accelerated ties between other neighbouring
countries and the EU, with a special emphasis on Moldova and Georgia. This approach followed three
parallel objectives — de-escalation, containment/deterrence and cooperation — at the same time.

The geopolitical tensions sparked by the Ukraine crisis are unlikely to ease any time soon, and many Central
and Eastern European member states fear a further escalation of the stand-off between Russia and the
West. But up until now, the Minsk peace process (conducted predominantly by Germany with the support
of France) and the West's assertive response, supported by the progressive strengthening of NATO’s military
posture in the East, have averted further escalation of the conflict. Ukrainians are also even more convinced
now of the need to integrate as much as possible into European institutional structures. And despite all their
differences, EU member states have managed to maintain sanctions against Russia, in itself a success.

Given the low-intensity fighting in the Donbas region, the big gap between the positions of the opposing
parties and the degree of enmity between them, as well as Moscow’s interest to prolong insecurity and
uncertainty in the region, it is more than likely that the Ukraine crisis will remain a ‘protracted conflict’ for a
long time to come. Indeed, under these conditions, a re-escalation of the crisis cannot be excluded at some
point in future.

The struggle for the EU/West and Moscow to define a new modus vivendi will prolong the sense of
insecurity, especially in the countries closest to Russia. The danger of a new arms race is real. Together with
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many other geopolitical instabilities on Europe’s doorstep, especially in its southern neighbourhood (where
Russia has again become a key player), this may increase pressure on the EU and its members to intensify
their cooperation in the field of foreign policy, security and defence. But so far their hesitations and
ambivalence suggest that they are still far away from understanding and exploiting the Union’s potential
role as an anchor for regional stability, while the pressures are increasing given the US’ growing reluctance
to actively engage in Europe’s direct neighbourhood. It remains to be seen whether the latest proposals to
strengthen cooperation in the areas of security and defence, highlighted also in the context of the
Bratislava process, will deliver concrete results and whether the objectives defined by the European Council
already in 2013 will be implemented. We have witnessed similar initiatives and political momentum in the
past, but the results were often meagre, which comes as no surprise given the fact that foreign, security and
defence issues lie at the heart of national sovereignty.

Migration and refugee crisis: In the summer of 2015, a crisis of unforeseen magnitude began to unfold. The
unprecedented number of people arriving on Europe’s shores has been a source of tension, uncertainty,
disunity, and public discontent. Migration pressures are unlikely to decrease in the years to come —and are
likely to dominate national debates and election campaigns in many EU countries, including the French and
German elections in 2017 — and yet the EU still lacks a common migration, asylum and refugee policy
worthy of the name, despite some progress in recent months.

In 2015 and 2016 (until September), more than 1.3 million people have entered the EU, mostly via the
‘Western Balkans route’ from Turkey through Greece or through the ‘central Mediterranean route’ from the
Northern shores of Africa via Italy. On a global scale, some 60 million people have fled their homes and
around 20 million of them are displaced in the EU’s immediate neighbourhood, especially in Turkey,
Lebanon, Libya and Jordan. And although over 85% of the world’s refugees are hosted in developing
countries, Europe is —and will continue to be — a highly attractive destination.

Arrivals to Europe by sea Arrivals by sea Relocation of asylum
(thousand persons) (thousand persons) seekers (thousand persons)
- . = "

Source: UNHCR, Refugees/Migrants Emergency Response — Mediterranean, Sea arrivals evolution — Mediterranean sea, Comparison of monthly
Mediterranean sea arrivals to Greece and ltaly http://data.unhcr.org/mediterranean/regional.php [last accessed 04.10.2016); European Commission,
European Agenda on Migration — Factsheets: Relocation and resettlement,http://ec.europa.eu/dgs/home-affairs/what-we-do/policies/european-
agenda-migration/background-information/index_en.htm [last accessed 04.10.2016]

Europeans have struggled with the crisis and still find it difficult to forge compromises because of deep
differences of opinion between and within EU countries. There are two basic camps. On the one side are
those who argue that Europe has a moral, humanitarian, historical, and legal obligation to support those in
need of help and refuge. They insist that European societies are strong enough to provide assistance and to
welcome people forced to flee their homes, and the commitment shown by hundreds of thousands of
volunteers has proven this to be the case. They maintain that putting up fences between EU countries or
creating a ‘fortress Europe’ is no solution to the challenge. The EU and its members should rather welcome
refugees and ensure that everything possible is done to share the burden between countries and support
the integration of newly-arrived migrants. Many in this camp also argue that the inflow of people is positive
from an economic perspective, given that most EU countries are faced with shrinking and ageing societies.
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On the other side are those who argue that Europe must protect itself from the very large numbers of people
trying to reach the continent. They emphasise the need to secure the EU’s external borders and argue that
an inability to protect Europe’s frontiers will undermine the free movement of people within the Schengen
area. Many in this camp believe that ‘open doors’ and ‘generous support’ have motivated many more
people to come (and will continue to do so). They insist that there is an upper limit to the numbers that the
EU can cope with, as it will be very difficult and costly to integrate millions of people into European societies
and economies. Some even argue that the EU is threatened by ‘foreign infiltration’ and that the integration
of large numbers of (Muslim) migrants constitutes an unsurmountable and potentially dangerous challenge
to political and social cohesion within member states.

Given the diversity of opinions and the pressures on political actors, especially from right-wing populist
forces, the EU and its members have, since the outbreak of the crisis, struggled to identify and implement
a common response which balances security concerns and support for migrants/refugees and solidarity
between EU countries. Opposition to the relocation scheme adopted in September 2015 — which in theory
provides for the relocation of 160,000 refugees from Italy and Greece to other member states on the basis
of a binding and permanent mechanism — clearly demonstrates a strong ‘solidarity gap’ between
EU countries.

The predominant objectives, which have united the different camps to some extent, have been to safeguard
Europe’s borders, prevent a further unravelling of the Schengen area and, above all, to reduce the number
of people arriving in the EU by cooperating with countries of origin and transit. The key aim has been to
regain control of a rather chaotic situation, after more than one million migrants/refugees arrived in
unprepared member states in a very short period of time.

As migration/refugee flows remained high at the beginning of 2016, two key developments reduced the
numbers reaching the EU’s borders from third countries: the closure of the Western Balkan route and a
highly controversial agreement between the EU and Turkey. The latter helped to reduce the number of
refugees and migrants arriving in Greece substantially (from around 850.000 in 2015, to around 170.000 in
the first nine months of 2016). Although the deal was necessary to substantially decrease numbers, it is built
on fragile political grounds (especially following the failed coup attempt in Turkey) and is subject to serious
practical implementation problems, in particular with regard to the resettlement of refugees, as well as legal
and human rights concerns.

Despite the differences between EU governments over this issue, the migration and refugee crisis has
fuelled a number of developments. The prime example of this is the creation of a European Border and
Coast Guard, which was agreed between the Council and European Parliament within a record time of six
months. Similarly, EU governments were able to agree on the deployment of search and rescue operations
and on the launch of a military operation to fight migrant smugglers and traffickers. The EU has helped
displaced people within Syria and Syrian refugees in Turkey, and supported those EU countries most affected
by the crisis financially, with a particular focus on Greece. Despite some delays, Italy and Greece have set up
hot spots and NATO is operating patrols in the Aegean Sea. The Union has intensified its efforts to make
returns policy more effective, including a proposed new list of ‘safe countries of origin’. With the aim of
addressing some of the root causes of migration, the EU has also increased its support for refugee camps in
crisis regions, set up an Emergency Trust Fund for Africa and is striving to conclude new migration
partnerships with key countries, starting with Mali, Niger, Senegal and Ethiopia.

Notwithstanding these steps, the EU has not been able to agree on more structural innovations and reforms,
including the long-overdue reform of the Common European Asylum System (CEAS), encompassing reform
of the Dublin system, more measures to support member states in integrating refugees and migrants, and
a fairer distribution of migrants and asylum seekers among EU countries. It has failed to create more legal
avenues for migration, even though it is now extremely difficult for migrants/refugees to reach the EU
legally, undermining its commitment to international legal obligations and core European principles and
values. These and other issues have been sidelined.

The European Commission has come forward with numerous initiatives and legislative proposals, and it
remains to be seen whether these will find support in national capitals. The EU also needs to address the
root causes of migration, including by playing a stronger role in Europe’s unstable southern neighbourhood;
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more support for countries of origin and transit countries; and reform of EU policies that affect the rate of
migratory flows in areas such as agriculture, fisheries and the environment.

All in all, the political and legislative developments of the past year add up to a mixed picture. As the
migration and refugee crisis continues, it has become clear that to deal with the (potential) number of
people arriving on Europe’s shores effectively, the EU and its members need to agree on and implement a
more comprehensive strategy regarding human mobility. What we have witnessed in the last year is a
focus on immediate fire-fighting, with the attendant risk that the EU will run out of steam and fail to deliver
on more fundamental reforms, now that the numbers knocking on Europe’s doors have been at least
temporarily contained.

(Islamist) terrorism: In addition to all the above crises, the EU and its members are confronted with another
major internal security and societal challenge: terrorism, especially Islamist terrorism. Terrorism is certainly
not a new phenomenon. It has been a feature of the European landscape in different waves since the late
19th century. But the rise of Islamist terrorism since 2000, when Europe became a key target, is having a
particularly negative impact on the collective psychology of our societies. In many EU countries, especially
France and Belgium, terrorism is perceived as a constant threat and people have consciously or
unconsciously adapted their daily routines in the face of this.

The terrorism challenge is enormously complex and multi-rooted, and it is likely to stay with us for many
years to come. It is a global phenomenon and terrorist groups operate beyond borders. It is thus clearly a
challenge that cannot be addressed at national level alone, but rather requires coordinated action at
European and international level.

After falling for some years, the number of terrorist attacks in Europe has been on the rise since 2013. In
particular, the January 2015 attacks on Charlie Hebdo, the multiple attacks in Paris in November 2015 and
those in Brussels in March 2016, as well as some smaller attacks in Germany and France in 2016, have
dramatically heightened the sense of vulnerability among Europeans. According to a Eurobarometer survey,
terrorism jumped from fifth to second place in the list of EU citizens’ greatest concerns between 2015
and 2016, far ahead of the economic situation and second only to immigration. However, there is a need to
put things in perspective: even with the Paris attacks, there were less fatalities in 2015 than in any average
year of the late 20™ century. Terrorism is not an “existential threat” to our societies and the fear of terrorism
has more to do with psychology —i.e. how people perceive and live with it — than with the actual threat
(Renard, 2016).

Violent Islamist extremism has provided the narrative driving the perpetrators of many terrorist attacks. In
recent years, the self-proclaimed Islamic State (IS/ISIS) has become a powerful catalyst and aggregator for
radicalised individuals and networks in Europe, highlighting the inextricable connections between internal
and external security. Patterns of radicalisation are changing as individuals, often without a religious
background, are radicalised through online channels or interaction with very small circles of violent
extremists. IS/ISIS has managed to attract tens of thousands of sympathisers and it is estimated that some
4,000 to 5,000 individuals have travelled from Europe to Syria or Iraq to fight alongside IS/ISIS, with about a
third of them returning to Europe. Some of these so-called ‘foreign fighters’ were directly or indirectly
involved in the centrally planned and organised terrorist attacks in Paris and Brussels.

Besides the enormous pain and damage that they directly inflict, the terrorists aim to polarise societies,
undermine their cohesion and trigger a repressive over-reaction that fuels more violence. They want to
trigger a spiral of violence and counter-violence in order to radicalise our societies. Islamist terrorist
organisations cultivate a sense of ‘us’ against ‘them’ —‘us’, the virtuous religious believers against ‘them’,
the sinful oppressing non-believers. They target those who feel excluded, marginalised and discriminated
against in our societies.

The fear induced by the terrorist attacks has already polluted the debate over how to deal with migrant and
refugee flows and, more generally, over integration policies in Europe. With xenophobic parties exploiting
citizens’ concerns, there is a serious risk that a narrowly-focused security-driven response to terrorism will
prevail over a broader, much more comprehensive approach which includes an emphasis on prevention and
addressing the root causes of radicalisation within and beyond Europe. Social inclusion and integration,
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intercultural dialogue and respect as well as improved socio-economic prospects, especially for the
younger generation, are the main keys to fighting terrorism.

In terms of concrete action, the EU has concentrated mainly on the security aspects. It has adopted a
number of statements and measures to deal with the terrorist threat in support of, and in cooperation with,
national authorities, including the renewed Internal Security Strategy 2015-2020. Concrete steps have been
taken, for example, to boost expertise and exchange best practices on how to counter radicalisation, disrupt
extremist online propaganda and develop counter-narratives, secure borders including through a more
effective collection and sharing of data, and improve the exchange of information among national law
enforcement agencies, not least via the newly established European Counter Terrorism Centre in The Hague.
Member states have also been updating their national criminal legislative frameworks, introducing new
offences for terrorist-related activities, although differences in approach remain.

Allin all, some progress has been made at European level but at a slow and uneven pace. There is a widely-
shared consensus among EU countries on the need for closer coordination in the fight against terrorism.
However, the way in which national authorities implement common measures and guidelines requires
closer scrutiny and assessment, and adequate resources need to be made available. The nature of the
challenge will also require much closer cooperation between internal and external security agencies and
actors, including dialogue and partnerships with third countries.

Overall, the political debate and 