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Foreword

With political and economic instability across the globe, it comes as little surprise that 

the European Union is in a crisis of its own. Events such as the Brexit vote, the refugee 

crisis, and the tide of populism have revealed problems with the identity of Europe that 

were previously hidden. The solidarity felt during the inception of the European project 

seems to have been lost to nationalist tendencies through this unfortunate culmination 

of events. 

The aim of this eBook is to focus on the identity of the European Union in the post-

crisis period, specifically in ‘socio-economic policy’. It emphasises not where the EU 

has come from, but where it should be going and the difficulties that policy may face 

along this path. The authors present a wide range of ideas and policy solutions to the 

dilemmas that have caused so much disruption. They focus on populism, globalisation, 

inequality, EU governance and structure, financial institutions and the role of economics 

in policymaking.

In a time of uncertainty for the European Union, this eBook is essential reading to 

understand how policy solutions can tackle the dilemmas we face. Widespread issues 

such as youth-unemployment and terror-threats are discussed by economists and 

political scientists to start a conversation on a sustainable future for Europe. The 

interdisciplinary character of the book shows the important role that social scientists 

have in the urgent attempt to revive the European project. 

CEPR is grateful to Professors Thorsten Beck and Geoffrey Underhill for their joint 

editorship of this eBook. Our thanks also go to Simran Bola, Sophie Roughton and Anil 

Shamdasani for their excellent and swift handling of its production. CEPR, which takes 

no institutional positions on economic policy matters, is delighted to provide a platform 

for an exchange of views on this crucially important topic.

Tessa Ogden

Chief Executive Officer, CEPR

March 2017
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 Introduction: 
Europe – quo vadis?

Thorsten Beck and Geoffrey Underhill
Cass Business School, City, University of London and CEPR; University of 
Amsterdam

Europe is clearly in a crisis – a political crisis with the impending departure of the UK 

and anti-integration sentiment on the rise across the member states; an economic crisis 

with the Eurozone only slowly (and after almost a decade) coming out of low or no 

growth and with many countries still enmired in recession; a social crisis, with a large 

share of the youth in many countries either unemployed or underemployed and the 

future of the aged likewise increasingly uncertain.  These analytically distinguishable 

dimensions of crisis are interacting dangerously and quickly.  The institutions and even 

the very idea of the European Union are under fire.  Most importantly at the national 

level, large parts of populations feel disenfranchised, driving rising support for populist 

parties across Europe.  At the same time, the EU faces external threats from the East 

(Putin) and the West (Trump), both eager to weaken, if not destroy, European unity, 

including the EU.  It is no exaggeration to say that Europe as political entity is facing 

its greatest existential challenge of the past 70 years.  The historical assumption that 

this particular crisis will, as in the past, lead to further European integration and last-

minute solutions to this latest iteration of crisis should not be taken for granted.  Quo 

vadis Europe and the EU?  

This interdisciplinary eBook brings together 18 short essays by economists and political 

scientists.  The focus is on analysis of this multidimensional crisis, and, above all, 

on the way out: the future of the European Union.  The chapters cover a particularly 

wide range of policy issues and challenges, ranging from the dynamics of the EU’s 

‘policy identity’, to how to deal with populism, to an eventual rebalancing or even 

radical revision of the division of powers between Brussels and the member states.  
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Underhill concludes, however, that the responsibility for both policies and popularity 

(or the lack thereof) is clearly at the national level, and policy solutions must start from 

the national level and the behaviour of member states new and old. 

Beyond the many policy-specific ‘technical crises’, the EU seems to be suffering from 

a more general crisis of identity. Maurizio Ferrera asks: what does it mean to be a 

European? Integration proceeded so as to favour the emergence of a pan-European 

elite identity, while the inherited weight and inertia of national cultural frameworks 

prevented the emergence of a deeper sense of common citizenship, or ‘neighbourhood 

community’, across the EU.  The ‘econocracy’ and austerity politics of the recent crisis 

years has eroded what little sense of solidarity there might have been.  In particular, the 

equality principle among nations in the EU has entirely broken down. Ferrera suggests 

two options for the way forward: (i) a both symbolic and institutional reaffirmation 

of political equality as a principle in EU governance; and (ii) a reaffirmation of the 

importance of national liberal-democratic welfare states as the solidaristic underpinning 

to the ‘European Social Model’.

Theresa Kuhn likewise argues that evidence of a genuinely European identity 

remains limited to a small avant-garde.  Specifically, the individual experience of 

transnationalism and corresponding support for the EU is limited to a small segment 

of the population at the upper end of the socioeconomic ladder.  This is consistent with 

the evidence presented by Jonathan Story: only 2% of EU citizens view themselves 

as ‘Europeans’ (i.e. favouring EU aspirations), with only 6% regarding a European 

identity as more important than their national identity.  The push for EU policy and 

identity is driving a backlash against European integration among those Europeans 

who are not transnationally active themselves.  So transnational experience needs to be 

locked in to what Europeans do, for example through the proposal from a member of 

the European Parliament to provide all young Europeans with a free Interrail Pass so 

they can experience Europe themselves. 

Looking beyond the EU to the historical legacy that is Europe, Story reminds us of 

four striking characteristics of Europe: the shared cultural inheritance from Greece and 

Rome, the mosaic of interdependent peoples and states sharing an overall common 

inheritance, limited difference between intra-European politics and diplomacy, and 

the pursuit of peace as a founding principle. This last aspiration implies that the 

conflictual dynamics of national competition are to be replaced by a European-level 
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consensus.  Story argues cogently that this can no longer be pursued through top-down 

supranational aspirations that have failed to elicit the consent of European citizens.  

Brexit, the threat of terrorism, ongoing Eurozone crisis, and also increasing claims 

for more local politics, all imply that reform solutions must start with an alliance of 

constitutional sovereign states – a bottom-up rather than a top-down approach. 

Populist parties

A defining characteristic of post-crisis EU politics has been the rise of populist parties, 

apparently sharing a largely common agenda on both the left and right.  Well, yes and 

no, says Brian Burgoon.  While left and right might share an anti-EU policy stance, 

radical parties on the left are consistently less anti-globalisation than those on the radical 

right.  Indeed, the position of the populist left on globalisation issues is closer to the 

mainstream party average than to their radical-right counterparts. The historical origins 

of left versus right continue to matter, and mainstream parties in search of support thus 

need to make choices that reflect these different European traditions.

Alongside populist success, the Brexit vote is probably the clearest manifestation yet 

of popular protest against the elite political and bureaucratic establishment.  Sascha 

Becker, Thiemo Fetzer and Dennis Novy match voting data with the socioeconomic 

characteristics of electoral constituencies and find that immigration from Central 

and Eastern Europe and austerity policies combine to explain the vote in favour of 

Brexit.  Diane Coyle and Rob Ford argue that the powerlessness and alienation felt and 

expressed by Brexit voters was perfectly rational, but was focused on the wrong target.  

Echoing other contributions in this volume, they argue that the problems that have left 

these people politically marginalised are generated in Westminster, not Brussels.  They 

see more political devolution in the UK as the only solution. 

What might be done to counter the rise of populist parties? Gijs Schumacher suggests 

we should focus less on accommodating or opposing the host ideology of contrasting 

populisms, and more on developing mainstream proxies for their anti-establishment 

flourish.  
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The range of managerial and technocratic responses to the crisis may have promoted 

appropriate policies, but were much less successful at crafting and maintaining political 

identities. In particular, opposition politicians have been neglecting the psychology of 

voters and the extent to which all politics is emotional.  This helps explain the dramatic 

failure of technocratic governments that took over in Italy and Greece at the height of 

the crisis. 

European governance structure

Andrew Gamble points out that serious governance reform in the EU requires treaty 

changes.  This would inevitably trigger referenda in several member countries that pro-

EU parties are unlikely to win against the populist parties.  The EU is seen by its 

citizens – and is often portrayed as such by the governments that built it – as a remote 

supranational body which promotes globalisation, liberalisation, and cosmopolitanism, 

rather than as a state which protects its citizens.  It is thus an easy scapegoat for 

the problems that afflict national economies – an obstacle which prevents national 

governments from tackling these challenges.  Added to this, the EU has itself tried 

to masquerade as a sovereign power despite its high degree of dependence on the 

vicissitudes of member states and the highly limited fiscal means it possesses to address 

independently the problems faced by all.  Too often, member states have dismissed 

the downside of national compromises as the work of ‘Brussels’.  Echoing Story and 

others, Gamble concludes that the EU (or rather its member states) must choose: match 

its ambitions with the necessary means, or scale back!

Kevin O’Rourke likewise sees a clear binary choice for the EU: it should either serve 

as a port in the storm for anxious electorates, sheltering them from macroeconomic 

instability and the negative consequences of globalisation; or, failing that, it should 

stop preventing national governments from playing that necessary role.  The EU as 

a whole must restore policy space at the national and/or European level, thus also 

restoring Europe’s political-economy shock absorbers.  Similarly, Erik Jones points 

out that there is a vast asymmetry between the costs of national responsibility 

assumed by those states that suffered the greatest losses over the course of the 

Eurozone Crisis versus those less affected.  This doctrine of national responsibility 

is far from conducive to the creation of a European identity through the solidarity 

principle.  Instead, the trend is towards a loose confederation of nation states.   
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Europeans may identify with that arrangement, but they are unlikely to give it their 

allegiance.  If we want to turn this negative dynamic around, mutual solidarity needs to 

be visible to citizens, regardless of national economic success.

Erik Berglof wraps up this part with a step back in history.  He points to the important 

role model that the EU has played for Central and Eastern Europe during the transition 

process (above all by extending the prospect of membership).  Unfortunately, 

the paralysis or potential collapse of the EU means that fragile states in the EU 

neighbourhood, to the East and in the Balkans, would lose this promise of eventual 

membership.  EU breakdown implies the disappearance of this crucial external anchor 

for institutional and economic reform, thus jeopardising their future success. 

Policy areas

Several chapters touch upon those specific policy areas at the core of the Eurozone 

crisis: fragile government finance and bank fragility. 

Sergei Guriev points to the lessons for today’s EU from the post-communist transition 

process.  First, the heterogeneity between the members of EU, and especially within 

the Eurozone, must be reduced.  This requires reform at the national level from many 

countries: reform of labour markets, of fiscal and pension reform policies, of business 

regulation – the list goes on.  Second, the Great Recession has demonstrated the need 

to complete the Union, by creating a Banking Union, joint unemployment insurance, 

a Capital Markets Union, and joint refugee integration policies.  Here, EU members 

can learn from post-communist countries’ reform experiences in the 1990s.  We may 

interpret the rise of populist parties in several former transition economies at least 

partially as a backlash against the pain of the transition process itself.  Guriev thus 

reinforces the message of a range of other contributors – the dynamics of reform implies 

necessary and effective compensation for the losers.  

Charles Wyplosz invokes several principles that he concludes constitute a call for a 

fiscal federalism that cuts two ways.  The pressures of externalities and the requirements 

of returns to scale imply more centralisation; while information asymmetries and the 

heterogeneity of preferences both imply decentralisation. 
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1 A past of plural identities: The 
EU as a coat of many policy 
colours

Geoffrey Underhill
University of Amsterdam

There is much political science and socioeconomics literature on the European Union 

and identity issues: the EU as a normative power in the world (Manners 2002) and as 

a (neo-liberal) ‘market’ identity juxtaposed on elements of ‘social Europe’ (Fererra 

2017), and the ‘experimental governance’ literature on EU policy processes (Sabel and 

Zeitlin 2008). This eBook does not aim to compete with, or contribute to, this literature. 

Instead, the aim is to focus on the post-crisis ‘socioeconomic policy’ identity of the EU 

in the post-crisis period. The emphasis is not on where the EU has come from but where 

it appears to be going, where it should be going, and what sorts of difficulties this might 

imply for the success of the Union and its various major policy domains.

This chapter presents two observations that shape its analysis. The first is that the 

EU policy identity has, of the moment, often reflected broader trends in policy at 

the national and global levels, and quite unsurprisingly so. Second, if the EU has 

a plural past in terms of policy identities, it need not be permanently rooted in the 

current and dysfunctional manifestation of the crisis period. Both leave at least some 

room for optimism that the current malaise may yet be overcome. Yet as a range of 

the chapters in this volume argue, the EU – and above all, its most powerful member 

state – need firstly to recognise just how acute the crisis has become. Populist reactions 

threaten to overwhelm both the political terrain on which economic openness is built 

as well as the cross-border problem solving without which openness cannot survive.  
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Secondly and logically, the change needs to be effected rapidly and determinedly, while 

the EU has a poor record of dealing with this sort of timescale where the issues go far 

beyond technocracy to involve deeply cross-cutting and distributional policy choices 

within and across member states.  

The way the EU’s policy identity has shifted over time is perhaps best understood by 

focusing on the Union’s economic policy ‘identity markers’ prior to the crisis and what 

has emerged in the aftermath. We need to recognise that changes in the characteristics, 

and thus the policy identity, of the EU have been dynamic over time, as a function of 

both expanded competencies and expanded membership as well as changing times and 

fashions in public policy. Drawing attention to some of these changes over time will 

help us understand the changes wrought by the crisis, and thus the starting point of the 

volume. 

The EU began as an effort to build peace in Europe, initially as a Franco-German 

project to which were added the Benelux Union and Italy. Economic reconstruction 

and development, in terms of catch-up with the US and a restoration of European 

power and economic vitality in the world, was very much part of this early phase that 

led to the establishment of the European Coal and Steel Community (ECSC) in 1952. 

The onset and hardening of the Cold War was the first of many important ‘identity 

shifts’ experienced by the initial six members –‘Europe’ became very much ‘Western 

Europe’ under US leadership. The defeat in 1954 in the French parliament of the treaty 

establishing a European Defence Community (1952) made European security a NATO 

alliance affair. European integration would be driven by economic integration following 

the ‘Monnet logic’ which resulted in the European Economic Community (Treaty of 

Rome 1957) that both absorbed the ECSC and aimed at a customs union and a range of 

proposed common policies.

The completion of the Common Agricultural Policy (CAP) and the customs union and a 

common external tariff and trade-negotiating machinery established a clear focus on trade 

integration and agricultural subsidies as the central policies of the emerging EEC. Not 

all went smoothly, and member states showed themselves often determinedly resistant 

to the obligations to which they had signed up. The intervention of De Gaulle and the 

‘Luxembourg Compromise’ of the 1960s firmly established this emerging economic zone 

as a ‘Europe of states’ with crucial and growing transatlantic trade and investment linkages. 
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Furthermore, attempts at monetary integration had involved an explicit burden-sharing 

bargain: the 1978 EMS involved the pooling of resources to support the exchange-rate 

and balance-of-payments difficulties of deficit economies within the EU, as capital 

mobility began to challenge, even more than trade integration, the largely national 

forms of policy framework developed after the Second World War. A clear signal that 

this was now part of the EU’s economic policy ‘identity mix’ was the abandonment of  

exchange-rate devaluations as a solution to deficit-economy adjustment to the challenges 

of competitiveness in the Single Market and more generally. Complex patterns of intra-

industry trade and extended value chains rendered the old way of thinking outdated. 

The abandonment of capital controls confirmed this ‘open economy’ identity.

The EU had developed, along with its ‘new trade theory/market integration’ personality, 

an identity that associated the extension and further integration of Community-level 

policy competences with assisting national governments in confronting the challenges 

of global market integration and the forces of the emerging global order in general. 

While capital mobility and the monetary coordination response were the most obvious 

‘face’ of this trend, it extended to migration, security cooperation, policing, foreign 

policy, development assistance, and so on. Through into the 2000s, one easily associates 

the EU with the growth of ‘Brussels’ competences (the Parliament, the Commission) 

and the transfer of national policy jurisdictions to a wide range of new forms of 

coordination and governance (strengthening of the Parliament, co-decision procedure, 

‘open method of coordination’, etc.). 

This high-water mark of European integration went along with the onset of globalisation, 

which took off with the fall of the Berlin Wall and the development of enhanced 

European investment and regional funds in anticipation of the absorption of new 

members. Qualified majority voting in the Council was extended considerably. Yet the 

major integration step towards monetary union taken at Maastricht in 1992 also marked 

an important shift in this ‘policy identity’ – not to mention in terms of public opinion 

and popular legitimacy (Hakhverdian et al. 2013). The notion that weak (read ‘deficit’) 

economies would be assisted in their macroeconomic adjustment and competitiveness 

challenges by the surplus economies was abandoned without anyone apparently 

noticing. This shift came in favour of a more ‘automatic’, country-based adjustment 

model that was encapsulated in the ‘no-bailout clause’ of the Maastricht Treaty.  
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Social Europe advanced little, budget rows (viz. the UK) eclipsed Commission and 

Parliamentary ambitions, and regional funds were not enhanced. The apparently 

inexorable advance of EU competencies and initiatives that so angered the growing 

numbers of Brexiteers masked these new developments. 

Absorbing new members while coping with the effects of German reunification meant 

finding ways to deal with this new complexity as well: the Union was charged with 

absorbing and supervising the integration of the new member states as they became 

‘transition economies’ (and polities! a double transition to democracy and the market), 

while EU-level regional fund resources were far from augmented pro rata. German 

resources and attention were committed at home in this same absorption process, while 

UK and Danish ‘opt-outism’ became permanent features with deepening political roots, 

and this meant there was a general failure to increases resources when they were sorely 

needed. The CAP became less redistributive and smaller in general (no bad thing in 

itself), as did the social fund. The EBRD became more central to the ‘member catch-up’ 

aspect of the EU.

In short, the EU developed a new policy identity that was based on ‘hard’ national 

member-state adjustment at the macro level, conformity to the ‘acquis communautaire’, 

far fewer resources at the EU level and less discretionary policy space as the expanded 

membership, driven by UK resistance and the costs of German reunification, sought a 

greater level of rules-based ‘automaticity’ in the way in which it faced the challenges 

of integration and the global order. The trend was set by the new member states and the 

current politics of these countries reflects the fallout: citizens seek comfort in national 

solutions that are likely to bear but sparse and bitter fruit in the face of global challenges. 

The Swedish electorate, among others, balked at joining the euro. Old and new member 

states alike developed a discourse of growing volume that signalled to their electorates 

that they regarded ‘Brussels’ as a constraint, not a solution. 

The failure of the 2004 Constitutional Treaty signalled the cupidity of European 

electorates in a series of referendum surprises that frequently had as much to do with 

national politics as with the crucial EU issues on the ballot paper. The crash and crisis 

of 2007-8 greatly accentuated this trend and to it was added, perhaps as a logical 

consequence, the elements of austerity and ‘bail-in’. The advent of Lisbon had meanwhile 

shifted responsibility for integration from the Commission to the member states,  
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which placed surplus-deficit country power differentials front and centre in the new EU 

identity and in debates about how to confront the economic catastrophe. The obvious 

ECB secondary market interventions that would have prevented the entire sovereign 

debt fiasco of the Eurozone crisis, without any implication of ‘transfer union’, were 

vetoed by the Dutch and Finnish governments and, above all, by the German government 

in a spectacular display of Article 130 Treaty violations by German Chancellor Merkel 

and her finance minister1 that is ongoing and apparently unstoppable. A deliberate 

politicisation of electorates by national politicians in peripheral and core member states 

has taken place that roots the deficit country-surplus country standoff in populism, 

replicating the problem of the 1930s as the current economic stagnation becomes more 

enduring than that of the Great Depression, albeit at a much higher level of average GDP 

per capita. The only thing left for the EU in terms of solutions, under this identity model, 

is a reflexive reliance on automatic rules that is unsustainable if discretionary policy 

discussions cannot be re-established at both the EU and national levels simultaneously.

To this ‘union of national adjustment’ (aspects of which are analysed by a range of 

chapters in this volume), that much resembles – especially in the manifestation of 

lending and conditionality-based bail-out programmes – the world of developing-

country IMF membership, has been added a radical decentralisation of the social 

and economic risks of integration towards depositors, pensioners, and (smaller) 

firms – in short, towards the very citizens upon whom the legitimacy of the EU and 

national politics ultimately relies. Citizen-taxpayers in both the south and north have 

bailed out the northern banks of Germany, France, the Netherlands, and the UK 

(directly and indirectly by bailing out peripheral governments) and continue to do so, 

bearing the burden of adjustment on a national competitiveness and labour-market 

competitiveness basis. Banking union – with its failure to address fully the resolution 

and deposit insurance questions, never mind the issue of ECB intervention in secondary 

sovereign bond markets – has only exacerbated the problem by reinforcing the self-

insurance regime, wherein citizens understand that they are the ultimate backstop.  

1  Article 130 of the Treaty on the Functioning of the European Union (version 26 October 2012) concerns the independence 

of the European Central Bank and national central bank members: “The Union institutions, bodies, offices or agencies 

and the governments of the Member States undertake … not to seek to influence the members of the decision-making 

bodies of the European Central Bank or of the national central banks in the performance of their tasks.”
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The young generation is facing barriers to entry into the labour market and thus not 

only to its economic prosperity, but also its ambitions and self-confidence. 

The refugee crisis of 2015 brought additional social and, even more so, political 

distress to national polities and the coordination within the European Union, energising 

further nationalist-populist parties, both in countries that have absorbed large numbers 

of refugees (e.g. Germany and Sweden) and countries that have refused to take any 

refugees (most prominently, Hungary). Migration turns out to be the key issue that 

ignites popular resistance to global and EU integration (Burgoon 2012). 

The policy identity of the EU has thus evolved a long way from its integrationist nadir 

and emphasis on solidarity, a budding social Europe, and a broadening of competencies 

of the 1990s and early 2000s. The Treaty of Maastricht also marked a watershed in 

terms of the popularity of the EU among citizens across the Union (Hakhverdian et al. 

2013). Electorates and governments alike have long forgot the war-torn origins of the 

beast. Instead, members vote to leave. An identity based on self-insurance and low-

growth stagnation, wherein the costs to citizens are distributed according to the rank-

order of national competitiveness, to which are added decision-making inefficiency and 

introspection, would excite populism and extremism in any one country, and is doing so 

across the EU. The notion that politics and discretionary policy counts and can deliver 

(never mind redistribution) appears to have been abandoned in favour of automatic 

solutions that notionally absolve governments of responsibility. If the redistributional 

identity and machinery remains moribund and the decision-making machinery 

paralysed, Brexit may generate imitators in the wings and may be doing so now. 

Where does this leave the EU? An easy response might be ‘minus a member and facing 

a threat of further referendums’. Yet the brief history rehearsed above tells us that a 

change of direction is more than possible, and is also necessary. Integration has not 

harmed national economies – on the contrary –  but a failure (often at the national level) 

to attend to the distributional consequences and generate a virtuous circle understanding 

of the EU surely has. Brexit undoubtedly had more to do with 40 years of internecine 

UK politics and policy mix than with the EU itself. The national self-insurance identity 

turn begun at Maastricht was surely unintended and a product of its times. Things could 

be different. 
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So where does the EU go from here? The subsequent chapters in this eBook present a range 

of solutions, from a deliberate return to national governance to ways of squaring the tensions 

between national democracy and the benefits of integration and institution-building above the 

nation state. After all, historically there was nothing democratic about nation states in Europe; 

they were authoritarian monarchies from which citizens wrested liberty and built liberal 

democracy from the ground up. Voter support for populist alternatives, like it or not, challenges 

political elites as they take irresponsible refuge in ‘wait and see’. Certainly, there is a broad 

concern, well-voiced, in this eBook that the current EU ‘policy identity’ is unsustainable and 

unsupportive either of further integration or of the successful reform of the governance of the 

single currency, inclusion of the Eurozone ‘outsiders’, or the governance of the enlarged and 

intricate Union as a whole. The centrifugal political and economic forces at work encourage 

these dynamics. 

The analysis in this chapter indicates that above all, the problems are located at the level of the 

member states. National policy has generated the problems of inequality and the hollowing-out  

of middle-income voter support over time. If this were not so, we would not observe the 

considerable variation in national socioeconomic outcomes that we know are there. National 

policies have also fed the dynamics of the EU policy identity over time, including the latest turn. 

Far too often national political elites have indulged in Brussels-bashing, subtly or otherwise, 

while somehow evading responsibility for decisions and constraints on EU functioning for 

which they themselves are above all responsible. Why else is the EU budget so inadequate 

to the tasks member states have allocated to the Union? Among the most hypocritical is the 

German government’s insistence on their unfailing support for European solutions, all the 

while claiming that further institutional and common policy development requires precisely 

the greater degrees of integration that their own position precludes.

If the EU really is an elite affair, national political elites have not served it well. They publicly 

claim to ‘hear’ their electorates, while taking care to respond to backroom corporate and other 

forms of special interest rent-seeking. Do they really think voters fail to notice? To fix things, 

political elites need to give voters the policy mix they seek in unstable times, and elites will 

have a harder time doing so if the EU is not rejuvenated at the same time. Above all, political 

elites need to pay far greater attention to the preamble of the treaty they claim to honour, and 

thus focus on the voters in other member states as EU citizens and not as aliens of differential 

and questionable worth relative to their own national community. 
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2 Reforging EU commonality after 
the crisis

Maurizio Ferrera
University of Milan

Identity and Europe

In ordinary language, identity means the ‘character’ or distinguishing features of an 

individual, a social group, a party, or a public policy. Political scientists employ the 

concept in a more technical way, to connote a set of beliefs and action orientations 

characterised by two elements: 1) they stem from membership of (belonging to) a 

community engaged in forms of self-determination; 2) they are ethically charged, i.e. 

underpinned by positive moral judgements that can motivate behaviour beyond self-

interest. Understood in this way, identity provides the basis for dignity, self-respect, 

pride, honour, and recognition – at both the individual and collective level. In modern 

Europe the political identity of citizens is linked to the nation that stems from the long 

process of state formation. National identity filters through the whole range of political 

processes and plays a key role for the legitimation of authority. Today’s European 

landscape remains a kaleidoscope of relatively crystallised national identities, more or 

less deeply entrenched throughout society.

Of course, national citizens also share as Europeans a deep cultural heritage and many 

collective memories and traditions. Integration has favoured the emergence of elements of 

a pan-European identity, especially among elites. But the weight and inertia of the national 

cultural framework means these traits are unlikely to become a proper EU identity any 

time soon. The elite identity nucleus has not automatically trickled down through national 

populations. Optimism prescribes a gradual and virtuous nesting scenario: integration 

opens national identities to each other, anchoring themselves to an overarching EU 

normative frame in which nationalities can recognise at least some part of themselves.  
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Defining and building this frame is very difficult for at least two reasons. First, there is 

an inevitable balancing act between preservation and transformation. Second, the range 

of substantive values that can be mobilised in this process is narrow and some of the 

candidate values have an inherently weak potential as ‘identitarian’ triggers. 

Two normative clusters can be singled out as building blocks. Europeans are united 

by the culture and practice of citizenship, resting on values such as civility, equal 

dignity, respect and toleration, non-domination, a preference for compromise and 

accommodation vis-à-vis the hard facts of pluralism. There is no doubt that a culture of 

citizenship should feature centrally within an EU identity (and, in part, this is already the 

case). Its political traction is relatively weak, however, since its basic ethical postulate 

is, precisely, the protection and valorisation of diversity. Forging EU commonality out 

of national diversities is, of course, a highly desirable objective, but ordinary citizens 

are unlikely to fall in love with it. Especially in the current context, they may actually 

perceive this exercise as a threat to their own particular diversity. Within the citizenship 

cluster, the only potential effective trigger for the formation of an EU identity is the 

principle of political equality of citizens among the participating nation states. This 

principle resonates with an important and widely shared tradition of substantive 

ideologies and institutional practices, dating back to at least the French Revolution. It 

also has easily recognisable implications in terms of democratic procedures. If lifted 

up as a defining feature of EU identity, this principle has the advantage of shifting  

(or even generating) attention from intra-national political interactions (including 

claim-making) to cross-national and supra-national interactions and claim-making. 

European politics is increasingly afflicted by a dangerous drift towards souverainisme. 

The ‘liberation’ of national communities from external intrusions and a return to 

full self-determination is a key idea of right-wing populism and to some radical left 

formations, partly linked to the perception that  the EU has generated unfair political 

inequalities among its member states. Handled with care, a smart project aimed at 

reaffirming (symbolically and institutionally) the principle of political equality within 

the EU would offer an ideational alternative to souverainisme.  And it could kill two 

birds with one stone: containing populist Euroscepticism in domestic arenas on the one 

hand, and establishing a supranational arena of ordered and more balanced political 

interactions among national governments on the other.   
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The second normative cluster is linked to the classical symbolic triad of liberté, egalité 

et fraternité, which has given rise to nation-based liberal-democratic welfare states 

and to the overarching image of ‘the European Social Model’. The culture of social 

protection, cohesion, inclusion, and participatory industrial relations is widely shared 

throughout Europe. The notion of social justice – a composite symbol which implies 

a virtuous combination of liberty, equality and solidarity – plays a fundamental role in 

the normative orders of virtually all functional spheres and territorial collectivities of 

the European system as a whole. Social justice ideals have played an important role in 

the formation of national political identities. Such ideals have inspired the creation of 

an extremely rich variety of ‘sharing’ arrangements which are still coveted by national 

citizens. Together with the principle of political equality, the principle of social justice 

(or, more simply, solidarity) has promise as a linchpin for defining the EU normative 

frame within which to nest national identities.

From Maastricht to Lisbon, political equality and social solidarity permeated the EU 

legal framework. Yet their identity-forming potential has been neglected and definitely 

underexploited. Many such provisions of the Lisbon Treaty remain a dead letter. 

Worse, crisis developments have challenged these provisions (and thus the underlying 

principles of equality and solidarity) by either ignoring or assaulting them. The result is 

a dissipation of what little ‘identitarian’ capital had formed over decades and which had 

created the necessary preconditions for the adoption of the novel normative framework 

of the Lisbon Treaty.

Technocratic crisis management and its political damage

Crisis management generated a new mode of governance (which some define as an 

‘econocracy’ in the making; see Earl et al. 2016) centred on strict economic surveillance, 

discipline, and sanctions aiming at ‘caging’ from above many of the standards and 

practices of member states. This system rests on deep-seated (and mostly implicit) 

descriptive and normative cultural predispositions. In essence, its supporters believe 

that budgetary probity and market efficiency are central, with a ‘right way’ of ensuring 

them (and more generally of solving all collective problems); that economic logic, 

supported by law, should prevail over politics, especially agonistic politics.
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Instead of prompting a virtuous circle of upward convergence cum stability, fed by 

norms shared among the member states, policy divergence has been promoted alongside, 

and amplified by, moral economy which juxtaposes ‘good’ versus ‘bad’ pupils and 

encourages beggar-thy-neighbour policies. This dynamic nurtures the (internally 

contradictory) illusion that domestic political economies (and thus national identities) 

can be coerced into adopting a single template for growth and competitiveness.  

This approach has produced ineffective results while eroding the political conditions for 

its legitimacy. Obsessed with neutralising the ‘moral hazard’ incentives of governments, 

politicians, interest groups, or any other (national) actors, this particular ‘econocratic’ 

regime has unleashed the demons of anti-politics and populism that now attack the EU 

as such. European integration was historically guided by mixed logics. These reflected  

the heterogeneity of its constitutive components but ultimately aimed at achieving 

common goods. Crisis econocracy has disrupted this delicate mix and destabilised  

the precious normative fabric (albeit loose and implicit) which underpinned  

the interplay of logics. A key component was indeed safeguarding nation-based 

solidarity, and thus accepting a degree of reciprocity-based mutual assistance (including 

some redistributive transfers) among the member states. 

The move to a “union of national adjustment” is a paradigm shift in both descriptive 

and prescriptive terms. Descriptively, the new paradigm assumes that the current 

EMU framework is indisputably ‘correct’ and that adjustment is essentially a matter 

of national responsibility, with no (or highly conditional and only temporary)  

pan-European solidarity. Eric Jones illustrates this point very effectively in his 

contribution to this volume . This approach, however, vastly underestimates the causal 

impact of economic and monetary integration on domestic political economies as well as  

the matrix of cross-national externalities and payoffs. The adjustment homework is not 

equitably distributed: some have more homework than others because their starting 

points were different and have been  negatively affected by the EMU framework as such, 

combined with external asymmetric shocks. This diagnosis has obvious implications at 

the normative level. If adjustment is seen as a matter of homework and rule compliance, 

then solidarity is both unnecessary and harmful because it may encourage hazard .  

The derogatory characterisation of a Transfer Union in Brussels and in various Northern 

capitals testifies to this anti-solidaristic drift of the EU value framework, especially in 

the Eurozone.
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Worse, the change of paradigm affects the very idea of what democracy is, or ought to 

be. Let us think of the ordoliberal notion of ‘market conforming democracy’ (explicitly 

and repeatedly advocated in public by Angela Merkel and Wolfgang Schäuble) which 

prioritises the market sphere without consideration for social and political externalities 

(Hien 2016) – or just assumes that externalities are positive and desirable enhancements 

to system competiveness. This notion runs counter to that form of  democracy that (with 

a host of compelling intellectual justifications) underpins Europe in the 21st century,  

wherein  it is democracy that tames the market due to concerns about fair distribution, 

not the market which tames democracy through the imperative of competitiveness  

(Van Middelaar and Van Parijs 2015).

A second,  crisis-based normative shift implicates political equality as the other key 

principle with identity-forming significance. In his masterful book States, Debt, and 

Power, Ken Dyson has shown that, inspired as it was by the creditor narrative and 

moral perspective, the management of the euro-crisis has given rise to a “politics of 

humiliation”, based on the paternalistic and hierarchical chastisement of the “bad 

pupils” instead of fraternal encouragement (Dyson 2014). This syndrome has been 

especially evident in the case of Greece. In his vibrant j’accuse against Merkel and the 

Eurocrats published in Die Süddeutsche Zeitung (Habermas 2015), Habermas noted 

that during the bailout negotiations Greek authorities (i.e. elected representatives of the 

Hellenic people) were often treated like “zombies”, in blunt violation of the principle of 

political equality of member states enshrined in the EU covenant. To quote his words: 

“this transformation into zombies [was] intended to give the protracted insolvency 

of a state the appearance of a non-political, civil court proceeding”. Scharpf (2016) 

has recently argued in turn that borrowers were not even considered as “deserving 

poor”. Humiliation has returned in the eyes of national elites and mass publics as crisis 

political exchanges blatantly violated the norms and practices of equal membership 

and attacked the bases of equal dignity and mutual respect among the member states. 

Neither Commissioners nor member state ministers (however large and powerful their 

states, thus in particular German officials) have legal or normative grounds on which 

to invoke unilateral demotions or forced withdrawal of group membership before the 

elected representatives of a participating state. 
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Economic stability, political equality and social solidarity: A 
strategy of normative reconciliation

The post-crisis EU cannot survive without re-establishing a normative order more 

in line with the novel economic and social ‘ontology’ produced by EMU, and thus 

more respectful of the key principles of political equality and social solidarity and 

explicitly aimed at mending that thin ‘identitarian’ fabric so damaged by the crisis. 

Even if EU leaders agree on this goal, the scars produced will not be easily healed.  

Yet no political collectivity can survive and prosper without internal cohesion 

underpinned by solidaristic norms, institutions, and dispositions. Democratically 

organised solidarity is a fundamental political good, purposively facilitating social 

cooperation, managing conflicts, and sustaining generalised compliance. It is also 

essential for political legitimation, nurturing the experience of fairness among citizens 

across states. Like peace and physical security, organised solidarity is a necessary 

condition for the effective functioning of any spatially demarcated community.  

Either consolidating or maintaining EMU urgently requires a strategy of reconciliation 

capable of re-aligning the logics of economic stability/competitiveness with the logic 

of democratic equality between the member states, underpinned by symbolically 

clear and functionally effective principles of pan-European solidarity. A coherent  

normative/identitarian vision, articulated in a resounding narrative, must provide the 

‘glue’ for the peoples and member states of Europe. 

How can this vision be elaborated? Let me start by discussing equality. To understand 

the nature and implications of political equality within the EU normative order,  

a prior question is posed: what sorts of associational dynamics link the member states 

together? As I have argued elsewhere (Ferrera 2017), the EU is much more than  

a mere market association, but it is far from being a fully-fledged political 

community. It may be considered a ‘neighbourhood community’, i.e. a group of 

nations (and ‘state peoples’) characterised by durable spatial proximity and sharing 

a common project. Neighbours are not kin with spontaneous ties of ‘ethnicity’ 

and altruism, yet they have significant incentives to cooperate, especially in 

case of need and emergencies. The Weberian notion of ‘sober brotherhood’ may 

inform such cooperation: a brotherhood devoid of pathos, yet capable of fostering  

a cooperative disposition beyond the perimeter of immediate mutual advantage.  
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Physical proximity in turn implies mutual interdependence and shared exposure to 

certain risks that foster relational exchange and orientation incorporating reciprocity: 

the readiness to give something now (e.g. offering financial help during a debt crisis) 

conditional upon receiving or having received the loose equivalent. The definition of the 

risks, rules, and conditions of sober brotherhood must originate politically. Neighbours 

deliberate to argue their cases and search for compromise that serves two purposes: 

reaching contingency-sensitive redistributive arrangements (respectful of equal dignity 

and political recognition) and safeguarding the higher common interest of keeping the 

political collectivity together. This is the essence of a new practice that some authors 

aptly define as ‘demoicracy’ (Nikolaidis 2013). In practical terms, this implies for 

the EU a thorough reconsideration of the macroeconomic regulatory framework, and 

in particular its decision-making rules, now excessively skewed in favour of creditor 

countries and non-majoritarian institutions.

Let us now focus on solidarity. Here the hardest challenge is to define possible  

pan-European standards for social sharing among member states, particularly within 

the Eurozone. This exercise must go hand in hand with empirical evidence and sound 

reasoning about the causal impact of integration and about the matrix of cross-demoi 

externalities and payoffs. We need demoicratic ‘social theodicies’ – to put it, again, in 

Weberian terms: conceptions of distributive justice among increasingly integrated but 

still autonomous state peoples. Elaborating such conceptions involves balance between 

the minimalist, ‘sufficientarian’ views, typically tailored on the broader international 

system (solidarity as humanitarian aid), and more maximalist egalitarian views 

based on federal systems (solidarity involving cross-regional fiscal redistribution) 

(Vandenbroucke et al. forthcoming 2017).

Considering both historical experience and contemporary (nation-based) theories of 

justice, the obvious starting point for a ‘third way’ should be a risk analysis of the 

institutional status quo. Which member states are vulnerable to what, and why are they 

vulnerable? To answer this question, it may be useful to distinguish between similar 

and common risks. The first are the result of dynamics separate from either integration 

or externalities (e.g. demographic ageing). Here there is no need for joint action, let 

alone redistribution. The risks produced directly by integration and/or externalities 

are another matter: the asymmetric shocks that result from the constraints of EMU,  
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or the cross-national implications of trade deficits or surpluses, or the negative impact 

of sudden surges in worker mobility or foreign immigration. On both functional and 

normative grounds, the appropriate solution for these risks is joint action that includes 

reciprocity-based redistributions (e.g. risk pooling or re-insurance schemes). 

An interesting debate has recently taken shape around the idea of a European Social 

Union (ESU): not a supranational welfare state, but a genuine union of national systems, 

an effective ‘hosting’ (and hospitable) institutional framework supporting the effective 

and smooth functioning of domestic welfare schemes (Vandenbroucke et al. 2017).  

The ESU would help the latter to better respond to similar (as well as country-specific) 

risks, while putting in place new instruments for the mutualisation of shared risks.  

Even more importantly, the project of European Social Union could turn into an 

effective political symbol with high identity-building potential.

Conclusion

Re-forging and enhancing a common EU identity after the storm of the crisis will 

be a daunting task. European citizens will have to distinguish between domestic and 

interstate justice, between the solidarity in its various societies and the solidarity among 

its demoi (Chalmers et al. 2016). Even if we were to come up with well-argued and 

articulated conceptions of demoicratic equality and distributive justice, this may yet 

prove unable to defeat the constricting mentality of the current ‘econocratic’ policy mix 

– never mind in the post-Brexit context. Without an ambitious intellectual reframing, 

this political agenda cannot be imagined at all. The EU would then be fated to persist in 

the self-defeating exercise of undermining its own normative and political foundations. 
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3 European identity through 
European experiences?

Theresa Kuhn
University of Amsterdam

In October 2016, Manfred Weber, Vice-Chairman of the EPP Group in the European 

Parliament, suggested offering all young Europeans a free Interrail Pass for their  

18th birthday. By travelling across the EU and getting to know other European 

member states and their citizens, he suggested, young Europeans might overcome 

their frustrations and scepticism concerning European integration. This idea gained 

momentum, and the European Commission is planning a pilot project in 2017. 

This is not the first initiative aimed at promoting a collective European identity and 

support for European integration by giving citizens the possibility to interact across 

borders. The Erasmus student exchanges and town twinning projects are but two 

examples of existing policies that promote cross-border mobility and interactions among 

ordinary Europeans. This idea goes back to Karl W. Deutsch’s transactionalist theory 

suggesting the creation of ‘security communities’ that set the framework for increased 

cross-border transactions among their publics. It has become part of the EU’s standard 

‘policy identity’ that proliferating transactions may be expected to induce learning 

processes, which in turn would lead individuals to lower their out-group boundaries, 

appreciate the newly established polity, and eventually adopt a collective identity.

Amid increased transnational interactions and networks in the EU today, one may 

thus expect that European citizens support European integration. However, while 

transnational networks and activities have indeed proliferated over recent decades, they 

have not been accompanied by an increase in political support for European integration. 

Quite the contrary – since the signing of the Treaty of the European Union in 1992, 

an increasingly Eurosceptic public has challenged Deutsch’s optimistic assertions.  

This is documented in Figure 1 – whereas transnational contacts and information flows 
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(taken from the KOF index of globalisation) have increased tremendously over the 

past decades, net EU membership support has not. In short, despite Europeans leading 

increasingly transnational lives, they have not become more European-minded. This 

raises the question: to what extent are cross-border interactions among ordinary people 

really helpful in fostering a feeling of European identity and EU support? In a recent 

book, I aim to tackle precisely this issue (Kuhn 2015).

Figure 1. Net public support for EU membership versus cross-border transactions
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The central argument is that there is a significant relationship between individual 

transnationalism and EU support at the individual level, but that (1) transactions are 

socially stratified, (2) they can create a backlash against European integration among 

Europeans who are not transnationally active themselves, and (3) their effectiveness is 

dependent on their purpose and scope.
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Which transactions strengthen European identity?

The effectiveness of transactions in promoting European identity depends on a number 

of factors, such as their purpose and scope. These aspects influence how Europeans 

experience and frame their interactions, and consequently whether they link them to 

European identity. My analyses show that genuinely instrumental interactions, such 

as cross-border shopping, are less effective in triggering European identity and EU 

support than social interactions, such as socialising with other Europeans. 

Implications for policymaking

For policymakers who aim at fostering European identity, this has a couple of important 

implications. First, considering the social stratification of cross-border transactions, it 

is important to promote cross-border transactions across the overall population. Current 

policies, such as the Erasmus exchange programme, mainly target highly educated 

Europeans who already tend to travel and move across Europe, and to support European 

integration, to a very high degree. Rather than focusing on this Europeanised group of 

people, it is more effective to encourage transnational interactions among low-educated 

people. In this respect, giving a free Interrail Pass to all young Europeans, irrespective 

of their educational achievements and socioeconomic background, is clearly a step in 

the right direction. Second, given that purely instrumental interactions are less effective 

in promoting EU support than more social interactions, policymakers are well advised 

to promote the latter, or to emphasise the sociable aspects of instrumental interactions. 

As Jacques Delors once famously put it, “you don’t fall in love with a Common Market, 

you need something else”. 
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4 A tale of two models

Jonathan Story
INSEAD

A dominant note in the present discourse is of an EU menaced from within and 

without by resurgent populisms, by a fragmented leadership, and by an unsustainable 

institutional set up – part federal, part national – with a dysfunctional, poorly 

organised, unimaginative and risk averse bureaucracy, facing waning public support.   

Far from becoming a superstate and threatening national sovereignty, the EU, it is 

argued, is on a “slippery slope” to irrelevance (Merritt 2016). George Soros goes so 

far as to argue that the EU and Putin’s Russia are both in a race against time, with the 

question being which will collapse first (Soros 2016).

My argument is that it is time for some introspection as to why things have gone wrong. 

This would be the first step towards taking corrective action. The simple point is that 

government without the consent of the governed cannot be effective. As the great 

Anglo-Irish statesman, Edmund Burke, reminded us, in his life devoted to the repeal of 

the Test Act in Ireland, supporting the American revolutionaries, opposing the rapacity 

of the East India Company, and in his reflections on the Jacobin war-making machine 

that was the French Revolution, you govern by political consent.1  This is, and will be, 

the key to creating a sustainable European polity. The present EU direction of travel is 

not only unsustainable, it is positively dangerous. 

It is positively dangerous because the end state of the EU as it is currently conceived 

can only be a cross between a supranational entity, with highly centralised powers in 

specific institutions, and a federal EU, which promises a separation of powers, a single 

federal government, but plenty of decentralisation. 

1   See O’Brien (1992) and, more recently, Norman (2013). 
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To be polite, either of these is pie-in-the-sky politics. As recorded in the Spring 2015 

edition of the Commission’s own Eurobarometer publication, only 2% of EU citizens 

view themselves as “Europeans” (i.e. favouring EU aspirations), with only 6% regarding 

a European identity as more important than their national identity. Out of a population 
of about 550 million, that leaves, if one follows the prevalent apocalyptic view of the 
end of the liberal world order, around 500 million prey to ‘populists’. If that were the 
case, and the ghost of Goebbels was back haunting us, we would indeed be in trouble. 

All authors making the case for the EU recognise the continued centrality of national 

loyalties in the member states.2  While praising what has been achieved, yet recognising 

failings, they inevitably become less confident of how a future EU will evolve.  

There is a seeming paradox here between the stated ex post success of a project with  

a teleological endpoint, and the difficulty of seeing into the project’s future, where 

policy choices in the EU can assuredly be said to be shaped, in the future as in the past, 

by a myriad of political forces, most importantly located in each one of the 28 member 

states.  Complexity in European affairs is a constant, making disintegration as much  

a possibility as further integration.

So, to the point – Europe and the EU are not the same thing. For the sake of argument, 

let us assert that ‘Europe’ holds four distinct, but related, features.

The first feature is the shared cultural inheritance from Greece and Rome, the now 

distant roots of a sense of Europe as Christendom (Dawson 1932, Holland 2008), the 

rediscovery of the ancient world in the Renaissance, and the shattering of European 

unity with the first ‘Brexit’ of Henry VIII in 1529, the religious wars, and the 

recomposition of a fragmented continent under the Treaty of Westphalia, the doctrine 

of “cujus region, ejus religio”, and the competitive state system to which it gave rise.   

Those were the centuries that gave rise to the extraordinary flourishing of European 

literature and music, which is now shared around the world, but which, for instance, 

inspired the lives of such European leaders as Churchill, de Gaulle, Schmidt or Heath. 

As Ralph Dahrendorff wrote, when Europeans meet outside of Europe, they know 

instinctively they are from the same civilisation (Dahrendorff 1977).

2  See, for instance, Eichengreen (2007), Moravcsik (1999) and Middlemas (1995).
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Second, Europe is a mosaic of interdependent peoples and states, sharing an overall 

common inheritance and, for the first time in centuries, common precepts of legitimacy 

(constitutional government, rule of law, freedom of expression, etc.), but, in practice, 

highly differentiated by language, religious sensitivities, and historical myths – 

better described as living realities – as well as tax systems, economic activities and 

national structures. The states are the pillars of this entity, but their existence tends to 

fragment the European market space, drive up costs through duplication, perpetuate  

intra-European rivalries in a variety of ways, ensure that the rule of law is politicised, 

and perpetuate, it is argued, Europe’s continued dwarfing on the world stage.

Third, diplomacy between the sovereign states is Europe’s politics. The substance of 

that diplomacy may be about trade and welfare, but that is not too different to diplomacy  

on the world stage.  And because EU states are recognised sovereigns on the global 

scene, international diplomacy between its member states and their diverse external 

partners remains an integral part of intra-European politics.  One of the major 

frustrations of those pushing ahead to a fully fledged federal European entity is that given  

the constant reality of global diplomacy, non-European powers are permanent 

participants in intra-European politics.  That may well constitute one of the factors 

informing the EU’s ambitions to grasp for an ever-wider spectrum of competences, 

despite promises to ensure ‘subsidiarity’ (bringing decisions close to citizens) and 

despite ever scarcer means to implement an ever wider pallet of policies.3

Fourth, the prime motive for the reconstitution of a European diplomatic system after 

1945 is to create a polity from which war is excluded. There are at least two components 

of this diplomatic system.  The first was put in place by the Attlee government as junior 

partner to the US, and was predicated on the creation of multilateral organisations: the 

UN, the Council of Europe, GATT, the regeneration of the BIS, the OEEC, and the 

North Atlantic Treaty (followed by NATO in 1950). These institutions covered a variety 

of functional areas of significance to participating states – from human rights to trade, 

finance and security – but were all designed to better help states fulfil their multiple 

functions through international co-operation. 

3  On overstretch through overambition via total optimism, see Majone (2015). 
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The second was put forward in 1950 when the French government proposed a very 

different concept of regional integration, with the proposal for a supranational coal 

and steel community (ECSC). The ECSC is the ancestor to the defunct EDC, Euratom, 

and the Rome Treaty, with its subsequent development through the Maastricht Treaty 

of 1992, and the Lisbon Treaty of 2009.  The guiding idea here was that nationalism 

had caused the wars of the first part of the century, and hence nation states should be 

subsumed into a large entity with a federal/supranational endpoint, a United States of 

Europe.  It is this model which is in crisis.

The foundational flaw in this design is that the vast majority of Europeans remain 

firmly national or (local) regional in their loyalties.  Nationalism is a highly complex 

phenomenon, but for the sake of brevity, we may say that it is a coin with two sides: 

one shouts glory, dominance, race; the other provides the underpinning for modern 

constitutional states.  Jean Monnet, the founding father of the EU, considered, in the 

light of his experience from two World Wars, that the crowds of democracy had to be 

kept at bay, tamed, and their enthusiasms channelled.  That could best be done by élites 

from member states gathering in enclave to settle complex business in the European 

interest, yet able to explain or excuse their common decisions separately to their 

provincial audiences.  The result over the years has been, as more and more legislative 

powers accrue to EU institutions, that the powers of member states have been seriously 

impaired, and with that the voter’s right to sanction legislators.  Member state powers 

have been hollowed out, without the EU gaining in legitimacy (Mair 2013). 

As Peter Mair pointed out, the EU does not do opposition.  Member states, however, do.  

Their constitutional democracies in effect institutionalise public debate, often involving 

fierce differences in opinion expressed in parliaments, in the media, and through the 

regular drumbeat of electoral battlegrounds where opponents gather their armies 

to capture office, if not power, in the hope that they can implement their particular 

programmes and sanction them in the name of the national interest.

It is this gap between the turbulent democratic politics of member states and the 

supranational/federal ambition to create a United States of Europe, in an apolitical 

space, that has opened wide in the years following the financial crash of 2008, followed 

by the Greek drama of 2010, the European depression, the drama of mass immigration 

and the vote for Brexit on 23 June 2016. 
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In every case, the old recipe which had enabled the EU to evade or side-track problems 

in the past – to locate an indefinite agenda of unsettled business in the future – no longer 

worked. 

Two forces are at work here. first, the dynamic of globalisation, taking protean 

shape from multinationals, to global terror and social media, exerting constant but 

differentiating impact on European societies; second, the ever more urgent demands 

from member states that  their citizens shape public policies.  The revival of Europe 

can only happen by the European project downsizing, networking, and re-nationalising 

politics.  The EU has to be recast as a European alliance of constitutional states, placing 

national democracy at its heart and building on nations at ease with themselves and 

their neighbours.  In the words of Richard Bellamy, what is required is “the alternative 

of a republican association of sovereign states that allows sovereign states to mutually 

regulate their external sovereignty in non-dominating ways.  It offers a more plausible 

and defensible means for sustaining the requisite fund of popular sovereignty  

in contemporary conditions, and a more appropriate vision of the EU” (Bellamy 2016).

I phrase very similar thoughts slightly differently: the EU’s re-foundation should be as 

a European alliance of constitutional sovereign states.  There is little sign so far that 

this is on the agenda.
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5 When it comes to globalisation, 
not all radicalisms are created 
equal

Brian Burgoon
University of Amsterdam

The deep crisis of political legitimacy faced by the EU, and indeed the crisis of 

Western liberal democracy, reflect and are manifested in the political successes of 

nationalist, populist parties.  These parties are the vanguards of backlash, the political 

actors most prominently and effectively manning the barricades of Euroscepticism,  

anti-political-elitism, and re-nationalisation of the liberal international economic 

order.  The most renowned are the populist parties of the radical right. These are not 

limited to long-standing pillars of the right like the French National Front (FN) and  

Danish People’s Party (DF).  Recent years have seen the growth and successes of 

newer radical-right parties in places hitherto thought to be inoculated against right-

wing populism; parties such as Alternative für Deutschland (AfD) in Germany and  

Wilders’ Party for Freedom (PVV) in the Netherlands. Yet the radical populist 

parties of the left are also becoming important to the political movements against the 

EU and general Western liberal internationalism. Parties like Syriza in Greece and  

Podemos in Spain are gaining ground electorally, and mobilising major coalitions of 

populist backlash that, in post-crisis politics, can be as vocal and effective threats to the 

post-crisis EU and liberal international order as their counterparts on the right.

These extremes of the political spectrum overlap in their appeals to populist backlash.  

Left and right extremes are clearly marked by differences in the histories from whence 

they emerged – the right being about conservative values, protection of traditional 

hierarchies of wealth and status, and the championing of the national weal; the left 

being about the ravages of markets and necessity of government market-taming 

egalitarianism.  
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But the radical left and right share a common populist critique of elites (as opposed 

to the people they claim to more truly represent); they demonise particular policies 

that favour such elites, in terms of both moneyed classes and educated arrogance (as 

opposed to the working man); and they often champion the halcyon days of an earlier 

order and stability.  

Most importantly, the radicalisms of the left and right also appear to share a core 

commitment to nationalist anti-globalisation – finding common cause in inward-

looking backlash that is the crucial building-block of the barricade against anti-

EU and anti-liberal-internationalist order.  Indeed, a well-established finding in 

literature on European integration and globalisation has identified how the left-to-

right political spectrum harbours a horseshoe-shaped pattern in Euroscepticism of 

party platforms (Hooghe et al. 2002). Recent studies of radical left and radical right 

supporters have also found this U-curve of Euroscepticism to unite the two electorates  

(Lubbers and Scheepers 2007, Visser et al. 2014).  Although less studied, recent research 

has revealed that the party platforms of industrialised countries betray a similar, if less 

sharp, U-shaped pattern of anti-globalisation – including not just positioning against 

European pooling of sovereignty, but also against openness to international trade and 

support for global institutions and internationalism generally (Burgoon 2013, Burgooon 

et al. 2017).

Upon closer inspection, however, this apparent broad similarity in the anti-EU 

and anti-globalisation positioning by radical left and radical right populist parties 

underplays importance differences between these radicalisms in their approach to 

an anti-globalisation backlash. Such differences have emerged particularly from 

studies of radical right versus radical left voters (Rooduijn et al. 2017, Visser et al. 

2014, Lubbers and Scheepers 2007).  But if we look more closely at the positions 

of the parties themselves, using the best and most systematic data available that 

measure party orientations, we also see important ‘radical distinctions’ in reactions to 

globalisation.  Figure 1 captures the most important observed differences, focusing on 

those party systems that have both at least one radical left and one radical right party.  

The top panel does so using the codings in the Manifesto Project Database  

(Volkens et al. 2014), wherein we take the three crispest codings of positioning on 

globalisation matters and, following Burgoon (2013), code the platforms of the radical left 
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and radical right with respect to anti-free trade, anti-EU, and anti-internationalism 

statements, net of positive statements towards such issues.  Here we see a tendency of 

both the radical left and radical right to be more anti-globalisation than their mainstream 

counterparts; but we also see a pattern wherein the radical left parties are consistently 

less anti-globalisation than the radical right parties.  Indeed, the left parties tend to 

be closer in their positioning on globalisation issues to the mainstream party average 

than to the radical-right counterparts.  The bottom panel (b) shows the Chapel Hill 

Expert Survey (CHES) coding of whether parties tend generally to be pro-immigration 

or anti-immigration (on a scale of 0-10, with 10 being the most anti-immigration) 

(Bakker et al. 2015).  Here, we see an even stronger distinction between radicalisms, 

where the radical right parties are much more anti-immigration than their radical left or 

mainstream counterparts, and where radical left parties tend to be less anti-immigration 

than even the mainstream parties (see also Visser et al. 2014, Rooduijn et al. 2017). 

Figure 1.  Anti-globalisation and anti-immigration in radical leftc, radical right d and 

other parties
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pro-free trade, and pro-internationalism. 



Quo Vadis? Identity, Policy and the Future of the European Union

50

FinlandDenmark France Italy SwedenSlovakiaNetherl.

SD
SNS

LPF, PVV

LN, AN
FN

PS
DF

V

KSSSP

PRC

PCF
VAS

EL,SF

12

10

8

6

Radical Right Radical Left Other parties

A
nt

i-I
m

m
ig

ra
tio

n 
po

sit
io

n 
in

 p
ar

ty
 p

la
tfo

rm
s, 

20
00

-2
01

0

0

2

4
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b Anti-immigration, 2000-2010 = expert coding of whether party strongly 
opposes (0) or strongly favours (10) tough policy towards curbing immigration 

cRadical right parties: DF= Dansk Folkeparti (Danish Freedom party); PS= Perussuomalaiset (True Finns); FN=Front 
Nationale (National Front); LN=Lega Noord (Northern League); AN=Aleanza Nationale (National Alliance); LPF=Lijst 
Pim Fortuijn; PVV=Partij van de Vrijheid (Party of Freedom); SNS= Slovenská Národná Strana (Slovak National Party); 
SD=Sverigedemokraterna (Sweden Democrats)

dRadical left parties: EL= Enhedslisten (Red-Green Alliance); SF= Socialistisk Folkeparti (Socialist People’s Party); VAS= 
Vasemmistoliito (Left Alliance); PRC= Rifondazione comunista (Party of Communist Refoundation); SP=Socialistische 
Partij (Socialist Party); KSS= Komunisticka Strana Slovenska (Communist Party of Slovakia); V=Vänsterpartiet (Left Party).

Sources: Own calcuations from Volkens et al. (2014); see Burgoon (2013); own calculations from Bakker et al. (2015)

These patterns likely reflect the very different traditions, in terms of ideological ends 

and means, from which the radical left and radical right have emerged as offshoots.  

The radical left grew out of commitments to economic and political egalitarianism  

or equality, critiques of the vagaries of unfettered markets, and broad commitments 

to other-regarding altruism.  They also fostered commitment to economic activism  

by governments to pursue these ends.  With such traditions, it come as little surprise 

that even the most populist and radical of the radical-left parties have opposed mainly 

the neo-liberal and negative-integration orientation of EU integration rather than 

more social democratic versions of the European project, replete of social clauses,  

upward-levelling, and redistribution.  Similarly, radical left parties voice commitments 
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to ‘fair trade’ that protects labour and environmental standards for egalitarian ends, 

rather than simple nationalist protectionism.  Broader commitments to cosmopolitan 

international institutions and liberal multilateralism, and certainly an actual embrace of 

protection for the rights and needs of immigrants, all align with the left’s deep-rooted 

championing of equal treatment before the law with respect to individual, political,  

and social rights.  Again, the radical left’s anti-globalisation backlash is a rejection of 

neo-liberal Europe and economic openness that leaves plenty of room for alternative, 

more egalitarian governance of the European and global political economies.

In contrast, radical right populism grew out of various strains of nationalist and 

economically liberal right-wing conservatisms.  This includes more affinity with 

inequalities (particularly of outcomes if not of opportunities), with general nationalist 

line-drawing between insiders and outsiders, including acceptance of racial and 

gendered hierarchies, and an acceptance of market freedoms even where this rewards 

winners and punishes losers.  The tradition also rejects government redistribution and 

general economic activism to pursue egalitarian goals, and has long been suspicious of 

any extra-national or even federal constraints on sovereignty.  Little surprise, then, that 

radical-right populism has often been hostile towards the European project in all its 

manifestations, particularly more thorough-going political or social-Europe integration; 

has often been divided on how to deal with international trade, with some happy to 

protect national industries for their own sake; been hostile to global institutions that 

curb national sovereignty; and above all has been keen to keep racial and national 

‘others’ from one’s shores – equal treatment be damned.

To be sure, there are shared forces at work, underlying both the radicalisms of the left 

and right, and these common origins are important for thinking about the rescue of 

liberal economic and political order.  Think of the general backlash against modernity 

(end of the male breadwinner model) or against the stagnation of middle-class incomes 

amidst out-of-control inequality. The deeper underpinnings are not just apolitical forces 

of technology and ineluctable globalisation. They are also deeply political (technology 

and globalisation have political origins, after all) linked to policy choices such as 

the partisan political deregulation and diminution of welfare state compensation, the 

gutting of unions and employer associations.  
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It remains crucial to understand the deep divergences between these party ideological 

responses to common threats that distinguish the radical left and right, each so central 

to our current post-crisis political distemper against European and global economic 

openness. These differences have important implications for coalition-building that 

feeds radical reform that one might fear or embrace.  The paths of the radicals on the 

left and right are more important for their differences than their similarities: one is 

hostile to neo-liberal internationalism and Europe, not to Europe in general, the other is 

hostile to any and all of Europe and the world; one is interested in progressive recovery 

of national egalitarianism, and the other wants nationalist hierarchy.  It should not be 

hard to choose your populist ‘poison’.
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In the Brexit referendum on 23 June 2016, the British electorate voted to leave the 

European Union. The vote is widely seen as a watershed moment in British history and 

European integration. Why did some areas vote to leave the EU, while others voted to 

remain? What lessons can be drawn from the Brexit referendum regarding the rise of 

populism in the EU, and what might be done to address it?

The UK referendum on EU membership on 23 June 2016 is a key moment for European 

(dis)integration. Even though the outcome had been expected to be tight, in the days 

running up to the referendum bookmakers and pollsters predicted that the ‘Remain’ side 

would win. Many observers were left puzzled and keen to understand who voted for 

‘Leave’. Various newspapers and blogs quickly reported plots relating the referendum 

vote to key characteristics such as the age profile of the population (Burn-Murdoch 

2016). It was also pointed out that the Brexit vote related to class identification and 

social attitudes more generally (Kaufmann 2016a).

In a recent paper, we follow these early contributions and analyse the Brexit referendum 

vote in more detail (Becker et al. 2016b). We study the EU referendum result in England, 

Wales and Scotland in a disaggregated way across 380 local authorities, and also across 

107 wards in four English cities. We relate the vote to fundamental socioeconomic 

features of these areas. Figure 1 plots the ‘Vote Leave’ shares across the local authority 

areas (excluding Northern Ireland and Gibraltar).

1 Parts of this chapter were previously published at VoxEU.org  http://voxeu.org/article/fundamental-factors-behind-

brexit-vote

http://voxeu.org/article/fundamental-factors-behind-brexit-vote
http://voxeu.org/article/fundamental-factors-behind-brexit-vote
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Figure 1.  Map of the Leave share (in percent) across local authority areas in the 

2016 EU referendum.

Socioeconomic characteristics

We capture different subsets of socioeconomic variables that best ‘predict’ the actual 

referendum result. We cannot possibly give a causal explanation of the referendum 

result because the election outcome was obviously multi-causal and multi-faceted. In 

other words, our results reflect a broad range of correlation patterns. 

Figure 2 reports the goodness of fit in regressions that use different sets of explanatory 

variables. This helps shed light on the relative explanatory power of different salient 

‘issues’. For example, we find that demography and education (i.e. the age and 

qualification profile of the population across voting areas) explain just under 80% of 

the Vote Leave share. The economic structure explains just under 70%; variables in 

this group include the employment share of manufacturing, unemployment and wages. 
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7 Brussels bureaucrats and 
Whitehall mandarins: Taking 
regional identity seriously

Diane Coyle and Rob Ford
University of Manchester

The UK’s narrow referendum vote to leave the European Union in June 2016, part of  

a broader populist tide in the West, has the potential to damage both the British and 

other European economies – and perhaps worse, if it turns out to have created the 

conditions for a fundamental fracturing of the EU as a whole. Economists in Britain 

were near-united in favouring the Remain camp, with nine out of ten expecting a 

negative medium-term impact on growth.1 Leave voters – who typically had fewer 

educational qualifications and were more concentrated in rural or deindustrialised areas 

– are the people most likely to be harmed by any downturn in the economy, which will 

hit the least qualified and most marginalised hardest.

If so, the obvious question is why did so many people vote against their economic  

self-interest? The obvious answer is that they did not think they had much to lose, 

because people in those categories have not gained economically since the financial 

crisis – and in many cases they had been stagnating or losing ground for many years even 

before the crisis. Average real incomes declined nearly 10% between 2009 and 2013;  

the latest (post-referendum) forecast from the Office for Budget Responsibility predicts 

they will still be lower in 2021 than in 2008.2 

1 https://www.ipsos-mori.com/researchpublications/researcharchive/3739/economists-Views-on-Brexit.aspx

2 http://budgetresponsibility.org.uk/efo/economic-and-fiscal-outlook-november-2016/

https://www.ipsos-mori.com/researchpublications/researcharchive/3739/economists-Views-on-Brexit.aspx
http://budgetresponsibility.org.uk/efo/economic-and-fiscal-outlook-november-2016
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8 A future EU: An inevitably 
emotional party animal

Gijs Schumacher
University of Amsterdam

2016 gave us Brexit and Trump. What will 2017 have in store for us? Madame Président 

Le Pen? Prime Minister Wilders? A resurgence of the radical right in Germany? The 

media speak of ‘populist revolutions’ across the democratic world.  Populism is 

probably the most abused concept of 2016. Often people label demagoguery, political 

opportunism, and immigrant bashing as ‘populist’. Supporters of these populists are 

often branded as misguided, or as protest voters. In particular, the popular ‘angry 

(poor) white men’ explanation of Brexit and Trump characterises populist supporters as 

overly emotional and unreasoned. I disagree with this view. Not because these voters 

are rational, but because emotion and reason are not two separate processes that we 

can turn on and off. We are in fact wired in such a way that emotions always precede 

and influence reason (Damasio 1995). By consequence, all politics is emotional. This 

chapter illustrates that psychological aspects such as emotion and personality play 

a pervasive, but underestimated role in politics – in particular regarding the role of 

populists in politics. 

All politics is emotional

Was it education, income, religion, racism, sexism, geography, authoritarianism, 

or something else? The weeks after Trump’s election saw a steady bombardment of 

plots demonstrating how one vital – overlooked – variable explained Trump’s victory. 

These analyses mostly left out the single most important predictor: partisanship. Most 

Americans identify with either the Democrat or the Republican Party. Party identification 

triggers immediate emotional responses that influence all our subsequent reasoning.  
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9 State capacity, populism and the 
EU budget

Andrew Gamble
University of Sheffield

The EU is in trouble and is facing challenges which could easily lead to its disintegration. 

Brexit is an irritant rather than the heart of the problem, because the UK has been semi-

detached from the European project for most of its 43-year membership, and its leaving 

the EU will remove one of the major roadblocks to EU reform. More serious is the 

inability of the EU institutions to deal with the problems that have arisen since the 2008 

Global Crisis, particularly around debt, deflation and migration. The first two of these 

flared up in the Eurozone crisis between 2010 and 2012. The Eurozone was held together 

by some exceptional measures initiated by the ECB, but the underlying problems of 

the currency union, particularly the mismatch between productivity and debt levels 

between its members, were not resolved and will return. The current flashpoint is Italy. 

The migration problem is different from the issue of free movement, but the nationalist 

populist parties have successfully linked the two in the public mind. The EU is blamed 

for failing to provide security for its citizens, and pressure is increasing to reinstate 

national control of borders.

The political and economic impasse in Europe is leading to a major realignment of 

European politics. Mainstream parties and governing elites everywhere are under attack 

from a range of populist movements and parties. Some of these are on the left, such as 

Podemos in Spain and Syriza in Greece, but most are on the nationalist populist right, 

such as the Front National in France and the Party for Freedom in the Netherlands. A 

few, such as the Five Star Movement in Italy, are hard to categorise.  So far, the main 

loser from these insurgents has been the social democratic parties of the centre-left, 

which are in retreat everywhere, having been dominant in European politics at the turn 

of the century. 
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10 Brexit, political shock absorbers, 
and the three Rs

Kevin H. O’Rourke
All Souls College, Oxford University

Following the disaster of the interwar period, a political bargain was struck in Europe: 

workers accepted the market economy, in return for a variety of social insurance 

mechanisms, both microeconomic and macroeconomic. Policy makers followed the 

‘three Rs’, learned from bitter experience during the 1930s. The first was a shock 

preventer: regulation, above all, of the financial sector. The second and third were shock 

absorbers: redistribution, to ensure that families and regions did not fall through the 

cracks; and reflationary macroeconomic policies, when needed, to correct deficiencies of 

aggregate demand. European integration was, as Alan Milward emphasised, an integral 

part of this essentially social democratic political economy mix. It was important to 

reap the benefits of trade, but this could not come at the expense of broader social 

and political objectives: “The problem genuinely was how to construct a commercial 

framework which would not endanger the levels of social welfare which had been 

reached ... The Treaties of Rome had to be also an external buttress to the welfare state” 

(Milward et al. 2000, p. 216). And so, the Treaty of Rome (1957) envisaged not just a 

customs union, but also inter alia a Common Agricultural Policy, the free movement of 

capital and labour, common competition rules, and the harmonisation of social policies. 

The supranational elements of the European project, which have always bothered the 

British, were a logical consequence.

The strategy was so successful that voters eventually took this security for granted, and 

the political post-war bargain came under strain from the late 1970s onwards. Insurance 

only matters when times are bad, and so for a long time this policy shift didn’t seem to 

matter greatly, but eventually and inevitably bad times rolled around again. We are now 

suffering the political and economic consequences of not taking the three Rs seriously 

enough.
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11 A Europe of national 
responsibility

Erik Jones
John Hopkins University

If there is one theme that unites European responses to the financial crisis, it is national 

responsibility and not European solidarity. There have been moments of solidarity, 

to be sure. The creation of first temporary and then permanent bailout funds was the 

most obvious; the unconventional monetary policies of the ECB and President Mario 

Draghi’s “whatever it takes” speech count as well. Nevertheless, with the exception 

of the European Stability Mechanism (ESM), these moments of solidarity have been 

exceptional, temporary and transitional. They bought time for governments to restructure 

their banks, consolidate their finances, reform their market institutions, and prepare 

for an uncertain future so that another round of crisis summits and rushed institution-

building will no longer be required. Once this transition period is over, cross-border 

redistribution and burden-sharing can be kept to a minimum. That is the objective.

The pillars of this Europe of national responsibility are the fiscal compact, the 

macroeconomic imbalances procedure, the Banking Recovery and Resolution Directive, 

and the conditionality requirements attached to any support provided by the ECB 

and the ESM. The fiscal compact requires governments to write a doctrine of fiscal 

responsibility into binding domestic legislation. The overriding aim of the compact is 

to ensure governments maintain sound finances at the national level. The agreement 

provides little room for counter-cyclical demand stabilisation, and it makes no mention 

of cross-border externalities. It is not a ‘European’ fiscal policy in macroeconomic 

terms. It is a guideline for national performance.
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12 Revitalising Europe’s soft power

Erik Berglof
London School of Economics and CEPR

The greatest losers following a failure of the European project would be the EU’s 

immediate neighbours, but it is also in these countries and the less developed regions 

on the periphery within the Union that the greatest growth potential lies. Unleashing 

this potential will require both progress on the core European reform agenda and the 

substantial reinforcement of the EU policies aimed at supporting economic and political 

development in the neighbourhood.

Economic gravity, or the product of geographic proximity and market size, explains 

much of world trade and prosperity. For the EU’s neighbours, economic growth (or 

lack thereof) in what is, at least until the departure of the UK, the largest market in the 

world matters greatly. In some countries the relationship is close to one-to-one, in other 

words, a drop (rise) of one percentage point of EU growth will bring increase (decrease) 

the growth rate of the neighbouring country by one percentage point. 

But the real loss from the demise of the European project would be that of an outside 

anchor for institutional reform for the countries in the neighbourhood of the EU. We 

might despair about the reversals of reforms in Hungary and Poland, but the fact remains 

that the transformation in central and eastern Europe over the last 25 years represents 

the most successful episode of political and economic development in world history. 

We still see the impact of this anchor on institutional developments in southeast Europe 

and Ukraine, but the effects are much wider.

These achievements were largely the result of the widely held aspiration of a ‘return to 

Europe’ among the citizens of these countries. They shared a broader notion of wanting 

to be European, but they also largely admired what the European project represented. 
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13 Political economy of reforms: 
Lessons for the EU from post-
communist transition

Sergei Guriev
European Bank for Reconstruction and Development, Sciences Po, Paris and CEPR

Despite its recent troubles, the EU project has been a great success. This is the only major 

supranational entity in history for which countries democratically gave up significant 

parts of their sovereignty and which has delivered peace and prosperity to a continent 

that has been torn by wars for thousands of years. This is why many neighbours want 

to join the EU; and this is why migrants and refugees from many countries in the world 

want to relocate to the EU. 

However, these days the EU is facing existential challenges. After the Great Recession, 

it has become clear that it needs reforms on two fronts. First, it needs to reduce 

heterogeneity between the members of EU, and especially within the Eurozone. For 

this, many countries will have to undertake reforms at the national level, including 

labour market reforms, fiscal reforms, pension reforms, reforms of business regulations 

and others. Second, the Great Recession has demonstrated the need for completing the 

Union – creating a banking union, joint unemployment insurance, a capital markets 

union, joint refugee integration policies, and so on. 

While the need for these reforms has become quite obvious, they are slowed down by 

the legacies of the Great Recession. The previous waves of integration were carried out 

in an environment of reasonably fast, steady and generally inclusive growth. These days 

the situation is very different. Governments and households are burdened with debt. 
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14 Patches won’t do, fiscal 
federalism will

Charles Wyplosz
The Graduate Institute and CEPR

The root of Europe’s morass

It need not have happened all at once, but here we are. The many imperfections of the 

EU architecture are bursting out into the open. Bewildered politicians keep on thinking 

within the box, as they believe that little changes here and there will put the EU back 

on track. They will not. 

The Treaty of Rome will soon be 60 years old. It was thought of as the common 

denominator of a small number of countries traumatised by wars. Over the years, as 

ambitions grew and the world became more complex, new floors were built on top of 

each other, but without much regard to the overall structure. More countries joined in, 

bringing together a more diverse membership but with relatively unchanged governance 

rules. It is quite admirable how well it worked for so long. 

Over all these years, the motto was ‘muddling through’, a.k.a. the Jean Monnet strategy. 

This worked when there were low-hanging fruits (from the Common Market to the 

Single Market) and few member countries with broadly shared world views. Reaching 

higher-hanging fruits (Schengen, the common currency) and enlargement has proven 

to be too much for the strategy. This is not a new observation. More than 20 years ago, 

Dewatripont et al. (1995) wrote: “Europe is now at a crossroads. Opportunities for 

further integration and enlargement are still there, but it is widely agreed that the present 

European Institutions are inadequate to meet the challenges that these opportunities 

present” (p.1). Since then, some changes have happened, but the main concerns remain. 
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15 Restoring trust in the 
arrangements for Eurozone 
intergovernmental debt

Patrick Honohan
Trinity College Dublin and CEPR

Introduction

The distrust and resentment over financial issues which the financial crisis has created 

between creditor and debtor members of the Eurozone strikes at the heart of cooperation 

and solidarity within the EU.

The crisis opened up a fault line in the political economy of Europe.  For several 

years, almost all policy debates in Europe have divided along this creditor-debtor 

fault line, where previously, multiple shifting coalitions had allowed constructive and 

collaborative resolution of differences.

This is not just a legacy issue relating to existing indebtedness.  Europe needs new 

arrangements that fully exploit its overall economic strength to deal with future 

asymmetric financial shocks.  The dual nature of the challenge makes it more difficult to 

resolve – the legacy issues are poisoning discussion of future institutional and contract 

design.

Divergence in the crisis

The emergence of the fault line coincided with the reversal of a trend towards financial and 

macroeconomic convergence among the members of the Eurozone (Estrada et al. 2013).
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16 A new fiscal governance for the 
Eurozone

Jeromin Zettelmeyer
PIIE and CEPR

In the Eurozone, monetary policy is centralised while fiscal policy is determined by 

each member state, subject to fiscal rules overseen by the European Commission. One 

way of rationalising this regime is as follows. By giving up independent monetary 

policies, the members of a currency union give up an important instrument of country-

level macroeconomic stabilisation. It is therefore essential that the remaining instrument 

– fiscal policy – works when needed. This requires fiscal space at the national level. 

However, while national fiscal responsibility contributes to the stability of the currency 

union, the costs of creating and maintaining fiscal space – fiscal adjustment, and 

resisting demands for overspending in good times – are borne at the national level. 

Given national costs and external benefits, members of the currency union would not 

be fiscally prudent enough, from a collective standpoint, when left to their own devices. 

This creates a rationale for rules that limit debts and deficits. At the same time, these 

rules must allow some flexibility – overly strict limits will defeat their purpose, which 

is to ensure that countries can use fiscal policy when they need it. Possible solutions 

include defining budgetary objectives in cyclically adjusted terms, and giving the 

European Commission some discretion in deciding what constitutes a violation. 

Despite arguably being based on a sound logic – and despite several reform attempts 

in 2005 and 2011 aimed at improving the trade-off between discipline and flexibility 

– the Eurozone fiscal regime has not performed well. It has not been an effective 

stabilisation instrument in bad times, particularly between 2011 and 2013, when it 

likely contributed to procyclical fiscal policy (Barbiero and Darvas 2014, Bénassy-

Quéré et al. 2016). Neither has it been a particularly effective instrument for instilling 

budgetary discipline in good times, as shown by the pre-2008 experience, when 

many Eurozone members violated the deficit rules despite strong cyclical positions.  
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17 European Banking Union – a 
qualified success

Rachel A. Epstein and Martin Rhodes
University of Denver

Although the Eurozone crisis has most often been characterised as one of debt, the 

deeper source of Europe’s problem was its banks. It was precisely the long-standing 

political ties between banks and governments, in the context of liberalisation in other 

realms, which shaped the severity and character of Europe’s long crisis. It was those 

ties, including banking sector protectionism, state-based bank guarantees, and national 

regulatory and supervisory forbearance, in combination with other liberalising reforms, 

including international capital mobility, cross-border lending (and retreat) and the 

common currency, that created the dramatic costs and contradictions associated with 

the Eurozone crisis.

These can be summarised as follows: 

• Bank-state doom loops. Bond traders reacted to bank-state political ties by 

fleeing fragile markets and raising the borrowing costs for crisis-hit governments.  

For investors, because banks were overlending to their sovereigns, they were 

becoming more vulnerable to state fiscal failure. State fiscal failure, in turn, was 

becoming more likely due to bank balance-sheet fragility and increasingly likely 

government-funded bailouts. 

• Crisis contagion. Fears of Grexit raised borrowing costs for other peripheral 

European countries because observers perceived that they also risked expulsion.  

If a country exited, default and devaluation would result, at great expense to 

investors. EU bailout facilities were absent because states had clung to national 

bank oversight at the euro’s founding. 
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18 The role of economists in the 
new world order

Thorsten Beck
Cass Business School, City, University of London; CEPR

In 50 years, 2016 might be regarded as the watershed moment, when socioeconomic 

and political integration started to reverse in Europe and across the globe, triggered by 

the Brexit vote and the election of Donald Trump as US president. Or it might be seen 

merely as a setback to the European integration process and a trigger for a different 

mode of global integration, rather than a reversal. As historians, political scientists and 

other social scientists are doing, economists are accompanying this process with both 

positive and normative analysis (what is happening and what should be happening?). 

But it does feel different from previous watershed moments, such as the end of the 

Bretton Woods system in 1973 and the start of the transition period in 1990. 

Economists have been ridiculed and insulted over the past year, whether it be because 
their predictions have turned out wrong, or because they do not seem to understand 
the anger of large parts of the population in advanced economies against a globalised 
and liberalised world. At the same time, there is a clear threat to fact-based discourse. 
The analysis of trade-offs is being replaced with ‘having your cake and eating it’ 
approaches. Expert opinions are being replaced with populist slogans. And social 
media are not being used to connect the world even closer but to divide it by spreading 
fake information, if not outright lies. While politicians used to pick the statistic that 
served their purpose (such as Ted Cruz picking 1997 as the base year to claim that there 
was no evidence for climate change), such numbers and statistics are now simply being 
invented (such as the million and a half at Trump’s inauguration, or the £350 million 
sent by the UK government to the EU on a weekly basis ). 
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