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UK citizens voted yesterday for their country to leave the European Union. This 

ends 43 years of EU membership marked by suspicion of any integration beyond 

the opening up of markets in goods and services. The divorce will be long, 

acrimonious and probably costly for both parties. Brexit will stimulate already 

strong Eurosceptical sentiment elsewhere on the continent. But we think there is 

little likelihood that a similar referendum will be held in Eurozone countries in the 

foreseeable future. This vote shows that an EU disconnected from the concerns 

of its citizens (immigration at present) will always be a scape goat for problems 

that national governments are in reality largely responsible for. 

 The proponents of Brexit have scored a victory by a margin of around four points. 

The subjects of sovereignty and immigration therefore prevailed over those relating 

to the economy. This result creates a series of uncertainty shocks for the UK. At the 

political level, the position of Prime Minister David Cameron has been weakened, 

the Conservative party is divided and fresh general elections or a crisis over the 

Scottish question are possible in the short term. At the institutional level, the 

process for leaving the Union (article 50) will have to be launched. This could take 

at least two years. At the same time, a new agreement will have to be negotiated to 

determine trade relations between the UK and the rest of the EU. The main issue is 

the UK’s conditions for accessing the single market, in particular the continued 

existence of the financial passport, something that is key to the future of the City 

(which makes a strong contribution to UK GDP). At the economic level, a weakening 

of business confidence and a plunge in foreign investment can be expected in the 

near future, with the risk of triggering a recession in the 2
nd

 half of the year. At the 

financial level, the instant reaction is a run on sterling, which will drive up the cost of 

imports and erode spending power. The Bank of England has its work cut out. 

 For other European countries, particularly those in the Eurozone, the priority will be 

to show more unity in a bid to quell the shockwave on public opinion and to forestall 

a centrifugal movement leading to the disintegration of the EU. Eurosceptical 

political movements almost everywhere on the Continent are in the ascendant, and 

the UK vote will only increase their virulence, encouraging them in some cases to 

call for a return to national currencies. In Germany, the euro is seen by many as a 

doorway to fiscal transfers to the periphery, and the ECB is criticised for its savers 

spoliation policy. In Italy, by contrast, the euro is considered too “Germanised”. The 

Front National party in France and the PVV in the Netherlands shamelessly mix 

monetary and immigration questions. If a divorce looks set to be difficult in the UK, it 

hardly needs saying that it will be incommensurately more complex to undo the 

monetary union. This will not happen. The risk of more referendums being held on 

Europe in the short term appears extremely small to us. No heads of state or 

government would want to put their fate on the line as Cameron did. 

 Before French and German elections in 2017, it is unlikely that any real progress 

can be made on the Eurozone’s integration. But almost everyone acknowledges 

that a monetary union without a fiscal solidarity mechanism between member 

states, at least in well-targeted intervention areas (for example, unemployment 

insurance), will always remain incomplete and fragile.  
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UNDERMINED EUROPE 

 
 
 

Should I stay or should I go now? 
If I go there will be trouble 

An' if I stay it will be double… 
(The Clash) 

 
 
 
 
 

Results of the referendum 
Two years after joining the European Economic Community (which preceded 
the European Union), the British voted by a two-thirds majority in June 1975 to 
remain a member. The referendum of 23 June, 2016 on whether to stay in the 
EU reverses this result (Chart 1). Brexit supporters landed a clear victory, with a 

lead of around four points, representing a difference of around 1.3 million votes. 
The geographical breakdown reveals a pronounced division: London (59%), 
Northern Ireland (56%), and Scotland (62%) voted largely in favour of staying in 
the EU, in contrast to the rest of the country. 

Charts no.1  – Sources: Oddo Securities 

 
When the UK’s withdrawal has been completed, in principle within two years, 
this will end several decades of complicated institutional relations between the 
UK and the rest of the European Continent that have been full of reciprocal 
suspicions. The British have always refrained from participating in European 
integration projects – the principal one being the single currency – to keep as 
much sovereignty as possible. They already had one foot outside European 
institutions; soon, they will have both feet outside them. 
 
 
 

The next steps 
By definition, a referendum is normally a choice between two well identified 
options. This was not the case of the Brexit referendum. No-one really knows 
what the alternative is to the UK’s membership of the European Union. This 
creates huge uncertainties, both immediate and in the longer term, and both at 
the political and institutional levels

1
. David Cameron has always said that he 

intended to remain Prime Minister regardless of the result of the referendum, 
but given that he is largely to blame for the defeat of the Remain camp, he has 
finally decided to step down by October. The Scottish question (independence) 
and the Irish question (North-South peace process) are, it hardly needs saying, 

                                                           
1
 See our Eco Notes published on 16 February, 2016: “Brexit, Brexident, Little Britain”, and 29 March 

2016: “Brexit Tea Party”. 
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essential questions for the future of the UK. In passing, note that Spain has just 
proposed shared sovereignty over Gibraltar! 
 
Turning to the withdrawal process, only one legal path is open, set out in article 
50 of the Lisbon Treaty. This opens up a two-year period, potentially renewable 
on unanimous agreement, to discuss the precise terms of the institutional 
divorce. Brexit supporters have often said that their victory would give them 
significant leverage to negotiate new concessions for the UK, well beyond those 
secured by David Cameron last February. But it is an illusion to think that this 
sort of blackmail can work. This would be to overlook the political situation on 
the Old Continent (mounting anti-European populism) and the electoral 
calendar over the coming months (elections in the Netherlands, France and 
Germany in 2017). Instead, it should be expected that other heads of state and 
government will want to show the UK that leaving the club has a cost. No 
concession will be made in the short term to avoid the divorce procedure. 
Furthermore, European leaders will want to demonstrate their unity at the next 
EU summit scheduled next week. Lastly, we anticipate a few calls for a stronger 
and deeper union, etc. 
 
At the same time, no-one can deny that each party has mutual interests. Once 
the UK’s exit has been finalised, it is in nobody’s interest to start a trade war. On 
this subject, it should be remembered that the sensitivity of each party to 
external trade is not symmetrical. For the UK, the EU represents a market that 
is proportionately about five times bigger than the UK represents for the EU. 
The question of the financial passport, which allows financial institutions based 
in London to offer their services across the Continent, is a very important 
bargaining tool for the Europeans. In any case, we do not see today what 
existing system – the Norwegian, Swiss, Canadian, WTO options, etc. – could 
reconcile both the UK’s economic interests, namely maintaining broad access to 
the single market, and the demand made by Brexit supporters for full control 
over immigration flows and the rejection of all European regulations. A time will 
surely come when this paradox needs clarifying. 
 
It was often said during the referendum campaign that a Brexit was a leap in the 
dark. This is indeed the case. Attach your parachutes… 
 
 
 
 
 
  

The victory for Brexit supporters 

does nothing to strengthen the UK’s 

hand in negotiations with the EU.  

Both parties have commercial 

interests to preserve, but the UK is 

more dependent on the Continent 

than the reverse.  
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CRITICISED EUROPE 

 
 
 

Please accept my resignation. I don’t want to belong to any club 
that will accept people like me as a member. 

(Groucho Marx) 

 
 
For more than the past 40 years, the European Commission has conducted a 
twice-yearly survey in each member state to assess opinions about subjects 
relating to institutions, the difficulties people feel and the outlook for European 
integration. The results have been distressing over the past decade. Between 
2007 and 2012, a period marked by two waves of recession, the Union’s image 
deteriorated sharply. The modest improvement seen since the start of an 
economic recovery in 2013 has not restored the pre-crisis level of confidence. 
When it comes to the future of the Union, Europeans are divided roughly down 
the middle between pessimists and optimists (Chart 2).  
 

Charts no.2  – Sources: Eurobarometer (European Commission), Oddo Securities 

 
This result reflects two forces at play. The first, not specific to Europe, is a 
rejection of elites, political parties, experts

2
 and institutions – in short, of a 

system that failed to predict the global crisis of 2008 and has been unable to 
resolve growing inequalities in the meantime.  
 
The second force is Euroscepticism, a somewhat vague concept that covers all 
forms of discontent towards Europe, even when Europe is only partly to blame. 
A vice president of the European Commission, Maros Sefcovic, has described 
this as a “Brusselisation of failure and nationalisation of success”. Europe is an 
excellent scape goat for failures and problems encountered at the national level. 
 
 

Grievances against Europe 
The criticisms levelled against Brussels during the campaign leading up to the 
UK referendum on 23 June 2016 are neither new nor original. The UK version 
of Euroscepticism can claim to pre-date its continental variants. Through 
repetition, many of these arguments are too often accepted without discussion. 
Here is a brief round-up of them: 
 
 The EU creates worthless or harmful regulations. This immediately 

conjures up a vast building filled with technocrats who spend each day pouring 
out a constant stream of instructions of all sorts

3
. Anyone looking for an 

explanation would find themselves, like Kafka’s hero, standing before the Gate 
of the Law and constantly refused entry. Open Europe, a UK think-tank, has 

                                                           
2
 We could cite Donald Trump, Bernie Sanders or Marine Le Pen, but let’s make do with Michael Gove, 

the UK Secretary of State for Justice and a Brexit supporter: “People have had enough of experts”.  
3
 As the Brussels correspondent of the Daily Telegraph from 1989 to 1994, Boris Johnson made a 

speciality of listing them. One oft-cited but fabricated example is the ban on recycling tea bags, a clear 
affront to Her Majesty’s subjects. 

Europeans are divided in two 

between optimists and pessimists 

about the future of the Union.  

Europeans judge the image of the European Union Europeans judge the future of the European Union 
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counted 666,879 pages of European legislation adopted between 1957 and 
2005. Parliaments in each country are therefore said to spend all their time 
transposing these regulations, preventing them from tackling national problems. 
This grievance seems to be due in part to a comment made by Jacques Delors, 
who “predicted” in 1988 that 80% of legislation would come from European 
institutions by 2000. When federalists and Eurosceptics sing the same tune, the 
truth is hard to re-establish. 
 
The reality is quite different. Even if there is no ideal calculation method, it is 
estimated that European legislation represents a maximum of 40% of the total, 
and as little as 10% in some countries

4
. These figures mask sharp differences 

between sectors. Unsurprisingly, regulations relating to agriculture are 
predominantly of European origin. For economic legislation, the proportion is 
high but lower. In contrast, the proportion of legislation on education, social 
protection, domestic affairs, defence and other areas is often very low. Given 
that the economy is an area of expertise for which the EU has sole or shared 
responsibility, the huge influence exerted by Brussels is no surprise. Are these 
regulations as burdensome as all that? The UK Chamber of Commerce 
estimates the net annual cost at around £ 8bn per year, or 0.5% of GDP. Two-
thirds of this comes from European legislation, but this proportion is due in 
reality to just three regulations (including that on working time). Red tape of 
national origin, concentrating on the plethora of small and medium-sized 
regulations, is far more numerous.   
 
European regulations are clearly not all without a specific purpose, far from it. If 
they did not exist, there is little doubt that national rules would replace them. 
Taking a broad view, the Association of European Chambers of Commerce 
estimated the total cost of regulations in 2010 at 12% of GDP.  In the US, the 
National Association of Manufacturers estimated this cost at 13% of GDP in 
2012. An administration has a natural tendency to produce rules, some of which 
may be unnecessary, but it is not certain that Europe is really any worse than 
elsewhere. Indeed, the judgement made by Europeans is ambiguous. A very 
large majority believe there is too much red tape associated with the EU, but at 
the same time they recognise that the EU helps to make doing business easier 
(Chart 3).  
 

Charts no.3  – Sources: Eurobarometer (European Commission), Oddo Securities 

 
 
 The EU leads to a democratic deficit. The criticism is twofold. Firstly, a 

severe accusation is often made in the UK about a sort of “government of 
judges”. The concern is that judges, not subject to democratic control, create a 
jurisprudence allowing them to shape the organisation of society. Rulings by 
European judges, be they the European Union Court of Justice or European 
Court of Human Rights (which is not an EU institution), are imposed on national 
courts. The texts on which they draw (Charter of fundamental rights, or the 
European Convention on human rights) are broad enough to give them huge 
scope for action. This question falls outside our area of expertise. We would 
simply remark that the same type of criticism exists in the US, where sovereign 
rulings by the US Supreme Court are not always easily accepted by the whole 
population. The second criticism concerns the role played by the European 

                                                           
4
 This is the case in France according to a study by think-tank Terra Nova: European rules, French law: 

the myth of the 80%”, January 2010. 

Contrary to the myth, most 

legislation is produced by member 

states, not by the Union. 

No-one likes bureaucracy, but 

European bureaucrats are no worse 

than those elsewhere. 

Too much bureaucracy… … but a good environment for doing business 
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Parliament. Despite being elected by direct suffrage, in practice it occupies a 
subordinate position in the EU’s decision-making triangle (Parliament, 
Commission and Council). This is particularly unacceptable in the UK, the 
country that invented parliamentary democracy. Even European leaders admit 
that the EU has a democratic deficit to fill

5
. 

 
 
 The EU does not control immigration. Immigration has long been a subject 

of public debate, including for example in France, but it is only in the past two 
years that it has become a key subject in discussions surrounding Europe. In 
spring 2013, immigration was no more of a problem for Europeans than inflation 
or Europe’s place in the world, well behind the economy, unemployment or the 
state of public finances. At the end of 2015, everything changed as immigration 
became the principal concern of Europeans, alongside terrorism (Chart 4). The 

migration consequences of the Arab spring and the civil war in Syria changed 
everything in the interim. 
 

Charts no.4  – Sources: Eurobarometer (European Commission), Oddo Securities 

 
Here too, some confusion exists in the positions held by Eurosceptics, whose 
criticisms draw little distinction between uncontrolled immigration from outside 
the EU and normal migration flows between EU countries. They would sacrifice 
the principle of freedom of movement for EU citizens, one of the fundamental 
freedoms on which European integration was built, because of the deficiencies 
of the Schengen system. This confusion probably reached its height in the UK 
when some Brexit supporters said they preferred Pakistani immigrants to Polish 
immigrants, who are EU citizens. We think this pushes nostalgia for the Indian 
Empire a little too far... Migration flows within Europe are generally well 
accepted, even if the enlargement to Eastern countries in 2004 has led on 
occasion to massive migration. Many headed to the UK, drawn by the 
dynamism of the economy, but also, it should not be forgotten, by the UK 
government’s refusal at the time to place temporary restrictions on immigration. 
These restrictions, authorised by the EU, were introduced in several countries 
(France, Germany and Italy). As for immigration from outside the EU, the 
difficulty of handling it becomes apparent when one learns that Frontex, the 
agency responsible for controlling the EU’s external borders, has a budget of 
€ 140m, barely more than a thousandth of the EU budget, which is itself minimal 
(1% of GDP). 
 
 
 The EU has failed to deliver the promised prosperity. The string of 

economic and financial crises since 2008 did much to feed Euroscepticism, with 
everyone finding some criticism to make. Some attack Europe for imposing 
excessive austerity on peripheral countries. This is the Eurosceptic position 
adopted by the extreme left, from Syriza in Greece to Podemos in Spain, which 
also believes that Europe failed to punish those responsible for the crisis, 
namely bankers. Others focus their criticism – exclusive from the previous one – 
on the cost of financial aid mechanisms that were created to help crisis-hit 
countries. This is a view widely held in Germany and countries with a Germanic 
cultural sensibility. Institutions are accused of breaching their mandates by 

                                                           
5
 See the reports of Herman Van Rompuy (2012), “Towards a genuine Economic and Monetary Union” 

(four presidents’ report), and Jean-Claude Juncker (2015), “Completing Europe’s Economic and 
Monetary Union” (five presidents’ report). 

In 2013, Europeans were concerned 

about the economy. Today, 

immigration has become their key 

concern.  

The biggest problems in the EU in 2013… … and today 
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transferring the burden of bail-outs onto the shoulders of taxpayers in virtuous 
countries. In a similar vein, attacks are made on the policies adopted by the 
ECB, which is accused of organising the ruin of (German) savers and (German) 
insurers. Added to all this is a fundamental criticism of the euro’s existence. Two 
very different arguments lead to this conclusion. One calls for the restoration of 
monetary sovereignty, such as that made by the Front National party in France. 
The other argues that the optimum conditions for the Eurozone are not in place 
and that another monetary system is therefore desirable (return to national 
currencies, creation of a northern euro and a southern euro). At its creation, the 
Alternative für Deutschland (AfD) party was the representative of this academic 
(some would say elitist) approach, but it has since added criticisms of mass 
immigration to its programme. 
 
In all, Euroscepticism has never been in such good shape, since this typically 
made-in-Britain product is now produced locally in almost all other European 
countries. The EU, with its technocrats, porous borders, weak economic 
performance and democratic deficit, is not very attractive. It is easy to accuse 
the European Union of all evils, even when it is not directly responsible for them 
or only partially so. 
 
 
 
 
 

Inventory of national fault lines 
Accusations against the EU have emerged today from almost all sides of the 
political spectrum, with the exception of the generally ultra-minority fringe of 
centrist parties, which are explicitly calling for a leap towards federalism. In the 
UK, we have seen how local political considerations led to this mad idea of a 
referendum. We now need to examine if the same scenario could be repeated 
in another large European country and if it would create a new fracture, this 
time an irreversible one. 
 

➢ Germany and the risk of Gerxit. Until the refugee crisis, Germany had a 

very specific form of Euroscepticism (a term that is not in fact very appropriate 
in this case). The principal criticism was that Europe laid down rules – inspired 
by German ordoliberalism – but had the unfortunate tendency to ignore them 
when problems arose. In short, the Eurozone was built on the idea that there 
would never be a sovereign default, nor a bail-out, nor QE, and obviously that 
no exit would ever be possible. Out of necessity, however, it has proved 
necessary to restructure Greek debt (paid for by private investors) and to 
finance a string of bail-out programmes. The ECB has done the unthinkable by 
intervening in government debt markets. As a result, a large swathe of German 
public opinion favours the expulsion of Greece. All this has a cost, or a potential 
cost, for the German taxpayer. A union of transfers is consequently a German 
nightmare. 
 
The AfD party, created in 2013, presented itself, as its name suggest, as the 
advocate of an alternative to the current situation in which Germany pays for the 
others. It was the sovereign debt crisis that first sparked some hostility among 
Germans towards Europe. But the AfD failed to gain traction and only scored a 
few successes in local elections in spring after the large influx of immigrants 
and New Year events in Cologne. 
 
In theory, if it is sere easy to undo all the ties between Eurozone countries (a 
very strong assumption), Germany would withstand the shock of a return to 
national currencies much better than all the others. Its twin (fiscal and trade) 
surpluses would protect it against an adverse market reaction. There is little 
doubt that German debt and the new DM would be coveted more than ever, as 
Swiss debt and the Swiss franc are today. For a Germany outside Europe 
would become a huge Switzerland, with an upmarket and competitive industry. 
At a later stage, however, Germany would also have to think about new 
customers for its machine tools, cars and other products, since its European 
neighbours, with their devalued currency, would no longer be the large export 
markets they are today. The sharp appreciation of the DM would create a 
deflationary shock, which in principle would be positive for the real yield on the 
Bund. Rentiers and pensioners who think that Mario Draghi wants to suffocate 
them would at last be able to breathe, but at what price for the whole economy? 

Euroscepticism is the thing most 

shared between right and left, but 

their criticisms are radically different. 

Germany could survive very well 

outside the Eurozone, on condition 

that it accepts the status of being a 

huge Switzerland. 
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In reality, the risk of Gerxit is very low, but the fact remains that this is the only 
divorce for which a relatively solid economic basis can be found. 
 

➢ France and the risk of Frexit. In France, the risk of a divorce from Europe 

has one name, Marine Le Pen, who sometimes presents herself to the UK 
media as Mrs. Frexit. The question is therefore whether: a) Marine Le Pen can 
be elected President of the Republic next May; and b) in this case, if she would 
hold a referendum on whether to keep France in the EU or the euro

6
. Officially, 

the Front National’s political programme calls for the return of the franc.  
 
We have discussed point a) on several occasions

7
. The reasoned conclusion at 

this stage is that her chances of victory are extremely slim, even if there is a 
high probability that she will qualify for the second round of the election. If this is 
the case, it would mean that the FN will have consolidated or even extended its 
electoral base compared with its already comfortable victories in recent 
European and local elections. If the FN makes Europe a key subject of its 
campaign, this could create a very strong dividing line in opinion, as seen in the 
UK referendum. 
 
Regarding point b), the rejection of the euro/Europe and the fear of a migration 
invasion are the two pillars of the FN’s campaign. But there is one huge 
difference from the UK: France’s participation in the euro. In the debate over 
Brexit, it has become apparent that leaving EU institutions risks being an 
arduous, long and uncertain process, but a possible one. For a country such as 
France that is also in the euro and the Schengen area, a divorce looks set to be 
more complex. One only has to look back to the preparation and logistics 
required to introduce the euro to see that a U-turn would be costly for all 
economic agents. The recent example of Greece having to close its banks and 
impose capital controls is not exactly the best advert for ditching the euro. 
Furthermore, it is far from clear that a majority of the French, and even a 
majority of the FN’s electorate, want to return to the franc. Indeed, Marine Le 
Pen remains somewhat vague about this monetary question. It is easier to 
imagine a hypothetical President Le Pen holding a referendum on whether to 
close the borders, restore the death penalty for terrorists or something of this 
sort. 
 

➢ Italy and the risk of Itaxit. What are the ingredients of Italy’s problem with 

Europe? Firstly, aside from Greece, Italy has recorded the weakest aggregate 
real GDP growth since the euro’s creation: 4.8% in 16 years. This is why a small 
majority of public opinion thinks that the euro has been a bad thing for the 
country. Such a result is not found anywhere else except in Cyprus. Secondly, 
the political spectrum became fragmented after Silvio Berlusconi’s withdrawal in 
2011 and the failure of several technocratic governments (Mario Monti and 
Enrico Letta). Matteo Renzi’s rise to power initially raised much hope, but 
fatigue has begun to set in. The Prime Minister has threatened to resign if he 
loses the referendum on the reform of the Senate, due to be held in the autumn. 
Two parties with a strongly anti-European message are making headway: the 
Northern League on the far right and the M5S, an “anti-system” party that is 
hard to classify. Thirdly, there is resentment about Germany’s domination of the 
European project. It was the joint pressure of Angela Merkel and Nicolas 
Sarkozy that forced Berlusconi to resign, not the results of elections. Italy also 
differs from Germany concerning its relations with Russia. Lastly, because of its 
geography, Italy is a possible entry point for refugees from Africa, and it 
believes that other countries are not displaying the necessary solidarity for such 
a typically European problem: protecting external borders. A few months ago, 
the Italian proposal to finance the migrant crisis jointly (through “refugee bonds”) 
was rejected out of hand by the German finance minister, without even being 
examined by all those concerned. Do we also need to add the numerous 
criticisms levelled in Germany after an Italian was appointed to head the ECB? 
 
All this is not a very encouraging cocktail in a country torn apart by its own 
internal dissensions between the north and the south. The M5S advocates the 
idea of a consultative referendum on the euro, arguing that the current situation 
is not ideal. From an Italian perspective, this is a euphemism. It is not so much 
the euro that is rejected as an overly “Germanised” euro. Some experts in the 

                                                           
6
 France has held three referendums on Europe: 1) in April 1972, on the enlargement of the EEC 

(68.3% in favour); 2) in September 1992, on the adoption of the Maastricht Treaty (51.1% in favour); 
and 3) in May 2005, on the ratification of the European Constitution (54.7% against). 
7
 See our Economy Report of 22 March, 2017, " French elections in 2017: a user’s guide" and our Eco 

Note of 9 June 2016: "French elections in 2017: a new assessment". 
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competition 

A hypothetical return to the franc 
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structural handicaps. 

Almost two decades of economic 
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the most critical citizens of Europe.  
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M5S party believe that a break-up of the Eurozone into Germany on the one 
hand and the majority of other countries on other would be a better solution. 
This is not far removed from the AfD’s ideas. 
 

➢ Netherlands and the risk of Nexit. Since their massive rejection (61.5%) of 

the proposed European Constitution in June 2005, the Dutch have often been 
presented as the most Eurosceptic people after the English. This picture is not 
supported by the Eurobarometer. At the end of 2015, the image they had of the 
EU was slightly positive, close to the average level in Eurozone countries (+9 
vs. +11 in the Eurozone). In this sense, they were less critical than the Germans 
(+7) and, in particular, the Greeks (-16) or the Austrians (-18).  
 
This reputation for Euroscepticism is due to the significant place held by Geert 
Wilders’ Party for Freedom (PVV). Its share of the vote in opinion polls levelled 
off at 15% around a year ago, but the EU’s inability to manage the migrant crisis 
has given it fresh momentum in a country that remembers the assassinations of 
the politician Pim Fortuyn and the film maker Theo Van Gogh, who both had a 
deeply anti-immigration and anti-Muslim platform.  
 
Opinion polls have put the PVV on around 25% since last September. If it 
maintains this score, the proportional electoral system would give it close to 40 
seats (out of 150) at the next election scheduled by March 2017. The party’s 
influence in this case would be all the greater given the complete fragmentation 
of the political landscape. It may be hard to form a coalition without the PVV or 
a government without at least the tacit support of the PVV. But there is still a 
long way to go from there to the path towards a Nexit. In response to the 
question of whether their country would fare better in the future without the 
Eurozone, the Dutch rejected this proposal by a considerable margin of 59pts, 
compared with 33 in Germany, 25 in France and 8 in Italy while the British 
accepted this proposal by a margin of 5 (Chart 5). Like the FN in France, the 

PVV’s central argument lies in Europe’s faults, but a move from words to deeds 
appears fairly unlikely. 
 

Charts no.5  – Sources: Eurobarometer (European Commission), Oddo Securities 

 
 
 
 
  

In the Netherlands, rejection of 

Europe is simply a by-product of the 

rejection of poorly controlled 

immigration, not the desire for a 

different economic model.  

Would countries face a better future outside the EU? Sentiment about non-European immigration 
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INCOMPLETE EUROPE 

 
 
 

Today we face a choice – between leaving things as they are and moving forward. 
And this is not a choice without costs 

(Mario Draghi, 21 June, 2016) 

 
 
 
In international relations theory, the European Union occupies a singular place. 
To understand its existence, one has to start by looking far in history to the 19

th
 

Century. The Western world consisted at that time of nation states guided solely 
by their own interests, with the repeated risk of severe conflicts. A certain 
amount of idealism in the wake of the First World War led to the search for a 
system over and above nation states. Some aspired towards a world 
government, which the League Nations would have been an embryo of. What 
happened next is well known: another world war, the division of Europe into 
two, the creation of the UN, etc. However, it is difficult to justify the authority of 
such organisations over their member-countries. To overcome this obstacle, 
one strain of thought – functionalism – proposed the creation of technocratic 
international agencies with a precise intervention area. This was a form of top-
down integration. We would cite the International Labour Organization, the 
World Health Organization and the International Monetary Fund. But experience 
has revealed the limits of this approach given its dependence on the good will of 
each state. The European Union (and the EEC before it) is one of the few 
international organisations that has attempted to overcome this paradigm. The 
approach adopted by Jean Monnet, whose theoretical basis is known as neo-
functionalism, proposed bottom-up integration. Starting with the integration of a 
few business sectors (coal and steel in 1951), others would then be integrated 
through a snowball effect. 
 
This vision of a Union that builds itself once the process is underway soon ran 
into trouble. The failure of the European Defence Community (EDC) in 1954 
and, above all, the “empty chair policy” practiced by France in 1965 showed 
how far nation states resisted a loss of sovereignty to European institutions. 
This led to the principle that major decisions would be taken unanimously by 
member states, sparking much scepticism about the European integration 
project. All this was summed up at the time by the US political scientist Stanley 
Hoffmann: “Between the cooperation of existing nations and the breaking in of a 
new one there is no stable middle ground. A federation that succeeds becomes 
a nation; one that fails leads to secession”

8
. This criticism, which dates back 50 

years, remains relevant today. However, the Union has not broken up, nor 
become a separate sovereign state. 
 
 
 
 

A multi-speed variable geometry Union 
The integration process has continued year in, year out, proceeding hand in 
hand with an extension of the EU’s powers and a geographical enlargement 
(from 6 to 28 members). Today, European institutions have exclusive 
jurisdiction over the customs union, competition rules, monetary policy (in the 
Eurozone), the conservation of fishing stocks, the common trade policy and the 
signing of international agreements. They have shared jurisdiction (European 
legislation having priority over national legislation) over the internal market, 
some aspects of social policy, agriculture and fishing, regional policy, the 
environment, consumer protection, transport, trans-European networks, energy, 
the area of freedom, security and justice, common health-related issues, 
research, technological development and space, development cooperation and 
humanitarian aid. Lastly, they have the possibility to intervene in many other 
areas to foster inter-state cooperation. Two limits are placed on these powers: 
the principle of proportionality (the EU’s action must not exceed what is 

                                                           
8
 See Hoffmann (1966), “Obstinate or obsolete? The fate of the Nation-State and the case of Western 

Europe”, Daedalus. 
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necessary to attain treaty objectives) and the principle of subsidiarity (in areas 
that do not fall under its exclusive jurisdiction, the EU intervenes if, and only if, 
the objective of a proposed measure cannot be attained sufficiently by EU 
countries but can be attained more effectively at the EU level). 
 
Though criticised, the EU’s democratic legitimacy has made progress, at least 
from a formal standpoint. The European Parliament has been directly elected 
since 1978 and, as more and more treaties have been signed, it has acquired a 
role almost equal to that of the Council in the legislative process. The President 
of the Commission was chosen in 2014 for the first time on the basis of the 
results of European elections. Lastly, the principle of unanimity within the 
Council no longer applies. A super-majority is generally sufficient, significantly 
reducing the possibility for a single country, or even a small minority, to block 
legislation (Charts 6). 

Charts no.6  – Sources: Thomson Reuters, Commission, Oddo Securities 

 
 
While the Union has unquestionably progressed towards its objective for an 
“ever closer union”, this trend has lost momentum over the past two decades, 
especially in the post-crisis years. We are seeing instead the emergence of a 
Europe with two different geometries, with a divide between countries that have 
made the move to monetary union (19 out of 28) and the others. 
 
Initially, the Eurozone only differed from the rest of the EU through its monetary 
policies. But over time, following various episodes of financial crisis, the 
Eurozone has continued to pursue an integration process following the 
recognisable principle of the snowball effect. For example, cooperation on fiscal 
policy has been strengthened. It is easy to criticise the effectiveness of 
budgetary rules, but it should be recognised that they have a political weight for 
Eurozone countries

9
. Recently, there was a debate over the proposal to extend 

the deadline for countries such as France Spain or Portugal to bring their 
deficits back below the threshold of 3% of GDP. This has far from been the 
case in the UK, even though the country is legally bound to respect this limit. 
Lastly, after the sovereign debt and banking crises, a banking union, albeit 
imperfect, has begun to be put in place. The ECB is now the single supervisor 
of systemically important banks in the Eurozone. 
 
By and large, these new integration steps have been taken outside the 
conventional European framework, going instead through the back door. 
The “Fiscal Compact”, which strengthens fiscal cooperation, and the European 
Stability Mechanism (ESM), which provides financial aid to countries that have 
lost access to the markets, are inter-governmental treaties. The sense of 
urgency amid the crisis and a reluctance to make substantial modifications to 
existing treaties explain why this roundabout route was chosen, but it was 
opposition of countries that are not members of the Eurozone, led by the UK, 
that was key. One historical precedent exists. The Schengen treaty (1995) was 
also an inter-governmental treaty at the outset and was only formally introduced 
into European law by the Treaty of Amsterdam (1999). 
 
 

                                                           
9
 See our Eco Note of 19 April 2016: “What is left of fiscal surveillance in the Eurozone?” 
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In the past, many political leaders acknowledged or supported the idea of a 
differentiated integration of member states. This idea was taken up by Willy 
Brandt and the Tindemans report (1976) that prefigured the euro, as well as by 
Wolfgang Schaüble, who proposed in the 1990s a geometrically variable 
system based on the concept of “Kerneuropa” (core Europe), which would serve 

as a magnet for peripheral countries. This diversification of the EU raises the 
question of political fault lines. In some cases, these have been unprecedented, 
such as during the recent refugee crisis. The Chancellor’s unilateral position 
was strongly opposed by countries in the German hinterland. It also poses the 
problem of economic and financial fault lines, as we saw during the sovereign 
debt crises between 2010 and 2012 (Charts 7). On this subject, it is worth 

underlining that the ECB’s principal success since 2012 has been to reduce 
financial fragmentation. 
 

Charts no.7  – Sources: Thomson Reuters, Bloomberg, Oddo Securities 

 
 
 

What will tomorrow’s EU/Eurozone look like?  
The present situation is generally described as a half-way house that is not 
satisfactory: neither for the Eurozone, since the absence of genuine fiscal 
solidarity leaves it vulnerable to shocks; and neither for the EU as a whole, 
since if the Eurozone manages to continue its integration process, the gulf 
between the EU and EMU will deepen further after the UK’s vote.  
 
The question of asymmetrical shocks has consistently been identified as the 
hardest problem to resolve for countries with the same currency (hence the 
notion of the optimal currency areas, as well as the notion of convergence 
criteria). Recent years have provided a real-life application of the problem. The 
least competitive countries were the most severely affected by an adverse 
shock, and to restore their credibility they were forced to restrict their fiscal 
policies sharply, deepening the recession, and in turn their deficits, which 
required more austerity measures. The theory of the infernal cycle is often used 
by English-speaking commentators to predict that the Eurozone has a binary 
choice between a break-up and a comprehensive fiscal union

10
, which 

guarantees another form of break-up, this time a political one. In fact, only 
Greece meets this apocalyptical description.  
 
Other peripheral countries have exited this vicious circle with varying success: 
their unemployment rates have fallen, their imbalances have narrowed and their 
financing rates have decreased. The ECB’s actions and the implementation of 
bail-out programmes have played a stabilising role. Without wishing to make a 
virtue out of all internal devaluation policies, we would at least point out that the 
trajectories have been very different. In the future, the Eurozone’s problem is 
that some intra-zone solidarity policies adopted during acute phases of the 
crisis have the unfortunate tendency of losing importance when financial 
pressure eases and populist pressure mounts. The most obvious example is 
some aspects of the banking union, together with the deposit insurance system. 

                                                           
10

 In the US, federal transfers explain less than 20% of the absorption of local shocks, the remainder 

being due for one third to bank credit markets and for one half to capital markets. The proportion 
between the various German Länder would be even lower. In contrast, it is worth noting that 98% of 
public spending in Europe is made by member states (local scale), compared with just 46% in the US. 

The economic and financial 

fragmentation of the Eurozone has 

diminished over the past 2-3 years.  
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The prospect of a referendum on a Brexit, latent since 2013 and official since 
David Cameron’s re-election in 2015, has frozen all progress towards 
integration of the EU and the Eurozone. No-one in Brussels, Berlin, Paris or 
elsewhere wants to spend time and energy on a subject that is not a priority for 
voters and risks being imperilled by the vote in the UK. Even so, a number of 
proposals have been made. We will look here at three recent reports that make 
it possible to identify the priorities. 
 
Last year, the five presidents of European institutions (Commission, Council, 
Eurogroup, ECB and Parliament) set out a sort of roadmap for 2025 to complete 
the economic and monetary union. The first phase (by mid-2017) would be to 
complete the banking union, to start working on the union of capital markets, to 
create national and European competitiveness authorities and to strengthen 
fiscal and economic cooperation while paying more attention to social 
performance, to create a consultative European fiscal committee, to give a more 
important role to Parliament in the European semester, to reorganise the 
European semester by starting to discuss the Eurozone as a whole, to 
strengthen the role of the Eurogroup and to start unifying the external 
representation of the Eurozone in international bodies such as the IMF. The 
second phase (by 2025) would work on fostering common rules for the labour 
market, competitiveness, the business environment, public administration and 
even tax policies (company tax base). Above all, it would also create a 
European treasury and a fiscal stabilisation mechanism. The list is long and the 
minimum condition for making progress is to await the conclusion of important 
elections in 2017.  
 
In 2013, the IMF identified four key factors to the future functioning of the 
monetary union

11
 and a move towards fiscal union. Firstly, national fiscal 

policies need to be monitored more closely. The idea, as if the IMF were still in 
the brightest days of the Washington consensus, is to re-introduce genuine 
discipline (no longer the case of the Stability Pact) with independent fiscal 
authorities and a mechanism for applying structural adjustment policies. 
Secondly, a fiscal transfer system would have to be worked on. The range of 
possibilities include a discretionary aid fund (“rainy-day fund”), a common 
unemployment insurance system (see box), and a European treasury focusing 
on capital expenditure. Thirdly, the IMF recommends a mechanism to support 
the banking union, either financed by the industry itself or by member states. 
Lastly, to round this all off, the creation of Eurobonds would make it possible to 
finance common institutions and to provide investors with a truly risk-free asset. 
 
At the start of the year, the French Economic Analysis Council also drew up a 
list of proposals

12
. These were: to complete the banking union, to allow the ESM 

to act as a firewall in case of a sovereign debt restructuring, to create a 
European fiscal authority that would give its opinion about the macroeconomic 
position and fiscal orientations of the Eurozone, to give the European Fiscal 
Council responsibility for setting limits on spending fluctuations depending on 
the stage of the cycle, and to converge labour market rules (for example, with a 
common unemployment insurance system). 
 
All these reports focus on the Eurozone’s future. As such, they are clearly 
postulating that the euro is the currency of the Union and that its members are 
expected to participate in the single currency (barring an opt-out clause). All 
these reports also recognise that, to survive, the Eurozone requires a minimum 
level of fiscal solidarity. This solidarity partially exists today in reality, but two 
criticisms are levelled at it. The first is that the principle of conditionality is 
opaque to say the least. Who knows, for example, how the OMT would function 
if the ECB were to activate it one day? The other is that democratic control is 
absent. It is very difficult to say how the inevitable losses associated with 
Greece’s bail-out programme will be divided up. The current situation does not 
appear sustainable. In concrete terms, what can one expect in the short and 
medium term? 
 
In the short term, whatever some wishful thinkers may say (we need more 
solidarity and more structural reforms), few subjects can make true progress 
ahead of elections in France (April to May 2017), Germany (September 2017) 
or Italy (May 2018, with a risk of early elections). What’s more, there is no real 
urgency. At present, the patches applied are still holding and the cyclical 

                                                           
11

 See IMF (2013), “Toward a fiscal union for the euro area”, IMF Discussion Paper, September. 
12

 See Bénassy-Quéré, Ragot and Wolff (2016), “Which Fiscal Union for the Euro Area?”, February. 
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recovery continues to gain traction, gradually bringing fiscal deficits back within 
the authorised limits, including in the least virtuous countries.  
 
In the medium term, the widely shared view is that an institution such as a 
European Treasury is required. This would be responsible for a portion of the 
allocation of spending and would have its own financial resources. This sets the 
direction of future reforms. As always in Europe, the role played by politics and 
the people who incarnate it is crucial. The time when “good” reforms would be 
imposed on a people who barely understood them is over.  
 
Deflating Euroscepticism is thus a minimum precondition. This is why any 
project that brings European decisions closer to ordinary citizens is useful. But 
to achieve this, it is also probably necessary for policymakers to raise their 
sights somewhat higher. In a recent speech given in homage to Theo Waigel, 
Mario Draghi summed up the challenge by quoting a 19

th
 Century theologian: “A 

politician is a man who thinks about the next elections, whereas a statesman 
thinks about the next generation”. This is a good subject for David Cameron and 
his counterparts in the rest of the European Union to chew on. 
 

 

Box: A scheme for European unemployment insurance 

An EU budget exists, but its weight, at around 1% of GDP, is too small to make it a macroeconomic stabilisation tool, besides which it is 
absorbed by highly targeted spending (CAP and intra-state transfers). There is not much appetite to expand this budget, even if it is 
acknowledged that the creation of a European Treasury would put the finishing touch to the Eurozone. What should be done in practice? 
One interesting proposal (*) is to create an unemployment insurance system on a European scale. This would have a twofold advantage. 
First, it would help to absorb asymmetrical shocks by automatically creating a transfer between member states. Second, it would 
associate the EU with a subject that directly affects its citizens. 

What form could this unemployment insurance take? The US is a first model. Basic unemployment insurance there is managed and 
financed by each state within limits set by the federal regulation. When unemployment rises suddenly above its normal level, the 
duration of benefits is extended, and this extension is partially funded by the federal budget. Drawing inspiration from this model (a last 
resort system), one could imagine that unemployment insurance would remain national in Europe in normal times but that, when 
unemployment rises sharply, a European fund would cover a portion of the expenditure. This first solution has the advantage of being 
simple, perfectly counter-cyclical and requiring few funds at the outset. Its principal drawback is political. Being rarely called upon, this 
mechanism risks being the subject of suspicion, and it would not necessarily be very visible to its beneficiaries if national systems remain 
fully in place. 

The other solution is to create a common core of unemployment benefits as a first resort intervention. Short-term unemployment benefits 
would be financed by a European fund at a given replacement rate. Each country could decide if it wanted to add to this common core 
through a higher rate or a longer benefits period. The advantage is that it would directly target the most cyclical part of unemployment 
and that the EU’s involvement would be far more visible if all the unemployed are protected by a “European insurance”. The drawback is 
that such a system risks falling victim to opportunistic behaviour by member states. They would have less interest in assessing the 
effects of their own policies on unemployment, and the result could be permanent transfers between different countries. It is obviously 
possible to adjust the contributions to avoid such a situation, but constant vigilance would be necessary. 

Lastly, it is sometimes suggested that a single unemployment insurance system would also have the advantage of fostering the 
convergence of labour market standards. This is certainly a possibility, but in view of the political sensitivity of these questions, it does 
not appear likely to be a subject that politicians will want to address in the near future.  

        

(*) see Bénassy-Quéré & Keogh (2015), “A European unemployment insurance?”, note by the French Economic Analysis Council 

Replacement 

rates (%, net)

Duration (in 

months)
% of GDP

(per point of 

unempl. rate)

Germany 62 12 1.3 0.22

France 69 24 1.9 0.20

Italy 55 8 1.6 0.16

Spain 62 24 3.4 0.15

Netherlands 65 10 1.4 0.24

Belgium 68 ∞ 3.6 0.45

Austria 45 9 1.5 0.31

Portugal 92 18 1.5 0.11

Greece 72 12 2.0 0.10

Weighted average 63 15 1.9 0.17

*2013 at the latest, some changes may have taken place since then
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 Economic Note 

  

 Brexit does not mean the disintegration of Europe (June 17, 2016) 

 French elections in 2017: a new assessment (June 9, 2016) 

 Eurozone: more credit for more SMEs  (June 6, 2016) 

 ECB, three years behind the Fed?  (May 31, 2016) 

  What does the end of a cycle look like?  (May 24, 2016) 

 Reflation via the credit channel, it works (April 20, 2016) 

 
 

 Focus France (twice a month) 

  

 A red carpet between London and Paris, but in what direction?  (June 20, 2016) 

 Sabotage! (June 1st, 2016) 

 Can France’s economy be reformed?  (May 18, 2016) 

 France: a positive outlook for investment (May 4, 2016) 

 Why be relatively upbeat on France? (April 22, 2016)  
 
 

 Focus US (weekly) 

  

 No sign of recession among US households  (June 17, 2016) 

  Conflicts of objectives at the Fed (June 10, 2016)  
 
 

 Economy & Rates (monthly) 

  

 US: second wind or... out of breath? (June 16, 2016) 

 Groping for growth (May 11, 2016) 

  Europe, still undervalued (April 14, 2016) 

 Facts and fables (March 10, 2016) 

  Negative waves (February 9, 2016) 

 

 Economic Report 

  

 Groping for growth (May 11, 2016) 

 French elections in 2017: a user’s guide (March 22, 2016) 

  Scary monsters… China, oil and monetary divergence (January 13, 2016) 

  The sun is rising in the West, the fog thickens in the East (Sept.10, 2015) 

  Ready for lift-off... fasten your seatbelts (May 13, 2015) 
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