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Introduction

The compromise that has allowed the European Union to develop over the last sixty years is today under unprece-
dented pressure. This is due to a combination of one general social trend, and two very specific pressures, all three of
which feed off, and amplify, one another.

The general social trend is a lack of understanding among the general public, in all EU countries, of the full extent to
which their livelihoods depend on economic decisions in other countries, and of how unrealistic, in modern condi-
tions, is an “ourselves alone” policy. Politics is still local, while the issues it has to tackle have become global or re-
gional. This is aggravated by the fact that public opinion has no democratic vehicle for expressing itself beyond
national boundaries, and is forced to focus all its hopes on national governments, who are too small to manage glob-

alisation on their own.

The two specific pressures currently
putting stress on the EU are the euro
crisis, and the growing desire of the
UK to have a different type of relation-
ship with the EU.

The euro crisis is forcing the EU to deal
with a whole range of new issues that
were postponed at the time the orig-
inal design of the euro was being put
together. The existing EU budget and
the normal powers and procedures
for EU decision-making are inade-
quate to the scale and scope of the
new issues thrown up by the euro cri-
sis. For this reason, the euro crisis has
to be tackled outside the traditional
procedures of EU governance, where
the European Commission makes the
proposals, which can be voted
through by majority votes. Instead,

the leadership on the euro crisis is-
sues comes from the European Coun-
cil, where decisions require unanimity,
and there is a much more overt clash
of national interests.

The euro crisis is made harder to man-
age by the fact that the UK is in the
EU, is not in the euro, but must coop-
erate if EU institutions are to be used
to solve a euro area problem. Mean-
while the UK is pursuing an entirely
different agenda of its own. This diffi-
culty is illustrated by the fact that the
Fiscal Compact Treaty for the euro had
to be brought into effect outside EU
structures, because the UK was not
satisfied with concessions for its par-
ticular interests. This type of conflict
is liable to occur again in the future.

The risk is that these pressures will
undermine the underlying spirit of
compromise that enabled a much
smaller EU to overcome various prob-
lems in the past.

In this paper, | will set out the existen-
tial threats facing the European
Union. | will start by stating what we
are at risk of losing, if the EU were to
founder.

Why we need the
European Union

The European Union is a historically
unprecedented institution building
project. It is the first ever voluntary
coming together of sovereign states,
pooling some of their sovereignty, so



that they could do more together
than they could separately, that has
occurred in human history.

Almost every other political unifica-
tion or state building in history has in-
volved the use of force. The creation
of most European states, including the
UK, and the maintenance of the unity
of the USA, involved the use of force.
In contrast the EU came together
peacefully and voluntarily, without co-
ercion of any kind.

Some might argue that the EU was
necessary only in order to cement a
post war reconciliation of Germany
and France and that, now that that is
achieved, it has done its job, and it
needs no further development.

This is wrong for two reasons.

1. The EU provides an assurance of
mutual security

Firstly, the fact that there is a queue of
states still lining up to join the EU
shows that the EU still provides a nec-
essary political and economic umbrella
under which reconciliation and mutual
security between states can be as-
sured in the twenty-first century.

This was why the Baltic states, Poland
and other central European states
joined, and it is the reason several
Balkan states, and even Georgia and
Ukraine, might like to do so. It is also
the reason why Greece, much to the
surprise of many, has favoured Turkish
membership. While the United States
of America is remarkably successful in
many ways, there is no queue of other
American states lining up to join. Even
Puerto Rico has not done so after
more than 100 years of Washington
rule.

2. The EU provides a way to manage
globalisation democratically

Secondly, the EU is the most advanced
effort in the world providing a meas-
ure of democratic supervision over
globalisation. There are two key differ-

ences between the EU and other ef-
forts to supervise globalisation, like
the United Nations and the World
Trade Organisation.

First, the EU has a directly elected Par-
liament which co-legislates for the EU
alongside the 27 Governments, who
often decide issues by majority.

Secondly, other international organi-
sations operate on a purely intergov-
ernmental basis, which means that
there has to be unanimity to get a de-
cision. Democratic involvement only
arises after a deal already has been
negotiated in private, when it is rati-
fied in national parliaments without
possibility of further negotiation or
amendment.

As a result of these two differences,
other organisations, like the WTO and
the UN, can do much less, and have to
do much more of what they do behind
closed doors, than is the case with the
EU. The EU provides a unique model
for democratic rule-making, at supra-
national level, something which will
become more, not less, necessary as
we proceed into the 21st century.

Indeed the failure of the world to deal
with climate change is a good example
of the weaknesses of present inter-
governmental models of global gover-
nance. If the different regions of the
world had Unions, like the EU, which
could negotiate seriously, and with
genuine political legitimacy, as the EU
can, the failures of Copenhagen and
other climate change summits would
not have happened.

The nature of the threats
we face

If the EU were to break up, either be-
cause of the collapse of the euro or
because a major country like the UK
feels it has to exercise its right to leave
the EU, and either event were to set
off a breakdown of the trust that
keeps the EU itself together, we would
have lost a unique instrument for se-
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curity building in Europe, and for
problem solving in the wider world. Of
these, a breakup of the euro is un-
doubtedly by far the more serious ex-
istential threat to the EU, because the
scale of the economic losses is poten-
tially much greater, and the means of
controlling those losses are much less.

The euro crisis is not solved

The euro crisis has become slightly
less acute in recent weeks. The an-
nouncement of a new bond-buying
policy by the European Central Bank
has calmed the markets. But there is
no doubt that the markets will test the
ECB’s will-power at some stage.
Meanwhile the link between the sol-
vency of European banks and the sol-
vency of European states has not
been removed. A default by any EU
state would wreck the banks of that
state, because each state’s banks tend
to be big purchasers of the bonds of
that state.

Similarly a potential collapse of a bank
in a state would force that state to in-
ject capital into banks, if it did not
want a run on banks generally to take
place, spreading contagion to other
countries. The loss of confidence
caused by a major bank’s getting into
difficulty could lead to a dramatic col-
lapse in state revenues, leaving it with
a much increased budget deficit, at
the very time it was also having to find
the money to recapitalize the bank.

Four things that must be done to
solve the crisis of the euro

If these problems are to be resolved,
four things will have to happen, more
or less at the same time.

1. Greek Government debt will have
to be forgiven.

2. The European Stability Mechanism
(ESM) will have to be seen to be big
enough to stand behind Spain and
other countries that might get into dif-
ficulty, on a contingency basis.



3. The new mechanisms to supervise,
and if necessary rationalise, Europe’s
banks will have to be put in place.

4. The already agreed reforms to re-
duce deficits, and to promote growth
by opening up the job and service mar-
kets to competition will have to be
demonstrated to be being fully imple-
mented, in letter and spirit, to show
creditors that, if one forgives debt or
creates an enlarged ESM, one is not
throwing good money after bad.

At the moment, it is uncertain
whether the Greek debt issue is being
tackled adequately. There remains a
risk that dealing with the full problem
will be postponed until after the Ger-
man election in September 2013.
Greece needs immediate help to fi-
nance itself to the end of 2013, and
that bridging finance cannot await
elections in Germany or anywhere
else. Delay may add to the overall cost
of the solution, even if it does allow
time for Greek reforms to begin to es-
tablish credibility. It is vital to educate
public opinion in creditor countries,
like Germany, and in countries sitting
complacently on the sidelines, of the
true consequences for themselves of
a euro break up.

The EU has already enacted a raft of
legislation, including the Fiscal Com-
pact Treaty, to ensure that countries
both reduce their deficits, and liber-
alise their labour and service markets.
One of the most important reasons
why growth potential has been low in
Greece, Italy, and Spain is lack of com-
petition or flexibility in key sectors.
This also masks deep unfairness in so-
ciety, with some groups able to over-
charge or be overpaid for the services
they provide, while others are driven
into marginal, badly paid, and precar-
ious jobs.

Germany however is not yet satisfied
with these arrangements. It wants to
have an EU Commissioner with the
power to veto state budgets, and en-
forceable contracts on reforms be-

tween states and the EU. But not
enough attention is being paid to the
fact that Germany itself, France and
other core countries could also be
doing a lot more to open up their
own digital, financial, energy, retail
and professional service markets.
While Germany has set a good exam-
ple in labour market and pension re-
form, there are other reforms it could
initiate, that would help other EU
countries to sell more goods and serv-
ices into the German market, and
thereby trade their way out of their
problems.

There is understandable political re-
sistance to any further debt forgive-
ness for Greece. But debt forgiveness
within the euro is one thing. Greek
exit from the euro is an entirely differ-
ent matter. It would be far more dan-
gerous, and that needs to be
explained to public opinion in all EU
countries, including Germany.

What would happen if the
Eurozone broke up?

Even a disorderly default by a country
within the euro, no matter how severe
its consequences for its own people
and for its creditors, would have far
less severe consequences for the euro,
and for the EU itself, than an exit of a
country from the euro would have.

| have heard a view from some North-
ern Europeans that an orderly exit of
Greece from the euro could be con-
templated, if it was accompanied by
building up a huge fund, much bigger
than the existing ESM, to stand behind
all the other euro area states. Their
hope was that this would be enough
to prevent a Greek exit leading to a
loss of confidence in the financial po-
sition of the rest of the Eurozone. |
believe this view, that Greek exit from
the euro can be managed, is pro-
foundly mistaken.

The whole edifice of the EU rests on
law. The EU has no police force to en-
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force its will. It relies on member
states freely respecting the interpre-
tation of EU law by the European
Court of Justice, and implementing
the Court’s decision, however un-
pleasant that may be. The exit of a
country from the euro is, quite simply,
a breach of their treaty obligations,
and treaty obligations have the force
of law.

The euro was established on the basis
that it was irreversible. A Greek exit,
particularly if it was condoned or en-
couraged by other members, would
say loudly that the euro is not irre-
versible. That would lead to constant
speculation in the markets as to who
would be next. And as speculation in-
creased, so too would the size of the
funds or guarantees necessary to
check it, increase. That in turn would
lead to heightened risk that some of
the creditor countries, who would
have to provide these funds and guar-
antees, might decide that they them-
selves should exit the euro, and
re-establish their own currencies. That
would be the end of the euro.

Breakups of currency unions have
happened before, in Austro- Hungary
after the First World War, and in East-
ern Europe in the 1990s when the
rouble zone broke up. In both cases,
the consequences were disastrous.

The end of the EU itself?

The disappearance of the euro would
mean that new currencies would have
to be established. The relative value
of these currencies would be un-
known and unknowable. Some would
lose value very quickly and others
would shoot up in value.

Exports would become dramatically
uncompetitive in some cases, and in
others they would become so cheap
that there would be accusations of
dumping, currency manipulation and
calls for immediate reintroduction of
import duties to level the playing field.
Such duties, if imposed, would end



the Single Market. And that would be
tantamount to the breakup of the Eu-
ropean Union itself. Open markets,
the assumption on which Ireland built
its entire economy over the last 50
years, would be gone.

In some countries the banking system
would break down, and people would
have no access to credit for even the
most basic transactions. In others,
people would cease to trust the value
of their own money, and money, after
all, is based on a promise and if peo-
ple can no longer trust the states
standing behind the promise that un-
derlies their money, the basis for
money itself is gone.

None of the above is fiction. It is what
happened when the rouble zone
broke up in the 1990s and explains
why incomes fell by 50% in the former
rouble zone countries. And the ex-
porter nations within the rouble zone,
like the Russian Federation, suffered
just as much hardship as the importer
nations, like Latvia and Estonia.

The political stresses that this scenario
would create for the 500 million peo-
ple of the EU, and their governments,
would be such that trust between Eu-
ropean nations would easily break
down completely. We see signs of
that happening already, but it is being
held in check by the hope that prob-
lems can still be resolved on a collec-
tive basis. A breakup of the euro
would show that that was impossible
to resolve matters on a collective
basis, and it would then be a case of
every nation for itself, with particu-
larly severe consequences for smaller
countries, like Ireland.

Meawhile in the United
Kingdom

As if Europe did not have enough
problems, one important EU country,
the United Kingdom of Great Britain
and Northern Ireland, is preparing to
renegotiate the terms of its own

membership of the EU, and hold a ref-
erendum on the outcome, which
would potentially decide whether the
UK would stay in the EU or leave.

The first thing to say is that the UK is
entirely free to do this. Unlike other
Unions, such as the United States or
the United Kingdom itself, the Euro-
pean Union is a Union which states
are free to leave, so long as they fulfil
their normal obligations under inter-
national law, which arise when any
country withdraws from any interna-
tional treaty.

The UK has been an uneasy member
of the EU from the outset. While
Churchill envisaged a United States of
Europe, he did not envisage the UK,
which still had a global Empire at the
time, being part of it. The UK did not
attend the 1955 conference in
Messina which led to the Treaty of
Rome. When it eventually joined the
Common Market, a decision endorsed
by a referendum, the idea was sold to
the electorate as that of an economic
arrangement, whereas even the most
cursory reading of the Treaty of Rome
would have shown it to be much more
than that.

A threat to veto the EU budget

The United Kingdom is now threatening
to veto the entire EU budget, some-
thing it is legally entitled to do, unless
there is an absolute freeze on the size
of the budget. The difficulty with this
stance is not legal, it is political.

The EU Single Market, which guaran-
tees free movement of people, goods
and services, was created as a political
deal. Weaker economies opened up
their markets to stronger ones, and
removed protection from local busi-
nesses, on the basis of a promise that
they would qualify for structural funds
to modernise their economies. These
funds are what the EU budget pro-
vides. (Some of the EU budget also
goes on agriculture, but that has fallen
from almost 80% of the total origi-
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nally, to only 30% today.)

The political difficulty with the UK
stance is that of fairness. In the past,
when countries like Ireland, Spain,
Greece, Portugal, and even the UK it-
self, joined the EU, they all qualified
for very substantial EU structural
funds, in the form of aid for agricul-
tural modernisation, general infra-
structure, training and communications.

Over the past decade, the EU has
taken in 12 Central European coun-
tries, which are almost all poor by
comparison with the rest of the EU. If
the freeze on the European budget
comes into effect, these countries will
be told that they are not to get even a
fraction of the help Ireland, Spain, re-
gions of the UK and others qualified
for as of right after joining. This is
causing resentment.

| heard an Estonian Minister complain
recently that, under the existing EU
budget which is already an unfair
compromise, his farmers have to com-
pete in the same EU market with West
European farmers who are getting
three times the subsidies they do. Un-
less there are to be drastic cuts, this
sort of anomaly can only be put right
by an increase in the EU budget.

The problem is that the UK Govern-
ment has made the size of the budget
a red line issue without getting into
any informed debate about what the
money is actually spent on, or about
what sort of EU budget is necessary to
ensure that the EU Single Market, to
which the UK itself is very much at-
tached, works fairly and is preserved.

The UK wants access to the Single
Market, but is not prepared to pay any
entry fee.

And a demand to renegotiate.....

The same problem arises in the rene-
gotiation of the terms of UK member-
ship of the Union which the current
UK Government wants. In preparation
for this renegotiation, the UK Govern-



ment is now doing a comprehensive
audit of all EU laws, to identify areas
of activity that could be taken back
from the EU to be administered exclu-
sively under UK law instead. There
may be some good ideas for handing
back powers to member states, which
will emerge from this audit, on which
all other members could agree. If so,
this will be good. But there may also be
a lot of problems, if the UK comes up
with proposals that suit its own inter-
ests, but do not suit other countries.

The difficulty may be that the UK will
want to take back many, yet to be
specified, powers, but will also want
to retain full and unfettered access for
all its goods and service exports to the
EU Single Market. 50% of UK exports
go to the Eurozone, whereas only 15%
of Eurozone exports go to the UK, so
this is important to the UK.

The difficulty is that all markets are
political constructs. The EU Single
Market, like any market, is a product
of common rules, regulations and
conventions. Without common rules
or understandings nobody could rely
on what they were buying.

That is why, for example, there have
to be common EU quality standards to
construct a common EU market. Oth-
erwise one country could impose pe-
culiar quality standards, designed to
exclude competitors from its market
and to enable its own producers to
make monopoly profits at the ex-
pense of its consumers. Any rulemak-
ing power that could be abused in this
way, cannot be handed back to na-
tional level without endangering the
Single Market. That is the problem that
the proposed UK renegotiation of its
EU membership terms will encounter.

And the competition in any market also
has to be fair, and someone has to reg-
ulate it. If competitors have different
environmental, or product liability
standards, or if some firms are operat-
ing monopolies or cartels, the compe-
tition will not be fair. These matters

cannot be handed back to be decided
by national authorities without also en-
dangering the Single Market.

If the UK were to draw up a list of EU
rules it would like to make in West-
minster rather than Brussels, the
other 26 could also do the same, but
they might come up with a very differ-
ent list. The process could become
bogged down in serial reopening of
compromises, made years ago, on is-
sues that have little relevance to the
urgent existential threat the EU faces
today. If the UK makes proposals that
require treaty change, that change
will have to be approved in all 27
countries. And if the UK announces
that it is going to have a referendum
on the outcome of the renegotiation,
other countries might do the same.

One gets the impression that many in
the UK do not really care about that.

The EU is still regarded by many in the
UK as a foreign country, not a Union
of which the UK itself has been an in-
tegral part for the past 40 years.
Membership of the EU is seen as a
convenience rather than as a commit-
ment. If the price of satisfying UK vot-
ers is to cause more problems for the
“foreigners”, in “Europe”, that is not
seen by some UK political leaders as
such a bad thing.

The difficulty is that the “foreigners”
in Europe may not see it like that.

With so many genuinely urgent things
to do, such as safeguarding the very
existence of the EU itself, the other 26
member states may just not be in-
clined to devote time to a painstaking
case by case analysis of a series of re-
quests for new UK opt-outs from some
bits of some rulemaking authority,
with UK opt ins to others, and to a ju-
dicious analysis of whether each one
of these decisions might affect the in-
tegrity of the Single Market, either
now or at some time in the future.

The European Court of Justice would
certainly have difficulty ensuring the
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consistency of a special EU menu for
one country with the basic freedoms
for all on which the EU is based.

There is also the old question of
whether UK Ministers and MEPs
should continue to have voting rights
on things they are opting out of. As it
is, one has to say that it is distinctly
odd that the present Chairman of the
Committee of the European Parlia-
ment that deals with euro currency
matters, represents a constituency in
the UK, which has no intention of join-
ing the euro.

If, as is likely at the end of its proposed
renegotiation, the UK is dissatisfied
with the result, because not enough
powers are being handed back to
Westminster, it will have little option
but to recommend that the UK with-
draws from the EU.

It is setting itself up now, to find itself
in exactly that position, in 2016.

The UK’s options outside the EU

This will require careful handling be-
cause 50% of UK exports go to the EU,
and London is Europe’s main financial
centre, for the time being anyway.

How is the UK to protect these inter-
ests if it is outside the EU?

One possibility is to join Norway, Ice-
land and Liechtenstein in the Euro-
pean Economic Area, which would
guarantee full access for UK goods
and services to the EU market. But the
price for that would be having to im-
plement all EU legislation that was rel-
evant to the Single Market, and
contribute to the EU budget, but with-
out having any say in EU decisions.
That would be worse from a Euroscep-
tic point of view than the UK'’s present
position, even though it would guar-
antee continued access for the UK to
the EU market for both goods and
services.

The other possibility is to follow
Switzerland and negotiate a series of



bilateral trade deals with the EU. The
UK would not be entering such nego-
tiations from a position of strength,
because it relies more on the EU mar-
ket than the EU relies on the UK mar-
ket. Switzerland has negotiated full
access to the EU market for goods,
but not for services. Services are the
UK’s key export sector, so a Swiss-
style deal would not be attractive.

If Britain negotiated a Customs Union
with the EU, like that of Turkey, it
would find its trade policies with the
rest of the world were still being de-
termined in Brussels, but with less
input from London than at present.
Again it would also only have a guar-
antee of access for goods exports but
not for services.

Finally, the UK might simply leave the
EU, without negotiating any special
deal. That would leave it paying tariffs
on its exports to EU member states,
including Ireland, and would necessi-
tate the reintroduction of customs
posts on the border in Ireland. It
would undermine years of peace-
making by successive Irish and UK
Governments, and would cost thou-
sands of jobs in export firms in both
the UK and Ireland.

At the moment people are free to
cross the border between the Irish Re-
public and Northern Ireland without
being stopped. There has never been
passport control within the island of
Ireland, even at the worst times in the
Troubles.

If the UK were to leave the EU, how-
ever, it would then be free to reintro-
duce immigration controls on
immigration from a chosen EU mem-
ber state or states. Indeed one UK po-
litical party has already said it would
like to do that. In this scenario, Ire-
land, as a continuing member of the
EU could not, and would not, impose
any such immigration restriction to
Ireland from the states whose immi-
grants the UK had banned. If a UK

Government, outside the EU, wanted
to restrict immigration from any EU
state, it would have to introduce pass-
port controls on the Irish border, a re-
ally unthinkable step.

Enhancing the EU’s
democratic legitimacy

As | said at the outset, | believe that
the pressures that are causing frac-
tures within the EU derive in some
measure from a lack of understand-
ing among the general public of the
extent to which their livelihoods de-
pend on economic developments in
other countries.

Political leaders make little effort to
explain this, because to do so would
undermine the nationalist myths
which brought most states into being
in the first place, and also because it
is often convenient to blame the EU
for the effects of decisions that were
necessary but are unpalatable. For
these reasons, too little effort is made
to forge any form of patriotic pride in
the EU or its achievements. No venue
has been created in which an EU wide
public opinion might be formed.

In a sentence, the EU needs more
democratic cement to hold itself to-
gether.

European Parliament elections are
not truly European. They are 27 differ-
ent elections, in 27 different coun-
tries, in which national issues
predominate.

The European Parliament itself has re-
fused to contemplate the election of
some of its members from EU-wide
party lists, which would have begun
the process of creating an EU-wide
debate, because it would have neces-
sitated an EU wide political campaign
on behalf of the rival EU-wide lists of
candidates.

Under present procedures, the Presi-
dent of the European Commission
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and the President of the European
Council are selected in private meet-
ings of heads of government. They do
not have to win the votes of EU citi-
zens, and consequently EU citizens do
not have the feeling that they can vote
the government of the EU out of office,
in the same way that they can vote
their national government in or out of
office.

Thus the EU does not enjoy the same
democratic legitimacy as do national
governments. Given that the re-
sponse to the euro crisis requires that
more and more issues, involving redis-
tributing resources, now be consid-
ered at EU level, it is vital that the EU
is made visibly more democratic, and
Europeans come to feel that they can
have the same sort of direct say in
who governs the EU that they have in
who governs their own country.

As a member of the Convention that
drafted what eventually became the
Lisbon Treaty, | suggested that the
President of the European Commis-
sion should be chosen by the people
of the EU in a multi- candidate elec-
tion in which every EU citizen would
vote, rather than be selected, as at
present, by 27 heads of Government
meeting in private.

This proposal received almost no sup-
port at the time, although it has since
been adopted as policy by the Ger-
man CDU, and by the European Peo-
ple’s Party, the largest party in the
European Parliament.

If my proposal had been accepted
when it was originally proposed, the
EU would now be in a much stronger
democratic position to devise a more
coherent response to the euro crisis.
The UK press would not be able to
argue that EU leaders were “un-
elected”. A European Commission,
headed by a President with a full EU-
wide democratic mandate, would
have more authority to propose solu-
tions. The Council of 27 heads of gov-
ernment would still play a vital role,



but the EU would be less constrained
by the electoral timetables of individ-
ual countries, as is the case now with
the German election of 2013.

Some might argue that an EU Presiden-
tial election would not work because
we all speak different languages, or be-
cause the candidates would not initially
be well known throughout Europe. But
that does not stop Europeans forming
knowledgeable opinions about the
candidates in US Presidential elections,
some of whom have never even visited
Europe!

Others might argue that the people
might choose an unsuitable or unrep-
resentative candidate. That could be
catered for by requiring that a candi-
date only be allowed to stand if he or
she has first been nominated by a min-
imum number of European MEPs and
national MPs drawn from a sufficiently
large number of different EU states.

It is not enough to find better techno-
cratic solutions to the EU’s problems.
These solutions must have better
democratic legitimacy too.



