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Europe at 60: the trends that shape the future   
   

Sixty years after the Treaty of Rome established the European Economic 
Community (EEC), the process of European integration as we know it seems to have 
reached its limits. So far the institutionalised cooperation between sovereign nation 
states in Europe has always grown in scope and size. With Brexit and the Le Pen 
challenge in France, this process is now at risk. 

European integration has been hugely successful: Underpinned by a US commitment 
to the defence of Europe as institutionalised in the NATO alliance, European 
integration has delivered the longest period of peace and prosperity across most of 
Europe since the times of the Roman Empire. Despite some recent slippage reflecting 
an insufficient pace of structural reforms in France and Italy, the economic record of 
the six EEC founding members since 1960 remains impressive (see chart 1).  

The ties that bind have become weaker: European integration has been a response to 
the wars that ravaged the continent until 1945 and to the protectionism that wrecked 
many economies in the inter-war years. However, as past achievements are now taken 
for granted, 28 diverse countries that are no longer facing a common external threat 
are finding it much more difficult to agree than the six founding members of the EEC 
did during the Cold War. Instead, anti-EU populists have advanced in recent years. 

The risk that the EU and the Eurozone could fracture is serious: However, it remains 
much more likely that domestic reforms in France and elsewhere, and new initiatives 
to strengthen the cohesion of the EU and the Eurozone after the French and German 
elections later this year, will make Europe stronger and more flexible over time. 

The way ahead: To preserve the gains and minimise the risk of fracturing, the EU 
needs a solid base and a high degree of flexibility. Ahead lies a more variable geometry 
as groups of countries choose on which matters they want to cooperate more closely 
and on which issues they do not. In most cases, major new initiatives will not cover all 
27 post-Brexit EU members, but extend only to those countries that want to take part.  

A club of clubs: The trend towards “coalitions of the willing” within the EU needs to 
be firmly anchored in a set of requirements mandatory for all EU members. They 
should encompass full participation in the common market, democracy and the rule of 
law, as well as the principle that all “coalitions of the willing” among subsets of EU 
members must be open to all other EU members if they decide to join later on. 
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The big picture: still a success story despite recent setbacks 

Starting with the six-nation coal and steel community  in 1952 and reaching its first zenith 
with the Treaty of Rome in 1957, the institutionalised cooperation between sovereign nation 
states in Europe has been a major success. Underpinned by a US commitment to the defence 
of Europe, European integration has delivered the longest period of peace and prosperity 
across most of Europe since the times of the Roman Empire. The promise that all free 
countries in Europe that meet certain minimum conditions can join the process of European 
integration has helped to overcome dictatorships in Greece, Spain and Portugal, and tame 
the behaviour of many countries in post-communist Europe and beyond. 

For the first four decades after 1957, the sheer economic success of European integration – as 
visible in the rise in per-capita GDP in the six founding members (see chart 1 on page 1) – 
contributed to a virtuous circle. As EU members became more prosperous, more countries 
wanted to join. With the growth of the Common Market in size and scope, trade among 
members blossomed. That, in turn, made the EU even more attractive to outsiders. Let us say 
thank you not just to the founders of the EU, but also to Margaret Thatcher who was a major 
force behind the half-completion of the common market for services in the late 1980s and 
early 1990s.  

The forces of change in Europe 

However, the virtuous circle of the first four decades has long come to an end. Sixty years 
after the Treaty of Rome, four major forces are reshaping the process of European 
integration.  

● Success breeds complacency: If something works long enough, people take it for 
granted, tending to neglect the foundations on which their wellbeing rests. They feel 
bothered by the need to abide by some common rules for a common market and hemmed 
in rather than liberated by the opportunities that the free movement of labour grants 
them and their neighbours.  

● From leaders to laggards: Under Ronald Reagan and Margaret Thatcher, the US and the 
UK overcame many of their deep-seated domestic structural problems in the 1980s. 
Relative to core Europe, their economic performance improved. At the same time, most 
core European countries rested far too long on their previous laurels, allowing their 
labour markets to ossify as ever more regulations restrained the necessary flexibility to 
adjust to a changing world. As core Europe lost its erstwhile economic dynamism, the EU 
lost some of its attraction to outsiders and insiders alike. Reeling from the costs of 
unification, Germany became the first of the major core European countries to turn its 
fortunes around with the “Agenda 2010” reforms of 2004. But it will take successful 
reforms in France and Italy to revive the economic fortunes of core Europe for good. 

● More internal diversity, less of a unifying external threat: Until 1990, the communist 
threat had served as a constant and potent reminder to western European countries why 
they needed to work together closely; the fall of communism in 1989 removed this 
external discipline. Instead, the welcome admission of many post-communist countries 
into the EU from 2004 onwards turned it into a much bigger and more diverse club. Very 
different historical experiences and narratives shape the political discussions in the 
various member countries. 

● The tide of anger: On both sides of the Atlantic, voters have been drawn to populists from 
the ultra-right and ultra-left of the political spectrum. Short on arguments but long on 
rhetoric, the populists have skilfully harnessed stratified social media in which 
mainstream views are often drowned out in favour of circles whose members reinforce 
each other’s prejudices. The tide of anger seems to be a response to rapid structural and 
technological change, to immigration and other perceived indignities of globalisation and 
a protest against the pain of fiscal repair after the great financial crisis of 2008-09. Riding 
a tide of anger that has affected the US and the UK even more than most countries in 

continental Europe,  anti-EU populists raging against an imaginary Brussels-run 
“superstate”, have made headway in many EU members. 

The rise of populism is similar in the US (Donald Trump) and Europe (Marine Le Pen, Beppe 
Grillo), and we find it inside the Eurozone (The Finns Party) and outside (Sweden 
Democrats). In Europe, however, the damage that populists could do is greater than in the 
US. As a club of sovereign nations, the EU is easier to break than a nation state. In the US, 
President Trump still resides in the White House in Washington, DC, despite all his anti-
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establishment campaign rhetoric. Even in the unlikely case that Trump was to unleash some 
external trade wars, the US would remain a large common market. However, if populists win 
decisive votes in Europe, then the EU and its Common Market may fracture badly, impairing 
or possibly even destroying the wealth-generating machine of free commerce in Europe. 

The additional diversity and the tide of anger have already had two striking consequences in 
the EU. First, British voters decided last year by a 52% to 48% margin to leave the EU. Second, 
it has become ever-more difficult to agree on major changes that would need to be ratified by 
all member countries. Fortunately, European institutions still managed to rise to the 
challenge of the euro crisis. They created the European Stability Mechanism and set rules for 
conditional mutual support among the 19 euro members as the pressure of crisis had helped 
to concentrate minds. But it was a bruising experience. Whether similar far-reaching 
changes would be possible again in the future is an open question. 

The direction of change 

The EU has already adjusted to these forces of change to a significant extent. 

● The EU is no longer the largely uniform club of initially six and later on 15 countries with 
the same rules and obligations for every member. Instead, it has evolved more into a club 
of clubs. 19 of its now 28 members share a currency (the euro). Most countries, but not, all 
have ceased to control passports and freight documents at internal borders in normal 
times (Schengen). Over time, the EU treaties have widened the scope for “enhanced 
cooperation” among a minimum of nine EU members. This provision is currently being 
used for divorce law and a unitary patent. Separately, subsets of EU members have 
concluded many significant agreements that formally reside outside the framework of EU 
law, but are de facto part of the institutional architecture of the EU and the Eurozone. Key 
examples are the Euro Plus Pact, the European Fiscal Compact, the Single Resolution 
Fund and the European Stability Mechanism. 

● The European Commission in Brussels has lost part of its clout. More than before, the 
leaders of member countries shape the key decisions in their regular meetings (European 
Council). Power rests more clearly than before with those who have to answer to their 
national parliaments back home despite a slightly elevated role for the European 
Parliament. 
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● Although British voters rejected the reform deal which the UK’s then-Prime Minister 
David Cameron had secured ahead of the Brexit referendum, the deal still broke new 
ground. It set the precedent that member countries can be allowed to clamp down on 
abuses of their national welfare systems while upholding the free movement of labour. 
De facto, it points to a clearer distinction between the free movement of labour, which is a 
key element of the Common Market, and a right to choose where to collect welfare 
benefits, which is not guaranteed by EU treaties. 

Beyond these changes on the EU level, individual EU members have tried to tackle their 
domestic deficiencies. Following the 2004 reforms that turned Germany from the erstwhile 
“sick man of Europe” into the continent’s new growth engine, Spain, Ireland, Portugal, 
Cyprus and – to some extent – Greece followed suit with their own pro-growth reforms in 
the years 2012-2014 under the pressure of the euro confidence crisis. As we show in our 
annual Euro Plus Monitor, even France and Italy have started to make some progress since 
2015. If one of the reformers, the centrist Emmanuel Macron or the centre-right candidate 
Francois Fillon, wins the French presidential election on 7 May, France may complement the 
more timid reforms of the past two years with enough pro-growth changes to turn France 
into an economy that could again match the prowess of Germany, as it has often done in the 
past. If so, that would help to improve the economic outlook for all of core Europe. It could 
also dampen the allure of ultra-right and ultra-left populists over time.  

The optimal outcome 

The two cornerstones of European integration are: i) close political cooperation between 
erstwhile rivals France and Germany; and ii) the Common Market and the institutions 
supporting that market.  

The trend towards “coalitions of the willing” seems well entrenched. The rising difficulty to 
get all EU members to agree on and ratify substantial – and sometimes even minor – 
changes makes it virtually inevitable that significant new European initiatives will extend 
only to subsets rather than to all 27 post-Brexit members.  

We expect the EU to turn ever more into a club of clubs with a limited number of common 
rules for all and the freedom to form sub-groups on other aspects of policy. Ideally, the 
mandatory requirements for all members and all sub-groups of members should be: 

● the common market for goods and services, capital and labour; 

● common standards for human rights and the rule of law, including the acceptance of the 
European Court of Justice as the ultimate arbiter in disputes about the interpretation of 
EU rules; 

● common financing of common policies through the EU budget; and 

● a requirement to keep all sub-groups of countries who work more closely together on 
some policy areas open to all other EU members to join if they want to and meet the entry 
criteria. 

A contentious snag 

The ideal outcome, in which the current EU Common Market remains the foundation for all 
clubs of nations within the umbrella club EU, has one politically significant snag: the most 
controversial aspect of EU membership, the free movement of labour, is one of the four 
founding freedoms of the EU Common Market. Further restrictions on welfare tourism may 
be possible. Fortunately, it seems virtually impossible that the EU could agree on and ratify 
actual restrictions on the rights of workers and students to work and study freely in all 
member states. Countries that strongly object to this principle would have to leave the EU in 
the end, as Britain decided to do in its referendum on 23 June 2016. Countries abrogating one 
of the fundamental freedoms of the EU would likely pay a heavy price for that, probably in 
terms of serious restraints on their access to the EU market for services and, possibly, for 
some goods as well.  

Towards a new Europe 

The end result could be a much more varied Europe. Almost all European countries (probably 
more than the post-Brexit 27 as the queue of potential joiners primarily from the Balkans 
region remains long) would be members of an EU that upholds the four major freedoms as 

https://eqr.berenberg.de/showdoc/ial/AFC431FBD45245B1C4FD48CE01023F69
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well as the rule of law. Some countries would remain virtual members of this EU without 
having joined officially (Norway, Switzerland), enjoying almost all of the advantages of the 
common market while paying into the EU budget. Ukraine may over time achieve a similar 
status or even full EU membership, turning into a significant recipient of regional funds if it 
stays on a pro-European reform track. A few further countries could form an outer ring with 
only partial market access (Turkey or a post-Brexit UK?). 

As long as one of the two key reformers, Macron or Fillon, wins the French election on 7 May, 
we should expect a French-German initiative to strengthen the cohesion of the EU and the 
Eurozone later this year. The most likely areas for significantly enhanced cooperation 
between groups of EU member states are anti-terror and internal security, including much 
better information sharing and joint defence initiatives. Such initiatives are on the agenda 
already. Initiatives to strengthen security and defence cooperation open for all EU members 
will likely be discussed shortly. Within the Eurozone, a discussion about turning the 
European Stability Mechanism into a fully-fledged European Monetary Fund that could 
supervise and finance bailout deals without any involvement from the IMF or the European 
Central Bank could also gain momentum after the French and German elections later this 
year. In case German Chancellor Angela Merkel were to be replaced by a red-red-green 
government led by Martin Schulz, a former president of the European parliament, we may 
even see the emergence of a core club within the Eurozone with: i) an accelerated build-up of 
a common deposit insurance; and ii) some joint financing of specific government 
expenditures (“Eurobond light”) for those members who respect harder fiscal rules. 

The base case: a flexible club of clubs  

In democracies, major rules and institutions need a minimum level of public support. They 
need not adjust much to temporary fluctuations in sentiment. But one way or the other 
fundamental and sustained shifts in opinion will eventually express themselves in significant 
changes of policies and institutions.  

The EU and the euro are political projects based on the political will of their members to stay 
together. If we extrapolate the rise in support for right- and left-wing populists seen across 
the western world since the great financial crisis of 2008-09, the EU may founder some five 
years from now. If so, the echoes of the nasty nationalism and destructive protectionism of 
the 1930s, that we can already hear in the rants of populists on both shores of the Atlantic 
and on both sides of the English Channel, could become more than just faint echoes. 

Our base case remains that this will not happen. Reason will prevail. Over the next five years, 
modest economic growth with continuing gains in employment and income will take the 
edge of the populist tide, allowing the EU to thrive again in a modified form. The EU has its 
deficiencies. Like all other institutions designed by humans, it will never be perfect. But it 
remains the best machinery to forge compromises between nations. Relative to all 
alternatives tried in European history, the EU has done well. With some suitable changes 
building on recent trends, it can overcome its recent blues and thrive again in the future. 

This note draws heavily on our report Notes on the future of Europe (dated 20 June 2016). 
We will take a more detailed look at the future of the most important club within the EU, the 
Eurozone, in a separate report shortly. For a general discussion of the rise and likely fall of 
populism in the western world, see Coping with the politics of anger (dated 30 August 2016).  

 

https://eqr.berenberg.de/showdoc/ial/14CD815E93D03A85BAF66DD41C4F005B
http://berenberg.de/uploads/tx_news/160830_Coping_with_the_politics_of_anger.pdf
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Disclaimer    
This document was compiled by the above mentioned authors of the economics department of Joh. Berenberg, Gossler & 
Co. KG (hereinafter referred to as “the Bank”). The Bank has made any effort to carefully research and process all 
information. The information has been obtained from sources which we believe to be reliable such as, for example, 
Thomson Reuters, Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness 
and completeness of all information given. The provided information has not been checked by a third party, especially an 
independent auditing firm. We explicitly point to the stated date of preparation. The information given can become 
incorrect due to passage of time and/or as a result of legal, political, economic or other changes. We do not assume 
responsibility to indicate such changes and/or to publish an updated document. The forecasts contained in this document 
or other statements on rates of return, capital gains or other accession are the personal opinion of the author and we do 
not assume liability for the realisation of these. 
This document is only for information purposes. It does not constitute investment advice or recommendation to buy 
financial instruments. It does not replace consulting regarding legal, tax or financial matters. 
 
Remarks regarding foreign investors 
The preparation of this document is subject to regulation by German law. The distribution of this document in other 
jurisdictions may be restricted by law, and persons, into whose possession this document comes, should inform 
themselves about, and observe, any such restrictions. 
 
United Kingdom 
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It is 
not for distribution to or the use of private investors or private customers. 
 
United States of America 
This document has been prepared exclusively by Joh. Berenberg, Gossler & Co. KG. Although Berenberg Capital Markets LLC, 
an affiliate of the Bank and registered US broker-dealer, distributes this document to certain customers, Berenberg Capital 
Markets LLC does not provide input into its contents, nor does this document constitute research of Berenberg Capital 
Markets LLC. In addition, this document is meant exclusively for institutional investors and market professionals, but not for 
private customers. It is not for distribution to or the use of private investors or private customers. 
This document is classified as objective for the purposes of FINRA rules. Please contact Berenberg Capital Markets LLC (+1 
617.292.8200), if you require additional information. 
 
Copyright 
The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied, 
photocopied or duplicated in any form by any means or redistributed without the Bank’s prior written consent. 
 
© November 2016 Joh. Berenberg, Gossler & Co. KG  
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Jeremy Grant +44 20 3207 7890 Charlotte Kilby +44 20 3207 7832 Christoffer Winter +49 40 350 60 559

FRANCE Natalie Meech +44 20 3207 7831

SALES Thibault Bourgeat +33 1 5844 9505 Ellen Parker +44 20 3465 2684 LONDON

BENELUX Alexandre Chevassus +33 1 5844 9512 Sarah Weyman +44 20 3207 7801 Edward Burlison-Rush +44  20 3753 3055

Miel Bakker +44 20 3207 7808 Dalila Farigoule +33 1 5844 9510 Richard Kenny +44 20 3753 3083

Martin de Laet +44 20 3207 7804 Clémence Peyraud +33 1 5844 9521 SALES TRADING
Alexander Wace +44 20 3465 2670 Benjamin Voisin +33 1 5844 9507 HAMBURG

Tim Storm +49 40 350 60 415

GERMANY SCANDINAVIA Daniel Eichhorn +49 40 350 60 391

Michael Brauburger +49 69 91 30 90 741 Frederik Angel +44  20 3753 3055 PARIS Matthias Führer +49 40 350 60 597

Nina Buechs +49 69 91 30 90 735 Marco Weiss +49 40 350 60 719 Vincent Klein +33 1 58 44 95 09

André Grosskurth +49 69 91 30 90 734 Antonio Scuotto +33 1 58 44 95 03

Member FINRA & SIPC E-mail: firstname.lastname@berenberg-us.com

SALES SALES (cont'd) CORPORATE ACCESS Christopher Kanian +1 646 445 5576

Kelleigh Faldi +1 617 292 8288 Emily Mouret +1 415 802 2525 Olivia Lee +1 646 445 7212 Lars Schwartau +1 646 445 5571

Isabella Fantini +1 646 445 4861 Peter Nichols +1 646 445 7204 Tiffany Smith +1 646 445 4874 Brett Smith +1 646 445 4873

Shawna Giust +1 646 445 7216 Kieran O'Sullivan +1 617 292 8292 Bob Spillane +1 646 445 5574

Rich Harb +1 617 292 8228 EVENTS

Zubin Hubner +1 646 445 5572 CRM Patricia Ehrhart +1 646 445 4863

Jessica London +1 646 445 7218 Laura Cooper +1 646 445 7201 Mickey Levy +1 646 445 4842

Ryan McDonnell +1 646 445 7214 Roiana Reid +1 646 445 4865

EQUITY SALES SALES TRADING

ECONOMICS

BERENBERG CAPITAL MARKETS LLC

ECONOMICS

JOH. BERENBERG, GOSSLER & CO. KG

ELECTRONIC TRADING

EQUITY SALES

EQUITY RESEARCH

EQUITY TRADING
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