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Europe’s Fragile Unity

Arlo Poletti

There is little doubt that the Russia—Ukraine war represents the hardest of
the many tests that Europe has faced over the past few decades, one that
could not just lead European governments to temporarily quarrel and vacil-
late, but also cause the European Union to disintegrate altogether.

Over the course of a year, the war has produced enormous economic
strain. The escalating energy crisis has increased upward pressure on
inflation, and is likely to throw Europe into a recessionary spiral with the
possibility of stagflation. Entire economic sectors in key European industrial
countries are facing existential challenges, with small and medium enter-
prises struggling to survive as production and borrowing costs have spiked
and individual and household consumption has plummeted. Disruptions
in the flow of electronics, raw materials and spare parts emanating from
China and other emerging markets has diminished many European firms’
global trade positions and forced them to recalibrate or reconsider their
long-standing supply chains and partnerships.

Politically, the crisis is exacerbating some of Europe’s long-lasting politi-
cal cleavages and creating new ones. Differences in fiscal capacity and
access to capital markets are reviving the north-south divisions that almost

put an end to the eurozone. New geopolitical fissures over how to deal with
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the Russian threat are deepening between eastern and western member
states, with the former group, including the Baltic states and Poland, calling
for unfettered military support to Ukraine and the latter group, including
France, Germany and Italy, more open to a negotiated settlement.

Notwithstanding these strains, many commentators remain optimistic
about Europe’s resilience. Two sets of arguments underpin this optimism.
One is based on the observation that Russian President Vladimir Putin’s
invasion of Ukraine triggered a display of European and transatlantic cohe-
sion that few could have anticipated before the war.! It has galvanised
NATO, prompting it to add two new members, Finland and Sweden, one of
which borders Russia and both of which stand to appreciably strengthen the
Alliance.? So far, the EU has adopted, in close coordination with its partners,
eight packages of sanctions, provided vast financial and military support to
Ukraine, offered protection to millions of Ukrainians escaping from war and
granted Ukraine candidate status in the EU.> Moreover, the EU is gradually
working towards a common position to deal with the energy crisis. While
falling short of a united stance on the question of whether to cap gas prices,
the European Council meeting on 20 October 2022 made significant pro-
gress in this direction by agreeing to move forward on joint gas purchases,
work towards establishing a new gas-price benchmark that better reflects
the market, and decide on a temporary dynamic price corridor on natural-
gas transactions that would limit price spikes.*

The second argument is based on an analogy with previous EU responses
to crises, which have demonstrated the Union’s resilience and its capacity
to turn problems into opportunities and to advance European integration.’
The most obvious example is the most recent: Europe’s reaction to the
COVID-19 pandemic. The economic and societal challenges associated with
the pandemic were perhaps even more daunting than the ones Europe is
now facing. Governments’ radical measures to limit cross-border move-
ments of goods and people within and across EU member states resulted in
an unprecedented economic contraction in 2020, as the EU’s real GDP fell by
6.1%, more than during the global financial crisis.®

Yet Europe managed this crisis with a display of political unity that many

hailed as the materialisation of Europe’s ‘Hamiltonian moment’.” After
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years of resisting debt-mutualisation projects coming from ‘southern” coun-
tries such as Italy and France, Germany acknowledged that ‘exceptional
events call for exceptional new methods’ and in May 2020 gave the green
light to the adoption of a massive €750 billion stimulus package (€360bn for
loans and €390bn for subsidies) to be financed through collectively pooled
debt obligations. In the event, the COVID-19 pandemic, with its massive
health and socio-economic implications, proved an opportunity to move
forward in terms of integration, ultimately stimulating EU member states
to strengthen Europe.

Could the Ukraine crisis produce another display of European unity?
Nathalie Tocci recently put forth a ‘more pain, more gain’ argument: the
more acute Putin’s external threat, the more unifying its effect on Europe
and the higher the likelihood that European leaders would be able to adapt,
react and bounce back.® From a normative standpoint, this argument is
unobjectionable, even inspiring. A stronger Europe emerging from the
Ukraine crisis is a desirable outcome not only for Europeans, but also for
those who believe that a united and cohesive Europe is a precondition for
an international order that has appeared elusive.” Analytically, however,
there are several reasons for scepticism about Europe’s ability to replicate
the COVID success story.

Asymmetrical effects

The economic consequences of this crisis are more asymmetrically distrib-
uted across the member states than those of the pandemic. Of course, the
pandemic too hit different member states in different ways and to differ-
ent degrees. Divergences in fiscal capacity between northern and southern
member states affected decisions about social-spending strategies to cope
with the economic downturn. But the health challenges, measures of social
containment, and magnitude and speed of economic collapse were largely
the same across EU member states. The fact that the consequences of that
exogenous shock were roughly symmetrically distributed among different
member states was key to an efficient collective response. All governments
could clearly see both that there was no unilateral way out of the crisis and

that the collective gains stemming from cooperation in the form of a debt
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mutualisation would be large and uniformly distributed. As game-theoretical
models of international cooperation — in particular, the Prisoner’s Dilemma
— suggest, this is precisely the kind of constellation of actors’ interests that
facilitates cooperation: for all governments the potential gains deriving from
unilateral, non-cooperative strategies were small or non-existent, while the
gains from cooperative behaviour were large and obvious."

The consequences of the current crisis, however, are more asym-
metrically distributed, making cooperative strategies less attractive to all
member states. For one, not all member states are equally affected by the
energy crisis, because not all of them are high-energy-consuming countries.
Countries where industrial production comprises a relatively large share
of domestic GDP, such as France, Germany and Italy, are generally more
vulnerable to disruptions of energy markets than countries whose econo-
mies have become more service-based, such as Belgium or the Netherlands.
Furthermore, cleavages exist between industrial producers, with Germany
and Italy being much more heavily dependent on Russian gas than France
due to the latter’s heavy reliance on domestically produced nuclear energy.
As noted, EU member states also have varying fiscal capabilities for
addressing the economic challenges caused by the spike of energy prices.
Germany’s unilateral decision to adopt a massive €20obn gas-price-relief
fund contrasts starkly with Italy’s meagre fiscal measures to contain domes-
tic energy prices. An east-west divide has also emerged on the severity of
Russia’s threat to the European security order. Such cross-cutting cleav-
ages make cooperative solutions more difficult to achieve, creating stronger
incentives for unilateral action and making it harder to define a collective

response acceptable to all.

A weakened stabiliser

As Charles Kindleberger famously argued, international cooperation is greatly
facilitated by the presence of a stabiliser — that is, a country both able and
willing to provide public goods, discourage free-riding and support collec-
tive action."! Germany played such role in the COVID-19 crisis, shifting from
being a staunch opponent of debt mutualisation to a driving force behind

the pandemic-recovery fund. Without Germany’s support, there would have
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been no recovery plan and no success story. European solidarity materialised
because German chancellor Angela Merkel decided it was worth transferring
about €65bn in German tax revenue to other EU countries to save Europe.

Several factors suggest that Germany might not fully assume this
responsibility with respect to the Ukraine crisis. Germany’s economy
entered a downward spiral as price hikes for electricity and gas reduced
the purchasing power of private households and led to a decline in private
consumer spending. As a result, the German economy is expected to lapse
into recession, with its GDP estimated to decline by 0.7% in 2023.? German
industry’s manufacturing output — which accounts for more than one-fifth
of the country’s GDP — is estimated to have dropped by 2.5% in 2022, and
is predicted to diminish by about 5% in 2023, according to Deutsche Bank."
Driving the downward spiral are skyrocketing energy prices. They have
risen nearly 400% in 2022, prompting some to consider that this is ‘the start-
ing point for an accelerated deindustrialization in Germany’."* Obviously,
rising energy prices have hit energy-intensive industries, such as chemi-
cal, glass and metal producers, and, critically, the automobile industry. The
latter could experience a permanent shift. Some 85% of the officers of auto-
mobile manufacturers and automotive suppliers surveyed by Germany’s
automotive-industry association view the country as an uncompetitive loca-
tion because of high energy prices and insecure supply, while 22% would
consider moving production abroad."

The Ukraine crisis places at risk Germany’s model of industrial production.
Since the 1990s, German producers have relied on a steady flow of inexpensive
natural gas from Russia to fuel their factories. This source of cheap energy is
likely to be absent for the foreseeable future. Indeed, EU-Russia relations prob-
ably would not be normalised even in the case of a negotiated end to the war. A
country with such bleak medium- to long-term economic prospects is unlikely
to be willing to take up additional burdens to help European partners and act as
a stabiliser. German leaders could instead feel compelled to unilaterally secure
the country’s relative position within Europe’s economy. Indicators include
Germany’s unilateral decision to adopt a €200bn energy package, as well as
its resistance to an EU-wide mechanism to enforce a price cap on natural-gas

imports and to proposals for energy-related joint EU debt issuance.
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Populist nationalism
Nationalist, populist and anti-European parties across Europe are key chal-
lenges for the long-term stability of European integration, and such parties
usually thrive when socio-economic conditions dramatically worsen.'® The
current crisis has much greater potential than the pandemic did to stimulate
support for these parties. As time passed, it became increasingly clear that the
global nature of the pandemic could not be effectively tackled with merely
national solutions, but required cooperation among states. This strategic inter-
dependence muted populist and nationalist rhetoric.”” But the asymmetrical
distributional consequences of the Ukraine crisis make those that are suffer-
ing the least and those suffering the most highly susceptible to such rhetoric.
In northern European countries with relatively sound budgets and high
fiscal capacities, populists and nationalists are likely to champion the “frugal
north” against the ‘profligate south’. In turn, southern European populists
and nationalists would find it easier to marshal support against northern
countries owing to the latter’s perceived disregard for the south’s struggles.
Thus, strategic interdependence with respect to the Ukraine crisis only fuels
populist and nationalist social grievances. The recent electoral successes
of Jimmie Akesson’s Sverigedemokraterna in Sweden, Giorgia Meloni’s
Fratelli d’Italia in Italy, and Marine Le Pen’s Rassemblement National in
France are only the most visible indications of the crisis’s potential to stimu-

late a populist and nationalist backlash across Europe.

Which peace?
EU member states shared views as to which fundamental goal they were pur-
suing when tackling the pandemic: developing and securing a vaccine that
could be swiftly and widely distributed to the public with a view to restor-
ing life as it was before as quickly as possible. As to the Ukraine crisis, while
European governments share key objectives, such as reducing dependency on
Russian gas and mitigating socio-economic disruptions, and have so far been
able to maintain a united front in sanctioning Russia and supporting Ukraine,
clear divisions are emerging concerning the terms of an acceptable peace.
There are two broad camps. Countries such as France, Germany and

perhaps Italy are prone to espouse a minimalist definition of peace, which
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broadly entails restoring the status quo ante, defined as the situation prevail-
ing immediately prior to 24 February 2022, the date of the Russian invasion.
Whether Ukrainian territory should include Crimea remains an open ques-
tion, but for later disposition at an unspecified time. Countries such as
Poland and the Baltic states, which are more directly exposed to Russia, are
more inclined to subscribe to a maximalist definition of peace that calls for
a long-term eradication of Russia’s threat and could logically imply regime
change in Russia. Divisions on this issue are a potential source of tension
that could spill into internal discussions about how to cope with the energy

crisis and how to strengthen European foreign and security policy.

The time factor

Finally, in the case of the COVID-19 pandemic, time worked in favour of a
cooperative European solution. The relatively even distribution of the crisis’s
costs across Europe’s member states was key in this regard. As time passed, it
became increasingly evident that opposition to cooperative solutions implied
forgoing large collective gains. In this crisis, time works in the opposite
direction. Distributional consequences are becoming even more varied.
Accordingly, as the crisis’s time horizon expands, EU member states” policy
preferences are likely to diverge and become more difficult to reconcile. For
instance, EU member states that suffer less from rising energy prices may
come to realise that while their economies may have worsened overall, their
relative positions within the EU’s internal market may have strengthened.

In particular, Germany will be less likely to step up. Its role as regional
stabiliser has depended on the capacity of its domestic capital markets to
deliver low inflation and its domestic labour markets to provide skilled per-
sonnel. These assets enabled Germany to remain a competitive industrial
producer in the face of China’s rise as the world’s main hub for indus-
trial production, and thus to consistently run current-account surpluses
that produced sound and balanced budgets. Long-term prospects of rising
energy prices risk the acceleration of Germany’s deindustrialisation and
imperil its status as Europe’s stabiliser.

The economic strain imposed by the crisis on European firms, households

and governments is already substantial, and the first winter since the war
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began is far from over. The longer the crisis drags on, the more populists and
nationalists are likely to be able to capitalise politically on popular discontent.
Differences on the definition of an acceptable peace are also likely to deepen.
Over time, EU member states facing relatively few economic challenges or
overridingly determined to disempower Russia could intensify maximalist

war aims, while those suffering the most increase pressure for compromise.

The tenuousness of Europe’s resistance does not mean that Europe should
leave Ukraine to its fate and seek swift accommodation with Putin.
Such a scenario is not feasible because the decision rests primarily with
Ukrainians, who are entitled to decide on the timing and content of any
negotiated settlement, and with major powers such as the United States and
China, which have economic and military resources that enable them to
directly shape the arc of the war. It is not desirable because, to paraphrase
Hedley Bull, considerations pertaining to the realm of order should not be
disentangled from evaluations about justice.”® For Europe to sacrifice the
latter in the name of the former would probably strike an even more fatal
blow to Europe’s unity. If Europe is to remain united, however, it must seek
a solution to the crisis that is both just and prompt. This requires avoiding
the temptation of pursuing maximalist aims and a broader acceptance of a
calibrated definition of peace calling for a restoration of Ukrainian territorial

integrity immediately prior to Russia’s February 2022 invasion.
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