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EDITORIAL

EUROPEAN SILVER LININGS

seen in June 2020.

But look closer, and the picture is not uniformly grim. Apart from Ger-
many and France, many EU economies are doing very well indeed. In
22 out of 28 economies, the Employment Expectations Index is above
its long-term average and/or improving. And even in the two largest
economies, there are areas of improvement, notably in services. It is
after all a strength of the EU economy that its components rely on
different growth drivers, both sectorally and geographically. This same
heterogeneity that so complicates consensus-building is also a source
of resilience.

Moreover, Donald Trump’s election may well prove to be the jolt sa-
ving Europe from dithering about the steps needed to preserve its
place in the world. European policymakers' muted and unhurried reac-
tions to the Letta and Draghi Reports were beginning to unnerve or
even despair the many who, in the business world and civil society,
felt a sense of urgency in tackling their recommendations to restore EU
competitiveness and boost its growth prospects. Bold action was seen
as unlikely for at least a year owing to political paralysis in Germany -
itself due to a dysfunctional coalition—, a highly unstable government
in France, and historically poor relations between the two supposed
engines of European integration. Suddenly, a sense of urgency has re-
turned.

Germany now looks set to have a new Government shortly after the
start of the Trump administration. Of course, it is too soon to tell what
will come out of the elections, but polls point to a likely coalition led
by CDU’s Friedrich Merz—himself a business-friendly and Europe-sa-
vvy character. Critically, there are signs of growing support from public
opinion and the corporate world for finding ways around the infamous
“debt brake” (embedded in the German Constitution in 2009). This rule,
which strictly limits the size of structural budget deficits, is credited for
bringing Germany’s debt to GDP ratio down to 63% of GDP. this ratio
being one of the lowest in the Eurozone. But on the other hand, it has
prevented the country from engaging in the kind of investment needed
to maintain, let alone upgrade its creaking infrastructure and defense
capabilities, with public investment running about 0.5 % of GDP below
the eurozone average over the last 10 years. Having a German govern-
ment that is stable enough to engage boldly with foreign partners, both
within and outside Europe, can only be a good thing. One that is willing
to invest significantly more in support of shared goals such as the en-
ergy transition and Europe’s military and economic security would be
a meaningful bonus.
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Last week's news made for grim reading for many in Europe. First came the choice by our American friends to bring back
to the White House a man who said just weeks ago that the EU would have to “pay a big price” if he won. Then the Ger-
man governing coalition collapsed. Following factory closure announcements by VW in Germany a week before, the two
largest German banks reported massive increases in their provisions for bad loans. Meanwhile, in France, lay-offs were
announced by two high profile French companies in the automotive industry but also in retail a sector hitherto thought
to be fine. Furthermore, the European Commission’s quarterly sentiment indicators showed a worsening of economic
sentiment and employment expectations in both France and Germany, with capacity utilization in industry at a low last

At last, EU Leaders have recognized that “business as usual is no lon-
ger an option”. So states the statement they adopted following the
informal EU Council meeting on 8 November. “We seize their wake-up
call" it continues, referring to the Letta and Draghi reports. Of course,
there can be a long way between words and actions, but the Leaders
haven't sounded so determined or united since confronting the COVID
pandemic, and back then action did follow. It is noteworthy that the
Leaders tasked the EU Commission to return in relatively short order -
by mid-2025- with concrete plans for deepening the single market and
reducing red tape. Lack of pan-European scale and excessive regulation
are among the biggest disincentives to private investment, from which
the bulk of the needed financing effort will need to come. Also welcome
is EU Leaders' express commitment to “upholding an open economy
and building international partnerships”. The more the US steps away
from this goal, and from carbon neutrality industrial policies, the more
it is an opportunity for Europe to take global leadership in these areas.
Now it needs to give itself the tools of these ambitions, as broadly out-
lined in the Letta and Draghi reports.

Intra-European geopolitics might get a reboot too, for the better. Even
if France and Germany remain hampered by their economic difficulties
in taking an active leadership role, paralysis isn't a fatality. A group of
smaller and more dynamic economies could take the lead, as argued
recently by the Financial Times' Martin Sandbu, including Southern
ones. Last but not least, the election of Donald Trump makes it hard
to ignore the commonalities of challenges, social models and world
views between the EU and the United Kingdom for much longer. No-
body wants to reopen the Brexit scars, but on security, artificial intel-
ligence, and the energy transition, both sides would evidently benefit
from pooling efforts at least in part. And there is now a better chance
for this to happen than there has been since 2016.
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