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The transition to the oil age was brutal for Europe. Simply put, unlike Russia, the Gulf 
monarchies, and the United States, the soil and seas of the European states do not have 
enough to power themselves—this fact has left it at a historic disadvantage. 


As coal’s winners declined, oil’s winners rose: chiefly the United States, Russia and the Gulf 
monarchies. And Europe has been caught—in various relationships of dependency and 
vulnerability—between these three energy powers ever since. Even to this day, this fundamental 
underlying condition hasn’t changed. Russia’s assault on Ukraine, triggering its energy war and 
the massive inflationary shock that has rolled over its consumers, has driven European 
treasuries deeper into debt. In 2022, just like in 1973 when it was hit with the Arab oil embargo, 
Western Europe found its fundamental vulnerability exploited over a war on its periphery. 
Though wrong in his ethics and execution, history has proved that British Prime Minister 
Anthony Eden was right to perceive the Suez Crisis and the passing of European hegemony in 
the Middle East as a critical turning point: its prosperity ever since has been punctuated by the 
kinds of authoritarian blackmail he feared.  This is what we identify as the Permanent Suez.
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Europe’s geopolitical viability in this transition will depend on it overcoming a series of internal 
blockages that hamper its ability to act to resolve a number of challenging trade-offs. Domestic, 
foreign, and energy policies cannot be disentangled in the geopolitics of the transition to net 
zero. The European Union’s political system will have to overcome five fundamental internal 
challenges related to energy, fiscal, and foreign policy in order to navigate effectively. 


The first is the fiscal problem, which is that the bloc’s fiscal rules and its ineptly small EU budget 
limit the necessary financing for such an endeavor. The second is the hostage problem, which is 
that national politics have been held hostage by domestic anti-transition forces and interests. 
The third is the collective action problem, with national veto players at the European level able 
to hold back collective EU policy. The fourth is the just transition problem, exemplified by the 
gilets jaunes, the French mass protest movement that showed the risk of a lack of popular 
legitimacy for an anti-redistributive transition when emissions are known to be caused mostly by 
the richest countries and social groups. The fifth is the industrial problem, which is that Europe’s 
industrial base is eroded and industrial dirigisme is hard, prone to white elephants and getting 
harder as climate change and geopolitical competition disrupt supply chains. Addressing these 
fundamental questions and these difficult trade-offs is essential for Europe to take the necessary 
leap out from its permanent Suez crisis—or see it worsen.


1. THE FISCAL PROBLEM

Europe’s Fiscal Straitjacket Harms Decarbonization 


To understand why the choice of macroeconomic policy determines countries’ ability to go 
green, look at what happened to green investments during the Eurozone’s ruinous 2010s 
austerity policy. Solar panel installations dropped off a cliff in Germany, Italy, Greece, Spain and 
more, as the Eurozone wrongheadedly pursued macroeconomic policy of austerity. Politically, 
the EU was just as climate-friendly as it is today, but seven years of green investment were lost
—which it now has to regain in the 2020s.
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Solar panel installation dropped off a cliff in Germany, Italy, Greece, Spain etc as the Eurozone 
pursued ruinous austerity policy. (Source: SolarPower Europe)


As it stands, Europe will not be able to achieve rapid decarbonization without relaxing its fiscal 
rules and vastly upgrading the EU budget with a common borrowing facility and its own tax 
raising powers. Currently only four EU countries—Denmark, Ireland, Malta, and Sweden—can 
meet their national climate goals without breaching the existing rules.  Europe therefore has an 2

ambitious plan for decarbonization without the financing to get there.


The European Commission estimates that the EU will have to spend some €600 billion per year 
to achieve the objectives set in its “Fit for 55” climate policy package, including existing 
spending, which will have to come in part from public sources.  To achieve its decarbonization 3

and climate goals, Europe will therefore need to loosen its fiscal rules. Politics however, is 
standing in the way. Deep and flawed perceptions of national interest, especially in countries 
with more “frugal” outlooks, will have to change in order for the plan to be implemented and for 
decarbonization to succeed. There are, however, some reasons for optimism. Today, unlike in 
the Eurozone debt crisis which followed the 2008 financial crash, European leaders are proving 
more flexible. In addition, the perception of geopolitical existential risks in Ukraine is helping to 
mobilize political will for more ambitious action. Indeed, over the past year, European countries 
have nationalized utilities—including in Germany—plowed money into green investments, and 
taxed the windfall profits of energy companies. Fiscal rules have now effectively been 
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suspended or bent for several years, and once-ridiculed policies like price caps have been 
experimented with across Europe. However, if real progress is to be sustained, such long-term 
fiscal obstacles will have to be permanently lifted. This challenge is key to the next European 
Commission’s work program when it shepherds the new Multiannual Financial Framework 
(MFF), that began in 2001 and concluding in 2027. 


Unlocking Europe’s path to this new economy will require change in Germany. For real and 
sustained decarbonization, Berlin will have to allow joint mutual debt issuance on a large scale, 
modeled on the Next Generation EU (NGEU) Fund—a temporary economic-recovery response 
during the pandemic that includes green measures—and loosen its own domestic fiscal 
straightjacket. Germany, however, is so far keen to prevent further fiscal federalization. Having 
pledged a €200 billion energy package for its own citizens and companies, backed in part by 
new borrowing, the country is now insisting that it will oppose further joint EU debt issuance or 
any softening of fiscal rules that would enable other countries to raise debt.  This goes against 4

loud calls from other member countries, the European Commission, and even the IMF for more 
joint debt issuance.  
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Worse still, a strict constitutional rule prevents Berlin from running a budget deficit. This 
resistance is rooted in the Schuldenbremse, or debt brake, which Berlin circumvented in 2020 
by invoking exceptional circumstances; every political party in Germany is arguing the rule 
cannot be modified and the new government has committed to return to in 2024. 
6

A more ambitious reform of fiscal rules than the one proposed by the Commission is both 
possible and necessary and is only achievable as part of a broader deal that includes reform of 
national fiscal rules, a larger EU budget, new taxes for the EU budget, and a clearer 
commitment to safeguard green investments. 


Recently, however, the fiscal problem deepened when the EU decided to embark on a bold 
response to the US IRA and embrace green industrial policy. While greening industrial policy 
was an integral part of the EU’s original green deal in 2019, the European Commission took 
time to change its doctrine on trade, competition policy, and state aid to make it viable. But the 
financing resources to underwrite this green industrial policy are limited at the European level, 
which means that it will be constrained or, even worse, will feed intra-European competition that 
is already visible between France and Germany on issues surrounding electricity-market reform 
and subsidies for the nuclear energy industry. Both countries have chosen different energy 
strategies and are concerned that the other will gain a structural competitive advantage over the 
other. As a result, Germany is obstructing efforts by France to subsidize its electricity generation 
via nuclear power and France is undermining Germany’s attempt to subsidize energy prices for 
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its energy-intensive sectors.  This turf-war is illustrative of the challenges of green industrial 7

policy that is insufficiently Europeanized in its design and in its financing. It raises profound risks 
for its effectiveness and for internal European cohesion.


These challenges have only emerged recently and are therefore not addressed properly. 
Notably, the Fit For 55 legislative package—adopted in April and with all the elements in effect 
by the end of June—contains policies ranging from regulatory measures to taxes, both 
broadening and sharpening Europe’s green policy. It also encompasses trade policy, such as 
the new Carbon Based Adjustment Mechanism (CBAM) tariff to enable the EU to achieve a 
reduction of its emissions of 55 percent by 2023, compared to 1990. Still, the main shift on 
industrial policy really happened much later in 2023, as a result of Europe’s burning desire to 
fiscally respond in kind to the US IRA. The European climate policy is increasingly tentacular 
and ambitious, but it lacks financial firepower, unlike the US IRA’s potentially unlimited tax 
credits.

 

Table 1: Europe’s Green industrial Plan


The panic over loss of competitiveness—for the green technology sector and more broadly for 
all energy-intensive industries and the electric vehicle (EV) sector—has caused an existential 
crisis in Europe that compelled fiscal action, but only at the national level. As a result, it is 
nowhere near enough to fully finance the transition. Positively, the EU has decided that the 
temporary state aid framework established during the height of Europe’s energy crisis will 
essentially relax constraints weighing on individual governments to support their green 
industries. In particular, the EU agreed to introduce “matching exemptions” to its state aid rules, 
which allow member states to match aid provided by a foreign country to European competition 
in order to maintain economic activity in their country.  These were steps encouraged by 8

European corporations threatening to relocate their production to the United States, at the 
expense of their investment plans in Europe. Promisingly, these ideas were decided alongside a 
discussion about creating a European sovereignty fund to finance the green transition, which for 

 Green Deal Industrial Plan

Simplified 
regulatory 

environment

 

Faster access 

to funding

 

Enhancing 

skills

Open trade 
for resilient 

supply chains

Loosening of state aid 
rules

 X   

Net Zero Industry Act X  X  

Critical Minerals Act X   X
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the first time was mentioned by Commissioners Breton and Paolo Gentiloni in October 2022.  9

The ambition was for this fund to become the primary fiscal resource for the EU’s green 
transition—but it failed.


When Europe’s Green Deal Industrial Plan surfaced in February 2023, the sovereignty fund had 
vanished, in large part as a result of a Faustian pact between President Macron and Dutch 
Prime Minister Mark Rutte,  involving a French concession to use currently available money 10

and later work on a sovereignty fund. This effectively killed any effort to Europeanize the design 
and funding of Europe’s green industrial plan. As a result, despite very ambitious targets set in 
the Net Zero Industrial Act for domestic production of electrolyzers, photovoltaics, or wind 
turbines, the EU is short of policies and funding for fiscal achievement of its green industrial 
revolution. 


In sum, fiscal rules and austerity will politically undermine the EU, already in a technical 
recession. A recent paper on voting patterns finds that the “main economic explanation behind 
the populist vote in Europe is the economic performance of the region, measured as annual 
regional growth in GDP per capita.” Center-left and center-right parties risk being swept away as 
they have in recent elections in Italy, Spain, Austria, and Greece. In theory, there’s space to 
throw off ideological constraints, but with inflation the grip of fiscal hawks has tightened. No one 
should be shocked by a far right wave across the continent that will threaten the pace of 
decarbonization (and consequently any rosy projections of mineral demand) 


2. THE HOSTAGE PROBLEM 

Carbon-Intensive Industries Hold Parliaments Hostage


European decarbonization risks being stalled or delayed by vested interests. This hostage 
problem, where powerful carbon-intensive industries can exercise undue influence over 
legislative or government agendas, is best exemplified by the stalling actions of the German 
automobile industry. Decisive action on decarbonization will require European politics to cut 
through this obstruction.


The German automobile industry’s influence is visible on every autobahn, where you will see no 
speed limits. For decades, the nation’s environment ministers have tried to pass autobahn 
speed limits, with the environmental agency estimating that a national speed limit of 130 
kilometers per hour would reduce its carbon emissions by two million tons per year—yet action 
has proved impossible. The power of the automakers’ lobbying group, Verband der 
Automobilindustrie (VDA), which vigorously opposed such speed limits, is credited for 
successfully blocking them. Earlier this year, the German government made a stunning reversal 
in its position on phasing out the combustion engine. After the EU celebrated an agreement in 
October 2022 to ban the sale of new internal combustion engine (ICE) vehicles in the EU by 
2035, Germany single-handedly asked to reopen the legislative file and settle in March 2023 on 
a new agreement that effectively allows ICE to be sold beyond 2035 provided they run on “clean 
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fuel” with stricter CO2 emissions. It is particularly striking that such corporate lobbying was 
allowed even under a Green coalition government.


3. THE COLLECTIVE ACTION PROBLEM 

Carbon-Intensive Regional Interests Hold Europe Back


Europe’s political system hands huge influence to carbon-intensive regional interests. Because 
the EU is made up of individual states negotiating either with or through common institutions, 
this semi federalized system can turn carbon-intensive nations or regions into veto players or 
stallers who need to be placated at minimal cost to make progress. This state of affairs is the 
result of legacy national energy choices and the byproduct of geographical and mineral 
endowments. The case of the Polish coal industry is a perfect example of the collective action 
problem that repeatedly slows decarbonization.


Poland initially pushed against European decarbonization, in the strongest terms. “There is no 
plan to abandon coal in Poland," President Andrzej Duda told statesmen at the 2018 United 
Nations climate conference in Katowice. “Coal is our strategic raw material. We have supplies 
for two hundred years and it is difficult for us to give up coal, thanks to which we have energy 
sovereignty.”  This strong feeling reflected the country’s resource base with coal powering over 11

70 percent of Poland’s electricity. This corresponds to strong regional and business interests 
inside the Polish political system, turning Warsaw into a staller.


Brussels, with money, thought it had the answer. However, this has come at the cost of 
deprioritizing other pressing issues. The Commission has offered Poland €3.9 billion of its 
specially created Just Transition Fund (JTF), created against the backdrop of the negotiations to 
create the European Green Deal, between 2019-2021. The JTF is specifically aimed at carbon-
intensive regions that are heavily dependent on fossil fuel extraction, and the Commission 
hopes to financially induce them to embrace the transition. Then-European Commission 
Executive Vice-President Frans Timmermans noted in 2020: “As we rebuild our economies and 
our societies we will have to resist falling into the trap of rebuilding old structures. We simply 
cannot afford paying to go back to business as usual and then paying again to transform."  In 12

the case of Poland, Brussels initially sought to make the deal conditional on improvements 
regarding the bloc’s terms on rule of law. But in the end, the Commission was forced to drop 
these demands and hand over nearly a quarter of the fund to a single member state.  The 13

energy crisis that followed Russia’s invasion of Ukraine stressed the coal phaseout plans in both 
Poland and Germany. While Poland is maintaining its current plan to close all coal mines by 
2049, no new closures are expected to occur until 2033 at the earliest.  Germany, meanwhile, 14

has a more ambitious plan to phase out coal by 2038, with a further goal of reaching it by 2030 
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at the earliest, yet it restarted two coal power plants as a stopgap measure to make up for lower 
natural gas supplies from Russia.  This exposed the reality that the Just Transition Fund and 15

the EU’s coal phaseout commitments are going to be undermined if not abandoned altogether in 
the face of minimal transfers and geostrategic risks.


Energy has been a key thread in knitting Poland into the West and the European Union. 
Brussels needs to make the transition just as important and attractive—or risk having collective 
action stall attempts to make Europe green. 


4. THE JUST TRANSITION  PROBLEM

Decarbonization Risks Public Backlash 


European elites risk the rejection of decarbonization by the electorate, particularly by an 
emerging coalition of industrial interests as well as those in lower social classes who rightly feel 
the weight of an unjust burden for the adjustment, while contributing the least to emissions. This 
is the risk exemplified by the 2018-2019 mass protests in France known as the Gilets Jaunes, 
known for their signature high-visibility yellow vests that are mandatory for drivers. Triggered by 
a carbon tax on fuel, the protest movement rocked the Macron government, forcing an about-
turn and leading to a broader reluctance to advance decarbonization initiatives. Their most 
popular slogan—“Paradise for the rich, not a radish for the rest”—was a disaster for the framing 
of European decarbonization. European elites should worry about the Gilets Jaunes prefiguring 
a broader backlash: with the continent’s poor already the most-energy burdened in terms of the 
percentage of income spent on fuel or with livelihoods immersed in carbon-heavy industries or 
work patterns, protest movements or populists could easily derail the rollout of regressive 
decarbonization. The loss of industrial jobs due to decarbonization would heighten this risk, 
providing a perfect alliance between corporate vested interests and poor workers. This is, in 
fact, what is already fueling a tacit alliance between far right populists and pro-business 
conservative parties, both of which are challenging the European Green Deal. They are together 
liable to become a central political force in the next European Parliament and even the 
Commission, and this has not been countered yet by an alternative policy package that can 
create broad societal support for decarbonization. Europe’s climate transition therefore hangs 
on the ability to arrange a socially just transition to enlist broad popular support for a policy that 
is today highly regressive—when emissions are largely the result of privileged individuals and 
energy-intensive corporations.


European populists are building an arc of reluctance and consistently position themselves as 
climate skeptics. In Germany, the Alternative for Germany (AfD) has pitched itself as a pro-
diesel party, opposing various phaseouts. This has proved a winning strategy for the party, 
which has won support in deindustrialized areas suffering from poverty, low investment, and 
population decline, and where decarbonization is sometimes viewed as a burdensome and 
imposed luxury. Tellingly, in the last European elections the AFD received the party’s largest 
share of the vote in the coal-rich regions of Brandenburg and Saxony. This is part of a pan-
European trend. In the Netherlands, Dutch populist and conservative parties have protested the 
ammonia tax imposed on the nation’s livestock. In Italy, figures in the ruling hard-right League 
and Brothers of Italy coalition have denounced EU decarbonization policies as hurting both 
consumers and industries, with Deputy Prime Minister Matteo Salvini blasting EU green policies 
in 2022 as “a danger to the competitiveness of businesses and the lifestyle of Italian citizens.” In 
France, Marine Le Pen, who ran for president as the National Rally candidate in the last 
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election, is fighting against diesel taxes and for greater energy subsidies. The danger is 
therefore that these parties help crystallize an anti-climate policy coalition in the next European 
Parliament after June 2024. We are already seeing signs of this dynamic in the European 
Parliament with the highly contested passage of the Nature Restoration Law, which nearly failed 
due to an ad hoc alliance between the right and the far right.  
16

The socioeconomic risks inherent in the transition are not lost on European leaders. In the 
energy crisis of 2022, European governments chose to subsidize citizens’ energy bills while also 
cutting fuel taxes on an enormous scale of between 1 percent and 10 percent of their GDP. EU 
member governments and the UK are estimated to have spent about €908 billion total in fiscal 
subsidies to offset the increases in fossil fuel prices.  Looking ahead, the European Council 17

has pared its post-2025 plans for carbon pricing of fuels for transportation and homes with a 
newly created “social climate fund” that will distribute nearly $60 billion to vulnerable households 
between 2025 and 2030.  What European leaders do not seem to be preparing is a permanent 18

level of transfers to enable an effective transition. 


5. THE INDUSTRIAL PROBLEM 

Industrial Policy is Hard


Dirigisme is difficult, especially in more decentralized contexts where industrial interests are 
diverse, institutional structures and practices are different, and welfare models diverge. When it 
comes to decarbonization, European officials risk relearning several bad practices of the past 
that have long confounded industrial policy without addressing two emerging ones. Picking 
winners is hard and supply chain coordination is complex. Industrial policy needs to be 
European but national contexts and instruments will probably need to differ, thereby creating 
doubts about the level-playing field. This is only going to become more difficult with time as 
Europe’s industrial base erodes in the context of higher and volatile energy prices in a changing 
climate landscape. 


Europe’s challenge of an eroded industrial base is well illustrated by the state of the French 
nuclear industry or the decay of the German auto sector in the EV space. These are both 
creating existential industrial crises and fueling industrial policy reactions that are actually 
undermining cooperation rather than fueling a shared European industrial policy. 


Successful industrial policy is fraught with the issue of coordination, which is only made deeper 
in the European context. The sheer complexity and interconnectedness of decarbonization 
requires the state to drive this, but the EU doesn’t have the full prerogatives of an economic 
planner and has often been forced to concede to the ambitions of individual member states. The 
task of greening electricity, transport, industry, buildings, and agriculture simultaneously is an 
immense challenge, and treating problems and bottlenecks in isolation rather than holistically 
makes matters worse. And the more siloed the approach, the slower the process. The Net Zero 
Industrial Act is a case in point: it sets a number of extremely ambitious objectives for 
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Europeanizing supply chains in green technologies (e.g., PV panels, electrolyzers, wind 
turbines) but lacks the policy tools and fiscal resources to achieve these targets. 
19

Illustratively, EU policies meant to encourage widespread EV adoption have already had 
unintended consequences to the detriment of European sovereignty. In 2021, the EU’s Fit for 55 
package included a date banning new ICE vehicles in Europe in 2030, as mentioned above. But 
the EU, lacking proper financing for its transition arrangement, failed to give European 
automakers incentives and to set up European supply chains. Consequently, a large number of 
these companies moved EV production to China, where such supply chains are much better 
established and costs are lower. The result: a surge of Chinese EV exports to Europe—driven 
by EU companies. German automotive foreign investment accounted for a third of all European 
foreign investments in China from 2018 to 2021, the period of the European Green Deal’s 
introduction. By 2021, German automotive companies’ investments accounted for 42 percent of 
EU foreign direct investment in China, and Chinese EV imports to the EU totaled approximately 
$8 billion in value.   
20



Source: PIIE
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Resolving these five issues are critical. Chief is the fiscal problem. At the highest level of 

leadership, there are signs of openness to deep change. German Chancellor Scholz 

argued in favor of adopting majority voting for issues of foreign policy and taxation in EU 

policymaking, noting that the EU would need to reform in the changing transatlantic 

security environment.  It is therefore incumbent that spending decisions could and 21

should be taken under qualified majority, and that the budget should be voted at the 

beginning of every new Commission and EU Parliamentary term with greater annual 

flexibility. This would require bold action from the next European Commission at its 

inception in the summer of 2024 and should already be a topic of discussion in 

European election campaigns.


POLICY RECOMMENDATIONS INSIDE EUROPE:

● EU members must abide by the 2030 carbon emission targets set out under the 

European Green Deal and the REPowerEU plan. This will require greater funding and 
public-private investment commitments into clean energy infrastructure across multiple 
sectors by all EU members.


● Reform EU fiscal rules such that public spending for decarbonization-related 
investments and development are not curtailed. Align energy and transition plans to 
national fiscal plans and EU to ensure coherence through multilateral surveillance.


● Reform the EU budget process to be based on qualified majority voting instead of under 
the current system of unanimous consent for spending and ensure that sufficient funds 
are allocated to the climate and energy transition.


● Reform EU tax policies so as to grant partial and limited autonomous taxing capacity for 
the EU budget (e.g., corporation tax, value-added tax, plastic tax, CBAM).


● Scale up the EU budget to triple its current size for the coming seven-year period 
(2027-2035) so that any post-European Green Deal decarbonization commitments can 
be correspondingly increased in scope.


● Provide funding for the long-term reconstruction of Ukraine into a green economy. 

● Provide funding for a mass program of training skilled specialists for the transition.
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