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Political Risk on the Rise

Political fragmentation is testing Europe. The protest parties are
galvanised by Brexit and demanding a similar vote elsewhere. While
they poll strongly, whether they have enough support remains to be
seen. Politics introduces a downside skew to growth.

Is it a replay of the 2008-09 or 2011-12 crises? Neither, we think. What's
different this time is that mainstream politics and policy, which have previously
sought to provide a backstop, have less support in parliaments and within the
population at large. When key elections and referendums create instability, this
means less structural reform and extra uncertainty, which negatively affect the
economy and weigh on currencies and risk assets. Given the growing
importance of the protest parties, rising fragmentation in parliaments makes
government formation more difficult, achieving an absolute majority less likely
and, ultimately, the political risk premium higher.

Meet the protest parties: Tapping into the frustrations of an increasing
number of voters that feel disenfranchised in an era of globalisation and
European integration, the protest parties promise to turn back the clock on
liberalisation, deregulation and privatisation, instead of attacking Europe’s
sclerotic labour and product markets. The parties on the left seem more
concerned about the pressure from global markets, while those on the right
more with the transfer of responsibilities to the EU level.

Political fragmentation is a hurdle to extra integration: The way the
European Union will look like over the next decade will likely depend on the
ability of policy-makers to deal with rising inequality and discontent, as well as
two major deficiencies of the EU's architecture: Large economic imbalances
and no political union (or at least fiscal union for the eurozone countries). Even
if central banks were able and willing to cushion recurring crises using their
cyclical policy tools, these two structural uncertainties may well trigger bigger
crises, and for quite some time.

Are particular countries at EU exit risk? It's unlikely that other European
countries will exit the EU in the near term, in our view. Yet markets may think
about possible channels of contagion, also political in nature. Our scoring
model compares and contrasts the EU countries across several key metrics. It
suggests that Greece and Cyprus score very highly in terms of exit risks,
followed by France, Austria, the Netherlands and Italy.

(Generally) a high bar for further referendums: There are a variety of
referendum-like mechanisms in Europe. But only a few countries can have one
triggered by the people or a minority party in parliament. These are the ones
to watch, as the risk of policy accidents is high. But, generally, to pursue an exit
from the EU, the protest parties will have to win an election and initiate a
complex process that, formally or informally, will have to take into account the
will of the people. While risks are rising, that's still a high bar.

Exhibit 1:Exhibit 1: Policy uncertainty at a record level
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Exhibit 2:Exhibit 2: Protest parties on the rise
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Upfront: How to think about political riskUpfront: How to think about political risk

Brexit, elections and referendums: The Leave vote in the UK has triggered claims by the protest parties in
other countries to do the same. Should they muster enough support, we'd see this as a major risk, which is why
we believe that the markets are likely to closely monitor political developments ahead of the constitutional
referendum in Italy, the elections in France and the Netherlands, and the presidential election re-run in Austria.
There are some EU referendum risks in just a few countries, but they can test EU cohesion further.

What our EU Exit Risk Monitor says: To get a sense of how the market thinks about contagion, comparing
and contrasting the European countries across several different key metrics is a useful exercise. Greece and
Cyprus score very highly in our risk monitor. Yet larger economies, ranging from France and Italy to the
Netherlands and Austria, may also be perceived as countries at medium-high risk.

EU shortcomings and the rise of the 'challengers': Political discontent comes from a mix of factors, ranging
from social exclusion to inequality. What's more, Europe also has large economic imbalances and lacks a
political and – as far as the eurozone is concerned – full fiscal union. These two key structural shortcomings
need to be fixed. This requires significant wage and price adjustment, along with far-reaching reforms, and
political integration on a much bigger scale. Without all this, we are likely to see an unstable political situation
and the rise of protest parties throughout the region.

Beyond the central bank backstop: Courtesy of an ultra-expansionary monetary policy, Europe is likely to
stagger on. Fiscal policy may well provide a moderate support too, and help to cushion some of the downside
risks that Brexit poses. Yet, a rather unfocused approach to structural change and competitiveness-enhancing
measures, and no progress on fiscal and EU integration, all mean that risks of political fragmentation are high
and that a scenario of pro-market economic and institutional reforms looks quite unlikely.

The protest parties: What they have in common is that they object to the free movement of goods, services,
capital and people (i.e., the cornerstones of the Single Market) and, in some cases, also the monetary union.
Most of them mainly want to turn back the clock on market liberalisation and deregulation, instead of reforming
Europe’s weak economic fabric.

What's the market and economic impact? Political fragmentation may raise the political risk premium, and
weigh on currencies and risk assets. A more fragmented political spectrum means less structural reforms and
more instability, which may negatively affect business investment and confidence. The eurozone institutional
constraints don't allow an overly expansionary fiscal policy. So, even if the mainstream parties were to loosen
the belt somewhat, the positive impulse is unlikely to completely offset the negative effect from higher
uncertainty (see our Global Economics note Global Economics note on fiscal policy).

Exhibit 3:Exhibit 3: Higher policy uncertainty harms private
spending plans...
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Exhibit 4:Exhibit 4: ...and leads firms to scale back their
investment plans
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How much did social discontent play a role in Brexit?How much did social discontent play a role in Brexit?

The UK vote outcome took most market participants and political pundits by surprise, but Brexit is probably
the offspring of a social and economic malaise whose seeds are planted in a broader backlash against
the establishment, fears of globalisation and rising inequality (a theme we explored in SustainableSustainable
Economics: Mind the Inequality GapEconomics: Mind the Inequality Gap , November 24, 2015).

Indeed, support for the Leave camp came predominantly from the economically disadvantaged areas of
England. For this reason, the vote has important lessons for politicians, as elections approach in several large
countries (in Europe and the US).

The risk is that policy-makers react with increased market regulation, protectionist and anti-
immigration measures that could harm growth, either because protest parties rise to power or because
mainstream parties make policy mistakes in an effort to prevent protest parties from gaining further ground.

'Second-order' factors frequently play a role in EU referendums: This means that voters may cast their
vote on grounds which are unrelated to the referendum-specific issue, often complex and difficult to grasp fully.
Rather, they use their ballot paper to express dissatisfaction with government policies and as a protest vote.

Brexit was probably no different, as it was used by voters to protest against migration and weak
income growth, two themes which featured prominently in the pre-referendum debate. It has been dubbed the
vote of the 'left behind', largely old, white and belonging to the working class. Furthermore, support for Leave

came from more middle-class conservative Tory voters, fearful of a loss of cultural identity and sovereignty. 
In both cases, these are voters who 'feel' that they have not profited from the benefits of the EU (and
more broadly globalisation), including free trade, free movement of people and capital.

So what lessons can politicians and policy-makers draw from the UK referendum results? Mapping
actual UK votes by social factors is difficult, given no exit polls. We rely on surveys to get an idea about who
voted what, as polls' patterns have been relatively clear and reasonably consistent for a while.

Lesson (1) - Re-engage young voters: The young age group favoured Remain but did not go to vote in large
numbers. The youngest age group (18-24 years old) had the highest proportion of votes in favour of Remain
(73%), but it also had one of the lowest turnouts (36%), compared to 58% and 72% for the next two age cohorts
(25-34 and 35-44). This could be a sign of increasing disenfranchisement of the young generation with the
institutions and the political class. Disenchantment not only results in a low turnout, but also implies that the
decisions of few (those who do go to vote) matter for most.

[ 1 ][ 1 ]

Exhibit 5:Exhibit 5: Who voted for and who against in the
UK referendum
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Exhibit 6:Exhibit 6: Better-educated people voted
overwhelmingly for Remain

34%

41%

63%

66%

59%

37%

0% 20% 40% 60% 80% 100%

Higher University Degree (Dr.,
MBA etc)

University Education

Secondary School Education

Leave

Remain

Source: YouGov, Morgan Stanley Research

European Economics

3

https://ny.matrix.ms.com/eqr/article/webapp/a925ce96-8154-11e5-a6ac-67d44247d9af?t=1448383783%3A1317%3A18512%3Avmias1106669&m=1&ch=autob


Lesson (2) - Address the labour skill gap: More educated voters favoured Remain by a wide margin, in
contrast to the less educated ones who supported Leave. The more educated voters typically have better
chances of finding a job and experience lower unemployment rates. This is normal. However, recent rapid
technological changes may have contributed to widening this gap, and there is a lively academic debate about
whether it has possibly also boosted wage disparities. Indeed, the gap between the UK high- and low-skilled
unemployment rates is wider now than in 2000 even if the unemployment rate has started to fall since 2012
across all categories of workers with different skills. Other EU countries with large/larger gaps could be exposed
to Brexit contagion for similar reasons. The interplay with education levels is multi-faceted and very relevant too.
While this requires further exploration, to the extent that it's education that drives income, then the lesson has to
do with equality of opportunity. If what drives discontent is income disparities as such, then redistribution
policies, e.g., progressive taxation, is one possible answer.

Lesson (3) - Income disparities matter: The highest share of votes for Remain was in the UK regions where
median weekly earnings are below the national average, as Exhibit 9Exhibit 9 shows. The UK is one of the European
countries with the largest regional dispersion of disposable income (measured in purchasing power standards
to account for differences in currency valuations). The region where the share of votes for Leave (59.3%) was the
highest was West Midlands (which also has the lowest UK net disposable income per inhabitant). The region
with the highest share of votes for Remain (59.9%) was London, which also has the UK highest net disposable
income per capita. Other European countries with large income disparities may suffer from rising political risks.
Among the ones that stand out in Exhibit 10Exhibit 10 are Germany, Italy, France and Portugal.

Exhibit 7:Exhibit 7: The UK gap between high/low-skilled
unemployment is wider than in 2000

0

2

4

6

8

10

12

1999 2001 2003 2005 2007 2009 2011 2013

Low Skilled Medium Skilled High Skilled

UK Unemployment Rate%

Source: OECD, Morgan Stanley Research

Exhibit 8:Exhibit 8: Countries with wide gaps could also be
exposed to contagion effects from Brexit
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Exhibit 9:Exhibit 9: UK regions with below national-
average earnings voted for Remain
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Exhibit 10:Exhibit 10: Countries with large regional
disposable income disparities risk political
discontent
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Lesson (4) - Integrate migrants: Finally, geographically, some of the strongest UK Leave areas are ones with
low levels of net migration inflows. They are therefore less diverse and more eurosceptic. Mainly white,
working-class communities (including Hartlepool, Blackpool, Middlesbrough, Ashfield and Doncaster to name a
few), these are usually traditional strongholds of the Labour party. However, this time they defied the party
leader's indication for Remain and voted strongly for Leave, with 65% of votes or more. In contrast, the areas
with lowest levels of support for Brexit are all urban, diverse and relatively affluent, which have
embraced immigration, global market and the EU benefits (from mobility of goods, capital and people).
These include several local authorities in London (Hackney, Lambeth, Haringey, Islington, Richmond-upon-
Thames, Kensington and Chelsea and Tower Hamlets) as well as cities such as Cambridge, Edinburgh and
Manchester.

This suggests that, when migration is associated with fears of job losses, a threat to wages and a
reduction of national identity, the risk of increased support for populist fringe parties is larger: As the
population in most EU members is ageing, migration is positive from a long-term perspective to counter the
reduction of the workforce. It can help to meet labour demand (including in services to elderly people), fill in skill
gaps, boost activity levels and bring innovation, as well as cultural diversity.

Therefore, one of the challenges of policy-makers is to work towards facilitating the integration of migrants, and
ensure that growth is inclusive while limiting the increase of inequality which may emerge during the
integration process (for example because migrants can be exploited – they can depress wages if they are
willing to work for relatively low pay, or they can boost unemployment numbers before they settle and acquire
the skills to be employable).

Perceptions are important: Migration impacts both those who move in search of better life and job prospects
as well as the native population. Therefore, a culture of tolerance and being supportive of diversity is key to the
success of the integration process. If the latter proves difficult, there may be friction between migrants and local
people. Moreover, attitudes towards migrants could turn negative if migration inflows put pressure (or are
perceived to do so) on shared public services (such as education and health).

In this respect, it is probably no coincidence that Greece tops our EU Exit Risk Monitor (see Protest parties:Protest parties:
Who they are and what they wantWho they are and what they want) as well as the list of OECD countries that perceive the economic impact of
migration as bad and disapprove of the EU's handling of European economic issues (according to a recent Pew
Research center survey).

The longer policy-makers delay tackling these issues by postponing reforms, the higher the risk of
deepening mistrust between citizens, national governments and the EU institutions: These reforms
have to do with various aspects:

- Fiscal: Spending on things ranging from infrastructure to education, and shifts in taxation.

- Structural: Measures to make the business environment more conducive to investment.

Exhibit 11:Exhibit 11: Greece tops the countries that
perceive migration as economically 'bad'...
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Exhibit 12:Exhibit 12: ...and which disapprove of the EU's
handling of European economic issues
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Why is there long-standing fundamental friction?Why is there long-standing fundamental friction?

Will Europe be able to rebalance, or will the economic divergences increase further? Will governments be able
to make the leap towards a closer political or fiscal union? Or will the rise of protest parties drive them further
apart? Rather than the surge of political uncertainty at the current juncture, the answer to these questions
explains why the challengers have won popularity over time (see Politics and Its DiscontentsPolitics and Its Discontents, July 20, 2015).

 Political cohesion and economic convergence (or lack thereof)Political cohesion and economic convergence (or lack thereof)

The way the EU will look like over the next decade will likely depend on the ability of policy-makers to deal with
two major deficiencies: Large economic imbalances and no political union (or at least fiscal union for the
eurozone countries). Even if central banks were able and willing to cushion recurring crises using their cyclical
policy tools, these two structural uncertainties may well trigger bigger crises.

Large economic imbalances

Where do they come from? These imbalances have tended to manifest themselves via the accumulation of
current account imbalances (i.e., discrepancies in desired saving versus desired investment). Prior to the
adjustment following the euro crisis, the peripheral countries were running significant current account deficits,
while the core countries had, and still have, sizeable current account surpluses. Their accumulation over time in
the net international investment position determines what a country owns or what it owes abroad. They risk
creating friction among the EU countries' national interests, as rebalancing affects the level of income and is also
related to the cross-border movements of factors of production, e.g., foreign direct investment and migration.

Looking at flows… While the current accounts in the EU periphery have been swinging back into surplus for
some time, external debt remains quite high. Put differently, the 'flow' issue is being corrected, though not as
fast as the European Commission would have wanted, e.g., Spain and Portugal risk being fined and see the
disbursement of the EU structural funds suspended for overshooting their fiscal targets. More broadly, the
process mostly involved a recessionary impulse from the deficit countries, which had to come back to living
'within their means' and therefore cut their deficits, rather than the surplus countries spending more by
lowering their surpluses, which would have been expansionary.

…and stocks: The 'stock' issue isn't corrected just yet, and external debt remains very high in the smaller
peripheral countries (just like Germany's foreign assets continue to increase). The main symptom of these
imbalances is a loss of competitiveness. So, rebalancing requires an adjustment in relative cost and price
competitiveness among countries. Within the eurozone, this means reform, but also wage retrenchment and
austerity in the periphery, as well as reform and higher wages and consumer price inflation in the core. For the
non-eurozone countries in the region, the adjustment may create tensions in FX markets.

Exhibit 13:Exhibit 13: Current accounts back in surplus…
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Exhibit 14:Exhibit 14: ...external debt still high

-150

-120

-90

-60

-30

0

30

60

1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016

Net International Investment Position (% of GDP)

Germany France

Italy Spain

Portugal Greece

Source: Eurostat, Morgan Stanley Research

European Economics

6

https://ny.matrix.ms.com/eqr/article/webapp/3074f538-2c8d-11e5-9f2b-d8ecff4268c2?t=1437371179%3A29%3A10914%3Avmias1106654&m=1&ch=Outlook Blastmail


No political (fiscal) union

Outside the eurozone: There’s a lack of political unity across a broad range of key issues, ranging from
migration and the role of markets to further economic integration, e.g., on banking and capital markets union.

Inside the eurozone: Hopes for major steps towards a joint eurozone-wide fiscal funding and transfer
mechanism have proven elusive so far. It’s clear that such steps would face many political and legal obstacles:

- Core Europe: They're unwilling to accept a joint-and-several-liability mechanism for eurozone debt without
binding supra-national control over fiscal policy in weaker countries.

- EU periphery: They find it hard to accept the loss of fiscal sovereignty that this would entail.

Overcoming these considerable political differences, just like overcoming the economic imbalances, will
probably take years, if not decades, as there are different centrifugal and centripetal forces at work at both
levels, and not always pushing and pulling in the same direction.

 Turning back the clock?Turning back the clock?

Without a near-term remedy for Europe’s underlying economic and fiscal/political deficiencies, we are likely to
see a recurrence of political crises, in the context of the rise of the protest parties throughout Europe, not only in
the periphery or in countries under the grip of austerity, but also in the core of the region and even in the Nordic
countries. These protest parties promise to turn back the clock on liberalisation, deregulation and privatisation,
instead of attacking Europe’s sclerotic labour and product markets.

Taking issue with the Single Market

What the protest parties all share is that they object to:

1. The free movement of goods, services, capital and people (i.e., the cornerstones of the Single Market);

2. (In some cases) the currency union;

3. Migration.

Tapping into the frustrations of an increasing number of voters that feel disenfranchised in an era of
globalisation and European integration, the protest parties on the left seem more concerned about the
pressure from global markets, and are typically against austerity and pro-market policies. The protest parties on
the right are more concerned with the transfer of responsibilities to the EU level and, occasionally, with socio-
economic issues such as restricting migrants from access.

Exhibit 15:Exhibit 15: Still relatively tight labour market
regulation
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Exhibit 16:Exhibit 16: Product market regulation tends to be
heterogeneous
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Protest parties: Who they are and what they wantProtest parties: Who they are and what they want

Exhibit 17Exhibit 17 shows our subjective assessment of the challenger parties across the political spectrum, which we
have extended to include both developed and emerging European counties. We focus on the importance in
national politics and how we perceive they think about a number of market-relevant economic and non-
economic issues.

In particular, we look at whether these parties are in favour of, against or ambivalent towards the EU, the
monetary union, NATO, immigration, fiscal consolidation and more flexible labour and product markets. What
emerges is that the left-wing parties tend to be ambivalent towards European integration but in favour of
migration, and against austerity and a greater role of markets. The right-wing parties look quite
heterogeneous, though they seem to be against most of the issues we considered.

 

Exhibit 17:Exhibit 17: Understanding the protest parties

EU Euro Nato Im m igration Austerity Pro-M arket
Left-wing

Spain Podemos/ Unidos Podemos January 2014
European: 5/54

Congress: 71/350
Senate: 23/266

*October 2016 ± ± × ✓ × ×

France French Communist Party December 1920
European: 3/74

National Congress: 2/577
Senate: 17/348

April 2017 ± ± × ✓ × ×

Germany Die Linke (The Left) June 2007 European: 7/96
Federal Parliament: 64/631 September 2017 ± ✓ × ✓ × ×

Czech Republic
Communist Party of

Bohemia and Moravia
(KSČM)

1989
European: 3/21

Chamber of Deputies: 33/200
Senate: 1/81

October 2017 × × × × × ×

Italy Five Star Movement October 2009
European: 17/73

Chamber of Deputies: 91/630
Senate: 35/315

May 2018 ± × ✓ ± × ×

Greece Syriza May 2012 European:4/21
National: 144/300 October 2019 ± ± × ✓ × ×

Portugal Left Bloc March 1999 European: 1/21
National: 19/230 October 2019 × × × ✓ × ×

Ireland Sinn Fein November 1916
European: 3/11

Lower House: 23/157
Upper House: 7/60

April 2021 ± ± × ✓ × ±

Right-wing

Netherlands Party for Freedom February 2006
European: 4/26

House of Repres.: 12/150
Senate: 9/75

March 2017 × × ✓ × × ±

France Front National October 1972
European: 24/74

National Congress: 2/577
Senate: 3/348

April 2017 × × × × × ×

Germany Alliance for Progress and
Renewal (ALFA)

July 2015 European: 5/96
Federal Parliament: 0/631 September 2017 ± × ✓ ± ± ✓

Germany Alternative for Germany February 2013 European: 2/96
Federal Parliament: 0/631 September 2017 ± × × × ± ✓

Czech Republic Dawn - National Coalition June 2013
European: 0/21

Chamber of Deputies: 7/200
Senate: 0/81

October 2017 × × ✓ × × -

Czech Republic Party of Free Citizens February 2009
European: 1/21

Chamber of Deputies: 0/200
Senate: 0/81

October 2017 × × ✓ ✓ × -

Hungary Fidesz March 1988 European: 11/21
National: 144/199 April 2018 ± ± ✓ × ± ×

Hungary Jobbik October 2003 European: 3/21
National: 24/199 April 2018 × × × × × -

Italy Northern League & Us With
Salvini

January 1991
European: 5/73

Chamber of Deputies: 18/630
Senate: 12/315

May 2018 ± × ± × × ✓

Austria Freedom Party
of Austria

April 1986
European: 4/18

National Council: 38/183
Federal Council: 13/61

September 2018 ± × × × × ✓

Sweden Sweden Democrats February 1988 European: 2/20
National: 49/349 September 2018 ± × × × - ±

Finland Finns Party May 1995 European: 2/13
National: 38/200 April 2019 ± ± ± × ± ±

Belgium Flemish Interest (Vlaams
Belang)

November 2004 European: 1/12
Federal Parliament: 3/150 May 2019 × × × × - ±

Denmark Danish People's Party October 1995 European: 4/13
National: 37/179 June 2019 × × ✓ × × ×

Greece Golden Dawn January 1985 European: 3/21
National: 18/300 October 2019 × × × × × ×

Greece Independent Greeks
(Anel)

February 2012 European: 0/21
National: 9/300 October 2019 ± ± ✓ × × ×

Poland Kukiz'15 May 2015
European: 17/51

Sejm: 36/460
Senate: 0/100

November 2019 ± ± ✓ × - -

Poland Law & Justice (PiS) June 2001
European: 17/51
Sejm: 236/460
Senate: 62/100

November 2019 ± × ✓ × × ×
Legend: ✓ = in favour; × = against; ± = ambivalent

Political ViewCountry Party Foundation Seats in Parliam ent Next General Election

Sou rce: Morgan  Stan ley Research
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EU Exit Risk MonitorEU Exit Risk Monitor

An exit of any other country from the EU following Brexit is unlikely, in our view. Yet, to get a sense of
how the market thinks about contagion, comparing and contrasting the European countries across several
different key metrics may be a useful exercise (see What Would Brexit Mean for EuropeWhat Would Brexit Mean for Europe , March 7, 2016). These
metrics, which we have updated from our original piece based on the latest available information, range from
the popularity of eurosceptic parties and how the population at large feels about Europe to sovereign debt
ownership, trade linkages and the institutional set-up (being part of the eurozone or Schengen).

Our scoring model

While we're mindful that no scoring model is perfect, our approach follows two steps:

1. Rank European countries across each variable.

2. For each country, rank the grand total of the individual rankings.

The market may associate a higher risk of EU exit to two groups of countries:

1. Small, challenged peripherals: Greece and Cyprus, both net beneficiaries of EU funds (unlike the UK), have
limited trade linkages with the rest of the EU, a large share of their debt held by foreigners and don't tend to feel
particularly 'citizens of Europe' according to the polls. Greece has passed the bailout review, which had made us
tactically bullish (see our pre-Brexit report The Path Post StabilisationThe Path Post Stabilisation, May 4, 2016). But it has an even higher
share of eurosceptic parties in parliament than the UK.

2. Large peripherals, small core and semi-core: France, Austria, the Netherlands and Italy, all net
contributors to the EU budget, have a fair degree of eurosceptic parties and the population at large not feeling
particularly engaged with Europe. The French and Dutch economies are more or less in the middle of the rank
when it comes to trade and foreign debt ownership, Italy has weaker trade linkages with EU countries and its
debt is mostly domestically owned, and Austria vice versa.

 

Exhibit 18:Exhibit 18: EU Exit Risk Monitor

Country Rank Not Feeling an EU
Citizen

Gov't Debt Held by
Non-Residents

Trading with Non-EU
Countries

Net Payments to
Other EU Countries Eurosceptic Parties Schengen

Membership Euro Membership

Greece 1 4 1 1 21 2 Yes Yes

Cyprus 2 2.5 2 15 14 10 No Yes

France 3 6 13 8 7 9 Yes Yes

Austria 4 8 6 18 5 11 Yes Yes

Netherlands 5 10 19 6 1 14 Yes Yes

Italy 6 2.5 26 2 9 15 Yes Yes

Finland 7 21 3 13 4 17 Yes Yes

Sweden 8 16 23 9 2 12 Yes No

Germany 9 19 11 5 3 23 Yes Yes

Belgium 10 16 14 14 6 13 Yes Yes

Ireland 11 23.5 10 3 10 19 No Yes

Latvia 12 11 7 21 24 6 Yes Yes

Denmark 14 23.5 21 12 8 8 Yes No

Poland 13 14 12 20 23 3 Yes No

Bulgaria 15 1 18 11 26 18 No No

Slovakia 16 12.5 15 27 15 5 Yes Yes

Spain 17 21 20 7 11 16 Yes Yes

Czech Republic 18 5 24 26 17 7 Yes No

Portugal 19 16 8 19 16 20 Yes Yes

Malta 20 26 27 4 19 4 Yes Yes

Hungary 21 12.5 17 25 27 1 Yes No

Slovenia 22 21 5 16 18 24.99 Yes Yes

Lithuania 23 25 4 10 25 21 Yes Yes

Croatia 24 9 22 17 13 27 No No

Romania 25 7 16 22 22 22 No No

Estonia 26 18 9 24 20 24 Yes Yes

Luxembourg 27 27 25 23 12 26 Yes Yes

Sou rce: Eu ropean  Commission  Eu robarometer 84, Au tu mn  2015, Q D2.1 (No t Feelin g  an  EU  Citizen );  Eu rostat,  HM Treasu ry an d  Dan marks

Nation alban k  (G overn men t Deb t Held  by Non -Residen ts),  Eu rostat (Trad in g  w ith  Non -EU  Cou n tries),  Eu ropean  Commission  (Net Paymen ts to  O th er

Cou n tries),  Morgan  Stan ley Research  (Eu roscep tic parties)
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What to watchWhat to watch

There are several key risk events in the remainder of this year and next. We'd highlight:

Referendums: Italy (constitutional, October 2016), Austria and Finland (hypothetically on the EU, in the future)

Elections: Austria (re-run of presidential election, probably September 2016), the Netherlands (general, by mid-
March 2016), France (presidential, April 23 and May 7, 2017; parliamentary National Assembly June 2017),
Germany (general, September 2017), Czech Republic (general, October 2017)

Exhibit 19:Exhibit 19: Calendar of key political events

Year Date Country Elections
Germany (04/09) State (Mecklenburg-Vorpommern)
Germany (11/09) Municipal (Lower Saxony)
Germany (18/09) State (Berlin)

Austria (25/09 or 02/10) Presidential
Spain Catalonia (Confidence Vote)

Czech Republic Senate
Czech Republic Regional

Italy Referendum (Constitutional Reform)
Spain Deadline to form Government*

February Germany Presidential
Netherlands General

Germany (26/03) State (Saarland)
France (23/04 & 7/05) Presidential

Finland Local
Germany (07/05) State (Schleswig-Holstein)
Germany (14/05) State (North-Rhine Westphalia)

Hungary (May-June) Presidential
June France Parliamentary

Germany General
Portugal Local

October Czech Republic General
November Denmark Local

Finland Presidential
Czech Republic Presidential

March Netherlands Local
April Hungary General
May Italy General

Austria General
Sweden General
Germany State
Sweden Local
Ireland Presidential
Belgium Local
Hungary Local

Czech Republic Local
November Poland Local

March Netherlands Regional
April Finland General

EU Parliament
Belgium General
Germany State
Belgium Regional
Spain Local

Greece Local
Ireland Local

June Denmark General
September Germany State

Greece General
Portugal General
Poland General
Spain Catalonia (Regional)

March France Municipal
May Poland Presidential

January Portugal Presidential
Germany State
France Regional

April Ireland General
2022 April Austria Presidential

Political calendar

October

March

April

May

September

2016

2017

January

September

October

May

2018

September

November

2019

March2021

2020

October

(1) Fo llow in g  th e Con stitu tion al Cou rt o rder to  repeat th e Presiden tia l election  ru n -o ff ,  Au stria 's In terio r M in ister sa id  th at th e II rou n d  o f th e

p residen tia l election  w ill likely be repeated  eith er on  Sep tember 25 o r O ctober 2.  

(2) Dead lin e to  fo rm govern men t in  Spain  is tw o  mon th s after th e f irst in vestitu re vo te takes p lace. O ctober is an  in d icative date. 

Sou rce: Morgan  Stan ley Research
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Spain, Italy and France: How discontent is shaping themSpain, Italy and France: How discontent is shaping them

Spain: Shift towards the mainstream

The election didn't see a big win for Podemos, which couldn't overcome the Socialists to become the
second-largest party in the country. Podemos did worse than expected. So, while thinking in terms of causality
between Brexit and the Spanish election is probably a stretch, one can say that, in this specific case, the Spanish
voters moved away from the protest parties. That shift wasn't large, though, and Spain's political situation
remains undetermined at best. That the European Commission may fine Spain for failing to comply with the
fiscal targets may complicate matters.

What happens now? The party winning most votes tries to form a government (centre-right People’s Party),
then the second (centre-left Socialist Party), etc. If no candidate is at least able to form a minority government –
and it remains far from clear who would lead it – then we’d see a ‘Grand Coalition’ with People's Party, centrist
Ciudadanos and Socialist Party (see Will the Election Change Anything?Will the Election Change Anything? June 9, 2016).

There will be long and tough negotiations, possibly lasting several weeks if not a couple of months, with a
caretaker government in place – not an easy situation given the potential impact of Brexit. Specifically:

What’s the process to form a government? To get the King’s investiture to form a government, the candidate
– typically the leader of the political party winning most votes – must be able to gather an absolute majority of
seats in Congress in the first round, or a relative majority in a second round to be held 48 hours after the first.

What if nobody manages to gather enough support? According to Section 99 of the Spanish Constitution,
if no proposed candidate has obtained the confidence of Congress after two months from the first investiture
vote, then the parliament will be dissolved and a new general election will be called.

What happens if things don’t fall into place? New elections would then take place at least 54 days past the
date Congress has been dissolved.

Italy: Referendum 'make or break'

Understanding the referendum

Even though there’s no national election scheduled
before early 2018, the chances are that the markets
will look at the October referendum on
constitutional reform as a key political test. This is
of particular significance, for two reasons:

1. It will make the Chamber of Deputies the main
legislative chamber – the only one that can hold a
vote of confidence in the government and approve the
budget – thus streamlining and speeding up the policy-
making process, reducing political volatility and
increasing government stability.

2. Prime Minister Matteo Renzi has pledged to resign if the referendum is lost: So, one could imagine a
situation in which the referendum is taken as a vote against government policy, which is implementing
structural change, but isn't reviving cyclical growth to a significant extent. If the constitutional reform doesn't
pass, this could set in motion a political crisis and put the structural reform process on hold (see Cyclical SwingsCyclical Swings
& Structural Shifts& Structural Shifts, April 25, 2016).

Exhibit 20:Exhibit 20: Referendum risk
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Sou rce: O p in ion  po lls ,  Morgan  Stan ley Research
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The latest polls suggest that it's not obvious that the referendum will be won. The few polls that were
conducted after the Brexit vote point to a rejection of the constitutional reform. Yet, it's worth noting that a vast
majority of Italians are undecided, at 35% or so, an unusually high share. More broadly, even though there
isn't enough evidence (or, rather, enough data just yet) to suggest that Brexit is swinging things one way or
another, what emerges is that the 'No' campaign is gaining momentum.

At the moment, we'd see the referendum outcome as very uncertain, given that both sides appear to have
a roughly equal share of the votes, and that the majority of the surveys of voters' intentions point to a significant
swing factor in the large share of undecided. Yet the latest indications suggest that risks are significant, as
things appear to be swinging in favour of those who reject the constitutional amendment.

Should the referendum fail to pass, what follows doesn't necessarily need to be an election. There could be one,
though, as the politicians have this option. Should this lead to an election, it may be won by the protest
parties. Alternatively, to avoid an election, a cabinet reshuffle would be needed if Mr Renzi was to resign.
This will likely pave the way for a period of uncertainty, while the political crisis unfolds, and further delay the
implementation of crucial reforms.

Understanding the electoral law

The previous electoral law was based on a proportional system. It was very hard to win an absolute majority,
given many political parties in parliament, and a low threshold to enter it. This made governments often short-
lived, as they lacked support to push through tough reforms, and frequently required significant cabinet
reshuffles or new elections altogether.

Furthermore, the Italian parliament has two chambers doing the same thing. So, to pass a law, the Senate
and Chamber of Deputies have to agree on a text, which has to be the same. When it’s amended in one chamber
(and we’re talking about many amendments), it then goes to the other, which amends it too. So it goes back and
forth, a process that’s known as 'the shuttle'.

What’s changed now is that there's a two-round system:

First round: Vote for a single party. If any party passes a 40% threshold, it is attributed a minimum of 340 seats
out of 630 (54%), i.e., an absolute majority.

Second round: If no party is able to pass the 40% threshold, voters then choose between the two parties that
got most votes in the first round. The party winning the second round is attributed 340 seats.

This may well generate stronger majorities, but of course it doesn't mean that the protest parties can't do well in
an election. Indeed, the latest available polls suggest that, even though Mr Renzi's pro-reform Democratic Party
would win the first round, it may be defeated by the Five Star Movement in the second round, while it
would win against a hypothetical centre-right coalition.

Exhibit 21:Exhibit 21: Mainstream parties may win first
round in a hypothetical election...
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Exhibit 22:Exhibit 22: ...but be defeated by the protest
parties in the second round anyway
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France: Triangle game

Next year's presidential election and for the renewal of the National Assembly will be against a very
different, more uncertain setting compared to the past. Of the two elections, the presidential one is the
most important because of the strong executive powers that the president has in France.

Incumbent president starts disadvantaged: For starters, judging from opinion polls, this will probably be the
first election since 1981 in which the incumbent president will not win a mandate for a second legislature. The
popularity of President Hollande continues to break record lows, despite the recent more evident improvement
in the French economy; the Socialist Party is split and many traditional Socialist voters did not approve of the
government's shift to a more business-friendly agenda since 2014.

Increase in political fragmentation: Furthermore, the elections will be against the background of increased
political fragmentation: the Left no longer runs in a coalition reuniting the Socialists, the Greens and smaller left-
wing parties, as it did in the past. Indeed, the leader of the hard-line left-wing party, Jean-Luc Mélenchon, has
already said that he will run independently for the presidential election. Moreover, Economy Minister Emmanuel
Macron has created a new centrist political movement (which is not officially a party, at least not yet), and media
reports have been speculating that he may be eying the presidential seat too.

Front National: The third main player: Importantly, chances are high that the leader of Front National,
Marine Le Pen, will qualify for the second round of the presidential elections, so the presidential contest will no
longer be among the two main traditional French political forces. Front National may also increase the number
of seats in the National Assembly (currently two).

Candidate primaries: Finally, at this stage, it is also not clear who will be the presidential candidate of either of
the centre-right opposition coalition (UDI-Republicans) or of the mainstream Left, as both sides will conduct

primaries (on November 20-22 and January 22-29, respectively), a relatively new practice in French history. 

Weak structural background: Compared to the previous elections, the presidential contest will also be fought
against the background of high unemployment by French historical standards and with an accumulated loss of
competitiveness that the country has only just begun to address. The centre-right opposition, which is leading in
opinion polls, will probably accelerate the timid process of structural reforms that the current government has
started. However, given how much popular and union resistance the most recent labour market reform
proposals have encountered, the next government will probably have to brace itself for an uphill struggle ahead.

EU debate adds another source of tension to the electoral campaign: After the Brexit vote, the EU debate
will occupy a prominent space in candidates' and parties' electoral manifestos. The only party that is openly
advocating an exit from the EU is the far-right Front National, but all parties are in favour (one way or another)
of reforming the EU framework, implying that their views of the future of Europe will play an important role in
voters' choices. The call for a reformed EU raises the risk of a referendum on a new EU treaty. We explore this
issue in more depth in the subsequent sections of the report.

[ 2 ][ 2 ]

Exhibit 23:Exhibit 23: Popularity of President Hollande and
PM Valls hitting new lows
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Exhibit 24:Exhibit 24: High unemployment rate by French
historical standards
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Referendums: A double-edged sword?Referendums: A double-edged sword?

The UK's vote has the potential to create domino effects as it has sparked demands for referendums to be
held in other member states. These are being urged for various reasons by different quarters and are not
necessarily advocated to abandon the EU. Regardless of the ground on which they might be held, they represent
a political risk and a channel of potential contagion that needs to be monitored. Therefore, the rest of this note
explores in more depth the constitutional setting and the legal basis for holding referendums in different
countries, complementing the earlier analysis of the political context.

EU-related referendums have proliferated since the EU first enlargement in the early 1970s: In total, 55

referendums related to the EU have been held since 1972.  82% of EU member states have held at least
one referendum on EU matters. 23 of the 28 EU member states, as well as three non-EU members (Norway,
Switzerland and Liechtenstein) have held a EU-related referendum (with eight in Switzerland alone). No EU
referendum has yet taken place in Germany, Belgium, Portugal, Cyprus and Bulgaria.

The majority of EU referendums concern votes on membership (25 of 55), followed by 18 on treaty
ratification and 12 on single issues, such as the common currency, e.g., in the case of Demark in 2000, or the
most recent one in the Netherlands (prior to the Brexit vote) on the EU-Ukraine Association Agreement.
Membership referendums have typically accompanied EU enlargements, with the largest in 2004 when nine of
the ten states that joined the EU held a referendum (with the exception of Cyprus). Usually they have resulted in
overwhelming support for joining the EU, with the exception of Norway (which rejected the EU twice in 1972
and in 1994) and Switzerland. The UK is the only country which in 1974 held a referendum on remaining in the
EU (the European Communities back then), after joining without a referendum two years earlier.

Membership referendums have never taken place in 11 member states (Germany, Italy, the Netherlands,
Spain, Portugal, Greece, Cyprus, Bulgaria, France, Luxembourg, Belgium). However, in some of these
countries calls are rising: On average, across eight European countries surveyed by Ipsos MORI prior to the
Brexit result, 45% were in favour of holding a referendum on the EU and 33% in favour of leaving. However,
these respective shares were higher in two of the founding EU members (France and Italy) where more than in
50% are now favour of holding a membership referendum, although still falling short of a majority for leaving.
Furthermore, on average across countries, nearly half of the people surveyed thought that a Brexit vote would
lead other countries to follow.

[ 3 ][ 3 ]

Exhibit 25:Exhibit 25: In France and Italy a majority would
like a referendum on EU membership
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Exhibit 26:Exhibit 26: 48% think that if Britain leaves the EU,
other countries would follow
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Source: Ipsos MORI, Morgan Stanley Research

European Economics

14



Exhibit 27:Exhibit 27: EU-related referendums from 1972

Year Country Issue Category Type
Turnout

(%)
Yes (%)

1972 France Enlargement of EEC I NR and NB 60 68.3
1972 Ireland EEC Membership M R and B 71 83.1
1972 Norway EEC Membership M NR and NB 79 46.5
1972 Denmark EEC Membership M R and B 90 63.3
1972 Switzerland EEC-EFTA Treaty T R and B 52 72.5
1975 United Kingdom EEC Membership M NR and NB 64 67.2
1986 Denmark Single European Act T R and B 75 56.2
1987 Ireland Single European Act T R and B 44 69.9
1989 Italy Mandate of MEPs I NR and NB 85 88.1
1992 Denmark Maastricht Treaty T R and B 83 49.3
1992 Ireland Maastricht Treaty T R and B 57 68.7
1992 France Maastricht Treaty T NR and B 70 51.1
1992 Switzerland EEA accession M R and B 78 49.7
1992 Liechtenstein EEA accession M NR and B 87 55.8
1993 Denmark Maastricht Treaty T NR and NB 87 56.8
1994 Austria EU membership M R and B 82 66.6
1994 Finland EU membership M NR and NB 70 56.9
1994 Sweden EU membership M NR and NB 83 52.3
1994 Norway EU membership M NR and NB 89 47.8
1995 Liechtenstein EEA accession M NR and B 82 55.9
1997 Switzerland EU candidature M NR and B 35 25.9
1998 Ireland Amsterdam Treaty T R and B 56 61.7
1998 Denmark Amsterdam Treaty T R and B 76 55.1
2000 Switzerland Bilateral agreements T NR and B 48 67.2
2000 Denmark Single currency I NR and B 88 46.9
2001 Switzerland EU candidature M NR and B 55 23.2
2001 Ireland Nice Treaty T R and B 35 46.1
2002 Ireland Nice Treaty T R and B 49 62.9
2003 Malta EU membership M NR and NB 91 53.6
2003 Slovenia EU membership M R and B 60 89.6
2003 Hungary EU membership M R and B 46 83.7
2003 Lithuania EU membership M R and B 63 91.1
2003 Slovakia EU membership M R and B 52 92.5
2003 Poland EU membership M R and B 59 77.5
2003 Czech Republic EU membership M R and B 55 77.3
2003 Estonia EU membership M R and B 64 66.8
2003 Sweden Single currency I NR and NB 83 42.0
2003 Latvia EU membership M R and B 73 67.0
2003 Romania EU membership M R and B 56 89.7
2005 Spain Constitutional Treaty T NR and NB 42 76.7
2005 France Constitutional Treaty T NR and NB 69 45.3
2005 The Netherlands Constitutional Treaty T NR and NB 63 38.2
2005 Switzerland Schengen Agreement I NR and B 56 54.6
2005 Luxembourg Constitutional Treaty T NR and NB 89 56.5
2008 Ireland Lisbon Treaty T R and B 53 46.6
2009 Ireland Lisbon Treaty T R and B 59 67.1
2009 Switzerland Free movement of persons I R and B 52 59.6
2012 Croatia EU membership M R and B 43 66.7
2012 Ireland European Fiscal Compact I R and B 50 60.3
2014 Denmark Unified Patent Court I R and B 54 62.6
2014 Switzerland Free movement of persons I NR and B 56 50.3
2015 Greece Bailout referendum I NR and NB 59 38.7
2015 Denmark Opt-out (Justice & home affairs) I R and B 72 46.9
2016 The Netherlands EU-Ukraine Assoc. Agreement I NR and NB 32 38.2
2016 United Kingdom EU membership M NR and NB 72 48.1

M= membersh ip  referen du m; T= treaty ratif ication  referen du m; I= sin g le issu e referen du m; NR= n on -requ ired ; R= requ ired ; NB = n on -b in d in g ;

B = b in d in g . Row s in  g rey den o te referen du ms w h ere th e 'yes' d id  n o t w in . In  th e U K 2016 referen du m, vo ters w ere asked  w h eth er th ey w an ted  to

'remain ' o r ' leave'.  Th e sh are in  th e co lu mn  'yes' refers to  th e 'remain ' vo te. Sou rce: Eu ropean  Parliamen t,  Morgan  Stan ley Research
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To be sure, at least three types of referendums have been evoked since the Brexit vote:

(1) Referendums to exit the EU: These have typically been called by party leaders of protest anti-EU parties
who are trying to capitalise on their image of anti-establishment forces, giving a new voice to people. Indeed,
within hours from the results of the British referendum, the French far-right Front National had already called
for a 'Frexit' vote, the Dutch anti-immigration VVP had said that the Netherlands deserved a 'Nexit', and the
Italian separatist Northern League claimed that "Now it is our turn". The Italian Five Star Movement wants a
referendum on the euro (not on EU membership) and Danish party leader Kristian Thulesen Dahls said if the
Danish parliament cannot agree on reforms with the EU, a referendum could give Denmark a new opportunity. 

(2) Independence referendums: With Scottish First Minister Nicola Sturgeon stating that a second Scottish
independence referendum is "highly likely" after Scotland voted clearly in favour of remaining in the EU, in
contrast to England and Wales, the possibility of a new vote to decide whether Scotland should become an
independent sovereign state is back on the radar screen. Separately, Northern Ireland Deputy First Minister
Martin McGuinness, of the Sinn Fein party, has been calling for a referendum on reuniting the North with the
South, which is outside the UK and remains in the EU.

(3) New EU treaty referendums: Some mainstream politicians in selected countries (notably in France and
Poland) have also urged to reform the way in which the EU works. Some of their calls are not new and add to
the plan already presented by the EU Commission in June 2015 (dubbed the 'Five Presidents' Plan) which
commits the EU to the creation of a genuine economic, financial fiscal and political union by 2025. However,
politicians seem to have become more vocal now about the call for referendums to legitimise possible future
changes to the EU treaties.

The constitutional and legal basis for national referendums is important to understand how referendum
types differ by countries, to assess where the possibility of new ones is higher and to monitor contagion effects.
We focus on the following features:

The majority of EU-related referendums called so far have been optional. This adds to political
uncertainties: It makes them difficult to predict and governments could be tempted to use them for domestic,
tactical reasons. Indeed, of the 25 EU membership referendums held since 1972, just over 50% were mandatory,

and in any case were only 25% of the total EU-related referendums. 

[ 4 ][ 4 ]

Mandatory or optional: A referendum can be mandatory (i.e., required by the law or the
constitutions) on issues of major political importance (such as a constitutional amendment). In some
countries, constitutional and legal provisions exclude specifically certain subjects (such as budgetary
issues). When they are optional, a government or a parliament decides to put an issue to popular
vote, even if not obliged to do so.

Advisory or binding: The result of the referendum may be binding (i.e., oblige the representative
authorities to follow its outcome). Typically when they are mandatory they are also binding.
Referendums can also be advisory (i.e., have only a consultative purpose), although even in this case
it is difficult for governments to ignore their outcome.

Repealing, suspending or adopting a law: In some countries, votes may be sought to repeal
(abrogate) an existing law, suspend new legislation before it enters into force or adopt a new law.

Citizen- or authority-initiated: In certain countries, a referendum can be called upon collection of a
stated amount of signatures among eligible ordinary citizens or it can be called by authorities (such
as a president, a government, parliament or some of their members).

Quorum-specific: Finally, some countries have national provisions for the referendum to be
considered valid (i.e., they may specify a minimum turnout or a pass majority, in the latter case
typically a simple one).

[ 5 ][ 5 ]
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Risks appear more linked to referendums on a ratification of a new EU treaty or other EU-related
issues, rather than questioning the EU membership outright, as support for EU membership appears
fairly rooted. Only 21% of the people surveyed by Ipsos MORI in nine EU countries wanted to leave the EU. In
countries where the referendums are initiated by either governments or parliament, which are the
majority, the bar for calling a vote to exit the EU outright is higher: Even where protest parties are
gaining momentum, it appears unlikely that they will garner sufficient votes to muster a majority.

However, the risk is higher in countries where referendums can be called by garnering signatures of
registered voters (Bulgaria, Croatia, Finland, Hungary, Italy, Latvia, Lithuania, the Netherlands, Poland, Portugal,
Slovakia and Slovenia). Yet, in some countries, e.g., Italy, it's not possible to repeal the ratification of an
international treaty (e.g., the EU Treaty) via a referendum. In the specific case of the Netherlands, the fact that the
referendum has to be on a new law adds a complication and counters the risks somewhat.

Risks appear bigger though in the case a referendum is
held on a new EU treaty ratification or other EU-
related policy issues. This is because the authorities in
many more countries may feel inclined to hold a
referendum (even if in principle, they do not have to) to
reduce the perception that the EU is an 'elite-driven'
project. This perception has increased after the
recession, with voters increasingly associating the EU
project with austerity, rather than a source of union and
prosperity. And it may now be more difficult than in the
past to ignore even a non-binding referendum. There is
also a risk of 'second-order' factors, as optional
referendums are often called by the authorities for
political reasons. Indeed, none of the four referendums
on the Treaty on a Constitution of Europe which took
place in 2005 in Spain, France, the Netherlands and
Luxembourg was mandatory. The Constitutional Treaty

was not ratified eventually because of the rejection by France and the Netherlands (with yes votes of 45.3% and
38.2%, respectively), in which citizens' dissatisfaction with their governments at the time, instead of disapproval

of the treaty as such, played a role. 

Optional referendums are a wild card. However, much will depend on how the UK-EU divorce will
play out and the EU policy-makers' response: In case of an acrimonious split, with material economic
damage to the UK and the EU economies, calls for any EU-related referendum may subside. Either way, we are
entering uncharted territory for the history of the EU. Up until the Brexit vote, polls suggested that on balance
the majority voters are still inclined towards having 'more or the same' Europe going forward, rather than less,
with only 11% predicting that by 2020 the EU will have disappeared altogether. However, things may change
going forward, depending on the developments of the UK-EU negotiations.

Exhibit 28:Exhibit 28: What should be the long-term policy
in your country?
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Sou rce: Ip sos Mori,  Morgan  Stan ley Research
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Exhibit 29:Exhibit 29: What should Europe look like?
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Exhibit 30:Exhibit 30: How will the EU look in 2020?
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Exhibit 31:Exhibit 31: Referendum rules summary

2. Quorum?
President/

Government
Parliament
(Majority)

Parliament
(Minority) Regions Citizens

Austria ✓

Belgium

Bulgaria ✓ ✓ ✓

Croatia ✓ ✓ ✓ ✓

Cyrpus

Denmark ✓ ✓ ✓

Estonia ✓ ✓

Finland ✓ (1)

France ✓ ✓

Germany

Greece ✓ ✓ ✓

Hungary ✓ ✓ ✓ ✓

Ireland ✓ ✓ ✓

Italy ✓ ✓ ✓ ✓ ✓

Latvia ✓ ✓

Lithuania ✓ ✓ ✓

Netherlands ✓ ✓

Poland ✓ ✓ ✓ ✓

Portugal ✓ ✓ (2)

Romania ✓ ✓

Slovakia ✓ ✓ ✓ ✓

Slovenia ✓ ✓ ✓

Spain ✓ ✓ ✓

Sweden ✓ ✓ ✓

Country
1. Who Can Initiate an Optional Referendum?

Constitution does not establish the legal basis for a referendum

Constitution does not establish the legal basis for a referendum

Optional referendums are only allowed at the local level

(1) If  at least 50k  citizen s sign  an  in itiative fo r a  referen du m, th e Parliamen t h as to  d iscu ss it,  bu t th e in itiative is n o t b in d in g . 

(2) 75k  citizen s can  p ropose a  referen du m, bu t it n eeds to  be f irst d iscu ssed  in  Parliamen t.  

Sou rce: Morgan  Stan ley Research
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The hurdles to an EU referendum: Germany, France and the NetherlandsThe hurdles to an EU referendum: Germany, France and the Netherlands

Germany: Very unlikely

Germany has very restrictive laws regarding referendums at the national level: There are essentially only
two circumstances under which a referendum would be permissible: Either if the country was to adopt a new
constitution altogether, or if the government wanted to make changes to the territorial arrangements of the
federal states. Any referendum that violates the constitution can be banned by the Germany Constitutional
Court. Hence, it looks highly unlikely that Germany would hold an EU referendum.

According to the German constitution, the Grundgesetz, a direct vote can only be held on changes to the
territorial arrangements of the Federal Republic, for example, the delineation of the area of individual states
within the Federal Republic. According to Article 29 GG, as well as the accompanying laws, only the citizens that
are affected by the realignment are allowed to vote and they can only request a vote if more than 1 million
citizens are affected and if 10% of those eligible to vote request a vote.

Even at the local level, a referendum cannot contradict the principles of the Grundgesetz or the
constitution of the individual state. If any of these principles are violated, the German Constitutional Court
has the power to stop the vote. Even on the occasion of the German reunification, where a direct vote of the
people had been actively debated, no referendum was held in Germany.

Only if Germany needed a new constitution, replacing the existing one after a referendum under
Article 146 GG, would a referendum on the EU be possible: There is an ongoing debate as to whether a
deeper European integration, notably one that would introduce a fiscal union, would require such a new
constitution and therefore also a referendum. This debate essentially boils down to how much integration and
transfer of power to the EU is permissible under the current constitution. Article 146 stipulates that the current
Grundgesetz loses its validity on the day another constitution is adopted by the German people in a free vote.

In a series of rulings on the Lisbon Treaty and on various rescue measures in the context of the euro crisis, the
German Constitutional Court has stressed that any further shift of competencies to the level of the EU
might overstep the limits of the current German constitution. At the heart of the court's concern is any
hollowing out of the sovereignty of the German parliament, notably when it comes to its budget authority.

In this context, the constitutional court has also stressed that the German parliament cannot approve any
laws that undermine its own sovereignty. It is for this reason that the German parliament needs to be fully
involved in all euro rescue decisions and that there cannot be any automatic payments or unlimited
commitments. Thus far, however, the court did not argue in favour of a referendum. Even if a political party in
Germany, for example the Alternative for Germany (AfD), would win an election and propose an in or out
referendum on EU membership, it is very likely that the German Constitutional Court would ban the vote.
Furthermore, the EU Council meeting after the UK's vote to leave made clear that it is unlikely at the current
juncture that European leaders will be pushing for a deeper integration that would require a new
German constitution. Recent polls show that while almost one in three Germans are in favour of an EU
referendum in Germany, 79% would vote in favour of remaining in the EU and only 17% in favour of leaving.
Among the general public, however, if anything the scepticism in Germany is more pronounced when it comes
to the common currency rather than the common market.

At this stage, it looks highly unlikely that the AfD will become part of any government after the
general election next year. Based on recent polls, the CDU/SPD coalition should still gain enough votes to
continue after the September 2017 election. The margin of the Grand Coalition’s majority would likely shrink
materially compared to the last election, though. If trends at the regional level are anything to go by, a strong
showing of AfD could even reduce the chances of a two-party coalition at the national level so that the Grand
Coalition would need to include another smaller party. This could either be the Greens or the Free Democrats (if
the latter make it back into the national parliament).
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It seems unlikely that the SPD would consider the Left Party as a coalition partner at the national level,
given the party’s controversial stance on a range of foreign policy issues. Equally, it would seem very unlikely
that the CDU/CSU would consider working with the AfD. At the regional level, the AfD is being given a wide
berth by all established parties. The Left Party, by contrast, is part of some regional coalitions in East Germany. In
the run-up to the election, it will likely become increasingly difficult to push controversial legislation, e.g., Greek
debt relief, through parliament, we think.

Despite regional elections creating political pressure and with the government’s migration policy remaining
controversial, even though the influx of refugees has slowed materially, we would not expect Chancellor
Merkel to leave office early. The next general election will likely be held in late September 2017. In the run-up
to the general election, there are still regional elections in Mecklenburg-Vorpommern and Berlin this autumn
and in Schleswig-Holstein and North-Rhine Westphalia next May. The election of the President of the Federal
Republic in mid-February is also seen as a key test for the coalition.

France: Higher risk

Unlike in Germany, the risk of a referendum in France appears higher: This is not likely to be a vote on EU
membership though, as advocated by Marine Le Pen, leader of far-right Front National, as although she is likely
to qualify for the second round of the elections, she will probably not win the contest (as it happened with her
father in 2002). Rather, the EU referendum appears more likely to be called on a possible new EU treaty to
reform the EU framework, if one is negotiated and signed by the EU-27 members. This is a big 'if'
though. Indeed, after the June EU summit, Chancellor Angela Merker was quick in stating that no one thought

that a convention and a new treaty are needed, describing the EU’s Lisbon Treaty as fit for purpose.

Many prominent candidates that will run for the centre-right primary elections in November urge a
reform of the European institutions and a referendum to legitimise it, including former President Nicolas
Sarkozy, former Prime Minister Alain Juppé and former Agriculture Minister Bruno Le Maire. The other likely
runner, former Prime Minister François Fillion, has fallen short so far of backing an EU referendum, but like the
other centre-right candidates is in favour of changes to the EU encompassing a closer cooperation of core
countries.

As the centre-right is likely to win the presidential election (and probably also to regain a majority in the
National Assembly, adding to the one it already has in the Senate), an EU-related referendum therefore
appears possible, although not likely at this stage yet.

In France, it is the president and parliament that have largely the authority to call a referendum. The
French Constitution foresees the possibility of holding a referendum in the following three cases:

(1) Upon recommendation by the government or the parliament, the president may submit to a referendum on
some government bills (including those for ratifications of a treaty which could affect the functioning of French
institutions).

Exhibit 32:Exhibit 32: Support for Merkel’s CDU/CSU is
easing
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Exhibit 33:Exhibit 33: The arithmetic of potential coalitions

Min Max Median
Last

Election
CDU/FDP 38% 42% 38% 46%
SPD/Greens 33% 36% 35% 34%
CDU/SPD 53% 57% 52% 67%
CDU/Greens 44% 47% 45% 50%
SPD/Greens/FDP 39% 44% 42% 39%
SPD/Left 29% 33% 30% 34%
SPD/Left/Greens 41% 46% 44% 43%

The combinations highlighted in grey would have enough votes to
govern together. The exact share of votes needed to command a
majority will depend on the share of votes cast for smaller parties
that won’t make it into parliament. We assumed a 7% share of these
parties. Source: Opinion polls, Morgan Stanley Research
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(2) A referendum may be held upon the initiative of one-fifth of the members of parliament, supported by one-
tenth of the registered voters. In case of this 'shared initiative', though, each of the two chambers of parliament
has to approve (at least once) this proposition, within a time span of six months from each other. Bills issued
within less than one year cannot be repealed.

(3) The president may propose a referendum, and seek parliamentary ratification, on a draft law authorising the
adhesion of a new member to the EU. This provision was introduced after 2005 to assuage MPs concerns about
a possible EU enlargement to Turkey. Otherwise, ratification of treaties of accession countries go through the
same procedure of a constitutional amendment and must be approved by two-thirds of parliament.

Was a Socialist candidate to win the presidential elections, defying current polls, the bar to a
referendum would be higher: President Hollande has ruled out organising a referendum on the EU, saying
that next year's presidential election will be the opportunity for voters to decide on which European policy they

want.  According to Prime Minister Valls, a referendum is not a way to solve the problems.  And even
another prominent figure of the Socialist Party, Arnaud Montebourg, who might run in the primaries and leans
to the very left of the party, maintains that the EU must be reformed but is not for France to leave the EU (even if
he said that the threat of a referendum might be a useful threat to speed up reforms). His stance is echoed by
the leader of the far right, Jean-Luc Mélenchon, who views the EU as a capitalist project in need of reforms, but
falls short of associating himself with calls for a referendum.

The future vision of Europe that the parties will propose in the forthcoming French electoral
campaign will probably prove divisive: The opposition Republicans advocate stricter national border
controls, no further EU enlargement, fewer powers to the European Commission and more national say in
common policies. In some areas, their calls overlap with those of many far left-wing politicians who want to
recoup some degree of sovereignty, especially on fiscal policies, but do not want to abandon the EU or the euro.
There are also supporters of a multi-speed Europe who are in favour of achieving a genuine political union, after
the budgetary and banking unions. They propose the implementation of a special budget for the euro area, the
strengthening of parliamentary control, and the principle of community solidarity. Proponents of this line, albeit
with different shades, include President Hollande and Economy Minister Macron. Finally, the far-right Front
National rejects the EU outright.

Either way, mainstream politicians will have a hard
task ahead to galvanise voters' support for the EU,
which has been shrinking progressively over time:
The share of 'Yes' votes in favour of the three EU
referendums that France has held since 1972 (all of
which were optional) has narrowed sequentially, as
Exhibit 34Exhibit 34 shows. Moreover, opinion polls suggest that
this decline has not been arrested since then, with the
share of those viewing the EU favourably standing only
at 38% according to a recent Pew survey, compared to

69% in the mid-2000s. 

The Netherlands: Risky

The case of the Netherlands is tricky because although referendums have been rare so far, the bar to
call one is now lower than in the past: Since July 1, 2015, most new laws can be subjected to a consultative
referendum after they have been approved by parliament, following a request by 300,000 eligible citizens.

Until recently, the Dutch constitution did not establish any explicit legal basis for a referendum: A
constitutional amendment in the 1950s included a clause that would allow the transfer of powers to
international organisations. As a result, the Treaties of Rome and the subsequent ones were ratified by simple

[ 8 ][ 8 ] [ 9 ][ 9 ]

Exhibit 34:Exhibit 34: The share of 'Yes' votes in French EU
referendums has narrowed sequentially
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parliamentary majority (even if a two-thirds majority is required should the treaty conflict with the constitution).
The famous 2005 referendum which rejected the European Constitution was the first Dutch referendum to be
held since the constitutional one of the Batavian Republic in 1805. It was consultative and non-legally
binding. It was initiated by three MPs and justified with the constitutional significance of the EU for the
Netherlands.

Since then, increasing calls to review the referendum legislation have yielded two new initiatives:

1) The Advisory Referendum Act entered into force on July 1, 2015: According to the Act, a referendum
can be requested for any piece of primary legislation, including treaty ratifications, after it becomes law and
published in the National Gazette, but before it enters into force. The law excludes several subjects including the
monarchy, the national budget, constitutional amendments, legislation passed solely for the execution of treaties
or decisions of intergovernmental organisations, and legislation passed in response to previous referendums.

The request procedure of a referendum has two stages: For the preliminary request, 10,000 signatures
have to be received within four weeks after proclamation of the law for the provisions concerning entry into
force of the law to be suspended. For the definitive request, 300,000 signatures have to be received within six
weeks after the completion of the preliminary request. If this is successful, a consultative non-binding
referendum is held and is deemed to be valid if the turnout is at least 30%. If the law is rejected (as with the
recent rejection of the EU trade deal with Ukraine), then the suspension is indefinite and a follow-up law must be
enacted that either repeals the law or overrides the suspended provisions to let the law enter into force after all.

2) An amendment to the constitution to introduce a binding-abrogative referendum is in progress:
The first reading of such a constitutional amendment was completed on October 15, 2014 (for a referendum at
national, provincial, municipal and water board level). The second reading is pending and cannot take place until
after the next general election. It will require a two-thirds majority in both chambers of parliament. A previous
attempt failed in May 1999 when the bill was rejected in the second reading in the senate.

This year's referendum, which resulted in a Dutch
rejection of the EU Association Agreement with
Ukraine, may put the government in a difficult
spot: It was the first one to be held under the Advisory
Referendum Act and was rejected by 61.1% of the
voters, with a turnout of 32%, only just above the
minimum 30% of the referendum to be valid (i.e. ~2.6
million of the total ~13.3 million eligible to vote were
'against'). The referendum is only advisory and non-
binding in nature, but it will now be more difficult for
the government to ignore it, after the Brexit vote.

The opposition anti-EU right-wing Party for
Freedom (PVV) will likely take advantage from the
Brexit vote but would struggle to form a
government majority: Its leader, Geert Wilders, has pledged to hold a 'Nexit' referendum if he wins the next
election. At present, with about 17% of popular support, it is running neck and neck with the largest party in the
ruling coalition (the conservative liberal VVD and the social democratic Pvda, both pro-EU), up from 12% of the
2012 elections. However, since most other large Dutch parties are pro-EU, the PVV would probably not be able
to form a viable government majority and other political forces might instead.

This implies a 'Nexit' referendum will be difficult: Under the Advisory Referendum Act the vote has to be
on a new law. Therefore, a referendum on an EU membership outright would require an amendment to the
constitution, which, in turn, would require a two-thirds majority in parliament to be ratified. Still, this does not
mean that the road ahead will be smooth, because it would not take much to gather 300,000 signature
against any new EU-related law that needs to be approved/ratified by the country, potentially 'cracking' the EU
project further.

Exhibit 35:Exhibit 35: Popularity of government's coalition
parties diminishing
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Other countries: Fermenting

In other countries, the word 'referendum' has also been evoked in the aftermath of the Brexit vote. We give a
brief description of main parties' reaction in the aftermath to the UK vote (see Appendix 1 - Referendum rulesAppendix 1 - Referendum rules
in EU countriesin EU countries).

Finland: Citizens' petitions in progress: The populist Finns Party, which is now in the government coalition
and is the party most in favour of an EU membership referendum, has said via the Finnish Foreign Minister and
Finns Party leader Timo Soini that a referendum is not on the cards under the current administration
(which is due to end in 2019), but that Finns Party will formulate its position regarding the referendum in about

two-and-a-half years when the next party programme would be drawn up.  Last year though, a citizens'
petition has raised the necessary 50,000 signatures under Finnish rules to force a debate in parliament

to hold a referendum on the euro.  The petition started being discussed on April 28, 2016 and needs to

pass several stages (the first one at the committee level).  Another petition (standing at only 17,000 for now)
was launched after Brexit.

Hungary: Planning a referendum on migrant quotas: A long-time critic of the EU, Viktor Orban, Prime
Minister and leader of the ruling Fidesz party, has initiated a referendum of its own, to be held in September or
October, on whether Hungary should reject any future mandatory quotas from Brussels to resettle migrants

arriving from countries such as Syria.  Nevertheless, Mr Orban also said that he has no intention at the
moment of leaving the EU but added that if the EU failed to reform and move to closer integration, then there

could be a time when the disadvantages of membership could outstrip the advantages. 

Austria: More a threat than a goal for now: The opposition far-right Freedom Party (FPÖ) has indicated that,
if it were to win the election, it would call for a referendum on EU membership, but only if it did not manage to

reform the EU from within.  Austria will soon have another chance to measure the strength of FPÖ, since in
June, the Austrian Constitutional Court ruled that the presidential run-off election must be held again
(possibly in September). The decision followed a recount of the 31,000 mailed-in ballots that allowed the
Green leader Alexander Van der Bellen to win by less than one percentage point over the Freedom Party’s
candidate Norbert Hofer on May 22.

Denmark: Eyeing the UK deal: Although Danish Prime Minister Lars Lokke Rasmussen has ruled out any
referendum in the aftermath of Brexit, recalling that the Danish relation with the EU is based upon the 'opt-outs'
that Denmark has on EU treaties, the opposition Red-Green Alliance urged a referendum on EU membership on

June 5, 2017 (Denmark's Constitution Day).  Instead, the populist Danish People's Party is monitoring
the deal that the UK will strike with the EU and does not seem to be in a rush to call a referendum.

Sweden: Still broadly supporting the EU: Mainstream parties on both sides of the political spectrum are
largely in favour of EU membership, as is public opinion. However, the leader of the opposition Moderate party,
Anna Kinberg Batra, said that Sweden should use this 'wake-up call for Brussels' to force reforms on the EU's

handling of immigration, finance and trade.  The anti-immigrant Sweden Democrats would like an EU
membership referendum but admitted that the vote will not happen any time soon.

Poland: Eurosceptic, demands a new EU treaty: Poland, a recipient of development funds and whose
citizens have benefited significantly from EU free movement, has no intention of leaving the EU. However, its
government is eurosceptic and loses an important ally with the departure of the UK from the EU. Indeed, the
government favours less integration and plans to propose a new (binding) treaty which gives the main power in
the EU to the European Council (made up of the leaders of each country’s elected government) and not the
European Commission (the executive arm of the EU which is formed by appointed and not elected members). 

 Effectively, the country wants less integration and looser ties between national government and the EU
(similar to the plans of the French centre-right opposition).
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Appendix 1 - Referendum rules in EU countriesAppendix 1 - Referendum rules in EU countries

Exhibit 36:Exhibit 36: Referendum rules in EU countries (part I)

Country Mandatory National
Referendums Optional National Referendums

Who can initiate an optional
referendum at the national

level?

Quorum requirements for a
referendum to be valid

Requirements for a
referendum to pass

Austria Constitutional amendments Any issue of national importance Parliamentary Majority - Simple Majority (Mandatory &
Optional Referendums)

Belgium

Bulgaria None

Any issue of national importance,
except:
- Constitutional amendments;
- Taxes & Public Expenditure
commitments

Parliamentary Majority

Registered electors (At least
500k or 1/10 of voters)

As many voters as in the last
general election must participate,
but it must be more than 20% of

all citizens with voting rights

Simple Majority (Optional
Referendums)

Croatia Adoption of international treaties Any issue of national importance

President

Parliamentary majority

Registered electors
(1/10 of voters)

50% (Mandatory & Optional
Referendums)

Simple Majority (Optional
Referendums)

Cyprus

Denmark

Constitutional amendments

Transfer of authority to
international bodies (Only if not
approved by a 5/6 majority in
parliament)

Altering the voting age

Adoption of international treaties

Bills

Parliamentary Majority

Parliamentary Minority (1/3 of the
MPs can demand a referendum on
a law that has been passed in last
30 days)

30% (Mandatory & Optional
Referendums)

Exception: 40% for
Constitutional Amendments

Simple Majority (Mandatory &
Optional Referendums)

Estonia Constitutional amendments

Any issue of national importance,
except:
- Adoption of international treaties;
- Transfer of authority to
international bodies;
- Taxes and Public Expenditure
commitments;
- Declaration or termination of a
state of emergency;
- National defence

President

Parliamentary majority (3/5) - Simple Majority (Mandatory &
Optional Referendums)

Finland None -

Parliament

Note: If at least 50k citizens sign
an initiative for a referendum, the
Parliament has to discuss it, but
the initiative is not binding.

- -

France*

Constitutional amendments

Treaties pertaining to the
accession of a state to the EU and
to the European Communities

Adoption of international treaties

Civil service

Economic or Social Reforms

President

Government

Parliamentary Majority (2/3 of both
Chambers)

- -

Germany Complete overhaul of the
Constitution

Greece None

Any issue of national importance,
except:
- Constitutional amendments;
- Adoption of international treaties;
- Civil service;
- Taxes & Public Expenditure
commitments;
- Amnesty and pardon.

Existing laws on important social
issues

Government

Parliamentary Minority (2/5 of
Parliamnet on existing laws on
important social issues)

Note: A government proposed
referefum must be approved by the
absolute majority of parliament. A
parliament proposed referendum
must be approved by 3/5 of the
parliament.

40% (Optional Referendum on
crucial national issue) Simple Majority

Hungary

Upon a motion by 200k voters,
the parliament shall order a
referendum on issues of national
importance, except on:
- Constitutional amendments;
- Adoption of international treaties;
- Civil service;
- Taxes & Public Expenditure
commitments;
- Amnesty and pardon

Any issue of national importance,
except:
- Constitutional amendments;
- Adoption of international treaties;
- Civil service;
- Taxes & Public Expenditure
commitments;
- Amnesty and pardon

President

Government

Parliamentary Minority (At Least
one third of the MPs)

Registered electors
(if at least 200k, referendum
becomes mandatory)

50% (Mandatory & Optional
Referendums)

Simple Majority (Optional
Referendums)

Ireland Constitutional amendments Any issue of national importance

President

Note: President may can an
optional referendum on receipt of a
joint petition from 50% of the
Seanad members and at least
1/3 of the members of the Dáil,
following consultation with the
Council of State.

1/3 (Optional Referendums) Simple Majority (Mandatory &
Optional Referendums)

Italy None

Constitutional amendments

Laws or measures having the force
of law

Note: Adoption of international
treaties, Taxes & Public
Expenditure commitments and
Amnesty and Pardon issues are
excluded being subject to a
referendum

President

Parliamentary Minority (1/5)

Registered electors (500k)

Five Regional Councils

50% Simple Majority

Constitution does not establish the legal basis for a referendum

Constitution does not establish the legal basis for a referendum

Optional referendums are only allowed at the local level

* In  case con stitu tion al amen dmen ts in vo lves parliamen tary debate in  bo th  ch ambers,  th e govern men t can n o t p ropose referen du m again st th e

advice o f th e parliamen t's majo rity.  Sou rce: Morgan  Stan ley Research
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Exhibit 37:Exhibit 37: Referendum rules in EU countries (part II)

Country Mandatory National
Referendums Optional National Referendums

Who can initiate an optional
referendum at the national

level?

Quorum requirements for a
referendum to be valid

Requirements for a
referendum to pass

Latvia

Constitutional amedments

Adoption of international treaties

Transfer of authority to
international bodies

Dissolution of parliament

Adoption of a law Registered electors (1/10 of the
electorate)

50% (Constitutional
amendments)

50% of people that voted in
last general election (Adoption
of a law, issues regarding
membership in the EU)

Simple Majority (Mandatory &
Optional Referendums)

Lithuania

Constitutional amendments

Transfer of authority to
international bodies

National sovereignty, national self-
determination

Any issue of national importance

Parliamentary Majority (1/4)

Registered electors (300k)

50% (Mandatory & Optional
Referendums)

Exception:
- 75%, Mandatory Referendum
on Independence Issues;

- 1/3, Other Mandatory issues
apart from the described

Simple Majority (Mandatory &
Optional Referendums)

Exception:
- 75%, Mandatory Referendum
on Independence Issues;

Netherlands None

Adoption of international treaties

Any issue of national importance,
except:
-Constitutional amendments;
- Budgetary issues, and issue
related to Royal Family

Registered electors (300k)

Note: Submission of requests is
done in two stages: preliminary
request (10k signatures) and final
request (300k signatures).

30% Simple Majority

Poland None

Constitutional amendments

Adoption of international treaties

Transfer of authority to
international bodies

President (with the consent of the
majority of the Senate)

Government

Senate

Parliamentary Majority

Registered electors (500k)

50% (Mandatory & Optional
Referendums)

Simple Majority (Mandatory &
Optional Referendums)

Portugal Regionalisation

Any issue of national importance,
except:
- Constitutional amendments;
- Adoption of international treaties;
- National sovereignty;
- National self-determination;
- Devolution
- Civil service;
- Taxes & Public Expenditure
commitments;
- Amnesty and pardon

President

Government

Parliamentary Majority

Registered electors (75k)

Note:
- proposals by the electorate need
to be first discussed in parliament

- President can veto a proposal
from the parliament/government to
hold a referendum

- Simple Majority (Mandatory &
Optional Referendums)

Romania

Constitutional amendments

Removal of President

Any issue of national importance,
except:
- National sovereignty;
- National self-determination;
- Issues related to territorial
integrity.

President 30% Simple Majority (Mandatory &
Optional Referendums)

Slovakia

Entering into or withdrawing from a
union with other states

Dismissal of President

Any issue of national importance,
except:
- Taxes & Public Expenditure
commitments;
- Basic rights & Freedoms

Government

Parliamentary majority (3/5 for the
dismissal of the President)

Registered electors(350k)

50% (Mandatory & Optional
Referendums)

Simple Majority (Mandatory &
Optional Referendums)

Slovenia None

Constitutional amendments

Transfer of authority to
international bodies

Any issue of national importance,
except those excluded

Parliamentary minority (1/3, for a
costitutional admendment)

Registered electors (40k)

Note: Pursuant to a treaty ratified
by the National Assembly by a two-
thirds majority vote of all deputies,
Slovenia may transfer the exercise
of part of its sovereign rights to
international organisations. Before
ratifying a treaty referred to in
the preceding paragraph, the
National Assembly may call a
referendum.

30% Simple Majority

Spain Constitutional amendments Any issue of national importance

Government

Parliamentary Majority

Note: For partial amendments to
the constitution, a
Parliamentary Minority (10% of
either Chamber) may demand a
referendum

-
Simple Majority (Mandatory &

Optional Referendums)

Sweden None

Constitutional amendments

Any issue of national importance

Parliamentary Majority

Parliamentary Minority (1/10 of
the MPs can demand a
referendum. Needs to be approved
by 1/3 of MPs)

50% Simple Majority (Mandatory &
Optional Referendums)

Sou rce: Morgan  Stan ley Research
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Appendix 2 - Understanding the exception rulesAppendix 2 - Understanding the exception rules

Given the Brexit vote, financial markets may be wondering whether the European legislation contains
provisions that could give government some leeway to strengthen their fiscal boosts. In addition, given
the concerns around the banking sectors of some countries, and how this will be will be affected by the
economic reaction that may follow, investors may also be wondering whether exception clauses would
also be present in the banking directive that entered into force at the beginning of this year. Finally, it
may also matter to investors to understand whether there are any exceptions to the free movement of
people in the EU. The latter assumes relevance, not only because of the refugee crisis, but also because
the UK's decision to leave the EU may cause changes in the direction of the European migration flows.

Budgetary discipline

Article 12.2 (a) of the Stability and Growth Pact suggests that, in case of an exceptional and
temporary circumstance, governments may deviate from budgetary discipline. The definition of
what constitutes an exceptional and temporary circumstance is laid down in article 2.1 of the Council
Regulation 1467/97. According to it, a deviation from the European budgetary reference values is
considered exceptional if arising "from an unusual event outside the control of the member states, and
which has a major impact on the financial position of the general government, or when resulting from a
severe economic downturn". In order to be considered only a temporary deviation, the European
Commission budgetary forecasts need to show that the deficit will fall below 3% following the end of the
exceptional circumstance.

Stability and Growth Pact - Article 126.2 (a)

"The Commission shall monitor the development of the budgetary situation and of the stock of
government debt in the Member States with a view to identifying gross errors. In particular it shall
examine compliance with budgetary discipline on the basis of the following two criteria:

(a) whether the ratio of the planned or actual government deficit to gross domestic product exceeds a
reference value, unless:

- either the ratio has declined substantially and continuously and reached a level that comes close to the
reference value,

- or, alternatively, the excess over the reference value is only exceptional and temporary and the
ratio remains close to the reference value."

Council Regulation 146/97 - Article 2.1

"The excess of a government deficit over the reference value shall be considered exceptional and
temporary, in accordance with Article 104c(2) (a), second indent, when resulting from an unusual event
outside the control of the Member State concerned and which has a major impact on the financial
position of the general government, or when resulting from a severe economic downturn.

In addition, the excess over the reference value shall be considered temporary if budgetary forecasts as
provided by the Commission indicate that the deficit will fall below the reference value following the end
of the unusual event or the severe economic downturn."

State aid to banks

According to the European Commission European Commission Bank Recovery and Resolution Directive (BRRD), the new bail-in
rules would a priori apply to any liability that is not excluded from the directive. Still, in exceptional
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circumstances and where strictly necessary for financial stability, the bail-in rules could be discontinued
upon reaching 8% of total liabilities including capital (or alternatively 20% of RWAs in specific situations).
After this, resolution funds could assume 5% of the losses. Public funds could either be
provided to give limited backup support to the resolution fund at this point or, in
extraordinary circumstances (see definition below), directly to cover losses after the 5%
contribution from the resolution fund and if bail-in has reached eligible deposits. Only in the
scenario of severe systemic stress could public funds replace the resolution fund immediately, but in any
case this would only be after bail-in of up to 8% of total liabilities.

Bank Recovery and Resolution Directive - Article 44.3

"In exceptional circumstances, where the bail-in tool is applied, the resolution authority may exclude or
partially exclude certain liabilities from the application of the write-down or conversion powers where:

(a) it is not possible to bail-in that liability within a reasonable time notwithstanding the good faith
efforts of the resolution authority;

(b) the exclusion is strictly necessary and is proportionate to achieve the continuity of critical functions
and core business lines in a manner that maintains the ability of the institution under resolution to
continue key operations, services and transactions;

(c) the exclusion is strictly necessary and proportionate to avoid giving rise to widespread contagion, in
particular as regards eligible deposits held by natural persons and micro, small and medium sized
enterprises, which would severely disrupt the functioning of financial markets, including of financial
market infrastructures, in a manner that could cause a serious disturbance to the economy of a Member
State or of the Union; or

(d) the application of the bail-in tool to those liabilities would cause a destruction in value such that the
losses borne by other creditors would be higher than if those liabilities were excluded from bail-in. Where
a resolution authority decides to exclude or partially exclude an eligible liability or class of eligible
liabilities under this paragraph, the level of write down or conversion applied to other eligible liabilities
may be increased to take account of such exclusions, provided that the level of write down and
conversion applied to other eligible liabilities complies with the principle in point (g) of Article 34(1)."

Free movement of people

The free movement of people is a crucial element of the European Economic Area (EEA) agreement.
Despite that, article 112 of the EEA agreement foresees some safeguards that countries may resort to in
order to limit the flow of immigration. According to this article, in case of serious economic, societal or
environmental difficulties, countries may unilaterally take measures to limit immigration. Such measures
are only allowed to be temporary. The conditions and procedures under which parties may apply such
measures are laid down in article 113 of the EEA agreement.

European Economic Area Agreement - Article 112

"1. If serious economic, societal or environmental difficulties of a sectorial or regional nature liable to
persist are arising, a Contracting Party may unilaterally take appropriate measures under the conditions
and procedures laid down in Article 113.

2. Such safeguard measures shall be restricted with regard to their scope and duration to what is strictly
necessary in order to remedy the situation. Priority shall be given to such measures as will least disturb
the functioning of this Agreement.

3. The safeguard measures shall apply with regard to all Contracting Parties."

European Economic Area Agreement - Article 113
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"1. A Contracting Party which is considering taking safeguard measures under Article 112 shall, without
delay, notify the other Contracting Parties through the EEA Joint Committee and shall provide all
relevant information.

2. The Contracting Parties shall immediately enter into consultations in the EEA Joint Committee with a
view to finding a commonly acceptable solution.

3. The Contracting Party concerned may not take safeguard measures until one month has elapsed after
the date of notification under paragraph 1, unless the consultation procedure under paragraph 2 has
been concluded before the expiration of the stated time limit. When exceptional circumstances requiring
immediate action exclude prior examination, the Contracting Party concerned may apply forthwith the
protective measures strictly necessary to remedy the situation.

For the Community, the safeguard measures shall be taken by the EC Commission.

4. The Contracting Party concerned shall, without delay, notify the measures taken to the EEA Joint
Committee and shall provide all relevant information.

5. The safeguard measures taken shall be the subject of consultations in the EEA Joint Committee every
three months from the date of their adoption with a view to their abolition before the date of expiry
envisaged, or to the limitation of their scope of application.

Each Contracting Party may at any time request the EEA Joint Committee to review such measures."
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Endnotes

 See 'Brexit: Identity trumps economics in revolt against elites', FT, June 24, 2016.

 The practice of holding primary elections to nominate the presidential candidate was initiated with
the 2012 elections by the Socialists, who were in opposition at that time.

 The count excludes the referendum of Greenland, one of Denmark's overseas territories, which
voted by 52% to 48% to leave the EU in a referendum in 1982, after gaining a greater degree of self
government. It also excludes the vote of the Aland islands in 1994 which voted to join the EU prior to
mainland Finland. See also 'Referendums on EU issues', European Parliament, May 2016.

 See Brexit spreads across Europe: Italy, France, Holland and Denmark all call for referendums,
Express, June 26, 2016.

 The counting includes the votes in Switzerland, Norway and Lichtenstein.

 See Referendums on EU issues op. cit.

 See 'Angela Merkel: No treaty changes for ‘simple’ new EU', Politico, June 30, 2016.

 See ABC News, June 30, 2016.

 See Reuters, June 28, 2016.

 See 'After short-lived rebound, views of the EU on the decline again in key European countries',
Pew Research, June 6, 2016.

 See Sputnik news, June 29, 2016.

 See Reuters, November 16, 2015.

 See Press TV, April 29, 2016.

 See Daily Express, July 1, 2016.

 See The Telegraph, June 28, 2016.

 See The Telegraph, article cit.

 The 'opt-out' clauses are in relation to security and defence, citizenship, police and justice, and the
adoption of the euro.

 See The Telegraph, article cit.

 See FT, June 27, 2016.
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