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Prologue 
Over the years, the European Union has brought the great benefits of 
peace and prosperity to its member states and citizens. It has restored 
democratic values m Europe. It has built a customs union and smgle 
market, negotiated major reductions in barriers to world trade and 
established important aid and development agreements with the world's 
poorest countries. It has improved environmental standards and helped 
the poorer regions of Europe develop. 

The Union's mies and institutions have pioneered a new form of 
relations that preserves national identifies while building ever doser 
union. It represents a partnership between states that is based on a mie of 
law directly applicable to the individual citizen of each state as well as 
equally to the states themselves, both large and small. And it has enlarged 
from the original six to fifteen member states, with a population of 370 
million. 

The European Union has now reached a crucial stage in ils 
development. The new single currency, the euro, will be launched in 
January 1999. An Intergovemmental Conference (IGC) to reform the 
European Union began m March 1996. Its tasks are to malce the Union 
more democratic and efficient, to build public confidence in the Union, 
and to prepare it for tenlargement  lo  countries of Central and Eastern 
Europe 

Building the European Union is a continuing process in which the 
Treaty of Maastricht in 1992 was an important stagmg post. The plans for 
Economie  and Monetary Union (EMU) were laid down al Maastricht. 
But the Treaty itself sets other impressive new objectives, such as the 
building of modem trans-European infrastructure and cornmon social 
and environmental policies. Tt also bequeaths some tricky problems of 
unfinished business, not least in ternis of the democratic credibility of the 
Uiuon, as well as itself complicatmg further the decision-malcing processes 
of the Union The single market programme has still to be completed. 
Europe's competitiveness worldwide and its employment problems at 
home remain vital tests of the added value of European integration. 

Preparations have to be made within the European Union for its 
further enlargement The potential new member states have to undergo 
deep changes. The EU seems resolved  lo  increase  ils effectiveness in 
foreign policy, and in the realm of security policy, it needs  lo  marry  ils 
own adjustments with those of Nato. Many common policies, and flot 
least agriculture and fishing, are ripe for reform. And the Union' s 
financial system is up for review. 



Clear pacts, long friendships 
Enlargement  io  the East may change the Union so much that solid 
agreement on core values and political goals must precede it Citizens of 
the European Union need to know how they are governed, by whom and 
from where. They also need to be encouraged to participate. Patti chiari 
amicizia lunga. 

The twenty-first century could be the first to see the peaceful unification 
of Europe. This prize will be brought nearer if the IGC succeeds in 
strengthening the European Union. This book sets out how and why this 
should be done Tt explains how to simplify and clarify the constitution of 
the Union. It does not argue for the transfer of major new competences 
from member states' governments to the Union institutions. But it does 
insist that, while the scale of common government at the European level 
should remain modest, lis profile should be more clearly visible and 
illuminated for the sake of the citizen A reformed European Union 
should be less fussy and less bossy but more effective and more respected 
than it has been in the past. 

We take the view that the European Commission must become both 
stronger and more accountable, and the Council more open and democratic. 
In the law-malcing process of the Union the European Parliament, which 
represents the citizen-elector should be elevated to share power with the 
Council, which represents the member states. The Parliament, whose 
power and effectiveness must be increased, is crucial to the reform of the 
Union. The authority of the European Court of Justice must be enhanced. 

Such reforms will reinforce the federal element in the make up of the 
European Union. We recognise that in the United Kingdom the term 
federal' has acquired in certain quarters a specific meaning of its own 

unlcnown elsewhere. In mainland Europe, as indeed generally, federalism 
means that powers are shared and coordinated between the various levels 
of govenunent — European, national regional and local — according to 
the mie of law and the principle of' subsidiarity. It is in this sense that we 
use the term. 
Dilemma for Britain 
The United Kingdom must now decide whether it is to be at the heart of 
Europe or at its periphery. 'That is Britain' s choice. The country must not 
delude itself that it can remain a European power if it does not share in the 
effort to enhance the efficiency and democracy of the European Union. 
The British have the power to destabilise the Union or to add their weight 
to the building of European federal democracy and econonuc prosperity 
Traditional British slcills of pragmatism, fair play and common sense 
would enrich European politics. In the past, the British Empire mtroduced 
federalism  io  most of ils dominions; the British military played a key role 



in saving Europe from fascism and communism. It would be bizarre now 
for the British to fait to deepen solidarity with a  liberai  and democratic 
Europe. But in order to make such a positive contribution the British have 
got  Lo  change their attitude towards the continent 

Post-war British politics have been dominated by the Conservative 
party which  Ms often been confused and divided about European policy. 
Sir Edward Heath, who was able to negotiate UK accession to the EC, 
was prime minister for under four years The Labour party has had two 
chances to let the UK play a full part in Europe, but missed one under 
Attlee and botched the other under Wilson and Callaghan. 

Margaret Thatcher supported the liberalisation and integration of the 
market, and she won for the UK a significantly better deal on the EU 
budget. But she antagonised her partners with her irrational hostility to 
political union and, m particular, her unreconstructed suspicion of German 
motives. The current Tory govenunent was cast in the Thatcher mould, 
and has been equally unsuccessful at building up support for its policies 

despite the fact that social and economic liberalisation is today more 
in vogue in much of the rest of Europe than it used to be. Its derogations 
from the Maastricht Treaty won the UK no friends. In the mn up to the 
current IGC, John Major's tactics have flot redressed the situation; 
indeed the quarrels over mad cows, fish quotas and working hours have 
exacerbated it. The goverrunent's indecision about the euro has infunated 
Britain's partners. In these circumstances, it is difficult to see how any 
Conservative government re-elected m 1997 could accommodate a revised 
Treaty that deepened the Union. 

However, in the last years of the century, a reforming British 
govenunent may again have the chance to influence Europe' s future. 
This book tells the story of how that might best be done, and how such 
a new British government should address itself to the business of reforming 
the European Union. For without reform the Union may fail. Ami in 
order to succe,ed the Union badly needs to have at its centre a core of 
govenunents committed  Io European integration. 

Apparently, John Major has come to the view that the ambitions of 
Maastricht no longer accord with the British national interest, and he has 
he says, an alternative vision of Europe. He (wrongly) equates federalism 
with over-centralisation and fears the extinction of the British national 
identity within a umform Euro-superstate. Although no other member 
state is proposing such a thing, it is true that without a strong dose of 
refonn now, the Union could in the future drift hi that direction. IL is also 
the case that without strong Bntish participation, the Union could become 
less liberal and more inward-loolcing than it would otherwise be. 

X i 



For our part, we firmly conclude that the UK should be a part of the 
core of a continuing but reformed European Union, and we explain why 
we hold to that belief. But if the UK chooses otherwise, h should agree 
flot  to impede those member states that wish to pursue doser unity. If the 
UK is obstructive, the Union will have to be re-formed on a new 
foundation that excludes the British. 

And that would damage all Europe. 

xi  



Chapter One 

State of the Union 
s try to see how a Europe of around thirty members can work' 

JACQUES DELORS, DECEMBER 1994 
`My strong suspicion is that we will see very little change of any  serio  us  
nature, certainly no serious constitutional change' 

JOHN MAJOR, DECEMBER 1994 

THE MAASTRICHT BEQUEST 
The European Cornmunity dates back to 1951, and its aims were to build 
peace, unity and prosperity between its six founding member states. 
Membership of the EC involved the pooling of traditional national 
sovereignty and a commitment  flot  just to international cooperation but 
also to economic and political integration — in other words, the 
establishment in limited fields of elements of common government. The 
bold experiment in the coal and sied  sectors led to the foundation of the 
customs umon and then the single market for goods, services capital and 
people, and now the programme for economic and monetary union. To 
continue that success, however, and  io  adapt  ils institutions for the 
twenty-first century, it was widely accepted that there had to be further 
reform of the new 'Union' winch was created when the Treaty of 
Maastricht came into force on 1 November  1993'  

The need for reform is particularly urgent because membership of the 
EU, already grown to fifteen members, is seen to be a durable and 
attractive proposition for many other European countries. All who wish 
Europe well must realise that the Union' s further enlargement will lead 
to its disintegration unless  fis institutions are modernised and made more 
efficient and democratic. But there is much disagreement about precisely 
what to do. 

The official purpose of the 1996 IGC, as laid down in Article B of the 
Treaty Maastncht, is to revise the European Treaties with the aim of 
ensuring the effectiveness of the mechanisms and the institutions of the 
Community'. The formal agenda is prescribed as follows: 

1. To consider a report on the future security and defence 
arrangements of the Union, including the future of Western 
European Union (WEU); 



To reappraise the `three pillar' structure of the Union whereby 
the original European Community does not deal with cooperation 
over either internai or extemal security policy - 

To consider widening the scope of the co-decision procedure 
whereby the Parliament shares legislative power with the Council; 

To revisit the question of the classification of European laws by 
their gravity nature and purpose; 

To consider the introduction tome Treaty of specific clauses in 
the fields of civil protection, energy and tourism. 

All but the last injunction are in themselves of constitutional 
significance, especially those which strengthen the powers of the European 
Parliament. Developments subsequent to the signing of the Maastricht 
Treaty in February 1992 — notably the democranc struggle to ratify the 
Treaty and the enlargement of the Union to include Austria, Finlartd and 
Sweden in 1995 — have made the agenda yet more elaborate. There is a 
new emphasis on open government. A controversy over voting in the 
Council (effectively the question of states' rights vis-à-vis the Union and 
the balance between large and small states) has be,en added to the IGC' s 
agenda; and as part of the accession agreement with the new member 
states it was also agreed that the IGC would return to the question of the 
size of the Commission 
Time for reflection 
The IGC was prepared by a Group of Refiection' set up by the European 
Council at  Coi-fu  m June 1994. The Group chaired by Carlos Westendorp, 
a distinguished Spaniard, consisted of representatives of the fifteen 
governments, the European Commission and the European Parliament; 
and it began its work in June 1995 once the French presidential elections 
were out of the way. It was given a comprehenswe mandate by the 
European Council to consider  flot only those items laid down by Maastricht 
but also any other measure deemed necessary to facilitate the work of 
the institutions and guarantee their effective operation m the perspective 
of enlargement'. It did flot have an easy task. 

The challenges facing Europe are well-lcnown and self-evidently 
senous: on the economic front, unemployment, a polluted environment 
and lack of competitiveness; in strategic tenus, rnilitary insecurity and 
political instability in Central and Eastern Europe and the Mediterranean- 
within society, racism, poverty, poor education and training; and in 
pohtics, a fracturing of the nation state and its institutions, and a democratic 
deficit within the Union itself. 

The European Union is neither responsible for, nor will it resolve, all 
these problems. But the IGC is the next and best opportunity to tackle the 
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wealcness of Europe' s response to them. The existence of the Reflection 
Group kept institutional reform fairly prorninent when it might otherwise 
have been swamped by the economic recession, the preparation of EMU 
and the war in Bosnia-Herzegovina. Other adverse incidents mcluded 
Norway's rejection of EU membership in November 1994, and the row 
over the succession to Jacques Delors as president of the Commission in 
which the UK vetoed the Belgian prime minister, Jean-Luc Dehaene. 
Moreover, the Reflection Group had to  setto work while fraught memories 
of the Maastricht process were  stili fresh in the collective mind of the 
institutions, and while several of the main players (notably, John Major, 
Helmut Kohl and Felipe Gonzales) remained in office. 

But the Maastricht experience had shocked those responsible for the 
conduct of the Union. Democratic forces almost rejected the project, and 
causecl leaders to stare rejection in the face. Happily, this vertige identitaire 
has served to sharpen the debate about the democratic legitimacy of the 
Union. There is now more willingness among many of the govemments 
to make the Union more user-friendly, to simplify procedures, clarify 
competences and to confront some of the institutional implications of 
further enlargement. 
Alternative futures 
The IGC will succeed in one sense if it reaches agreement on rectifying 
the technical problems that impede the smooth rurming of the inter- 
institutional procedures. There are some, like the British prime minister, 
who adopt this minhnalist approach. But we believe that to resist more 
radical structural reform of the Union at this stage would serve to 
increase public disillusion in Europe and threaten disunity. If the European 
Union were to fail to become more efficient and democratic the hkelihood 
is that the quality of policy emerging, somewhat elliptically, from 
'Brussels' would deteriorate and it would become more and more evident 
that the Union was failing to deal with common problems. There is 
clearly a danger in these circumstances that popular consent to continued 
European integration would be withdrawn, and that the Union would 
founder. 

It rs axwmatic that unity and peace give the best chance for prosperity 
and social justice The dismtegration of Europe would jeopardise the 
gains of the latter half of the twentieth century and negate European 
influence in world affairs. Of course, most of those (including John 
Major) who would resist deeper supranational integration of the federal 
type, and are content with intergovernmental cooperation, would not 
welcome disintegration. But a shallow Europe, held together only by 
concertation among diplomats, would be unable to avoid sporadic disunity 
that might deteriorate eventually into renewed conflict. In such 
circumstances, national sovereignty preciously preserved would be 
practically useless. 

3 



There are some British who seem to welcome such a scenario. They 
argue that the sovereignty of Great Britain as a nation state must remain 
indivisible and inviolate They hold to the notion that sovereignty resides 
uniquely in Parliament at Westminster, and would prefer to keep Britain 
out of continental entanglements that require sovereignty to be shared. 
They hanIcer, rather incongruously, after a mid-Atlantic status and a post- 
Imperial flourish. 

There are others, however, who wish to temper traditional 
parliamentary sovereignty with the assertion of a modern popular 
sovereignty, and are seelcing new ways to articulate the wishes of 
Britain' s diverse peoples and communities. This reform agenda would 
include the modernisation of both Houses of Parliament, Home Rule for 
Scotland, Wales and Northern Ireland, decentralisation of government 
from Whitehall and Westminster to local government, proportional 
representation, and measures to enhance the rights of citizens.  li  is 
integrai  to such reform that national British power is shared with European 
partners in common institutions where common sense requires fi. A 
reforming UK government, therefore, should easily come to play a full 
part in all aspects of European integration — as well as being able to 
persuade the public to accept the European dimension of the British way 
of life. 

This book hopes that Bntain, having lost her Empire, can at last find 
a new role in Europe and that the European Union with active British 
engagement can play a leading part in world affairs. How the new British 
government tackles the impending decisions about currency and 
institutional reform has histone gravity. If it refuses to give an early and 
positive lead to the public and its EU partners, there is a serious danger 
that the IGC will founder and that the euro will be darnaged. To avoid this 
the British political leadership has a duty to ensure that common European 
interests are flot obscured by partisan, nationalist or even xenophobic 
argument. 

THE DYNAMICS OF TREATY  RE  VISION 
Like the Single Act before it, the Treaty on European Urnon, which came 
into force on 1 November 1993, has a revision clause. The drafting of the 
Treaty had been marked by controversy, even rancour; and the undertalcing 
to set up a review reflected both the determination of some member states 
to seek redress for specific gnevances as well as a  generai  apprehension 
that all which flowed from Maastricht would be far from perfect. What 
the future held for the new Union, however was not clearly forseen and 
no early consensus formed among member governments about what was 
in store. The difficult process of ratifying the Treaty in many member 
states  kid evinced several different interpretations of what was contained 



within it, and the ratification in some member states notably Denmark, 
France, Germany and the UK — had been revisionist in character. 

Article N of Maastricht, therefore, is a significant one. It said that a 
conference of representatives of the governments of member states was 
to be convened in 1996 to examine those provisions of the Treaty for 
which revision is provided, in accordance with the aims of the Union. It 
is worthwhile recalling what those goals are (Articles A and B) 

The Treaty of Maastricht was held to mark a new stage in the process 
of creating an ever doser union among the peoples of Europe. The task 
of the new European Union is `to organise, in a manner demonstrating 
consistency and solidarity, relations between the member states and 
between their peoples'. The first objective of the Union is to promote 
balanced and sustamable  economie  and social progress respectful of the 
environment based on a single market and a single currency. The second 
objective is to assert its international identity through a common foreign 
and security policy, 'winch might in time lead to a cornmon defence'. 
The third is to strengthen European citizenship. The fourth is to develop 
close cooperation on justice and home affairs. And the fifth is to build on 
the 'acquis communautaire' by revising the Treaty. 2  All this must be 
achieved while respecting the federalist pnnciple of subsidiarity. 
Subsidiarity: a two-edged sword 
Subsidiarity is the mie that suggests that decisions shah l be taken as 
closely to the citizen as is compatible with the effective operation of the 
Union. It guides decisions about what action should be carried out of 
which level of government. Applied properly, subsidianty seeks to guard 
against both the over-centralisation of government and its exaggerated 
dispersai. 

In the European Union this power-sharing exercise is neither very 
simple nor totally clear At the insistence of the Germons (although the 
British now talce the credit), subsidiarity was made explicit in the Treaty 
of Maastricht in order to overcome this ambiguity. Although this book 
will try to avoid quoting many Treaty clauses, it is certainly worth citing 
m full the Treaty's attempt to define subsidiarity because it goes to the 
heart of the debate about the future of the Union. Article 3b says: 

'The Cornmunity shah l act within the limits of the powers conferred 
upon it by this Treaty and of the objectives assigned to it therein. 
'In areas which do flot fall within its exclusive competence the 
Community  shah l take action, in accordance with the principle of 
subsidiarity, only if and in so far as the objectives of the proposed 
action carmot be sufficiently achieved by the Member States and can 
therefore, by reason of the scale or effects of the proposed action, be 
better achieved by the Community. 



Any action by the Community shah l flot go beyond what is 
necessary to achieve the objectives of this Treaty'. 

The inherent ambiguity of subsidtarity is compounded because, despite 
the now conunonplace nature of the political distinction between the 
two, there is no explicit distinction drawn anywhere in the Treaty of 
Rome in  legai  ternis between exclusive and non-exclusive competence. 
Moreover, the European Court of Justice has tended to take the view that 
the Union enjoys full competence in the pursuit of the objectives of the 
EC Treaty, and that certain aspects of optional, flanking policies, for 
example in the environmental or labour market fields, are too closely 
linked to the achievement of those objectives, notably the creation of the 
single market, to be anything other than virtually exclusive also. 

This mises the question: is subsidiarity really anything other than a 
useful rhetorical device and a  generai principle of Conununity law? 
There are at present many conflicting views about what subsidiarity may 
be, but these divergences should be shrunk in time on the one hand, by 
decentralisation measures within an EU that is deepening its federal 
character and, on the other, by some clear-headed case law by the Court 
of Justice. Subsidiarity is a useful political expedient, but it makes sense 
in practical terms only when considered together with competency and 
proportionality. Subsidiarity is  flot about the allocation of competences 
in the Treaty but about how they should be exercised; and it does flot 
affect the balance between the EU institutions but only between EU and 
state authorities. 

Some, including the British govemrnent, argue tlmt subsidiarity should 
be entrenched more deeply m the Treaty itself, perhaps as a protocol. 
This is a sensible suggestion but il should not be allowed to disguise the 
fact that subsidiarity has already been articulated in all the Union's 
interinstitutional agreements and its application has already affected the 
behaviour of the Commission, where self-restraint in draftmg new 
legislation tends now to prevail, and in the Council, where all drafts are 
put to the subsidiarity test. Some draft measures have been withdrawn by 
the Commission; and, although there has been no large-scale repatriation 
of EC law as many nationalists had hoped, subsidiarity should nevertheless 
serve to reassure member states and citizens about their rights; and it 
should encourage the decentralised administration of EU law and policy. 
On the other hand, subsidiarity does not mean that EU law or policy can 
be interpreted in wildly different ways an argument to which we will 
return in Chapter Eight. 

Subsidiarity,  in sum, is a truly federalist principle and as such it is a 
two-edged sword that cuts both ways although  II weakens the argument 
for supranational action in some cases k strengthens it in others One of 
the tasks of the IGC is to try to locate where the balance of advantage lies 
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in different fields; yet this has to be done against the background of the 
existing institutional arrangements. What subsidiarity is emphatically 
flot is a licence for govemments to choose at random between the 
intergovernmental and the supranational method. 

Despite the explicit introduction of subsidiarity, the Treaty of 
Maastricht elsewhere protected the competences of the European Union. 
Article F says that the Union shall provide itself with the means 
necessary to Main its objectives and carry through its policies'. And the 
Treaty of Maastricht left untouched the very important Article 235 of the 
EC Treaty, which says: 

`If action by the Community should prove necessary to attain, in the 
course of the operation of the common market, one of the objectives 
of the Community and this Treaty has not provided the necessary 
powers, the Council shall, acting unanimously on a proposai from 
the Commission and after consulting the European Parliament, talce 
the appropriate measures'. 

It is necessary to note that Article 235, although permissive, is flot 
strictly spealcing a power of  generai  competence. Article 235 can now 
only be used in accordance and conjunction with Article 3b. The Union 
cannot do anything it wants. It is constrained all the time by its Treaty- 
base. 
Strengths and weaknesses 
The European Union shares the sovereignty of its member states and 
peoples according to the rule of law. Its supreme arbiter is the European 
Court ofJustice (ECJ), it has common political institutions in the European 
Parliament, Commission and Council it has a European Monetary 
Institute which is the precursor of a European Central Bank. The 
Commission, which acts as guarantor of the Treaties, cari and does sue 
the member states for alleged infringement of them. Moreover, all the 
EU institutions may talce action in the ECJ against each other for 
infringement or failure to act. EU law is directly applicable inside the 
member states. The Union has its own financial resources. Moreover, 
after Maastricht the Union formally established a common European 
citizenship, uniting the citizens not as a substitute for nationality but as a 
supplement to it. 

Nevertheless, the dimension of EU govemment remains small. lis 
most likely destination is not a single state but a federal union of states 
and peoples. Analogy with the USA is misleading: the member states 
come to the Union immeasurably more individualistic and powerful (and 
old) than those that formed the American federation, and they will 
continue to deploy much greater executive and legislative powers. The 
European Union will neither act nor look like the United States of 
America. 
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This is mainly because the Council, although an EU institution itself, 
is such a powerful mechanism for the protection of states' rights. Member 
states' govenunents and parliaments retain many important powers 
exclusively to themselves such as control of the ceihng to the EU' s own 
financial resources and revision of the Treaties They have also fonnalised 
the summit meetings of their heads of state or govenunent together with 
the President of the Commission m the European Coffilcil, a powerfill if 
erratic body that exercises some  generai  strategic oversight over the work 
programme of the Council of ministers and the Commission. 

Furthermore, some of the more federal elements of the Union 
institutions do flot so far apply to the Union' s alternai or extemal security 
policy Here, the member states have guarded jealously their historie 
prerogatives. Of the three `pillars' m the Maastricht Treaty, only the first, 
the European Corrununity gives real powers to the more federal of the 
institutions: the European Parliament, Commission and Court of Justice. 
The second deals by intergovemmental diplomacy with conunon foreign 
and security policy. The third deals by similar methods with justice and 
interior affairs. 

The federal powers of the Union are weak, too, in fiscal terms 
despite the recent growth of the structural funds concemed with social 
and regional development. Over forty years the EU has neither sought 
nor accrued wide budgetary powers. In 1996 total EU spending reached 
Ecu 86.5 bn which amounts to only 2.5% of the combined public 
spending of the fifteen member states — or less than £20 a year for every 
citizen. The budget is planned to grow from 1.20% of the EU's GDP in 
1994 to 1 27% in 1999 — compared to the 51% of national GDP spent 
on average by member state govemments. Of that budget, roughly half is 
spent on only 5% of the woricing population (farmers and fishermen), 
and another third is spent on only that quarter of the Union s population 
that happens to live in the depressed or peripheral regions and is eligible  
for structural funds. Reform of the EU budget is considered in Chapter 
Seven. 

The European Union is flot yet very democratic First, the Commission 
does not have the strength to act like a fully-fiedged parliamentary 
govemment; and it is neither obviously elected nor clearly accountable. 
Second, the dominant Council of ministers passes EU law behind closed 
doors and without a proper published record; and in some important 
areas the Council legislates by itself, without the participation of the 
European Parliament. The exact position is over-complicated: in some 
fields the Council ignores the Parhament, in others consults it or cooperates 
with it or has to seek its assent, or, finally, and after conciliation, shares 
with it the power of co-decision. The Council, moreover,  stili  works too 
much by unanimity, a method which makes decision-talcing slow and 
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often means that a democratic majority =mot progress the business of 
the Cornmunity, but is compelled to accept a minimal consensus. 'There 
is  stili  a tendency in the Council to fail to discriminate between its 
executive and legislative roles, and for the ministers to treat common 
policy matters as if they were mere foreign policy, with the result that 
everything is reduced to the politics of the lowest cornmon denominator 
In these circumstances the European Parliament feels itself to be, and is, 
the inferior partner. The result is a continuing constitutional struggle 
between the Parliament, which daims to represent the shared sovereignty 
of the peoples of Europe, and the Council, wherein rests the sovereignty 
of the states. 

There are currently at least twelve different ways in which the 
Community may talce a decision It is hardly surprising that it is not 
working very well. The European Commission is forced to share some of 
its•executive power with the Council through a complex and controversial 
system of regulatory management and advisory committees 
('comitology'). The Commission lacks the powers and resources to 
ensure the full and effective implementation of EU policy; fraud, 
smuggling and bureaucratic bungling are flot uncommon; and decisions 
on EU spending, faced with powerful national and sectional interests, are 
not always economically efficient. A comprehensive system of justice in 
the Union is  stili  evolving, and fair play is not always assured. 
Parliamentary scrutiny of executive decisions is inadequate and, as we 
have seen, legislative power is shared in a confused manner between 
Council and Parliament. In budgetary matters, Parliament has powers 
only over payments and not receipts. Who speaks for the Union in 
extemal relations is muddled between Commission and Council 
presidency. Reform of the institutions is discussed in detail in Chapter 
Three 

All these problems of democracy and efficiency within the Community 
are accentuated by the existence of the two other pillars of the European 
Union. The cornmon foreign and security policy of Maastricht is being 
tested and found wanting: it is badly aligned with the extemal economic 
policies of the EC and singularly ill-equipped to build an incisive strategy 
to deal with instability in Eastern Europe. The mismatch between the 
Union s aspirations in foreign and security policy and ils foreign policy 
machinery has been exposed tragically in Bosnia-Herzegovina. Reform 
of the Union's common foreign and security policy is considered in 
Chapter Four 

But it is flot only foreigners who suffer the consequences of the 
Union' s weakness. Under the third pillar, police and security service 
cooperation is being developed beyond the mach of parliamentary control 
and in most instances, of effective judicial remedies. The roles of the 
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Commission and of the Parliament in both internai and external security 
matters are very restricted and the Court of Justice has virtually no role 
at all. Reform in the field of justice and home affairs is dealt with in 
Chapter Six. 
Democratic legitimacy 
Nowhere is the constitutional struggle in the EU more crucially engaged 
than in the constituent process itself. The drafting of Treaty revisions 
leaves much to be desired. Previous IGCs have been conducted entirely 
in conclave by member state functionaries attended by the Commission, 
punctuated by some inter-institutional consultations (including one 
controversial assises in November 1990 made up of MPs and MEPs), 
and spiced by off-the-record briefings of the Brussels press corps. Alter  
their work is  donc,  it falls to the member states govemments and 
parliaments alone, sometimes sanctioned by national referenda, to bring 
the changes into effect: the European Parliament is entirely excluded 
from the ratification process. It is certain that greater democracy would 
be achieved by greater transparency and a broadened dialogue about 
Treaty change. 

Public opinion, then, is de facto the sixteenth member of the TOC.  
Intelligently, it quizzes; curiously, it watches; prejudicially, it leers; and, 
decisively, it may confound. Already, Denmark and Ireland are committed 
to holding referenda on the outcome of the IGC; France, the UK and the 
three new members may well do so. In Belgium the new treaty will have 
to win the assent of seven different constitutional bodies.' There and in 
Germany the regional governments will be seeking to exploit the 
ratification process in order to advance their own interests against those 
of the federal govemment. 

The European Union' s own battle for democracy has been enlivened 
by the recent assertion of European popular sovereignty against the state 
in  those false People's Republics of communist Europe. Since 1989 the 
European Union can be complacent no longer about the state of its own 
parliamentary democracy 

Above all, however, the profile of the govemance of the Union is 
blurred and indistinct — the opposite in fact, of what is required by the 
public interest. Distances from Brussels, geographical and psychological, 
can be very great, and, while EU government need and should not be 
large-scale, its outline must be more sharply defined. Unfortunately, the 
history of post-war European integration has caused one treaty to be piled 
on top of another in an obscurantist mariner. As there is an obvious 
danger that the present  TOC  may exacerbate the problem, it is essential 
that the long and complex task of simplifying and codifying the Treaties 
is begun. In our view, indeed, the Union will soon require a real and well- 
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written constitution. Such a constitution would clarify the politics of 
executive power and the legislative and judicial processes for the sake of 
democracy, efficiency and respect for the rule of law. 

European democracy requires clarity of design, and deserves a first- 
class public administration and a political class that will spealc the truth 
about the scope and depth of the European dimension. 

STRATEGIC IMPERATIVES 
In retrospect, the timing of the last IGC at Maastricht, hi December 1991, 
was most fortuitous. Such a treaty agreement could have been achieved 
neither a year before nor a year later. In 1990, having learned her lesson 
over the Single Act (the federalist implications of which she had only 
dirnly surmised) Margaret Thatcher was obstructing progress. In her 
view, Maastricht turned Europe in a federalist direction, and such a 
Europe was bound to be donunated by Germany A year later, public 
confidence had been dimirnshed as Europe sud into economic recession 
(see the table below) In June 1992 the Danes narrowly rejected the 
Maastricht Treaty; in September and in August 1993 speculative attacks 
on the Exchange Rate Mechanism (ERM) ended all complacency about 
the eventual achievement of EMU, the central pnze of Maastricht. At the 
same time, in Central and Eastern Europe the true nature of the cornmumst 
legacy was exposed and Croatia and Serbia began to dismantle Bosnia- 
Herzegovina. 

THE EU'S GDP GROWTH 

Percentage change 

1990 1991 	1992 	1993 1994 1995 1996 1997 

+2.9 	+1.5 +0.9 	-0.5 	+2.8 	+2.5 	+1.5 	+2.4  

Set against this background, it was a notable achievement to have 
completed, more or less, the enlargement of the Union within Western 
Europe The assimilation of the five East German Lander after October 
1990 and the accession of Austria, Finland and Sweden in January 1995 
creates a Union of fifteen states and 370 million people. The latter 
enlargement has been relatively straightforward in technic al and economic 
tenus, and commanded popular assent by referendum despite widespread 
public apprehension of the real political and security implications of 
mtegration. Those countries that choose to remain outside the Union 
Iceland, Liechtenstein, Norway and Switzerland — do so for their own 
idiosyncratic reasons and pose neither a strategic problem for the Union 
nor a serious impediment to deeper European integration. Should they 
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change their minds in the future, doubtless they would be welcomed into 
the Union. 
The Union's European policy 
The recent enlargement of the Union to the three  neutra!  Western 
countries was greatly facilitated by the transformation of the  Europea»  
security situation that followed the collapse of the Soviet empire in 1989- 
90. The Maastricht IGC was too close to the series of rapid, dramatic 
events to fully absorb their implications If the current IGC is flot exactly 
recollecting  in tranquillity, at least A can take a longer and cooler view of 
Europe's strategic imperatives. Whereas the agenda for Maastricht was 
loaded heavily towards the internai affairs of the member states, lis 
successor IGC must bear directly on the EU s policy for the rest of 
Europe. 

Poland, Hungary, the Czech Republic and Slovenia are committed to 
full membership of the Union at the earliest possible opportunity, and are 
impatient on-lookers at the IGC Slovalcia, Bulgaria, Romania, Estonia, 
Latvia and Lithuania are applicants of a second order. For all these 
countries the prospect of unification with the West seems attractive in 
economic  tenus, but it is imperative in terms of security. For neither the 
Organisation for Security and Cooperation in Europe (OSCE), the North 
Atlantic Cooperation Council (NACC) nor Nato's Partnership for Peace 
scheme (comprising joint military exercises on a bilateral basis with 
former Warsaw Pact countries) are wholly adequate responses to Central 
and Eastern Europe' s sense of insecurity. 

It is argued that the full accession of these countries to Nato would 
antagonise Russia. That is a respectable argument.  li  is also argued that 
enlargement would wealcen Nato by over-stretching its capability to 
defend Western Europe. That problem can be overcome by building up 
the resources of the European pillar of Nato That is why President 
Clinton has reinforced US support for continued European integration. It 
is also argued that the former Warsaw Pact countries should be seelcing 
some regional collective security arrangement of their own. Because this 
presumes a certain level of military effectiveness, financial investment 
and political cohesion, it is an unrealistic proposition. 

A worry is that the debate about the future of Nato has been taking 
place in a curious limbo. In Chapter Four we argue for a much doser 
coordination of the negotiations concerning the refonn of Nato WEU 
and the EU. On the assumption that the IGC will not agree that the 
European Union is capable of running its own foreign and defence policy 
along supranational limes some urgent accommodation needs to be made 
between the membership and role of these three Brussels-based 
organisations. If the TOC is to plan sensibly for future enlargement, it 
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must provide the ways and means for the Union to contribute to an 
effective European security policy. 

For those Central and East European countries for whom full EU 
accession is inappropriate or precipitate — Croatia, Serbia-Montenegro, 
Bosnia-Herzegovina Albania Macedonia, Moldova, Belarus, the Ukraine, 
Armenia and Georgia — it should be possible to work out a cogent and 
multi-faceted partnership arrangement which both respects Russia's 
sphere of influence where appropriate and develops econornic and political 
relations with the Union As far as Russia itself is concerned, the OSCE 
is a useful — and, by the West undervalued — tool. The isolation of 
Russia by the West would be imprudent, and its ostracism disastrous. A 
refurbished OSCE acting as the regional ami of the United Nations 
would allow Russia and the European Union to develop a useful diplomatic 
partnership by worlcing together over a whole range of practical political 
and security issues Moreover, the USA's active participation in OSCE 
would to some extent reassure Turkey and those in the CIS who oppose 
Russian hegemony. 

Since 1989 the Western allies have shown considerable ingenuity in 
the way they have tackled the unexpected liberalisation of cornmunist 
Europe. In both economics (the 'Europe Agreements') and security 
matters new arrangements have been created wherever old ones have 
proved inadequate and inflexible. Habits are changing swiftly, flot only 
perforce in the ex-Soviet bloc, but also in the West: France is abandoning 
fis poised semi-detachrnent from Nato in the military field; Britain is 
warming to the  idea  of a European pillar in Nato; Germany is once again 
to send troops abroad; the neutral' countries are repositioning themselves. 
The IGC should catch this spirit of innovation and look beyond the 
rhetonc of national politicians to what is already happening in Europe 
and to what will be really needed to ensure its security and that of its 
neighbours in the future. 

Already in the pipeline are the outstanding membership applications 
from Cyprus and (now less certainly) Malta, the accession of which 
would have significant consequences for both the Union's institutional 
procedures and its Mediterranean policy. Extension of the EU' s orbit to 
the shores of the Middle East and the Maghreb would imply a willingness 
on behalf of the Union to shoulder new strategic responsibilities Cyprus, 
moreover, carnes with it the intractable problem of Turkey, a large, 
unstable country with a troubled democracy, which is a Nato partner with 
a controversial customs union agreement with the EU, and with 1 8 
million Turlcish migrant workers in Germany Turkey's size alone 
commands respect. Istanbul is already Europe' s largest city. Moreover, 
Turkey's vital strategic interests in the Middle East, in the south of the 
former USSR and in the Balkans affect Europe directly But despite its 
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long-standing application, Turlcish accession to the Union is nowadays 
an unrealistic proposition. Just like Russia, Turkey must modernise itself 
on the basis of its European traditions. 

While negotiations for enlargement in the Mediterranean region 
cannot at present be countenanced, the Union should make every effort 
to ensure that a suitable partnership is achieved. The Barcelona Declaration 
of November 1995 malces significant prog,ress in that direction, not least 
in establishing a mutual framework for relations between the EU and the 
troubled Maghreb. France, Spain and Italy, especially, have strong ties 
with and large immigrant populations from those countries. What happens 
in Morocco or Algeria has consequences throughout the Moslem world 
and will affect the whole raft of European relations with the Middle East 
We return  io  these matters in Chapter Five. 

A DIFFERENTIATED APPROACH 
As it contemplates the IGC, the carrent British government appears to be 
greatly tempted by an à la carte approach to European integration 
whereby it could choose where, when and with whom to forge common 
policies. Ministers should also be well aware that most of the UK's 
partners, while rnitially reluctant to accept such 'variable geometry', are 
now determined to go ahead if necessary without the UK. Chancellor 
Kohl has said repeatedly that it is flot possible for the EU convoy to travel 
at the speed of the slowest — by which he means that the last ship of the 
lime may be sacrificed. John Major has talked somewhat confusingly of 
the notion of a multi-speed, multi-track, multi-layered' Europe, thereby 
missing the important distinction between, on the one hand, a multi- 
speed ' where member states pursue common objectives at different rates 
of progress, and on the other a 'mufti-fier' where member states pursue 
essentially different objectives. 

The Schengen Agreement concerning freedom of movement, from 
which the UK has excluded itself, is one example of a two-tier Europe 
More  controversia!  is Britain's derogation on EMU which concedes to it 
the permanent right to opt out of the single currency. Another protocol of 
Maastricht gave Denmark the right to exempt itself from Stage Three of 
EMU a derogation that was later reinforced at the insistence of the 
Danish political parties as they concocted a package to persuade the 
Danish people to change their negative referendum decision on the 
Treaty. That 'national compromise', which was accepted by the European 
Council at Edinburgh in December 1992 declared that Denmark would 
not participate in Stage Three. Another derogation was then added by the 
Danes to include common defence policy, and the whole set of 
arrangements was formally adopted by the Council. During the 
subsequent (positive) referendum campaign, the package was incorrectly 
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portrayed as being of indefinite duration: in fact, however, the European 
Council had insisted that it be put up for renegotiation in the IGC of 1996. 

The most substantial opt-out of all, however, is the UK's social 
protocol under whose terms a number of measures establishing minimum 
standards in the labour market may be developed and implemented by all 
member states save Britain. This controversial social protocol has 
encumbered the Union with yet more procedural and institutional 
problems, and the view is strongly held among Britain's partners that it 
must be now abandoned. As the Reflection Group recognised, it is a 
paradox that the more derogations there are from the cornmon ailes, the 
tighter the supervision of the single market has to become in order Io 
preserve the integrity of the regime. As mutual trust loosens in a union, 
central regulation must tighten if the project is not w fall apart 

It is important for the IGC to draw the right lessons from the precedent 
set by the Maastricht social protocol. On the one hand, Europe a la carte, 
a feast where members are completely free to pick and choose what they 
fancy at the time, is not a sound basis for continued European integration. 
On the other hand, a sophisticated network of variable arrangements 
where member states negotiate derogations from non-essential aspects of 
EU policy may be unavoidable 

The problem, of course, is to identify an agreed definition of core 
competences from which no opt-out is admissible and where 
implementation of policy is strictly enforced by the Commission and the 
Court inside all member states. Many of the core areas are self-evident, 
such as customs union, cornmon commercial policy, competition policy, 
budget and single market. Some traditional areas of EC common policy, 
such as agricultural price support, may flot now be essential as long as the 
single agricultural market is assured and workers have sufficient common 
rights  Io guarantee the level playmg field'. Other areas, notably some 
aspects of tax harmonisation, monetary, foreign and security policies, 
will be more contentious, while yet others, such as environment policy, 
may be left to the strict application of subsidiarity. We will retum to the 
issue of differentiation in Chapter Eight. 

At the heart of the problem of definition is the political culture of the 
Council of ministers winch too often spawns spurious definitions of 
national interest Even in well-established fields of cornmon policy, like 
agriculture, the importance of sectional interests often outweighs tint of 
national interests. Welsh hill farrners, for example, are likely to have 
more in common with their counterparts in the Pyrenees than with their 
compatnot arable farmers from East Anglia. This disjunction between 
'national' and group interest is even more far-reaching in social or 
environmental policy which are  stili  treated by the Council as if they 
were foreign policy despite the fact that there is seldom agreement on 
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what constitutes good policy at home. (Indeed, there is usually marked 
disagreement between the political parties, social partners and regions.) 
Once in Brussels however, m the equally legitimate debate on social 
policy within the European dimension, the UK govenunent can daim to 
be spealcing unequivocally for Britain EU public policy choices may 
well be driven by such short-term, partisan considerations, and it is not 
difficult to see how the Union could end up with a proliferation of 
national opt-outs and cop-outs. 
German leadership 
Not before time, the Germans began to instil a more disciplined approach 
Io the debate about variable geometry. In a paper published in September 
1994, the CDU/CSU parliamentary party set out a defiberately provocative 
proposai for a `liard core' of states to exercise a centripetal or magnetic 
effect on the whole Union. 4 The paper's authors Wolfgang Schauble and 
Karl Lamers advanced five mutually dependent  proposais that were 
designed to (1) develop European  federa!  democracy; (2) strengthen the 
hard core; (3) deepen Franco-German mtegration; (4) improve the Union' s 
capacity for action in foreign and security policy, and (5) expand the 
Union towards the East. 

For the Germans federalism and the application of the principle of 
subsidiarity is the priority, applying flot only to the division of powers 
between the EU and the member states, but also to the question of 
whether public authorities, including those of the Union, should perform 

certain functions or leave them to groups in society . With regard to the 
institutions of the Union, Schàuble and Lamers followed the classical 
prescriptions of the European federalist movement notably as set out in 
Altiero Spinelli' s Draft Treaty of European Union that had been adopted 
by the European Parliament in 1984. In other words, in a final constitutional 
settlement, the Commission is elevated to the status of parliamentary 
govemment, and the Council and Parliament become co-equal partners 
of a bicameral legislature. 

Schàuble and Lamers argue that a stronger and more democratic 
Union is required to cope both with EMU and with the strains of 
enlargement to the East. Wlule they recognise enlargement as being of 
particular relevance to Germany, they hope to persuade all other member 
states of the importance of adopting reforms at the IGC to make it 
happen. Pessimism about the prospect of such agreement drives the 
authors to propose a multi-tier approach to the development of the Union 
involving a revision of Article N which requires unanirnity to amend the 
Treaty. 'They fear that there will be only minimal progress at the TOC in 
advancing towards Gennan federalist objectives. 
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Their message is der neither the British flot anyone else can be 
allowed to block the federal process; partnership between Germany, 
France and Benelux must continue to deepen, particularly in some policy 
areas where the EC won new competences at Maastricht — that is those 
pertaining to the creation of an ultra-modern and competitive information 
society; Stage Three of EMU must be reached as quickly as possible: 
here there is a hard core of five member states that could be joined by 
others. Progress towards the single currency is discussed in the next 
chapter. 

Schâuble and Lamers insisted that the Franco-German relationship 
remains at the crux of the Union. The traditional Gaullist (and now 
Thatcherite) vision of a loose association of European states extending 
far to the East gives rise, flot least in Germany, to widespread fears of 
German hegemony. France should therefore `rectify the impression that, 
although it allows no doubt as to ils basic will to pursue European 
integration, it often hesitates in talcing concrete steps towards this 
objective'. In defence as in economic matters, the frequent divergence 
of views' between the two countries must be overcome. The failure of the 
Conunon Foreign and Security Policy arrangements of Maastricht in the 
Balkans has led to a dangerous level of public disillusion with the Union 
itself. 'The creation of a common European defence is a matter of much 
greater urgency than envisaged in the Maastricht Treaty. It should be 
done now, rather than "in time ' as stated in the Treaty ' Similarly, the 
staged enlargement of the EU to mclude Central Europe mustbe hastened. 

The significance of the Schâuble-Lamers initiative is undoubted, 
despite the fact that Chancellor Kohl, who was re-elected in October 
1994, did  flot endorse the paper in every respect. It has an unmistakable 
message for British European policy: the UK is not a priority for 
Germany. In a speech at Leiden in September, however, John Major 
reacted agamst the German proposais for a  federai  core, missing the point 
about essential German interests, and casting doubt on the legitimacy of 
the European Parliament and the vahdity of the Community method: 

The detennination of the Founding Fathers has succeeded far 
beyond the estimations of most people of their time. Theirvisionwas 
proved rtghtfor its age. But it is outdated,awillnot do now. We must 
all adjust our vision to meet the challenges of today and tomorrow' .5  

Nevertheless, the vision of Jean Monnet and the other Founding 
Fathers slill seems good to very many people, particularly in the founding 
member states. The problem is, therefore, that although the UK would no 
doubt be welcomed at the heart of Europe' to get there British politicians 
have to drop self-conscious semi-detachment, and mstead engage fully in 
the mainstream, mainland  politica!  debate. 



The German government, meanwhile, drew its conclusions from the 
October 1993 judgment of the German Constitutional Court at Karlsruhe 
on the Treaty of Maastricht In lis otherwise favourable (although 
complicated and controversial) opinion, the Court was critical of the 
democratic legitimacy of the EU Further European integration, it said, 
should  flot proceed in the absence of further democratisation and the 
reinforcement of European citizenship which established a  'legai  
connection' between the nationals of member states and articulated a 
commonality of democratic interest. The European Parliament was gaming 
in democratic authority, and would continue to do so especially if' the 
Treaty were to be fully implemented in respect of electoral reform, but 
national parliaments would flot fade away and must flot be by-passed In 
fact, the Court recoirunended an increased role for the Bundestag in 
monitoring EC affairs, especially the prog,ress of EMU. 
How federal is the European Union? 
In considering the German view of EU reform, the word federal can 
hardly be avoided, and indeed should flot be if the German position and 
that of many of the political forces in the Union are to be properly 
understood. But since the word has generated so much heat in British 
political debate, it seems necessary to fully state what we understand it to 
mean. 

Federalism is the dispersai of power between separate authorities 
according to the rule of law. It is a constitutional method of enabling 
different states or communities, each one dealing with its own affairs 
according to the principles of  liberai  democracy, to  uve  peaceably 
together and manage their corrunon affairs with a federal government 
based on similar principles. In respect of powers fully transferred under 
the constitution, federal law has supremacy. Some powers are held 
concurrently, and these must be coordinated. 

Seen in this light, the European Union has many of the characteristics 
of a federal system of government, although it is not yet fully democratic 
and flot working very well — particularly in the pillais relating  io  internai 
and extemal security, which are considerably more intergovernmental 
than the Community itself. Discussion about the Union would be more 
constructive if federalism was understood in this way, rather than being 
confused by slogans beloved of the British prime minister such as 
' centralised superstate'. 

Whereas traditional international relations, govemed by consensus, 
are based on the presumption that states mistrust each other, the 
development of a system govemed by majoritarian decision-making has 
to be based on  mutua!  trust. In the EU s Council of ministers there has 
always been a tussle between those who insist on unanimity wherever 
possible 	thereby retaining a national veto 	and those of a federalist 

18 



persuasion who prefer the qualified majority vote. In March 1994, at 
Ioannina in Greece, the UK government demonstrated its distrust of its 
partners and the Cornmunity system by demanding that the relative size 
of the blocicing minority in the Council should be lowered on the 
enlargement of the Union. This question of balance in a federation 
between large and small states is an important matter, and was dodged at 
Maastricht. It becomes more Important for the EU as the differential 
widens with enlargement and as variable types of integration require a 
vanety of voting procedures. 

Another indispensable quality of federal systems is solidarity between 
the different regions of the territory, or in usual EU parlance `cohesion'. 
This has implied a redistribution of resources between member states and 
their regions through the medium of the structural funds' — now 
amounting to about a tlurd of the total EU budget, or 0.4% of the Union 's  
GNP. •Such direct expenditure by the EU level of govemment has 
obvious, and mostly  beneficiai  political consequences, not least on the 
effectiveness of eligible regional and local authorities who compete for 
EU funding. Clearly, for a decentralised system of govemment to work 
well, each level has to be as fit and as cooperative as the next. 
Diverse reactions in France and Britain 
The German initiative has posed acute problems for France, whose 
govemments do flot tend to share the same federalist perspective but 
have, ever since the 1950s, been much more willing than that of the UK 
to reach agreement with Germany At the outset of the IGC French 
prionties seemed to be threefold: to strengthen the ties that bind Germany 
into the Union, to protect the CAP and to enhance the power of' the 
European Council. The first and by far the most fundamental can only be 
achieved by satisfyhig Germany over enlargement and by reducing the 
force of habitual French reservations about extending qualified majority 
voting in the Council and about strengthening the powers of the European 
Parliament. It is mcreasingly obvious, however, that enlargement to 
Central Europe, which is necessary to address the German question, will 
put paid to the CAP. With an unreformed CAP the budgetary consequences 
of the next enlargement will be too heavy — perhaps a doubling of the 
total size of EC expenditure, with the ceiling on agricultural spending 
already raised to over 1 5% of EU GNP by the year 2000 Both France 
and the UK would be major donors. But despite such potential sources of 
strain, the Paris-Bonn relationship remains central  io  French policy. 
France and Germany are likely to reach an accommodation including the 
completion of EMU, the development of European defence capacity, 
stronger powers for the European Parliament and enlargement to Central 
Europe. Certainly there is no significant support in France for the 
minimalist IGC sought by the British govenunent. 
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In November 1994, François Mitterrand' s last prime minister, Edouard 
Balladur, contnbuted to the debate about variable geometry by proposing 
that there should be two tiers of full member states, as well as a third tier 
of 'partner states', including Russia and Turkey. Alain Juppe, then 
foreign minister, said that an EU limer core should have 'enhanced 
solidarities', and tint the IGC must flot merely be a 'patching-up exercise 
but a genuine refounding act for Greater Europe'. Alain Lamassoure 
minister for Europe, spoke of a 'new founders contact' and Valéry 
Giscard d'Estaing of a federal core of '1 Europe-puissance' and an outer 
lier of 'l'Europe-espace' 

In the UK, by contrast, the debate about 1996 has been slow to begin. 
The popular press is usually nationalist and xenophobic the Liberal 
Democrats lack firepower; 'New Labour' is cautious on the old matter of 
Europe and rather quiet about the IGC; and, the Conservative Party being 
deeply divided, the govemment is condernned to try to minimise the 
impact of the IGC. On the Tory side, it has been left to the former foreign 
secretary Geoffrey Howe  lo  plead that the govemment should respect the 
Gennan agenda for the democratic deepening of the EU. 

'The UK's response should show a willingness at least to consider 
some limited extensions of majorty voting, and even a modest 
change in the legislative powers of the European Parliament. If the 
UK seeks  lo  veto all these things — which is ils current position 
Germany is much more likely to offer Rance an exclusive inner- 
core deal, which would set Europe on a course profoundly hostile to 
Britain's  long-teint national interest. 
A positive approach of this lcind to the IGC would work from the 

premise that Britain shares a destiny in common with its European 
partners. It would acknowledge the limits of UK power and seek to 
maximise British influence through partnership, reflecting the fact 
that relevance abroad lies primarily in being central players within 
a united Europe' •6 

Sure enough, on 6 December 1995 President Chirac and Chancellor 
Kohl published a farnous letter aimed at Britain in which they wrote that 
the momentary difficulties of one of the partners in following the move 
forward should not stand m the way of the Union's ability to talce action 
and advance' They said that they intended to propose to the IGC a new 
treaty clause that would allow for 'reinforced cooperation among those 
member states that had the will and capacity to go forward 

Behind this démarche lies the assertion that if the UK were to succeed 
in reducing the scope of the IGC, a frustrated Germany would seek to 
proceed with its fnends, leaving the UK aside. If such a core group were 
then established, Britain would once again face the invidious choice 
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between isolation or the grudging, late acceptance of arrangements made 
by others. But if Germany 's partners, and in partieular France, fail to 
proceed with deeper integration, Germany may be driven to play an 
inereasingly independent hand m Central and Eastern Europe as elsewhere, 
leading ineluctably to German hegemony and European instability. This 
runs so starkly counter to the interests of ail Europe, mcluding the British, 
that it is hard to credit that a UK govemment could risk provolung such 
an outcome by standing out against a reasonable minimum of reform 
sought by Germany for example greater legislative powers for the 
European Parliament. 

There are those, the urbane, who thhik this argument alarmist, and 
who seem to believe it impossible for the IGC to fait They should 
remember that the European Defence Cornmunity was blocked in 1954 
by a vote of the French parliament; and the Treaty of Maastricht was only 
saved in the end by a few thousand votes in one or two national referenda 
and then on 4 November 1992, by three  (Liberai  Democrat) votes in the 
House of Commons. Under present mies, all that is needed for a Treaty 
revision to fail is rejection by one of fifteen member states, some of 
which are required to have a referendum and several more, including 
Britain, which might choose to do so. And if the result of the IGC is an 
obvious disappointment and cover-up, why should il command public 
respect? 
Making a success of the IGC 
We hope  il will now be clear why we consider that the best result for the 
Intergovernmental Conference — which eventually began in Turin on 29 
March 1996 — will be achieved if all the member states agree on reforms 
that will substantially strengthen the Union and make it more democratic. 
We have  io  face the strong possibility, however, that a small minority of 
member states, led by the UK, will want to resist such reforms and be 
tempted to block them. 

A wise solution, therefore, would be for all member states to accept 
proposais for the simultaneous deepening and widening of the Union 
even if they do not choose at this stage to participate in all aspects of the 
deeper mtegration Such a strategy should aceornmodate both nationalists 
and federalists: nationalists can hardly object to the principle that other 
states do what they choose; federalists can expeet the `hard core to grow 
in time and, meanwhile, to malce progress towards the historie goals of 
the European Union. It is flot beyond the bounds of the ingenuity of the 
IGC (see Chapter Eight) to devise mechanisms so that the core group can 
remain within the Union and use the common institutions, and the 
member states in the outer ring have systematic opportunities to reconsider 
their position. In other words 1996 should find methods of making 
variable geometry an acceptable condition of European integration. 

21 



Some preliminary agreement must be reached on what comprises the 
essential core of ailes and competences, the ties that bind all member 
states And while those engaged in multi-speed aspects of integration 
should be encouraged  io  change gear and accelerate, those in outer tiers 
of integration would be enabled, sector by sector, to clamber towards the 
limer tier. 

We can only concur with the •IGC itself which, in its first stab at a new 
draft Treaty in December 1996, says Whatever is decided in this area [of 
differentiation] will be of the utmost importance in determining the shape 
of Europe m which lis peoples, including future generations, are to live'.7  

Ratification of the results of the IGC will be much assisted by a 
drafting process that is both more public and more pluralistic than that 
leading up to Maastricht. The presence of two MEPs — Elmar Brok and 
Elisabeth Guigou — on the margins of the IGC is a step in the right 
direction. But the IGC should go further and seek to enlist the services of 
the European Parliament as a full member of any future IGC — to be 
renamed `Constitutional Conference' — and to give to the Parliament as 
well as to national parliaments the power of ratification. 

The revised Article N would establish a new form of constituent 
assembly to revise the Treaty (along the limes of IGC plus Parliament), 
and stipulate new procedures for ratifying the conclusions. The first step 
would be  approvai  by a qualified majority vote of the Council of, say, 
two-thirds of member governments The second step would be to acquire 
the assent of an absolute majority of the European Parliament Ratification 
would then proceed as now, in each member state according to domestic 
constitutional requirements. Any member state which, through its own 
domestic constitutional procedures, failed to achieve ratification for the 
proposed Treaty revisions, would then face the choice of having to leave 
the Union or to try again, as the Danes did in 1992-93, to get a positive 
national result. 

Any such lightening of the unanimity requirement for Treaty 
amendment makes it essential  io  consider supplementing these changes 
by the inclusion of a clause laying down the right of a member state to 
secede voluntarily from the Union (none exists at present) according to 
a new constitutional procedure. 

We hope that the changes outlined here and developed in later 
chapters would be sufficient to prevent paralysis and to prepare Europe 
for malcing a rapid further advance in building the Union. 
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The Treaty on European Union, its origins and consequences, are more fully 
chscussed in Andrew Duff, John Pinder and Roy Pryce (eds), Maastricht and 
Beyond: Building the European Union, London, Routledge for the  Federa!  Trust, 
1994. 
2  The term 'acquis communautaire' is common EC jargon. Tt means the body of EC 
law, policy, pnnciples and pracuces that has been built up and accepted by the 
Community institutions and the member states since its foundation in 1951. The 
European Commission is regarded as the guardian of the acquis 
3  For the cunous, the two chambers of the Belgian national parliament, the three 
parliaments of Flanders, Wallonia and Brussels, and the French and German 
linguistic community authonties. 
4  Wolfgang Schanble and Karl Lamers, Reflections on European Policy, 1 
September 1994. The authors are, respectively, leader and foreign affairs spokesman 
of the CDU/CSU group in the Bundestag. 
5  Second  Annua!  William and Mary Lecture, University of Leiden, The 
Netherlands, 7 September 1994 
6  Financial Times, 3 July 1995 
7  Conference of the Representatives of the Governments of the Member States 
(IGC), The European Union Today and Tomorrow: a  Generai Outline for a Draft 
Revision of the Treaties, Brussels, 5 December 1996, p. 7. 
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Chapter Two 

In With the Euro 
In the first chapter we laid out the strategic argument for deepening the 
unification of Europe. In this we examine Economic and Monetary 
Union; we consider the important economic and monetary arguments 
and their political implications, we discuss, in the light of experience 
since Maastricht, whether EMU will prove to be practicable; and we set 
out the options for Bntain 

Economie  and Monetary Union is the central feature of the Treaty of 
Maastricht. The Treaty contains a carefully prepared plan to  integrate  the 
monetary policies of the member states with the overriding aim of 
achievhig price stability This is mtended flot simply, or even mainly, for 
the salce of European political unification but in order to achieve the 
economic  put-poses of the European Union, whose main goal is to 
`promote economic and social progress which is balanced and sustamable' 
(Article B). EMU, therefore, is flot a conspiracy of unbridled Europeanism 
or monetarism: indeed, together with the common market it is deemed 
to be the indispensable basis for a prosperous and sustamable  economie  
policy 

Nor was EMU a sudden invention of Maastricht Once the customs 
union had been achieved by the then six member states of the European 
Economic Community in 1968, ways began to be explored of consolidating 
the integration process. In 1969 the summit meeting at The Hague 
declared the goal of EMU, and set up a high-level group under the 
Luxembourg prime minister, Piene Werner, to produce recommendations. 
The Werner Report advocated a graduai narrowing of exchange rate 
fluctuations leading to an irrevocable fixing of currencies. This approach 
was adopted by the Council, but the other half of Werner' s proposais 
for strong centralised decision-malcing and the harmonisation of budgetary 
and fiscal policies — was not. Unsurprisingly, the experiment was 
quickly blown off course by the international dollar crisis. A European 
Monetary Cooperation Fund proved too wealc to sustain the EC `snake' 
(with fluctuations of 2.5%) inside the international 'tunnel' (4.5% 
fluctuation against the dollar). 

At the same time, the accession of the UK, Denmark and Ireland and 
the growing diversity of the Community made it more likely that a multi- 
speed approach to monetary union would emerge. Another study of the 
future of the Community, the Tindemans Report, emphasised that while 
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all member states would be bound by the objective of EMU, some could 
and therefore should — proceed faster than others. 
Roy Jenkins, as President of the Commission, launched the idea of 

monetary union again in 1977. This led to the establishment of the 
European Monetary System in 1979, with fis highly structured Exchange 
Rate Mechanism centred on the European Currency Unit (Ecu), keeping 
the currencies of the participating states within 2.25% of their central 
rates, which were to be altered only by unanimous agreement among the 
participants. The multi-speed reality of European integration was 
exemplified when the UK dechned to put sterling within the ERM. The 
Single European Act (1986) gave a  legai  base to the European Monetary 
System and incorporated the goal of EMU as a Treaty objective. But it 
was left to the Treaty of Maastricht to establish the project in detail and 
to commit member states m practice to its accomplishrnent. 
No bail out 
Economic and Monetary Union as defined by Maastricht is primarily 
concerned with achieving price stability as the basis for economic and 
social progress. Its goal is to eliminate exchange rate instability by 
requiring the irrevocable locking together of exchange rates and the 
creation of a single monetary policy independently pursued by a European 
System of Central Banks. This stage is  io  be followed rapidly by the 
introduction of a single currency to replace those national currencies 
locked together. 

EMU imposes strict mies about government deficits. There is to be no 
printing of money to cover them, and the EU may flot bail out member 
states with non-manageable debts. On the advice of the Commission, the 
Council may lay down specific measures to correct an excessive 
govemment deficit, and publish them, so influencing the government's 
borrowing powers in the markets If a member state chooses to disregard 
the Council's remedial measures, sanctions may be imposed against the 
offending govemment by a qualified majority vote of the Council 
excluding the vote of the government in question. The Council may also 
require specific information to be published before the govemment 
issues bonds or securities, invite the EIB to reconsider its lending policy 
towards the member state concerned, or require the governrnent to malce 
a non-mterest bearing deposit with the European Central Bank (ECB) 
until the excessive deficit is correctecl. 

All these provisions taken together mean that laxity in public finance 
is severely discouraged. In theory, at least, it should be possible for the 
government of a member state in a domestic crisis to go bust. 'No bail 
out' is a cardinal mie of EMU, and it is a mie that needs repeating. One 
member state will not be responsible for the public mdebtedness of 
another. There will be no cornmon fiscal policy. The problem of unfunded 

25 



state pension liabilities, for example, needs to be tackled by domestic 
measures — such as raising the retirement age, giving tax incentives for 
personal savings and promoting part-time work. The imperative, therefore, 
is for domestic structural reform; higher borrowing without remedial 
action will be penalised by the EU To underpin this rigour, a 'stability 
pact', first proposed by the German finance minister Theo Waigel has, 
after some fuss, been agreed. This puis a clear limit on the total pennissible 
borrowing of member states in the euro core; public sector deficits will 
have to kept below 3% of GDP over the economic cycle; fines may be 
imposed on errant states at the discretion of the Council of economic and 
finance rninisters (Ecofin). Agreement on the element of discretion and 
on what level of recession would warrant a public deficit greater than 3% 
was reached at the Dublin European Council in December 1996. The 
final Stability and Growth Pact' (renamed to soothe French sensibilines) 
will be signed at the Amsterdam summit in June 1997. 
Reading the Treaty 
The Maastricht Treaty lays down a detailed timetable for member states 
to fulfil various criteria for  economie  and monetary convergence so that 
they may pass to the third phase of EMU in preparation for the introduction 
of the single currency. We are already in Stage Two which began in 
January 1994. The earliest date for transition to Stage Three was January 
1997, but as the necessary number of member states had yet to meet the 
convergence criteria, Stage Three will begin on 1 January 1999 with as 
many (or as few) member states moving irreversibly to a single currency 
as then fulfil the criteria. The crucial decision will be talcen in the spring 
of 1998 — ironically under the UK presidency of the Council — on the 
basis of the figures for 1997. The euro itself will be mtroduced into 
generai  circulation from 1 January 2002. The date of 2002 bas also been 
set as a target for those that will miss out on 1999. 

It is striking that, despite the undemable risks involved in introducing 
a single currency, a big majority of member states appear to have 
concluded that the case for staying on the course set at Maastricht is 
strong. Successive European Councils have repeatedly affirmed their 
intention to make EMU succeed and to malce it do so according to the 
schedule and the critena of the Maastricht Treaty. They argue that EMU 
will consolidate the single market and create the necessary conditions for 
fair and productive competition; make investment more attractive, both 
in the Union and outside, and generally stimulate savmgs to provide the 
necessary funds for major infrastructure projects; and have a stabilismg 
effect on the international monetary system and preempt the speculation 
responsible for so much instability and uncertainty. 

The UK govenunent has stood aside from this consensus. Although 
its pro-European finance minister Kenneth Clarke has sought to produce 
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the conditions where the UK met the Maastricht convergence criteria the 
prime minister has poured scom on the EMU project. While the Bank of 
England has played a part in the work of the European Monetary Institute 
(EMI) in preparing for the euro, the goverrunent has taken no steps to 
give a the operational independence it needs to participate in the European 
Central Bank in 1999. And the UK has remamed doggedly outside the 
ERM and antagonistic to the notion of joining an ERM 2' to link the 
Ms' with the `pre-ins' in Stage Three. Because in Britain the argument 

for the single currency is flot yet won, it needs restating here.' 

WHY THE SINGLE MARKET NEEDS THE EURO 
At the heart of the case for EMU lies the need for greater stability of the 
European currencies. Like the North American Free Trade Agreement, 
where monetary union was not discussed, but unlike the USA itself, the 
European Union's large single market exists at present with separate 
national currencies most of winch are loosely connected mside the ERM 
within margins of 15%. The famous `level playing field' established by 
the EU for the free movement of capital (and goods, services and people) 
applies to freedom from exchange control, flot to the ironing out of 
exchange rate fluctuations. 

Uncertainty inhibas mvestment. In the early years of the single 
market, uncenainty about exchange rate fluctuations has proved to be a 
severe restraint on the investment decisions of manufacturing businesses. 
Even in low to rnedium-tech industries it talces up  io  five years to bring 
a new plant on stream Looking back over the past decade, business has 
had to cope with variations of 20% or more between European currencies. 
The effect of these fluctuations is even more dramatic because they occur 
flot progressively but suddenly, making a nonsense of pricing policy. 

Countries which have suffered particularly from speculative attacks 
on their currencies, and which have had to take measures to protect them, 
will almost certainly benefit by EMU from lower interest rates. The 
combination of lower rates and the removal of uncertainty will have a 
positive and cumulative effect on manufacturing confidence and 
mvestment This seems to be the view of a growing majority of British 
mdustrialists although the CBI plans its decision on EMU only in June 
1997, on the other side of the  generai  election. 

A single currency will save costs. Although banks will lose profit 
from their intra-European currency conversion, for the consumer the 
single currency will cut out the costs and exchange rate risks (and the 
fuss) of changing currencies across the internai borders of the EU It 
would help w make a reality of the freedom of movement of ordinary 
people. Big companies can generally keep transaction costs low and cope 
with short-term currency risk. But for smaller companies the elimination 
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of currency costs and risks are of substantial significance. Small and 
medium-sized enterprises have to pay a bigger share of their profits for 
currency transactions. many of them, for tint reason, are postponing 
entering the European single market altogether. As the small and medium- 
sized business sector is the most likely generator of new jobs, the 
removal of the currency differennal would be an important factor in 
greater employment opportunities as well as future economic growth. 
Capital market integration 
The creation of the European single market in 1993 and the Treaty of 
Maastricht, together with the globalisation of financial markets, has 
effectively liberalised all capital movements throughout the Union. This 
has introduced an element of instability that proved incompatible with 
the regime of semi-fixed exchange rates of the ERM. On 'Black 
Wednesday' in September 1992, Britain' s foreign exchange reserves 
were decimated as the equivalent of 5% of the country's pension and life 
assurance assets was hedged against sterling's depreciation. Although 

•foreign exchange reserves held by national central banks are considerably 
higher than they were twenty years ago, they are falling relative to the 
stock of financial assets within the EU As fiinded pension schemes 
outgrow state schemes and the stock of private assets continues to rise, 
the foreign exchange reserves of the member states appear increasingly 
diminutive. Instability in foreign exchange and capital markets in Europe 
(and elsewhere) is likely to continue to force national govemments to pay 
high nsk prerniums on interest rates in an attempt to moderate capital 
movements. Monetary policy has a choice of way forward• either member 
states find themselves forced to devalue their currencies thereby creating 
tensions within the single market that could in time lead to disintegration; 
or they enjoy sustained convergence between their economies, like 
Germany and Benelux where the mark franc and guilder enjoy a stable 
relationship. The latter is the route of the Maastricht Treaty. 

The USA is able to take advantage of a monetary union because of its 
high mobility of labour and capital. In the European Union, it is the scale 
of cross-border investment which matters most. As Delors indicated in 
his 1993 White Paper Growth, Competitiveness, Employment: the 
challenges and ways forward into the 21st century, a single currency 
would malce investment more attractive and would generally stimulate 
savings to provide the necessary funds for major infrastructure projects 
such as those providing the framework for the information society. 2  

Freedom of capital movement is a cornerstone of the single market. 
However, despite the success of the capital movements directive, the 
prime agents of freer capital movement, in particular Europe's pension 
funds, are still highly fragmentecl, both in structure and in investment 
orientation. The Commission sought but failed to get agreement to the 
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pension fund directive, introducing freedom of cross-border membership, 
freedom to provide the service of managing pension funds and freedom 
of cross-border investment of fund assets. The biggest obstacle to the 
liberalisation of occupational pension schemes was the desire by national 
governments to retain savings in their own capital markets with a view to 
fimding their own deficits. At present just two member states, the UK and 
the Netherlands, account for nearly nine-tenths of all private pension 
funds in the EU. But pension reform is spreading fast to other member 
states as public pensions schemes are stretched to brealung point by 
Europe' s increasingly ageing population. By the end of the decade, the 
size of assets under institutional management is likely w double. Indeed, 
were financial institutions throughout the EU to grow as large in relation 
to GNP as they are in the UK, assets under management would quadruple 
to some Ecu 6000 bn at current prices? 

The advent of monetary union, and particularly a single currency, will 
remove the remaining obstacles to greater capital mobility in Europe. A 
more uniform pricing of risk in the EU would improve the efficiency 
with which capital is allocated. Indeed the EU could become the largest 
and most liquid capital market in the world acting as a powerful magnet 
to investors from the USA and Japan. At the same time greater liquidity 
would raise financial asset prices, thereby reducing the cost of capital and 
leading to more risk-bearing equity being available to European industry 
The advent of monetary union would make it easier for member states 
and their regions to borrow in an integrated European bond market. A 
major difference between European EMU and some federal systems will 
be m the smaller scale of grant-aid finance from the EC budget w the 
penpheral or poorer regions via the cohesion and structural funds. But 
the extension of finance from public-private partnerships towards the 
building of Trans-European Networks could become very significant 
indeed.4  
The consequences of t'allure 
Not only would a single currency bring certain positive advantages, but 
it should also be borne in mind that failure to achieve the Maastricht 
objectives entails serious dangers for the single market and for the 
European Union itself. All EU governments, except Britain and Denmark, 
have bound themselves by Treaty to the aim of EMU If the objective 
now were to be abandoned or postponed indefinitely contrary to the 
Treaty's terms, it would be a most serious crisis of European mtegration. 
So those who oppose EMU had better be clear regarding what it is about 
the existing regime that they so admire. For a failed EMU and a retum to 
competitive devaluations of EU cun-encies would wealcen the single 
market more than if the goal of EMU had never been declared. 
Protectionism could well resurface. 
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The stalces on EMU have risen as the prospects for the IGC and the 
imminence of enlargement — have fallen. Were the reform of the 
political institutions of the Union to be blocked, European solidarity 
would be sustamed by malcing a success of the single currency. Should 
both  fai!,  it will be enlargement of the Union tint has to carry the extra 
burden of proof that European integration has not failed. Enlargement is 
an imperative, and it will probably happen at some day in almost any 
circumstances, but without EMU for the core member states and without 
an IGC resulting in strengthened institutions, an enlarged Union may 
well be too weak to prosper. 
Will it happen? 
In a formai sense, the question of EMU was settled at Maastricht. The 
current IGC may try studiously to ignore it by refusmg to revisit the 
economic part of the Treaty, but its progress is being much affected, first, 
by the chmate of the debate about EMU and, second, by the thorouglmess 
with winch the Commission and the EMI are preparing for the transition 
to Stage Three. Although the first can be ficlde, the second is proving to 
be effective, and many of the technical problems conceming the 
changeover are already resolved. 

The real difficulty is that of critical mass: how many member states 
can and should go forward to the smgle currency in the first tranche? In 
1996 we have seen a hectic, and somewhat unseemly, dash of the wealcer 
member states towards the convergence critena, giving cause for anxiety 
that all those who are selected may not be able to sustain their mutual 
convergence. Italy, for example, has always been an improbable candidate 
for 1999 on grounds of both economic and political instability, and a 
sudden plunge towards public finance discipline coupled with one-off 
budgetary manoeuvres is scarcely a credible basis for its inclusion. The 
fact is that  flot only a very small number but also a very large number of 
member states making the transition would lack both political conviction 
and market credibility. Both falce convergence and excessive rigidity will 
undermine the single currency. 

To assess the capability of states to malce the transition to Stage Three, 
the Maastricht Treaty set down five criteria conceming inflation, long- 
temi  mterest rates, exchange rates and govemment deficits and debt. In 
the table below we set out how those criteria are currently being met by 
the fifteen member states 

The recent recession has made the inflation criterion relatively easy to 
meet for a majority of countries, at least for the time being. Convergence 
is to  le defined as an annual rate of increase of consumer price indices flot 
more than 1.5% above the average of the three best performing states in 
the previous year. Thirteen out of the fifteen states, including the UK, are 
at present forecast to meet this cnterion in 1997. 
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THE EMU CONVERGENCE CRITERIA IN 1997 
Per cent 

price 
inflation 

Consumer Govt  

mterest 
long-term govt 

rate deficit/GDP 

Generai  Gross 
govt 
debt/GDP 

ERM 

Austria 1.9 	6.5 3.0 72 yes 
Belgium 2.1 6.8 2.9 127 yes 

2.4 7.2 0.3 68 yes Denmark 
Finland 1.0 6.2 2.2 62 yes 
France 1.4 6.3 3.0 58 yes 
Germany 1.7 	5.9 2.9 62 yes 
Greece 	8.9 14.8 6.5 109 no 
Ireland 2.2 	7.7 0.9 70 yes 
Italy 2.8 	8.8 3.3 122 yes 
Luxemb'g 2.1 5.1 - 0.5 9 yes 
Netherl'ds 2.0 6.7 2.5 79 yes 
Portugal 3.0 7.2 2.9 69 yes 
Spain 2.9 	8.1 3.0 67 yes 
Sweden 2.3 	8.3 2.9 78 no 
UK 2.4 8.3 3.5 57 no 
EU 15 	2.2 	8.4 3.0 74 
Three best 1.4 5.7 

2.9 	7.7 3.0 60 Ltmit 

Source: European Commission 

Under the Treaty, long-term rates must flot exceed by over 2% the 
average of those of the three best performing states in tenus of prtce 
stability. Ten states are forecast to achieve this in 1997. 

The exchange rate criterion, that a currency will have remained for at 
least two years within the 'normal fluctuation margins was drafted on 
the assumption that the ERM would continue to observe fis original 
margins of 2.25%. Followmg the August 1993 currency crisis, however, 
the band has been widened to 15% on either side. The European Council 
could interpret the Treaty criterion as meaning that a currency must be 
within a reasonably stable relationship with its peers for two years before 
a decision is made about Stage Three, although it is far from certain that 
Germany, for one, will accept less rigour than was originally envisaged. 
At present only Greece, Sweden and the UK remain outside the ERM. 

The main constraint of the Treaty (Article 104e) is that in Stage Three 
`member states  shah l avoid excessive govemment deficits'. The criteria 
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set are that deficits should flot be more than the reference value' of 3% 
of GDP and that the  generai  govemment gross debt should  flot be more 
than the value of 60% of GDP. Deficits can exceed 3% only if they have 
`dechned substantially and continuously and reached a level that cornes 
close to the reference value' or, altematively, the excess is `only exceptional 
and temporary' and `remains close to the reference value'. The decision 
can also take into account the amount of govemment investment 
expenditure and 'the medium-temi economie  and budgetary position of 
the Member State'. The debt/GDP ratio can exceed 60% only if the ratio 
is `sufficiently diminishmg and approaching the reference value at a 
satisfactory pace'. Of the two, the actual size of the deficit is the more 
important. The Treaty requires other factors to be taken into account by 
the Commission in deciding whether to invoke the excessive deficit 
procedure, including a budgetary review of the member state concemed. 

Any interpretation of the fiscal provisions of EMU depends on a 
political judgement about how the Commission and the Council will 
choose to apply the Maastricht criteria. The lingering shock of German 
reunification disappointing rates of growth, lower than anticipated tax 
revenues and stubbom public deficits have raised doubts about the ability 
of the EU to effect the transition  io  Stage Three of EMU by the appointed 
date of January 1999. A very great deal of the outcome depends on the 
rate of the recovery from the recession,  botti  individually and collectively. 
Not surprisingly, the Commission is more optimistic m its forecasts and 
assessments than is the EMI. 

On balance, we share the Commission' s judgement that it is the 
political commitment on the part of France and Germany, in particular, 
that will ensure  tint Stage Three goes ahead with at least an essential core 
of member states, provided that they satisfy a reasonable interpretation of 
the criteria. Some member states may fail to reduce their public debts and 
deficits to the reference values in 1997; but the notion that the Treaty sets 
rigid limes of 3% and 60% is a fallacy peddled equally by Eurosceptics 
and fiscal conservatives. Although the Bundestag has clanned the right to 
deterrnine whether the criteria have been properly fulfilled, it will surely 
accept the positive stance that Chancellor Kohl will certainly adopt, 
provided that the position regarding the critena is defensible. There is no 
evidence to suggest that in the elections to the Bundestag that must take 
place in October 1998 this scenario will be over-tumed. As for the 
European Council, the confidence with which à has reaffmned its faith 
in  EMU suggests in any case that the final decision when it cornes in 
spring 1998 will not be a mater of low tecluiocracy but of high politics. 

It may well be that the decision is talcen to restrict the initial core to 
Austria, Belgium, Denmark, Finland, France, Germany Ireland, 
Luxembourg and the Netherlands, although Spain, particularly, will 
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resist this and Denmark may fail to win a referendum on the issue. In 
any case, a new ERM will be in place to  lie  those who intend to make the 
transition by 2002. The UK is in danger of being on us  own in a third tier 
of EMU, set apart from those states, like Italy and Greece, who would 
join but can't, in a class reserved for those who could but won' t. We 
retum to this question at the end of the chapter 
'Men the time is right' 
One query raised by those who are not opposed in principle to EMU is: 
are we right  lo  be pursuing it now? Some have suggested that EMU in 
present conditions is too nsky and should be delayed, and that other self- 
adjusting methods of exchange rate management are feasible Even on 
the mainland, opinion has wavered. As is  lo  be expected of economists, 
conflicting analyses abound. No wonder the public seems perplexed. It is 
difficult  flot  to sympathise with ex-French President Valéry Giscard 
d'Estaing, one of the authors of the Exchange Rate Mechanism, who 
complained in February 1996: 

taxer, when one spealcs of the fourteen different currencies used in 
the Union, il  will seem like  apice.  When one explams that this was 
the system descnbed as  idea!,  that must be protected and preserved, 
all this will seem quite extraordinary'. 

The ment of the Maastricht route, however, is that  il  avoids the half- 
measures of the past While it is sufficiently gradualist to give most 
member states a fair chance of adapting their economies to be ready for 
currency union, it forces the pace of structural change. And there are 
strong political arguments against procrastmation.  Il  is a peculiar tactic to 
negotiate, sign and ratify a Treaty but then  lo  cast doubt on its 
implementation. The doctrine of unripe time a well-known feature of the 
Bntish debate about Europe, appears  lo  hold out no solutions even for a 
Germany that is  stili  suffering the shock of unification. Nor does 
procrastination appeal to the fmancial markets, which have already 
decided that EMU is to talce place on time, and have marked the cards of 
the 'Ms' 

It has been ag,reed that the actual introduction of new coinage and 
bank notes will be delayed until 2002. There will, therefore, be three 
years when national currencies are locked together and the control of 
money supply has passed to the European Central Bank before there is 
full currency union and euros are used as cash. There is a potential danger 
during this unavoidable transition period of heavy levels of conversion 
between currencies influenced largely by political factors. It will be 
important, therefore, to promote the maximum use of the euro in inter- 
bank transactions, and to persist with policies conducive to economic 
convergence To promote stability during the interregnum, there will at 
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least be a single monetary policy dedicated to providing ECB guarantees 
in  euros for any hard-pressed national currencies. 

In real terms, however, these matters are comparatively insignificant: 
what matters to business and to the citizen is savings in foreign exchange 
transactions, an end to currency instability that affects investment and 
growth and, above all, the chance to beat inflation for good. 

HOW THE EURO REGIME WILL WORK 
Nobody pretends that monetary union will happen without economic 
convergence between member states. Convergence, however, is flot the 
same as union — and a failure to make that distinction has confused the 
debate. In one sense the term `economic and monetary union' is 
misleading: a complete  economie  union would exist were ill the levers of 
economie  policy to be centralised — in other words, not only monetary 
policy but fiscal and other economic policies also. This is flot what is 
proposed for the European Union. The EMU of Maastricht does flot 
mean a single EU economy mn by a single goverrunent with a single 
budget and single taxation. There will  stili  be national debate on priorities 
for taxing and spendmg, provided tint the limits set for deficits are 
respected. The member states are, however, to regard their economic 
policies as a matter of conrunon concem' and to seek to coordinate them 
m Ecofin. There will be a single monetary policy, and the exchange rate 
policy of the euro will be set by the European Central Bank within the 
framework of any exchange rate system for the euro in relation to other 
currencies that may be detennined by the Council. 

Responsibility for monetary policy will be transferred from the member 
state level to the ECB, acting together with national central banks in the 
European System of Central Banks (ESCB). The ECB has a remit to 
pursue price stability, but the key question is how the convergence 
criteria will be interpreted once Stage Three has been reached. The 
stability pact requires the mutual surveillance of the economic policies of 
each euro member state, with programmes to correct imbalances subjected 
to the scrutiny of one' s partners. The agreed definition at the Dublin 
European Council in December 1996 of the `exceptional and temporary' 
circumstances  in which the 3% deficit lirnit can be breached is fairly 
convoluted, reflecting as il does a compromise between contrasting 
French and German concems. But the important point is that the sound 
management of public fmance in the euro-zone is now guaranteed. 

Less certain is how far problems will arise from the division of 
responsibility for monetary and fiscal policy, with monetary policy 
decided at Union level and fiscal policy by the member states (within the 
deficit limits). There may yet be problems in achieving a collective 
European fiscal stance that is both compatible with monetary policy and 
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appropriate for European macroeconomic circumstances. It is paradoxical 
that as member states' control of monetary policy reduces, their control 
of fiscal policy may need to grow in order to achieve their  individuai 
objectives for output and employment All this, however, will have to 
happen within the fiscal stance set by the euro regime, and in practice, 
therefore, governments freedom of manoeuvre in fiscal policy will be 
limited by the deficit and debt cnteria. They have now bound themselves 
to be disciplined, and the ultimate condition of EMU is that they prove 
themselves trustworthy in this regard and that their electorates grow 
to accept such discipline too. 

Although there is no necessary link between monetary union and 
other spheres of econornic policy, the highest lier of government in a 
union typically assumes responsibility for considerably more than 
macroeconomic policy. This is partly because there are efficiency 
arguments for involving the higher tier, as is recognised in the articulation 
of the principle of subsidiarity Equity arguments are, however also 
relevant, especially if the balance of costs and benefits of union differs 
between participants. In this regard, the role of the higher tier is to 
mediate between net winners and net losers. 

In the current political context a further transfer of power from 
member states to the EU is highly unlikely even if it were desirable. But 
it is worthwhile to ask how far the Union may be drawn into the  generai 
management of fiscal policy or in areas such as structural policies, 
regulation, jobs, welfare and redistribution policies It is after all, part of 
the case made against a single currency that it will mevitably lead to a 
strong central govemment, on the grounds that one carmot centrally 
detennine monetary policy without taking power to determine econornic 
policy centrally as well. 

In the EU at present, there are various common structural policies, 
includmg the CAP and pan-European research initiatives, as well as 
social cohesion and regional development funds. The scale of the 
transfers is certainly significant in the case of the poorer countries, 
recently forming as much as 7% of the GDP of Portugal, and is evidence 
of a significant political solidarity between member states. 

EU involvement in regulatory policies is substantial in key areas such 
as competition policy, extemal trade policy, health and safety and certain 
other aspects of labour regulation. The main thrust of the single market 
has been to establish a common regulatory framework and, despite the 
trend towards liberalisation, there are  stili  pressures withm the Commission 
and with some member states to extend regulation in the social field. By 
contrast the supranational tier currently has little or no say in job and 
welfare policies. The structural funds have some impact on training, but 
the scale of these operations is limited. On welfare and redistribution, the 
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role of the EU is lirnited to a Council recommendation on the objectives 
of social protection. 

It could be argued  tint the absence of the supranational fier from these 
social areas will become increasingly untenable as union  is consolidated. 
A key argument is that EMU itself affects the welfare of participants 
(both relatively and absolutely). This raises the issue, to which we return 
below, of the need for compensatory fiscal flows similar to those that 
played such a crucial role in the recent German monetary union. To put 
it a different way, the choices that are made in these areas will signal what 
lcind of union the EU is to become. At the moment, fiscal transfers are 
justified mainly for structural ends rather than for stabilisation or 
redistributive purposes No substantive change is proposed under the 
tenus of Stage Three of Maastricht, and none has been seriously proposed 
since. 

At present the EU budget amounts to only 1.22% of EU GDP: to 
increase it to a size that would allow for very much larger fiscal transfers 
between low unemployment and high unemployment regions postulates 
a sort of United States of Europe tint  few want. The route chosen by 
Maastricht, on the other hand imposes major constraints on public 
spending, including on that of the Union itself. Under EMU all states are 
obliged to undertake structural modernisation of their economies involving 
competition, liberalisation, education and training, in the expectation 
that, in time, the poorer states could achieve a level of economic 
performance comparable to that of the Union 's richest members. The 
lack of such structural reform would have the effect of dividing the 
Union between a rich federal core and a poorer periphery. Such a 
prospect is particularly alarrning to the governments of Spain, Portugal, 
Italy and Greece, but it also holds out a clear warning for the countries of 
Central Europe that are seelcing membership. 

The fact is that a significant increase in fiscal transfers between either 
existing or future member states of the Union is unlikely to occur both 
because of the political opposition of the richer states to paying for it and 
because of the budgetary discipline imposed on them by Maastricht 
Moreover, substantial fiscal transfers between member states are unlikely 
to be necessary if member states are properly convergent: fiscal transfers 
within member states will remain much more important. 

How the fiscal policy of the Union develops in practice will be largely 
the responsibility of Ecofin. The financial markets, watching very closely, 
will be much influenced by how tough the Council is prepared to be and 
by how much it takes on the character of an economic policy-malcing 
cabinet. Doubtless the French will be more keen on the second facet than 
the first. 
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The 'mal' economy 
It was mooted by some on the left that the TOC should broaden the EMU 
convergence criteria to include mdicators of `real' economic performance, 
such as long-term trends in employment, regional balance and growth. 
Except for the Swedish socialists, however, no govemment shows any 
mterest in disturbing the Maastricht package Economic and social 
progress already constitutes an objective of the EU that informs the 
whole context within which the euro is being developed and the ECB 
will  have to take into account the  generai  economic objectives of the 
Treaty. 

Real econornic indicators certainly matter to the success or otherwise 
of EMU: if they were expected to be negative for most or all member 
states, the intellectual case for EMU would be very wealc, and its political 
prospects negligible if the impact on the indicators is expected to be 
negative in any one state, its reluctance to join the EMU would be 
understandable. What is important, after all, is not EMU for its own salce 
but the pursuit of prudent monetary and fiscal policies; if one could 
always guarantee monetary and fiscal policies of such prudence as to 
make permanently fixed exchange rates a natural and credible outcome, 
a formai EMU would hardly be necessary, if one is condemned always 
to have imprudent monetary and fiscal policies, EMU will flot work. The 
convincing argument for EMU, therefore, lies in the proposition that its 
whole effect in terms of the added value of European integration in 
building a competitive social market economy and in increashig investment 
will benefit all, at least over the longer term. 

Nevertheless, unemployment remains one of the principal concems 
of those who are opposed or doubtful about EMU. In Chapter Seven we 
discuss how employment objectives should be more clearly spelled out 
in the Treaty. Here we consider the argument that in the present state of 
divergence between the real economies of the EU it would be dangerous 
to link currencies and jettison the safeguard of devaluation. 
Losing the right to devalue 
The Govemor of the Bank of England has put the nub of the case both for 
and against EMU. Eddie George agrees that sustained monetary and 
exchange rate stability within the European Union is wholly desirable 
and would substantially increase the benefits of the single market by 
improving the efficiency of resource allocation within Europe'. 5  He adds 
that the `econornic argument for monetary union is that it would deliver 
greater union-wide stability in practice, and, importantly, that it would 
carry greater conviction with investors that intra-European stability 
would be maintained mto the medium and long tenn His worry, 
however, is that given that monetary union removes the `safety valve' of 
exchange rate realignment within Europe so that this escape route would 
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no longer be available, persistent relative inflationary pressures in one 
part of the monetary union would tend to be punishecl by falling economic 
activity and rising unemployment'. 

'There are several reasons advanced for the need to keep the right to 
devalue: the need to deal with structural disparities in the level of 
unemployment in different EU states, the need to talce account of different 
economic cycles (Britain' s for example does flot seem to coincide with 
those of the rest of Europe) and to deal with outside shocks that may 
affect states differentially It is also argued that German monetary union 
shows the dangers of rushing into EMU too soon; and that Britain's (and 
others') unhappy experience of membership of the ERM, and its success 
on leaving it, demonstrates the case against linIcing exchange rates. 

We do flot believe, however, that the disparities m the levels of 
unemployment of member states — rangmg from Luxembourg at 3% to 
Spain at 21% — are an argument against EMU. Europe has lived with 
these disparities for many years during winch exchange rates have been 
flexible, which is consistent with the view that exchange rate adjustments 
do not affect levels of structural unemployment. The disparities are 
embedded in the economic, social and political development of — and 
often within — member states, and relate to different phases of 
modernisation and liberalisation (as well as to statistical variances). 
Structural unemployment is aggravated by imperfections in the labour 
market. They will take time to disappear, as economic reform and 
industrial investment and innovation transform the performance of the 
poorer member states. Structural unemployment is essentially a problem 
to be solved by the  individuai  member state and is in itself no bar to 
membership of the EMU if other factors are convergent and the political 
will is robust. 

What causes more concem in relation to the case for EMU is 
unemployment caused by cyclical factors, or differential shocks affecting 
individua!  states. Oil price shocks and the case of German unification are 
often cited as examples. What is sacrificed in the pooling of sovereig-nty 
represented by EMU is the ability to respond w idiosyncratic events in 
one member state by changing exchange rates. However it is very 
doubtful whether, in the closely integrated economies of Western Europe, 
outside shocks will affect member states differentially. They are much 
more likely to have a specific effect on particular industries or particular 
regions. Perhaps the taie test of real convergence is the ability of regional 
economies to recover without persistent unemployment. 

As for the different timing of the economic cycle, this is likely to be 
a temporary feature confined to the early stages of EMU. There is a 
strong argument, therefore, for introducing a contra-cyclical financing 
mechanism in the operation of Stage Three until member states begin to 
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perform to the same economic cycle. This would be of  special  benefit to 
the UK whose cycle is for historic reasons out of 'ciller with that of her 
major trading partners. Use of such a fund would have an overall neutral 
affect on the budgetary position of the Union over the medium tenn as it 
would replenish itself according to the economic cycles. 

Opponents of EMU argue that devaluation is the most effective way 
of resolving the problem of unemployment. States have used the right to 
devalue their sovereign currencies for a variety of reasons, ranging from 
wishful thinIcing to desperation. Whatever the circumstances, however, 
experience shows that the advantages of devaluation are all short-lived 

econometric evidence suggests a half life of between three and four 
years. While immediate competitive advantage boosts exports, falling 
currencies seldom mean lower interest rates in the longer term — indeed, 
rather the opposite, which means that borrowing becomes more expensive 
and long-term investment more difficult. Alter decades of living with a 
currency of falling international value, the British public know very well 
that the `pound in the pocket' does not retain its purchasing power. By 
way of compensation, falling currencies lead to higher wage demands. 
Where salary mcreases outstrip the growth of productivity, we have 
inflation. Inflation further reduces the value of money. If this process 
continues, the all-too-familiar pattern of econornic decline sets in. 

Sterling has declined in value against the Deutschmark over the past 
thirty years, and the pound is now worth one fifth of its value in 1965 
The evidence suggests that, given the UK 's high level of trade 
interdependence with the EU, devaluation is not an effective way to 
adjust, save in circumstances such as the bottom of the recession in 1992. 
That experience was exceptional for several reasons. First, the UK 
recovery from economic stagnation had actually begun before the currency 
crisis. Second, the recession was so bad and unemployment so high that 
there was enough slack in the British economy to absorb the shock of 
devaluation both in terms of a surge in expons and a nse in domestic 
demand. Third, although UK exports soared, so  dici  world trade, which, 
in 1994 at 9%, showed the fastest growth for twenty years For this 
reason, the French were able to resist the strong temptation to follow the 
British in a competitive devaluation and chose to stick with their franc 
fort policy: France, in other words, preferred parity with Germany, 
despite adverse social consequences in tenns of unemployment, to parity 
with Britain. 

The decision in the UK about whether or not to pin EMU will be 
based in part — and despite the post-1992 experience — on ils long- 
standing apparent inability to use depreciation effectively. Will 
participation in Stage Three of EMU be the best way of reforming 
economic performance? Could the Bank of England and the Treasury 
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pursue price stability in a systematic manner without joining Stage 
Three? Altematively, would the financial markets have the same 
confidence in an independent British monetary policy as they would in 
the monetary policy of the ECB and Ecofin? We retum to these questions 
m the final section. 

Have the currency crises smce the signing of the Treaty of Maastricht 
obviated the case for EMU? Tt is  taie  that these crises have exposed the 
wealcnesses in the Exchange Rate Mechanism. But Stage Three is crucially 
different to the ERM in that it removes all uncertamty regarding exchange 
rates between the member states. It eliminates at a stroke all destabilising 
currency speculation within that part of the single market that is able and 
willing to participate. 

In other words, there is a world of difference between a European 
Monetary System based on a grid of semi-fixed exchange rates (the 
ERM) and the single currency in an EMU. The former almost invites 
speculation especially as the nominal exchange rates in the ERM got 
frozen after 1987 as people started erroneously to consider the system as 
a precursor to real monetary union. As the President of the European 
Monetary Institute, Alexandre Lamfalussy, has observed, for a whole 
series of reasons, good and bad, it was  flot possible to make the ERM 
function for long enough as it was designed to do, namely as a fixed but 
adjustable system of exchange rates. 

Britam's debate has been distorted by its own  baci experience of the 
ERM.  li should  flot  be forgotten, however, that the UK decision in 
October 1990 to join the ERM could hardly have been taken at a worse 
time. Sterling entered the ERM without negotiation when it was probably 
10% overvalued and the DM was 10% undervalued. Recessionary 
pressures started to build up soon aftcr the UK joined — and the British 
labour market did  flot  respond. The costs of overvaluation became 
increasingly clear and profit margins were squeezed, particularly in the 
export sector, leading to a substantial rise in unemployment. Tt would 
have been possible to announce the date of British entry to the ERM in 
advance, while at the same time announcing a significant reduction in 
interest rates. The effect would have been to depress the entry rate of 
exchange substantially. Such a policy could even have achieved some of 
the benefits of Black Wednesday, when sterling was forced out of the 
system two years later, without incurring its costs. 
Lessons frorn German unification 
One of the factors which disturbed the smooth implementation of 
Maastricht and has since been cited as a warning against premature EMU 
was the severe shock dealt to the German economy and the rest of the 
European economic and financial system by the unification of Germany. 
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This led to a policy of budgetary expansion balanced by monetary 
restriction which forced up Gennany 's short-term mterest rates. 

But the lessons of German unification for EMU are severely limited. 
The disparities between the two Gerrnanys were huge, infinitely greater 
than• the divergences between any of the candidates for EMU membership. 
In the German case, fiscal transfers eastwards amounted to 4% of GDP 
because German unification was a unique case of monetary union between 
two wholly disparate economies without any time to seek convergence, 
and at an exchange rate ludicrously out of line with unit labour costs. The 
`shocks' that could be expected withm EMU are unlikely to be in this 
order of magnitude even if the Union were  io  be unable to keep member 
states' deficits within 3% of GDP. In the euro-zone exchange rates may 
be over-valued by 20% at the most in Gennany the Ostmark was over- 
valued (according to the black-market) by 400%! 

Further, despite the enormous differences in productivity between 
East and West Germany, there have been huge transfers due to the 
alignment of social security benfits and irresistible pressures towards 
harmonisation of wage rates. Germany, after all, became one country. 
The force of the argument for wage equalisation between East and West 
Berlin, for example, was clearly very different from that affecting wage 
rates in the separate member states of the EU. There is no reason to 
suppose that a measure of wage differentiation to compensate for different 
rates of productivity cannot be maintained within EMU, as a has so far 
within the single market. 
Questions of accountability 
It is axiomatic that the imposition of a single currency needs to command 
a popular consensus and the new monetary institutions need to acquire 
quickly a high public reputation The Treaty of Maastricht was 
disappointing in this regard Although the EMU parts of the Treaty are by 
far the largest, most detailed and best prepared, they suffer from being 
unclear to all but a specialist readership. Moreover, the lines of formai 
democratic accountability are wealc. 

Hans Tietmeyer, the President of the Bundesbank on which the ECB 
is modelled, has emphasised repeatedly the need for a strong and 
democratic political framework to seeure a context of polifical legitimacy 
and sound general policy within which an independent central bank can 
perfonn  ils function of ensuring currency stability. Critics have argued 
that the comparative disregard by the Bundesbank of the social implications 
of their tight monetary policy would be perpetuated by the European 
Central Bank under EMU. 

It is a mistake, however, to think of the BundesbanIc as a monetarist 
deus ex machina: in fact, it successfully combines independence with 
accountability. Above all the Bundesbank is a  federai  institution, rooted 
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in the strong culture of German provincial banks, all of which have close 
relations with both sides of industry, the professions and the political 
parties. The development of EMU depends on how representative and 
federal the Union itself becomes — in other words how power is 
decentralised within the European System of Central Banks and how 
articulate regional and industrial interests become in the European 
dimension. 

Mr Tietmeyer expects the ECB to be able to perform the same crucial 
rote of underpinning price stability upon which the German social 
market economy has been based.  'Anglo-Saxons' he says, `expect 
volatility in financial markets and for the central bank actively to manage 
interest rates by responding to every up and down of the business cycle: 
they  stili  do flot understand what the Bundesbank is up to' . 6  

The benefits of an  economie framework of price stability in the 
European Union would be particularly substantial for countnes such as 
the UK which have been bedevilled in the post-war period by stop-go 
policies that have exaggerated rather than smoothed cyclical fluctuations. 

The important Goveming Council of the ECB, which will meet 
monthly, is made up of the fifteen govemors of the national central banks 
and the six independent govemors of the ECB The Goveming Council 
is a form of co-decision between supranational and national authorities 
The national bank governors will remain accountable to their respective 
national parliaments. For decisions of the Governing Council, votes shahl 
be weighted accordmg to the national central batiks' share in the subscribed 
capital of the ECB and decisions shall be adopted by a qualified majority 
representing at least two-thirds of the capital and half of the shareholders. 
(A ' shareholder' is every member state having made the transition to 
Stage Three ) 

The six Executive Board members of the ECB each with one vote, 
are to be appointed for a non-renewable term of eight years by the 
European Council after having consulted the Goveming Council of the 
ECB and the European Parliament. The bankers will malce an annual 
report to the Europe= Council Ecofin the Commission and Parliament, 
including published accounts. The ECB shall be under the jurisdiction of 
the European Court of Justice, and enjoys with the other EU institutions, 
the status of privileged litigant. The assent of the European Parliament is 
requtred if the statutes of the  ESCE  are to be changed, more significant 
changes need a Treaty amendment via the ordinary (and tricky) processes. 

The European Central Bank will, of course, meet in secret and, unlike 
Ecofin, will not be expected to leak half-truths to representatives of the 
media. The President and members of the Bank and indeed, of Ecofin 
may under present  mies appear before the European Parliament, but we 
believe that more transparency and parliamentary scrutiny are desirable 
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in the three areas of economic guidelines, multilateral surveillance and 
excessive deficit procedures. 

At present, under the terms of Maastricht, Ecofin can act by qualified 
majority without consulting the Parliament The European Parliament, 
however, has direct representative responsibihties too and it should be 
allowed to play a part in establishing the crucial democratic consensus 
over the direction of economic polie)/ under EMU We propose, therefore, 
that the Parliament should at least be given consultative rights over the 
application of the excessive deficit procedure. The political effect of this 
reform would be that the economic and social objectives of the Treaty 
would be assured of receiving equal prominence with the monetary 
convergence critena. We also propose that the appointment of the members 
of the executive board of the European Central Bank should require the 
assent of the European Parliament. This would be a stronger version of 
the procedure that currently pertains to the appointment of the Court of 
Auditors, where the Parhament is merely asked for its opinion on the 
relative ments of the candidates. 

SHOULD BRITAIN TAKE PART? 
We have examined above the cnteria and timetable and implications for 
the Union of the transition  io  Stage 'Three Our broad conclusion is that, 
despite some uncertainties, Economic and Monetary Union is both 
technically feasible and economically desirable and that, therefore, il 
should and will come to pass. The question now is should Britam take 
part" In the case of certain member states, for example Germany and the 
Netherlands, the economic case for a monetary union is very strong. It is 
less obviously so for Britain, but, on balance, our judgement is positive. 

Opponents of integration argue that even if the federal core of member 
states of the Union form an optimal currency area the UK is in a 
qualitatively different position because it is flot so well integrated. it has 
different trading and foreign investment patterns, and it is subject to 
special influences, such as the dollar exchange rate and oil prices, which 
malce it more al risk to asyrnmetric shocks Tt was partly for these reasons 
that the government negotiated in the Treaty of Maastricht a right to 'opt- 
out' from participation in Stage Three. 

So the decision for Britain is not just difficult for  politica!  reasons. We 
have to be sure that it is in the British economic interest to pursue 
European integration — and we have to make up our minds fast If the 
UK continues to equivocate, it will play an increasingly marginal role in 
the ESCB and Ecofm. If and whenever the UK decides to participate in 
EMU it can do so without a Treaty revision: the 1996 IGC, then, need not 
le involved — although British credibility and influence in the IGC, and 
m the Union more generally, would be much strengthened by a political 
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decision to proceed. One thing is quite clear hoping that Britain's 
partners will  flot go ahead without Britain will flot stop them from doing 
so. 

Retaining autonomy in monetary policy, however, is bound to have 
an appeal for any British government, flot least because the 1992 
devaluation appears to have been pulled off successfully. But as we noted 
above, the important issues are the interpretation of the convergence 
criteria, the manner in which Monetary Union is likely to operate the 
quality of economic policies that are expected to flow from it and the 
degree to which the British economy is already integrated with that of its 
European Union partners It is in respect of these matters that Bntain's 
choice on whether or flot to participate should be taken. 

There are two conflicting characteristics of the recent performance 
and behaviour of the British economy that bear on the effects of non- 
participation in EMU The first is the fact that the supply-side of the 
British economy has become progressively more integrated with Europe. 
Joint ventures and other alliances between major British manufacturers 
and continental partners follow an industrial logic attuned to the European 
market. The financial markets continue to integrate in Europe and, 
increasingly, on a global level. Trade and competition policy are an EU 
responsibility. And the UK s relative success in attracting inward 
investment depends on its role in Europe. 

Yet there is a disjunction between Britain's economic cycles and 
those of our principal European partners, notably Gerrnany. It can be 
argued that if this cyclical disjunction persists, the UK would be 
disadvantaged by policies set to reflect the circumstances of the broad 
mass of the European economy. This is why we have advocated a 
strongcr contra-cyclical mechanism. Equally,  il could be that potential 
gains from supply-side integration are diminished because the UK's 
macroeconomy is out of step, and that enthusiastic participation in EMU 
would allow a more coherent path of economic development At present, 
the UK's competitive position is adequate and EMU would help to lock 
it into that position and avoid the backsliding that habitually mars Bntish 
domestic recoveries Inside EMU the UK will be well-placed to talce 
advantage of its relative labour market flexibility. 

The principal advantages likely to be gained by Britain from 
membership of EMU are lower inflation and lower interest rates, with all 
the  beneficiai  consequences that flow for investment and employment 
The evidence is overwhelrning. No British govemment has been able to 
keep inflation as low as the rates achieved consistently over the years by 
the German Bundesbank: in fact, over the past twenty-five years UK 
inflation has averaged more than twice that of Germany. 
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The Govemor of the Bank of England, no less, has supported the view 
that the European  Cenni  Bank is likely to mn a better monetary policy 
than most national governments. With an independent ECB, British 
political parties will no longer be able to offer the electorate inflationary 
tax breaks* interest rates will flot need to be luked in order to save the 
pound; inflation will flot be stoked by devaluation. The lower interest 
rates that would almost certainly follow from leaving monetary policy to 
the ECB, and the end of the need to defend the pound, would flot only 
help to increase investment but would be a very concrete benefit for all 
those struggling to pay off their mortgage. Lastly, as a member of the 
European Central Bank, Mr George will have more influence over EU 
interest rates than he does now over Germany 's. 
VVhat happens if the UK stays out 
If Britain stays out, EMU will be weakened. The addition of sterling to 
the weight of pooled national currencies would be most valuable in 
building the euro's role as an international reserve currency, with global 
contracts designated in euros, thereby removing uncertainty for European 
exporters. EMU plus the UK would contribute greatly to world financial 
stability — a goal which is jeopardised every day with the passage of one 
trillion dollars across global markets A euro comprising the DM and 
sterling would have equal importance in world trade with the dollar. 

That staying out of EMU would reduce Britain' s influence in European 
policy-malcing is self-evident. Less obvious is what impact this would 
have. Switzerland, despite some apprehensions, does flot obviously 
suffer from being surrounded by a European Union in which it has no 
formal voice. But Switzerland is small enough to be more or less politely 
ignored. Britain, as Europe's largest financial centre, is flot, and would be 
seen as a major irritant and treated •accordingly. In addition to political 
isolation, the UK would suffer all the main consequences of exclusion 
and margmalisation which typically affect peripheral regions. These 
include a risk prernium in the cost of capital; restricted access to relevant 
networks; a lack of influence in the setting of ailes and standards with 
damage to indigenous business interests; continued fuss and cost for 
British travellers on the continent; diminished attractiveness to foreign 
mvestors concerned to access the European market; and obstacles for 
businesses seeking to sell to or invest in Europe, who will continue to 
face costs which their competitors no longer face. 

It is often alleged that Europe matters less because everyone' s future 
lies m se,curing a big share in the Pacifie rim markets. Certainly these 
markets are proving profitable — for most — now. But they include 
highly unstable countries, and the risk is high. The fact that the UK trades 
m the Far East does not affect the case for EMU. In fact, a single currency 
would further dirninish risk inside Europe with greater potential for 
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expansion there, and would certainly reinforce the UK's position in 
trade, development and, flot  least, political negotiations with China. 
Further Britain will be less well placed to compete in Asia if its industry 
is less competitive than its European riyals because it would face higher 
interest rates outside the EMU. 

If the single currency goes ahead without Britain, the pound will 
continue to be subject to damaging speculation requiring the UK to keep 
a risk premium on interest rates over our competitors in the EU (The 
present EMU opt-out means that UK  long-tenu  interest rates are already 
about 1 5% higher than those of as principal competitors, France and 
Gennany.) The Bank of England has argued that London has always 
been an off-shore island, and that the City may become more competitive 
if UK banks remain free of continental non-interest bearing reserve 
requirements. But the City may lose business to lis continental rivais as 
the euro emerges as a major world currency to rival the dollar and the 
yen: it will need to deal in and supply the euro market whatever happens, 
and to have to do so from outside EMU would surely put British banks 
at a competitive disadvantage. It is also claimed that US and Japanese 
multinational investors prefer Britain's off-shore, low labour cost 
economy. But the likelihood must be that most foreign companies will be 
anxious to locate new factories inside  flot  outside the new currency 
union. 
ms,  pre-ins and outs 
A separate set of issues concems the relationship between the 'Ms' (those 
who make the transition to the euro in 1999), the tre-ins' (those who 
cannot) and outs' (Denmark and the UK who may choose  io  opt out 
altogether). Pre-ins will have no say in the adoption of the conversion 
rates at which the euro currencies will be irrevocably fixed. They will  flot  
participate in the definition of monetary policy; nor cari they elect the 
executive board of the ECB. But they will participate in the new ERM 
and will continue to be a member of Ecofin and the ES  CB.  

The UK is resisting the idea that a new or revised ERM is needed after 
Stage Three w associate the euro with those currencies that do flot  join. 
But at the informai meeting of Ecofin in Verona in  Aprii  1996, British 
objections were overruled and outline agreement was reached on setting 
up a new ERM. (It will be sealed at the Amsterdam European Council in 
June 1997.) Under the proposed new arrangement, membership will not 
be compulsory — which factor sets up another imminent and hazardous 
decision for the British cabinet. h is likely to be up to the ECB and not a 
member state government to trigger currency realignment, although the 
Bank will have only a limited obligation  io  intervene to support the 
currencies of those outside the core. Another important difference between 
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the old and new style ERM is  tint  it will anchor exchange rates in broad 
bands around the euro rather than, as at present, around each other. An 
ERM on these  limes  is likely to be more stable. In our view, Britain would 
be wise to indicate as early as it reasonably can a change of heart 
Time to decide 
There is everywhere much speculation about the spring 1998 decision 
except, apparently, within the ranks of the British cabinet which has 
taken the view that the histone moment is yet too far off to contemplate. 
The govemment has refused to budge from its official position that a 
decision about UK transition to Stage Three of EMU will be taken as and 
when circumstances permit. The evolution of the politics of the 
Conservative party, however, have reduced the chances that a Conservative 
govenunent will be able to take the plunge whatever the circumstances. 
Labour, too, is indecisive, saying that the issue of the single currency 
must be determmed by a hard-headed look at its economic practicalities' .7  

The irony is that both the current and putative Chancellor of the 
Exchequer are committed in any case to meeting the Maastricht 
convergence criteria because they appear to malce sound economic sense 
in their own right A reforming govemment should also be prepared to 
give the Bank of England what Mr George wants, which is statutory 
independence of the Treasury with a mandate from Parliament to pursue 
price stability. 

Because the final shape of the single currency regime matters  io  
Britain whether a is in or out, a UK govemment no matter what its 
political persuasion must continue  io  participate fully in the EU 
negotiations over the details of monetary policy and the conversion plans 
for the single currency, and it should be working hard to prepare the City 
of London, too. Whether the UK goes in or flot, il  needs to continue to 
improve the competitiveness of its real economy in terms of unit labour 
costs, levels of structural unemployment, and, especially, productivity. 
This is the essence of the real economic convergence which has been 
put forward by the Labour party as a condition for British entry into Stage 
Three. 

The least difficult option for Britain in the circumstances would be to 
wait and see if the single currency is a success and then decide whether 
to pin or not. But by that time the method of operation of the euro regime 
will be entrenched. Another option would be in effeet to lease out the 
conduct of UK monetary policy to the ECB by locking sterling to the 
euro for a defmite period. But this begs the questions, first, whether the 
contract would be accepted by its EU partners; second, whether it would 
be tested to destruction by the markets; and tlurd, whether such a 
tentative approach would really instil the desirable long-term discipline. 
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The British dilemma 
The inevitability of a UK  generai  election in the middle of the tricky set 
of choices about EMU complicates matters for the  politica!  parties 
Given that the decision will have to be made very soon  alter the election, 
the conduct of the campaign will do no good to British democracy if the 
parties do flot  take up clear positions on EMU. The replacement of 
sterling by the euro will be the single most important issue of the next 
parliament, and, with the IGC and Scottish Home Rule, will tend to 
dominate it. EMU has profound economic and constitutional implications 
for the UK and deserves to be treated by  boit  parliament and the media 
with more seriousness and more urgency. The  generai  public, commerce 
and industry must be allowed to prepare themselves properly for the 
currency reform, and need clear leadership to do so. Dissembling and 
prevarication about EMU would surely result  in  cynicism and disillusion 

Given the economic threshold required, the political opt-out serves 
little useful purpose and merely heightens uncertamty It is undeniable 
that the opt-out reduces British influence in all aspects of EMU, as is 
evident, alas, in the choice of name for the new currency. Further 
procrastination would further limit the UK's influence over the remaining 
transitional arrangements including the pooling of reserves. There is 
always the additional danger that indifference to British views about 
EMU could well be succeeded by discrimination against the UK 
threatening the integrity of the single market, fuelling more speculation 
about the future of sterling and forcing a hilcing of mterest rates. The City 
of London would probably be the first to suffer, vulnerable as it is to 
being wealcened in the euro, foreign exchange, banking, bond, equity and 
derivatives markets Already, fears have been expressed about how, if 
the UK were out, the London banking sector could be penahsed in using 
TARGET, the proposed payments system.' 

British adoption of the euro would provide a frarnework for other 
policies that are needed to improve the performance of the economy. The 
single currency should make a substantial contribution to growth, 
competitiveness and employment. In order to create a zone of monetary 
stability, it is in the British interest that France and Germany proceed as 
quickly as possible to the single currency even if the UK stays out. But 
UK membership would help to strengthen the euro as well as the British 
economy 

The move to EMU is the most important step taken by the European 
Union since it was founded. Nobody should underestimate the momentum 
now behind it. It is quite acceptable for states which share the common 
aim but are not yet ready for the single currency to have extra time to 
make the transition to Stage Three. But if Britain refused to qualify when 
with an act of political will it could do so, it would be turning  ils  back on 
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the conunon purpose. It would certainly be seen as a parting of the ways 
between the UK and the rest of the Union. 

In our view, therefore, there is an overwhelming case for the UK now 
to declare that à will use its best endeavours to participate in Stage Three 
at the earliest possible opportunity. This il should do on the basis of the 
first Queen's Speech followed by a White Paper, in the new Parliament. 
The next govemment should commit itself at the outset to joining the 
ERM 2 and to giving autonomy to the Bank of England. That the UK 
may well after all comply with the convergence critena by 1997-98 
malces these initiatives far from academic, although the ultimate decision 
about whether to proceed or not will reside with the House of Commons 
followed, probably, by a referendum. But il  will be up to the govemment 
of the day to promote the euro for its positive advantages, lower costs and 
durable value. We are confident that such a strategy well-handled would 
come to command cross-party consensus and wide public support. 

For a full discussion of the politics, economics and practicalities of EMU, see 
Graham Bishop, José Pérez and Sammy van Tuyll (eds), User Guide to the Euro, 
London, Federal Trust, 1996; and Christopher Johnson, In With the Euro, Out With 
the Pound: the single currency for Britain, London, Penguin, 1996. 
2  See Harry Cowie and John Pinder (eds), A Recovery Strategy for Europe,  London, 
Federal Trust, 1993. 
3  See the Federal Trust Report by Dick Taverne, The Pension Time Bomb in 
Europe, London, Federal Trust, 1995. 
4  See the Federal Trust Report by Harry Cowie, Private Partnerships and Public 
Networks in Europe, London,  Federa!  Trust, 1996. 
5  Churchill Memorial Lecture, Luxembourg, 21 February 1995. 
6  Hans Tietmeyer interviewed by Will Hutton in The Guardian, 16 March 1995. 
7  New Labour, New Life for Britain, London, Labour Party, July 1996. 
8  Wonderfully, TARGET is the Trans-European Automated Real-time Gross 
settlement Express Transfer. 
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Chapter Three 

Building the Union 
The achievements of the European Union are due to its capacity to deal 
with a fundamental problem for politics today: the continumg growth of 
interdependence. The member states can no longer conduct effective 
independent policies in fields where interdependence is far advanced: 
trade, where a &in mutilai commitment is required to maintain an open 
market; currency, where the alternative to integration is flot independence 
but domination by the strongest; the environment, where cross-border 
pollution requires common measures of control; and security, where the 
member states have been almost entirely reliant on American protection, 
but where Europeans now have to shoulder more of the responsibility 
themselves 

Europeans including the British, need to work together intensively in 
these fields The institutional question is how. There are two contrasting 
views of this, with a spectrum in between One relies on intergovernmental 
cooperation, using as far as possible traditional diplomatie methods. The 
other regards the institutions developed by the European Corrununity as 
more effective for many purposes and having greater democratic potential, 
and seeks to enhance their effectiveness and democracy. This book takes 
the latter view. What this could mean in detail is considered later. Here 
we summarise what we see as the strengths and weaknesses of the 
institutions. 

The Court of Justice has successfully ensured the rule of law for 
matters of Comrnunity competence, without which the single market, to 
take one example, would have no real substance. The principal problem 
is the Court' s lack of jurisdiction in, ironically, the field of justice and 
interior affairs 

The Council, where the member states are represented by their 
mmisters, has been the Union ' s principal legislator and has taken 
substantial executive responsibility. The procedure of voting by qualified 
majority applies to most EC legislation (that is, the first 'pilla? of 
Maastricht) and the single market programme has shown it to be much 
more efficient than the unanimity procedure that prevailed before. British 
reactions to majority voting are defensive. But many British interests in 
the Union could flot be secured without it. The single market is one 
example; CAP reform and the conclusion of the Uruguay Round of 
GATT are others. 
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Of course, a member state must accept that it may be defeated in the 
Council, but without a system of qualified majonty vote (QMV) it would 
surely flot be possible for the Union to deal with the problems that result 
from interdependence which the member states can no longer resolve on 
their own. Formai sovereignty of member states or parhaments does not 
benefit the citizen where there is no real autonomy. This is a painful 
lesson for those who hold positions of national power to learn. But it will 
be more painful to ignore it. In the other two pillars of Maastricht, that is 
the Cornmon Foreign and Security Policy and the Cooperation in Justice 
and Home Affairs, unanimity remains the mie The question is whether 
that can be sustained, particularly as the number of member states 
mcreases. 

Topping the Council is the European Council containing the heads of 
member states' govenunents. The Maastricht Treaty charged the European 
Council with giving the Union the necessary impetus for its development' 
and defining its 'generai political guidelines' (Article D), and il continues 
to develop these roles. 

Although a principal function of the Council is to enact laws, its 
method of work is more lice the of a diplomatie conference than of a 
normal legislature. Of course the member states have to be represented in 
the system. But the way the Council has worked raises problems for 
democracies based on the principle of representative govenunent. An 
answer to this problem has been found in the directly elected European 
Parliament which has been given increasing powers by successive 
amending treaties and has on the whole played a constructive part, for 
example, agam, in relation to the single market legislation. There are 
proposais at the IGC to enhance the Parliament s powers. 

The Union would not work without an effective executive or without 
an institution to articulate the common interest.  li is not credible that the 
Council, or its network of committees bringing together officiais from all 
the member states, could provide this. Thus the Commission perfonns a 
crucial function. Contrary to the picture painted by sections of the media 
and some politicians, the Commission is a rather small body, smaller 
than the average govemment deparunent. Most of the execution of EU 
policy is carried out by the bureaucracies of the member states. But some 
policies, such as competition, have to be undertaken independently of 
them; and there has to be a check as to whether what is agreed at EU level 
is in fact donc. These are among the functions of the Commission. 
Hostility to the Commission, seen as an enemy of Britain is misguided. 
The Commission has in fact been among Britain's best allies for reform 
of the CAP, liberal trade policies, the single market control of state aids, 
and, when it was the major problem for British policy, the UK's 
contribution to the budget. Spleen vented against the Commission too 
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often reflects frustration against the facts of interdependence, with which 
the Commission has been helping to deal But while the balance is 
positive, the Commission has its defects, some of which the IGC should 
help to remove. 
The IGC and institutional reform 
The IGC should work to improve the Union ' s institutions, flot to broaden 
the range of its competences. In the first chapter we explained why the 
Union and its institutions need substantial reform. Institutional tinkering 
will not measure up to the challenges the Union has to confront. 
Enlargement, the single currency and insecurity to the East complicate 
the matter of goveming Europe; and popular &satisfaction with the 
fornì  of democracy represented by the Union accentuates the problem. 
All these things make it urgent that the EU institutions be made more 
effective, democratic and citizen-friendly. 

Our principal aims are to open up the Council to press and public and 
improve the accountability of the mimsters to their parliaments; to make 
decision-taking more efficient by reducing the scope of the unanimity 
procedure; to simplify and extend the co-decision between European 
Parliament and Council; to streamline the Commission; and to guarantee 
the citizens' fundamental rights. 

Without substantial results along such  unes, there will be the danger 
for Europe that the Union will be progressively weakened, and for 
Britain that a core group of states led by France and Germany will seek 
to remedy this by proceeding with deeper integration on their own. The 
UK needs to avoid such an outcome in order flot to repeat previous 
experience of failure to be in at the start and joining later on less 
favourable terrils. A strong and democratic European Union is in the 
mterests of Britain as much as of any other member state. Rather than 
opting out, Britain should seek to fuld ways in which states that are 
indeed unable to participate from the start can have derogations until 
such time as they can fully participate in the core, which should be 
progressively enlarged so as to include all member states of the Union. 
The Reflection Group set up to prepare the IGC and which reported in 
December 1995, confmned that the IGC should find a way to move 
ahead on such hiles 	although no detailed exarnination of `flexibility' 
was made.' 
Making the Union work for the citizen 
The Maastricht Treaty provides that all nationals of the member states are 
citizens of the Union with consequent rights and duties (Article 8). No 
duties are listed and only a few rights, conceming free movement, local 
and European elections, consular protection, seeking the help of the 
Ombudsman, and petitioning the European Parliament. Many other 
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rights are scattered throughout the Treaty, relating for example to freedom 
to pursue econornic activity in any member state and equality between 
men and women. But there has been no attempt to list them prominently 
in the Treaty so that citizens can readily know what they are 

The Treaty does not, indeed, give any impression that citizens are 
central to the Union. Yet the Union will not provide the benefits of which 
it is capable, perhaps flot even survive, without the citizens' wholehearted 
support; and that will not be forthcoming unless the Union is working for 
them, responding to them and seen  io  be doing so. The Union needs to 
malce  ils institutions more responsive to the citizens, and the Treaty 
should make their rights, and how they are to be guaranteed, crystal clear. 

Article F of the Maastricht Treaty goes some way to clef -me the rights 
that the Union ' s institutions are to respect, by reference to the European 
Convention on Human Rights and Fundamental Freedoms and to 'the 
constitutional traditions common to the Member States . But that article 
is then excluded by Article L from the jurisdiction of the Court of Justice. 
The Treaty should assure citizens that they have tins means of redress 
against actions of the Union. The guarantee should also be strengthened, 
as it is in all member states, by the Community acceding to the European 
Convention. We return to these matters in Chapter Six. 

The `constitutional traditions common to the member states' include 
the nght to elect representatives who enact laws and control the executive. 
While the EU has moved in that direction, it  stili  falls quite far short. The 
govemance of the Union is complicated, obscure and Hale understood by 
the citizens. This has given rise to a campaign for the drafting of a proper 
constitution for the Union, led by the European Parliament which wants 
a constitution of a federal type with co-decision majority voting in the 
Council and responsibility of the Commission to the Parliament, together 
with citizenship based on the Union ' s own Bill of Rights. It is vital, 
however, that such a document be very thoroughly prepared. The IGC 
should provide for this process of preparation. Meanwhile the Union' s 
existmg legislative process, while very much better than no legislative 
process at  ali,  needs to be simplified and made more efficient and casier 
for citizens to understand and to influence. 

LAW-MAKING IN THE UNION 
The European Union is founded on law contained in the Treaties and in 
legislation enacted by the institutions. The benefits of the nile of law that 
this makes possible include not only the strength of the single market but 
also the fact that cross-frontier disputes are now resolved in the courts 
rather than through relationships based on relative power. But many 
people remain unaware of the benefits -  partly because it is hard to get 



used to the multinational application of a principle that was formerly so 
predommantly national; partly because too much of the law-making 
process is obscure and remote from the citizen. 

Obscurity and remoteness are flot the only problems. Efficiency 
matters  toc The legislative process devised for the Treaty of Rome was 
logica!, with the Commission identifying the common European interest 
and the Council ensuring that the law proposed by the Commission 
corresponded with the ministers views of their national interests. The 
Treaty provided for the phased introduction of qualified majority voting 
on most subjects, to avoid the paralysis that could result from a perpetual 
search for unanirnity and the wealcness of decisions based on the lowest 
cornmon denominator. President de Gaulle' s insistence on retaining the 
veto inhibited effective decisions in the Council for two decades, 
preventmg among other things the passage of the legislation required to 
complete the single market. 

When QMV became normal for such legislation, following agreement 
on the Single European Act, the vast legislative programme required was 
carried through in flot much more than five years. Even if ministers 
continued to seek consensus, this was more readily reached under what 
has been called 'the shadow of the vote', with compromise spurred by the 
fear of being voted down; and when necessary to reach a decision, votes 
*ere indeed taken Even if each member state had its grievances about 
particular laws all were content that the programme as a whole had been 
enacted. Thus the value of majority voting was demonstrated in practice. 
The UK has intensified its hostility to the use of QMV and has tabled 
proposals to the IGC that seek to curb voting over harmonisation of 
taxation workers' rights and free movement of people. We regret this. In 
our view, QMV should be applied more widely to make the Union more 
generally effective, especially as the further enlargement of the Union 
will make unanimity yet harder to attain 
The Council 
QMV already applies to most fields of Community legislation, though 
not to most of the decisions to be taken in the Union s other two pillars. 
Decisions that have the more constitutional implications such as treaty 
amendment, accession of new member states and the ceiling of own 
resources' — that is, of tax revenue allocated to the EU — are still subject 
to unanimity. The European Parliament, in its proposais for the IGC, Ms 
not sought to change these constitutional and quasi-constitutional 
exceptions to the use of QMV. Unanimity will however be found 
increasingly impracticable in the future as the number of member states 
continues to increase, so that a very high qualified majonty may have to 
be devised for at least some of these decisions But there is already 
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inadequate justification for requirmg unanimity for decisions on matters 
such as extension of citizenslup rights (Articles 8a & 8e), the reform of 
the structural funds (Article 130d), the framework programmes for 
research and technological development (Article 1301.1) or envirotunent 
policy (Article 130s.2). They should be transferred to qualified majority 
voting before the number of member states is further increased. 

Another issue that must be tackled by the IGC is the Council' s voting 
system. The balance between larger and smaller states m the Union has 
already been disturbed by the recent enlargement; and since most of the 
candidates to come are small, each successive enlargement will increase 
the risk that states containing a large majority of the population of the 
Union will be outvoted in the Council by coalitions of smaller states. A 
sensible reform of the voting system, therefore, would be to adjust the 
weighting of votes, for example, as in the table below (Article 148). This 
redresses the balance between big and small states in favour of the 
former, but without losing the in-buta bias towards the rights of minorities 
that is characteristic of federal systems. 

VOTES IN THE COUNCIL 

Now New Pop. (m) 

Austria 4 	3 	8 
Belgium 5 	4 10 
Denmark 3 	2 	5 
Finland 3 	2 	5 
France 	10 9 	59 
Germany 	10 10 84 
Gre,ece 	5 	4 10 
Ireland 3 	2 	4 
Italy 10 9 	57 
Luxemb'rg 2 1 0.4 
Netherl'ds 5 	5 16 
Portugal 5 	4 10 
Spain 8 	7 	40 
Sweden 4 	3 	9 
UK 10 9 	60 
Total 74 	383 87 
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lit would also be possible to alter the threshold at which a blocking 
minority applies. At present a qualified majority is fonned by 71% of the 
votes. The UK govemment has argued for dus to be increased to 78%, 
but this, clearly, would make decision-malcmg more difficult. 

Another possible change would require that each decision be accepted 
by a 'double majonty': both a weighted qualified majority and a quahfied 
majonty of the states with one vote each. Such a procedure is already 
provided for the Cornrnon Foreign and Security Policy (Article J.3.2) and 
the Cooperation in Justice and Home Affairs (Article K 4.3) and this 
procedure (ideally, a simplified version — say two-thirds of states) could 
be more widely applied, especially if voting were ever to replace unanimity 
in the quasi-constitutional matters referred to earlier. 

The Council could also choose to modify its presidency, which is 
occupied at present by each member state in tum for six months at a time. 
The tum as president helps to integrate each member state in the Union 
system. But there are serious defects: the very long time, already over 
seven years, before a member state's tum comes round again; the 
interruption of business due to changes in priorities as between 
presidencies; and the variable capacity to deal with problems of foreign 
and security policy in particular. 

'These defects have led to suggestions that the future system be based 
on the troika', which bnngs together the current preceding and succeeding 
presidencies. Such a group of states could remain in office for longer 
periods of say a year Some proposais would arrange the troikas, at 
present based essentially on the alphabetical order for the succession of 
Presidencies, so that each would include one of the larger states. The 
Group of Refiection appeared to favour the idea of annual team 
presidencies' of, say, four member states. Yet others would compose 
regional groups of states. There was also an early French proposai that 
the Council elect its president for a period of up to three years, but this 
proposai postulates, as do many French proposais, the emergence of a 
directory of the large member states. Here we stay with the troika without 
special privileges for larger states, whose record in the presidency is 
often no better and arguably worse than that of their smaller partners. 

An additional way to make the Council more coherent would be to 
strengthen the element of continuity in the member states' delegations to 
it. The governments are represented m each Council by the nunisters 
departmentally responsible for the subject with which that Council deals: 
agriculture, transport and so on. The element of continuity in the 
delegations that these nunisters lead is provided at official level. Better 
pohtical coordination, both horizontally within govemments and vertically 
with national parliaments, would be achieved if a special minister for EU 
affairs were also to participate in all Council meetings. 
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Legislation is enacted by the Council without press or public access 
and without a published record of proceedings. While there has recently 
been a certain opening up of some legislative sessions, public knowledge 
of the proceedings is  stili  mainly derived,  flot from a proper official 
record, but from the often highly coloured and conflicting accounts given 
to the press by  individuai  ministers. Since the process takes the form of 
an intergovernmental negotiation, the diplomatie method of work is 
understandable. But the pnnciple of representative government, that 
laws should be enacted by representatives of the citizens answerable for 
their performance at elections, should flot be forgotten. While the Council 
has produced considerable results, for example with the single market 
programme, fis way of conducting business does not match up to proper 
standards of democratic accountability. 

Michael Heseltine has explained the ministers are `too busy to spend 
more than 5 to 10% of their time on the Council's affairs . They fly in 
read out their speech, listen wearily to eleven other speeches, then 
frequently find that it is too late to come to a conclusion, and take the next 
plane home'. So, he writes, much of the power lies with 'a myriad of 
bodies staffecl by the civil servants' of the member states Without the 
work of their civil servants, rninisters would indeed be unable to cope 
with their responsibilities in the Council. That is inevitable, given the 
nature of this curious legislative body. But the wealcness of the means of 
accountablity of the ministers for their performance is a major problem. 
It is  flot surprising if cinzens are uneasy. We propose that all the 
Council's legislative sessions be open to the press and public and a full 
official record be published together with relevant documents. Those 
who know the Council well predict that decisive discussion will, if the 
formal proceedings are public, take place elsewhere — as they do indeed 
in national politics. But public formai sessions, at which ministers should 
present their grounds for supporting or opposing the law in question, 
would nevertheless provide a sounder basis for their accountability, and 
would be seen by the citizens to do so. There is likewise a need for greater 
parliamentary control over the process, with respect to the roles of both 
the European Parliament and the member states' parliaments 
National parhaments 
Much  hp-service is paid by govenunents, especially the British and the 
French but also the Group of Reflection, to the idea that national 
parliaments need and deserve an enhanced role in EU affairs One 
advantage of more interaction between MPs and Brussels would be a 
greater level of awareness on the part of the former about the European 
dimension to national politics. However, if EU legislation had to be 
approved by fifteen, and eventually perhaps twice as many member 
states' parliaments, there would be no EU legislation. As Mr Heseltme 
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put it, reacting te the idea that the UK parliament might itself exercise 
control over EU institutions it is unrealistic to believe that it could ever 
have effective control or that other national parliaments, singly or acting 
together, could create an effective control mechanism'. 

One proposai emerged early on from Gaullist and Euro-sceptical 
sources that sought to establish a permanent EU chamber of national 
parliamentarians to sit alongside the Council and European Parliament. 
This would be a reversion to a parharnentary body of the type timt the EC 
had before MEPs were directly elected in 1979. But the EU' s legislative 
process is already complicated enough without complicating it further 
with a third chamber that would necessarily be less effective than the 
European Parliament because  ils members, lilce the ministers in the 
Council but without the support they get from their officiais, would be 
part-timers whose mandate would be different and whose main attention 
would be engaged elsewhere. In our view, members of national parhaments 
would be better occupied ensuring proper accountability of their own 
rninisters m the Council and woricing with members of the European 
Parliament to feed their concems into its legislative work. 

The European Parliament and member states' parliaments need each 
other's help. Because much of the Union's policy is executed by the 
member states, the European Parliament cannot properly scrutinise the 
execution without the cooperation of their parliaments. The checking of 
fraud connected with the Corrunon Agricultural Policy is a clear example. 
Joint standing conunittees of MPs and MEPs could be particularly useful 
m such matters, as well as in followmg the progress of the Common 
Foreign and Security Policy and the Cooperation in Justice and Home 
Affairs. Ministers, Commissioners and the management of bodies such 
as Europol could be required to appear before them and reports would be 
made to both the European and national parliaments. Such committees 
should be set up now, without waiting for the outcome of the IGC. The 
quicker transmission of documents from the Council to national 
parliaments would also help matters, and some enhancement of the status 
of COSAC the existing joint cornmittee of national EU affairs committees, 
would be appropriate. But ultimately it is difficult to avoid the conclusion 
that the root of the problem with national parliaments lies in their own 
disposition and unsatisfactory working practices. 

It has been proposed that national delegations to the legislative 
sessions of the Council could mclude national MPs as observers. There 
are understandable fears that stronger accountability could degenerate 
into such close control over the Council by the member states' parliaments 
as  lo  turn  il de facto lino a legislature of fifteen parliaments. But a Council 
with madequate accountability will in the long mn be ineffective because 
people will not regard the laws il enacts as genuinely legitimate. There 
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has to be a balance between the right of ministers in the Council to use 
their own judgement and that of the parliaments from whom they derive 
their legitimacy to hold them accountable; and that balance can surely flot 
be based on secrecy of the Council's legislative sessions and lack of 
lcnowledge among MPs. 

We also propose that member states' parliaments have the same 
access to the Court of Justice as the Union' s institutions over questions 
of ultra vires. This means that the House of Cornons could require the 
Court to review the legality of an EU act on the grounds that the 
institutions were not competent to act, had flot observed essential 
procedures, had misused their powers or mfringed the Treaty or EU law 
The European Parliament 
The legislative role that the founding EC Treaties gave the European 
Parliament (then called Assembly) was consultative. But the difficulty of 
making the Council accountable, and a desire to move doser to the 
principles of representative govemment, brought the member states to 
accept a graduai strengthening of the Parliament' s role in the course of 
four amending Treaties. The first two, in 1970 and 1975, gave it budgetary 
powers, on the insistence of the Dutch Parliament in particular, which 
could  flot accept that the tax money which was to pass direct to the 
Community should escape parliamentary control. Since EC expenditure 
could hardly be controlled by the several parliaments of the member 
states, budgetary powers for the European Parliament were the only 
viable solution. Then in 1987, with the ratification of the Single European 
Act, the Parliament' s legislative powers were increased, particularly in 
view of the vast legislative programme Io complete the single market; 
and the Maastricht Treaty further enhanced the Parliament's powers. 

The Parliament has moved far towards co-legislation with the Council 
with respect to the budget, so that the two arms a the budgetary authority 
act much like the two chambers of a federal legislature. Member states 
have, however, exerted themselves to keep preponderant power over the 
agricultural budget in the Council, without, it must be said, covering 
themselves with glory in that field 

The cooperation procedure, devised in the Single Act mainly for 
single market legislation, allows the Parliament to propose amendments 
which,  if accepted by the Commission, can be rejected by the Council 
only if a is unanimous and the Parliament can move rejection which 
again, the Council can override only by unanimity. The Commission 
often does support the Parliament as a result of which over half of its 
amendments have been accepted by the Council. Maastricht extended 
the cooperation procedure (Article 189c), includuig to some aspects of 
EMU, though not to the agricultural policy, where the Council continues 
to be the exclusive legislature. 
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The Maastricht Treaty also introduced the procedure of co-decision 
(Article 189b), which requires that legislanon be accepted by both the 
Council and the Parliament in fifteen fields of Conununity competence, 
including the single market and the free movement of labour This 
procedure allows the Parliament to propose amendments in a second 
reading; and when the Council does flot agree with the amendments, the 
Conciliation Committee has to be convened, in which representatives of 
Parliament and Council seek agreement on a final text. The Council is 
encouraged to cooperate by the prospect tlmt the Parliament may fmally 
reject the bill, which co-decision gives it the right to do definitively. 

The assent procedure, introduced by the Single Act and extended by 
Maastricht, also requires acceptance by both the Council and the 
Parliament, but gives the Parliament no right to propose amendments. 
The Single Act applied this procedure to Treaties of accession and 
association, and the Maastricht Treaty added a range of international 
agreements and some internal matters, including the free movement of 
citizens and the uniforrn electoral procedure 

Thus the Parliament has a real share of law-making power as well as 
substantial influence. It has been the butt of criticism, particularly in 
Britain. John Major, for example, has a low opinion of the legitimacy of 
the European Parliament on the grounds that turnout for its elections is 
lbw — although he declines to question the credibility of the US President 
or Congress for whose elections turnout is significantly lower. Mr Major 
also criticises the political party system in the European Parliament as 
being unrepresentative and incoherent — although if that is so, il is 
largely due to the unsettling impact of the unique British winner-takes-all 
electoral system, which induces very wide swings. In all other countries 
and in Northern Ireland, the representation is proportional, so tint seats 
won broadly match votes cast. 

The Treaty requirement of a uniform electoral procedure (Article 
138 3) was intended to make the elections a fully European event in 
which citizens would vote on European issues. The UK's refusai so far 
to agree to a uniform procedure is widely seen by Britain's partners to 
reflect indifference about the fate of the Parliament. A proposai that 
would allow considerable diversity among the member states within a 
framework of common principles has been tabled at the IGC While any 
system  tint could attract a European consensus would inevitably be 
proportional, it is important the agreed uniform system also encourages 
the development of both the regional and the European dimensions to EU 
politics. The latter, especially, would hep to attract more leading European 
politicians into the Parliament and would help to build European  politica! 
parties. It is vital for any reforming government in Britain that the IGC 
should agree upon a uniform electoral procedure along such unes to be 
introduced in good time for the next elections in 1999. One side-effect of • 
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introducing PR for the European elections is that EU politics in Britain 
might be encouraged to become less adversarial and more bipartisan. 

The picture of a ruritanian parliament based on a pitiable tum-out is 
flot a fair one. Under Klaus Hansch, President of the Parliament from 
mid-1994 to end-1996, considerable strides have been made by MEPs in 
sharpening up their act, reducing absenteeism and weeding out corruption. 
Despite its deficiencies, the European Parliament has on the whole used 
its powers quite well; it deserves both ,  more responsibility and more 
respect. 

The argument for strengthening the European Parliament rests firmly 
on the need to apply the principles of representative govemment to those 
matters that their mutual interdependence renders the member states 
unable to govem effectively on their own. It is the task of the MEPs to 
represent the citizen. The Council represents the member states. Unless 
the principle of representative govenunent is rejected, the onus of proof 
is surely on those who contest the need for the Parliament to have 
legislative power. 

The fear of many British MPs that more power for Strasbourg means 
less for Westminster is misplaced Their legislative power, in fields of 
EU competence, has already been given by Treaty to the Council. Their 
influence over British ministers in the Council remains. The European 
Parliament cannot overrule the Council, for under any system of co- 
legislation both have to accept the laws. If national MPs frustrate MEPs 
m their efforts to become full partners with the Council in the legislative 
processes of the Union, only ministers and officiais gain. At present the 
Council can ignore the European Parliament except where co-decision or 
the assent procedure applies; and it can ignore the member states' 
parliaments save when the Treaty is to be amended or the ceiling on the 
Union's budgetary resources is to be raised. 

John Major believes that a further increase in the powers of the 
European Parliament would be premature. But delay carnes risks. Public 
disillusion with the Union presents serious dangers; and citizens' loyalty 
to the Union s institutions will not be encouraged by keeping the 
Parhament as a icind of half-way house. The British view stands in 
marked contrast to that of the German political leadership, including the 
President of the Bundesbank and the German Constitutional Court which, 
m its judgment on the case brought against the constitutionality of the 
Maastricht Treaty, said it was 'crucial ... the the development of the 
democratic foundations of the Union ke,eps pace with integration'; and 
went on to observe that `increasingly as the European nations grow 
together, democratic legitimacy is conferred within the structure of the 
European Union by the European Parliamene. 4  This judgment can be 
understood to require the German government to seek further extension 
of the Parliament's powers at the IGC. 
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The Conservative govemment may hope that a French predilection 
for govemmental institutions, represented by the Council and the European 
Council, rather t'un parliamentary ones, will help to resist German 
pressure over the European Parliament's powers. But the partnership 
with Germany and the need to sustain Gennan commitment to EMU are 
important enough to move France to concede sig -nificant progress towards 
European parliamentary democracy. Almost all other member states 
appear corrunitted to strengthening the Parliament, from newly-joined 
Scandinavians m the North to Mediterranean countries that joined the 
Conununity in the 1980s precisely in order w consolidate their new 
democracies. The widespread concem to strengthen the powers of the 
Parliament is justified. It would be very sad if Britain with the longest 
parliamentary tradition in Europe, were to be the chief stumbling block 

The enlargement to Central Europe will strain the institutions, so it is 
better that reforms such as the strengthening of the Parliament be 
undertalcen in time for them to be digested first; and it is fairer to the 
newcomers that they should see in advance what it is they will be joining. 
It is highly advisable then tint a ceiling be placed by this IGC to the size 
of the Parliament — at, say 700 members — and a formula be agreed to 
ensure this. And, above all, there is an overwhelming case for moving to 
a system in which  approvai  of laws by both the Council and the Parliament 
is the nonn, together with a simplification of the legislative procedures 
that will malce them more comprehensible to those who are flot imrnersed 
m the process. 
The rise of co-decision 
The simplest and most comprehensible reform would be to apply the 
procedure of co-dccision cstablished by the Maastricht Treaty, amended 
to take account of the experience gained meanwhile, to virtually all 
legislation. One simplification of the procedure would be to enact laws 
unmediately if the Council accepts the amendments proposed by the 
Parliament after its first reading, instead of proceeding with a second 
reading as at present. Another would be for the Parliament, if it decides 
neither to adopt nor to amend the common position' that the Council 
proposes to it to convene inunediately the Conciliation Committee to 
find out whether an accommodation may be possible. This conciliation 
process should be subject to the same disciplines of open government as 
we are urging on the Council: transparency at the conciliation stage 
would also be a potentially rich mine of information for the media and for 
national parliamentarians. We show in the table below a proposai for a 
simplified co-decision procedure along such hiles The procedure could 
also be made more efficient by setting strict time limits for the stages in 
the procedure for which the Council is responsible, as has already been 
done for the Parliament. 
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PROPOSAL FOR A SIMPL11-gIED CO-DECISION PROCEDURE 
(ARTICLE 189b) 

Commission 
proposes 

European Parliament .04 	 ro. Council 
consult 

‘F approves or amends 

'1!  Council 

convenes 

approves convenes 

Conciliation Conunittee 

disagreement agreement 

Council and EP 	Council or EP 
approve 	does not approve 

law adopted 	 law not adopted 
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We have seen above how the scope of QMV in the Council should be 
extended to new areas of poltcy. The UK has also vehemently opposed 
this as well as extension of the scope of the co-decision procedure, 
although its present compass is distinctly arbitrary One way of 
rationalising law-making in the Union is to establish a  legai  classification 
of laws — in Euro-jargon a `hierarchy of norms' — with major acts 
deterrnining principles and the outline mies of implementation, with 
subsidiary measures prescribing in more detail, to which different 
categories of decision-malcing could then apply. But the UK has opposed 
this reform too. To avoid tins blockage the European Commission is 
hoping that the IGC will be able to establish broad political criteiia for the 
defmition of legislation to which co-decision must apply consistently. 
Clearly, EU acts must be binding and they must be designed to achieve 
directly an explicit objective of the Treaty. They must pass the subsidiarity 
test. They must be legislative and not executive in character. Lastly their 
classification must be as objective as possible in order to avoid continuing 
inter-mstitutional baffles. 

Besides co-decision, the other major procedure that should be retained 
is that of assent, which could be extended to apply both to the revenue 
celling and to Treaty amendments, as well as to association and accession 
agreements Here again the Parliament, without being able to oblige the 
Council or the member states  io  accept changes they did flot want would 
be required to take ifs share of accountability to the citizens. 

The procedure of consultation would  remali  mostly in the field of 
Common Foreign and Security Policy. This, together with the Parliament' s 
role with respect to the Cooperation in Justice and Home Affairs, is 
considered later. These changes taken together imply that the cooperation 
procedure (Article 189c) should be phased out, and that only three 
decision-making procedures would then remain: co-decision, consultation 
and assent. 

As far as the budget is concerned, the present procedures, which are 
a variant of co-legislation, need  io  be adapted so the agricultural spending 
ceases to be regarded as a special preserve of the Council (Article 203). 
Parliament 's influence over the CAP has increased since medium-term 
financial perspectives' were introduced in 1988, bringing with them a 

joint control to ensure tint the ceilings for agricultural as well as other 
main categories of expenditure are respected. But it would be reassuring 
to have proper parliamentary control in tins field stipulated in the Treaty 
too. The distinction between compulsory expenditure', which includes 
agriculture, and 'non-compulsory expenditure', which includes almost 
everything else, should be abolished. A more radical reform would be to 
treat the CAP more like any other aspect of the single market, by bringing 
it under the auspices of Article 100a (as opposed to Article 43). That 
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would have the effect flot only of increasing parliamentary scrutiny but 
also of reinforcing consumer protection. 

With regard to wider budgetary questions, Members of the European 
Parliament should be obliged to shouider their share of the responsibility 
for the size and  forni  of the revenue for the budget as well as for its 
expenditure. This would flot enable them  io  force the Council to raise the 
revenue ceilmgs, but would require them to share the task of justifying 
the level and form of taxation w the citizens they represent. 
The European Commission 
More even than the European Parliament, the Commission has been the 
butt of British media and politics, and is •often biamed for what the 
Council has done. The Commission is often attacked because it is flot 
elected and therefore flot democratically responsible. The implication 
seems to be that the Council should have responsibility as the Union ' s 
executive But democratic control of the Council is, as Mr Heseitine 
pointed out, almost impossible to envisage; and an executive without 
proper democratic control can surely not be acceptable. Nor would such 
a complete fusion of legislative and executive powers in one body be 
healthy. Nor, for that matter, is it conceivable that the Council could be 
an effective executive. Even where execution is largely delegated to the 
administrations of the member states, there has to be a body independent 
of those administrations to ensure that n is bemg properly carried out; and 
in fields such as competition policy, where the administration cannot be 
delegated, the Council and its conamittees of officiais do flot present a 
plausible alternative to the Commission. One of the wealcnesses of the 
EU is indeed, that the Council keeps too many executive functions to 
itself, particularly by means of control of implementing regulations. We 
shall return to this. But given the difficulties of execution by the Council, 
which will escalate as the number of member states expands, it is 
surprising that so many critics fail to consider ways of malcing the 
Commission more responsible. 

There have been proposais that the Commission, or at least its 
President, be directly elected, as in the US presidential system. Almost all 
member states, however, enjoy parliamentary government, and the Union 
has been moving steadily in that direction over many years. The European 
Parliament's approval of Jacques Santer and the new Commission early 
m 1995 demonstrated the effectiveness of the new powers accorded it by 
the Maastricht Treaty The Treaty (Article 158 2) provides that the 
governments consult the Parliament before nominating the President  'by  
cornmon accord' then consult the nominee about the other members of 
the Commission, before presenting their nominations for the Commission 
as a whole to the Parliament for its approval, winch the Parliarnent is 
entitied to withhold. Thus the Parliament can reject the Commission 
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explicitly and, it appears to follow, the President implicitly, since if the 
goverrunents persisted in nommating a President of whom the Parliament 
disapproved,  a  would surely then reject the Commission as a whole. But 
while Maastricht has thus taken the Commission quite far towards 
becoming a parliamentary executive, the need to reach a compromise 
caused this to be done in a way that is  flot  very clear to the citizens and 
is, indeed, inherently ambiguous It would be better to make the 
Parliament's right to approve the President explicit. Jacques Santer went 
further in his inaugural address to the Parliament in January 1995, 
suggesting that it might choose one among a list of candidates presented 
by the governments. Radicals would like the Parliament to be able to 
recall  individuai  Commissioners as well as the entire college (Article 
144). 

Along with the charge that it is unelected, the Commission is often 
accused of behig inefficient. Although it has suffered from  ail the 
problems of managing a multinational executive, the Commission has 
played an indispensable part in making the Union work. Despite this 
notable performance, however, reform of as management, organisation 
and mies of procedure is required. While this is mainly a matter for the 
Commission itself, the IGC should consider whether Treaty arnendment 
could also help to improve  lis  efficiency. For example, the President of 
the Commission might be usefully given the power to re-shuffle or even 
dismiss a member. 

A subject that is under consideration is the number of Commissioners. 
There are at present twenty, two each from the larger member states and 
one each from the others If these criteria are used after further enlargement 
the Commission could become intolerably unwieldy. One proposai  is to 
reduce the number of Commissioners so tlmt each would have charge of 
a major portfolio. That could at present imply, say, a dozen Commissioners. 
This suggestion was put forward by the French and seems now to have 
won the support of the Germons — but one can only speculate about how 
either would react to a Commission without a French or German member. 
The fact is  tint  those states from which there is no national in the 
Commission would feel alienated, and no state is likely to accept the loss 
of their right to a Comrnissioner. The Commissioners should, however, 
be lhnited to a maximum of one per member state. Since the number of 
Commissioners will nevertheless be quite large, there is much to be said 
for increasing the number of Vice-Presidents from the two stipulated by 
the Maastricht Treaty so that the President, together with the Vice- 
Presidents who would each be responsible for a major portfolio, could 
comprise a fonn of limer cabinet. 

Above all, however, the most important thing is that the Commission' s 
right of initiative should be preserved at all costs and where, as in the 
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second and third pillars, it is restricted it should be perrnitted. Some 
members of the British govemment have sought to curb the power of the 
Commission 'They have seen quite rightly, that the independence of that 
body is the spirit which fuels the motor of integration. 'Those who care for 
the European Union, however, must defend the Commission 's authority 
m its basic respects while flot being uncritical of its bureaucratie 
performance. 
Delegated legislation 
A further cause of inefficiency in the execution of EU law and policy is 
the complex and cumbersome system of delegated, or implementing, 
legislation. Ali legislatures need to provide for such delegation, because 
there is too much detail in the govemance of a modem polity for the 
legislature to cope with it ail; and the legislature should flot try to become 
the executive. The question is how and where to draw the fine. 

In the UK the delegation talces the form of Statutory Instruments. 
Most of these have the force of law when issued but may be annulled on 
request of either House within forty days, flot counting those on which 
Parliament is m recess. For some of the most signifient Instruments, 
however, enactment has to await  approvai  by Parliament. Each Instrument 
must be accepted or rejected as a whole- and a Joint Committee of  botti  
Houses reviews them ail to ensure that correct procedures are followed. 

The British system works fair-1y well. But the sarne cannot be said of 
the Union's. The Council and its committees of officiais interfere too 
much in the Commission' s executive function, prejudicing efficiency 
and deepening opacity. In place of the two procedures in Britain, the 
Council .has no fewer than seven procedures for supervising the 
Commission's implementing decisions. There are the `advisory 
committees', which provide the benefit of liaison with the officiais of 
member states without hampering the Commission' s execution of EU 
business. 'There are two procedures for 'management corrunittees', 
whereby a qualified majority of the member states' officiais can delay the 
application of the Commission' s texts or refer them to the Council. Given 
the requirement of a qualified majority to prevent the Commission from 
acting, these committees have flot interfered too much in the Commission' s 
executive task. Then there are two more procedures for `regulatory 
committees', which require only a blocking minority to delay or refer; 
and these can seriously impede the dispatch of business by the 
Commission. Finally there are two more procedures whereby any member 
state can refer a safeguard measure, taken to protect an industrial sector 
from uncomfortable imports, to the Council for a variety of further 
decisions. 

These Byzantine arrangements dubbed `comitology' cry out for 
simplification and reforrn. This was the intention of Article 10 of the 
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Single Act and of Declaration 16 attached to the Maastricht Treaty 
presaging consideration by the next IGC of the hierarchy between 
different categories of act so as to distinguish between more important 
and less important legislation and to clarify whose responsibility it is to 
do what. The Bntish aim should surely be to improve the Union's 
efficiency by moving as fast as possible towards a system such as the one 
that works quite well in Westminster and Whitehall. Without such 
movement, the present system would detenorate exponentially m une 
with future enlargements. 

Once the implementing legislation has been passed, most of the 
consequent executive function is performed by the civil services in the 
member states. This enables the Commission to remain a rather small 
organisation, confmed mainly to the drafting of legislation and the 
oversight of ils execution, while itself being directly responsible for only 
a limited range of executive tasks. But while the principle of delegated 
administration is sound, it does depend on adequate supervision of the 
performance of member states' civil services. Those states that do flot 
fulfil their obligations can underrnine the effectiveness of the Union and 
gain unfair advantages over those tint do. This is felt keenly by the 
British government, which pressed successfully for sanctions to be 
stipulated by the Maastricht Treaty in the form of fines that the Court of 
Justice can, on proposai of the Commission impose on offending member 
states. The Court of Auditors has indicated, however, that all remains far 
from well, at least as regards fraud and lax financial control by member 
states in spending EU money; and the same may be surmised with respect 
to other aspects of member states' execution of their EU obligations. 

The British government is rightly pursuing ways in which the next 
IGC could agree to clean up this rather murky corner of the Union's 
affairs. One way would be to require that each government should 
stipulate how it will carry out its share of implementation of the laws 
enacted in the Council. Govemments may choose different ways to fulfil 
their  legai  obligations, but their choice would be transparent, subject w 
peer rev iew and more readily monitored by parliaments, local 
govemments, the Court of Auditors and the Commission. But the 
Commission should also act more effectively to ensure tint proper 
implementation does in fact take place. h has until recently been much 
absorbed m the legislative programme to complete the single market. 
Now that is largely complete, the Commission should concentrate on 
ensuring that the laws are properly implemented For this it needs 
adequate staff, for which the Union' s budget should provide, and  legai 
powers, which are a malter for the IGC. The IGC should act to strengthen 
the Commission' s powers to ensure the implementation of EU laws and 
policies as well as to check fraud and lax financial control and to bring the 
perpetrators to book. 
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As we have seen, proposais to establish an appropriate hierarchy of 
EU acts also have the intention of confining the content of European laws 
to the essentials, while leaving the details to the member states EU law 
should comprise a minimal framework that defines the rights and duties 
of citizens and  legai  persons, provides for a level playing field and non- 
discrimination, stipulates strict control over the spending of EU money, 
and lays down any other essential principles and Mes. This was the 
intention of the original definition, m the Rome Treaty of a Community 
directive: that it should be binding regarding the `result  io  be achieved' 
but leave the member states to enact their own legislation as to the 
choice of form and methods' (Article 189). One might expect that their 

representatives in the Council would ensure that member states retain the 
degree of autonomy offered by the directive, and that their MPs would 
seek to keep them up to the mark in this. But, although the single market 
programme, with its new approach to standards developed a technique 
that applied the principle of subsidiarity, it seems that the potential of the 
directive for doing so has not m  generai  been adequately exploited. The 
IGC should seek ways to ensure  tint fuller use is made of  li,  while at the 
same time ensuring that the Commission has the resources required to 
check that member states' legislation does in fact provide properly for the 
realisation of the `result to be achieved'. 
The Court of Justice 
One of the greatest merits of the European Union has been the mie of law 
applied without discrimination direct to individuals, companies member 
states and institutions. EU law has been administered mainly by the 
courts of member states but with the European Court of Justice in 
Luxembourg at the apex of the system, within the whole range of 
Community competence: economic, environmental and to some extent 
social. 

There are those who resent what they see as an `activist Court of 
Justice. Doubtless that institution is  noi  perfect But it has played an 
essential part m the success of the Union and in particular in the single 
market programme. It has eamed a large measure of respect among the 
legai  profession in Britain as well as other countries. The mie of law has 
replaced power relationships as the context within which the different 
member states and their citizens transact their business with each other 
This is one of the reasons why the political relationships among them are 
so much better than before World War Two. It is dangerous to seek  io  
undermine it. The question should not be how to chip away at this 
cornmon  legai  system but whether it can be strengthened, and if so how. 

Reforms that could help to strengthen it will be considered in Chapter 
Six including the extension of its jurisdiction into the second and third 
pillars of the Treaty and over fundamental rights. One question that is 
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raised by the growth in the number of member states, however, concems 
the number of judges in the Court. Up to now, there has been one for each 
member state, plus one more when there is an even number of states. But 
the Court has to sit, for some important cases, in plenary session (Article 
165); and it nsks becoming unwieldy as the number of member states 
grows. Either the obligation to sit in plenary session should be removed 
or a system of rotation among the member states adopted. There can in 
any case be a national of each state in the Court of First Instance, which 
carnes part of the worldoad. It may indeed be desirable to increase the 
number of Courts of First Instance and hence of judges as that workload 
increases, following the pattern of the Divisions of the High Court. 

The Conservative govemment, true to form, has put forward proposals 
to the IGC to lirait the retrospective effect of ECJ judgments, to introduce 
an internai appeals procedure and to allow an appeal to the Court before 
a piece of legislation is passed by the Council concerning its  legai  basis 
in the Treaty. This brings us back to the principle of subsidiarity and how 
il should be applied. 

DEVOLUTION; TRADE; THE THREE PILLARS 
One way of preventmg unnecessary interference by the EU is to 

entrust as much as possible of the execution of law and policy to the 
member states. This is done in the judiciary, where most cases that arise 
under EU law are tried in the courts of the member states. It is also, as we 
saw, largely  taie of administration. 

More fundamentally, some would argue that if is time to consider 
whether the Treaty could do more to define the limits of the Union's 
competence. This is the approach adopted by the German Landen who 
argue that the Union should now spell out precisely how powers are 
devolved. This tidy approach assumes that the EU already has a settled 
and wide enough range of competences to do what the logic of 
interdependence requires it to do in the  economie  field, and probably in 
those of social policy and the environment— although further competence 
in the fields of defence and in energy policy may one day be desirable. It 
also seeks to address a widespread concern that the Union, unless 
checked will spread into ever wider spheres of action; and that titis 
general worry is serving only to inhibit  objective consideration of the 
institutional reforms that are  stili  so necessary Some, including Mr 
Giscard d'Estaing, would want a list drawn up of competences that, 
unless the member states agree to further Treaty amendment, would be 
spe,cifically reserved to the member states. As in the Canadian constitution, 
in between this list and that of the exclusive competences already 
accorded to the Union would be the area of shared competence. But 
Canada is a litigious place, and scarcely a model of  federa!  harmony. In 
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Europe, such a list would require very thorough preparation by what 
would amount to a constitutional conference, and a much higher deg,ree 
of basic agreement about the objectives of the Union than so far putains. 
So it is scarcely a matter for this IGC. 

The Maastricht Treaty, although enunciating the principle that decisions 
be talcen as closely as possible to the people, does flot venture to apply 
that principle to the member states' internai affairs. But it does approach 
more closely to the people as far as Union affairs are concerned, by 
establishing the Committee of the Regions to advise on matters that 
concem regional or local goverrunent. This has the  merli  of bringing into 
the EU policy-malcing system representatives closer to the citizens than 
are the governments' representatives in the Council. The Cornmittee has 
got off to a useful start, and it should be treated as an important advisory 
body. It should be given its own budget and secretariat, instead of sharing 
a `common organisational structure' with the  Economie  and Social 
Committee as the Maastricht Treaty stipulates. 

Despite the attention given at the IGC to strengthening the Common 
Foreign and Security Policy, it should be borne in mind that the Union 
already has a powerful external economic policy, for which the 
Commission acts as negotiator, the Council votes by qualified majority 
and the Parliament has the right of assent over many bilateral and 
international agreements The results in the GATT and the Lomé 
Convention demonstrate the effective impact of the EU in these fields 
Although the Union' s policies towards Central and Eastern Europe have 
been criticised as too protectionist, taken as a whole they have had an 
immensely beneficial effect on the Eastern neighbours, from 1989-90 
with the initial liberalisation and grant of generalised preferences and of 
the Phare aid programme, through the Europe Agreements and up to the 
conunitment to future accession This contrasts sharply with the 
performance of the foreign policy cooperation, now under the banner of 
the Common Foreign and Security Policy (CFSP), with respect to Central 
and Eastern Europe, and notably former Yugoslavia. 

With the introduction of the euro, further power will be added to what 
should surely be called the `common foreign and economic policy'. The 
conclusion can hardly be escaped tint, where the EU' s proper institutional 
structure can be applied, it is more effective than a more intergovernmental 
system. 

The IGC has an important task in strengthening the powers of the 
Commission, under mandate from the Council, as the negotiating body 
for the Union in international commercial negotiations particularly in 
the World Trade Organisation (WTO). Its remit should be expanded 
under Article 113 to include services, intellectual property and direct 
foreign investment In defining ils mandate to the Commission, the 
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Council must act determinedly by QMV. At present, the use of Article 
1 13 is too often stymied because the Council has prior recourse to a 
foreign policy' decision by unanimity under the aegis of CFSP. Procedural 

wrangles weaken the Union's negotiating position in several multilateral 
fora. At a time of sharp global competition it is not acceptable that the EU 
cannot organise itself to spealc clearly with one voice on the world stage. 

This points up the importance of one of the IGC's official tasks, 
which is to reconsider the three-pillared structure of the Treaty on 
European Union. As we have noted, the institutional arrangements for 
both CFSP and the Cooperation in Justice and Home Affairs (CJHA) are 
more intergovemmental than those of the Commumty. There is the 
exclusion of the Court of Justice, apart from those CJHA conventions 
that may provide for its jurisdiction (Article K.3.2.c). The Commission' s 
right of initiative to make proposais is not exclusive. The European 
Parliament is to be informed and consulted (Articles J.7, K.6) but has no 
powers. 'Thus the role of these three Community institutions is rather 
wealc. 

How far is this justified by inherent differences between these fields 
and those for which the Community is responsible 9  Needless to say, to 
date the IGC has flot made perceptible progress in tacicling tins fundamental 
question. Treaty reform of the second and third pillars is considered in 
Chapters Four and Six respectively. 
Towards a democratic and effective Union 
All the Union's institutions need to be made stronger. The Council needs 
a qualified majority procedure that protects the interests of both large and 
small states it needs to strearnline the Presidency system; and it needs to 
relinquish the veto except for matters with constitutional implications 
and for defence-related decisions. Without such reforms, it will be unable 
to take the strain of future enlargement. The Parliament should have a 
generai  right of co-decision with the Council, and deserves electoral 
refonn 

The Commission should have a clear accountability to the Parliament 
and greater powers to ensure the proper implementation of EU acts by 
member states. The Court should have explicit jurisdiction in the field of 
fundamental rights and the Union should accede to the European 
Convention. The institutional arrangements for the CJHA should be 
brought into lme with those of the Cornmunity, preferably by a transfer 
of competence to the Cornmunity in this field; and the same applies to the 
areas of the CFSP that are not defence-related. 

For this agenda to be tackled seriously,  , a new, constructive British 
approach to reform of the Union' s institutions is needed. Largely because 
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of the obduracy of the UK the IGC has made little real progress so far 
towards the meaningful reform the European Union institutions. 

The Irish presidency sent to the European Council in Dublin in 
December 1996 a draft revised treaty that set out clearly the many areas 
of fundamental disagreement between Britain and her partners. 

Marcelin° Oreja, the European Commissioner responsible for the 
IGC, said `... at least we can be sure that the negotiators and heads of 
govemment are pursuing the arnbition of a major reform of the Treaty'. 
Hervé de Charette, the French foreign minister, commented, however, 
that the draft was an 'exact reflection of the mediocrity of the work so 
far'. As he passed the buck to the Dutch presidency, the chief Irish 
negotiator, Noel DOIT, remarked that the document was `at the upper end 
of realism'. 

There is a welter of commentary on the IGC as well as volummous official 
documentation from the governments and institutions, much of the can be located 
via the Commission's Europa site on the world wide web. For the purposes of this 
book, the four most important official documents are (1) the Reflection Group's 
Report, Brussels, December 1995; (2) the Commission Opinion on the IGC, 
Remforcing  Politica!  Union and Preparmg for Enlargement, Brussels, February 
1996; (3) the UK Govemment White Paper on the IGC, A Partnership of Nations, 
London, HMSO, March 1996; and (4) the Irish Presidency's  Generai  Outline for a 
Draft Revision of the Treaties, Adapting the European Union for the Benefit of its 
Peoples and Preparing it for the Future, Brussels, December, 1996 

Michael Heseltine, The Challenge of Europe; Can Britain Win?, London, 
Weidenfeld and Nicolson, 1989, pp. 25, 31. 

See Andrew Duff, rapporteur, The Electoral Reform of the European Parliament, 
London, Federal Trust for the European Movement, 1996. 

Federal Constitutional Court, Judgment delivered on 12 October 1993 on the 
Constitutional Appeal against the Treaty of Maastricht, C.I.b2. 
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Chapter Four 

Security of the Union 
The European Community was set up over forty years ago to ensure that 
there would never again be war between the great powers of Europe. 
Three times in less than a hundred years, war between France and 
Germany had imperilled the stability of the continent. On the last two 
occasions it had dragged the other countries of Europe, and indeed a large 
part• of the rest of the world, lino the maelstrom. It is inconceivable that 
this should happen again, and the existence of the Community has 
contributed in large measure to achievMg this result. 

Of course the European Union no longer serves the same purposes as 
did the Comniunity when it was founded. Few  stili  believe, even in 
France, that Germany is a security threat to the rest of Europe. More 
important, the Gennans do  noi  believe it. For the first time in history the 
region' s greatest economic and political power can  uve  m peace and 
confidence with its neighbours Germany 's membership of Nato, and the 
Franco-German alliance, have both contributed to this They have acted 
as a brake on potential disputes among their rnembers But only the 
European Corrununity has had  in addition the common institutions which 
have caused the member states to settle disputes without resort to force 
and with regard  io  the conrunon good It was their full understanding of 
this which led Chancellor Kohl and President Mitterrand to imtiate a 
fresh move to political union when, for a moment, it seemed as though 
Germany might once again be tempted to act as an independent Central 
European power. 

The Union' s success in this has ironically led to doubt and uncertainty 
about its purpose for the future. With that goal achieved, what is there left 
to do? There is a real danger ai the IGC that discussions about the 
political vocation of the Union take place in a vacuum. The member 
states tend to quarrel about the details of how the Union organises itself, 
without ever defming for themselves why it is that a political Union 
should exist at all. Some affirm that the Union can never be a true Union 
until it has a defence capability Others are frightened by the federalist 
implications of such a position As the work of the Group of Reflection 
attested, few asked what the Union 's tasks were and what would be the 
best way to carry them out. 

In this chapter we argue that the European Union has a responsibility 
for ensuring the future security and stablity of the European continent, 
and that the Union has to be strong enough to carry out this mission. 
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Europe is suffering from a shattering of certainties: the end of the 
Cold War which, whatever its demerits, provided a stable environment. 
The countries most affected are turning to the European Union to  fili  the 
gap. Several former countries of the Soviet bloc have already applied for 
membership of the Union, others are considering doing so. Their motives 
are certainly mixed. The Union' s relative economic success has something 
to do with it, and so has the fact that the Union is not-Russia. But we 
should not underestimate the attraction that the Union lias to people who 
have lived so long under the communist system as a paradigm of civilian 
society, in which disputes are settled by institutional process and flot by 
force 

The successful absorption of the applicant countries will be a major 
contribution to security and stability — a matter of concern flot just to 
Europeans. Much has been done already. The association agreements 
which the European Community concluded with many Central and East 
European countries in the tense months after the fall of the Berlin Wall 
were already a significant stabilising factor in an exceptionally volatile 
period. The test for European foreign polie)/ will be whether this process 
can be carried through without pushing Russia into a complex of insecurity 
with all the dangers of the Cold War and none of its vu -tues. Ultimately, 
European security is about incorporating Russia into a European security 
system, where the Union' s comparative advantage is civil= power. 

It is a fallacy often exposed that security means exclusively military 
security and defence. Security also concerns both economic and 
environmental matters, and the Corrununity, with its institutions, has 
removed the fear of rnilitary conflict among the member states, although 
its competences are mainly econonuc. No-one will deny that the military 
side of Europe' s security  stili  counts, but it is clear that the number of 
security risks to which the European Union is currently exposed which 
can be resolved exclusively or even primarily by the threat or use of 
military force is limited. 

All the more important, then, that the Union should develop its 
capacity for civilian diplomacy, which since Maastricht goes primarily 
under the name of the Corrunon Foreign and Security Policy, with ever 
increasmg recourse to the instruments of the European Community itself. 
Unfortunately, indications from the IGC so far suggest that little political 
dynamism will be applied to the question of invigoratmg the common 
foreign policy while real progress on the more exciting question of a 
common defence is talcing place outside the IGC and within Nato and 
Western European Union (WEU). 

The CFSP of the European Union, then, has an uncenain future at a 
time when any further delay in setting up a new secunty system for 
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Europe is a luxury we cannot afford. Already too much time has been 
lost. The stalces were clearly seen in 1989 and 1991, following the fall of 
communism and of the Soviet Union respectively, and yet the West 
seemed incapable of rising to the challenge, perhaps because the threat 
was insidious rather than imminent. But it is nonetheless real; at any 
moment tension may increase in the East. In particular, the economic 
difficulties and the shock of change in Russia may in short order put 
nght-wmg nationalists in a position to carry out policies which the rest of 
Europe would find destabilising. 

Enlargement of the Union is bound to happen, and we discuss how 
and when in detail in the next chapter. But early accession to the EU will 
not be possible for all, or indeed many, states of Central and Eastem 
Europe and the Union should do more than it is currently doing to 
encourage an atmosphere of g,reater security especially among those who 
will  flot be joining in the first wave. The European Union should, 
together with Nato, set out a clear vision of the sort of European security 
system it would be prepared to support. It could increase the Central and 
East European countnes' feeling of belonging and give them greater 
assurances about the future by operating a more open policy about their 
association with the work of the IGC At present, they are flot allowed to 
sit in on IGC discussions, and the briefmgs they are given afterwards are 
not an adequate substitute. The existing members of the Union need to 
know what sort of body it is that the candidates want to join. The 
candidates need to have some early practice in the internai political and 
ideological disputes of the Union 	and, in this regard, the IGC is the 
best show in town. 

Russia should  flot be treated in the same way as the candidates and 
potential candidates for EU membership, but it could share in the collective 
reflections currently proceeding in a multitude of forums from which it 

• is excluded (Nato, EU, WEU). The bold procedure would be to organise 
one big conference, possibly under the auspices of the OSCE, involving 
all the countries and organisations with a stake in the security of the 
continent, to reach a shared comprehension of publicly recognised interests 
and fears which would enlighten thinking about future structures 

All the above suggests that those who, like the UK, proclaim that a 
minimal result from the IGC would be an acceptable outcome are 
running a serious risk. The fact is that greater efforts must be made now 
to see what concrete steps are required to enable the Union to  uve  up to 
what has always been  lis role, but now needs modernisation — the 
preservation of the security of the European continent. Here we suggest 
ways in which this might be done, both in the military and the non- 
military fields. 
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THE CONTENT OF COMMON FOREIGN POLICY 
European secunty should  flot be the only purpose of the EU's common 
foreign and security policy, for the Union's interests and activities reach 
well beyond the blurred boundaries of Europe; and third countries, 
moreover, are demanding an active EU policy. Yet it was the reluctance 
of member states to face up  io  the implications of their global 
responsibilities that led to the tootraless amalgam of the Cornmon Foreign 
and Security Policy of the Maastricht Treaty. The Maastricht IGC knew 
that il would like to have the CFSP, but flot exactly why. Too many of the 
participants thought that the Union would flot be a true Union without 
one, which led to a sterile debate govemed, not by the need to carry out 
the Community's responsibilities in the world around it, but by purely 
domestic considerations. It is  flot surprising that the result was an 
ineffective verbal compromise. 

To be fair, some attempts had been made to defme the objectives of 
the CFSP in Article J.1.2 of the Treaty itself, and in the decisions taken 
by the subsequent European Council in Lisbon in June 1992. But these 
objectives were either too vague — 'tic) promote international cooperation' 

or were confmed to listing areas, either geographical or by subject 
matter, in which CFSP activity was recornmended. And it was never 
clear whether the amas not mentioned were out of bounds to EU activity. 

Even the Group of Reflection admitted that the CFSP had failecl to 
live up to expectations. The most frequently cited example of this failure, 
the inability of the EU to deal adequately with the situation in former 
Yugoslavia, is an unfair one, smce the mistakes that were made (as well 
as the undeniable achievements) date to 1991 and 1992, before Maastricht 
and the CFSP came into force. Tt is, of course, possible to argue that an 
adequate CFSP would have been able to retrieve the situation, and that a 
European Union enjoying greater respect and authority through the 
recognised effectiveness of its foreign policy capacity would have been 
in a better position to do so. But the decline of the EU's reputation over 
Yugoslavia has spread to other areas too. 

The root cause of failure has been the evident mismatch between 
ambition and performance. The foreign policy activities of the Union 
since Maastricht have not been very different from those which preceded 
it. The difference was that greater claims were made for them. The 
purpose of the previous system of European Political Cooperation (EPC) 
was to achieve the greatest possible coordination of the foreign policies 
of the member states. Ministers had carefully avoided the label of 
`common foreign policy . At Maastncht they were less cautious nt th& 
ambitions — but they made practically no procedural innovations which 
would have made it possible for the new CFSP to be qualitativelY 
distinguished from the old EPC.' 



The further drawback of the Maastricht CFSP system was that it left 
unresolved the underlying tension between the old EPC —`high' politics 
mn collectively by the member states — and the extemal relations of the 
Community, mainly concerned with economic issues. Over the last 
decade, these two systems have moved doser together, given that the 
political side largely depends for its effectiveness on being able to deploy 
Cornmunity instruments, and that EC extemal relations need a political 
dimension. In their attempt to improve consistency ', member states 
have tried to strengthen their control over the EC process, in both 
decision-making and implementation. CFSP, the second pillar of 
Maastricht has become the battleg,round for these quarrels. As we discuss 
later, the controversy has had a perverse effect on the original intention 
m setting up categories of `cornmon positions' (Article J.2) and 'joint 
actions' (Article J3), and it has led to innovations in EC budget procedures 
which are at the limit of the democratic process. 

The European Union s partners, especialiy the United States, are 
rapidly losing patience with this spectacle The Americans would prefer 
to have the security of a solid, Tenable and above all united transatlantic 
partner. The US Representative to the European Union, Ambassador 
Eizenstat says: 'The United States gives signal importance to the 
transatlantic reiationship and the European Union. Why should the 
United States support European integration? One could argue that the 
United States would be better off with a weaker Europe, a divided 
Europe where we could play one country off against the other, a Europe 
we could dominate econornically. The fact is we do not see Europe that 
way, we never have — certainly flot in tins Administration. We support 
the European integration movement wholeheartedly and, in supporting 
it, have never been a passive bystander. We are flot a member of the EU, 
but we are an active champion of European integration... 

Clearly, the Union has an obligation to improve the way in which it 
manages its foreign relations. The CFSP is more problematical than the 
extemal policies of the Community. The Community conducts extemal 
relations with third countries because it has no choice. The obligation 
flows from the Community's domestic activities. 'The EC has a common 
commercial policy because it .has a common tariff and forms a customs 
union. Likewise, the completion of the Single Market had important 
extemal consequences. The inevitability of this situation was given  legai 
recognition in the famous ERTA ruling (1971) of the European Court of 
Justice, winch established that when there was a common internai policy, 
the extemal effects of that had to be given form through a corrunon 
extemal policy. There is no similar internai compulsion which inexorably 
creates a common foreign and security policy. 
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We take the view, therefore, that the TOC needs to make explicit the 
policy guidelines and objectives of CFSP (Article J 1). This is what we 
propose: 

The Union must present itself as an attractive pole of stability to 
the countries of Central and Eastern Europe Its foreign policy must be 
one that they  feci  happy with and one they would like to share. This 
implies that the EU must be prepared to safeguard the territorial integrity 
of member states; 

The Union must adopt policies which reassure Russia about its 
place in the international system and on the continent of Europe If 
necessary it must act as a restraining influence on a more aggressive US 
policy; 

The Union must adopt responsive policies towards its neighbours 
around the Mediterranean basin, in order to prevent dangerous instability; 

The Union must adopt policies in support of the principle of 
multilateralism in international relations, especially in its attitude towards 
the USA; 

The Union must lead the campaign to refonn the United Nations. 
It must build its relations with other regional leaders, such as China and 
India; 

The Union must follow, towards all developing countries, unified 
policies which both respect their diversity and aim at partnership in place 
of dependence 

Some guiding principles like these the EU and the CFSP must have. 
Fading them, negotiators will once again fmd themselves operating 
within a procedural cage, with the same unsatisfactory results as before. 

COMMON FOREIGN POLICY PROCEDURES 
Content without procedure in foreign policy results in empty aspiration. 
That is why the IGC' s debate about majority voting and the 
`communitarisation' of CFSP is so important. The two are different, but 
closely linIced. Majority voting could in theory take place without otherwise 
changing the current CFSP mies. Indeed, there is already provision for 
majority voting in the CFSP (Article J.3.2), although many observers 
believe tlmt it could never be of significant use because of the circular 
logic of its construction if you have to decide unanimously to vote by 
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majority, then you are going to vote unanimously anyway. The European 
Commission argues that the Council's preference for unanimity results 
in  ineffective policy. The German government agites, and is inclined to 
favour in CFSP matters a system of double majority of states and of 
population. 

However, the wholesale incorporation of the second pillar in the first, 
involving the exclusive right of initiative of and implementation by the 
Commission, is impracticable. When the Community sets up genume 
common policies, hke the common commercial policy or the common 
agricultural policy, this implies a great reduction of the external role of 
the national mmistries concerned. The ministries of agriculture and of 
trade retain an important function in deciding on EC policies but they do 
not — at any rate legally — conduct external trade policy. Such a change 
would not only be impossible in the case of foreign policy at present, but 
also undesirable. Whereas domestic policies of the Community are 
managed by means of specific goals and concrete actions, foreign policy 
is in the first instance concerned with defining attitudes, subjecting 
international posture to continuous review, and fixing strategic objectives. 
These are not merely the functions of an executive body If attitudes are 
to carry conviction they are best defmed through collective discussion, 
and their implementation is not usually a matter of charging a single body 
with the performance of a single action. Rather, it requires coordinated 
efforts of persuasion consistent over time — the task which national 
diplomats all over the globe are eminently suited, given the necessary 
organisation to perform on behalf of the Union. 

The difficulty is that the participants in European foreign-policy 
making have not been satisfied with this role. The former EPC was 
making good progress towards the sort of coordination pst described. 
But those involved were too ready to listen to criticisms that EPC was 
ineffective', 'was nothing but a talking-shop', and `never produced 

concrete results'. Action' was therefore added to the EPC agenda The 
trouble was that, just as consensus is the preferred way of harmonising 
attitudes, so is it the least effective in taking concrete decisions, especially 
when rapid action is required Hence the great debate about QMV. 

The introduction of majority voting without other features of the 
Community system would  flot be Ilicely to lead to a significantly more 
effective CFSP. Indeed, in the Community more generally, majority 
voting is a necessary but not a sufficient element. What is crucial is the 
interplay among the institutions, which provides the system of checks 
and balances that allow progress to be made without attributing excessive 
powers to any single body. QMV in the Council only makes sense if there 
is a proposal to vote on which has been worked out through the interaction 
of the Commission with the Council and Parliament. The place which the 
Commission occupies in the mstitutional sy stem ensures that the proposais 
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which it puts forward  forni  part of a coherent policy approach that talces 
all interests into account and is broadly acceptable to the member suites. 
If they do flot, then they are not adopted. In contrast, CFSP contains no 
such arrangements: proposais are put on the table, if flot entirely at 
random, then at least  flot with the consistency of purpose imposed by the 
machinery of the EC. Therefore, just to graft majority voting onto the 
current CFSP system would  flot malce it noticeably more effective. 

What, then, of the idea put forward by some that the Commission' s 
right of initiative in CFSP should be de facto but flot  de jure exclusive in 
the sense that discussion would normally centre on those proposais put 
on the table by the Commission? This would certainly deal partially with 
the objections just described, but it would deny a role to the European 
Parliament and Court ofJustice, winch in the Community system provide 
effective brakes and correctives on the Commission 's right of initiative. 

In our view, the wholesale transfer of sovereignty to a CFSP detennined 
by majority voting is too simplistic  io  answer the problem Instead, we 
would look at the distinction between orientations and actions. Whereas 
orientations are for the time being, best decided collectively, by consensus, 
joint actions need to be decided by majority vote. (Examples of joint 
actions are the recognition of a foreign state, election monitoring and 
civilian peace-keeping, as currently in Mostar.) This is the philosophy 
that underlies the provision for majority voting in Article J.3 of Maastricht, 
wluch was stifled by the neutralising preconditions in which it was 
embedded. 

Further, it is the case that when the CFSP wishes to implement its 
orientations through actions, nine times out of ten it has to have recourse 
to Commumty instruments deployed through Community procedures. 
The Maastricht Treaty unfortunately failed to provide sufficient clarity 
about the procedures Io be followed to bring about the merger of the two 
different decision-malcing tracks (except m the case of Article 228a, 
winch in effect subordinates an EC decision to impose economic sanctions 
to prior consensus in CFSP). The result has been trench warfare between 
the two sides with a predictably deleterious effect on the efficiency of 
decision-malcing 

A way out of both these dilemmas would be for the function of 
attitude-building and the production and propagation of orientations to 
be carried out in the current CFSP forum in accordance with current 
CFSP rules, and for decision-making on actions using common 
instruments — many of winch in any case  derive  from the Community 

to be subject to the mies and practices of the EC system. In procedural 
and  legai  ternis, this would require the following amendments to the 
Treaty on European Union: 
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• Article J.3 (joint actions) is transferred to the first pillar and made 
subject  io  the normal Cornmunity procedures, including, where the EC 
Treaty so provides, qualified majority voting; 

• Article J.2 (common positions) is rescinded. 

The distinction between Articles J 2 and J.3 was never clear, and led 
to much legalistic argument about which of the two articles was more 
suited to a particular requirement. The case law on the subject which has 
developed does  flot display sufficient consistency to cast any light on the 
issue. In fact, the discussions were less about the objective merits of each 
case than about the degree of obligation member states were prepared to 
accept. The coexistence of the two articles was in danger of leading to the 
Gresham' s Law of CFSP, in which the worse (or less bindmg) procedure 
drove out the better. Article J.2 would be better gone. In any case, a 
foreign policy orientation does flot need to be cast in  legai  form, such as 
Article J.2 (like Article J.3) was deemed to require; the former EPC 
practice of producing plain texts should be resumed 

If reforms on these limes canriot be agreed by the IGC, then strict 
observance of the EC Treaties should be enforced. The European Court 
should use its existing powers to determine whether decisions taken 
under the second pillar are compatible with the first, and the Commission 
should refrain from taldng EC initiatives in the CFSP. Important foreign 
policy activities on the most important issues (Eastern and Central 
Europe, the Middle East and North Africa) could be carried out, as they 
were in 1989-90 in Eastern Europe, using EC instruments alone. The 
goal of integrating the political and economic external policies of the 
Union is a desirable one, but not at the cost of following procedures 
which malce them less efficient. 
The binding nature of CFSP 
The extent to which member states are bound by CFSP policies closely 
linked to the question of QMV. In a sense, it follows from the definition 
that a decision reached by a majority vote is binding on all members. 
Under the existing system, orientations are decided by consensus, like 
everything else, and so the question of being in a minority does not arise. 
This would continue to be the case under the arrangements we suggest 
above. All partners would therefore have no difficulty in implementing 
orientations. 

The whole question of CFSP becomes much harder if it is assumed 
that orientations are decided by majority vote. Then the question of 
dispensations for dissenting member states certainly cannot be avoided. 
The difficulty of operating such a system is one of the reasons why we 
have proposed retaining consensus in this area Either the dispensations 
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are granted always to the same states, in which case they fait into a self- 
perpetuating second class of marginalised membership, or the 
dispensations are granted to a different member state in each case, which 
would soon nullify the impact of the CFSP as a coherent whole. The fact 
is that only the smaller member states would be likely to heed the 
injunction  flot to obstruct the consensus The procedure would be a vote 
without the name, except that the larger member states would never be in 
the minority. This would be transparently unfair, and noxious to the 
operation of the Community system, which has always protected the 
wealc against the strong. 

One way of getting over these difficulties would be to admit that, 
while all the member states are committed to supporting the cornillon 
policies of the Union at the level of the Union, however these may be 
decided, there could be a certain flexibility at national level. After all, a 
certain chstancing of a dissenting member state from an action of the 
Commission and Council would flot be startlingly new. To take the most 
quoted example, such a practice would have allowed the Union to 
withhold recognition from Slovenia and Croatia while Germany went 
ahead and recognised them on a national basis, and would have allowed 
the Union to recognise Macedonia while permitting Greece, on the 
national level, not to do so. 

This principle would nevertheless have to admit two exceptions. It is 
a fact of life that the big states count for more in the fixing of Union 
policies than do the smaller ones; they should, therefore, earn their 
privileges by a greater degree of incorporation of CFSP policies into their 
national foreign policies than would be required of the smaller states. The 
second exception applies to the collective behaviour of the member states 
in forums other than the Union. It is flot unlcnown to see member states 
which have defended one une in CFSP discussions take a different une 
in some other place. When it is a question of collective decision-malcing, 
whatever the forum, the Union will fall apart if priority is flot given to 
defending policy positions worked out in the CFSP. We shah l see later 
that this is particularly important in the case of Nato and the WEU 

QMV could, however be used for agreeing joint actions if, as we 
propose, the responsibility for their implementation falls on the EC 
institutions rather than being left to the collective responsibility of the 
member states Unfortunately, the IGC seems to be talcing a minimalist 
route The Irish draft of December 1996 proposes that a decision to 
initiate a joint action be taken by the Council of foreign ministers acting 
unanimously but with the possibility of constructive abstention. However, 
if there is a qualified minority of 'constructive' abstainers, there will be 
no joint action. As far as the detailed implementation of a joint action is 
concemed, the proposai is that QMV may apply unless one member state 

83 



objects (in which case, QMV could decide to refer the matter to the 
European Council which  in fis turn, of course, would have to act by 
unammity) As the Irish presidency themselves admitted, their draft is an 
unsatisfactory compromise between widely differing and strongly held 
points of view. What is clear therefore is that the tyranny of the veto looks 
set  stili to apply to joint actions in CFSP after the IGC has mn its course. 
This, in our view, is a pity, and a recipe for virtual non-action and, 
possibly, non-orientation. 
Who speaks for Europe 
Another point of continuing disagreement at the IGC is the issue of who 
shah l be bound to speak on behalf of the EU The question is flot pst one 
of status and of maximismg the national foreign policy profile, the 
effectiveness of foreign policy depends on the consistency and reliability 
with which it is presented. As far as the Comtnunity 's extemal  economie 
relations are concemed, this is ensured by the Commission. In matters 
coming within the CFSP, the Treaty provides for the Union to be 
represented by the presidency. This arrangement has been deemed 
unsatisfactory. The division of responsibility between the presidency and 
the Commission is unclear in practice, with each trying to pull the duvet 
to its side of the bed, allowing considerable scope for confusion 
Furthermore, the presidency is seen to have failings as a spokesman 
because of its rotating nature; each succeeding presidency, it is believed, 
will give its own slant to policy and foreign countries will flot know 
where they stand. 

This concem has given rise to excessive weight being placed on the 
troika, and, in particular, to the idea that the troika should always contain 
one 'big' country. Apart from the fact that some strain has to be placed 
on the scope of the adjective — not only Spain and Italy, but also the 
Netherlands have to count as big' countries for the anthmetic to come 
out — and that of the potential new members only Poland would count, 
the whole idea rests on the misconception that big countries are somehow 
better at foreign policy than small countries. Experience suggests that 
this is untrue: big countries tend to be less scmpulous in representing the 
EU policy. Agam, it is argued that small countries do not have the 
resources to mn European foreign policy, despite the fact that they have 
always been willing to make the necessary resources available and that 
the presidency cari  cali  on the staff resources of the Council secretariat 
for the management of the CFSP. In fact, the argument is flot about 
efficiency so much as status. The 'big' member states are worried at the 
prospect of increasingly becorning a minority But this should be dealt 
with, as we suggest in the previous chapter, through a rebalancing of 
votes in the Council. It will not be resolved by juggling with the troica. 
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The perceived need for the Union to be represented in a less diffuse 
and more easily prestigious fashion has led some, notably the French,  io  
suggest the creation of a 'Mi .  or Mme Europe', one person speaking and 
negotiatmg on behalf of the Union to foreign govemments and  io  the 
world's media. The precedents of the three 	Europes' for former 
Yugoslavia are flot encouraging. This is flot surprising, since none of 
these minent personalities has been embedded in the institutional system 
of EPC or the CFSP. To make a success of the job, it would be necessary 
to make the person concemed an  integrai  part of the decision-malcing 
process; no matter how grand the individual, personal responsibility to 
the European Council would flot be enough. Further difficulties would 
arise because of the  stili  existing distinctions between political and 
economic extemal policies. If Ms Europe were to deal solely with the 
political side (CFSP) she would lack credibility; yet for her to deal 
effectively with both political and economic sides it would be necessary 
to take away some powers from the Commission, which would raise 
senous questions of effectiveness and institutional balance. 

The best solution is the pragmatic one, based on where real 
responsibilities lie If the changes suggested here regarding conunon 
positions and joint actions are adopted, this would mean dut the presidency, 
with the assistance of the Council Secretary-General, would expound the 
Union's attitudes, positions and policies, whereas the Commission would 
execute joint actions, including contacts and negotiations with foreign 
countries. The opportunity should be talcen to end the proliferation of the 
troika format, and reduce the activities of the troika to those cases where 
there is clear added value As far as possible, joint representation by the 
Council presidency and the Commission should be sought on a pragmatic 
basis. 
Analysis and planning 
It is generally recognised that the CFSP suffers from the lack of an 
analysis and planning function This is one of the lessons learnt from the 
experience of trying to handle the Yugoslavia crisis. One of the reasons 
why policy seemed to be ineffective and vacillating was because decisions 
were taken, in the classic EPC way, of following that une of action which 
appeared to member states to reflect most adequately the sum of their 
national positions in a given set of circumstances. There was no 
consideration of all the implications over time of one course of action 
against another nor whether the EU' s powers to act were likely to keep 
pace with the foreseeable course of events. Things might have been 
different if an analysis and planning function had been built into the 
system. As a consequence, there are proposals before the IGC to set up 
a planning and early-warning capability with staff drawn from member 
state govemments the Council secretariat the Commission, and the 
WEU secretariat. 
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The difficulty with this proposai is that it confuses function and 
organisation. The need for an analysis and planning function would flot 
be met by the creation of a separate analysis and planning staff. Such a 
staff might indeed be able to play the role of a think-tank, which is to 
think the unthinkable and stimulate the imagination. But what the CFSP 
needs above all to improve its efficiency is to acquire the habit of 
thinking the thinkable — of talcing its decisions on the basis of studies 
vvhich pomt out the advantages and drawbacks and the longer term 
implications, of different courses of action. This type of work is best done 
by those engaged in day-to-day work on the details of policy and it is 
best done by a body which has an institutional responsibility for ensuring 
continuity and consistency in policy. 

The latter is precisely the responsibility which the Commission hos 
successfully carried out on the economic side and it depends to a large 
extent on the Corrunission's exclusive right of initiative. This does flot 
give the Commission the right to take decisions, but it does give it the 
possibility to look ahead and to guarantee consistency. Any unit set up to 
perform the same function in CFSP should logically be given similar 
powers, without winch it would be unlikely to malce much mark on 
policy-making. This unit would only work successfully, however, if 
member state govenunents were willmg to share with it (and each other) 
the full range of information and  politica!  intelligence. This would not be 
an easy innovation, but it would avoid the setting up of new bureaucratie 
structures, and it would marry the two essential aspects of foreign policy 
planning. In our view, therefore, the function of analysis and planning 
should be carried out through conferring on the Commission the exclusive 
nght to make proposals. 
Financial and judicial control 
The provisions of the Treaty on the financing of the CFSP have proved 
to be flawed Administrative expenditure is charged to the Community 
budget; operational expenditure may be charged to the EC budget or 
may be charged to the member states (on a scale of contributions left 
undecided). On the face of it nothing could be foirer. The operation of 
the CFSP is either financed by the Cornmunity, following EC procedures 
which have been laid down to provide transparency and democratic 
control or the member state govemments have to pay up directly and 
then justify the expenditure at home. But early attempts to put these 
provisions into effect revealed that the member states would flot or could 
not envisage national contributions on the scale necessary to sustain 
significant action under the CFSP. It therefore became necessary to raid 
the Cormnunity budget systematically But the EC budget is structured to 
deal with expenditure carefully planned in advance, and is specifically 
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designed  noi  to allow the easy transfer of appropriations from one 
heading to another The obvious solution, to set up a foreign policy float 
io  be used as required, ran up against the European Parliament' s 
determination not  io  give the Council a blank cheque — especially for 
activities which lay outside the Cornmunity framework (and beyond 
Parliamentary scrutiny). In return, some member states are more resolved 
than ever  io  keep the Parliament ai arm's length from the management of 
the CFSP 

Whether or flot, as suggested earlier, joint actions are made subject to 
Community mies and procedures (which would largely eliminate the 
problem), the financing of the operation of the CFSP by the EC budget 
must respect the spirit as well as the letter of the budgetary procedure 
The budget fine designed for meeting unforeseen CFSP operating costs 
should be kept low. Expenditure for any one purpose should be confined 
to a single budgetary exercise; if it has to be maintained lino the followmg 
year, it should be fmanced under a specific headmg relating to the object 
of the action and prepared under the normal budgetary procedures. 
Appropriations already foreseen by the budgetary authority for other, if 
related, purposes should  flot be capable of being diverted for CFSP use. 

The Treaty of Maastricht excludes the CFSP from the purview of the 
European Court of Justice. The idea that the 1996 IGC should extend the 
Coures powers to this area is  stili  rejected by the UK government which 

determined to keep foreign and security policy wholly within the realm 
of national sovereignty. 

A wholesale extension of the Court' s powers does indeed seem  io  
present some practical difficulties. One of the Coures most important 
and politically significant duties is to detennine whether a member state 
has committed an infringement of a provision of the EC Treaties. This 
involves an appreciation of fact as well as an interpretation of the law, 
and is flot an easy task at the best of Urnes. But at least the EC Treaties are 
fairly precisely fonnulated, which sets relatively clear boundaries to the 
judges' task. This is not the case with the second pillar of the Treaty, the 
obligations set out in winch are imprecise to a degree. It would require an 
ambitious exercise of political judgment by the Court to decide whether 
or flot a member state were in breach of its CFSP cornmitments. However, 
the abuse of procedure which has characterised the implementation of 
CFSP so far shows that there is a need for an independent judicial body 
to rule on procedural matters alone. 'That responsibility should be given 
to the European Court. It would, for example have been helpful to ail 
concemed for there to have been an authoritative ruling on what CFSP 
activities should properly be carried out under Article J.2 (common 
positions) and what under Article J.3 (joint actions). 
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COMMON SECURITY POLICY 
Security has four dimensions — politica!, economie,  social and military. 
Of these the first three are the most important in the post-Cold War 
period, and their relative importance will on current form, continue to 
increase. Unless the Union succeeds in defining, strengthening and 
malcing more efficient lis Common Foreign and Security Policy, it will 
be in dereliction of lis duty to contribute to a more stable environment in 
Europe. Proposais are made elsewhere in this book for strengthening the 
Union's capacity to talce care of the  economie  and social dimensions of 
security. The military dimension is a different matter. The European 
Union has no military capability; indeed, one major origin of the 1996 
IGC lies in the failure of the member states at the previous 
intergovernmental conference to agree on whether and how tint capability 
should be introduced into the EU system. 

The debate is flot confined to the EU The new military organisation 
of Europe following the end of the Cold War has been under intense 
discussion in Nato, the WEU and the OSCE Indeed, this has been part of 
the problem. Each organisation has proceeded according to its own 
dynarnic and it is curious, given the largely overlapping membership 
and shared values, that each is in danger of reaching divergent results. 
Initially, it was almost as though each organisation were more concemed 
to secure its own continued existence than to contribute to overall 
security. Recently there has been the beginning of coordination between 
the EU, WEU and Nato, and h is vital that this is enhanced. 

Also centrally concerned is the United Nations, whose formai 
mandating authority is required by most EU member states before they 
dare action in security matters (however much resolutions of the Security 
Council are subsequently distorted in practice). A more cogent and 
forceful CFSP has long-term implications for the Security Council, and 
for Europe' s permanent representation within it, although no change 
need be anticipated before internai EU reform has talcen place. 

Our conclusion is that, as long as the US remains committed to 
Europe, the security of the continent will be best served by the European 
Union developing its civilian functions, leaving the military role to Nato, 
while organising a unitary European political input lino the deliberations 
and activities of Nato through the WEU 

'There is nothing revolutionary about this scenario. All that is required 
is for arrangements which up to now have been vague and in practice 
have remained a dead letter to be put into effect. The reason for this lack 
of progress is clear .  the compromise reached at Maastricht was not seen 
as genuinely the way forward, but as a stand-off between those who 
wanted Nato and nothing else and those who wanted the European Union 
to become a self-standing rnilitary power. This IGC needs now to 
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consider seriously how to bridge the divide. The Nato camp ne,eds to 
reflect on how to make the Alliance a more balanced organisation, 
maintaining US interest in the security of Europe without alienating 
Russia; the EU camp needs to demonstrate what distinct contnbution a 
military dimension of the Union would make to secunty. For an EU 
defence personality cannot be justified on the sole grounds that without 
it the Umon would be somehow incomplete. First, therefore it is necessary 
to analyse European secunty requirements. 
Sources of instability 
The great upheavals of 1989-91 left Europe in a state of flux in which 
radical thmlcing could flourish. There was much talk of 'New Architecture' 
for Europe, which led to the reasonable expectation that bold action 
would follow. It has taken some time to do so. 

There have, of course been some important successes: the unification 
of Germany, the withdrawal of Soviet troops from Central Europe and 
the Baltic States, and the arrangements for the disposai of superfluous 
nuclear weapons. But the bold and successful experiments of post-1945 
Europe — the supranational features of the European Community, the 
shared command structure of Nato, and the Marshall Plan — have flot 
induced the West to take comparable, radical action after the end of the 
Cold War The result of this relative inaction is that Europe is  stili 
msecure, in both civilian and militnry ternis. 

No-one seriously contests that civilian problems, such as crime, 
terrorism refugees and environmental degradation, are best dealt with 
through the European Union and the Council of Europe. Responses to 
civilian problems may well involve the military, although it is flot the 
case that a military problcm invariably demands a military response. On 
the contrary, it is our view that many `military' problems in Europe 
would be better dealt with by civilian means. 

Enlargement is discussed in the next chapter; but we malce certain 
assumptions here about the likely future expansion of the EU since these 
will affect the debate about security and defence as long as the principle 
of  mutuai  assistance is mherent in membership of the Union We assume 
that the EU will in the foreseeable future expand to include those 
countries which thought of themselves as 'European' between the two 
World Wars, namely the Central and East European countries, including 
the Balkan countries, and the Baltic states; we exclude, therefore, Turkey 
and the CIS. 

The European Union will always contain mechanisms, both formai 
and informai to resolve or at least allay disputes between its members 
But what about the EU's response to instability beyond fis borders? 
'There are four `outside' areas of  concerti: Russia and its relations with 
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former members of the Soviet Union and indeed among current members 
of the Russian Federation; the Balkans; North Africa; and the Eastern 
Mediterranean and Middle East. These are the areas in which a European 
secunty policy is a necessity, flot a luxury And in each of these cases, the 
supenor efficiency of a rnilitary over a civilian response in the long term 
is far from being demonstrated. 

The European Union faces six potential risks of a military nature: 

1. Direct attack. 'There is at present no practical risk of any country 
launching a direct attack on any of the existing fifteen member states 
of the EU, with the possible exception of Greece. The question is not 
so clear-cut if the EU is enlarged. Russia has enough unresolved 
difficulties with its former satellites and the Baltic states for it to be 
unwise to exclude armed conflict as a practical 
Irredentism, a thrust to regain hegemony, genuine difficulties over 
Russian minonties, are all potential tinder if political conditions in 
Moscow change. A Union enlarged to mclude the Baltic States as 
well as those m Central and Eastern Europe might indeed fuit' itself 
under attack by Russia. 

Pu 	ined attack on one member state of the Union would have to be 
resisted by all, whether or flot an explicit defence guarantee is 
eventually included in the Treaty. The urgent question, however, is 
who, and in what circumstances, will provide the defence to which 
every member of the Union must m solidanty be entitled. The 
question cannot be left until the moment of cnsis, the best deterrence 
is absolute clanty about what will happen in certain clearly defined 
circumstances. 

Of the two forrns of deterrence which could be deployed at the 
European level, nuclear deterrence if it is to continue at all, must 
surely be US-controlled to be effective. This impies the continued 
use of Nato as the most appropriate European defence organisation. 
The British and the French nuclear capabilities are hardly credible 
security systems at the European  leve!,  either separately or together. 
The British deterrent could flot conceivably be deployed without the 
Americans. Talk in some French circles about malcing the French 
deterrent a European one was never more than talk, and President 
Chirac' s attempts to mitigate the adverse effects of the nuclear tests 
at Muroroa, have not changed the essential facts of the situation. It 
is highly improbable that agreement could ever be reached on 
sharing decisron-malcing about the use of the French nuclear device, 
and inconceivable that other member states would ever leave such 
a decision to the French A deterrent which harbours doubts about 
whether the button would ever be pressed is no deterrent at all. 
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Risk of uncontrolled use of nuclear weapons. It is doubtful 
whether the CIS countries  stili  holding nuclear weapons, with the 
exception of Russia, are capable of using them in anger. In any case, 
the basis for a satisfactory solution of the problem has already been 
laid by US and Nato diplomacy. If Liby a represents a potential 
nuclear threat, the problem is best handled by the Nato nuclear 
guarantee, on the one hand, and EU civilian diplomacy, on the other. 
The question of the non-proliferation of nuclear weapons in general 
is also one for civilian diplomacy, at winch the EU has recently ha! 
some success. 

Armed conflict between European countries outside the EU. 
Instability in Central and East Europe is best handled by enabling the 
countries concerned, all of which have sought accession to become 
members of the EU in order to enjoy lis regime of political solidarity. 
By submitting themselves to internai EU disciplines, the bonus of 
stability accrues to all the members and to the Union as a whole. 
Enlargement of the Union may be the equivalent today of the 
Franco-German settlement in the 1950s. 

Minorities. The hope that Europe' s different ethnie and other 
communities could leam to cohabit in a stable relationship would be 
jeopardised by the revival of the Versailles doctrine of self- 
detemunation, which presumed that the 'nation  state'  is the only 
viable expression of national identity. Anned force is seldom the 
way to solve these problems or to miligate the instability they so 
often cause. Diplomacy, through the CFSP, will be more efficacious. 
The 1993 Stability Pact was a worthy EU initiative which encouraged 
non-EU states to settle long-standing and potentially explosive 
disputes through diplomacy; now bequeathed  io  OSCE, it has a 
continumg role to play. Above all however, EU member states 
should themselves set an example by demonstrating that membership 
of a supranational organisation, far from impairing national idenuty, 
enhances it m conditions of greater stability. Rhetoric from certain 
British mhusters in the reverse direction catis into question their 
commitment to peace in Europe. 

Instability in neighbouring areas. In the Middle East, the EU has 
an important role to play in helping to prov ide the economic social 
and trading conditions which must underpin any Israeli-Palestinian 
peace settlement. In North Africa a dangerous situation can only be 
defused by economic regeneration and political renewal, and an 
immigration policy on thepart of the EU whichreconciles unavoidable 
domestic economic and political tensions with an open approach 
avoiding any impression of cultural or econornic exclusion 
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6. Energy supply. Trouble in the Gulf, and increasingly in Russia, 
can always endanger Europe' s energy supply. Should there be a 
second Gulf War, even an isolationist America could not afford flot 
to intervene. Those European countries which can will no doubt 
wish to fight once again alongside the Americans, but there is no 
objective military reason to have an autonomous, integratedEuropean 
force for this purpose. 

Indeed, in none of the above cases is there at present a strong enough 
case to have a separate military capability  stili  less a standing anny. This 
is  flot to say that military force is now obsolete and can be abandoned. 
But a is so far from being the only way forward that there is no 
compulsion on the European Union, which should be exploring new and 
innovatory ways of collective statecraft, to fall back on the formulas of 
the post Fortunately, there are other ways and other forums in which 
rnilitary power can be exercised to the extent necessary, without going to 
the trouble and expense of erecting parallel military structures. 
Available forums 
In the search for functional forums for European security cooperation, 
the Organisation for Security and Cooperation in Europe hos an honourable 
place. Its predecessor, the CSCE, played a crucial part in exposing the 
hypocrisy of Communism; and the European Community, through EPC, 
had a significant role in that process. Unfortunately, it was perhaps over- 
optimistrc to attempt after 1990 to modify so profoundly an organisation 
whose structure  stili  reflected the accumulated rhetonc and paranoia of 
the Cold War The OSCE is unlikely  io  develop any forrn of collectively 
deployable rnilitary capacity, and even lis diplomatie capabilities are 
open to doubt. The test is the low level of confidence placed in it by its 
own members, and doubts about the efficiency of its decision-malcing 
procedures, the wealcness of which has been exposed by the events in 
former Yugoslavia. The organisation could be most useful in the CIS and 
the Russian Federation, but its guiding doctrine (courtesy of Serbia) of 
'consensus minus one is unlikely to be of much use when the one is 
Russia. The OSCE could be a useful back-up, and the opportunity it gives 
for its transatlantic members to be involved in decision-malcing is 
especially valuable, but it will not become a front-line security system If 
the OSCE is destmed to develop, its force will be a more political one; 
and a more peaceful Balkans rnight prove the vital test-bed of its long- 
term preventive diplomacy. 

Nato, on the other hand offers the sanie advantages as OSCE for the 
involvement of the transatlantic partners, yet has the ment of being an 
up-and-running operation capable of the rapid collective deployment of 
troops This is not to say that drastic reforrn of the organisation is flot 
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required. The attractiveness of Nato in the Cold War era was the credibility 
of ils decision-malcing procedures, reinforced by its unified command 
structure. The same certainty no longer holds, and as former Yugoslavia 
showed, Nato suffered a credibility gap. The difficulty lay in the absence 
of consensus over what the organisation was there to do. As the later 
stages of the Bosnia crisis showed, the challenge was to forge a new Nato 
consensus or to leave the door wide open to de facto US hegemony. Any 
new consensus can relate to nothing other than the first source of 
instability described above: the risk of direct attack is the only risk tint is 
without doubt best countered by military means, and therefore well 
suited to being dealt with by Nato, which will lose  ils comparative 
advantage if it abandons its military expertise. 

This therefore raises the question of extending Nato's defence guarantee 
(Article 5 of the 1949 Atlantic Treaty).  li is not objectively necessary to 
be a Nato member in order to benefit from its guarantee, which could be 
extended to cover the whole territory of the European Union without all 
EU members having to pin Nato. Indeed, there would be advantages in 
such a two-tier solution The nub of cuitent difficulties facing Nato lies 
in Russia's understandable reluctance to countenance the borders of the 
Alliance stretching all the way up to its own. The classic response to such 
a dilemma is to create a glacis. The problem is that Russia and Nato are 
competing for the same glacis. For the countnes lying on the border 
between the two flot to be a part of Nato, while enjoying nevertheless 
Western defence guarantees through membership of the EU, might solve 
this difficulty — especially if the merits of the system were discussed 
with Russian participation in a conference such as has been suggested 
earlier. 

The disadvantage of this arrangement is that some countries (and not 
only the glacis countries but also the neutral members of the EU) would 
be seen to be getting defence for free. They would have all the advantages 
of a secure existence but would make no payment for it, either through 
military expenditure or concurrence in the Alliance' s  politica! choices. It 
could be pointed out that this represents no change in the previous 
situation, in which Nato's existence de facto guaranteed the security of 
Ireland, Sweden and Austria without any compensatmg effort on their 
part But in stringent times, this argument may flot be enough. The 
answer must be that through their membership of the European Union the 
countries concerned malce an adequate financial and political contribution 
to security in other amas, particularly through the economic effort 
required to consolidate stability in neighbouring regions. These measures 
will not be cheap, in tenus either of politics or cash, but they are just as 
important as military expenditure in ensuring stability. 
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Western European Union 
The alternative forum to Nato as a European defence system, including 
the military aspects, is the EU itself, together with WEU as ils military 
arm WEU had some initial success when, with the Petersberg declaration 
in June 1992, it made commitments to humanitarian and rescue missions, 
peace-keeping, and crisis management, including peace-making. Some, 
flot only France, have argued that WEU is the right way to go. But Nato 
exists already, and has the necessary infrastructure. Regardless of the 
objective merits of transatlantic ties, the United States is more dangerous 
when isolated, and uniquely capable of making others suffer for their 
policy rnistalces. It is better to share policy evaluation with the Americans 
than to suffer the effects of their policy-making uncushioned. It would be 
expensive to replace Nato, and doubly expensive to construct a parallel 
system to it. The wider the defence forum, the greater the economies of 
scale The Europeans are totally dependent on US logistics and intelligence 
infrastructure for all but the lightest tasks. To duplicate all these systems 
would involve costs which none of the member states would wish to 
bear 

It was originally asserted that the European Union must have a 
separate capacity to intervene militarily in conflicts like former Yugoslavia, 
Chechnya, Rwanda or the Gulf. It was attractive to France, which for 
historic reasons was still reluctant to commit itself to the collective 
rnilitary structure of Nato.  li  is attractive to the neutrals — Austria, 
Ireland, Finland and Sweden — whose military activity nught otherwise 
have to be confmed to participation in UN peace-keeping missions and 
the non-combative items among the Petersberg tasks. But the  generai  
argument fails to be supported by precision. For example, precisely what 
military action should the EU have undertalcen in former Yugoslavia in 
what circumstances and how would it relate to the UN mandate 9  Even 
if convincing answers can be given to these questions, the balance of 
advantage as between military and non-military action has to be assessed, 
bearing in mind that military intervention will in all probability preclude, 
or at any event discredit, effective non-military action, as the sad events 
in the Balkans have shown. And would EU military intervention in 
Bosnia have commanded the continuing support of all its member suites? 
It is surely unrealistic to think that military intervention by a directorate 
of some member states, covered by a specious EU decision on which 
other member states have disapprovingly abstained will do other than 
demolish the CFSP in short order and with it the credibility of the EU as 
a foreign policy actor. 

If not all member states of the Union wish to engage in nulitary 
conunitments, is the answer not to place its military capacity in the hands 
of the Western European Union? This argument is attractive to Germany, 
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which is in favour of a closer meshing of WEU and EU than was 
accomplished at Maastricht Even the British govemment now accepts 
that WEU is a useful channel of communication between the EU and 
Nato, and has proposed to the IGC that a WEU summit meeting should 
meet back-to-back with the European Council. In operational terms, 
WEU has done well to develop the use of the Combined Joint Task 
Forces inside Nato, but excluding troops from the USA and Canada, and 
m setting up other joint exercises. 

There are two factors, nevertheless, which restrict the value of WEU 
In large-scale operations, VVEU is m fact dependent on Nato (that is, the 
US), and to build up a genuinely autonomous capability would mn up 
agamst the difficulties of expense mentioned previously with regard to 
the EU (all the more burdensome since the same expense would be 
shared among a smaller number of members). Moreover, Nato would 
stili  continue to exist m parallel, presenting difficulties of coordination 
An even more serious difficulty is the absence of any self-contained form 
of political infrastructure to provide the policy input without which the 
WEU could  flot be taken seriously as a military force. If it were to build 
up such a structure, it would inevitably compete in policy formation with 
the CFSP, with adverse effects on stability in Europe. So should flot the 
WEU take  ils policy orientations from the EU? This is after all what the 
Maastricht Treaty implies, although it fias flot quite worked out lilce tint 
ifi practice. 

Two objections may be raised here, too. First, the fact that EU 
member states are free to adopt in the VVEU positions which are flot only 
flot EU positions but may well not even be the positions they themselves 
adopted in EU discussions Second, the membership of the two 
organisations does flot coincide. It is flot too senous that flot all EU 
members are members of WEU; indeed, tins can be an advantage But 
the WEU is disqualified from acting as the defence arm of the EU if some 
of its members or associates are flot members of the EU. The WEU 
member states made a serious error at the time of Maastricht when they 
abandoned the principle that only member states of the EC could become 
members of the WEU. Now flot only is EU membership not a prior 
condition of WEU membership, but different categories of membership 
have been invented to enable all sorts of countries to share in opinion- 
forming in such a way that the boundary between it and decision-taking, 
if it ever came to that, is blurred. An unlooked for result is that WEU's 
defence guarantee on paper  stili  the strongest in Western Europe, is 
practically meaningless It is important that this IGC should reverse the 
poor decision of the last, and insist that only members of the EU may be 
members of WEU The EU members meeting in WEU must observe 
proper discipline in respecting EU policies. 
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The IGC should therefore strengthen the fies that bind WEU to the 
EU; it should write into Article J.1 the Petersberg tasks and allow for the 
development of doser organic links between the two. In so far as WEU 
is the conduit between Nato and the EU, and that the latter, fundamental 
relationslup is the one that matters, it is to be hoped that the IGC will not 
allow itself to be to driven to distraction in trymg to get the formula to 
link the EU with WEU exactly right in all respects. The EU-WEU liaison 
will continue to adapt as Nato's disposition with regard to Central and 
Eastern Europe becomes clearer duruig the second Clinton administration 
Flexibihty at this stage is essential, flot least to cater for the maturing 
defence policies of the previously `neutral' EU states and of France and 
Spain. The acquisition by the EU of a  legai personality of its own, to 
which we return in Chapter Six, would also facilitate the pragmatic 
development of the EU' s security dimension. 

The IGC is threatened by a major row about the future of WEU 
between the Gerrnans, on the one side, who want its full incorporation 
into the EU, and the British on the other, who don't The French take a 
middle stand. But WEU is flot worth a major quand. If there is nothing 
else for it, WEU must be dissolved in 1998, as its constitution permits but 
does not require, and a successor must rise from the ashes. lis original 
purpose in integrating Gennany's military contribution lino a common 
framework has long been served. Without the effective political control 
of the European Union, however organised there is no other. 
Arrns procurement and the defence industry 
Calls are from time to time made for the setting up of a European anns 
procurement agency, possibly under the auspices of WEU Indeed, the 
clear need for improvements in the existing situation has on occasion 
been used to argue in favour of a defence personality for the EU, at least 
m this respect. The question is a complicated one silice the discussion is 
more about industrial policy and defence sales than it is about security 
requirements. From the industrial policy point of view there is no 
justification for treating the defence mdustry differently from any other. 
It must compete, and if it fails to compete e must not survive. The social 
consequences of this must be dealt with just lilce the social consequences 
of the failure of any other no longer  competitive industry. If governments 
choose to subsidise their national defence industries they must be free to 
do so within the limits of European and international compention rules. 
Should govenunents wish, for political reasons, to restrict the countries 
to which defence equipment may be exported, they would be well 
advised m their own mterest to do so in the EU, using the provisions of 
the CFSP and the Common Commercial Policy. The refusai of member 
states in the Maastricht negotiations to rescind Article 223 of the Treaty 
of Rome, which protects the arms industry from normal single market 

96 



disciplines, is an incomprehensible own goal. It should be reversed at this 
IGC, and Article 223 should be phased out (at least for internai purposes). 

Another way of cost-cutting is by transnational cooperation on defence 
production. However, the way this is currently being done in Western 
Europe is a text-book example of how flot to proceed. Govemments gang 
up to share out the work on projects which owe more to what can be 
supplied than what is actually required. For the Eurofighter, the British 
will make the nose and the Gennans the body, while one wing has gone 
to the British with the Spanish and the other to the Italians ail by 
themselves. Italy has, however, to share the tail with Spain. These 
arrangements may correspond to commercial good sense but the chances 
of their doing so malce buying a ticket in the National Lottery seem a 
sound investment decision. In truth, the carve-up has been the result of 
hard-nosed bargaining designed to protect employment. 

A more rational and commercially viable way of proceeding is to 
throw defence procurement open to free competition in exactly the same 
way as civilian govemment procurement is now conducted. This means 
that EU, OECD and WTO disciplines on public procurement should be 
extended to the defence sector and that European competition Mes 
should apply, possibly on sector-specific principles to encourage global 
competitiveness. This is the best way to ensure that the taxpayer gets 
value for money and that a European industry, with cross-border industrial 
alliances competing with each other on commercial ternis on the global 
as well as the European market, survives and fiounshes. 
Europe stable and secure 
In summary, we propose that the European Union should develop its 
capabilities for civilian diplomacy in order to make Europe more secure, 
particularly to the East and the South. The Union' s single greatest 
contribution will be to make a success of further enlargement, which 
requires an early strengthening of its institutions. Necessary milaary 
guarantees will be provided,  flot directly by the Union, but by Nato, and 
not only to  individuai  members of Nato but to the European Union as a 
whole The role of the Union in this respect will be to provide a vastly 
strengthened political input, channelled at least m the first instance via 
the WEU, to the Nato deliberative process. 

To this end, significant alterations to the way in which the EU 
formulates and conducts as foreign policy will be necessary The 
operational' part of CFSP, as opposed to the setting of policy goals and 

positions, should be moved within the jurisdiction of the European 
Community, and be made subject to the normal democratic procedures 
of its institutions, including QMV. 

The feasibility of this scheme depends to a very large extent on the 
likelihood of the United States maintaining its current level of interest in 
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the affairs of Europe. One of the reasons for the movement in recent years 
throughout the continent towards an autonomous European defence 
capacity has been the fear that, after the Cold War, the US might once 
again retreat across the Atlantic. Rhetoric in Congress gives colour to 
those fears. There are good reasons, going beyond President Clinton' s re- 
election, however, for flot fearing the worst. However isolationist the US 
mood, it seems unlikely that any administration would lightly surrender 
US interests in Israel, the Gulf, and increasmgly in the Russian Federation; 
nor will the White House be inclmed to abandon American pretensions 
to superpower status. For this the USA needs Nato. Of course, the 
Americans will continue to press the Europeans to play a greater part in 
their own defence, but they will doubtless prefer dus to be done in Nato, 
where they have a direct say, rather than in the EU, where they do flot. 

A different question is whether the Europeans should be content with 
this situation. Part of the deal of sharing defence responsibilities with the 
United States involves from time to time sharing its view of what policies 
are appropriate, which may not always be to European taste. But there 
must be a greater chance of agreemg on policy by sharing a forum with 
the US than not. This is not to say that preparations should not be made 
m case the worst befalls, and in spite of everything the United States 
abandons Europe. But these can be made just as well by strengthening the 
European rnilitary participation in Nato, and by exercising WEU There 
ts no need of a separate organisation to achieve this. Then, if one day the 
Americans leave there will  stili  be a viable European Nato to execute the 
residuai  military taslcs which the security of the continent requires 

It is encouraging that, at last, reform of Nato is being cogently 
discussed. The US vision of a European security and defence identity that 
is separable but flot separate' is beginning to talce hold. The British seem 
to have accepted that some strengthening of the European ami will flot 
jeopardise the US relationship France, stung both by lis military wealcness 
m the Gulf and its political weakness in Bosnia is revising rts traditional 
Gaullist detachment from military integration. Spain will follow suit 
The decision of the North Atlantic Council in Berlin in June 1996 to give 
the green light to WEU's Combined Joint Task Forces was a step 
forward, and gives the Alliance the opportunity it needs to settle its own 
enlargement strategy — vvinch it must do in very much cbser collaboration 
with the European Union than has so far been the case. The reform and 
expansion of Nato and the European Union must be harmonised 
intelligently, with rigour and urgently. 

' See Simon Nuttall, European Political Co-operation, Oxford, The Clarendon 
Press, 1992. 

Speech in Newcastle-upon-Tyne, 19 June 1995. 



Chapter Five 

Enlarging the Union 
The collapse of the communist . system in Central and Eastern Europe, 
followed soon after by the fragmentation of the Soviet Union itself, 
presented the West with three historic opportunities: to unify Germany, 
to end the division of Europe, and  io  make a decisive contribution to a 
new world order. Thanks to Chancellor Kohl and President Gorbachev, 
the first opportunity was seized with unexpected rapidity: Germany was 
unified in 1990. This meant simultaneous enlargement of the territory of 
the European Community, by the adhesion of the five Eastern Lander, 
the former German Democratic Republic, and their 17 million inhabitants 
to the Federal Republic. 

The second prospect opened up in 1989 was the opportunity to heal 
the half-century old division of Europe by embedding unified Gennany 
into a newly enlarged and more closely integrated European Union. The 
Maastricht Treaty, ratified by late 1993, was an effort to make progress 
ui the direction of European Union. Enlargement of the Union to include 
Austria, Finland and Sweden added greatly to us value Enlargement of 
the Union  io  admit former cornmunist states was agreed in principle by 
the European Council in June 1993, holding out the prospect of extending 
to Central and Eastern Europe the benefits of integration, as well as 
further enhancing the stability and prosperity of Western Europe. 

The third opportunity to create a new world order in place of the Cold 
War division, lies ahead. But the European Union 's ability to play a 
crucial role in the reform of the United Nations and the building of more 
effective global security will be measured against its contribution to pan- 
European prosperity, secunty and stability. If it fails in Europe, it carmot 
expect to succeed elsewhere. 

Success in widening the Union  io  incorporate the forgotten half of 
Europe should bring great benefits; failure in the attempt would be a great 
blow to the credibility of the Union, nsking a reversion to the dangerous 
system of competing national states of the 1920s and 1930s inevitably a 
dominant role for Germany certainly in Central Europe and probably in 
Western Europe, and the danger of renewed intra-European confiicts. 
The European Union, therefore, has an ovemding responsibility to 
ensure pan-European stability and security; enlargement is a vital 
challenge: there is no alternative. 
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Enlargement and the 1996 IGC 
Against this background of historie opportunity, the original agenda of 
the 1996 Intergovernmental Conference could appear parochial. 
Enlargement was a second thought, but a sound one — extraneous to the 
original purpose of the IGC, but recognised as having a potentially 
crucial influence on the outcome. For a time, indeed enlarging the Union 
became the major  strategie  imperative driving the preparations for the 
IGC. Regrettably, this sense of urgency has receded. We hope it retums; 
because without a successful IGC it will be difficult and risky to enlarge 
the Union; and without the pressure of enlargement it will hardly be 
possible to make the IGC succeed. 

The European Council at Copenhagen in June 1993 agreed that: 
'the associated countries in central and eastem Europe that so desire 
shall become members of the European Union Accession will take 
place as soon as an associated country is able to assume the 
obligations of membership by satisfying the economic and political 
conditions required.' 

'These conditions were: 
stability of institutions guaranteeing democracy, the mie of law, 
human  rights and respect for and the protection of minorities; 
the existence of a functioning market economy as well as the 
capacity to cope with competitive pressure and market forces 
within the Union; 
ability to talce on the obligations of membership including adherence 
to the aims of political, econorruc and monetary union. 

The European Union has taken practical steps to assist •  potential 
applicants to fulfil these conditions in various bilateral 'Europe 
Agreements', that involve institutional dialogue, trade agreements, and 
financial and technical assistance. 

The idea of enlargement seems to command wide political support, 
although some of this will be superficial. And there are some, no doubt, 
who are disingenuous in their expressions of support for enlargement 
hoping that a rapid expansion of the Union will enfeeble its supranational 
institutions and put federalism in retreat. Enlargement will certainly have 
a dramatic effect on the Union. The eventual accession of all the actual 
and prospective applicants would raise the Union's population by over 
100 million to about 475 million. Enlargement will also have a decisive 
influence on several decisions which have to be taken soon after the end 
of the IGC — on reforms to Union policies, especially for agriculture and 
the structural funds, on the size and shape of the EU budget, and on the 
future of WEU. 
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In this chapter we ask whether there is a realistic basis for the 
accession of some candidates by the early years of the next century, and 
consider the implications for the Union. First we tum to the ternis and 
conditions that may be attached by the Union to the new members. 
Past and future enlargements 
From six members at the outset, the EU expanded w nine in 1973, ten in 
1981, twelve in 1986 and fifteen in 1995. Applications have been 
received from a further fourteen states. Poland the Czech Republic, 
Slovalcia, Hungary, Slovenia, Romania Bulgaria, Estonia, Latvia, 
Lithuania, Switzerland, Cyprus, Malta and Turkey. The candidacy of 
five further states, Croatia Bosnia-Herzegovina, Serbia-Montenegro, 
Macedonia and Albania, has been indefinitely delayed by the Balkan 
War, although Albania, Croatia and Macedonia have been admitted to 
the Council of Europe, a staging post to European integration. Further 
candidates could emerge eventually from the Commonwealth of 
Independent States (CIS) — Moldova, Russia and the Ukraine are 
already in the Council of Europe — though the question of further EU 
enlargement in that area is too uncertain to require much discussion at 
present. The futures of the Russian Federation and Belarus are 
unpredictable, but the possibility that stability will only be secured by the 
installation of a military or a fiercely nationalistic government in Moscow 
cannot be discounted. To complete the jigsaw, applications to join the 
EU might one day be forthcoming from Iceland and Norway (again); and 
Switzerland which, with Liechtenstein, has already applied. 

The prospective enlargement is not only much larger than any of the 
previous accretions of additional stases to the original Six; il is also 
qualitatively different, since it involves applicants that languished under 
communist systems during the forty years when Western Europe made 
rapidprowess in econornic development and integration This enlargement 
will  flot be easy; hence the three conditions stipulated by the Copenhagen 
European Council. 

The political conditions are onerous The applicants will have to 
convince the existing member states and the European Parliament that 
their judiciaries are independent and the mie of law supreme, that 
elections are properly conducted and fully pluralistic, that their parliaments 
have real power that local government has some autonomy from central 
government, that the rights of individual citizens and private associations 
are affirrned m the constitution, that ethnic and linguistic minorities are 
protected in law and respected in practice, that their press and media are 
free to spealc the truth, and that their military are under political control. 
As its performance over the ratification of Turkey's customs union 
agreement attested, the European Parliament will be tempted Io block 
enlargement unless an absolute majority of its Members are satisfied on 
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all these issues. Under the Phare and other programmes, the applicant 
states are receiving much technical assistance and political know-how 
from the EU; most of the applicants have made considerable progress 
towards these indicators of political convergence — although Romania, 
Bulgaria, Slovalcia and the Baltic States are  stili some distance from 
meeting some of the criteria. 

The economic conditions are also demanding since they require 
completing an unprecedented transition from centrally-directed to market 
economy. The applicants are  stili battling with the legacy o socialist 
economic management, with a distended public sector, inadequate banlcing 
and other financial institutions, a paucity of entrepreneurs and tramed 
managers, and an overweening, officious and in many cases corrupt 
bureaucracy. They have to complete a massive refonn of property law, 
corporate govemance, financial discipline and tax legislation, as well as 
the privatisation of much of their  stili  large public sector and restrictions 
on state aids, before they can begin to conform to EU single market 
regulations and face EU competition in their own markets. 'They must 
also carry through pamful macro-economic stabilisation programmes. 

The capacity of applicants both to accept and to fully understand the 
dynamic obligations of membership will have to be proven beyond 
reasonable doubt. The threshold of the acquis communautaire has been 
progressively raised since 1952. The original Six formed a coal and steel 
community and then a customs union; the first enlargement in 1973 
required the UK Denmark and Ireland to join a conamon market, 
including cornmon agricultural and fisheries policies; Spain and Portugal 
joined in 1986 as the EC was committing itself to the single market; in 
1995 Austna, Finland and Sweden had to embrace at once the Treaty on 
European Union, including Economic and Monetary Union. The 
magnitude of the adjustments to be made by new members has been 
raised at every step: the IGC and the imminent transition to Stage Three 
of EMU will serve to do so again 

Given their starting point, another kind of threshold for the Central 
and East Europeans, that of relative prosperity is steep. The GDP per 
capita of all the applicants is currently below half the EU average. But the 
gap in real mcome levels for the more advanced Central Europeans 
compares none too badly with that of the poorer Western member states 
at the time of their accession, all of whom had GDPs of 55% or less of the 
EC average. 

These comparisons are provided only as broad indicators and should 
not be interpreted as accurate statistics on the basis of which narrow 
policy conclusions can be drawn.' 

102 



GDP PER CAPITA AS PERCENTAGE OF EU AVERAGE 
New Applicants in 1993 
Slovenia 	50 
Czech Republic 42 
Estonia 	38 
Hungary 	36 
Slovakia 	34 
Bulgaria 	33 
Poland 	31 
Latvia 	28 
Lithuania 	18 
Romania 	17 

Under the terms of the Treaty (Article 0), the accession of any new 
European state has to be agreed by the Union unanimously, ratified with 
due constitutional procedures — parliamentary or referendum, or both 

in each member state, and also by the European Parliament, acting by 
absolute majority. Accession must also be ratified by the applicant states, 
a feat flot achieved by Norway in 1972 and 1994 — nor de facto by 
Switzerland when it lost a referendum on membership of the European 
Economie  Area in December 1992. There are many reasons why such 
agreement and ratification could be withheld, ranging from a judgement 
that the applicant had failed to meet the dual test of  liberai  democracy and 
market economy, hostility to new competition and higher EU spending 
to negative public opinion. Enlargement, clearly, can never be taken for 
granted. Since the consequences of rejection would be so scrious for the 
applicants, and damaging to the EU itself, the process leading to accession 
needs to be prepared carefully with efforts on both sides to ensure a 
successful outcome. 

Disappointment with failure would be intense Public opinion in 
Central and Eastern Europe is overwhelmingly in favour of EU 
membership — as much as 97% in Romania and 93% in Poland This 
sentiment is also reflected in commerce and industry: the vast majority of 
companies indicate that further European integration was very important 
to themselves and to their competitors. Public opinion in the EU is less 
exuberant about the prospect of eastem enlargement but still broadly 
sympathetic;  il is much higher in the East (Finland 65%) than in the West 
(Portugal 33%). 2  

WHO SHOULD JOIN, AND WHEN 
The enlargement question overwhelmhigly concerns Central Europe, 
which separates the European Union from the former Soviet Union. 
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After traumatic declines in GDP following the collapse of the Soviet 
market and disruption associated with the transition Io market economies, 
by the end of 1995 Central Europe was recovering well and forecast to 
enjoy strong econornic growth in the mid-1990s. We consider each case 
here: 

Poland is by far the largest applicant with 39 million people, and 
occupies a vital strategic location. Politically it has had a plethora of 
political parties and numerous changes of govemment -  reformed 
communists have gradually made their return to government since 1994 
Poland' s economic transition programme has however brought remarkably 
good results at the cost of considerable hardship. Its growth was around 
5• or 6% per annum during 1994 and 1995. 

The Czech Republic, with just over ten million people, is capable of 
especially close integration with the Gemian and Austrian economies, 
since its industrial centres, well advanced in the 1930s even if stagnant 
during the commurust era, are geographically highly accessible. Under a 
popular president, Havel, and a strong prime minister, Klaus, the Czechs 
have enjoyed political stability and made steady progress in 
democratisation, econornic stabilisation and privatisation. By 1995 70% 
of the economy was in private ownership, inflation was under control, 
and growth was accelerating from 3% in 1994 to a forecast 5% in 1996. 
Czech economic success was recog,nised by its anceptance as the first 
former comrnunist member of the Organisation for Econornic Cooperation 
and Development (OECD) in 1995. 

With 5.3 million people, Slovakia has special problems since its 
break-away from the Czech Republic in 1993. Prime minister Meciar is 
an assertive and illiberal nationalist who exacerbates the problem of a 
Hungarian minority amounting to more than 10% of the population. 
Slovakia' s uncompetitive heavy industries leave the new republic with a 
massive problem of reconstruction. But privatisation appears to be 
advancing, with 60% of the economy in at least nominal private ownership 
by 1995; inflation is under control, and GDP is growing at around 4 - 5%. 

In the first years aller Communism, Hungary, with .over ten million 
people attracted the lion' s share of foreign direct investments in Central 
and Eastern Europe — $6.9 bn out of a regional total of $17.7 bn in 1989- 
94 compared to $3 bn for the Czech Republic and only $1.5 bn for 
Poland. Of all the countries of the Soviet bloc, Hungary had the longest 
apprenticeship moving towards the market economy. Nevertheless, a 
large extemal debt overhang has created special difficulties for Hungarian 
macroeconomic policy, and government management has been shaky. 
During 1995 budget and payments deficits have been brought under 
control but at the cost of reducing GDP growth  io  less than 1%. Large 
ethnic Hungarian niinorities in Slovalcia, Romania and Serbia create 
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problems in relations with these neighbouring states, but so far these 
have been handled with restraint. The former Communists returned to 
power in the 1994 elections, under prime minister Horn, but in coalition 
with the Free Democrats (Liberals), and have demonstrated democratic 
responsibility. Hungary was the first ex-corrununist country to apply for 
EU membership, in  Aprii  1994. 

Slovenia escaped virtually unscathed in its short war of independence 
from Yugoslavia in 1991, and has the most highly developed and best 
managed economy among the former Yugoslav republics. Growth has 
been about 5 - 6% since 1994, and GDP per capita is ahead of all the other 
applicant states. Slovenia's politics are stable and democratic. Disputes 
with Italy over the restitution of property to former inhabitants seem now 
resolved. Slovenia is thus a credible candidate, and is likely to be in the 
first group of applicants to gain accession Slovenia, with only two 
million people (and like the Baltic states) falls into a category of small 
states which will present the EU with specific institutional problems. 

In the Baltic, Lithuania (3.7 million) Latvia (2.7 million) and Estonia 
(1.5 million), despite being former Soviet republics, have been able to 
assert their independence by keeping out of the CIS. Problematic relations 
with Russia, however, remain both an impetus for seelcing EU membership 
and a reason for caution on the EU side. The main issue is the treatment 
of the substantial Russian ethnie minorities in Estonia and Latvia 
Language conditions for voters, understandable as these nations seek to 
reassert their independent statehood, discriminate against Russian- 
spealcing citizens, and are mconsistent with Western standards of civil 
nghts. Moreover, formidable economic problems must be overcome 
before the Baltic trio, devastated by the break-up of the Soviet Union, are 
capable of facmg up to competition. Estonia is the most advanced in GDP 
per capita and in economic transition with 6% animal growth in recent 
years, and it has close links with the Nordic countries. 

Romania, with nearly 23 million people, is almost as large as the 
Czech Republic, Hungary and Slovalcia together, but less advanced 
mdustrially, and more distant from the current borders of the European 
Union. 'There are serious concerns about the depth of its political revolution, 
and the existence of the large Hungarian mmority in Transylvania has 
triggered a strong nationalist reaction. The large agricultural sector 
threatens great costs for the EU budget, and 60% of the economy is  stili  
in the public sector. Since 1994, however, GDP is growing at a rate of 4 
- 5%, and a quickening of reform is anticipated following its 1996 
elections. 

Bulgaria, with 8.4 million people, is malcing a slow transition to a 
market economy and private ownership, with even nominal privatisation 
leaving more than half the economy still in public ownership. Growth 
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resumed a modest rate of 3% per annum by 1995. Liberalism is  flot  
assured. 

Turkey, with over 60 million people and a high rate of population 
growth, has a vital strategic location. It has an EC association agreement 
dating back to 1963, and since January 1996 a customs union with the 
Union. Turkey s economic growth and industrial development have 
been impressive though accompanied by political instability and high 
inflation. Its application for full membership dates back to 1986, but has 
flot progressed because of concerns about its democratic credentials and 
human rights record — especially with regard to the treatment of the 
Kurdish mmority. There are also fears about the economic consequences 
of Turlcish accession in terrns of trade, the budget and the labour market, 
an uneasy awareness of the strength o . 	fundamentalism, and a 
wide scepticism about its European identity. Nevertheless, the customs 
union, if it endures, will bring about a large and rapid expansion of 
exports to the EU and investment from it. If structural reform continues, 
Turkey 's transformation could be dramatic. 

Malta and Cyprus applied to _pin the EU in 1990. In March 1995 the 
Council promised that negotiations would commence within six months 
of the end of the IGC; neither, however, is likely to enter before the first 
wave of Central Europeans. 

As long as northern Cyprus remains under Turlcish  contro!,  however, 
the Union's relations with Turkey will be strained. The Commission' s 
Opinion on the Cyprus application delivered m 1993, stated that 
mtegration of Cyprus into the Cornmunity will depend on a peaceful, 
balanced and lasting settlement' of the conflict between the country' s 
two communities. Competition with other Mediterranean agricultural 
and low-tech industrial producers presents some problems, though Cyprus 
is small enough for these to be manageable. But Cyprus, with 0.7 million 
people raises the question of how EU institutions can cope with micro- 
states, and the Commission bas rightly requested that the IGC should 
address this problem. 

Malta, with only 350,000 people, poses that same institutional problem 
even more acutely Maltese accession, too, would bring the territory of 
the Union much doser to troubled and unstable North Africa, notably 
Libya, raising familiar issues about immigration and security. The result 
of the recent elections, however, have cast doubt on Malta's application 

Faced with the diversity of applicant states and the scale of the 
problems they represent to the Union, it is inevitable that there is as yet 
no consensus among existing member states about which or how many 
applicants should be admitted, or when. Some applicants are obviously 
more readily absorbed than others, and various suggestions have been 
made for differentiating between them 	for example, that Slovenia 
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could  te admitted soon; that Poland is a priority; that negotiations should 
open with all the original Wisegrad Four' together (but that Slovakia 
should be left behind); that Romania and Bulgaria will flot be ready for 
many years, that Estonia of the Baltic states should go first or that none 
of the three can be considered before relations with Russia have been 
clarified. 

Giving priority to some applicants risks sending negative  signais to 
others, and could exacerbate certain differences among them — for 
instance, the position of the Hungarian minority in Romania This has led 
to suggestions that accession negotiations should open with all ten 
Central and East European countries on the same date, leaving different 
rates of progress in resolving problems to determine the order of accession 
This proposai was discussed by the European Council in Madrid in 
December 1995, where the technical problem arose of the Commission' s 
limited capacity to issue Opinions on so many applications, and of the 
Council's capacity to conduct so many negotiations at once.The problem 
15  flot resolved, and the danger remains that the accession negotiations 
will drag on too long and demotivation or demoralisation will set in on 
either side. The most serious objection w the idea of one large-scale 
simultaneous negotiation, however, is the very wide difference in levels 
of social, economic and political development between the core Central 
European states and the more peripheral Eastern ones Assuming that the 
discrimination we suggest here is reflected in the timetable for accession, 
the Union should prepare itself to be joined by only four new member 
states in the first years of the new century — Poland the Czech Republic, 
Hungary and Slovenia — but to assume graduai expansion thereafter to 
possibly 32 member states within two decades. 
Fifteen attitudes to enlargement 
Since the accession of each new member has to be agreed by each 
existing member, it is important to realise that the general consensus 
among the fifteen on the principle of enlargement l'ides wide differences 
about the scope and timing of specific enlargements, and on what policy 
and institutional reforms should be made by the Union to accorrimodate 
the new members These disagreements were aired by the Group of 
Reflection on the IGC, where the prospect of enlargement served to 
sharpen the debate about 'flexibility', or differentiated integration within 
the existmg Union. But, because of the British govemment' s fixation on 
minimismg the scale and significance of the IGC, the Reflection Group 
carefully avoided malcing any judgement about the impact of enlargement 
on common policies or resources. 

Germany has been most enthusiastic about eastem enlargement, 
having most to gain economically from exploiting a wider European 
single market, and the g,reatest interest in `projecting security' eastwards. 
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Although unification was handled in ways that created great strains in 
Germany itself and for Germany' s EU partners, the worst effects are now 
past, and German leadership of the movement towards a wider and 
deeper Union can again be effective. But major difficulties over the 
outcome of the IGC or the introduction of the euro could yet impair 
decisive German leadership. Moreover, Germany is likely to have 
difficulty in welcoming without equivocation accession treaties that 
imply higher net contributions to the EU budget. This suggests that a 
round of tough negotiations will begm shortly after the IGC cm the 
'financial perspective' of the EU budget after 1998 with the UK rebate 
as a possible German target. 

The Benelux countries share much of the Gennan approach. Denmark 
has reservations about the deepening federal character of the Union, but 
will be broadly supportive. 

France, on the other hand, has been less enthusiastic than Gennany 
about eastem enlargement. The corrunitment to monetary union has 
survived exchange rate and domestic industrial crises and seems to 
remain finn despite its costs in terras of high real interest rates and 
unemployment. Furthermore, France is now more relaxed about building 
within Nato an effective European pillar for defence cooperation and, 
given its long-standing and close alliance with Germany, is now prepared 
to accept the main changes to the EU institutions that enlargement will 
necessitate. However refonns to the Common Agricultural Policy intended 
to reduce the costs of applymg  il  io  Central Europe will face strong 
opposition from French agricultural lobbies. 

The United Kingdom remains after 24 years of membership a 
problematic mernber of the Union. The Conservative govenunent is 
sceptical about EMU, strongly attached to the intergovenunental approach 
to Common Foreign and Security Policy, and hostile to developing the 
EU institutions for Cooperation m Justice and Home Affairs It supports 
enlargement as a means of enhancing European security, but is perceived 
as being motivated by an assumption that enlargement could mean 
dilution, preventing further deepening of the EU, and keeping it as little 
more than a single market organisation. The UK will be keen to reform 
the institutions of an enlargecl EU to reduce the powers of small states. 
However, political developments within the UK may bring a change of 
European policy. 

Italy favours enlargement and a federal European Union But the 
current domestic political confusion and continuing economic problems 
are major inhibitions on Italy playmg a strong role. Furthermore the 
southem members are potentially the most reluctant to accept eastem 
enlargement, as their industries fear intensified competition Spain, 
Portugal, Greece, and Ireland currently benefit most from EU budget 
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transfers, and on the accession of Austria, Finland and Sweden in 1995 
were granted further benefits from the structural funds and the new 
Cohesion Fund. The richer member states will resist attempts  io  repeat 
this lcind of trade-off in order to irnplement eastem enlargement.  II  is 
difficult to see how the new enlargement can take place without some 
parts of the existing EU, including some British regions, being `graduated' 
from receipt of EU finance. Spain is particularly agitated on this point. 

Among the three newest member states, Austria brings a strong 
interest in the accession to the Union of the former territories of the 
Habsburg Dual Monarchy in Poland, the Czech Republic, Slovakia, 
Hungary and Slovenia. Finland and Sweden have historical and cultural 
links, as well as current economic interests, in the Baltic states, as well as 
a strong security interest in helping to keep them independent from 
Russia and a firm resolve to bring them into the Union. 

With such differentiated interests and attitudes towards enlargement 
and its implications for the balance of policies the 1993 agreement in 
principle on enlargement may not be easy to implement. Nevertheless, 
the priority accorded to enlarging the Union should concentrate minds on 
finding solutions to the mstitutional and policy differences among the 
existing member states. To those we now 

POLITICAL AND INSTITUTIONAL ISSUES 
Unlike the previous enlargement to the three EFTA countries, future 
enlargement carmot really take place under current institutional procedures. 
Fearmg decision-making paralysis, the Corfu European Council of June 
1994 stated that the 'institutional conditions for ensuring the proper 
fimctioning of the Union must be created at the 1996  TOC  which for that 
reason must take place before accession negotiations begin . This is 
because the next enlargements will bring a decisive increase in the 
number of smaller and poorer states, altering the existing balance between 
large and small in ways that are likely to be unacceptable to the large 
states. Enlargement should therefore give a strong impetus not only to 
find solutions to already perceived problems but to malce them radical 
enough to cope with future needs m a wider EU. 

The Group of Reflection was concemed to ensure that enlargement 
should  flot  weaken, change the nature of or actually break up the Union'. 
Institutional reform is already necessary now but the prospect of 
enlargement makes it imperative' ? From the long list of items, enlargement 
forces the IGC to consider m particular the Council 's voting mies, the 
rotation of the Presidency, the size of the Commission, the appointment 
of Commissioners, and the representative capacity of the European 
Parliament in a Union of twenty and, later, thirty member states. In the 
Commission's opinion, enlargement also makes it essential to tackle the 
`need to eschew unanimous voting' and the 'incorporation of a system of 
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flexibility, enabling the Union to move ahead without being held back by 
its slowest members . 4  

As we noted in Chapter Three, the institutional issue presents itself 
forcibly in the form of contention about voting powers in the key 
decision-malcing body, the Council. So far the larger member states have 
been prepared to accept a system in which the smaller states have 
enjoyed a highly disproportionate share in the votes. Discontent with this 
system emerged on the accession of Austria, Finland and Sweden in 
1995. That enlargement raised the number of Council votes from 76 to 87 
(with the addition of 4 votes each for Austria and Sweden, and 3 for 
Finland), the (71%) qualified majority from 54 votes to 62, and the (29%) 
blocking minonty from 22 to 26. The UK attempted, in a rather clumsy 
mariner, to prevent the mcrease in the number of votes constituting a 
blocicing minority. The loannina Compromise' of March 1994 resolved 
that where a vote produced a close result (a minority of between 23 to 25 
votes) the Council will do all within its power to reach, within a 
reasonable urne ... a satisfactory solution that can be adopted by at least 
65 votes'. 

This extraordinary arrangement 	a type of institutionalised crisis 
management — works less than smoothly and leaves a bad odour in the 
present Union of fifteen member states. In a Union of, say 27, with ten 
Central and East Europeans plus Cyprus and Malta, the total number of 
votes could increase to 138 with a blocicing rninority of 40 The share in 
total EU population of the four largest EU member states, Germany, 
France, the UK and Italy, would be reduced from 77% to 56%, but their 
share in Council votes would  decime  from 53% to only 30%. Since the 
newcomers would be mostly small and poor — with Poland large and 
poor — the voting weight of member states with a vested interest in 
receiving large net budgetary transfers would be increased substantially. 
Various suggestions as to how these questions should be addressed by 
the IGC were discussed earlier. 

Rotation of the Council presidency every six months will face two 
serious problems in a much larger Union. Even with a first wave of 
enlargement limited to four new states, each govemment would have to 
wait a decade for its tum at the presidency. Secondly, the capacity of the 
mini-states to cope with the presidency would remain in doubt. The 
happy precedent of Luxembourg's many contributions as president cannot 
be assumed to apply. 

Based on the present system, even the accession of our four most 
likely candidate member states would deliver a Commission of 25 
members. The problem can be resolved as we proposed above, by 
introducing a distinction between senior and junior Cornmissioners, and 
giving every member state one Commissioner each. 
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Enlargement will require a restructuring of representation in the 
European Parliament in order to keep the Parliament at a manageable 
size (The Group of Reflection suggested 700.) This may mean adjustmg 
the system of degressive proportionality whereby the small states have 
privileged representation. But any new formula for the Parliament must 
be balanced against that of Council voting weights: m neither arm of the 
Union' s legislature must the legitimate rights of the small states be 
overrun by the representatives of large ones. What is required for the 
Parliament is a genuinely uniform electoral procedure, as the Treaty 
mdeed stipulates, based on proportional representation within which a 
new gearing of MEPs per state population will be an important element. 
Enlargement and sectnity 
Central and East Europeans have expressed a strong if unfocused desire 
to conjoin with the Western system of collective security epitomised by 
Nato and the European Union. As we discussed in the previous chapter, 
this behoves the EU to build a Common Foreign and Security Policy that 
is effective throughout Europe, but especially on its eastern borders. The 
Union is also aware of the need to project its own security eastwards 
while simultaneously developing and maintaining good relations with 
Russia. Likewise, the EU is rightly determined to retain the US guarantee 
of Europe's defence through Nato. But to extend the Union beyond 
Nato's existing scope without clarifymg the contemporary meaning of 
Nato's security guarantee would make the EU highly vulnerable to 
entanglement in conflicts in Eastern Europe without having in place 
effective institutions and policies for handling them. This issue is 
particularly acute in the case of the Baltic states. 

The US, supported by some EU governments, proposes that Nato 
should simply be extended eastwards to  fil the security vacuum Despite 
participating in the North Atlantic Consultative Council and Partnership 
for Peace organisations for maintaining good relations with Nato, Russia 
bas  regarded the extension of Nato membership as provocative. In 
contrast, however, Russia apparently has less objection to the extension 
of EU membership into Central Europe. Clearly, the EU as a civilian 
power bas much to offer having substantial diplomatic, economic and 
financial instruments with which to assist the reconstruction of Central 
and Eastern Europe. Rapid militarisation of the EU would be just as 
vexing to the Russians as the crude enlargement of Nato, if flot more so. 
That is one reason why we take a cautious approach to the first proposition 
and are hostile to the second. 

We have suggested earlier, first, that (Finland apart) the EU should 
flot  enlarge hurriedly up to the border of the Russian Federation; second, 
that Nato itself should not expand at this stage up to the borders of the old 
USSR; but that, third the Nato security guarantee should be extended  io  
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embrace all the territory of the Union regardless of the cornmonalty of 
membership between the two organisations. This prescription for a 
balancing act is  flot pst a concession  io  Russian sensibilities, but is also 
based on a critical assessment of the current capability of the European 
Union to secure its own external borders. Our proposais are expedient, 
but they do not pretend to be a permanent solution to pan-European 
security. For one thing, they will work only so long as the USA remains 
fully conunitted to bearing the principal burden of Europe's defence. Nor 
will our arrangement maintain credibility if the EU fails to set in train and 
then to persevere with a comprehensive programme of measures to build 
up its own autonomous defence capability. 

The goal of enlarging the EU raises pointedly the question whether 
the member states can commit themselves to developing now a CFSP 
that is capable of operating after enlargement in the vulnerable area 
beyond lis new eastern border. If they are not willing to do so, some 
member states may prefer not  io  widen the Union, so as to reduce the 
risks of involvement in disputes and even conflicts without the means or 
the will to take collective action to resolve them. But • rejection of 
enlargement because the CFSP is too feeble to cater for it will not solve 
the problems of instability to the East. On the contrary, to shirk enlargement 
of the Union to those countries well-suited for accession would be an 
evasion of responsibility and would immedmtely exacerbate Europe' s 
insecurity. Imagine how soon Greece could have got involved in the 
Balkans War had it not been a member of the EU; and imagine how 
Turkey might have reacted had it been cast aside by Europe. 

The EU should make more progress in the Balkans. After its initial 
disarray and despite lis frustration in the role of peacemaker, the European 
Union managed not to divide itself between the warring parties in ex- 
Yugoslavia as its member states would have done in former limes. The 
Union is now in a strong position to offer a package of trade and Md 
agreements to the former combatants, with political strings attached. The 
EU must msist that the decisions reached in Dayton, Ohio are correctly 
applied, that refugees can return to their homes and that justice and the 
aile of law are resurrected. It should continually rernind the Serbs, Croats 
and Bosnians that the European Union they rnight wish to join is a 
democratic edifice and that they will become welcome as members only 
if they apply human nghts, protect minorities, end ethnic and religious 
discrimination, and establish properly functioning pluralist democracies. 
Internal threats to stability 
Beyond the question of how to organise the security of an enlarged Union 
against  externat threats lies the question of internai security. The accession 
of states in Central and Eastern Europe will accentuate the ethnic 
complexity and cultural diversity of the Union. Will it also raise insecurity? 
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The EU' s single market establishes the principle of freedom of 
movement of people, not only  io  take up employment but to seek work 
and to have their families join them In the past, immigrants from poorer 
EU states such as Spain and Portugal and from associated countries such 
as Turkey and Yugoslavia, were welcomed in the more industrial northem 
economies. Successive economic recessions however, have increased 
unemployment with the result that cheap immigrant labour has been less 
welcome, and controls on immigration from outside the EU have been 
tightened. After 1989 the changes in eastem Europe aroused anxiety that 
millions of immigrant workers, refugees and asylum seekers might flood 
westwards into the Union. 

Mass population movements have not come about on the scale that 
was feared in 1990, because people in Central and Eastern Europe have 
been much sturdier  in coping with the pressures of transition than was 
expected; and conditions, although difficult, have not been as desperate 
as was anticipated. Moreover, the EU member states have increased the 
effectiveness of their immigration controls Even so, the concentration of 
immigrants in Germany, France and Italy has provoked real social and 
racial tension. Germany's close partners, especially, must be sympathetic 
to its wish to  sec effective action talcen at the IGC to strengthen cooperation 
m the field ofjustice and home affairs. Urgent action is needed particularly 
to establish a common asylum policy; so also should the Dublin 
Convention on the crossing of externat borders of the Union be brought 
into force as rapidly as possible. We examine these issues in more detail 
in the next chapter. 

We see no strong case, however, for attempting to restrict the free 
movement of persons throughout an enlarged Union, even on a transitional 
basis. For one thing, economic migration within the EU would stimulate 
the development of a more flexible labour market For another, mass 
migration from the poorer, eastem half of the Union is hardly lilcely; the 
supply of low-slcilled and low-paid jobs in the West is increasingly 
limited, and a mass exodus of younger and enterprising workers from 
new member states enjoying a higher rate of growth than the present EU 
is rather improbable. This leads us to consider the economic dynamics of 
an enlarged Union. 

THE ECONOMICS OF ENLARGEMENT 
There is a common assumption that enlarging the EU by admitting 

poor countries must impose burdens on the existing members. Therefore 
it is important to state that just as the original EC, and its successive 
enlargements, brought substantial benefits to the existing members, so 
the prospective enlargement to the East will bring substantial economic 
benefits  ter talcing into account any costs that will be incurred, to the 
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EU in the early decades of the 21st century. The Central European 
economies are already growing faster than those in the EU. Being in the 
truest sense emerging economies, given access to EU markets and fair 
ternis of accession they should continue for many years to grow faster 
than the more mature EU economies Even though they take currently 
only a small proportion of total EU exports, the volume of exports from 
the present EU to Central and Eastern Europe Ms the potential to grow 
at annual average rates that have been estimated in excess of 10%.5  

Such growth will increase the significance of Central and Eastern 
Europe in EU trade, and make a positive contribution to the growth of the 
EU economies. The applicant states will also contribute substantial gains 
to pan-European competitiveness, to be derived from combining the 
technology, capital and management sicills of the West with the low-cost 
but highly sicilled workers of the East 

Even more significant are the economic benefits of integration in 
terms of security — healing the post-war division of Europe, stabilising 
the politics of Central Europe and embedding unified Germany more 
firmly m the centre of a wider EU Although this prize is the basis of the 
EU's decision to widen the Union the difficulty of quanlifying the 
associated long-term financial benefit of peace and stability leads to it 
being ignored or minimised as politicians and officiais focus on the 
budgetary costs of enlargement in the early years after accession. They 
would do well to consider how much less costly it would have been to 
support democratic and peaceful govenmients in former Yugoslavia 
before, rather than after three years of internecine war and destruction. 

The most frequent anxieties raised about early EU enlargement are as 
follows: that to admit the Central and East Europeans before they are 
ready would damage their emerging economies; that jobs will be lost in 
the present Union because low wages will give the Easterners an unfair 
advantage in competition; that given their low levels of GDP per capita, 
insupportable levels of fmancial transfers through agricultural policy and 
structural funds will be needed from the existing EU members; that free 
movement of labour will mean massive fiows of migrants Ira° the EU if 
Central and Eastern Europe is allowed to accede before real income 
levels have risen much nearer to those in Western Europe. How far are 
these real problems, and if so what solutions are available? 
Trade relations and competitiveness 
Imports from Central and Eastern Europe are only about 3% of total EU 
imports, but a more significant 15 - 20% of the one-fifth of EU trade 
conducted with non-OECD countries. These imports are growing fast. 
Exports from the Central and East European countries could increase by 
as much as 10 - 16% per anrium as the full effects of trade liberalisation 
are felt.6  According to the Commission EU exports to Central and 
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Eastern Europe grew by 22% in 1994, and imports by 27%. Not 
surprisingly the most rapid growth in EU imports from Central Europe 
has been in low technology goods or labour intensive products. The EU' s 
mam export growth to East Europe has been and will continue to be in 
high-tech and capital-intensive products. Southern Europe faces more 
intense competition in its low-tech products, though it retains an advantage 
m the higher added-value items. But imports from the East compete with 
the products of unslalled labour m the northern EU and, assuming 
unchanged technology could reduce the relative real wages of unslcilled 
workers, with the effect concentrated in northern Italy and the UK. 

This cornes at a time when there is already concern withm the Union 
about the widening gap between the real wages of skilled and unslcilled 
workers. Whether the potential effects continue as forecast on the basis 
of past trends depends on how successful industries are in adjusting to the 
shock of import competition. The key factor is industrial structure; both 
monopolised and fragmented industries tend to adjust slowly, mdustries 
with large firms but a competitive structure adjust more successfully. 
Overall, the adverse effects are thought to be small, and the gain to 
employment from improved global competitiveness of firms in the 
existing EU will compensate 

There is evidence from the textile, electronics, engineering and other 
sectors that firms in Western Europe benefit from 'out-sourcing' — that 
is, organising part of their production process or component supply so as 
to take advantage of low unit labour costs in Central and Eastern Europe. 
Firms based inside the EU claim that they are able to retam their 
competitiveness with imports from Asia only by explotting the 
opporttmities for cost savings offered by this method. Such enterprise 
will be encouraged by trade liberahsation between the EU and the 
applicant states. 
The Europe Agreements 
The Europe Agreements were signed in 1992 and 1993, and operated on 
an interhn basis pending ratification in 1994. They offered the considerable 
advantage of a comprehensive framework for East-West Europe trade 
relations based on a commitment to free trade in industrial products. 
However, the Agreements continued to allow 'contingent' protection of 
EU markets through anti-dumping actions, countervailing dunes and 
safeguard measures (usually quotas). Even if these clauses were litfie 
used, the resulting uncertainty slowed down the process of restructurmg 
and deterred mvestors, domestic and foreign. The dissatisfaction of 
Central and East European states with the operation of the Europe 
Agreements was shown in a number of tit-for-tat trade conflicts (for 
example, in the meat trade following an outbrealc of foot-and-mouth 
disease). 
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At the Copenhagen European Council in June 1993 the EU approved 
a package of measures to liberalise the Europe Agreements. These 
included a reduction of the original six-year transition period for 
elirrunation of tariffs on imports of industrial goods except steel and 
textiles to three years: by the end of 1994 these goods entered the EU 
internai market free of duties; liberalisation of trade in sensitive products 
by speeding up the process of tarif elimination by one year, and 
augmentation of the quotas and ceilings on imports of sensitive goods by 
20 to 25% Particularly important for Central and Eastern Europe is trade 
in so-called 'sensitive products , which amounted to between 30% and 
40% of their manufacturing employment. 

The EU market offered substantial growth potential once the reform 
process got under way, and  economie  recession in Central Europe would 
certainly have been much worse without the rapid growth of exports to 
the EU By 1996, with the EU recovering from recession, almost all 
constraints on exports from Central and Eastern Europe are supposed to 
have been removed, except for textiles. The net effect of sensitive sector 
protection on EU employment is hard to quantify; the evidence suggests 
it was minimal or could even have been negative m that uncompetitive 
mdustrial structures were protected. In our view, restrictions on East- 
West trade, however motivated, are costly, since they tend to slow down 
the transition in the applicant states and distort markets in the EU 

The Central and East European states have also proved reluctant to 
liberalise trade among themselves, despite the negotiation of the Central 
European Free Trade Agreement made at Visegrad in 1992 (and joined 
by Slovenia in 1995). Trade cooperation is lirmtecl by historical antipathies, 
and particularly by the legacy of Comecon. The newly independent and 
assertive govemments of Central Europe fear too, that the West wishes 
to consign their countries to a ghetto in which they are cut off from the 
benefits of integration with the EU This hesitation is a pity, as a customs 
union could offer Central and Eastern Europe the sigruficant benefits of 
increased volumes of trade and reduced dependence on bilateral trade 
with the Union. A customs union would help the applicant states to 
develop more complementary economic structures among themselves 
and to minimise frictions on accession to the EU An effective Central 
European cornillon market would help to persuade foreign investors to 
view the region integrally, and would provide an opportunity to renegotiate 
extemal trade relations including the Europe Agreements, on a collective 
basis, and even to negotiate membership of the European Economic 
Area. Unfortunately, gaining in this way the advantages of effective 
inclusion in the single market is also interpreted by the Central and East 
Europeans (as it was by the members of EFTA) as confming them to an 
outer circle that does not meet their political or economic needs But the 
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value of a proper customs union between the EU and the applicant states 
as the foundation of the pre-accession strategy makes sense 
Agriculture 
hi 1990 imports of agricultural produce from Central and Eastern Europe 
were subject to highly protective EU quota restrictions. High levels of 
protection were m part a reflection of political differences, and in part a 
justifiable response to economic distortions within the socialist command 
economies. The tariff reductions and increased quotas under the Europe 
Agreements were therefore significant. 

European Union exports to Central Europe benefit from CAP export 
subsidies, defying normal expectations about comparative advantage. As 
reforms take effect in EU and Central European farming reptiles, and as 
trade policies are modified, both sides should benefit from a trade in 
agncultural products which better reflects the underlying competitive 
advantages in different types of production and unit labour costs. Central 
Europe is much more rural than the present EU, with 25% of the 
workforce employed on the land as against only 6% in the West. 
Achieving equilibrium between the two will be vital in order to secure 
the benefits from integrating East European fanning into the CAP. 

Much attention has been paid to the question of the size of the 
budgetary contributions from the EU ' s existmg member states were the 
existing CAP to be applied across Europe. In addition to receipts from the 
CAP funds, the new member states would be entitled to substanual sums 
from the EU' s structural funds The Commission estimates additional 
CAP expenditure of between Ecu 9 - 12 bn.' Estimates of this sort should 
succeed in concentrating minds on how to improve the competitiveness 
of European agriculture in  generai  

So far little has been donc except to signal the problems and list the 
theoretical solutions. But there has been real progress in curbing the 
worst excesses of the CAP through the MacSharry reforms coupled with 
those agreed in the context of the seulement of the Uruguay Round of 
GATT. The negotiations on the new ceiling for the EU budget that are to 
be conducted after the IGC will reveal the high politics of enlargement. 
In this perspective, the EU has no choice but to continue to decouple 
price support from food production, and to develop means of paying 
fanners for social and environrnental activities. East European agriculture 
will have to be prepared for accession to the CAP by deep structural 
reform. This is another priority for the EU' s pre-accession strategy. 

The IGC has no remit to consider agricultural reform. However, if the 
EU is to confront the issues raised by enlargement, it should clarify 
urgently the strategic choices facing the Union on the extension of the 
CAP to Central and Eastern Europe. For their part, the applicant states 
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would be wise to focus their attention on negotiating further access for 
their faim products to the EU market, rather than anticipating the benefits 
of subsidies from a CAP that is likely to be substantially altered before 
their accession. 
Structural funds and the Union budget 
EU financial aid to Central and Eastern Europe amounted to Ecu 34 bn 
between 1990-94, amounting to 45% of the total assistance they received. 
One of the clear benefits the applicant states may expect from EU 
membership is an increase in financial assistance. Will they be 
disappointed? 

The EU budget, as we have seen, is only a tiny proportion of the 
aggregate GDP of the whole Union. But any increase in the total EU 
budget, and any change in the distribution among the member states of 
budgetary contributions and receipts, is highly  controversial.  EU structural 
funds are to help the poorer states and regions adjust to compention in the 
wider market; and they are recognition of the need for some redistribution 
of the economic gains from integation. The Commission' s initial estimate 
that the structural fwids will need to double m size to accommodate 
enlargement should be talcen seriously, despite the fact that the paucity of 
matching funds from inside the new member states will restrict their 
talce-up. It is our view, however that such a narrow approach is misguided. 
Enlargement should  flot be pre-judged on the basis of budgetary 
calculations under existing EU policies, designed for a different EU in 
different circumstances. The level of transfers from richer to poorer 
member states in an enlarged EU will be decided by a complex balance 
of economic and political considerations, among which the effectiveness 
of aid to backward regions, and the degree of political solidarity within 
the Union, will be the most significant. Membership of the Union confers 
the opportunity, by competing in the single market and benefiting from 
economic and social cohesion, to mcrease prospenty, as both Italy, the 
poorest of the original Six, and Portugal, the poorest of the Twelve, have 
shown 

It is vital that the EU should adopt a realistic approach to the question 
of investing m the economic development of Central and Eastern Europe 
from which it has so much  io  gain in  economie  and political terms. 
Building the energy, transport and information tecluiology infrastructures 
is a massive investment opportunity for western finance and a natural 
extension of the Trans-European Networks programme conceived at 
Maastricht and developed in the Delors 1993 White Paper, Growth, 
Competitiveness, Employment So also is the huge anti-pollution and 
conservation work needed to make much of the former industrial complex 
created by communism clean and safe mis programme can be largely 
carried out not by govenunents on their own but by the operation of 
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public-private partnerships that will unlock the huge potential of the 
integrated European capital market Relatively small sums of public 
money can in the right circumstances lever out large sums of private 
sector fmance, which will go to relieve the pressure on the EU' s structural 
funds. 

In advance of accession, there is a strong case for increasing the size 
of the EU' s technical assistance programmes, supplemented by enhanced 
access to  bans under concessional conditions from the European 
Investment Bank, the European Bank for Reconstruction and Development 
and other international agencies The Phare programme could be adapted 
to become a more powerful financial instrument. Strategic public funding 
guided by the EU to projects inside the applicant states and linIcing them 
to the existing EU will only attract private investment of many times its 
size once the markets become confident that enlargement is politically 
assured, and that EU competition and regulatory frameworks will be 
made to apply. To this end, it would be helpful if the Union were soon to 
agree the parameters for the budgetary package that will be needed after 
1998 to cope with enlargement 
Enlargement and EMU 
The Central and East European states will accede to an EU which is most 
likely to be operatmg a monetary union for a core group. An outer tier of 
member states will be made up of those who, either by accident or design, 
have not yet met the necessary convergence cnteria. Most of these states 
will have their exchange rates related to the euro in the new Exchange 
Rate Mechanism. This the new member states will surely be obliged to 
join until they too come to fulfil all the conditions for transition to the 
single currency. Some will argue that flexible exchange rates can, and in 
the absence of automatic fiscal stabilisers must be used to allow the 
Central and East European economies to maintain competitiveness and 
full employment. This argument is based on false assumptions. Failure to 
control inflation in the domestic economy would surely make exchange 
rate adjustments inevitable, and this would imply a failure of  macro- 
economie  stabilisation and/or of micro-econonue restructuring. Each 
devaluation of a Central and East European currency would damage its 
credibility and reduce the attraction of the region as a suitable location for 
overseas investment. 

Freedom of capital movements, established in the EU by 1990, and 
which facilitated the exponential growth of capital movements has been 
shown in the European monetary cnses of the last few years to be 
essentially incompatible with adjustable exchange rates, while  floating  
exchange rates have been found to be inconsistent with the single market. 
If the new member states were exempted dunng a transitional period 
from freedom of movement of capital, they would lose the benefits of full 
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participation in the integrated European capital markets vital for their 
economic g,rowth. Independent exchange rate policies are needed now as 
part of the pre-accession strategy during their transition to the market 
economy. But once the transformation has been achieved, there will be 
no acceptable alternative in the long tenu to the adoption of flexible wage 
policies and concentration on improving the supply side of the economy. 
The convergence criteria for joining EMU malce erninent sense for the 
Central and Eastern economies as they seek  io  catch up with the rest of 
the EU. The Maastricht conditions are in fact remarkably similar to the 
targets Central and East European governments are setting for the good 
management of their own economies. Moreover, although they have had 
difficulty in bringing inflation under control, the performance of some of 
the applicant states, such as the Czech Republic, has not been notably 
worse than that of several EU member states 
A Union for the whole of Europe 
At the European Council in Essen in December 1994, a structured pre- 
accession strategy was laid out, involving the phased adoption by the 
applicant countries of the acquis communautaire. Cooperation is 
developing through a whole range of flanlcing policies. Munsters and 
parliamentarians from the applicant states are involved m a regular 
structured dialogue' with the EU institutions. At the heart of the 

preparation for accession is adaptation to the Union' s single market 
regime, with the promise of increasing levels of trade once basic disciplines 
are in place. Agriculture is also considered to be a key element of the 
strategy The Essen package is a 'route plan for the associated countries 
as they prepare for accession'. 

The Madrid European Council one year later continued this approach. 
The leaders confirmed that the applicant countries would be treated on an 
equal basis, and called on the Commission to prepare a composite report 
on all aspects of enlargement as well as its opinions on individual 
applications as soon as possible after the conclusion of the IGC It also 
asked the Commission to produce a report on the revision of the Union' s 
financing system immediately after the end of the IGC. With regard to 
the TOC itself, the European Council promised consultations with 
representatives from applicant states on a two-monthly basis 

The conditions for the applicants are tough, and, although some 
increase in Phare expenditure is forseen, the European Union is 
simultaneously reducing the financial benefits of membership. The formai 
association agreements and the Essen package grant only limited 
participation by the applicants in EU decision-malcing; the implication is 
that full accession and enjoyment of the comprehensive benefits of 
membership will be delayed until there is evidence of real economic 
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convergence and until EU reforms have sufficiently reduced the costs of 
enlargement to the exisung members. 

An alternative and more drastic, proposai for a form of limited 
membership could be devised. In deference  io  the political imperatives 
for ending the isolation of the former communist countries, membership 
of some second (or even tlurd) tier of the EU could be negotiated. Certain 
applicants could be offered a partial membership of the EU that excluded 
them from the CAP, the structural funds and free movement for workers, 
with only limited access to other decision-making; or they could be 
offered phased-in membership of other policy areas based on clearly 
stated criteria being met. But as we have noted, such an arrangement 
would be similar to the European Economic Area, and it would be bound 
to be unpalatable to the applicants from Central and Eastern Europe who 
are attracted only to full membership of the Union. 

More realistic is to narrow the gap between the aspirations of Central 
and Eastern Europe and the realities of European Union membership by 
combining rigorous reform of EU policies — ideally, with special 
emphasis on measures to combat unemployment — with well- 
prograrnmed preparatory and transitional periods The precedent of 
Portugal, which had a pre-accession structural adjustment programme, is 
encouraging in this respect. What the Union governments cannot at 
present agree upon unfortunately, is the essential third element in the 
enlargement formula: the reinforcement of the common institutions so 
that they will be able to cope efficiently and effectively with the job of 
rurming a much larger Union. 

Political leadership of a high quality is essential if enlargement of the 
Union is to be accomplished on a time-scale and on ternis acceptable to 
bolli  sides. Such leadership is available from Germany, but must now be 
matched in other member states if the IGC is to have a successful 
outcome and is not to dash the hopes of the Union' s neighbours to the 
East. Present evidence gives few grounds for opthnism tint those who 
care passionately about the future of Europe will not be disappointed by 
the IGC. The doser the applicant states can be brought towards the IGC 
itself the better. Not only should they be applying more pressure for 
refonn on the current member states, but they themselves would profit 
from the experience of EU politics ai close quarters. 

It would be unworthy of a British govemment to hamper the unification 
of eastem and western Europe. Yet this would be the result if the UK 
were to refuse at the TOC to deepen the European Union Continued 
resistance to institutional reform will at the very least delay the widening 
of the Union or, worse, stop it altogether. Conversely, the more radical 
the refonn of EU policies and institutions the sooner enlargement can 
take place and the shorter the transition penods can be. 
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The IGC of 1996 is a golden opportunity to broker a package deal 
designed to make the Union work for the whole of Europe. The essential 
element is that the UK should concede institutional reform in return for 
French and German concessions on policy. The main institutional priorities 
are more majority voting in the Council; co-decision and electoral reform 
for the Parliament; some degree of communitarisation of justice and 
home affairs, including wider jurisdiction for the Court of Justice. In 
policy terrns, a restructuring of the CAP and the structural funds is 
paramount 	plus a satisfactory renegotiation of the UK budgetary 
rebate. 

What is needed at this stage is firm agreement between all parties that 
because enlargement has to talce place it must be done well The history 
of the EU is littered with half measures On this occasion, to make a 
Union for the whole of Europe, half-measures may not be enough, and 
the UK govemment must resist the temptation to hold to ransom at the 
IGC either the applicant or the existing member states in pursuit of a 
selfish interest. A heavy duty falls on the IGC for both halves of Europe. 
We concur with the Czech President, Vaclav Havel, who told the European 
Parliament in March 1994: 

`Only a fool who hos leamed nothing from the millennia of 
European history can believe that tranquillity, peace and prosperity 
can flourish for ever in one part of Europe, without regard for what 
is happening in the other parts'. 

' GDP per capita at market exchange rates are available for 1994, but are flot used 
as nominal exchange rates introduce distordons and grossly underesnmate the GDPs 
expressed in dollars. The percentages are calculated from the 1993 estimates of GNP 
per capita at purchasing power panty (PPP) exchange rates, published in the 
European Bank for Reconstruction and Development Transition Report, November 
1995. But the use of PPP rates is itself controversial. They do flot solve the problem 
of measuring the contribution of the `grey' economy, and therefore probably 
substantially underestimate the GDP of the Central and Eastern European 
economies 

mese figures are drawn from the Commission's Eurobarometer surveys 
conducted in autumn 1995. 
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Chapter Six 

Justice and Fair Play 
The European Union has brought many benefits to those living within its 
borders, but for the great majority it still appears remote, secretive, 
mysterious and interfering. Poils suggest that as many as three out of five 
European citizens are currently dissatisfied with the way democracy 
works in the European Union. There are many things that can and should 
be done to remedy this state of affairs In this chapter we consider how 
the rights of individual citizens could be extended and safeguarded, how 
more substance could be given to citizenship of the Union, and how 
human rights could be more effectively protected; our aims are to 
strengthen the rule of law, make the legislative processes more transparent 
and improve people's access to justice. 

THE EUROPEAN CITIZEN 
The concept of citizenship of the European Union has a long pedigree. 
The Treaty of Rome talked of an ever doser union among the peoples 
of Europe'. The key idea that underpins the graduai development of 
popular legitimacy for European integration is enshrined in Article 6 of 
the Treaty which outlaws discrimination on the grounds of nationality. 
Over the years Mis objective of the European Community has begun to 
be realised, and 'European citizenship' has featured widely at least as a 
rhetorical device. 

The process of economic integration and legal harmonisation has 
gone hand in hand with the graduai democratisatron of the conunon 
institutions. The outstanding development was the first election by 
universal suffrage of the European Parliarnent in 1979 — the only 
directly elected international parliament in history. Many, especially on 
the mainland, regard the Parliament as the sovereign body of the European 
citizen-elector, and European citizenship as the avant-garde of a federal 
union; others would be less excited by it; but all should hold it in respect 
because it does provide a direct link between the mdividual and the 
institutions, and is a source of democratic control. 

In the 1980s efforts were made to stimulate the notion of 'a people's 
Europe', and several cultural projects, including the promotion of exchange 
between students and scholars, were launched by the Commission. 
Member state passports were given a common format and colour. More 
important, inevitably, was the wider public benefit of econornic integration, 
and, in particular, the establishment of the ambitious programme to 
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create a single market by the end of 1992 based on four freedoms of 
movement for goods, services, capital and also people. The combined 
effect of both EC primary legislation and judgments of the European 
Court of Justice has been to make it possible for most people — workers, 
their families and students — to settle anywhere they like within the 
Union and to enjoy comparable social, economic and civic rights to 
natives. 

Article 8 of the Treaty of Maastricht formally establishes citizenship 
of the Union for everyone holding the nationality of a member state. 
When the Treaty is fully implemented, EU citizens will enjoy rights and 
duties under the Treaty, winch include the right to vote and stand in 
municipal and European Parliamentary elections wherever they live, to 
enjoy common diplomatie and consular protection, and the nght to 
petition the European Parliament and to appeal to its new Ombudsman. 
The Treaty also enables the citizenship provisions to be developed by the 
Council acting unanimously on a proposal of the Commission (with the 
Parliament merely consulted). No action of dus land has yet been taken 
because the UK and to a lesser extent Denmark see European citizenship 
as a threat to national identity', and oppose its development.' The British 
government is worried that the creation of more EU citizens' rights 
would lead to reciprocal duties which are the preserve of states to impose, 
such as rrulitary service and taxation. 'The EU, however, is flot a state, 
and should take care not to develop ideas which feed people' s fear that it 
has a vocation to become one •2  We take the view, however, that a 
stronger commitment to common European citizenship will reinforce 
democracy and the mie of law and help the Union mn better. And public 
opinion overwhelmingly expects the EU to play a leading part in fighting 
crime and in ensuring citizens' rights. 3  

In addition, Maastricht prescnbed that the Union should be mn 
according to the federalist pnnciple of subsidiarity, and this was, rightly, 
taken to imply a tendency to decentralisation. It is an illusion to believe 
that transparency, accountability and respect for the mie of law in the 
administration of the Union can be achieved only by reforms, whether 
political or  legai at the centre. Subsidiarity implies a far greater level of 
accountability at national and regional level; and since Maastricht, the 
EU institutions have acted with considerable self-restraint, and have also 
been constramed by the doser scrudny of national parliaments. The 
newly created Committee of the Regions may also serve to strengthen the 
links which exist between the centre and more peripheral regions of the 
Union. 
Htunan rights 
After Europe' s descent into chaos during the first half of this century, it 
was the great achievement of the Council of Europe to have contributed 

124 



to the guarantee and safeguard of civil liberty first in Western Europe 
and latterly, one hopes, in Central and Eastern Europe. This has been the 
contribution of the European Convention for the Protection of Human 
Rights and Fundamental Freedoms (1950) and ils later Protocols Unlike 
citizenship of the European Union, the European Convention (ECHR) 
affects everyone and not just nationals of signatory states. 

The ECHR is international law, under the jurisdiction of the European 
Court of Human Rights at Strasbourg, and therefore differs from EC law, 
whose arbiter, the Court ofJustice at Luxembourg, has a federal supremacy 
over member state law In so far as the EU member states are concerned, 
however, the two traditions of the Council of Europe and the European 
Community are closely associated, and the work of the ECJ has always 
been informed by the European Convention. Civil rights m Europe, 
therefore, have grown incrementally, with the EC and the Council of 
Europe worIcing in panne!. Whereas the Council sets human rights 
standards, the EU ensures the direct and uniform application of the mie 
of law in the matters where the EC has competence 

Neither jurisdiction, however, is without exceptions and derogations. 
For example, the EC's  generai  employment rights do flot apply to the 
civil services of the member states; freedom to own property under the 
terms of the ECHR is restricted by five EU member states, EC law on 
freedom to exercise a profession is impeded by restrictions in no less than 
eight member states -  and so on. Although there are moves towards 
agre,eing a common visa policy with regard to third countries, the 
European Union itself is far from bemg a passport union. Examples of 
free travel areas within the Union are limited and imperfect — for 
example, between the UK and Ireland, and, soon, possibly, between 
other member states under the terms of the Schengen Agreement. But 
each member state  stili  has different  mies about immigration and refugees 
The right to acquire nationahty and to be deprived of it firmly remains the 
unilateral decision of the  individuai  states. Virtually the only civil duties 
which are fully portable between one member state and another are the 
obligation to obey the law and pay taxes. 

In the IGC there is a proposai for the European Union itself to sign up 
to the ECHR. This has a particular resonance in the UK and Ireland, 
where the Convention has not been incorporated into domestic law. This 
lapse stems from the initial nervousness of the post-war Labour 
government in agreeing to the Convention at all: Chancellor of the 
Exchequer Stafford Cripps feared that the ECHR would prevent his 
mspectors from entering people' s homes in pursuit of the planned 
economy; Lord Chancellor Jowitt believed that the Convention would 
jeopardise our whole system of law' and upset senior judges. 4 'There has 

been much debate ever since on the right-wing of politics about how to 
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protect the British state against its subjects 	or, conversely, among 
liberals, about how to strengthen the rights of citizens to have redress 
from the authorities in cases of injustice without unreasonable cost or 
delay. Meanwhile, the number of cases brought against the British 
government in the Strasbourg Court exceeds that of any other member 
state of the Council of Europe, giving rise to frustration and embarassment. 
We believe that it is important to have more effective judicial review 
within the UK for breaches of human rights. This could be achieved by 
the full incorporation of the ECHR into UK law. 

As far as the Union itself is concemed, the position with regard to 
human rights is obscure Article B of the Treaty provides that one of the 
objectives of the Union is  io  strengthen the protection of the rights and 
interests of the nationals of lis member states through the introduction of 
a citizenship of the Union'. Article F 1 of the Treaty of Maastricht 
commits the Union to respecting the 'national identities of its Member 
States, whose systems of govemment are founded on the principles of 
democracy '. Article F.2 says the Union shah l respect fundamental rights 
as guaranteed by the ECHR and 'as they result from the constitutional 
traditions common to the Member States, as  generai  principles of 
Community law' Article F 3 says, encouragingly, that the EU shall 
`provide itself with the means necessary to attain its objectives and carry 
through its policies'. But Article L debars the ECJ from formai jurisdiction 
in human rights. 

The implications of this bizarre state of affairs are that, while EU 
member state governments are subject to the regime of the ECHR, and 
while the Union itself — and presumably its institutions — are bound to 
respect fundamental rights, enforcement is weakened as a result of the 
unsatisfactory juxtaposition of the Luxembourg and Strasbourg Courts 
and by the fact that the ECHR itself for the moment remains outside the 
Community ' s legal order. 

Despite  ali  this, much highly relevant EC legislation now exists in the 
field of human rights, particularly concerrung equal opportunities between 
men and women. EC law has a long reach: in November 1995 the ECJ 
ruled that the UK Prevention of Terrorism Act contravened the 1964 
EEC directive on the treatment of foreign nationals. The quantity and 
impact of such EC legislation will continue  io  grow, and we discuss 
below what might be done to improve the internai coherence of the 
Treaty on citizens' issues. 

But the relationship between the Council of Europe, the European 
Cominunity (which has legal personality) the European Union (which 
does not) and the member states is an unholy mess. In order to protect the 
interests of both EU citizens and foreigners who find themselves within 
the territory of the Union, it is surely desirable for the EC/EU to formalise 
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and to strengthen its adherence to the ECHR How precisely this should 
be done is troublesome In March 1996 the Court of Justice gave lis 
opinion: accession could only be achieved by Treaty revision and not by 
Article 235; and whether or flot the partners m the marnage would be 
compatible depended on the precise terms of the liaison. Thus the matter 
rests with the IGC If formai accession is flot agreed, the intertwining of 
EC law with the ECHR should continue on a pragmatic case by case 
basis, whereby the ECJ continues to clarify the extent  io  which particular 
human rights form part of the  generai  principles of  RC  law. But it might 
also be wise, in the context of enlargement, to write into the Treaty a 
penalty clause against a member state infringing human rights, and to 
strengthen the criteria for membership m the field of human rights 
(Article 0). 

In the longer term, as the constitutional character of the European 
Union continues to mature, the case for a proper Bill of Rights becomes 
overwhelming. The European citizen needs to know how he or she is 
governed, by whom and from where. There have, indeed, been several 
proposals for a Charter of the European Citizen to be glued on to the 
Treaty.5  Such a document would build on the ECHR and lay down 
standards of behaviour to which the EU institutions, its citizens and all 
member states should adhere. This would be a big step forward from 
Maastricht, however, and could transpire as part of a real settlement of 
the constitution of the Union — not, on the face of it, a realistic target for 
this IGC, but one it might set for lis successor (Article N). 

COOPERATION IN JUSTICE AND HOME AFFAIRS 
The Treaty of Maastricht built into the Union a `third pillar' to cover 
cooperation in the field of justice and interior affairs in which the 
following are regarded as matters of `common interest : asylum, 
immigration, drug trafficicing, international fraud, judicial cooperation in 
both civil and criminal matters, and customs and police cooperation 
(Article K.1).  mese  sensitive issues are dealt with belund closed doors 
by intergovenunental methods, and they largely evade both parliamentary 
scrunny and judicial review. In justice and home affairs the Union lacks 
the supranational driving force Mat it enjoys in economics. 

Maastricht simply, if clumsily, transposed the procedures devised for 
the second pillar of Common Foreign and Security Policy across to the 
field of Cooperation in Justice and Home Affairs. This was a wholly 
inappropriate manoeuvre. CJHA is largely about the malcing of law; 
CFSP is mainly concerned with pohcy orientations and joint actions. 
That both tread into areas where traditional notions of 'national 
sovereignty' are pervasive implies neither that they need to be managed 
identically nor that they have to be ruled by minimalist consensus In the 
case of the third pillar, at least there was some concession on the last 
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point. A passerelle or footbridge was bilât so that the European Community 
institutions and single market procedures of the first pillar could on 
occasion be used in the field of asylum, immigration, drugs and fraud. 
But this facility, Article K.9 of the Treaty, can be exploited only by 
unanimous agreement of the member states. There is a sirnilarly self- 
defeating provision for occasional use of the EC budget for CJHA 
purposes. Needless to add, neither opportunity has yet been grasped, and 
the interface of CJHA with the Community sphere continues to 
malfunction. Visa policy is a good example: the list of foreign countries 
whose nationals need a visa to enter the EU is laid down in an EC 
regulation (first pillar), but the conditions for their entry are subject to 
strict unanimity in the third pillar. Drugs policy is covered in the third 
pillar by Article K.1(4) (where Commission initiatives are possible), 
Article K.1(7 8, 9) (where Commission initiatives are impossible), and 
in the first pillar by Article 129 (where co-decision applies); and we are 
blessed with the luxury of two drugs agencies, an EC Drugs Observatory 
m Lisbon and an EU Europol Drugs Unit. 

The resulting decision-making structure is top-heavy, with a 
supplementary body of interior ministry officiais — the intriguing `1(.4 
Committee' — interposed between the Council' s normal comrnittee of 
permanent representatives Coreper, and three lower level steering groups, 
who sit above as many as sixteen technical working parties. Output from 
this ponderous system relies almost wholly on the ability of an over- 
stressed Council presidency to hack the lowest conunon denominator of 
an agreement between mostly monoglot functionaries from the police, 
customs, and immigration services. 

In the field of CJHA, the Maastricht IGC made no substantive 
changes to what had gone before — essentially ad hoc arrangements in 
the field of inumgration and police cooperation — and has had, in the 
Commission's words, 'no significant innovative impact •

6  None of the 
pre-Maastricht conventions in the field of cross-border coordination 
for example, Ne bis in idem (1987), transfer of convicts (1987), extradition 
(1989), prosecution (1990), asylum (1990) and sentencmg (1991) — has 
yet come fully into force throughout the Union and the record post- 
Maastricht has been equally lamentable. There have been three 'joint 
positions', six joint actions', six conventions, and about fifty non- 
binding Council resolutions, recommendations, reports, statements and 
conclusions'. Many of these are dubiously binding; most are technical 

all are more or less ineffective Even the Group of Reflection was driven 
to conclude that in the thud pillar the 'magnitude of the challenges is  flot  
matched by the results achieved so far in response to them's'Only the UK 
govemment is sanguine about the achievements of the third pillar so far 
Many specific agreements have been reached', it says neglecting to 

add  tint none has been implemented.8  
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The vain presumption behind the third pillar was that it would be 
possible for member state govemments to agree unanimously on the 
equitable sharing of burdens and on mutual reliance on one another' s 
diverse regimes of law and order. Given the absence of the Commission 
to articulate a cornmon interest and ininate proposais, and the lack of 
majority voting in the Council to induce a common decision, it is hardly 
surprising that this ambition has flot been met. As expected, the desire for 
unanimity in everything is an effective source of paralysis. 

Moreover, the exclusion of the European Parliament and the failure of 
member state parliaments means that CJHA is conducted beyond the 
dynamics of parliamentary scrutiny Even the undertakings in the Treaty 
to consult MEPs from time to time have been neglected by member 
states: the Europol Convention was launched without notification of the 
Parliament. In 1995 a tough joint action on asylum, much criticised by 
the United Nations High Commission for Refugees, emerged from the 
K.4 Comnuttee to the Council without any meaningful consultation of 
the European Parliament or of refugee bodies. In Chapter Three we 
proposed the setting up of a joint committee of MPs and MEPs to monitor 
the work of the Council in the field of justice and home affairs We 
reiterate  tint proposal here, and urge that it be considered without waiting 
for the result of the IGC. Furthermore as long as the third pillar remains 
intact, the right of assent to all legally-binding decisions that are not 
subject to a ratification process by national parliaments should be granted 
to the European Parliament. 

The UK govemment has been fairly disparaging about the legitimacy 
of the European Parliament. It has also seemed determined to oppose the 
extension of the role of the European Court of Justice to cover justice and 
home affairs Here it stands alone. All ifs partners, the Commission and 
Parliament want the ECJ to guarantee the uniform interpretation of texts 
agreed under the third pillar. Most also believe it is necessary to improve 
the judicial scrutmy of intergovemmental action in sensitive areas that 
directly affect citizens' relations with each other and with the state 
authorines. We agree. In addition, as we have seen, there are several 
areas where Community competence and third pillar matters overlap - 
free movement of persons, visas, customs, public health and fraud 
against the EC 

The establishment of Europol has been blocked by disagreement with 
Britain about judicial control; so also Ms doser cooperation between 
customs services the introduction of cornillon measures against corrupt 
officiais, and a cornillon policy on extradition and deportation. Despite 
the agreed common and growing threat of organised international crime 

notably in the fields of drug trafficicing, money laundering, terrorism, 
trade in radioactive materials and fraud in fme arts, antiques and stock 
exchange dealings 	the UK govenunent has set itself vehemently 
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against the extension of the jurisdiction of the European Court of Justice 
into cnmirial law. Sunilarly the British government has been suspicious 
of EU measures to deepen action against racism and xenophobia; and the 
Convention on the Crossing of External Borders is blocked by a  legai  
dispute with Spain over Gibraltar dating back to the Treaty of Utrecht in 
1714. 

We propose that the TOC amend Article L of the Treaty of Maastricht 
to extend the powers of the Court ofJustice to cover human rights, justice 
and home affairs. If the UK government were to block this reform, a 
derogation protocol could be added to the Treaty committing its signatories 
alone to recognising the extension of the Coures junsdiction in these 
areas. 

In July 1995, chastened by the lack of progress under the third  pilar  
and stung by a Court action agamst it by the European Parliament for 

failure to act — the Commission proposed three directives whose purpose 
is to implement Article 7a of the Treaty in respect of the freedom of 
movement of persons. 'These proposais  concerti  eihnination of passport 
checks at the Union' s internai frontiers, ease of passage for third country 
nationals lawfully resident in one member state to travel to another, and 
an improvement to two existing directives on freedom of movement and 
establishment of workers and their families. 'These proposais which are 
dependent for their adoption on the coming into force of the blocked 
external frontiers Convention, are controversial, especially with the 
British government; but the choice of policy instrument — the EC 
directive — is indubitably more appropriate than that of intergovernmental 
pacts. The large majority of the member states would wish the IGC to 
adopt a similar approach to the treatment of all related matters. This 
could be expedited relatively sirnply by the following reform measures - 

introduce qualified majority voting for the use of the passerelle 
(Article K 9), and remove the need to have the decision ratified by 
member states- 
extend the scope of the passerelle to all Article K.1 matters; 
extend the Commission' s right of initiative to all K.1 matters; 
replace conventions, joint actions and positions with directives 
and regulations; 
enable the Commission to represent the Union on third pillar 
matters; 
abolish either the K.4 Committee or its subsidiary steering groups; 
unify expenditure under the EU budget; 
establish a timetable for the achievement of clear objectives. 
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Such a reform, leading to the  generai  use of single market procedures 
on freedom of movement of people, would also have the effect of closing 
the gap between the treatment of the EU s citizens and ils  fourteen 
million or so residents from outside the EU Germany, in particular, is 
pushing for the transfer of asylum and immigration policy into Community 
competence — a reform we would strongly support — leading to a 
common status for and decent treatment of all tlurd country nationals 
lawfully resident in the Union. As ,a first step, the process of 
communitarisation should begin in those areas where there are already 
major EC competences such as external border controls, customs 
cooperation and drug addiction. 

For those items remaining in the third pillar, principally in the field of 
policing and criminal law, we hope it will be possible for the member 
states to agree that all conventions should come into force between those 
member states that have ratified them rather than havmg to wait forlomly 
for all to do so. But conventions  will always be a highly unsatisfactory 
way for the member  suites of the Union to do business if they continue 
thereby to defy parliamentary scrutiny If the UK succeeds in forcing the 
Union to retain the third pillar conventions procedure, the IGC must 
agree to involve the European Parliament jomtly with national parliaments 
in their scrutiny even if on a confidennal basis. Some thought should 
also be given to allowing conventions adopted by fewer than the fifteen 
member states, approved by both national and European Parliaments, to 
have the status of EC law. 

In short, the Union s treatment of Justice and Home Affairs requires 
of the IGC both new policy instruments and recast, tighter policy 
objectives, more democracy and transparency, a proper financing 
mechanism and a multi-annual work programme. Stung particularly by 
the threat of international terrorism and drug trafficking, the Irish 
presidency proposed the creation under the first pillar an 'area of freedom, 
security and justice covering many of the proposais  summarised here. 
Framework policies would be agreed by unanimity and implemented by 
QMV after consultation with the European Parliament. 

Schengen 
Nevertheless, the complete dismantling of the third pillar cannot be 
accomplished until the Schengen Agreement, which foreshadows CJHA, 
is also integrated within the Treaty. Schengen is an unsatisfactory 
compromise only partially operational, which might end up pleasing 
nobody but dividing the Union. It was conceived out of the frustration of 
the original members of the Cornmunity with the UK's obduracy about 
the abolition of internai frontier controls, and was always envisaged as a 
pathfinder to an EU-wide frontier free zone. 
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The Schengen Treaty was signed in 1985 between Germany, France 
and Benelux, but it took five years before its practical implications were 
digested. Involving the exchange of police intelligence and the right to 
pursue suspects across national borders, Schengen has had a difficult and 
protracted birth. There are four reasons for this: first, problems with the 
SIS computer system required for data exchange; second, the lack of 
enthusiasm for the Agreement among those like the Dutch most concemed 
with transparency and democratic accountability; third the bureaucratic 
wealcnesses of the southem member states; and fourth, rismg panic in 
France about immigration and drugs. But the fact that now all member 
states apart from the UK (except Ireland, which would but because of 
Britain cannot) have seen fit to deepen their cooperation outside the EU 
Treaty is darnaging to the integ,rity of the Union and further isolates 
Britain. 

In effect, the Schengen Agreement duplicates, but badly, the objectives 
of the Treaty (Article 7a) with respect to the removal of the internai 
borders of the EU. It is a waste of effort and, in that it fails to apply either 
the mie of subsidiarity or adequate balancing democratic and judicial 
control functions, poorly desig,ned. Best of all reforms would be a fully- 
fiedged extemal borders and internai movement policy under the regime 
of the European Community which would be cornmon in its objectives 
and effects but not uniform in its application. In other words, continental 
countries should be able to insist upon a stncter identity card policy than 
the UK or Ireland; and the latter should be able to exercise a tighter 
scrutiny on those entering and leaving the national territory. 

As a transitory measure, Schengen could fairly easily be transposed 
into the third pillar in order that a reformed version should be transposed 
unto  the first. However, if the UK blocks even this refonn, the IGC should 
add a protocol to the Treaty on European Union to extend the scope of the 
European Commission and Parliament and the jurisdiction of the ECJ to 
cover Schengen. Here, as in other matters, most of Britain's partners, 
including France, show a clear resolve to go forward on their own. This 
is dangerous for the integrity of the Union and for civil liberties. Worst 
of all would be a scenario in which France and Germany were to 
reinforce Schengen and mn it together in their own states' interests. 
British policy alas has be,en dnving them towards tins conclusion. 
The racial dimension 

Acute concem about an influx of refiigees from the Maghreb and 
from Eastern Europe, and its effect on unemployment and race relations 
underlies much of the debate about Schengen and the third pillar. This 
anxiety is certainly exaggerated, however: official estimates suggest that 
only 3% of the total EU population are lawful immigrants, most of whom 
are Turks (2.5 m) ex-Yugoslavs and Moroccans (1 m each). After a 
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flurry following the  fai!  of Communism, primary immigration into the 
EU has almost stopped, with the exception of ethnic Germans and 
Greeks from East Europe and the Caucasus. 9  Nobody truly knows how 
many illegal immigrants there are in the Union, and estimates vary 
wildly. But applications for asylum to the EU fell from a peak of 693,000 
in 1992 to 319,000 in 1994 alter tough national restrictions were introduced 
during 1993. Those who fear that a common refugee policy of the EU 
would be in some way lax or permissive could not be more wrong: the 
danger is that it would be excessively restrictive and bordering on the 
inhumane 

The EU institutions have been rightly concemed with the growing 
evidence of racism and xenophobia within the EU since the decay and 
later dismemberment of the Soviet Union. At the instigation of the 
European Parliament, a Joint Declaration on Racism and Xenophobia 
was agreed in 1986, though tins has an uncertain  legai  status The 
European Migrants Forum was set up in 1991, and proposais are now 
being made to toughen up anti-racist legislation, mcluding the involvement 
of Europol in combatting racism and the inclusion of anti-discrimination 
clauses in all EC legislation. In the light, especially, of the forthcoming 
enlargement, it would also be desirable, in our view, for the IGC to 
include the elimination of ethnie and religious discrimination as one of 
the main activities of the Union (Article 3). 

The imminent further enlargement of the Union accentuates the 
importance of titis proposai Since the Treaty of Versailles, millions of 
Central and ES Europeans have been living uncertainly as ethnie 
minorities in nation states EU enlargement is the chance to redress the 
balance against the essentially illiberal doctrine of the self-detennination' 
of states. 
The social dimension 

The social dimension of EU citizenship is more widely accepted than 
its civil aspects, flot least because the Commission has the  generai  task 
(Article 118) of promoting cooperation in the social field Over the years, 
a number of important essential standards have been set down in EC 
directives to advance gender equality and to protect across the Union the 
health and safety of workers and their dependants. Latterly, there has 
been a switch towards liberalisation and compention in the European 
economies, wluch has led to deregulation and increased labour market 
fiexibility. 

It is unlikely therefore that at this IGC the European citizen will be 
accorded many more rights in the field of social policy — although the 
efforts to regularise the position of the UK with regard to the social 
protocol of Maastricht are certain to persist. But it is to be hoped that 
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before long the regulatory framework will be put m place, financial 
services will be fully liberahsed and minimum social standards will be 
agreed to enable the European citizen of the future to settle wherever he 
or she wishes in the Union with a truly portable job, pension, health and 
social insurance and even mortgage. We retum to this matter m the 
following chapter. 

The addition, as we propose, of a racial to the gender criterion of the 
Treaty would change the character of the EU ' s social policy. Specific 
common measures in favour of the integration of ethnie minorities would 
emerge. Sirnilar policies in favour of the integration of resident foreigners 
would also help to combat xenophobia. 
What next for the European citizen? 

If the IGC does flot promise much imniediately in terms of the social 
rights of citizenship, the omens are more promising in terms of civil 
rights. Unless there can be progress in developing quickly the civil 
society of the European Union the skeletal European citizen of Maastricht 
might well remain as a ghost in the cupboard to haunt us. What are the 
ways to put flesh on the bones? 

1. 	Citizens have numerous rights that stem from the Treaties 
and from judgments of the ECJ, but they remain mostly ignorant of 
them All the institutions have made progress in recent years in 
improving what is called their transparency. In 1995 even the 
Council managed to adopt an admittedly cautious Code of Conduct 
on the publication of its proceeclings. Now adhesion to the principle 
of open govemment could be written into the Treaty. The single 
most important reform, as we suggested in Chapter Three is that the 
Council should act m public when it debates and votes on EC law, 
and publish all drafts and working documents, as well as relevant 
minutes with all the texts agreed. It is also desirable to write into the 
Treaty a new Article 8f — the twin rights of access to public 
information and protection of private data. A more ambitious 
proposai is that the Council should always meet in public unless it 
chooses to meet confidentially, and is able to justify the exceptions 
under the co-decision procedure. The Commission and the European 
Parliament neecl to lead by example and up-grade the efficiency and 
probity of their administrations to the highest standards in the Union 
namely those of Scandmavia. And to make lis own contnbution to 
the process of transparency, the IGC shouldprogress the simplification 
and codification of EC law and consolidation of the Treaties in 
preparation for the fmal constitutional settlement of the Union (to 
coincide, amongst other things, with the expiry of the ECSC Treaty 
in 2002). 
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As we have suggested above, the IGC is unlikely to go far to 
satisfy the proposais of the Spanish government and the European 
Parliament, among others, to write into the Treaty at dus stage a 
Charter of the European Citizen or Bill of Rights That is likely to 
remain a project for this IGC ' s successor and for the EU institutions 
themselves whose role in the constituent process of the Union is at 
present attenuated, and needs to grow. For example policies to give 
effect to new citizens' rights for non-discrimination in the fields of 
race, religion, gender, sexual orientation, disability and age should 
emerge through the normal  politica]  dialogue of the Brussels-based 
institutions and not ex cathedra from the IGC. But the IGC should 
establish the  legai  base for such political development by adding 
these categones to that of nationality in Article 6. It should also 
attach to the long-tenn resident non-national the rights that attach to 
European Union citizenship. 

The TOC has an honourable role to play, too, in helping the 
citizen-elector to contribute to and benefit from a deepening of the 
political system of the Union. We have suggested earlier that 
electoraI reform of the European Parliament is a crucial next step in 
building popular legitimation for the Union — especially if the 
uniform electoral procedure has a strong regional foundation at the 
bottom and some supranational, EU-level list at the top. This, we 
argue, would encourage the development of genuine European 
political parties with the ability to articulate the anxieties and 
aspirations of the European citizen. For the first time the Commission 
has jomed the Parliament in calling for electoral reformi° 

The powers of the Ombudsman should be strengthened in 
three directions: first, to allow lum to talce EU institutions to the ECJ, 
second, to extend Ms competence to maladmuustration of EU 
policies within member states; and third to cover third pillar 
conventions 

A growing number of people in Britain and elsewhere are 
either zealous for or resigned to more referenda, either at the national 
or at the EU level, in order to legitimate constitutional reform of the 
Union or to sanction the single currency. Others have suggested that 
the next President of the Commission — or a super president of the 
Council — should be directly elected by universal suffrage. Direct 
democracy is likely to be a greater feature of EU politics than has 
been to date, involving new and sophisticated methods of 
campaigning. 
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Pressure for decentralisation within the Union, especially 
inside the big, old, centralised states, continues to grow and should, 
therefore, be encouraged to do so fmnly within the perspective of the 
European dimension — especially in places, such as Northern 
Ireland and Gibraltar, where national citizenship is contested The 
method of appointment of the Committee of the Regions should be 
changed to elevate the autonomous role of regional and local 
authorities. And the Union should sign up to the Council of Europe ' s 
Charter of Local Self-Government (1985) — and implement it. 

The European Commission itself appears to place more 
emphasis on communication, education and culture as fruitful areas 
for the development of European citizenship. The birth of the 
information society in Europe, indeed, raises many questions about 
the role of the citizen in the European public space. Contemporary 
Europe will be a lcnowledge-based political society, with access to 
information, distance leaming and entertainment of such a vast 
scope that it is difficult to envisage and encapsulate. The infonnation 
technology revolution will transform the way our children learn, 
shop, receive services such as healthcare, enjoy themselves, and do 
their business and politics. The medium of the broadband 
superhighway will change the way people regard themselves and 
communicate with one other Already, the relatively old-fashioned 
and slow Internet has created a new, global and interdependent 
community of ' cyberspace ' — certainly very different from Athens 
in 4th Century BC, but a real community neverthelessi ' 

The Maastricht Treaty opened up an enhanced role for the 
Community m education, although responsibility for the teachmg 
curriculum remains with member state governments. The 
Commission hos taken a firm lead in promoting collaboration 
between schools and universities across the Union, and such exchange 
is bound to engender a sense of coinmon European citizenship 
between many of those who experience it. Likewise, the Union has 
silice Maastricht a responsibility to support the common cultural 
heritage of the member states. Governments should lead where the 
Commission and much of the teaching profession wish to follow by 
fully recognising their own cornmitment to developing the European 
dimension in education. Sadly, this is flot the case to date, especially 
in B ritaini 2  

There has been a useful and boldproposal for the establishment 
of a voluntary Service Civique Européen for young people — a 
European teace corps' — that is finding some support among 
member state govemments. This could be an option in place of 
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compulsory military service, already on the way out in France, 
enabling young people to work in multinational teams for popular 
causes such as clearung up the environment, social services, cultural 
activities and humanitarian assistance both in and beyond the Union. 
A plot scheme begins in 1996, and should be endorsed by the IGC. 

The Irish draft treaty of December 1996 has incorporated many of 
these  proposais in a well-drafted and detennined manner It even suggests, 
as the Germans would want, that Europol be given operational duties for 
cross-border policing But there is  stili  little substantive agreement on 
what to do with the third pillar at the IGC, and as far as the UK is 
concemed, none. Those member states, like Benelux, who would bring 
the whole third pillar plus the Schengen Agreement under the auspices of 
the European Conamunity institutions are likely to be frustrated. However, 
given the obvious shortcomings of the Cooperation in Justice and Home 
Affairs and the close involvement of the Commission in many of its 
aspects, the question inevitably arises about why we really need a 
separate pillar of the Union to deal with these citizens ' matters. We can 
find no convincing answer to this question. 

THE EUROPEAN LEGAL ORDER AT  .A CROSSROADS 
The IGC is faced with the challenge of how to reform the EU and EC 
Treaties so that the Union operates henceforth within a constitutional 
framework which is recognisable to  lis citizens and to the outside world. 
Minimum reforms should include clearing up the confusion between the 
European Union and Community, strengthening the role of the ECHR in 
Union law, widening the scope of judicial review of the administration or 
executive actions of the EU institutions and streamlining and malcing 
more accessible to the citizen the administration of justice at the Union 
level. 

The pretensions of Maastricht in relation to citizenship, judicial and 
interior affairs have elevated public expectation of what 'Europe' might 
deliver; and crucial rulings of the ECJ in the last few years have 
encouraged citizens and companies to believe that Community jurisdiction 
can offer effective remedies for breaches of law But there is still much 
to be done before the  legai  order offers the safeguards and protection that 
European citizens are entitled to expect now 	let alone in a federal 
union. 

On the eve of the Union 's further enlargement, its  legai  order stands 
at a crossroads. Without radical reform, the present system will remain a 
curious mix of supranational and intergovemmental, and will be limited 
at best to a `constitutional order of states . Citizens ' rights will flot 
improve by magie or entirely by the inventive law-malcing of the European 
Courts 13  In this section we examine some of the deficiencies of the 
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present system and suggest reforms (flot all of which require Treaty 
amendment), especially from the standpoint of the citizen-elector. 

The rule of law 
The proposition tint the European Union should be based on the mie of 
law is hardly open to serious contention; flot only do its member states 
aspire to uphold 'the principles of liberty, democracy, and respect for 
human rights and fundarnental freedoms and the mie of law', according 
to the preamble of the Treaty on European Union, but the European 
Community, centrepiece of the Union, is founded on respect for the mie 
of law. 

The European Court of Justice, in its first opinion on the European 
Economic Area Agreement confirmed that the Treaty constitutes the 
constitutional charter of a Community based on the mie of law'. The 
Court's recognition of the constitutional nature of the Treaties reflects 
the graduai transition m the process of European integration, which has 
been evolving over some forty years from customs union to political 
union. 

The Court itself has not only made full use of its powers under the 
Treaty to promote the economic goals in the Treaties, but, in particular 
over the last decade has endeavoured to ensure that the institutions pay 
proper respect to the aile of law in their law-malcing activities and that the 
benefits of Community law are made available to the European citizen. 

It is perhaps in this latter respect that there have recently been the 
most remarkable judicial developments of the law since the ECJ's early 
rulings on the supremacy and direct effect in cases such as Van Gend en 
Loos (1962) and Costa y. ENEL (1964). In rulings such as Francovich 
(1991) Factortame, Brasseries de Pêcheur and British Telecom (1996), 
the Court has developed the concept of direct effect to embrace secondary 
legislation as well as certain Treaty provisions It Ms broadened, within 
the limitations imposed by the Treaty the concept of 'direct and individual 
concem' to embrace a broader range of individuals, companies and other 
private sector bodies who may contest the validity of acts of the institutions 
before the European Courts and, crucially for those whose economic 
mterests are damaged by a serious infringement of Community law, has 
established a right to damages. 

Despite these encouraging developments in Community law, there 
are no grounds for complacency. The danger is that, at the IGC, member 
states will once again agite on an agenda which concentrates on the 
institutional preoccupations of states and their representatives radier than 
showing genuine concem for the citizen m his and her relationship with 
the Union. The  figli  to get a decent role for the European Parliament on 
the fringes of the IGC spealcs volumes in this regard 
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States' rights 
The allocation of power within the Union (or `competence' in the  legai 
sense) between different levels of government — municipal regional, 
national or European — is everywhere a sensitive political issue, and 
especially so in the three federal member states, Austria, Belgium and 
Germany. To this extent, the argument over whether Article 3b on 
subsidiarity is justiciable is irrelevant. where a political solution is flot 
forthcoming there must be a judicial settlement. A more important issue 
is whether competence and junsdiction should be allocated in bmding 
legal tenns to the EU with residual powers to the states — a problematical 
notion at a Ume when decentralisation and regionalism are in vogue — or 
whether certain entrenched powers should be reserved inalienably to the 
states, with the Union acting on the basis of delegated powers 

The EC institutions, especially the ECJ, have always interpreted the 
Treaties functionally or teleologically in order to give maximum effect to 
the Treaty's goals of economic integration. Unlike other international 
courts, the ECJ has not usually hue' preted member states' obligations to 
impinge as hale as possible on national sovereignty: mdeed rather the 
reverse. 

Although it is easy to see the political attraction, for example in the 
UK, of drawing a une beyond which 'Europe' could not interfere in 
matters reserved exclusively to national sovereignty, experience shows 
tint almost all aspects of our national life today are potentially areas 
where some types of action may be more effective at international level. 
Health, culture, energy, education, crime, tourism, the harmonisation of 
private law, and environmental protection are all areas where regulatory 
activity takes place primarily at a national or even regional level. Yet all 
have a signifient international and EU dimension. Even sport and 
leisure may have sufficient international character to warrant at least the 
application of horizontal EU mies of competition policy or free movement 
of workers. In addition, the increasmg irrelevance of state frontiers in the 
field of information technology suggests that the allocation of 
responsibilities between different levels of government can only be 
handled on a pragmatic basis and should be subject to judicial control. 

Legally, competence to act in particular areas of policy may be 
exclusively reserved to the EU institutions, or exclusive to the member 
state governments, or shared between them. Politically, the European 
Union is a complex system of power-sharing, where lines of competence 
are seldom drawn incontestably. Competence also involves settling the 
allocation of legislative or executive power between different EU 
institutions The EU is an inter-institutional battlefield. In the last ten 
years, the European Parliament in particular has fought a number of 
battles in the ECJ in order to assert to the full its constitutional position 
m the law-malcing process. 
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The question of the competence of the Community or the Union to act 
in external relations is particularly fraught. The lack of a clear image or 
tersonality' for the EC in international affairs significantly dirninishes 
the credibility of Europe in world affairs. In its ERTA judgment in 1971, 
the ECJ held that member states transferred powers to the EC institutions 
in  external relations, in addition to those powers transferred expressly by 
Treaty, to the extent that the relevant field of activity was occupied' by 
Community legislation. Since then, many, if flot most, fields of national 
political, economic and social activity have been occupied at • least 
partially by Conununity mies although the extent of occupation is 
constantly changing. 

The concept of EC competence is therefore dynamic. The ECJ, in a 
number of significant rulings, bas carefully defined the boundary between 
EC and national competence in international economic relations. In 
political ternis, the trend towards exclusive competence, with the 
Commission acting as negotiator and manager of the EC international 
relations, has slowed considerably, with mixed competence now being 
the mie. The Union as such currently has no  legai  competence w act or 
to be represented internationally. 

Given the current state of Community law as laid down by the ECJ, 
and as we have argued in Chapter Four, it is clear that the issue of external 
competence can only be settled by agreement at the IGC. To move 
towards greater effectiveness in international relations, the IGC must 
endow the Community and Union with a single name and international 
personality. It should also acknowledge the dynamic nature of competence 
m international relations and agree on a common format for diplomatie 
representation. The inextricable link between the internai and external 
policies of the Union in ail three pillars, as well as the pressures of 
globalisation, may require that conventional wisdom on the distinction 
between trade policy under Article 113 on the one hand and other fields 
of international relations be reviewed. The need for a coherent 
representation of EU monetary policy after EMU is an additional incentive 
for the IGC to reach a political solution in this area 
Priorihes for change in the  legai  order 

The current absence of clarity about competence, subsidiarity,  legai  
personality, fundamental nghts, citizenship and the constitutional nature 
of the Union itself, reflects the present critical state of European integration. 
The IGC will help if it can decide on the level of political and economic 
integration at which Europe can best defend the mterests of its citizens. 
The emerging  legai  order will be no more and no less than a reflection of 
the political will, and although confined mainly to economic issues, the 
ECJ has become more and more like a constitutional court, providing a 
large measure of judicial control in an embryonic constitutional and  legai  
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order. In its present form, however, the Cornmunity 's  legai  order suffers 
from a number of serious defects. These include: 

the cumbersome nature of the law-malcing process; 
the privileged position of member states and institutions compared 
with private parties under Community law- 
difficulties and anomalies in access to justice at Community  leve!;  
loopholes in the uniform enforcement of Community law; 
madequate judicial control of administrative discretion particularly 
m enforcement, trade and competition policy actions; 
the virtual exclusion of judicial control in areas covered by the 
third pillar. 

Administration of justice 
Currently, the enforcement of EC law depends on infringement 
proceedmgs being taken by the Commission as guardian of the Treaties 
under Article 169 and by actions by individuals and companies involcing 
EC rights and obligations in national courts, subject to the supervisory 
jurisdiction of the ECJ under Article 177. The imperfection of this 
system derives largely from the political or judicial discretion which 
exists under both Treaty articles. There is within the Cornmunity no 
enforceable obligation on any institution to secure respect for the law. 
Much is made by the over-loaded institutions in Brussels, of the need to 
decentralise law enforcement, for example by action in national courts 
and by national competition authorities enforcing EC competition law. 
Progress has already been made in this area, encouraged by recent ECJ 
rulings confirrning individuals' rights of action under Cornmunity law in 
national courts. But the system as a whole is weakened by excessive 
administrative and judicial discretion. 

There is also a great need for the simplification of secondary EC law. 
In 1993 the Council cornmitted itself to the wording of legislation Ébat is 
clear, simple, concise and unambiguous. The rights and obligations of 
those to whom the act is to apply should be clearly defined, and the legal 
basis of the act should be justifed m simple terms. It is difficult to judge 
if  these exhortations have been followed in practice Simplification, with 
consolidation, is also required for the Treaties themselves which have 
become difficult to read and construe, as a result of successive 
amendments. 

These suggested refoulas have one element in common they all relate 
to the administration of justice and the better achievement of the rule of 
law in the EU Despite recent criticisms, the ECJ complemented over the 
last six years by the Court of First Instance (CH) has, on the whole, acted 
effectively to uphold the law of the Community, even if large areas of 
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Community decision-making are  stili  imbued by excessive administrative 
discretion which tends to escape effective judicial review. It is taie that 
many of the fundamental principles of Cornmumty law, especially the 
concepts of the supremacy and direct effect of Community law, are flot 
explicitly set out in the Treaties and have been derived by the Court from 
principles laid down in the Treaties. On the other hand, il is significant 
that, with the exception of recent cnticisms emanating from certain 
quarters in the UK the integrationist approach of the Court has flot 
provoked allegations that it has usurped the role allocated to it under the 
Treaties. 

As a constitutional court, it is obvious that the ECJ is often called 
upon to reach decisions with political implications. Examples of such 
cases are those involving relations between the institutions, particularly 
the Parliament, the hmit of EC competence in extemal relations, and the 
compatibility of the draft EEA Agreement with the EC Treaty.  li  is 
perhaps understandable, particularly in the UK where the system of 
binding precedent is well-established, that some lawyers have felt that 
the ECJ s rulings lack rigour and consistency. Charges of arbitrary 
changes of direction by the Court are however hard to sustain. As a result 
largely of UK influence, the Court now often refers to its previous 
decisions. Despite the acknowledged political dimension of the Court's 
role, there have been virtually no assertions that the Court is politically 
motivated. Lord Mackenzie-Stuart, the first UK judge, commented that: 

'The Treaties are the supreme authority until changed by the 
member states. Only the member states can change the substantive 
content of the Treaties. The Court cannot and has never sought to do 
so. Someone, however, has to resolve ambiguities. Member states 
can do this by Treaty amendment. Otherwise Article 164 places this 
task on the Court By and large the Court has fulfilled this duty 
well!' 4  

Article 164 gives the Court the  generai  power to `ensure that in the 
interpretation and application of this Treaty the law is observed' EU 
institutions, member states and  private  parties are subject to its junsdiction, 
in principle on an entirely equal footing. The junsdiction of the Court 
comprises essentially .  

actions by the Commission against member states for breach of 
EC law (Article 169); 
actions by one member state against another for breach of EC law 
(Article 170); 
Commission actions to enforce ECJ rulings (Article 171); 
actions brought by institutions against each other, by member 
states against the institutions or by individuals or companies 
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against the institutions, to review the legality of acts of the 
institutions (Article 173); 
actions by institutions, member states and individuals or companies 
for a declaration that an institution has, in breach of a particular 
Treaty obligation, failed to act (Article 175); 
rulings given at the request of national courts to clarify the 
interpretation or validity of rules of Corrnnunity law (Article 177); 
actions for damages against the institutions (Articles 178 and 
215). 

It is important to  recali  that the jurisdiction of the ECJ is both 
administrative, in providing judicial review of action or inaction by the 
institutions, and substantive, in interpreting and applying Cornmunity 
law. In criticismg the Court or in proposing refonn, it is therefore 
important Io distinguish 

the administration of justice in the EC (for example the structure 
and procedure of the Courts, the relationship between national and 
Cornmunity courts, jurisdiction and access) and 
the way in which substantive ailes are applied including issues 
such as judicial law-making, the political or constitutional nature 
of the ECJ's rulings and the Courts willingness to control or 
review administrative discretion. 

Ironically, discussions about the aile of law in the EU have in the past 
frequently pointed to the relative absence of judicial control particularly 
m areas where the Commission talces decisions on complex economic 
facts, such as dumping, competinon or state aids. Another criticism has 
been that the Court is unduly conservative on issues of adrnissibility, 
thereby restricting the categories of litigants who can bring cases before 
the Court Against this background, h is a relatively recent phenomenon 
to hear criticism of the judicial activism of the Court. Many would argue 
that the Court has acted in too legalistic a manner and without sufficient 
regard for ensuring real justice and fair play. 

Moreover, the enforcement of Cornmunity law by national courts is 
now as important as enforcement by the EU institutions Much of 
Community law is an intrinsic part of national law and applied as such by 
national courts and tribunals. Apart from the ECJ and CFI, there are no 
special courts in the member states for the administration of Community 
law. More recently one particular illustration of the importance of 
Community law as part of national law has been the liability of states 
(usually in damages) to individuals or companies, for failure of the state 
or its agencies to respect Comrnunity law. Two recent and strilcing 
examples of this phenomenon in the UK are the Factortame and BCCI 
cases 
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Access to justice 
Although the ECJ is now accustomed to acting as a constitutional court, 
in particular as regards the resolution of institutional conflicts arising 
from the constitutional order of the Treaties, the Court can do little, as the 
Treaties are currently drafted to eliminate discrimination between the 
different subjects of Community law. 

The institutions, member states and national courts malcing references 
under Article 177 of the EC Treaty have a privileged position in litigation 
before the ECJ. States and institutions also enjoy procedural rights going 
far beyond those available to private parties. This is taxe as regards 
actions to contest the validity of Community acts; il is also true as regards 
the right to be heard m cases before the Court Member states and 
institutions have a right to intervene and to be heard in all cases before the 
Court This is not the case for private parties. 

In a constitutional order where all subjects of the law have equal 
rights wider the law, it seems inequitable and wrong in principle that 
certain entities, the institutions and member states should have a pnvileged 
position as regards recourse to justice. The inequalities which exist 
between the institutions and national authonties on the one hand and the 
private sector on the other have already been clearly illustrated in the 
economic field. The gap is even wider in political matters, and goes to the 
heart of the democratic deficit from which the Union currently suffers. 

The imperfection of the Conrununity  legai order in constitutional 
matters is illustrated by the procedural difficulties confronting a political 
party seeking to enforce provisions of EC law in the Court of Justice. In 
the case of Liberal Democrats y. European Parliament no final decision 
was in fact rendered by the Court. It is likely however that it would have 
declared the action by the  Liberai Democrats inadmissible on the grounds 
that a national political party had no 'direct and  individuai concem' in the 
issue of the European Parliament making a proposai under Article 138 of 
the Treaty for a uniform electoral procedure across the Corrununity. 

Such a decision would have been based on the letter of Articles 173 
and 175 as previously applied in economic matters But why should 
economic case-law be a barrier to ensuring that a just and equitable result 
was achieved in an eminently constitutional matter, in full respect for 
generai principles of (national) constitutional law? Since the Court of 
Justice is flot formally bound by ils previous decisions, it could perfectly 
well have held that, in a constitutional  legai order, justice requires that 
political parties and even individuals enjoy the necessary procedural 
possibilities to secure the enforcement and application of constitutional 
ailes, including those on elections. It is significant that in the case in 
question neither the Commission nor the Council intervened before the 
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Court. 'Thus, a finding of inadmissibility by the Court of Justice would 
have left Article 138.3 of the Treaty practically unenforceable by judicial 
mens. 

Simply to state, as in Article 8.2, that citizens'shah l enjoy the rights 
conferred by this Treaty' when those rights effectively mean that, in 
ternis of access to justice at Union level, individuals are second-class 
citizens, is not sufficient. The core of the problem is the set of articles (in 
particular Articles 173, 175 and 177) which confer jurisdiction on the 
Court of Justice and which endorse the privileged position of member 
states and institutions. 

In essence, although natural and  legai  persons are given express rights 
under Articles 173 and 175  io  bring actions to annul acts of Community 
institutions or to force them to take action, in practice these provisions 
have been tightly circumscribed, notably by the Court's defimtion of the 
concept of 'direct and  individuai  concem' Defenders of the present 
system might well argue that, so long as effective remedies are available 
under national law enabling natural and  legai  persons to secure nghts 
conferred by Cornmunity or Union law, then there is no legal vacuum. 

It is certainly  taie that comparatively recent decisions of the Court of 
Justice in cases such as Factortame, Francovich and French Salmon 
underline a member state's obligations under EC law as applied in 
national courts. Thus, the ruling in Factortame was  io  the effect that 
national courts have an obligation under Community law to refuse w 
apply a national statute which is incompatible with EC law — a 
revolutionary concept in the United Kingdom given the historical 
background of Parliamentary sovereignty. The Francovich case held that 
mdividuals who suffer damage as a result of a failure by a member state 
properly to implement a directive are entitled to damages. Lilcewise, in 
French Salmon the Court held that individuals who had suffered as a 
result of a state alti which had not been notified under Article 93.3 were 
equally entitled to damages at national level. 
Widening scope of EC junsdiction 
Despite these rulings  il is  stili  the case that, for the most part, the actions 
of the institutions of the Union are subject to judicial review as a result of 
action by mdividuals only in a very limited sense. Any constitutional 
refonn in this field would need to strike a balance between fostering and 
facilitating recourse to justice at national level (which is indispensable 
for the smooth functioning of the bulk of the econornic law of the Union) 
and ensuring that natural and legal persons have full nghts of action 
against the Union mstitutions where this is appropriate. It is difficult to 
predict areas of EU activity which will impinge on individuals. Once 
upon a time, areas such as equal pay, pensions, retirement provision, 
sports, broadcasting, fisheries, telecommunications and energy distribution 
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might well have been thought to be relevant only to national govemments 
and institutions. The exponential increase in the regulatory and decision- 
malcing powers of the EU institutions in these fields mens that this is no 
longer the case. 

More seriously, as far as fundamental rights and freedoms of the 
individuai  are concemed (which go ta the heart of the issue of whether or 
flot the mie of law can be said genuinely to exist in the Union  legai order), 
the increasing activities of the Union in the fields of justice and home 
affairs highlight the inadequacy of existing remedies available to 
individuals under Union law against the institutions We have noted 
above the iniquities of the Schengen Agreement. And to the extent that 
issues such as asylum policy, immigration policy and actions in the field 
of criminal law are transferred  io Cornmunity competence by virtue of 
Article K.9, the inadequacy of the current means of redress by individuals 
against EC institutions will be underlined. 

Moreover, although issues of national and local government are today 
of more immediate significance for the  generai  public, this may flot 
always be the case. Much may depend on the extent to which the 
abolition of mtemal frontiers malces mevitable a doser union of public 
(especially criminal) and private law, as well as the extent to which 
extemal pressures or threats force the Union to develop more operational 
responsibilities, for example on procurement in the fields of security and 
defence. Certainly in the field of criminal justice there is already a case 
not for wholesale harmonisation but for a reform of the Treaty to ensure 
that EU citizens in trouble with the law in member sises other than their 
own are guaranteed fair and equal treatment. This may oblige the ECJ to 
develop a criminal division, for which à could draw on the expertise of 
member states' judges in the ECHR 

In any event, given the comprehensive scope of the current Union 
Treaty and its possible consolidation in a future constitutional conference, 
it is vital for the widerlying political support for the Union that genuine 
improvements be made in the openness and accountability of the 
institutions, as well as in the possibilities of judicial review of their action 
or inaction. The provisions in the Maastricht Treaty recognising the 
importance of political parties at European level as a factor for integration 
within the Union were a step m the nght direction. So are the new 
facilities of petition and recourse to the Ombudsman. The conunitment 
by the institutions to openness is refreshing, though still flot self-evidently 
put into practice. Until citizens in the regions feel that they are relevant 
to the political processes of the Union, it cannot be argued that the rule of 
law is respected in the fullest sense. 

Legai order is as much a question of political practice as of  legai  or 
constitutional theory. The problem goes beyond the necessary reforms of 
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the jurisdiction of the ECJ and CH. Much depends on the improvements 
to the administration of justice at national, as well as Community  leve!.  
Here, the system of judicial cooperation which operates under Article 
177 is vital, yet it rests partly on chance. The recent ruling in the Bosman 
case illustrates tllis. The Commission had been aware for almost twenty 
years that the transfer system operated by European football clubs was 
incompatible with EC ailes on competition policy and the free movement 
of workers. Nonetheless for political reasons the Commission hesitated 
to act. Now, as a result of a case initiated in the Belgian Courts and 
referred to the ECJ under Article 177, the application of Cornmunity law 
to football has be,en clarified. 
The role of the Commission in enforcement 
The Bosman case illustrates the haphazard nature of the enforcement of 
Community law which stems from the current institutional system. The 
Commission is generally recognised as the guardian of the Treaties' , yet 
it has no obligation under Article 169 to take measures to enforce EC law 
against member states Despite the apparently mandatory language of 
Article 169, in practice the Commission exercises considerable discretion 
on whether to initiate Article 169 proceedings at all and, if so, on the 
timing of individual steps in the procedure, including the reference to the 
ECJ. 

Likewise, although Article 177 actually requires national courts to 
refer cases to Luxembourg m certain circumstances, national judicial 
practice under Article 177 is patchy, and the unusual features of the way 
m which this provision functions in practice dirninishes the effectiveness 
of the ECJ — compared with a federal supreme court operating on the 
basis of appellate jurisdiction — in establishing a body of case-law 
providing guidance for national courts across the Union. 

Despite the availability of an appropriate Treaty provision, member 
states play virtually no part in ensuring the enforcement of EC law in 
other states. The power granted under Article 170 of the Treaty for one 
state to sue another for failure to fulfil an obligation under the Treaty has 
almost never been used In practice therefore, the enforcement of 
Community law against member states is subject to the political discretion 
of the Commission or is left to individuals who can demonstrate that their 
econornic loss was caused by the failure of a government to respect its 
obligation under Community law The absence of a credible system of 
law enforcement, particularly in high profile' areas such as the single 
market or citizens' rights, affects the credibility of the Cornrnunity itself, 
reduces the economic impact of the single market and diminishes the rule 
of law. 

Faced with a burgeoning number of complaints about the poor or non- 
application of EC law, the Commission has advocated a policy of 
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decentralisation of law enforcement, with a greater role for national 
courts and tribunals. Although there has been a sharp rise in the number 
of cases involving Community law in national courts (ironically, given 
politica! Euroscepticism, especially in the UK), it will take time for 
econornic operators,  legai advisers and judges throughout the Union to 
play their full role in securing the application of Community law. 

Despite the efforts made by the Commission to secure more openness 
and transparency in its procedures, the existence of Community law and 
the machinery involved in its enforcement under Article 169 remain a 
mystery to most individuals and enterprises. Compared with the wealth 
of documentation on the single market or EU financing, explanatory 
materials on the way to secure the enforcement of EC law are almost non- 
existent. The Commission may decide whether to initiate cases which 
come to its attention in other ways than by private sector complaint. Of 
increasing and welcome significance are complaints from MEPs. 

Although most Article 169 cases are started by complaint by the 
private sector, complainants have no formai role in the conduct of the 
complex and protracted proceedings. 'Thus, 'due process' is by no means 
assured Should the Commission, for political or economic reasons, 
decide  flot to pursue a complaint under Article 169, the complainant has 
no possibility of judicial review of such a decision. Article 175 in theory 
offers a possibility of litigation on the question of an alleged failure to act 
by the Council Commission or Parliament. Although such actions are 
potentially open to individuals and companies as well as to member 
states and the EC institutions, such possibilities have been greatly 
circumscribed by the Court and never adrnitted in the case of Article 169 
procedures. 

One major problem in this as in other matters concerning the 
administration of the single market is the fact that the Commission' s 
resources are inadequate to the size of the task. The 1995 enlargement 
has exacerbated this problem, particularly linguistically. That the 
Commission is apparently ready to take ' appropriate action' under Article 
169 (including recourse to the provisions of Article 171 regarding the 
imposition of sanctions) is of small comfort to a beleaguered business 
during the two or three years which procedures under this Article 
normally take. 

If the single market is to be made to work, individuals and films need 
to know that there are adequate means of redress available if they need 
them. The Commission clearly hoped that the provisions in the Maastricht 
Treaty on judicial cooperation would provide a framework for it  arai 
member state govemments to act more effectively together. It is far from 
clear that the present system is producing results. Given the current 
backlog of work on Article 169 infringements, the prospect of further EU 
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enlargement is distinctly worrying. The Commission needs more resources 
to cope. 

Another major defect in the present Community  legai  order which has 
an adverse impact on the private sector is the mandatory use of the 
directive as an mstrument for EC legislation to build the smgle market In 
this respect, there is an antithesis between the need for clarity and 
uniformity of EC law and the cornmitment to subsidiarity and devolution 
The possibility of replacing directives by regulations (which are, under 
Article 189, of  generai  application, binding in their entirety and above 
ali,  directly applicable in all member states) has always appeared politically 
unacceptable. There is no suggestion that this situation will change m this 
IGC. In present circumstances, the Commission is faced with a mountain 
of implementing legislation in fifteen member states and in eleven 
official languages which has to be checked for conforrnity with EC 
directives and then checked again to ensure that à is being correctly 
applied in practice. Quite simply, the task is impossible with the present 
level of resources. 
The rote of the Commission in arbitration 
The Commission is also in trouble over the administration of the EU's 
commercial policy. Apart from the negotiation and management of 
international agreements, the Commission is responsible for measures of 
commercial defence in the form of safeguard action and the imposition of 
anti-dumping and countervailing duties. Defmitive action against imports 
is always taken by the Council, on a proposal from the Commission The 
Commission itself may take 	 provisional action. In both 
cases, the decisive preparatory work is conducted by the Conmussion's 
services. 

Community law provides a number of procedural safeguards for 
industries ami traders affected by commercial defence measures Although 
consumers' interests should also be talcen into account by the Cornmunity 
in reaching its decisions m the field of trade policy, in practice the 
interests of European producers have always greatly outweighed those of 
the European consumer. There is little evidence, particularly in a time of 
deep recession and unemployment, that this trend is changing. Although 
the sharp increase in the volume of commercial policy actions launched 
by the Commission between 1980 and 1990 has been accompanied by an 
mcreasing number of references to the Court in practice the Commission 
retains a very wide (and substantially uncontrolled) discretion in its 
appreciation of the economic arguments for and against the adoption of 
measures of protection against imports. 

In the conduct of anti-dumping or safeguard actions, the Commission 
naturally relies heavily on information supplied by the European 
complainant industry. It is  taie that the Commission will flot decide on 
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the formai opening of an investigation until it is satisfied that it has 
sufficient evidence that, for example, non-EC products are being dumped 
and are causing injury to European producers. On the other hand, the 
Corrunission's initial determination of dumping and injury is made 
without the traders or the non-EC industry concemed having the right to 
present their views. 

News that a complaint on dumping, or a request for safeguard action, 
has been submitted to the Commission circulates by rumour only This in 
itself causes uncertainty and has an adverse effect on trade. Subsequently, 
the Commission' s calculation of dumping margins and the assessment of 
mjury to European producers involve calculations and methodology that 
have yet, despite specific provisions to this effect in the mies of procedure 
of the CH, to be subjected to searching judicial review. Although the 
Court has been willing to admonish the Commission for failing to respect 
minimum procedural safeguards in dumping cases, it has generally been 
unwilling  Io review the substance of the Commission's economic findmgs. 

One possible improvement would be to establish in Europe a 
specialised tribunal for the review of trade policy action by the EC This 
would ensure a more effective separation of powers than currently exists. 
At present, the Commission drafts trade law and is simultaneously 
prosecutor, judge and enforcement agency. As far as democratic control 
of decision-malcing in trade policy is concemed, even under the Maastricht 
Treaty the Parliament is almost wholly excluded from the formulation, 
administration and execution of EC decisions on trade. 

Apart from the decisions in the field of trade policy, there is no field 
of Union activity which impinges so directly upon pnvate sector interests 
as that of competition policy, including state aids EC law endows the 
Commission with the powers of legislator, watchdog, investigator, judge 
and enforcement authority. 

Although the ECJ (and, latterly, the CH) have imposed disciplines on 
the Commission in its conduct of competition proceedings, the 
Commission continues to enjoy a measure of administrative discretion 
unparalleled in most national jurisdictions. It is true that the regulations 
provide a basis for quasi-judicial hearings by the Commission in anti- 
trust cases This at least ensures that all interested parties have a right not 
only to submit their views in writing, but to be heard by the Commission 
before a decision is made. At the very earliest stage, the Commission 
may select the cases it wishes to deal with, subsequently it may decide 
whether to accept an informai settlement; and finally it decides on 
remedies or sanctions. The Commission's role is flot only to decide 
which cases are well founded in law, but which cases are to be pursued 
as a matter of political preference. 
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The fact that the Commission' s services in the field of trade, 
competition and infrmgements policy are over-burdened makes selectivity 
inevitable. The Commission acknowledges this situation, which is closely 
relate(' to, though not entirely the cause of, its policy on the decentralisation 
of law enforcement. Whilst decentralisation may work  io  some extent in 
the field of infringements policy, it is less obvious that cases of unfair 
trade or competition can be so easily dealt with by national courts and 
tribunals. 

Refusai by the Commission to open formal proceedings, particularly 
in anti-trust state aids or trade policy matters, is very difficult to contest 
under EC law Article 175 allows any natural or  legai  person to complain 
to the Court of Justice but the plaintiff has to demonstrate that it has been 
directly and individually concemed by the institution' s failure to address 
an act to it, and this is never easy In most cases, particularly where 
complainant enterprises are flot well versed in EC law, the refusai of the 
Commission to take action in a particular case is effectively without 
judicial remedy. 

The high-water mark of the Commission 's administrative discretion 
lies in the informai settlement of cases There is nothing inherently 
wrong with the principle of informal settlement. The accelerated 
enforcement of EC law which is possible through the Commission' s 
periodic package negotiations with  individuai  member states is to be 
welcomed. But in the case of unfair trade and competition matters there 
are frequently two or more parties with confiicting interests at stalce in 
any given procedure. In these cases greater transparency is indispensable. 

One of the most painful examples for companies of the Commission' s 
discrction is in the imposition of fines in competition cases. Although 
subject to judicial review like any other Commission decision, the 
imposition of fmes is based on an arcane and undisclosed methodology, 
and decisions on fines, as on many other important economic aspects of 
decisions in trade and competition policy, are talcen at a relatively low 
level in the administration and inadequately reviewed ai the political 
level. This underlines the need for an independent decision-making body 
(or bodies) in trade and competition matters, in which evidence can be 
heard and assessed in a transparently fair and even-handed marmer. The 
situation m state aids investigations is even less favourable for companies 
than is the case with competition matters. Although, according to Article 
93, all state aids are to be notified to the Commission for permission, the 
practice of member states is patchy State aids investigations are frequently 
launched on the basis of a complamt from the private sector but the 
complainant has no right to an oral hearing. Here again, the potential 
scope for administrative discretion tends to dirninish transparency and 
the rule of law for companies even if the scope for judicial review has 
been widened by a more flexible approach to admissibility in the CH. 
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How the IGC can help 
As far as the regulatory and decision-malcing powers of the institutions 
are concerned, therefore, particularly in fields such as law enforcement, 
trade and competition policy, urgent consideration must be given to the 
need to separate out the legislative, quasi-judicial and enforcement 
functions which are currently monopolised by the Commission, and to 
the possibility of establishing tribunals in the fields of trade, state aids 
and competition policy Unfortunately, there is no such proposai before 
the IGC. 

Whatever eise happens at the IGC, however, the European Commission 
must be given the proper resources to carry out its duties fairly, thoroughly 
and without undue delay. 

Similar attention must be paid to increasing the resources and efficiency 
of the European Courts, and to safeguarding their independence. There 
are at present a corps of fifteen judges in each Court and nine advocates- 
general in the ECJ. Proposais for reform include allowing for dissenting 
minority opinions to be published, creating a number of regional CF1s, 
setting up an independent judicial appointments board and even — in 
order to check federal tendencies — establishing a supreme high court 
made up of very grand jurists and statesmen. 

In the field of non-application or poor transposition of EC into 
national law, the UK has put forward proposais to the IGC that would 
limit the damages payable by member states and shorten the retrospective 
effects of ECJ judgrnents. It has also proposed the insertion of preliminary 
hearings in chambers so that the full ECJ would assume the nature of an 
appellate court. 

More controversially, the British have suggested the inclusion of a 
new protocol on the question of subsidiarity that attempts to direct the 
Court to 'conserve the freedom of the member states as far as possible'. 
Titis would create a precedent and would hardly serve to clarify the 
application of the mie of subsidianty which, as we have seen, is ineffably 
complicated. In our view, the UK proposai is simplistic, and seems 
driven more by intemal Tory party politics than by a genume appraisal of 
the reform needs of the judicial system of the Union It is something, 
however, that earlier suggestions from certain British right-wing minsters 
to repatriate the powers of the ECJ have been suppressed. 

The fact is that the case for a radical change in the way the Courts 
work has not been well made. The principal problem is overload, faced 
with the prospect of eniargement. It would be irresponsible for titis IGC 
not to address these issues, but premature for rigid decisions about the 
final size shape or composition of the Courts However, we would 
favour extending the term of office of the judges (from the current six to 
say, ten years). 
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The important thing is that the 1GC rises to the challenge of 
strengthening the Community's  legai  order to prepare for enlargement of 
the Union. For reasons of geographical size, linguistic and cultural 
differences and disparities in legal traditions and structures in an enlarged 
Union, it would already be a significant achievement to secure the full 
transposition and enforcement of the present acquis communautaire 
under the current system of judicial control. 

There are growing fears that the European Court of Human Rights is 
to be debilitated by the inclusion of some of the less reformed judges 
from ex-communist Europe and it is vital that the integrity of EC law is 
flot similarly jeopardised upon enlargement of the Union. 

The UK should cease to be hostile to the European Courts and join 
with its partners in seelcing to strengthen the present  lega!  order. Otherwise 
it is inevitable that a Europe of differentiated integration will emerge, 
involving chfferent levels of commitment for different groups of states; 
and that will bring with it new risks for the nile of law 

There are four priority areas in which refonns are needed now, before 
enlargement.  mese  are: 

to extend the scope of the aile of law m the European Union, in 
particular to enlarge the jurisdiction of the ECJ to cover all the provisions 
of the third pillar and to strengthen ils powers of judicial review of 
administrative action, especially m areas of decision-malcing which are 
close  lo  the citizen; 

lo  widen access  lo  justice al European  leve!,  especially for citizens 
and their associations: excessive formalism about who is a privileged 
litigant should be dropped; 

to review the administrative structure and resources of the Courts 
in order  lo  cope effectively with its mcreased level of litigation brought 
about  bolli  by allowing the citizen direct access and by enlargement of 
the EU; 

to invest the European Union with full  lega!  personality. 

These reforms taken together will reinforce the aile of law and go 
some way  lo  ensurmg justice and fair play for the European citizen 
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Chapter Seven 

Prosperity of the Union 
No matter how worthy is the process of European integration, the 
European Union will command popular support only if it provides good 
government, especially of  economie affairs. The Intergovernmental 
Conference does not have economic policy al the forefront of lis agenda 
being mainly concemed with the effectiveness of the common institutions 
of the Union Nevertheless, the IGC cannot consider institutions without 
reference to policy instruments whose purpose is to deliver sustainable 
economie development Nor can economic policies be formed successfully 
without effective institutions. Moreover, the IGC will be much affected 
by the success of the member states in fulfilling the Union's current 
central policy objective of EMU. Steady progress is being made in 
adapting the monetary institutions of the Union, in agreeing preliminary 
macro-economic strategy and in clarifying the political nature of the 
relationship between the 'ms' the `pre-ins' and the `outs'. 

Both the IGC in 1996-97 and EMU in 1999 flow directly from the 
Treaty of Maastricht, the ratification of which was hampered by a public 
opinion that had tumed hostile towards European mtegration and  io  the 
govemments that pursued it in large part because of the sudden and 
severe economic recession. The ratification of the freshly revised Treaty 
will be no easier because of the Maastricht experience; on the contrary 
populist forces are now ranged against the continuation of European 
unification in a way they never were before. This time there are likely to 
be more referendums in more member states. The prevalence of the 
economie `feel-good-factor' may be decisive — but it is  stili elusive. 

Europe' s competitiveness with the rest of the mdustrialised world still 
lacks bite; and, above all, unemployment is  stili much too high by any 
economic, social or moral standard. Unemployment stands at about 11% 
across the Union, with 7 - 8% a stubbom, structural unemployment. It is 
highest in Spain, where 21% are recorded as out of work. There are many 
causes of such a high level of unemployment, most of them the direct 
consequence of years of economic mismanagement by member state 
govemments. Rightly or wrongly, however, the European Union is held 
to share much of the blame — and, in faimess, could do more than it does 
to address the problem This has led to a recent, widespread recognition 
of the importance of the EU being seen to combat unemployment. In 
December 1995, at their meeting in Madrid, the leaders declared that job 
creation was their 'principal social, economic and political objective' In 
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tins chapter we look at the validity of that claim, and examine ways in 
which the European Union really can contribute to the prosperity of its 
citizens. 
Europe's competitiveness 
That Europe fmds it difficult to compete in world markets is a surprise to 
nobody. Over the last twenty years, our competitive position relative to 
Japan and the USA has shrunk in terms of share of exports in sectors such 
as information technology, investment in R&D and development of 
innovatory products. The emergence of the Asian tigers', led by Hong 
Kong, Singapore, Taiwan and South Korea, has further wealcened Europe' s 
competitive edge. While the European internai market has led over the 
years  Io a dramatic increase in intra-Union trade, trade with the rest of the 
world has  flot risen so fast But the situation is far from minous. Compared 
to most of its industrialised competitors, Western Europe has great assets 
m terms of social and political stability, education and financial capital. 
The European Union is  stili  completing the process of tuming itself into 
a big new single market; and new, potentially large, markets in Central 
and Eastern Europe are opening up. What is needed if commerce and 
industry in the EU are to exploit their assets and opportunities is more 
vigorous modernisation of the structure of the European economy, the 
continuai up-gradmg of the skills of the workforce, and sustained measures 
to prevent labour costs from out-pacing productivity. 

'These three issues were addressed comprehensively by the White 
Paper of the Delors Commission, Growth, Competitiveness , Employment. 
A package of bold measures was proposed to induce the birth of the 
information society, to build a trans-European infrastructure and to 
develop knowledge and know-how; and a less bold attempt was made to 
increase the flexibility of the labour market. These actions together, it 
was argued, would allow the EU fully to exploit the newly-created single 
market and the long hoped-for monetary stability guaranteed by EMU. 
The White Paper was accepted by the member state govemments and 
worked on, notably at the Essen European Council in December 1994 
Yet practical progress has been slight — especially in building the Trans- 
European Networks (TENs) on which so much else depends, but where 
financial and operational difficulties have fuelled a  generai  air of 
pessimism 

One of the most important contributions the IGC could make is to turn 
around the mood of Turo-sclerosis that seems to have affected much of 
the leadership of the EU An attack on fatalism about economic policy is 
long overdue. Some scholars have tried: notably, James Meade who 
argued that full employment and low inflation could be achieved by 
radical redistributive measures and effective wage restraint.' Labour 
markets may be imperfect, but policies and institutions cari  stili  make a 
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difference to the level of employment. The IGC and the next round of 
European Councils before enlargement is the next, best chance to reinforce 
the political message that member state govemments and the EU 
institutions must follow policies which are designed to make the Union 
a permanent and profitable home for capital, slcills and technological 
progress. 

To nd the EU economy of burdens which most of its key competitors 
do flot share it is important to consolidate the administration of the single 
market, to adapt more quickly to technological change, to reduce the cost 
of borrowing and to guarantee financial discipline in the public sector 
Concrete steps yet need to be taken to ensure the real completion of the 
single market itself. The single market programme requires the passage 
and implementation of EC legislation to accomplish the following: 

to reinforce competitive tendering for public procurement; 
to free up the energy markets of Europe, particularly in electricity 
supply; 
to liberalise fully and on time the whole telecommunications 
secton 
to establish a framework for biotechnology; 
to allow the insurances and pensions industries to work freely in 
any member state; 
to build the regulatory framework to facilitate private investment 
m public utilities, especially in transport; 
to promote the establishment of European companies. 

II is equally vital to prepare to preserve the integrity of the single 
market under the pressures of 'variable geometry', if the IGC fails to 
reunite the fifteen member states there will be a complicated system of 
differentiated integration where some move forward faster and firther 
than others, perhaps with hale more than the core single market still 
shared m common. 

The reinforced integration of the European capital markets, which the 
accomplishment of ail the above implies, has enormous potential both for 
the increased mobility of labour and for increased levels of fmancial 
mvestment. It has been estimated that EU pension funds could grow nine 
times to $12.7 trillion by the year 2020 if all national restrictions on the 
way assets were mvested were removed All of these refonns, while 
being generally  beneficiai  to the prosperity of the whole of the Union, are 
closely aligned to a specific British interest because the UK is well 
advanced along the route of liberalisation and privatisation and has 
competitive energy and information technology industries as well as 
leading-edge  legai  and financial services 
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In completing and upholding the single market, the European 
Commission does not lack an agenda of work that will contribute directly 
to the prosperity of the Union. The Commission needs and deserves the 
firmer backing of member state govemments and of both sicles of 
industry — the social partners 
The European social mode!  
Clearly, good relations between government and industry are essential to 
manage such rapid structural change, and the relationship must span the 
whole European dimension and embrace both sides of industry. The 
'social dialogue' between employers and employees is an important part 
of this process and, although neglected in recent years within the UK, is 
recognised as such elsewhere. At the heart of the controversy about how 
to treat the social partners is a serious and fundamental disagreement 
between the member states about what to do with Europe' s labour market 

whether, on the one hand to deregulate and liberalise so as to achieve 
maximum fiexibility of employment or, on the other hand, to protect 
existing jobs by sustaining the public sector and restraining competition 

The current trend, more pulled by industry than pushed by 
govemments, is to make the 'European social model' adapt to global 
realities and to increase labour market flexibility But the battle is far 
from over, especially in France and the southem member states, where 
state mdustries are  stili  protected against compention or in Germany, 
Scandinavia and the Netherlands where state welfare spending remains 
burdensome and  individuai  responsibilities light. The laissez-faire British 
should not underestimate the force on the mainland of the social-Christian 
perspective that holds to values of solidarity and subsidiarity, and that 
abhors 'social exclusion' . President Chirac defined the approach recently 
as follows: 

'If we are to make a success of globalisation, if we are to shape it 
rather than endure it, then we shall have to adapt to change without 
sacrificing our cultural and historical models. That is the reason for 
our deep commitment to the European social model founded on 
social protection m keeping with human dignity, a tradition of social 
dialogue and negotiation, and the role of the State as guarantor of 
national cohesion' 2  

The tension betwe,en neo-liberal 'Anglo-Saxon' and neo-corporatist 
'Continental' practice is witnessed within all EU institutions. The European 
Commission is clearly tom between extending its own already extensive 
powers in the field of compention policy so as to reinforce the drive to 
liberalisation and on the other hand, strengthening solidarity by regulation 
m the social field. Definitively, neither side of the argument can be 
wholly right: logic suggests that it must be possible to build a competitive 
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economy with a social conscience. Such a common-sense approach lias 
been adopted by the  Campi  Group set up  io  advise the EU on 
competitiveness. Ciampi has focused attention especially on the role of 
Small and Medium-Sized Enteiprises (SMEs), and has identified the 
following necessities: 

the adoption of a European company statute to minimise the cost 
of doing business in different member states; 
the acceleration of the TENs  io  provide a fast, efficient 
infrastructure; 
the enlargement of the Union to expand the size of the single 
market; 
the encouragement of private enteiprise into the financing and 
running of public utilities; 
market-onented incentives in order to reach environmental targets; 
re-designing education and training to provide for a life-long 
`learning society'. 

It is widely acknowledged, even on the political left, that restraining 
social costs is central to building compeutiveness for the long term. That 
is one reason why EMU, with its dismflationary effects, will be such a 
historic accomplislunent for the Union. Price stability, and wage 
settlements that do flot mn ahead of productivity increases, are essential 
preconditions for consolidating the Union' s competitive position relative 
to the fast emerging economies of Central Europe — and therefore for 
EU enlargement. In several member states, another prerequisite is the 
need to prevent unemployment pay from acting as a disincentive to work. 
Fortunately, the Maastricht convergence criteria are being used in all 
member states,  flot excluding Britain to put public finances on a better 
footing and  io  force down inflation. The European social model needs to 
be reformed to fit such novel conditions. As the White Paper suggested, 
greater attention should also be paid to raismg the value of research, 
education, training — and re-traimng And from industry ' s point of view, 
continued deregulation and market liberalisation need to be accelerated, 
especially in the interests of SMEs which now make up over 70% of the 
pnvate sector workforce. The importance of streamlining Europe' s public 
and financial administration extends to the government of the EU, where 
officious bureaucracy, slow procedures and arcane regulations would 
impair competitiveness. Industry needs a Europe that works. 

Multinational companies based in Europe also need a European 
Union with a global, rather than a narrowly Euro-centric, perspective. 
This implies a reappraisal of EC anti-trust policy to permit mergers that 
refiect global realities. The Commissioner responsible, Karel Van Mien, 
is quite properly calling for an extension of EU competition powers to 
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take into account emerging markets as well as an overall strengthening of 
his powers. He is seelcing a reduction in the global turnover threshold that 
triggers the intervention of the Commission to Ecu 2 bn (from Ecu 5 bn) 
However, he is resisting changes in the way the Commission exercises its 
powers of arbitration in state aids and competition policy. As we argued 
in the last chapter, it would be more helpful to companies if the 
Commission were more open to the possibility of reform. 
The problem with unemployment 
Despite the importance of enhancing Europe' s competitiveness, much of 
the official debate in the early stages of the IGC has been about the 
Union' s nearly twenty million unemployed. Jacques Santer, in particular, 
has seized on employment as the grand projet mobilisateur of his 
Commission Presidency. Not least of the reasons for making employment 
top priority is tint fear of unemployment appears to be undermining 
confidence in the single currency Santer proposes to boost spending on 
key projects by Ecu 1.7 bn before 1999 and to seal an agreement between 
govemments, business and the trades unions to deliver higher productivity 
and wage restraint. The key projects were those TENs chosen at the 
Essen European Council from the list advanced in the 1993 White Papen 
the proposed expenditure was within the limits of the budgetary ceiling 
of the Union and was drawn largely from underspending on the CAP and 
partly from resources originally earmarked for R&D and SMEs. A 
tripartite pacte de confiance between the social partners and the 
Commission was proposed. 

It is a cause of endless frustration, however, that member state 
governments persist in their failure to put fine words into practice. The 
proposals of the Delors White Paper were designed to revitalise the 
economy of the Union, and were reinforced by political decision of the 
highest level at a series of meetings of the European Council. Once left 
Io their own devices, however, the Council of economic and finance 
ministers and the Council of labour and social affairs ministers — 
assisted by an  Economie  Policy Cornmittee of officiais — have tended to 
prevaricate. In the long terni, EMU will establish favourable conditions 
for investment and growth; smce the Essen summit, the EU has a 
respectable medium-term strategy to combat unemployment; but in the 
short  temi  the EU institutions find it very difficult to act effectively. 
Inflexibility in labour markets is a major cause of unemployment. But, 
apart from the very important matter of free movement across the 
frontiers between member  suites, regulation of labour markets is largely 
a matter for the member states' governinents, which often feel themselves 
subject to electoral constramts. Efforts to encourage the private sector w 
invest are moreover threatened by nervousness in the capital markets at 
the Union' s overall stability and prospects; while the creation of jobs by 

160 



direct public financing is prevented by the tough regime of EMU. Whtle 
many measures to combat unemployment are possible at the level of the 
member state and below, it remams the case that the European Union has 
still to find and establish an effective role for itself. 

Responsibilities of the EU m this regard are far from negligible, and 
fall into eight fields:  generai  economic policy, competition policy, labour 
policy, vocational training, regional development, environmental 
protection, R&D and TENs. The Treaty base for specific action in the 
field of employment is sound: Article 2 talks, in a bit of a mouthful, of 
promoting throughout the EU a `harmonious and balanced development 
of economic activities, sustainable and non-inflationary growth respecting 
the environment, a high degree of convergence of econornic performance, 
a high level of employment and of social protection, the raising of the 
standard of living and quality of life, and economic and social cohesion 
and solidarity among Member States'. It is clear, however that the 
question of employment did flot achieve a special emphasis at Maastricht: 
the Treaty on European Union was negotiated just at the end of a period 
of sustained growth and rising employment, and the focus was 
predominantly on ensuring lasting convergence in inflation rates. 

To redress the balance, the European Commission has proposed to 
the 1996 IGC that the Treaty be strengthened in relation to employment, 
social policy and environmental sustainability. The Commission ts backed 
by the European Parliament and by most member states, and notably by 
the government of Sweden, where the social consequences of the 
hberalising forces of European integration are sharply felt. The 
Commission talks of the need for `structured and coherent action', and 
proposes that employment be regarded as a matter of common interest 
requiring an additional clause to Article 3 — with the following objectives: 

to establish a cornillon strategy for job creation; 
to stimulate cooperation between the social partners and 
government; 
to strengthen EU scrutiny of member states ' employment policies; 
to ensure that jobs are taken into account in all Community 
policies. 

The European Council at Turin, in March 1996, agreed that the IGC 
should consider how to renforce coordination between member states in 
this area, as well as how to reconcile the rigours of competition with the 
requirement to ensure universal access to public services Jacques San ter 
continues to press the European Pact of Confidence for Employment as 
a vehicle for re-orienting macroeconomic policy towards employment, 
maximising the contribution of EU policies towards job creation and 
modemising the labour market The greatest difficulty in reaching 
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agreement lies in the third area, especially over the definition of woricing 
time and the relationship between hours worked on the one hand and 
social security and vocational training on the other. Santer' s ambition of 
launching a collective enterprise involving public authorities and social 
partners and defining their respective commitments in a coordinated 
comprehensive strategy is likely to remain frustrated. The European 
Council has  flot risen to Santer's challenge  io  `launch a vast mobilisation 
for employment'. While the leaders accepted most of the Commission' s 
proposais for further studies, and paid  hp  service to the need to complete 
the single market they refused to increase the expenditure ceiling on the 
transport TENs. 

Whatever the outcome of the IGC debate about inclusion in the 
Treaty of a new employment clause no more jobs will be created by the 
EU unless member state govermnents will the means as well as stating 
the objective. The fact is that employment =mot be tackled directly at 
EU level unless national sovereignty is pooled in the area of 
macroeconomic and, to a certakt extent, fiscal policy. The public must 
understand this. 'There is a danger that the EU will be blamed for failing 
to combat unemployment. 

A clear distinction also needs to be made between short-terni and 
long-terni solutions. While EMU and increased competitiveness will 
help employment in the long run, they might lead initially  io  job losses 
In the field of EU competition policy, on no account must short-term 
unemployment be used as art excuse to block a competitive merger or to 
protect the inefficient public sector Structural unemployment in Western 
Europe will probably take a generation to eradicate, given strong  politica!  
direction. 
The importance of Ecofin 
In the last resort, the Council of economic and finance ministers is 
responsible for guiding the macroeconomic policy of the Union and for 
establishing the fiscal stance of member states. If it is to do its job well, 
Ecofin needs to remforce  ils multilateral surveillance of domestic economic 
policies, especially for those member states participating in Stage Thre,e 
of EMU (Article 103). The Council, aided by the Monetary Committee 
and acting by qualified majority vote on a proposai of the Commission, 
already formulates 'broad guidelines of the economic policies of the 
member states and of the Union as a whole Ecofin also has the 
discretionary power, on the basis of a proposai of the European Central 
Bank or the Commission to determine the external exchange rate of the 
single currency. In addition Ecofin has the  generai  duty to regard 
member states economic potines as 'a matter of common concern', and 
to coordinate them. This means, in effect, that Ecofm will have to work 
to resolve problems arising for EMU from the fiscal policies of the 
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member states, while being unable to centralise fiscal policy or to 
command big resource transfers between the richer and poorer parts of 
the Union. 

The inclusion in the Treaty of what would amount to comrnon 
employment policy objectives would broaden the scope of the Council' s 
deliberations to incorporate the  generai economic policy of each 
government. Doubtless this amounts to a further incursion by the EU on 
`national sovereignty', but it is difficult to see how a single currency 
regime could work giving Ecofin greater powers to coordinate member 
suites' macro-economic policy. Many argue, including Jacques Delors, 
that it would be undesirable to allow the European Central Bank vmually 
unfettered power to mn monetary policy and that a balance should be 
struck between technical proficiency and political exigency. The Irish 
presrdency has proposed the inclusion of a new employment chapter to 
the Treaty, including the setting up of a new Employment Committee to 
engage the social partners and to advise Ecofin. 

Ecofin has big potential, and on how it now manages to develop its 
powers depends much of the political case for EMU. The addition of 
employment policy,  flot as a strict convergence criterion affecting the 
transition to Stage Three of EMU, but as a specific economic objective 
of the Union, might greatly encourage the mature development of the 
Council of economic and finance ministers. In Ulm, as we saw in Chapter 
Two its partnership with a strong Ecofin will encourage the ECB to act 
like the Bundesbanlc, which is a truly federal bank, with sinews that reach 
right down to the German provincial banks. The ECB in Frankfurt, the 
hub of the European System of Central Banks will need to work quickly 
to establish a basis of trust with the central banks of member states 
comparable to that which pertains in Germany. Both Ecofm and the ECB 
also need to develop an effective relationship with the European Parliament 
arai  the Commission. The latter is especially responsible under the Treaty 
for managing the process of consultation with both sicles of industry and 
for building up its own capability to represent the cornmon economic 
mterest of the Union. 
The problem with growth 
The overriding concern of Ecofin is likely to be the Union' s economic 
sluggishness, about which there is ah -eady palpable anxiety. There is a 
widespread belief that the Union will never agam be able to achieve rates 
of growth sufficient in themselves to eliminate high unemployment. 
Until the early 1970s, the West European economy grew at between 3% 
and 4% per annum. Since then, growth rates have slipped to barely 2%. 
At this level, and with the increasmg productivity of those in work, 
unemployment can hardly decline If GDP growth does not comfortably 
exceed productivity growth unemployment will remain high. According 
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to the OECD, lacklustre GDP growth has meant that nearly all the EU 
member states are under-perforrning The 'output gap' — the difference 
between potential and actual GDP — was calculated in 1993 to be 2.7% 
for Europe as a whole, with only Ireland close to its potential and with 
Finland as much as 5 7% below. 

So the Union faces a serious dilemma. Rising productivity is seen as 
essential to bolster Europe's competitiveness. Yet a rapid growth of 
productivity does  flot necessarily help to reduce unemployment. One 
way out is to reduce the supply of labour by enforcing early retirement or 
imposing short or part-time working. But political parties that have 
proposed this, like the French socialists, have been thwarted by the high 
fiscal cost of such measures 

SOME ELEMENTS OF A PROGRAMME 
The only real answer to the problem of unemployment, therefore is a 
high level of growth throughout Western and Central Europe which flot 
only increases the total demand for labour but also creates space for 
imaginative schemes to spread jobs more widely. So long as the fiscal 
position of many member states remains precarious, they cannot safely 
relax their fiscal austerity in order to stimulate a rapid demand for labour. 
A substantial revival in employment will require both that low-skilled 
labour be priced back hito employability and that demand expand without 
fiscal laxity in order to generate a net increase in jobs. The objective 
should be several years of growth of demand modestly above the 
underlying supply-side rate of growth of the economy, stimulated by 
lower interest rates rather than fiscal expansion. 

In certain member states, now that inflation has been overcome, there 
is some scope for a less austere monetary policy as a means of fostering 
growth, coupled with innovative supply-side policies. Recent falls in 
Gennan short-term mterest rates to levels last achieved in 1988 are 
encouraging  in this regard There has also be,en a shift away from a 
uniform adherence to financial orthodoxy, as evidenced by the Santer 
employment initiative. But so far there have been few tangible measures 
to reduce unemployment, and it falls to the series of European Councils 
that coincide with the IGC, to stitch together all the elements of a 
convincing, long-tenn employment programme. We suggest the following: 

1. The White Paper. The Delors White Paper contained a 
comprehensive list of proposais for improving the employment 
situation. The IGC would be wise to do what it can to bring these 
proposais to fruition. A European Union employment programme 
would be seen as a detennined effort to implement a 'White Paper 
Plus , in the sense that the single market programme could be seen 
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as the `corrunon market plus ' : the plus' in that case being principally 
the instrument of the timetable, the institutional development of 
qualified majority voting, and strong political commitment on the 
part of the govemments. The 'Plus' for the White Paper, beyond 
what is already being done to implement it could include some new 
projects; a stronger financial base; a timetable for those elements 
that are amenable to it; a certain extension of QMV; and a strong 
political commitment of the govemments. 

Beyond the govemments' commitment, it is now also very important 
to secure strong support from the civil society and the wider public 
Strengthened consultation with the social partners at European 
level, driven by the aim ofrefomung the social model, is a particularly 
significant ingredient of the employment programme. To the present 
partners — UNICE, representing the employers, ETUC, for the 
trades unions, and CEEP, for the public enterprises — should be 
added NGOs and expert groups The dialogue should be opened up, 
and made more representative and less confrontational. The role of 
the  Economie  and Social Committee in modemising the European 
social model might yet be significant. 

The single market. The main contribution of the Union towards 
creating a context tlmt encourages business activity and investment 
has been the single market programme. Completion of the programme 
is, as the White Paper emphasised, essential for the future health of 
the European economy and hence for employment. But while the 
Cecchini report did much to establish the merits of the single market 
programme in the eyes of business, ils credihility for the public has 
been dimmed by the subsequent recession. It is not easy for citizens 
to distinguish between conjunctural causes of the level of employment 
and the longer-term detenninants The state of the economy is now 
somewhat better, and the public may therefore become more 
inclined to accept tlmt the single market is f-undamentally a job- 
creator. There is urgent need of a major 'Cecchini 2' study that 
would seek to distinguish between the respective effects on 
employment of the recession, of technological change and of the 
single market programme and also bring into focus the benefits that 
can be expected over the longer tenn. 

Labour markets. Much of the White Paper was about the need for 
social solidarity in the face of labour market reform. Labour market 
reforms required in most EU member states include reducing the 
duration of special benefit payments for the unemployed, greater 
flexibility in the minimum wage for young people, restructuring 
payroll taxes and integrating the tax and social security sy stems. The 
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Union' s role is  flot  so much of legislation and policy-malcing, but 
rather of encouraging the member states to act. One helpful method 
is that of teer review , as is practised for macroeconomic policy - 
and this can be accompanied by a ' scoreboard', in which the actions 
taken by member states are reported in a regular annual survey The 
studies on jobs by the OECD are already helpful in this regard, and 
the more the results of these surveys are publicised, the more 
effective they are likely to be. 

The Union also has  lis  own part to play, in removing the obstacles 
to cross-frontier movement of workers and encouragmg the skills 
that malce such movement feasible. This is  flot  only of interest to 
many citizens but also relevant to the success of EMU in the long 
run, because disequilibria in the relationship between different 
regions and states are easier to correct if obstacles to the movement 
of labour are removed. Mobility of labour implies a search for work 
across the Union: the need to adapt EU mies on unemployment 
benefit for persons loolcing for a job in another member state is 
pressing. 

4. Life-time education and training. Here again the field is mainly 
for the member states. But the Union has a legitimate role particularly 
m promoting those elements of life-time education and training that 
are relevant to cross-frontier employment: knowledge oflanguages, 
cultures and institutions to enable people to make the most of the 
Umon-wide employment market, as well as to exercise their rights 
and perform their duties as Union citizens. The Erasmus and 
Socrates programmes provide good examples for this at the level of 
higher education, and Leonardo in vocational training. The principle 
could be extended, much more generously than at present first for 
the training of young people other than those in higher education; 
and secondly for people of other age groups. The Commission 
should do more to sponsor educational opportunities for both young 
and non-young people  io  study matters relevant to European 
citizenship, such as the languages and cultures of the member states, 
the history and worlcings of the Union institutions, and EC law. 

A European voluntary civihan service, with young people worlcing 
in multinational groups on European technical, environmental and 
humanitanan projects, could if developed on a sufficiently large 
scale contnbute signifie antly to the reduction of youth unemployment. 
A proposal to this effect has been taken up for the IGC by the 
institutions and the member states; this is to be welcomed. 
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5.Environment poney. The relev ance of env ironmental policy to the 
creation of employment, as explained in the Delors White Paper, is 
central Energy conservation is a vast challenge for the Union that 
has relevance in every member state and at all levels of society. The 
proposai for an eco-tax, the revenues from which would make 
possible the recluction of taxes on employment, in particular for low- 
paid workers, is a crucial part of the equation A rigorous approach 
to the reductton of pollution from carbon dioxide and  generai  energy 
is essential if the EU is to meet its international targets. For reasons 
of competitiveness, any harmonised tax proposai has to be made 
fiscally  neutra!,  either by reducing VAT or by shifting taxation away 
from income and labour. The latter approach will help the fight 
against unemployment in the Union, perhaps by half a million jobs 

Genuine environmental taxes can be feasible only on an EU-wide 
level, and we return below to the question of whether such a source 
of revenue should become one of the `own resources' of the Union 
itself. It may be difficult to present environmental taxation as a major 
element in the European Union' s popular front, but there is at least 
widespread public support in favour of EU decision-making to 
combat pollution and global-warming. In spite of B ntish opposition, 
the European Commission should revisit its eco-tax proposais as 
soon as possible. Several member states, including the Italians who 
presided over the opening of the TOC, are in favour of extending 
QMV to the question of eco-taxation. 

There is pressure for a thorough `greening' of the Treaty to malce 
sustainable development a core objective of the Union. The 
Commission proposes two Treaty changes to the IGC on 
environmental policy. First, that the right to a healthy environment, 
and the duty to ensure il, should become one of the elements of EU 
citizenship; and second, that environmental objectives should be 
specifically incorporated into all the sectoral policies of the Union. 
The Irish draft treaty goes some way in this respect. It is also 
important for the IGC to clear up the confusion left by Article 130s 
of Maastricht between the use of QMV and co-decision in some 
areas of environmental policy, and, in others, unanimity with the 
Parliament only consulted If there was once a rhyme and reason to 
titis differentiation, if has since been forgotten. To accompany 
reform of institutional procedures, there should be a shift of emphasis 
from aregulatory approach with respect to quantitative environmental 
standards, to a market-oriented approach which spreads the costs of 
environmental measures across European industry as a whole. 
Taxes, incentive schemes and tradable pennits, coupled with a wide 
degree of discretion about how environmental goals are to be 
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reached, will reinforce Europe' s competitiveness. Blanket regulation 
tends flot to be cost-effective; nor does it spur innovation Basic EU- 
level environmental and consumerprotection standards will however 
remain necessary, rigorously enforced. 

Research and technological development. This too is the subject 
of a chapter in the White Paper. Alone, member states are 
disadvantaged at the cutting edge of science and technology; but 
together, avoiding duplication and pooling resources, they can 
compete on equal terms with the USA and Japon. This is obvious to 
public opinion, yet member states resisted the budgetary expenditure 
on R&D recommended by the Commission at the Edinburgh 
meeting of the European Council m December 1992, and a reduced 
package was eventually agreed of Ecu 12 3 bn over the period 1994 
98. Among the R&D projects that could be especially stimulating 
for employment over the medium and longer term are those 
contributing to the development of sectors connectedwith Information 
Technology and with the creation of the Europe-wide network of 
information highways? Among Treaty changes required of the IGC, 
is the application of QMV and co-decision to the Union's multi- 
annual framework programme on research and technology (Article 
130i). The UK pnme minister was proud of his stand against this at 
Maastricht, but British industry has paid the price for the faltering 
drive to build the information society in Europe. 

Local development. Much new employment will be generated by 
local initiatives. The Commission hos indicated the potential in 
examples from tree-planting to child care and home-helps. While 
public policy to encourage and facilitate such initiatives will come 
mainly from within the member states, the Union can help the 
development of such policy through cooperation and exchange of 
information among them and should actively support local initiatives 
that come within the scope of the Structural Funds or can otherwise 
be seen to have a European dimension. Careful disbursement of EU 
funding can stimulate partnerships between the public and private 
sectors that are geared to meet the needs of Europe' s changing social 
fabnc, especially in biner cities. The Commission estimates that up 
to 400,000 jobs could be created each year by a sustained and 
dynamic programme of local development initiatives. 

Trans-European Networks. TENs for the transport of people, 
goods energy and information have great potential for the creation 
of employment over the medium and long terrn. While IT and 
telecoms need liberalisation and regulatory reforrn, transport needs 
some public finance 
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To date, fourteen transport schemes have been chosen, at a total co st 
of Ecu 91 bn, and ten energy projects, costing Ecu 5 bn, vanous 
environmental and telecommunications networks are being studied. 
Over the medium term, employment is generated through the 
construction of the infrastructure. (We take issue with those economic 
studies that deny their employment potential.) In the long term, a 
first class infrastructure is a necessary condition for dynamic 
mvestment in a region of the world such as Europe. The growing 
proportion of new investment that will be located in those parts of 
the world which offer the most attractive conditions will be greatly 
mfluenced by the quality of the infrastructure (and also of the 
environment) and in addition to the benefits for employment in the 
long term, the prospect of a more dynamic European economy in the 
next century would help to generate investment and growth, and 
hence employment in the shorter term too. TENs should be seen as 
the physical aspect of the completion of the single market, as well 
as an instrument for enabling European citizens to participate fully 
in the society and the polity. 'They must be of special significance for 
the integration of Central and East European as well as of other 
peripheral regions, including British and Irish, lino the Union' s 
mainstream. They should also be attractive for Germany, 
strengthen:mg the links of Central and Eastern Europe with Western 
Europe, and providing a boost for economic activity and employment 
in the e as tern Linder in particular, in whic h key sec tors of many such 
TENs would be located. The information highways and the as sociated 
IT will moreover be central to the economic and societal development 
of the coming decades 

The TENs are already a major Union activity. If they are seen more 
clearly as an essential element in the development of the European 
economy and the creation of jobs over the medium and longer tenn, 
it should be possible to secure for them a higher priority This should 
bring with it a more ample fmancial base, including both budgetary 
allocations and joint fmancing by private and public capita1. 4  In a 
rare display of agreement between the UK govemment and the Irish 
presidency,  [Fiere  is a proposal before the IGC to allow the 
development of public-private partnerships (Article 129c) 

9. Smallandmedium-sizedenterprises. The completion of legislation 
to harmonise conditions of establishment for companies across the 
Union would cut out much of the current bureaucratic nightmare, 
which is especially debilitating for SMEs. Irnproving the financial 
environment by deregulation and, of course, by the introduction of 
the single currency will give SMEs better access to the integrating 

169 



European capital market The Commission should take more seriously 
fis duty to undertake cost-benefit analyses of proposed EU measures. 
But stronger links also need to be built between the research and 
technology community, the financiers and the entrepreneurs — and 
on a trans-European basis — if SMEs are to reach the high levels of 
growth that Europe needs. Much has been done by the Commission' s 
horizontal action programmes so far: now a more concerted effort 
is needed to bring the fruits of R&D to commercial exploitation. A 
European technology foresight' programme has been recommended 
by Ciampi, more seed com and venture capital funding is also 
required, with projects appraised by a partnership team of recognised 
technical and business expertise The Luxembourg-based European 
Investment Fund should provide for a higher percentage of bans to 
innovative SMEs.5  

Lightening the administration. Public administration throughout 
Europe is, on the whole, ponderous and second-rate. Excessive 
regulation and bureaucracy at European level on top of the existing 
national, regional and local administration could be crippling to 
enterprise. This aspect of the recent federalisation process in Belgium 
is an example to us all (flot to be followed). Other advanced 
industrial countries with which Europe competes are malcing 
strenuous efforts to reduce their own regulatory burdens; Europe 
must do likewise. In previous chapters we have written of the need 
to simplify, codify and rationalise the Union's legislative acts, and 
to keep them proportionate to the scale of the problem in hand. The 
same applies to regulation affecting health and safety at the work 
place, consumer and environmental protection, technical 
standardisation, commercial rules of origin and public procurement 
as well as to many aspects of daily life, such as banlcing, health care 
and insurance, tint are unnecessarily complicated to conduct 
especially for non-nationals. The transposition of EU single market 
directives into member state law seems to be highly prone to over- 
elaborate ornamentation by national officiais, especially in Britain. 
As the Economic and Social Cornmittee has observed repeatedly, 
poor regulation officiously applied impairs the full operation of the 
single market, thereby reducing trade 

Tax reform. Rules are nowhere more ornate than mies about tax, 
and the Union' s fast, botched attempt  io  harmonise VAT is a prime 
example Moreover, the liberalisation of capital has had unsettling 
effects upon the tax regimes of the member states and has increased 
the potential for tax avoidance and the degradation of fiscal revenues 
at a time when fiscal prudence, and the Maastricht criteria in 
particular, make this extremely undesirable. The tendency among 
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member state govemments has been to increase the taxation of 
labour, which is largely immobile. Taxes on labour in the EU 
mcreased from 34.7% m 1980 to 40.5% in 1994. For the salce of 
boosting employment, this trend must be rapidly reversed. Too 
many low-skilled people are being priced out of jobs by margmal 
rates of tax (and means-tested benefits): they need to be priced back 
mto jobs by tax reform, but without depressing wages to anything 
like the degree that has occurred in the USA. This suggests the need 
for the introduction across the EU of modest, regionally deterrnined 
rnimmum wages, encouraged and coordinated by the institutions of 
the Union. 

Approximation of rates of VAT and excise duties has been very 
slow. Salaries, social security, mortgages, insurance and pensions 
are very difficult to carry across the internai borders of the Union 
without serious tax penalties. In fact tax is another and important 
obstacle to the smooth functioning of the single market. What is 
required is a simple tax system which treats intra-Union transactions 
hke domestic ones. The Commission also broaches the question of 
the Council voting procedure on taxation matters. The requirement 
for unaninuty has meant that almost no real progress has been made 
on tax legislation and a rnisguided defence of national sovereignty 
has led to a real loss of fiscal control to market forces. 

The European Union will tread carefully in fiscal matters; but it 
should be as bold as possible. While the Union's institutions have 
few direct powers to intervene in the econorruc management of a 
member state, they and the European-level political parties should 
become a powerful influence on the intellectual and political 
environment of the member states, especially with regard to the 
fiscal component of macro-economic policy. 

12. Qualified Majortty Voting. Following the example of the single 
market programme, the employment programme will be facilitated 
by extending the provision for qualified majority voting in the fields 
of regional, industrial and environmental policy. While the British 
Conservative government hos been the most stubborn opponent of 
provision for more majority voting, it is relevant that both the Labour 
Party and the  Liberai  Democrats favour action at the IGC, as do most 
of the other member states, to extend QMV in those areas. 

The theme of employment is attractive to both citizens and 
governments, provided that a programme can be credible. It is suggested 
that enhanced Union action can make a significant difference for both the 
shorter and the longer terni, in the European dimensions of the fields 
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listed above. Citizens might  flot appreciate this difference in the shorter 
terni if the benefits were outweighed by conjunctural job losses. But the 
coming years should be a period of economic upswing; and when 
business people are confident that the single currency will before long be 
mtroduced, an investment boom should follow, as it did after the launching 
of the single market programme 

The prospects for reducing unemployment are therefore good: the 
Union' s employment programme should have a fair wind behind it It 
should be possible to persuade citizens not only that the Union is flot a net 
destroyer of jobs, but also that it is essenttally creative in this as in other 
ways. 
Social policy 
One of the tricher dossiers on the table of the Intergovernmental 
Conference is how to treat social policy. Since the declaratory Social 
Charter was signed in December 1989 (though flot by Mrs Thatcher), the 
Commission has proposed 47 directives and regulations covenng health 
and safety, equal treatment of women, workers consultation, special 
treatment of part-time workers the young, the elderly and the disabled 
and so on. Some of the proposals enacted in EC law, notably those 
affecting health, safety and equal treatment, have had a very significant 
impact. Most member states would lice to persist with the approach 
adopted, and would accept a further raft of social reforms driven by the 
European Union. 

This makes the United Kingdom' s notorious derogation from the 
social chapter of the Treaty of Maastricht increasingly contested. The 
European Commission, backed by fourteen member states and by the 
European Parliament, insists on the abolition at the IGC of the Social 
Protocol in order to establish a comrnon base of social rights for all Union 
citizens 

The Social Protocol extends the powers of the European Community 
to new  amas and enhances the importance of the social dialogue in the 
legislative process. The Protocol helps the Commission to consult with 
the two sides of industry in the preparation of legislation, and greatly 
enhances the mie of the social partners in implementing EC policy. 
Although QMV is introduced for the passing of measures to hnprove 
worlcing conditions, to inform and consult labour, to ensure equality of 
treatment between men and women, and to combat social exclusion, 
unanimity is required for matters conceming social security, labour 
contracts collective bargaining, employment of third country nationals 
and EU-level job creation schemes. Questions of pay, the right of 
association and the right to strike are explicitly excluded. In spite of these 
caveats, the British prime minister was and remains greatly agitated by 
the Social Protocol. John Major says .  
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'The Social Chapter should be seen for what it is: a 'European jobs 
tax'. A tax on jobs by the front door and, in time, a tax on jobs by the 
back door. That's why it's immoral. That's why, if I'd signed the 
Social Chapter, I could never have looked the unemployed in the eye 
again .6  

We well understand the reluctance of the British Conservative 
govemment to encumber industry with social regulation to improve 
workers' conditions while taking no account of business cost; we agree 
very much with  fis determination to consolidate the single market and to 
oppose unwelcome protection; and we share its concem that low-skilled 
labour can be quickly pnced out of jobs by minimum standards centralised 
at EU level. On the other hand we believe that each social measure 
should be treated on its own ments and flot as an enemy sortie in a great 
ideological baffle; that workers in the newly liberalised single market 
need a certain level of protection; and that people generally work better 
if they are treated well 

The Social Protocol has been used only rarely, where the opposition 
of the UK shuts all other avenues. To date only two pieces of legislation, 
the Works Council Directive and the Parental Leave Directive, have been 
promulgated under the terms of the Social Protocol — with the latter 
being formulated by the social partners. The existence of the British opt- 
out has two disadvantages and two perverse consequences. First, the 
integrity of EC law is damaged by being unevenly applied in different 
member states; second, the single market is vulnerable to disputes over 
distortions of competition; third, thirteen large British firms operating 
both within and without the UK are choosing in any case to apply their 
labour relations policy uniformly across the Union, ignoring the British 
opt-out, and fourth, European social policy is now being shaped ineluctably 
without a British voice at the table 

It is our view, all things considered, that the United Kingdom would 
be wise to agree to its partners unanimous request to incorporate the 
provisions of the Social Protocol into the main Treaty If it is ne, as the 
Conservative govenunent has claimed, that the debate about the future of 
the European social model is favouring the 'Anglo-Saxon' approach, it 
has notlung to fear from surrendenng the UK derogation. In any case, it 
will be better for the UK to be in the position to help shape policy from 
the inside. 

THE EUROPEAN UNION BUDGET 
Relatively small as it is, the EU budget cannot assume a major role in 
combating unemployment and in building the prosperity of the Union. 
Nevertheless, EU direct spending has a sig,nificant part to play both 
actually and symbolically in the whole scheme of things; and it is 
certainly relevant to consider whether the EU budget needs reform. 
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The history of the European Union budget is one of irregular evolution 
in the sources of revenue. A system of `own resources' was introduced 
properly from 1979, drawn from customs dunes, agricultural levies, and 
a levy on the VAT tax base — which now accounts for over half the total 
revenue. A fourth own resource, based on GNP, was added in 1988, now 
accounting for about one third of the total Every so often multi-annual 
Tmancial perspectives' are agreed to cap the growth of the budget: the 
current package, whose ceiling will be 1 27% of GDP or approximately 
Ecu 100 bn, runs out in 1999 The negotiation of its successor, which is 
certam to be controversial, will talce place immediately after the conclusion 
of the IGC. The new size and shape of the Union budget will have to take 
into account the lilcely future enlargement towards Central and Eastern 
Europe. The three most thorny items in the negotiation are likely to be the 
reform of the CAP, which accounts for about half of EU spending; the 
reform of the structural funds, amounting to over a third of the total; and 
the UK rebate. There is, too, a fourth problem, that of fraud. 

The EU budget is an area where QMV has been used for many years 
by the Council and the European Parliament is a real partner in settling 
the annual budget. However an arcane but significant distinction between 
obligatory spending (fonnally arising directly out of the Treaty, and in 
practice largely agricultural) and non-obligatory spendmg has been used 
to restrict the powers of the Parliament mainly to the latter. A major 
decision is required of the IGC to abolish this distinction and thereby to 
malce the Parliament a fully co-equal partner with the Council. 
The future of farming and fisheries 
Jacques Santer has suggested, as part of his solidarity pact on employment, 
that any underspending from the CAP should be transferred to stimulate 
the building of the TENs. Whether there will be any significant 
underspending on the CAP is largely a matter of the fluctuations in world 
prices and of the European currencies against the US dollar, and it can 
easily be swallowed up by unforeseen developments like the cost of 
eradicating mad cow disease and restoring the confidence of Europe's 
beef-eaters. 

The future of the CAP is flot inevitably part of the agenda of the IGC. 
But it is a significant element of the context, and to ignore the CAP 
entirely would be to fail to prepare the Union effectively for enlargement, 
in terms not just of budgetary cost, but also of competitiveness and 
employment. 

Two-thirds of the Union' s population now lives in one hundred 
conurbations the remaining third occupies the 80% of the territory of the 
Union which is rural. The drift of labour away from farrning and fishing 
continues, especially among the young. Schools and shops close and 
public transport and social services wither: the pattern is all too familiar 
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and common throughout Western Europe. Jobs must return to the 
countryside if rural communities are not fo die and, especially in the 
hillside, farmland  flot be laid to waste There is plenty of work to be done 
in  terms of modernisation of agriculture; tourism and recreation; 
environmental improvement; and the development of renewable energy 
sources. The extension of 'Network Europe' will also malce it easier for 
professionals to  uve  in and work from the countryside. 

The impact of the 1992 MacSharry reforms is already being felt, but 
much more remains to be done to reduce prices towards world market 
levels and to replace price support with more targeted Md to the rural 
sector. A reduction of total agricultural spending would moreover free 
resources for investment in employment creating projects such as the 
Trans-European Networks. 

The question arises for the IGC: is the current Treaty sufficient as a 
legai  base and as a political package deal on which to carry through such 
radical reform? Article 39 of the Treaty of Rome was written in 1957. 
Today the Union has new objectives for the countryside that would 
include  sustainable development, the protection of nature, food hygiene, 
land use and planning, and diversity of employment opportunities. A 
revision to the Treaty along these fines would underscore the changes 
which need to be made to existing policies. 

The CAP also needs to be more fully exposed to the rigours of state 
aids policy the scrutmy of the European Parliament and consumer 
protection. A shift of the  legai  base from Article 43 to Article 100, the 
single market chapter, would do the trick. (A less radical amendment, to 
Article 42, as proposed by the UK, would extend competition.) 

The current crisis in the beef sector has exposed something of the 
weakness of the CAP, which was unable to force the UK govemment to 
neutralise the BSE agent in cattle food, suspend its export or that of beef 
products, identify infected cattle enforce veterinary controls or implement 
the agreed selective  culi.  Stronger powers for the Commission to inspect 
faims to guarantee food hygiene are certainly required; and the autonomy 
of the EU vets' committee needs reinforcing. 

Lilcewise, on fish, the Commission was unable to insist that the UK 
government met its commitments to down-size the British fleet, and was 
too weak  io  msist that the Council set quotas in the interests of conservation 
of stocks. The UK, in addition, allowed its fishermen to sell the national 
quota boat by boat on a free market, and has no regulation to impose the 
UK tax and social security regime on purchasers. 

That these problems with the common agricultural and fisheries 
policy have provoked a bad attack of British nationalism disrupting the 
Union, is reason enough to grapple yet more radically with reform. 
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Reform of the structural funds 
The bulk of the European Union 's structural funds comprise, first, the 
Regional Development Fund whose main purpose is to supplement 
member state spending on  economie  development in the peripheral or 
frontier regions- secondly, the Social Fund, whose main aim is to increase 
the quantity and value of vocational training in order to combat social 
exclusion, especially among women and the young; and thirdly, the 
Cohesion Fund, which was set up by Maastricht  io  give practical help to 
Greece, Ireland, Portugal and Spain in the field of transport networks and 
environmental improvements (particularly water management) About 
80% of the funds are admimstered by member state governments. 

Although some are cynical about how they are used and misused, the 
importance of the structural funds to the poorer EU economies cannot be 
overstated: they comprise 7% of Portugal s GNP, and the Brussels 
bounty has contributed to Ireland's extraordmary  economie  success in 
recent years. Portugal ' s GDP per capta (in PPP) rose f-rom 55% to 68% 
of the EU average between 1983 and 1995 and Ireland's from 64% to 
90%. 

Nevertheless, reform is required for what has become a very large 
item of EU expenditure, second only to the CAP. The Structural Funds 
need objectives that are more clearly specified effective financial 
management, and an end to the confusion about who is responsible for 
what. This means that the executive powers of the Commission need to 
be reinforced. The stipulation about involvement of complementary 
public finance, from national, regional or local authorities, has to be more 
closely scrutinised: this implies a stronger, more hands-on Commission, 
as national govemments are inevitably compromised in monitoring 
additionality ' . The objectives of the funds should be reoriented towards 

assisting the implementation of the policies outlined above, such as the 
TENs, and in adding value specifically in the interests of the European 
Union citizen according to the principle of subsidiarity. The large expertise 
of the European Investment Bank should be tapped to make the structural 
funds more sharply focused in 1995 the EIB which is now the world' s 
biggest international lender and borrower, lent Ecu 18.6 bn within the 
EU, mostly to underdeveloped regions. 

Such a reform of the structural funds iumplies that some traditional 
recipients of EU subsidy would cease to be eligible Moreover, when the 
reform is placed, as il must be, firmly within the context of enlargement, 
it is clear that some poorer areas of the richer member states will cease to 
benefit automatically from EU grants and that the poorer member states 
of the current Union will get less. All this reduces the chance of effecting 
reform of the structural funds in the first place. But at present, the 
structural funds can only be amended by unanimity. The IGC is faced 
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with the problem that unless QMV is introduced (w Article 130d) the 
prospect of structural fund reform must be minimal. 
The BrItish problem 
Because the CAP dominates the budget, and the structure and size of 
farming is so varied throughout the Union,•the budget behaves capnciously 
The UK, with its small faim sector and its large faim imports from 
outside the EU, has been the second largest net contributor to the EU 
budget despite being poorer in terms of GDP than the EU average. 
Belgium Denmark and Luxembourg are among the richest member 
states, and yet are net recipients. In 1994 the UK made a net contribution 
to the EU budget of £897 m. However for obvious reasons the British 
rebate is increasingly unacceptable to other member states, especially 
Germany, Austria and the Netherlands ' In balance sheet terms, CAP 
reform will be of relative benefit to the UK but structural fund reform will 
not, leaving the net effect on the UK contribution to the EU broadly 
neutral One of the priorities of UK policy in the imminent negotiations, 
therefore, must be either to retain some, possibly modified, element of 
budgetary rebate or to bring about some other reform of the own resources 
system to render the rebate•unnecessary Here the debate about a possible 
new &th element of revenue to the EU budget begins. 

Protocol No. 15 of the Treaty of Maastricht, on economic and social 
cohesion, declares the intention of the EU to take more account of the 
relative prosperity of the member states in the own resources system and 
to examine means of correcting the regressive elements in the existing 
system (notably, agricultural levies and VAT). The question of regressivity 
was already well argued in the MacDougall Report in 1977 What is 
needed now is a new progressive element to finance the Union budget so 
that the principle of fair burden-sharing is respected The bitter debate 
about the UK is really about progressivity — or the lack of it — and the 
British govemment wouldbe wise to champion the cause of progressivity 
on behalf of all the poorer member states of the Union, actual and 
potential, rather than try to plead a special case on the grounds of national 
mterest. 

A radical solution would be to levy an EU surcharge to member 
states ' income and corporation taxes — either indirectly, adjusted on an 
income per capita basis from the EU average, or falling directly on 
individual tax-payers and firms. It would be introduced so as to be 
fiscally neutral with compensating reductions in the VAT levy. Such a 
hypothecated tax would certainly be a striking stimulus to citizen 
identification with the European Union, and would also imply, in 
institutional ternis a big increase in the financial autonomy of the Union 
and an inevitable extension of the budgetary powers of the European 
Parliament to cover revenue as well as expenditure. There are, however, 
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Iwo problems. such a system would require a standardised basis of 
taxation between the member states, and as the Commission s tussle 
with VAT has shown, this is unlilcely to be forthcoming; and, secondly, 
while progressive, an EU income or corporation tax would flot serve the 
cause of boosting employment A somewhat less controversial proposai 
could be to adjust the VAT contributions by means of a key relatmg them 
progressively to each member state's GDP per capita. 

An alternative approach, suggested earher, would be to malce the eco- 
tax belong either in whole or in part to the Union. Shifting taxation from 
social security contributions on to environmental poisoning is a potent 
possibility for making more jobs. None the less, this would not, at least 
mitially, guarantee the progressivity of the own resources system as 
some of the poorer industrialised regions of the Union (and Central 
Europe) are more profligate users of non-renewable energy than more 
advanced regions in the richer member states. Ultimately, however, once 
tough environmental policies had worked their way through to improve 
industrial competitiveness across the Union, an EU eco-tax would have 
the desired progressive effect on the budget while also favouring growth 
and employment. 

CO2  EMISSIONS PER CAPITA 1994 (IN TONNES) 

Luxembourg 29.9 
Denmark 12.1 
Finland 11.9 
Belgium 11.6 
Germany 11.0 
Netherlands 10.7 
UK 9.4 
Ireland 8.9 
EU 15 8.3 
Greece 7.5 
Austria 7.0 
Italy 6.9 
Sweden 6.4 

6.0 France 
Spain 5.8 
Portugal 4.6 

The choices about budgetary reform are not easy, but they will not be 
facilitated by refusing to address all the options. The present system is 
shot full of anomalies, and no amount of tinkering with it will produce the 
planned, redistributive budget that the EU requires This IGC, and the 
parallel negotiations on the new financial perspective are the place and 
the time to make a fresh start. 
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Combating fraud 
Any reform of the EU budget must have as a high priority the battle 
against embezzlement In recent years, the Commission has made big 
strides in tightening up its financial control yet the Court of Auditors 
complains habitually about lax procedures conceming how EU funds are 
spent. In 1995 the Commission detected 4750 cases of malpractice 
involving Ecu 1.15 bn or 1.4% of the budget The incidence of criminal 
fraud as against plain incompetence is .much over-represented by an 
inherently hostile media, especially in the UK, but there is a serious 
danger in the context of EU enlargement that fraud will increase 
exponentially. 

The potential for fraud would be much reduced if the quality of the 
drafting of EU legislation were improved, as we have suggestecl elsewhere, 
and if the Commission had proper resources and competences. At the 
moment, it is left largely to member state govemments to combat fraud 
both within their own administration and within that of regional and local 
government. • 

There is a strong case for giving the Commission the same powers of 
scrutmy over transnational fraud as it has to investigate breaches of EU 
competition law. Moreover, the system of penalties that the Commission 
can already impose on member state govemments for misuse of CAP 
spending should be extended to cover the structural funds. Cornmissioner 
Liikanen puts proper emphasis on improved financial management, and 
this means that the Commission must be more obviously in charge of the 
EC budget as well as more coherent internally. It is also vital that the 
accountancy profession play a dynamic role in integrating its very 
diverse practices across the Union. 
Towards stability and competitiveness 
While the transition to the euro is  stili  in doubt, the conditions for 
building up the EU s competitiveness are lacicing. British business leaders 
are overwhelmingly enthusiastic about the single market, but many of 
them feel they carmot afford to mvest in EMU until member state 
govemments have the political will to implement it. As we stated in 
Chapter Two, we share that view, and urge that member state govemments 
at the IGC and beyond it use their best endeavours to secure the single 
cwrency. There will be  short-terni dislocation, but the long-term prospects 
of all Europe will be improved. 

One of the most robust defences of EMU is heard from the Irish 
president of Ecofin, Ruairi Quinn, who argues that his country 's drive 
towards stable exchange rates, lower interest rates, improved access to 
continental markets and stronger flows of direct investment have set the 
framework for a successful 'Programme for Competitiveness and Work'. 
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Ireland's experience suggests that the mixture of EU macro-economic 
policy and domestic employment innovation produces the elusive virtuous 
circle of strong growth and job creation — even if unemployment in 
Ireland  stili  stands at over 14%. Small countries, such as Ireland, have 
also been quicker to understand the importance of creating mies to 
govem fiscal matters in the single currency regime. The British govemment 
has been characteristically averse to the proposai for a stability pact, 
although they now appear to be reconciled. 

The single currency is designed to be the keystone in a stable and solid 
structure for the European economy which will provide a framework for 
its dynamism in the future. 

With the single currency, a completed single market, a streamlined 
social model, and tax refonn plus a programme for employment, the 
European Union will have put in place structures that will provide a 
stimulus to investment and the context for a dynamic economy in the 
next century. In short, Europe will have found its agenda for prospenty. 

' J.E. Meade, Full Employment Regained? An Agathotopian Dream, University of 
Cambridge Department of Applied Economics Occasional paper 61, Cambridge, 
CUP, 1995. James Meade (1907-95) was a founder-Patron of the Federal Trust. 

Speech to the 07 conference on employment, Lille, 1 Apnl 1996. 
See Federal Trust Report by Andrew Adonis, Network Europe and the 

Information Society, London,  Federa!  Trust, 1995. 
4  See the Federal Trust Report by Harry Cowie, Private Partnerships and Public 
Networks in Europe, London,  Federa!  Trust, 1996 

The European Investment Fund was set up by the Edinburgh European Council  in  
December 1992, and its capital of Ecu 2 bn is guaranteed jointly by the European 
Investment Bank, the EU and the commercial sector. 

In a speech to the Institute of Directors, January 1996. 
' The UK rebate has been calculated since 1986 as a reduction of its VAT base by 
two-thirds of the difference between  fis VAT share and fis  receipts from the EU 
budget; Germany's contnbution is also reduced by one-third of us normal VAT 
share. 
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Chapter Eight 

Divided We Stand? 
'The European Union is approaching some historic decisions over the 
next eighteen months ... The result of the IGC may well mark a crucial 
turning point in Europe' s development. The President of the European 
Commission said last week that the moment of truth lies ahead. There is 
one sense at least in which he is right. The choices that are made will 
determine  flot only the success and stability of Europe as a whole, but 
Britain' s relationship with it.' 

JOHN MAJOR, DECEMBER 1996 

Orthodoxy has it that member states of the European Union move 
forward together towards common goals In practice, however, things 
have never been as straightforward, and some element of differentiation 
has often played a part in the integration process. That the United 
Kingdom first declined to sign up to the European Community in the 
1950s, and then was excluded from it by France until the early 1970s, 
was an extreme form of differentiation or 'variable geometry whose 
recollection should infonn our present debates about Britain's place in 
Europe. 

Even within the original EEC there were differences. Article 233 of 
the Treaty of Rome allows the Benelux trio to develop a deeper form of 
integration — the `completion of regional unions ... to the extent that the 
objectives of these regional unions are not attained by application of this 
Treaty' — than that agreed by the Six. In 1963 France and Germany 
signed a bilateral treaty of friendship and cooperation which strengthened 
their mutual integration and laid the basis for a level of cultural and 
political understanding which is far above that of the UK's relations with 
its mainland partners. There are other examples of regional cooperation 
within the EU — between the UK and Ireland, or among the members of 
the Nordic Council — tint have worked away quietly in favour of 
generai  European unity. 

The first three enlargements of the Community (1973, 1981 and 
1986) were marked by transitional periods in order to let the applicants 
graduate by stages  lo  full membership. Transition took two types. the 
first, simple delay in the implementation of EC law, policy or expenditure, 
was usually in the interests of the existing member states; the second 
type, progressive integration, allowed the acceding states to gear 
themselves up to accepting all the obligations of membership. 
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Differentiation was, and  stili  is, most marked in the field of defence. 
Only ten of the fifteen member states have joined (in stages) the Western 
European Union, although all the others now have observer status. 
Likewise, oniy eleven member states have joined Nato, although three 
others are participants in its Partnership for Peace. 

Before Maastricht 
Once the customs union was completed and the first enlargement had 
taicen place, the potential scale of the competences of the Community and 
the scope of as ambition grew. In 1975 the Belgian prime rrunister, Leo 
Tindemans drew the attention of' the European Council to the fact that 
some member states were more prepared in both economic and political 
terms to move ahead faster than others He suggested tint the overall 
concept and principles of European Union had to be agreed by all 
member states; and that those states `which are able to progress have a 
duty to forge ahead'. As for the other category of states, the validity of 
their reasons for delay should be assessed by the Council on a proposai 
of the Commission, and they would receive help ' to enable them to catch 
the others up'. Tindemans insisted that he was not opening the door to 
'l'Europe à la carte'. 

The Tindemans Report saw the currency ' snake' as the core feature, 
on which future integration would be built. The European Monetary 
System was indeed established m 1979 with only six out of eight 
currencies within the ERM. When the single market programme was 
conceived, differentiation was regarded as an inevitable mechanism to 
engineer its completion. Article 15 of the Single European Act (1987) 
said that the Commission would have to take into account `differences in 
development' of the member states towards fulfilling all internai market 
provisions. It goes on: 

'If these provisions talce the fouit of derogations, they must be of a 
temporary nature and must cause the least possible disturbance to 
the functioning of the cornillon market'. 

It is clear, therefore, that even before Maastricht, the EC had for 
functional reasons already developed a systematic approach to 
differentiation. Enlargement beyond the original and fairly homogeneous 
six member states had increased the diversity of the EC and accentuated 
the argument for a deepening of solidarity and a strengthening of the 
common institutions But — with the important exception of defence 
which, of course, remamed outside the Treaties — differentiation was 
only a question of variable pace towards common objectives And both, 
pace and goals, were agreed by ail member states according to the 
principle of ' least possible disturbance The Treaty on European Union 
(1992) made greater use of this multi-speed approach to European 
integration; but it also added greatly to the disturbance. 
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From multi-speed to multi-tier 
The decision to lay down convergence criteria and a schedule for the 
creation of a single currency was, although elaborate, in historical ternis 
unexceptionable. The customs union and the single market had also been 
built (more or less) according  io  a prograrnmed timetable. Where 
Maastricht was innovatory was in allowing the UK an opt-out from the 
single currency even if it were to meet the convergence criteria. This 
precedent was followed in the fields of both internai and extemal security 
policy which were treated as semi-detached appendages of the European 
Community managed by non-binding intergovemmental diplomacy, 
and of social policy, where one member state — again the UK — was 
allowed a permanent derogation from EC discipline. These decisions 
were anticipated by the signing by only five member states of the 
Schengen Agreement on the abolition of border controls and this situation 
was regulansed by Article K 7 of Maastricht which allows two or more 
member  suites to develop doser cooperation on third pillar issues. And 
they were compounded by Denmark, which, in ils bid to get popular 
assent for the Treaty, imposed in the course of 1992 further opt-outs in 
the fields of defence, citizenship and EMU The enlargement of the 
Union in 1995 to include Austria Finland and Sweden strengthened the 
core acquis communautaire, but served to attenuate further the coherence 
of the Union in foreign policy and security matters. 

Maastricht, then, failed to maintain the consensus between member 
states about the direction of European integration. Goals were no longer 
all held in common. Some wished flot only to go faster than others, but 
in  different directions. Multi-speed Cornmunity Europe was replaced at 
least for the time being by a wider multi-tier Europe. histitutional 
differentiation was added to functional differentiation. 
Whatever next? 
The current IGC is trying to resolve some of the problematical issues 
inherited from Maastricht and to prepare the govemance of the Union for 
yet further expansion — to new policy fields, especially monetary policy, 
but also to new member states from Central Europe. The majority of 
member states take the orthodox view the increased solidarity is necessary 
for an enlarged Union to thrive, and that it will become very much more 
difficult to manage wider differentiation or Ilexibility' if the powers of 
the common institutions, particularly of the Commission and the Court of 
Justice, are to weaken. 

As we have recorded in earlier chapters, this belief has led the 
majority, led by Germany, to want to transfer competence to deal with 
some of the most urgent matters, such as immigration and the fight 
against crime, from the third pillar into the first, and to want to see the 
Schengen Agreement absorbed within the Treaty. The majority want the 
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UK to abandon its Social Protocol and it is proposing  io  write a new 
employment chapter into the Treaty.  li  wants measures to malce a reality 
of common foreign and security policy including its personification, its 
institutionalisation in a conunon analysis and planning unit, and the 
reinforcement of the links between the Union and WEU A large majority 
of member states also proposes that the jurisdiction of the Court of 
Justice should be extended, and that EU citizenship should be fleshed out 
in terms of civil and social lights in order to combat discnmination 
There is also a large majority for making QMV the  generai  rule for 
legislation and for extending the use of co-decision between the Council 
and Parliament. All these proposais, and others, including the entrenchment 
of subsidiarity, would talce the Union in a more federal direction. 

The problem is that current British policy has opposed most of these 
reforms and thus threatens to stymie effective reform at the IGC. Of 
course, other goverrunents have certain differences with aspects of the 
federalist agenda — but none as comprehensively as the UK, and none as 
vehemently. It is difficult to escape the conclusion that these British 
views about the future of the Union are heterodox and even eccentric. 
The more senous question is whether Britain's behaviour at the IGC is in 
danger of dividing the European Union altogether. 

A similar picture is painted by the detachment with which the UK 
govemment has approached the historic decision about EMU It has 
sought to avoid the ties that are being designed to associate those without 
the euro-zone with those within. It has cast doubt on  botti  the credibility 
of the project and ils timetable. In doing so, the British have put themselves 
apart, in a third lier, from those member states, like Italy, that would 
participate but cannot yet. The UK is talcing a risk that indifference to its 
mterests will be succeeded by discrimination against them. Allegations 
of beggar-my-neighbour policies would bring pressure on the Commission, 
while bound to uphold the integrity of the single market, to allow the core 
member states some form of protection against exchange rate fluctuations. 

To compound matters, the UK engaged in three supplementary battles 
with its EU partners during 1996. The first•concemed mad cow disease, 
where the UK reacted to the EU ban on the export of British beef by a 
systematic policy of non-cooperation which broke Treaty obligations 
and which caused 118 measures to be blocked in the Council, including 
the IGC between 21 May and 24 June. This act had two major 
consequences: first, it hardened British public opinion against the EU 
and, second, it widened sharply the divide•between the British govemment 
and its partners. The UK withdrawal of cooperation winch was supported 
at least initially by the Labour opposition was the more damaging 
because it appeared that the British preoccupation was more to fix the 
export ban than to secure public health. It was also fruitless: UK beef is 
stili  banned from European and American markets. 
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The second battle concemed fish quotas, to which we have already 
referred in the previous chapter. In our view, the problem could have 
been resolved without Treaty change by a more judicious domestic 
application of existing mies or by a reformed CFP. But the UK has now 
chosen to deal with this matter by a proposai to the IGC for a new quota- 
hopping protocol to the Treaty — and has even threatened to veto ail 
progress at the IGC if it does flot get its own way 

The third quarrel concems the 48 Hour Working Week directive, 
which the UK government sought to undennine by a challenge  io  the 
ECJ on the question of  legai  base. The British argument was that the 
directive should not be considered a health and safety measure under the 
terms of Article 118a but a fully-fledged social policy provision to be 
reserved to the area of the Treaty from which the UK had secured lis 
derogation at Maastricht in the Social Protocol. The govemment tabled 
a proposai to the IGC that would prevent the spread of QMV to social and 
indirect taxation matters. This too was elevated to the status of threatened 
veto, which is equally counterproductive. The UK would in any case be 
better advised to oppose such restrictions on labour market flexibility on 
the grounds that they infringe the principle of subsidiarity (Article 3b). 

THE FEDERAL CORE EMERGES 
The purpose of this book has been to analyse the problems and to propose 
a package of adequate reforms that will make the institutions of the 
Union more effective and prepare it for enlargement. It is increasingly 
clear, however, that so long as the UK opposes further measures that are 
wanted, in our view reasonably, by most other member states, a successful 
conclusion of the IGC depends on the skill with which the partners can 
negotiate more differentiated integration with some member states going 
further towards unity in various matters than others. Effective multi- 
speed arrangements will in any case be required to ease the accession of 
the Central Europeans. A cornmon defence policy surely requires 
derogations. But unless the policy of the British govemment is to change 

in our view, for the better — the Union is very likely to divide into two 
distinct tiers of membership. 

The case for differentiation was put forcibly, as we saw in Chapter 
One, first by the Germans and then jointly with the French. It was clear 
that they wish to eschew the Schengen route (where, effectively, the UK 
forced her partners to work outside the EU) and will insist on using the 
legai  structure of the Treaty on European Union and in deploying in so 
far as possible the cornillon institutions. France, Germany and their close 
partners, therefore, seem to be looking for a structured and systematic 
approach towards, as the Commission puts  li, `organising flexibility' 
perhaps along the unes of Article 233, the `regional union clause. 
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The Group of Reflection, for its part, stressed that future enlargement 
meant that flexible solutions would have to be found, fully respecting the 
single mstitutional framework and the acquis communautaire. Such 
flexibility needed to be considered on a case by case basis; and the 
followmg criteria should be observed: 

flexibility should serve the Union' s objectives, and should only be 
deployed if all other solutions have been ruled out; 
no one should be excluded from full participation in actions or 
common policies previously adopted 
for those who want to take part but are temporarily unable to do so 
provision should be made for ad hoc measures to assist them, 
maintaining the acquis must remain a priority; 
a single institutional framework has to be respected. 

A large majority of the Reflection Group considered that derogations 
should  flot be permanent. A majority also considered that, while 
derogations could  flot be allowed in the Community pillar as this would 
jeopardise the internai market, there was greater scope for flexibility in. 
the areas of foreign and security policy and justice and home affairs.' In 
CFSP, there was disagreement about whether an expression of political 
solidarity would also implicate the minority — possibly the `neutrals' 
in some financial responsibility It seemed to be accepted that some vital 
national interest might still require the back-stop of a formai veto in 
security policy, although such an interest would need to be clearly 
defined and accepted in advance of any decision being taken 

Receiving the Report of the Group of Refiection, the European 
Council in Madrid declared that 

`Given the number and variety of the countries involved, 
[enlargement] calls for changes to the structure and worIcings of the 
institutions. It may also mean that flexible solutions will have to be 
found, fully respecting the single institutional framework and the 
acquis communautaire.' 

The Commission responded vigorously in its formai Opinion on the 
IGC by firmly rejecting the idea of a `pick-and-choose Europe' — for 
example, the Social Protocol, which 'flues in the face of the common 
European project and the links and bonds winch it engenders'. And the 
Commission added the qualification that subject to review by the Court, 
[il] will have to ensure that the principles set out above are respected.' 3  

In their formai mandate to the Intergovemmental Conference, the 
Turin European Council on 29 March 1996, said: 

'The Heads of State or Government ask the Conference to examine 
whether and how to introduce mies either of a  generai  nature or in 
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specific areas in order to enable a certain number of Member States 
to develop a strengthened cooperation, open to all, compatible with 
the Union' s objectives, while preserving the acquis communautaire, 
avoiding discrimination and distortions of competition and respe,c ting 
the single institutional framework'. 

The President of the European Parliament, Klaus Hânsch, caused a 
stir by warning against having resort to `generalised permanent opt- 
outs . He continued: 

'The problem of the British govemment, with its strong Europhobic, 
not Eurosceptic element, carmot be resolved by imaginative drafting 
of Treaty clauses and by fanciful institutional gadgets. It is a basic 
political problem ... And we should be wary of writing into the 
Treaty more permanent exemptions and derogations which weaken 
the Union's capacity to act in order to deal with a problem and, 
mdeed, a goverrunent which may prove to be short-hved .4  

What member states may do 
From their various submissions to the IGC, it is clear that all member 
state govemments now accepted, albeit reluctantly, the prospect of 
differentiated integration. Belgium, for example, believes 	would be 
unacceptable for one or more Member States to be allowed to hold up 
progress on European integration towards an ever doser union among 
the peoples of Europe'; `thought must be given to the political and 
mstitutional choices that are bound to arise if the results of the IGC 
negotiations are flot unanimously endorsed'. The IGC must deliver 
arrangements and procedures for differentiated integration. But 
differentiation is not an end in itself but a last resort to protect integration 
from any veto; it should create a 'traction effect' to allow al member 
states to catch up with the leaders; the scope of differentiation must be 
carefully selected; institutional derogations must be confmed to the 
minimum; the efficient operation of the market and the Community 's 
legai order must flot be comprornised; and the key to differentiation must 
be placed in the Commission's hands as the independent guardian of the 
cornmon interest, with the Council acting by QMV. 5  

This approach was later adopted by all three Benelux countries in a 
joint memorandum on the IGC 6  In addition, the Luxembourg government 
regretted the inclusion of the opt-out clauses for Britain and Denmark in 
the Maastricht Treaty. 7  The Dutch were characteristically frank about the 
dilemma posed for the Union by the reluctance of the UK to agree to 
progress, particularly in the field of internai security. The Schengen 
approach, it said, was necessary but regrettable; and it was likely in the 
future that differentiated mtegration would continue to be necessary to 
preserve the dynarnism of the integration process. 8  
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For obvious reasons, Denmark bas been less forthcoming about 
differentiated integration.9 Sweden seems more open to the possibility of 
differentiation than Finland.'' Greece, for equally obvtous reasons, is 
strongly opposed to the authorisation of a second-class membership of 
the EU." Ireland is compelled to be ambivalent because of its close links 
with the UK. Spain and Portugal are aligned to the Benelux approach, but 
stress the need to reinforce cohesion and solidarity.' 2  Italy is arguing for 
the incorporation in the Treaty of the Schengen Agreement within the 
framework of a mechanism of differentiated solidarity'.' 3  

Expanding on the Franco-German approach, Michel Barnier, French 
Minister for Europe told the National Assembly that joint action agreed 
by some member states could `become an EU action if the Council 
agrees'. The EU would agree the overall direction of policy, and certain 
states could  'decide  to go further and faster in tint direction, without the 
others preventing them from doing so and with anybody free to pin in'. 
A 'fiexibility clause' should be introduced to the Treaty. 14  After further 
discussions, a joint declaration on coopération renforcée was issued by 
the French and German foreig,n ministers, Hervé de Charette and Klaus 
Kinkel, on 17 October. This has fonned the basis of further discussion at 
the IGC. 
The British predicament 
John Major had reacted quicldy to the Schâuble-Lamers proposal for a 
federal core in his Leiden speech on 7 September 1994 He insisted that 
the way the Union develops must be acceptable to all member states', 

and also that 'no member state should be excluded from an area of policy 
in which it wants and is qualified to participate'. Mr Major argued agamst 
an 'exclusive hard core' of member states as well as `chaotic non- 
conformity ' . But, he added, `confonnity can never be seen as an automatic 
principle'. 

A year later, Malcolm RifIcind, the foreign secretary, said, albeit in 
encrypted language: 

Variable geometry is already well-established Sometimes one 
hears this described as a potennal two-speed Europe. But that is 
unwise. It aunes a common destination arrived at in different 
timescales ... There may be some areas of mtegration that even in the 
long-terrn will not be attractive or acceptable to a number of member 
states. 

`There is often amciety expressed at the loss of influence that Britain 
might incur if it did not pin an area of integration It is not an 
unreasonable point .. But one must not take Ibis argument too far. 
While the accretion of influence is the stuff of diplomatic life and 
particularly important to a power like Britain, we must constantly 
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remind ourselves that influence is flot a means to an end in itself. 
Occasionally it may be appropriate to accept a loss of influence if 
that is the only way we can prote,ct our interests '2 5  

The emerging strategy of the British govemment was to concede that 
a federal core should go forward without the UK if it wished to do so, but 
not without Bntish consent. The UK, for its part, prefers a clutch of ad 
hoc opt-ins and opt-outs from Treaty disciplines on a case by case basis 
using the model and precedent of the Social Protocol over a wide range 
of issues including money, defence and interior affairs In lis controversial 
White Paper of March 1996, the govemment said: 

The Union needs to accept a degree of flexibility or, as it is 
sometnnes described, variable geometry' without falling into the 
trap of a two-tier Europe with a hard core either of countries or of 
policies. The pillared structure introduced at Maastricht w as welcome 
recognition that structures which work well for the single market are 
hiappropriate for Common Foreign and Security Policy or Justice 
and Home Affairs issues. Strict disciplines are right and necessary 
in certain areas ... But confonnity should never be sought fonts own 
salce. There may be areas in which it is perfectly healthy for some 
Member States to integrate more closely or more quickly than 
others. It is important however that such policies only become Union 
policies, and draw on the Community' s institutions including the 
budget, where this is agreed by all'.' 6  

Coopération renforcée 
The significance of the De Charette-Kinkel memorandum of October 
1996 lay in the way in which the previous affirmation that differentiation 
could only be of a temporary nature was dropped Stung no doubt by the 
astonishing British tactic of non-cooperation, France and Germany were 
now prepared to admit that any flexible arrangement could be perrrianent. 

The two foreign ministers proposed that a general clause should be 
added to the Treaty to stipulate the conditions under which differentiation 
might take place This would be supplemented by three further articles 
setting out the arrangements for effecting reinforced cooperation in each 
pillar. In the European Community, De Charette and Kinkel proposed 
that the Commission would have the right to vet a possible differentiation 
arrangement to ensure that the acquis communautaire be preserved, and 
the Council would decide by QMV. Under the second and third pdlars, 
the right of initiative would be shared between the Commission and 
member state govemments. In each case a quorum of member states 
would have to be established The fmancing of the administration of 
reinforced cooperation would be by the EU budget; operational 
expenditure might be either from the EU budget or from national levies 
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The other notable feature of the French and German initiative is that 
they admit the possibility of differentiation only in so far as integration 
would be deepened and cooperation reinforced. Flexibility in order to 
dilute the acquis would flot be permitted. This means that there will be no 
flexibility for new entrants to the EU, who will have to malce do, like their 
predecessors, with transitional periods 

Many questions remain, however, about how w make such 
differentiated arrangements practicable, and considerable uncertainty yet 
prevails about the consequences of such flexibility for the future of the 
Union In particular there is disagreement about whether the UK should 
be able to veto differentiation: the Franco-German position suggests 
never the British postulates always. 
Least possible disturbance 
The first task of the IGC is to settle the  generai  principles and conditions 
under which differentiation may take place. An important feature is the 
doctrine of least possible disturbance'. For there is no doubt that some 
of those who argue for more flexibility are malevolent to the Cornmunity 
project. Their intention is to differentiate and diversify in order to loosen 
the ties that bind A principal target is the European Court ofJustice, from 
which, for example, the British Eurosceptics wish apparently to repatriate 
powers. Such an approach would subvert the existing European  legai  
order, and cause maximum disturbance. 

However, if the European Union is w be redesigned to cater effectively 
for differentiated integration in tenus of policy and institutions, the role 
of the Court of Justice becomes more and flot less important. 

Functional differentiation will have  io  be policed to ensure that core 
Treaty objectives are upheld and the integrity of the corpus of EC law is 
protected. histitutional differentiation will need consistent scrutiny and, 
doubtless, occasional arbitration The Court, therefore, is a vital component 
in malcing differentiation work Article 164 gives the Court the  generai  
power to `ensure that in the interpretation and application of this Treaty 
the law is observed Far from being a method of weakening the jurisdiction 
of the ECJ, differentiation strengthens the argument for extending it 
beyond the first pillar to cover the whole of the European Union. A 
variegated Europe needs a strong  legai  order to hold it together. Diversity 
without a powerful Court could lead to anarchy and thus undermine the 
single market. 

The European Commission is the close partner of the Court in 
upholding the law and guaranteeing the Treaty. Both institutions, 
Commission and Court, are obliged to ensure that EC law and policy is 
effectively and equitably applied throughout the territory of the Union. If 
it is accepted that member states in the outer tier may at any stage catch 
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up to join those in the inner, the machinery to change gear will have to be 
carefully engineered in the first place and well maintained thereafter. It 
will fall to the Commission to operate the sophisticated gearing between 
inner and outer tier member states. In a differentiated Europe, the 
Commission will need clear executive powers and be willing to exercise 
them with a mature political judgement. The Commission will work 
within the ambit of the core acquis on behalf of and within all member 
states; it will work in some key areas, such as monetary policy, with some 
core states, and in some, such as foreign policy, with others. h will have 
to manage the relationship between the core and the periphery; it will 
need to be quick-witted and scrupulous, flot least in defining where the 
core acquis, binding all member states, starts and stops. 
VVhat mites the EU 
Defming the core acquis communautaire is an essential pre-requisite for 
differentiation. The greater the pressure for flexibility, the more vital it is 
to measure accurately the current scale and scope of European integration. 
Usefully, a similar stock-taking exercise is required by the EU before it 
can embark on a fresh round of enlargement negotiations, so it would be 
sensible for the Commission w dove-tail the two operations. 

The defnution of the core acquis will never be wholly unambiguous. 
That is because the ambivalent nature of subsidiarity, which we discussed 
in Chapter One, complicates the debate about the balance of power and 
obligation between the Union and its member suites 1ndeed, the application 
of the subsidiarity aile will itself be complicated further by a spread of 
variable geometric formulae. Differentiation will necessarily involve the 
institutionalisation of different interpretations of subsidiarity and 
proportionality. It follows that, in a system of differentiated integration, 
subsidiarity will have to be applied variabIy. The Union's environmental 
policy, for example, may be implemented more forcefully in core member 
states than in peripheral ones and the powers of the Commission and 
other EU-level agencies will have to be adjusted accordingly. 

Nevertheless, any rational defmition of the core acquis must be based 
around the formulation and implementation of comrnon policy conceming 
the freedom of movement of goods, services money and people. The 
single market, involving the customs union and the cornmon commercial 
and competition policies, is at the heart of Europe. 

It is important to note however, that the single market is as yet far 
from complete. In particular, freedom of movement of persons is barely 
a reality. Consolidation of the core acquis implies an agreed common 
extemal borders policy plus the liberalisation of things which malter to 
the citizen, sudi as pensions, mortgages and insurance. That is why more 
cooperation in the field of justice and home affairs, especially progress 
towards a common immigration policy is so important and why those 
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who advocate flexibility should  flot assume that a further transfer of 
competence from the third pillar to the first is flot both a necessary and a 
desirable concomitant 

Moreover, as any business knows, the development of a truly 
competitive environment for the European single market is under constant 
threat from over-regulation. There is certainly no room for complacency 
that the level playing field is achieved. Essential minimum standards, 
strictly enforced, are needed to protect the health and safety of workers 
and consumers, as well as to clean up the environment. Where regulation 
is needed to sustain the single market it must be enforced -  where it is not 
needed it should  flot apply in those member states that choose to opt-out 
Some elements of existing social policy might well fall into this category 

the working time directive is one such, where there is no evidence of 
significant 'social dumping', where regional comparative advantage 
must be allowed to apply and where a rigorous interpretation of Article 
3b would  mie it inadmissible. 

Conversely, as we have suggested earlier, there are some areas of EU 
regulation which need tightening, such as competition, fair trading and 
food hygiene. If an orderly differentiated regime allows the European 
Union to take a clear look at what it does and why, it will flot be in vain. 
One Treaty change tint would be worthwhile would be to amend the key 
single market clause, Article 100a, to read that the Council should `... 
adopt the measures which have as theirpnmary and direct concern 
the establishment and functioning of the internai market'. 
Maldng differendatton work 
It is obvious that flexible integration within the first pillar, with an agreed 
cornillon base and optional extras for a core of member states would not 
be easy to manage. One of the conclusions we draw from the doctrine of 
least disturbance is that the cohesion and integrity of the European 
Commission and Court ofJustice are essential. Their collegmlity must be 
preserved if the differentiated regime is to serve the interests of the whole 
Union. 

The Council, on the other hand, will have to meet in two sizes, with 
the ministers from the outer tier excluded from the operation of policy in 
areas of reinforced cooperation. 

It is the European Parliament, whose members will have variable 
legitimacy, that will be most at risk from the new regime. 

We suggest, therefore, that the revised Treaty introduces a  generai  
clause of cornillon provision that establishes the following criteria for 
forma! differentiation: 
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GENERAL PRINCIPLES 
Certain member states may agree to deepen their  mutua!  

cooperation. The Treaty on European Union shah l at all times be 
respected. 

Procedures to manage the activities of the core group will be a 
supplément to and not a substitute for those designated by the EU 
Treaty. 

Enhanced cooperation  shah l only take effect in exceptional 
circumstances, when consensus cannot be achieved in the Council 
and not as a  generai  mie. 

The cohesion and coherence of the Union and ils institutions will 
be respected. The European Commission and the European Court of 
Justice shah l be indivisible. 

The imperative is  lo  enlarge the size of the core group. Ali member 
states that are willing and capable of joining the core group shah l do 
so. 

'There  shah l be no discrimination by the core group against non- 
participant member states. 

Decisions  lo  enhance cooperation  shah l be taken by qualified 
majority vote. 

In addition to this  generai  clause, there will be three enabling clauses 
that set out for each pillar the relative power of initiative of the Commission 
to trigger flexibility; the type of QMV plus co-decision to be used by 
Council and Parliament to set flexibility in motion; the quorum of 
participating states; the policy sectors precluded; the budgetary 
arrangements (administration and operation) .  the gearing mechanism for 
enlargement of the core, and how core munsters and MEPs work. Inter- 
institutional procedures, such as the conciliation mechanism, would have 
to be redrawn to cater for the new disposition of member states. 

Cooperation in Justice and Home Affairs seems to be regarded as a 
fruitful area for differentiation especially as the UK is so stubbomly 
opposed to allowing real prog,ress in immigration policy. But most third 
pillar matters are of a legislative nature, more alcin to the work of the 
European Community than to the executive style decisions of Common 
Foreign and Security Policy. Flexibility is easier  lo  conceive in executive 
matters, like joint actions, than in the malcing of law. Third pillar matters, 
moreover are very closely associated with two key objectives of the EC: 
first, malcing a reality of the freedom of movement of people, and, 
second, putting flesh on the bones of European Union citizenship. 
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Indeed, that is why most of the UK's partners wish to see a graduai  
incorporation of the third pillar into the first, and the replacement of 
intergovemmental conventions by EC directives and regulations. Should 
such refonn  flot  be agreed, however, flexibility will have to apply to 
conventions, which either should  flot  involve all member states in the 
first place or should be brought into force when ratified by fewer than all 
member states. We have also proposed the lightening and the widening 
of the scope of the existing procedure to transfer competences from the 
third to the first pillar. This would involve the use of QMV to trigger it 
and the abolition of national ratification. With regard to the role of the 
Court of Justice, if the UK refuses to be flexible, a Protocol attached  io  
the Treaty could extend the powers of the Court only to the operation of 
the third pillar in the signatory member states. 

In the field of extemal security, flexibility is more simply catered for. 
It is important in the first place to establish a basic political solidarity, or 
comity that binds all member states; then additional formol security 
guarantees can be binding only on some. There could even be two 
degrees of derogation from the joint actions of the assertivé core — one 
with and the other without a share of the budgetary burden. It hos even 
been suggested that Central and Eastern European states could sign up to 
the outer tier in advance of their accession to the European Corrununity, 
although strategic objections from both the EU and applicant camps may 
override geometrical temptations. 

For existing member states, fiexibility is certainly required if a 
European Union defence capability is ever to emerge Article 5 of the 
WEU Treaty affords a member state under anned attack 'ail the military 
and other aid and assistance that it is in the power of ils  partners to give. 
It would be possible to attach a similar article as a Protocol to the Treaty 
on European Union to attract the signature of some but not  ali  member 
states. Clearly, such a commitment if coupled with the development of a 
common military capability would be a definitive step towards the 
completion of the federalisation process 

Chapter Four we recornmended the transfer of joint actions in 
CFSP to the first pillar If this is  flot  agreed, it will be because unanimity 
is  stili  deemed to be essential — in which case, a form of constructive 
abstention will be a vital ingredient. The Irish draft Treaty unfortunately 
suggests that a qualified rnmority could be formed to block any joint 
action. That proposal would have to be rescinded under a differentiated 
regime. With regard to common positions, the Irish text gives the power 
of veto to any one member state 

In the first pillar, the important thing is to defme what is essential. We 
have suggested a strengthened and more liberal single market stripped of 
some non-essential flanlcing and redistributional policies. We also insist 
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that subsidiarity has to be applied both more rigorously and more 
flexibly. This means the institutionalisation of different views about 
federal govemment, decentrahsation, proportionality and the intensity of 
EU law. 

Although fraught with risk, there is no reason why differentiation 
should  flot be well designed in the interests of all member states. The UK 
is right to be cautious — but wrong to seek w deny privileges for others 
in the EU if it insists on derogations for itself. A new government in 
Britain must at once drop the insistence on its power of veto to block 
enhanced cooperation between Germany, France and their closer partners. 
We are confident that, if managed carefully, a federal core within the 
Union would have a  beneficiai  traction effect on the outer tier. 
Building the Union 
We would like the new British government to play a leading part in all 
aspects of European integration. This would mean, at the very least, 
agreemg on a meaningful extension of QMV and co-decision, and 
making freedom of movement of citizens a reality, as well as commitment 
to an employment programme. And it means facing up, with its partners, 
to the real business of enlarging the Union. 

We recognise, however, that there is virtually no likelihood that this 
IGC will be capable of producing the final constitutional settlement of 
the European Union. What must be expected Mit, therefore, is that it will 
prepare the way for its successor by proposing, among other things, a 
sensible set of arrangements that refiect the political reality of differentiated 
integration. 

The new British govemment has an enormous responsibility to resolve 
what is now a major crisis of Europe, and to do so quickly If it is a 
reforming govemment, its first Queen's Speech must indicate a fresh 
sense of political solidarity with Britain' s EU partners. It must also be 
bold, in ils initial flush of popularity, to connect in the public mind reform 
of Britain with reform of Europe, and to be clear that its mission involves 
making Britain a modem European place. 

Two  signais that will really mark a change of attitude are the lifting of 
the veto on enhanced cooperation and a comrnitment to join sterling to 
the euro as soon as it can be done, strictly according to the Maastricht 
convergence criteria. 

Two vital measures are an early Bill to give operational independence 
to the Bank of England and another Bill to introduce proportional 
representation for the elections to the European Parliament in 1999 In 
return for an agreement to jettison the Social Protocol, the British 
government should extract a pledge from its partners to deploy maximum 
self-restramt  in considering new EU legislation, according to the ride of 
subsidiarity. 

195 



These indications, within the first days of a new parliament, would 
allow the Dutch presidency to steer the IGC towards a successful new 
Treaty of Amsterdam — or Luxembourg. And they would augur well for 
the UK presidency in the first half of 1998. 
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