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History of the European Union

By Dr. Frank J. Collazo

Introduction: The scope of the report addresses the History of the European Union and the implementation of the Infrastructure to govern the union.  It provides a chronology on how the Union was able to get from 11 to 25 countries admitted.  It also highlights  potential problems of the Union and Turkey when members voted to admit Turkey to the European Union.  

European cooperative organizations that originated with the European Coal and Steel Community (ECSC) of 1951, became the European Community (EC) in 1967.  The members of the EC were Belgium, Denmark, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, United Kingdom, and Spain.  In 1991 the governments of the 12 member states signed the Treaty of European Union (commonly called the Maastricht Treaty), which was then ratified by the national legislatures of all the member countries.  The Maastricht Treaty transformed the EC into the EU.  

In 1995 Austria, Finland, and Sweden joined the EU, bringing the total membership to fifteen nations.  In 2004, ten additional countries were added to the EU.  By 2007, the Copenhagen European Council for Bulgaria and Romania will become EU members.
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Figure 1 - Members of the European Union 

History/Background: The dream of a united Europe is almost as old as Europe itself. The early 9th-century empire of Charlemagne covered much of Western Europe.  In the early 1800s, most of the European continent was under by the French Empire of Napoleon I.  

The idea of a united Europe was once just a dream in the minds of philosophers and visionaries.  Victor Hugo, for example, imagined a peaceful ‘United States of Europe’ inspired by humanistic ideals.  The dream was shattered by two terrible wars that ravaged the continent during the first half of the 20th century.  During World War II (1939-1945), German leader Adolf Hitler nearly succeeded in uniting Europe under Nazi domination (see National Socialism).  However, from the rubble of World War II emerged a new kind of hope.  People who had resisted totalitarianism during the war were determined to put an end to international hatred and rivalry in Europe and to build a lasting peace between former enemies. All of these efforts failed because they relied on forcibly subjugating other nations rather than fostering cooperation among them. 

Between 1945 and 1950, a handful of courageous statesmen including Konrad Adenauer, Winston Churchill, Alcide de Gasperi and Robert Schuman set about persuading their peoples to enter a new era.  The fall of the Berlin Wall and the disintegration of the Soviet Union have radically changed the architecture of Europe.  In addition to outstanding membership applications by Turkey, Malta, 5 and Cyprus, post Cold War changes in Europe have prompted many former Soviet bloc members to make a bid for membership or start positioning themselves to apply.  German chancellor Helmut Kohl declared in an April 1994 speech that the "Baltic Sea is just as much a European one as the Mediterranean.  It is quite simply intolerable for us to adopt the attitude that we want to create some sort of closed shop."  The 1995 expansion of the European Union (EU) plus German unification have moved the Union's center of gravity well to the east of Brussels.  There would be a new order in Western Europe, based on the interests its peoples and nations shared together, and it would be founded upon treaties guaranteeing the rule of law and equality between all countries. 

Security Risks: Europe in the 21st century still has to deal with issues of safety and security.  These things can never be taken for granted.  Every new step in world development brings not only opportunities but also risks.  The EU must take effective action to ensure the safety and security of its fifteen (soon to be twenty-five) member states.  It has to work constructively with the regions just beyond its borders – North Africa, the Balkans, the Caucasus, the Middle East.  The tragic events of 11 September 2001 in New York and Washington made us all aware of how vulnerable we are when fanaticism and the spirit of vengeance are let loose.

Internal and external security are two sides of the same coin.  In other words, the EU also has to fight terrorism and organized crime – and that means the police forces of all EU countries have to work closely together.  To achieve this, EU governments need to cooperate more closely and bodies like Europe (the European Police Office) must play a more active and effective role.

Political Motive: The political motive was based on the conviction that only a supranational organization could eliminate the threat of war between European countries. Some supporters of European political unity, such as the French statesman Jean Monet, further believed that if the nations of Europe resumed a dominant role in world affairs, they had to speak with one voice and command resources comparable to those of the United States.

Economic Motive: The economic motive rested on the belief that larger markets would promote competition and thus lead to greater productivity and higher standards of living. Economic and political viewpoints merged on the assumption that economic strength was the basis of political and military power, but a fully integrated European economy would reduce conflict among European nations.  Because countries were hesitant to surrender any control over national affairs, most of the practical proposals for supranational organizations assumed that economic integration would precede political unification.

Benelux Customs Union: The Benelux Customs Union (now the Benelux Economic Union) is an early example of a supranational economic organization.  This union provided for a free-trade area composed of Belgium, The Netherlands, and Luxembourg, and for a common tariff imposed on goods from outside the union.  Formed in 1948, the union grew from the recognition that the economies of the separate states were individually too small to be competitive in the global market.  Belgium and Luxembourg had, in fact, joined in an economic union as early as 1921, and the governments of Belgium and The Netherlands had agreed in principle on a customs union during World War II.  These three countries have been among the warmest advocates of European cooperation, and they have continued to work for closer economic integration of their own countries independently of broader European developments.

First Step: The first major step toward European integration took place in 1950.  At that time French foreign minister Robert Schuman, advised by Jean Monet, proposed the integration of the French and German coal and steel industries, and invited other nations to participate.  Schuman’s motives were as much political as economic.  Many Europeans felt that German industry, which was reviving rapidly, needed to be monitored in some way.  The ECSC provided an appropriate mechanism since coal and steel are central to many modern industries, especially the armaments industry. 

The Schuman Plan, as it was called, created a supranational agency to oversee aspects of national coal and steel policy, such as levels of production and prices.  Not coincidentally, this mandate allowed the agency to keep German industry under surveillance and control.  Determined to allay fears of German militancy, West Germany immediately signed on and was soon joined by the Benelux nations and Italy.  The United Kingdom, concerned about a potential loss of control over its industry, declined to join. 

The treaty establishing the ECSC was signed in 1951 and took effect early the following year.  It provided for the elimination of tariffs and quotas on trade in iron ore, coal, coke, and steel within the community, a common external tariff on imports relating to the coal and steel industries from other nations, and controls on production and sales.  To supervise operations of the ECSC, the treaty established several supranational bodies: a high authority with executive powers, a council of ministers to safeguard the interests of the member states, a common assembly with advisory authority only, and a court of justice to settle disputes.

European Common Community: In 1957, the participants in the ECSC signed two more treaties in Rome.  These treaties created the European Atomic Energy Community (Euratom) for the development of peaceful uses of atomic energy and, most importantly, the European Economic Community (EEC, often referred to as the Common Market). The EEC treaty provided for the gradual elimination of import duties and quotas on all trade between member nations and for the institution of a common external tariff. 

Member nations agreed to implement common policies regarding transportation, agriculture, and social insurance, and to permit the free movement of people and financial resources within the boundaries of the community.  One of the most significant provisions of the treaty was that it could not be renounced by just one of the members and that, after a certain amount of time, further community decisions would be made by a majority vote of the member states rather than by unanimous action.  Both the EEC and the Euratom treaties created separate high commissions to oversee their operations. 

However, it was agreed that a single council of ministers, representative assembly, and court of justice would serve the ECSC, EEC, and Euratom.  In the preliminaries to the 1957 treaties of Rome, other nations were invited to join the EEC.  The United Kingdom objected to the loss of control over national policies implied in European integration and attempted to persuade European nations to create a free-trade area instead.  After the EEC treaty was ratified, the United Kingdom, Norway, Sweden, Denmark, Switzerland, Austria, and Portugal created the European Free Trade Association (EFTA).  The EFTA treaty provided only for the elimination of tariffs on industrial products among member nations.  It did not extend to agricultural products, nor did it provide a common external tariff, and members could withdraw at any time.  Thus the EFTA was a much weaker union than the Common Market. 

In 1961, with the EEC’s apparent economic success, the United Kingdom changed its view and began negotiations toward EEC membership.  In January 1963, however, French president Charles de Gaulle vetoed British membership, mainly because of the United Kingdom’s close ties to the United States.  De Gaulle vetoed British membership a second time in 1967.

European Community:  In July 1967, the three organizations (the EEC, the ECSC, and Euratom) fully merged as the European Community (EC).  The basic economic features of the EEC treaty were gradually implemented, and in 1968 all tariffs between member states were eliminated.  No progress was made on enlargement of the EC or on any other new proposals, however, until after de Gaulle resigned as president of France in May 1969.  The next French president, Georges Pompidou, was more open to new initiatives within the EC.  At Pompidou’s suggestion, a meeting of the leaders of the member states was held in The Hague, The Netherlands, in December 1969.  This meeting paved the way for the creation of a permanent financing system for the EC based on contributions from member states; the development of a framework for foreign policy cooperation among member nations; and the opening of membership negotiations with the United Kingdom, Ireland, Denmark, and Norway.
Expansion of the EU in 1972:  Expansion of the EC in 1972, after nearly two years of negotiations, it was agreed that the four applicant countries would be admitted on January 1, 1973.  The United Kingdom, Ireland, and Denmark joined as scheduled; however, in a national referendum, the people of Norway voted against membership.  In the United Kingdom, popular opposition to EC membership remained.  Many Britons felt British contributions to the EC budget were too high.  After the Labor Party regained power in the United Kingdom in 1974, it carried out its election promise to renegotiate British membership conditions in the EC, particularly the financial ones. 

The renegotiation resulted in only marginal changes.  However, questions about the United Kingdom’s commitment to the EC added to existing uncertainties within the community caused by the economic problems of the 1970s.  The Labor government endorsed continued EC membership and called a national referendum on the issue for June 1975.  Despite strong opposition from some groups, the British people voted for continued membership.

Single European Act (SEA):  By the 1980s, 30 years after its inception, the EC still had not realized the hopes of the most ardent supporters of European unity: a United States of Europe.  In fact, despite the removal of internal tariffs, it had not even succeeded in ending all restrictions on trade within the EC, or in eliminating internal customs frontiers. The admission of less-developed Mediterranean countries—Greece in 1981, then Spain and Portugal in 1986—introduced a host of new problems, most related to their lower levels of economic development.  In particular, the greater reliance of these countries on agriculture meant that a large percentage of funds the EU earmarked to support agriculture within the community would have to be redirected to the new members.  This caused alarm within some quarters of the EU, particularly in Ireland, which feared that its own share of these funds would be reduced.  

In 1985 the European Council, composed of the heads of state of the EC members, decided to take the next step toward greater integration.  In February 1986 they signed the Single European Act (SEA), a package of amendments and additions to the existing EC treaties.  The SEA required the EC to adopt more than 300 measures to remove physical, technical, and fiscal barriers in order to establish a single market in which the economies of the member states would be completely integrated.  In addition, member states agreed to adopt common policies and standards on matters ranging from taxes and employment to health and the environment.  Each member state also resolved to bring its economic and monetary policies in line with those of its neighbors.  The SEA entered the force in July 1987.

Creation of the European Union:  In the late 1980s, sweeping political changes led the EC once again to increase cooperation and integration.  As Communism crumbled in Eastern Europe, many former Communist countries looked to the EC for political and economic assistance.  The EC agreed to give aid to many of these countries, but decided not to allow them to join the EC immediately.  An exception was made for East Germany, which was automatically incorporated into the EC after German reunification. 

In the wake of the rapid political upheaval, West Germany and France proposed an intergovernmental conference (IGC) to pursue closer European unity.  An IGC is a meeting between members that begins the formal process of changing or amending EC treaties.  Another IGC had occurred earlier, in 1989, to prepare a timetable and structure for monetary union in which members of the community would adopt a single currency. British Prime Minister Margaret Thatcher opposed calls for increased European unity, but in 1990 John Major became prime minister and adopted a more conciliatory approach. 

The IGCs began work on a series of agreements that would become the Treaty on European Union.  The six member states then decided to build a European Economic Community (EEC) based on a common market in a wide range of goods and services. Customs duties between the six countries were completely removed on 1 July 1968 and common policies – notably on trade and agriculture – were also set up during the 1960s.

The Maastricht Treaty:  The Treaty on European Union (often called the Maastricht Treaty) founded the EU and was intended to expand political, economic, and social integration among the member states.  After lengthy negotiations, the European Council at Maastricht, The Netherlands, accepted it in December 1991.  Of particular significance, the treaty committed the EU to Economic and Monetary Union (EMU). Under EMU the member nations would unify their economies and adopt a single currency by 1999.  The Maastricht Treaty also set strict criteria that member states had to meet before they could join EMU.  In addition, the treaty created new structures designed to promote a more integrated foreign and security policy and to encourage greater cooperation on judicial and police matters. 

The member states granted the EU governing bodies more authority in several policy areas, including the environment, education, health, and consumer protection.  The new treaty aroused a good deal of popular opposition among EU member states.  Much of the concern centered on EMU, which would replace national currencies with a single European currency.  The United Kingdom refused to endorse some aspects of the treaty and gained exemptions from them called opt-outs.  These included not joining EMU and not participating in the Social Chapter, a section of the Maastricht Treaty outlining goals in social and employment policy, including a common code of worker rights. 

Danish voters rejected the treaty in a referendum, while French voters favored the treaty by only a slim majority.  In Germany, a challenge to the treaty lodged with the country’s supreme court contended that membership in the EU violated the German constitution.  In an emergency meeting of the European Council, Denmark gained substantial concessions and exemptions, including the right to opt out of EMU and any future common defense policy.  Danish voters then approved the treaty in a subsequent referendum.  Because of these difficulties, the EU was not formally inaugurated until November 1993.
Amsterdam Treaty: The Amsterdam Treaty popular reaction against some elements of the Maastricht Treaty led to another intergovernmental conference among EU leaders that began in March 1996.  This IGC produced the Amsterdam Treaty, which revised the Maastricht Treaty and other founding EU documents.  The revisions were intended to make the EU more attractive and relevant to ordinary people.  The Amsterdam Treaty called on member nations to cooperate to create jobs throughout Europe, protect the environment, improve public health, and safeguard consumer rights.  In addition, the treaty provided for the removal of barriers to travel and immigration among the EU member states except for the United Kingdom, Ireland, and Denmark, all of which retained their original border controls. 

The treaty included the potential for cooperation and integration with the Western European Union (WEU), an organization of Western European powers focused on defense.  It also allowed the possibility of admitting countries from Eastern Europe to the EU.  EU members signed the Amsterdam Treaty on October 2, 1997.  A document issued by the European Commission (the EU’s highest administrative body) in 1997, known as Agenda 2000, outlined a strategy for EU enlargement under the Amsterdam Treaty.  The document called for wide-ranging reforms within the EU before any enlargement agreement could move forward.  These included measures to increase economic growth, competitiveness, and employment; agricultural and structural reforms; and a new European financial framework.

Treaty of Nice:  The theme of EU expansion was addressed again in 2000 in what became the Treaty of Nice.  Signed in 2001, this treaty outlined a series of staged reforms to prepare the EU for enlargement.  The treaty called for a reduction in the potential size of the European Commission, reforms to voting rules and processes in the Council of the European Union, and a reallocation of seats in the European Parliament to member states. Unlike the Single European Act or the Amsterdam Treaty, the Treaty of Nice did not seek to broaden the authority of the EU.  Rather, the role and powers of an enlarged EU were addressed elsewhere—in the Laeken Declaration of 2001 and by the Convention on the Future of Europe, convened in March 2002. 

By late 2002, all EU members had ratified the Treaty of Nice.  However, Irish voters nearly forced a renegotiation of the treaty after rejecting it in a referendum in 2001; many Irish worried that EU enlargement would reduce financial benefits received by Ireland. Nevertheless, Ireland’s ratification was secured in a second referendum held the following year, putting the schedule for EU enlargement back on course.

Rome Treaty: Under the 1957 Rome treaty that created the EEC, the signatories pledged to standardize policies regarding working conditions, social insurance, and similar matters.  However, little progress was made until an increase in oil prices brought about the worldwide economic depression of the 1970s.  At that time, the European Regional Development Fund was created and the moribund European Social Fund, which had originally been established by the Rome treaty, was reactivated.  In 1994 the EU established the more comprehensive Cohesion Fund for reducing the economic gap between its richest and poorest areas.

Treaties of two international agreements signed on March 25, 1957 by Belgium, France, West Germany, Italy, Luxembourg, and The Netherlands, established the European Economic Community (EEC) and the European Atomic Energy Community (Euratom).  The EEC and Euratom are now a part of the European Union (EU).  The terms of the economic treaty, which came into effect January 1, 1958, provided for economic cooperation, and reduction and eventual removal of customs barriers.  The terms also provided for the free movement of capital, goods, and labor between the member countries, together with common agricultural and trading policies. Subsequent new members of the EU have been obliged to accept these terms.

Economic Stringent Requirements of the EU Member: The following is summary of the country economic requirements:

1. A country’s rate of inflation could not be more than 1.5 percent higher than an average of the rate in the three countries with the lowest inflation.
2. A country’s budget deficit could not exceed 3 percent of the gross domestic product (GDP), and its national debt could not exceed 60 percent of GDP.
3. A country’s long-term interest rate could not be more than 2 percent higher than an average of the rate in the three countries with the lowest interest rates.
4. A country could not have devalued its currency against any other member nations for at least two years prior to monetary union.  EMU participants also agreed to abide by the Stability and Growth Pact, a budgetary agreement designed to underpin the euro after its planned launch in 1999.  The pact required countries to keep their annual budget deficits below 3 percent of GDP or else risk fines, and it directed countries to take measures to eliminate their budget deficits altogether.
Impact of the EMU Policy: Most countries found it difficult to meet the EMU requirements.  Measures to reduce inflation and high interest rates contributed to increasing unemployment, while efforts to control government deficits often led to higher taxes.  These consequences compounded the problems of economic recession that most countries were already experiencing.

Economic Performance: The economic performance across these countries was still too disparate, and several countries did not strictly meet the Maastricht criteria.  Despite these concerns, the EU officially agreed in May 1998 to adopt the euro for 11 of the 15 member countries beginning on January 1, 1999.  This agreement also created the European Central Bank (ECB) to oversee the new currency and to take charge of the monetary policies of the EU.  The countries to adopt the euro were Austria, Belgium, Finland, France, Germany, Ireland, Italy, Luxembourg, The Netherlands, Portugal, and Spain.  The United Kingdom, Sweden, and Denmark met the EMU criteria but decided not to participate. 

Greece had hoped to be included in the first wave of countries to adopt the euro but failed to meet the criteria.  On January 1, 1999, the 11 nations participating in the so-called euro zone began to use the euro for accounting purposes and electronic money transfers; their national currencies remained in circulation for other uses.  Greece adopted the euro in January 2001, becoming the 12th member of the euro zone.  In 2002 the ECB began issuing euro-denominated coins and banknotes, and the currencies of countries within the euro zone ceased to be legal tender.

Accountability: The introduction of EMU led to unprecedented integration and cooperation among EU members.  One consequence was a growing concern among European citizens and some EU member governments that the major EU institutions were not sufficiently democratic or accountable.  Much of this concern centered on the European Commission.  As the power of the EU grew, so did worries that the commission exercised too much control with too little oversight.  At the same time, there were also concerns that the one democratically elected institution of the EU, the European Parliament, had little real power.

Structure of the EU (a Pillar System): The members of the EU cooperate in three distinct areas, often called pillars.  At the heart of this system is the European Community (EC) pillar with its supranational functions and its governing institutions.  Two pillars based on intergovernmental cooperation flank the EC pillar: Common Foreign and Security Policy (CFSP) and Justice and Home Affairs (JHA).  These two pillars are a result of the Maastricht agreement to develop closer cooperation in these areas.  However, because the members were unwilling to cede authority to new supranational institutions, policy decisions in these pillars are made by unanimous cooperation between members and cannot be enforced.  For the most part, the governing institutions of the EC pillar have little or no input in the other two. 

The CFSP and JHA pillars are based entirely on intergovernmental cooperation, and decisions must be made unanimously.  CFSP is a forum for foreign policy discussions, common declarations, and common actions that work toward developing a security and defense policy.  It has successfully developed positions on a range of issues and has established some common policy actions; however, the CFSP has failed to agree on a common security and defense.  Some countries, led by France, want an integrated European military force, while others, especially the United Kingdom, insist that United States involvement through the North Atlantic Treaty Organization (NATO) is vital for European security.

Yugoslavia Crisis: The EU failed to resolve the crisis in Yugoslavia that began in 1991. Between 1991 and 1992 four of Yugoslavia’s six republics declared independence, resulting in a series of violent wars (see Yugoslav Succession, Wars of).  EU’s attempts to find a settlement for these conflicts were ineffective because member states could not agree on how they should be involved, and they feared being dragged into military intervention.  The Yugoslav crisis underlined the difficulties in achieving a common foreign policy for the EU.  Effective international intervention in Yugoslavia ultimately came only with U.S. and NATO involvement, acting under the auspices of the United Nations.  

As a result of lessons learned in Yugoslavia, clauses were included in the Amsterdam Treaty for improving cooperation on security and defense.  Since the late 1990s the EU has developed the Common European Security and Defense Policy as an interim step toward the ultimate goal of a common defense policy.  The EU has expressed its determination to take on a greater international role and more responsibility for humanitarian operations and peacekeeping activities.  The EU also began to develop a rapid-reaction military force to enable it to respond to crises quickly with combat troops.

Major Government Bodies: The European Community (EC) pillar contains all the governing institutions of the EU.  The major ones are the European Commission, the Council of the European Union, the European Parliament, the European Court of Justice, and the Court of Auditors.

European Commission: The European Commission is the highest administrative body in the EU.  Unlike the European Council, which oversees all three pillars of the EU, the commission concentrates almost solely on the EC pillar.  It initiates, implements, and supervises policy.  It is also responsible for the general financial management of the EU and for ensuring that member states adhere to EU decisions.  Currently there are 20 commissioners, who are appointed by the member governments and are supported by a large administrative staff.  France, Germany, Italy, Spain, and the United Kingdom each appoint two commissioners; the other countries appoint one each.

Council of the European Union: The Council of the European Union (formerly called the Council of Ministers) represents the national governments. It is the primary decision-making authority of the EU and is the most important and powerful EU body. Although its name is similar to that of the European Council, the Council of the European Union’s powers is essentially limited to the EC pillar, whereas the European Council oversees all three pillars of EU cooperation. When the Council of the European Union meets, one government minister from each member state is present. However, the minister for each state is not the same for every meeting.  Each member state sends its government minister who is most familiar with the topic at hand.  For example, a council of defense ministers might discuss foreign policy, whereas a council of agriculture ministers would meet to discuss crop prices.  The Council of the European Union adopts proposals and issues instructions to the European Commission.

European Parliament: The European Parliament (EP) is made up of 626 members who are directly elected by the citizens of the EU.  Direct elections to the EP were implemented in 1979.  Before that time, members were appointed by the legislatures of the member governments.  The European Parliament was originally designed merely as an advisory body; however, its right to participate in some EU decisions was extended by the later treaties.  It must be consulted about matters relating to the EU budget, which it can reject; it can remove the European Commission as a body through a vote of no confidence; and it can veto the accession of potential member states. 

The European Parliament was originally designed merely as an advisory body.  The European Parliament’s influence is essentially negative: It can block but rarely initiate legislation; its consultative opinions can be ignored, and it has no power over the Council of the European Union.  Its effectiveness is limited by two structural problems: It conducts its business in 11 official languages, with consequent huge translation costs, and it is nomadic, using three sites in different countries for its meetings.  Unless changes are made, these weaknesses will most likely intensify, as the union grows larger. 

At the same time, there have been frequent calls for expanding the powers of the European Parliament, which would increase the democratic accountability of the EU.  The weaknesses of the European Parliament can be remedied, however, only by the national governments.  To cope with an increase in the number of member states due to EU enlargement, the Treaty of Nice allowed for a limit to the size of the EP by providing for a reallocation of seats among the members.
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Figure 2 – EU Parliament

European Court of Justice: The European Court of Justice (ECJ) is the judicial arm of the EU.  Each member country appoints one judge to the court.  The ECJ is responsible for the law that the EU establishes for itself and its member states.  It also ensures that other EU institutions and the member states conform to the provisions of EU treaties and legislation.  The court has no direct links with national courts and no control over how they apply and interpret national law, but it has established that EU law supersedes national law.  The ECJ’s assertion that EU law takes precedence over national law, and the fact that there is no appeal against it, have given the ECJ a powerful role in the EU. This role has, on occasion, drawn criticism from both national governments and national courts.  The ECJ has declared both for and against EU institutions and member states.

Court of Auditors: The Court of Auditors is made up of 15 members, one from each EU member state.  The court oversees the finances of the EU and ensures that all financial transactions are carried out according to the EU budget and laws.  The court issues a yearly report to the Council of the European Union and the European Parliament detailing its findings.  Under EU enlargement, each new member state will be entitled to one position on the court.

The European Bank: The European Central Bank (ECB) began operations in 1998.  A six-member executive board that is chosen by agreement of EU member governments and includes the ECB president and vice president oversees it.  The ECB has exclusive authority for EU monetary policy, including such things as setting interest rates and regulating the money supply.  In addition, the ECB played and continues to play a major role in overseeing the inauguration and consolidation of the euro as the single EU currency.  Its authority over monetary policy and its independence from other EU institutions make the ECB a powerful body.  There are misgivings in some quarters that the ECB is too independent, leading to a debate over whether it should be subject to political direction.

Other Important Bodies:  Other important bodies in the EU include the Economic and Social Committee and the Committee of the Regions.

The Economic and Social Committee is a 222-member advisory body drawn from national interest groups of employers, trade unions, and other occupational groups.  The European Commission and the Council of the European Union on issues dealing with economic and social welfare must consult it.

The Committee of the Regions, also with 222 members, was formed in 1994 as a forum for representatives of regional and local governments.  It was intended to strengthen the democratic credentials of the EU, but it has only a consultative and advisory role.

Policies of the European Union: A major goal of the EU has been to establish a single market in which the economies of all the EU member states are unified.  The EU has sought to meet this objective in three ways: by defining a common commercial policy, by reducing economic differences among its richer and poorer members, and by stabilizing the currencies of its members.  The 1957 Rome treaties obliged the EU to adopt a Common Commercial Policy (CCP) and a Common Agricultural Policy (CAP).  By 1968 the EU had also created a customs union in which all tariffs and duties among members were eliminated.  Finally, members had defined uniform commercial practices for trade with nonmember states.  

In the 1980s the Common Fisheries Policy (CFP) was adopted to regulate fishing in EU waters.  The EU has attempted to address regional economic differences through agencies such as the European Social Fund, the European Regional Development Fund, the Cohesion Fund, and the European Investment Bank (EIB).  These agencies provide money through loans or grants to promote development in the economically disadvantaged areas of the EU.  However, apart from activities of the EIB, this funding is limited by the size of the EU’s overall budget, which is equivalent to about 1 percent of the gross domestic product (GDP) of all the member states.

Common Agriculture Policy: French farmers ride their tractors from the headquarters of the European Parliament in Strasbourg, France to Paris to protest proposed changes to the Common Agricultural Policy (CAP) of the European Union (EU).  The CAP supports agriculture in EU member countries.  Some EU members complain that the CAP is too expensive, but the countries that receive the largest percentage of CAP funds are reluctant to agree to reform.  

The 1957 Rome treaty that created the European Economic Community established the Common Agricultural Policy (CAP).  The policy reflected a belief in the economic value of agriculture.  Memories of the economic hardships that followed the two world wars led the EEC founders to believe that member states should be able to feed their populations from their own resources.  The CAP was intended to stabilize agricultural markets, improve productivity, and ensure a fair deal for both farmers and consumers.  It has three major elements: a single market for agricultural products with a system of common prices to producers across the EU; preference for EU producers through a common levy on all agricultural imports from abroad; and shared financial responsibility for guaranteeing prices.
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Figure 3 - French Farmers and their Tractors

Common Fisheries Policy:  The other major common policy is the Common Fisheries Policy (CFP) of 1982.  It imposed controls on access to fish stocks and attempted to preserve the fisheries.  The CFP set up a structure of price and compensation systems modeled on the CAP.  The policy successfully limited over fishing in EU waters. However, national fishing industries have objected to its system of fixing prices and allocating to each country strict quotas on the amount of each fish species that can be caught.  Controversy over the CFP has been persistent, with frequent disputes between the EU and national fishing industries and among member states.

European Regional Development Fund:  The European Regional Development Fund is concerned with infrastructure developments proposed by member governments.  Since 1989 it has focused on regions with weak economies, severe industrial decline, or problems of rural development.  Each member country is eligible to receive a percentage of the fund’s budget, determined roughly by its population size and economic wealth. The fund normally covers only 50 percent of the proposed costs; the remainder has to come from national sources.  The European Social Fund is organized in much the same way, but it focuses mainly on the training and retraining of workers.

Cohesion Fund: Another instrument for reducing economic differences between EU member states is the Cohesion Fund.  The fund was established to transfer money to the poorer EU states to assist them in meeting the criteria for Economic and Monetary Union. As with the Regional Development Fund and the Social Fund, the majority of grants from the Cohesion Fund have gone to the poorer member states.

European Investment Bank: The European Investment Bank (EIB) was established in 1957 under the Rome treaty that created the EEC.  Its primary objective is to fund projects that promote European integration.  It focuses mainly on industry, energy, and infrastructure.  The member states contribute to its finances, but it raises most of its funds on international markets.  Some 8 percent of its budget goes to projects outside the EU. The bank only offers loans, not grants, and its contribution must be matched by an equivalent outlay from other sources.  The EIB is an autonomous body able to make its own decisions free of political direction, within the general legal framework of the EU. The bank only offers loans, not grants, and its contribution must be matched by an equivalent outlay from other sources.  The EIB is an autonomous body able to make its own decisions free of political direction, within the general legal framework of the EU. 

European Monetary System:  The European Monetary System (EMS) is the exchange rate structure of the EU.  It was established in 1979 to stabilize exchange rates among members at a time when currencies were fluctuating dramatically because of the economic recession of the 1970s.  The promotion of stable currencies, it was hoped, would provide the foundations for a future monetary union and a single currency among member states. The core of the EMS and the engine of stabilization is the Exchange Rate Mechanism (ERM).  This system was designed to reduce the amount that the currencies of member states could fluctuate against each other.

Euro:  Euro, monetary unit of the European Union (EU).  On January 1, 2002, euro-denominated coins and bills went into circulation in 12 of the 15 EU member states—Austria, Belgium, Finland, France, Germany, Greece, Italy, Ireland, Luxembourg, The Netherlands, Spain, and Portugal.  The euro replaced the currencies of these nations.   Adoption of the euro was the final step in the EU’s plan for Economic and Monetary Union (EMU).  EMU was designed to establish a single currency and a single monetary authority for EU member states, and was an integral part of the 1991 Maastricht Treaty that founded the EU.  In order to make the euro a stable currency, the EU set stringent economic criteria that member countries had to meet before they could adopt the euro. These criteria dealt with things such as levels of inflation, amount of budget deficit and government debt, and stability of the existing national currency.

Monetary Union: The Euro, the single currency of the European Union (EU), was officially adopted by 11 of the 15 EU member nations on January 1, 1999.  Greece, which initially failed to meet the economic criteria for the single currency, adopted the euro in January 2001.  Three other EU members—Denmark, Sweden, and the United Kingdom—chose not to participate.  When the euro was adopted, the rate for exchanging members’ currencies into euros was irrevocably fixed.  All Rights Reserved.  

The EU’s attempt to establish a single European currency, as set out in the Maastricht Treaty, was controversial from the start.  Some EU countries, including the United Kingdom, worried that a shared European currency would threaten their national identity and governmental authority.  Despite such concerns, many EU member countries struggled to meet the economic requirements for participating in EMU and adopting a shared currency, which was named the “Euro.”
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Figure 4 - Euro Zone Chart  
Exchange Rate Mechanism: Exchange Rate Mechanism (ERM), central component of the 1979 European Monetary System (EMS) designed to maintain monetary stability among participating members of the European Union (EU).  The specific purpose of the ERM was to limit fluctuations in currency exchange rates among EMS members by linking these rates to the unit of account of the EU, the European Currency Unit (ECU, which became the euro in 1999).  

The exchange rates of the participating countries were formally established in relation to the ECU and were allowed to fluctuate only by small amounts.  In practice, however, the German currency, the deutsche mark, was the fulcrum of the system as the strongest European currency.  The founding members of the EMS in 1979 were Belgium, Denmark, France, West Germany (reunified with East Germany after 1990 as the Federal Republic of Germany) Ireland, Italy, Luxembourg, The Netherlands, and the United Kingdom.  Of these, all but the United Kingdom agreed to participate in the ERM; the United Kingdom joined the ERM in 1990. 

Spain and Portugal, which became members of the European Community (now the EU) in 1986, joined the ERM in 1989 and 1992, respectively.  The central feature of the ERM was the commitment by the participating countries to maintain their exchange rates in relation to one another and to the ECU within a margin of fluctuation of 2.25 percent.  As an exception, Italy was given a margin of fluctuation of 6 percent, as were Spain and the United Kingdom when they joined.  The ERM was not a fixed rate system: The central rates could be altered by negotiation among the participating governments.  There were 11 realignments from 1979 to 1987, in every instance a devaluation of one or more currencies against the deutsche mark.

Economic and Monetary Union:  Economic and Monetary Union (EMU) is a step beyond a single market toward further integration.  EMU requires an intense degree of economic coordination among its members.  Participating nations must integrate their budgetary policies, establish common interest rates, and use a single currency.  It is a logical step forward from the European Community’s customs union of 1968, and the decision in the 1987 Single European Act to move to a single market.  EMU therefore supports the views of Robert Schuman and Jean Monet that political union is best achieved through economic union.  It has also reinforced the central role of France and Germany in the EU.  The reunification of Germany reawakened French concerns of German dominance in Europe and energized France’s desire to influence German economic policy.

EU Protectionist Policy: Relations between the EU and the non-European industrialized countries, especially the United States and Japan, have been both rewarding and frustrating.  The EU follows a protectionist policy, especially with respect to agriculture, which on occasion has led the United States in particular to adopt retaliatory measures.  In general, however, relations have been positive.  The United States and Japan are the largest markets outside Europe for EU products and are also the largest non-European suppliers.  The EU has had fewer protectionists when dealing with developing countries, which receive more than one-third of its exports. 

By the mid-1990s all underdeveloped countries could export industrial products to EU nations duty free; many agricultural products that competed directly with those of the EU could also enter duty free.  In addition, the EU has reached special agreements with many countries in Africa, the Caribbean, and the Pacific (the so-called ACP countries).  In 1963 it signed a convention in Yaoundé, Cameroon, offering commercial, technical, and financial cooperation to 18 African countries, mostly former French and Belgian colonies.  In 1975 it signed a convention in Lomé, Togo, with 46 ACP countries, granting them free access to the EU for virtually all of their products, as well as providing industrial and financial aid. 

The Lomé convention was renewed and extended to a total of 58 countries in 1979; to 65 in 1984; and to 69 in 1989.  In 2000 the Lomé convention was superseded by the Cotonou Agreement, which provides a more wide-ranging and longer-term basis for the EU’s relationship with ACP countries.  The EU has concluded similar agreements with all the Mediterranean states except Libya, as well as other countries in Latin America and Asia.

European Union Foreign Policy: Relations between the EU and the non-European industrialized countries, especially the United States and Japan, have been both rewarding and frustrating.  The EU follows a protectionist policy, especially with respect to agriculture, which on occasion has led the United States in particular to adopt retaliatory measures.  In general, however, relations have been positive.  The United States and Japan are the largest markets outside Europe for EU products and are also the largest non-European suppliers.  The EU has been fewer protectionists when dealing with developing countries, which receive more than one-third of its exports.

Unemployment Rate in Western Europe: There are a variety of factors that contribute to higher unemployment rates in Western Europe.  The following are the most commonly cited reasons.  Labor laws make it more difficult and costly to fire workers, so companies are cautious about hiring.  Bureaucratic regulations make it relatively difficult for entrepreneurs to start the sort of new businesses, such as high-tech oriented enterprises, that have created many new jobs in the United States.  Systems of higher education have been slow to emphasize the technical skills needed by modern companies.  Relatively generous unemployment benefits and welfare programs, such as state-funded maternity pay, reduce the incentive for some unemployed workers to seek jobs.

EU Charter Fundamental Rights: The EU Charter of Fundamental Rights, proclaimed in Nice on 7 December 2000, sets out all the rights recognized today by the EU’s 15 member states and their citizens.  Europeans have a wealth of national and local cultures that distinguish them from one another, but they are united by their common heritage of values that distinguishes Europeans from the rest of the world. 

European Model of Society: Europe’s post-industrial societies are becoming increasingly complex.  Standards of living have risen steadily, but there are still gaps between rich and poor and they may widen as former Communist countries join the EU. That is why it is important for EU member states to work more closely together on tackling social problems.  In the long run, every EU country benefits from this cooperation.  Half a century of European integration has shown that the whole is greater than the sum of its parts.  The EU as a unit has much more economic, social, technological, commercial and political ‘clout’ than the individual efforts of its member states, even when taken together.  There is added value in acting as one and speaking with a single voice as the European Union.  The EU is the world’s leading trading power and thus plays a key role in international negotiations.  It brings all its trading and agricultural strength to bear within the World Trade Organization, and in implementing the Kyoto Protocol on action to reduce air pollution and prevent climate change.  The old saying "strength in unity" is as relevant as ever to today’s Europeans. Europe’s strength springs from its ability to take united action on the basis of decisions made by democratic institutions.

EU Vision: The EU wants to promote human values and social progress.  Europeans see globalization and technological change revolutionizing the world, and they want people everywhere to be masters – not victims – of this process of change.  People’s needs cannot be met simply by market forces or by the unilateral action of one country.  Therefore, the EU stands for a view of humanity and a model of society that the vast majority of its citizens support.  

Globalization: As the world moves forward into the 21st century, Europeans must together face the challenges of globalization. Revolutionary new technologies and the Internet explosion are transforming the world economy.  However, these profound economic changes bring with them social disruption and culture shock.
Meeting in Lisbon in March 2000, the European Council adopted a comprehensive strategy for modernizing the EU’s economy and enabling it to compete on the world market with other major players such as the United States and the newly industrialized countries.  The ‘Lisbon strategy’ includes opening up all sectors of the economy to competition, encouraging innovation and business investment, and modernizing Europe’s education systems to meet the needs of the information society.

Membership Criteria: The European Council laid down three major criteria that candidate countries must meet before they can join the EU:

· First, a political criterion. Candidate countries must have stable institutions guaranteeing democracy, the rule of law, human rights and respect for and protection of minorities.

· Secondly, an economic criterion.  Candidate countries must have a functioning market economy and be able to cope with competitive pressure and market forces within the Union.

· Thirdly, the criterion of being able to take on the obligations of EU membership, including adherence to the aims of political, economic and monetary union.  This means candidate countries must adopt the entire body of EU law – known as the acquis communautaire (act of acquiring something). 

Balkan Countries Eligibility:  Any country anywhere applies for EU membership and start negotiations provided it meets the political and economic criteria prescribed by the EU.  Certainly, the countries of the western Balkans such as Albania, Bosnia-Herzogovina, Croatia, Macedonia, Montenegro and Serbia could apply once they have achieved political stability and meet the Copenhagen criteria.

EU (Turkey Potential Problems): Turkey is a member of NATO and the Council of Europe.  Indeed, Turkey has served as bridge for the movement of peoples between Asia and Europe throughout human history.  It has had an association agreement with the EU since 1964 and has been an applicant for EU membership since 1987.  In 1999, the Helsinki European Council had decided, “Turkey is a candidate State destined to join the Union on the basis of the same criteria as applied to the other candidate States.”   

Turkey lies on the very edge of the European continent, and the prospect of its joining the EU raises questions about where to draw the ultimate boundaries of the European Union. One economic relationship of particular interest is the relationship between Turkey and its European neighbors.  This relationship is important because of Turkey's European orientation and because of Turkey's long-held ambition of joining the European Union (EU).

The business cycle patterns of Turkey and Europe are quite different; indeed, in some cases they appear to be almost 180[degrees] out of phase.  In many cases the correlations between the real growth rate of Turkey and those of the EU countries are statistically insignificant.  Principal-components analysis reveals a large difference between fluctuations in Turkey and those in the EU countries.  Associated regressions also show a surprisingly insignificant relationship between the real GDP growth rates for Turkey and the EU and between those for Turkey and Germany.  However, the SVAR (Structured Vector Auto-Regression) impulse response analysis reveals a modest positive transmission from Germany to Turkey.  

Although, Turkey and Europe will obviously both benefit from participation in a free trade relationship with each other (see Harrison, Rutherford, and Tarr 1997) because of the absence of synchronization between Turkey and the EU, it appears that Turkey would incur serious stabilization costs if it were to participate in the European Monetary Union. In addition to the transaction benefits of participating in an optimal currency area, there is economic stability losses incurred by a country joining an optimal currency area. Economic costs arise because a country joining an optimal currency area loses its ability to implement an independent exchange rate and monetary policy for income and unemployment stabilization (see Krugman and Obstfeld 2000). 

Hence, countries out of sync with the rest of the countries in the group will be continuously affected by inappropriate monetary policy.  Turkish business cycle fluctuations do not display the similarity with European business fluctuations that would make it beneficial for Turkey to be a part of the European Monetary Union at this time. On the other hand, dissimilarity in business cycles might make it profitable for European investors to invest in Turkey for purposes of diversification. 

There are three major competing theories that attempt to explain apparent international business cycle:

1. The first theory is the locomotive hypothesis, whereby it is assumed that business cycles are transmitted from one country to another, usually from a large country to a smaller one, via the transmission mechanisms of trade flows and capital movements.

2. The common technology shock explanation was implausible, so a new nonlinear mode-locking explanation of business cycle synchronization was developed.  Mode locking is a phenomenon whereby systems with a tendency to oscillate, such as economies, will, even when weakly linked, affect the timing of each other's oscillations in such a way as to bring about synchronization.  This “mode-locking” hypothesis is intriguing because it means that linkages between economies do not have to be very strong to bring about the cycle timing shifts necessary for synchronization of the business cycle.  Prima facie evidence for possible mode locking has been found among the major economies of Europe, North America, and Japan.

3. The best way to present the potential problems of the European Union and Turkey is by underlining the sequence of events of the relationship for the last twenty years. Attachment Three outlines the events in a chronologically order.

European Union Growth: Article 237 of the treaty establishing the European Economic Community, signed in Rome on 25 March 1957, by France, Italy, the Federal Republic of Germany, Belgium, the Netherlands, and Luxembourg (the original six members of the European Community [EC]) states quite explicitly: "Any European State may apply to become a member of the Community."  The enlarged EU of 25 countries and 454 million people will expand even further in 2007, when Bulgaria and Romania join – if all goes according to the plans agreed at Copenhagen.  

At that meeting the European Council also agreed that it could decide, in December 2004, to begin formal accession negotiations with Turkey if the European Commission’s report recommends it.  Negotiations with a candidate country can begin once it has met the EU’s political and economic criteria.  In 1990, the European Union grew to encompass 15 member states when another 12 began knocking at its door.  In the mid 1990s, it received membership applications from the former Soviet bloc countries (Bulgaria, the Czech Republic, Hungary, Poland, Romania and Slovakia), the three Baltic States that had once been part of the Soviet Union (Estonia, Latvia and Lithuania), one of the republics of the former Yugoslavia (Slovenia) and two Mediterranean countries (Cyprus and Malta).

The EU welcomed this opportunity to help stabilize the European continent and to extend the benefits of European unification to these young democracies.  Accession negotiations with the candidate countries were launched in Luxembourg in December 1997 and in Helsinki in December 1999.  The Union was on the way to its biggest enlargement ever. For ten of the candidate countries, negotiations were completed on 13 December 2002 in Copenhagen.  The European Union will have 25 member states in 2004, and will continue growing as more countries join in the years ahead.

The following is a summary of the EU enlargement:

1973 -  The way was opened up for three enlargements of its membership to include Denmark, Ireland, and the United Kingdom in 1973.  Greece was admitted in 1981.

Spain and Portugal were admitted in 1986.

1989 - The EU sets up a program known as Phare, for providing financial and technical assistance to the countries of central and Eastern Europe.

1993 - The Copenhagen European Council lays down the criteria for joining the European Union.

1994 - Hungary and Poland apply for EU membership.  The fourth enlargement took place on 1 January 1995, under the provisions of Article 238 of the Treaty of European Union signed in Maastricht in February 1992.  Accession by Austria, Finland, and Sweden took the EU to its current membership of fifteen states.

1995 - Applications received from Slovakia (21 June), Romania (22 June), Latvia (13 October), Estonia (24 November), Lithuania (8 December) and Bulgaria (14 December).

1997 - The Luxembourg European Council decides to launch the enlargement process.

2002 - The EU reaches agreement with 10 candidate countries that they can join on 1 May 2004.

2003 - The 10 accession treaties are signed in Athens.

2004 - Decision on whether to start accession talks with Turkey.

2007 - The year set by the Copenhagen European Council for Bulgaria and Romania to become EU members.

Berlin Wall: The political shape of Europe was dramatically changed by the fall of the Berlin wall in 1989.  This led to the reunification of Germany on 3 October 1990.  When the Soviet empire fell apart in 1991, the countries of central and Eastern Europe, having lived for decades under the authoritarian yoke of the Warsaw Pact, quite naturally decided that their future lay within the family of democratic European nations.  As the countries of central and Eastern Europe broke away from Soviet control, the Soviet Union itself ceased to exist in December 1991.  When the Soviet empire fell apart in 1991, the countries of central and Eastern Europe, having lived for decades under the authoritarian yoke of the Warsaw Pact, quite naturally decided that their future lay within the family of democratic European nations.

Economic Stability: There is a single market’ formed by all the EU member states, and the single currency (the euro) used by 12 of them.  The EU countries account for an ever-smaller percentage of the world’s population.  They must therefore continue pulling together if they are to ensure economic growth and be able to compete on the world stage with other major economies.  No individual EU country is strong enough to go it alone in world trade.  To achieve economies of scale and to find new customers, European businesses need to operate in a bigger market than just their home country.  That is why the EU has worked so hard to open up the single European market – removing the old obstacles to trade and cutting away the red tape that entangles economic operators.

Economic Assistance During Natural Disasters: But Europe-wide free competition must be counterbalanced by Europe-wide solidarity, expressed in practical help for ordinary people.  When European citizens become the victims of floods and other natural disasters, they receive assistance from the EU budget.  Furthermore, the continent-wide market of 380 million consumers must benefit as many people as possible.  The ‘structural funds,’ managed by the European Commission, encourage and back up the efforts of the EU’s national and regional authorities to close the gap between different levels of development in different parts of Europe.  Both the EU budget and money raised by the European Investment Bank are used to improve Europe’s transport infrastructure (for example, to extend the network of motorways and high-speed railways), thus providing better access to outlying regions and boosting trans-European trade.

European Model of Society: Europe’s post-industrial societies are becoming increasingly complex.  Standards of living have risen steadily, but there are still gaps between rich and poor and they may widen as former Communist countries join the EU. That is why it is important for EU member states to work more closely together on tackling social problems. In the long run, every EU country benefits from this cooperation. Half a century of European integration has shown that the whole is greater than the sum of its parts. The EU as a unit has much more economic, social, technological, commercial and political ‘clout’ than the individual efforts of its member states, even when taken together.  There is added value in acting as one and speaking with a single voice as the European Union. 

The EU is the world’s leading trading power and thus plays a key role in international negotiations.  It brings all its trading and agricultural strength to bear within the World Trade Organization, and in implementing the Kyoto Protocol on action to reduce air pollution and prevent climate change.  The old saying "strength in unity" is as relevant as ever to today’s Europeans. Europe’s strength springs from its ability to take united action on the basis of decisions made by democratic institutions.

Problems of European Union Citizenship Rights: The TEU's article 8B(2) says that: "Every citizen of the Union residing in a member state of which he is not a national shall have the right to vote and stand as a candidate in elections to the European Parliament in the member state in which he resides, under the same conditions as nationals of that state."  

The so-called "citizenship deficit"(3) is the consequence of the history of colonialism, which has created a dissonance between the area to which the Treaties apply and the territory of member states. 

European Union member states have different nationality laws.  Those with overseas dependencies control access there to European Parliament (EU) voting rights.  Gibraltar and French Polynesia are two dependencies in which the existing situation is contested. Gibraltar's British citizens live on EU territory and therefore resent their exclusion from European elections.  French Polynesia on the other hand is outside the European Union. Its citizens regard voting for the EP as at best irrelevant; its leaders wish to create a category of French overseas citizenship exclusive of European voting rights.

These voting rights are supposed to be the mark of democratic participation. European citizenship, including voting rights for the European Parliament, denotes a privilege bestowed on those who have the full nationality of a member state.  The European Union on the other hand is difficult to locate spatially.  According to then President of the Commission, Jacques Delors: "Legally one cannot speak of the borders of the EU, but only of the aggregate of the frontiers of member states." 

The edges of the EU shift according to the aspect of policy under consideration.  For example the Treaties apply fully only to the geographically European territory of member states, not to all their dependencies.  Again, the Treaty territory of the EU differs from EU customs territory, although the EU is commonly defined as a customs union. Citizenship of the Union does not always imply the same rights and duties within the remnants of colonial empires as pertain in the member states, a situation that may be attributed to the anomalies created by the differing nationality laws of member states regarding their overseas dependencies.

This has consequences for both the reality and the perception of EU citizenship at the fringes of what was once imperial Europe.  Here a multi-layered, differentiated citizenship creates uncertainties and tensions, putting pressure upon EC institutions both to homogenize EU citizenship entitlements and to fragment them.  This problem is no different than the US colonies and commonwealth territories not voting in the Federal elections of the United States of America. 

Problems with New Members

European Union Enlargement:  By the end of 2001, the EU included 15 members. Most observers expect the EU to expand to at least 25 members within the next two decades.  Further enlargement has been a vitally important agenda item for the EU since the collapse of the Soviet Bloc in the early 1990s.  In 1998 the EU began takes on full membership with six additional countries: Cyprus, Czech Republic, Estonia, Hungary, Poland, and Slovenia.  In 2000 membership negotiations also began with Bulgaria, Latvia, Lithuania, Malta, Romania, and Slovakia.  All of the candidate countries will be required to complete a host of economic, political, and social adjustments before being deemed ready for membership.  At the same time, the current EU members will be compelled to shoulder new burdens and face new risks in dealing with enlargement. Some of them do not meet the criteria and need to reprogram the way of doing business before joining the EU. 

Enforcement Difficulties: The enforcement of a common monetary policy, under strict direction from the European Central Bank was difficult.  Slowing growth and rising unemployment across the euro zone after 2000 led to higher budget deficits, and the European Commission soon had to warn Ireland and Germany to reduce their budgetary expenditures to conform to limits required by the Stability and Growth Pact.  By 2002 there had emerged within the EU a broader concern about the continued feasibility of the Stability and Growth Pact.  Many more countries seemed to be nearing, or in breach of, permissible budget deficits.  At the same time, efforts to enforce the pact’s deficit ceiling were seen as inhibiting expenditures needed by national governments to promote social welfare and economic recovery.

Similarities Between the EU and USA: Over the past two decades, EU member states have agreed to create a single market (eliminating most non-tariff barriers to trade), a single currency, a more powerful European Parliament, a European Central Bank (ECB), and the foundations of a common European security and defense policy.  Still, the EU remains less unified than a federation of states.  The legal basis of the EU is not a constitution, but a series of treaties.  Member states still retain far more autonomy and power regarding the EU’s central institutions—especially in the crucial areas of taxation, public expenditure, and security—than do U.S. states regarding the federal government. A vivid reminder of this fact is that only 12 of the EU’s 15 member states have so far agreed to adopt the single currency, the euro.

USA Military Troops Withdrawal and EU Security: The United States has long contended that European nations need to increase their share of the burden for European defense within NATO.  In the early 1990s, the French government argued that Europeans should respond to this challenge, but largely for their own reasons.  The French government wanted to enhance their influence over European security policy and to guard against a possible future withdrawal of U.S. forces in Europe but did not want to increase the share of the cost for EU military structure.  From 1992 to 1996 some progress was made toward developing a European Security and Defense Identity (ESDI), a project designed to enhance Europe’s role within NATO. Procedures were put in place to allow—with American approval—European peacekeeping missions employing NATO assets.  

NATO’s 1999 war in Kosovo accelerated and redirected the ESDI movement.  The Kosovo experience convinced France and the United Kingdom that Europe was too dependent on the United States for security purposes and that Europe needed to enhance its military capabilities and its ability to act in a collaborative fashion.  Since 1998 the EU has formally committed itself to the step-by-step development of what is now known as a Common European Security and Defense Policy (CESDP).  The CESDP now has an institutional structure and control over a modest rapid deployment force.  Its official spokesman, Javier Solano, contends that this initiative serves not to undermine but to strengthen the Atlantic Alliance.  United States officials have offered guarded support coupled with caution regarding future moves toward European autonomy.

Scandinavian Nations Reluctant to Joint the EU:  The Scandinavian nations, located on the periphery of Europe, generally support minimal European integration.  These nations have unique social democratic institutions and, in the case of Sweden and Finland, a tradition of neutrality.  They remain skeptical about ambitious projects, such as the European Union (EU) that seem to threaten their distinctive social, cultural, and economic traditions.  In 1973, Denmark was the first Scandinavian nation to join the EU—then called the European Community (EC).  

Sweden and Finland joined only in 1995.  Norwegian governments have twice sought membership and received the green light from the EU, but both times the citizens of Norway rejected membership in a popular referenda.  Despite Denmark’s early entry, its citizens appear to remain wary of increased integration.  In 1992, Danish voters narrowly rejected the Maastricht Treaty, the foundation of the EU.  The Danes only voted to approve membership in the EU in 1993 after the treaty was modified to exempt Denmark from certain standards.

France-USA Presidential Selection System: The new democracies to emerge in Eastern Europe after the fall of Communism adopted a French-style presidential election system while none adopted a U.S.-style system.  In the French system, as instituted by popular referendum in 1962, presidential elections have two ballots.  On the first ballot voters typically choose among eight or nine candidates.  If no candidate wins a majority of the nationwide votes on the first ballot, then a runoff election is held two weeks later.  On this second ballot, voters choose between the two candidates who received the most votes on the first ballot.  The ultimate winner is thus assured of receiving a majority of what Americans call the popular vote. 

As we were reminded in the U.S. presidential election in 2000, this is not always true in the United States.  With the U.S. Electoral College system, it is possible for a candidate to win a majority of electoral votes but lose the popular vote.  In short, France has primary election nationwide for the Presidency and in the USA, the candidates run in the primaries in each of the state of the union.

Protect Demonstrations Are More Intensive in France than the USA: First, with a long history of uprisings—from the French Revolution of 1789 through the student riots of May 1968—the French are unusually prone to consider street demonstrations a legitimate or normal form of civic activity.  After all, the national anthem contains the words, “To arms, citizens!  Form your battalions!” 

Secondly, the structure of the French government plays a role.  The Fifth Republic, created in 1958, has a powerful executive branch and a relatively weak parliament.  The parliament often lacks the power to prevent the government from launching bold or controversial new initiatives.  When this happens, the disenchanted often see protest as their only option. 

Thirdly, French citizens know that protest has proven to be an effective means of winning concessions from the government.  It should be noted, however, that the image of the French as uniquely prone to protest is to some degree a result of the heavy concentration of political power—and protest activity—in Paris.  French protests are also unusually visible to foreigners, because Paris is the world’s most popular tourist destination.  Still, scholars have produced data showing that, contrary to the image generated by this “Paris effect,” the Swiss and Americans are by some measures even more prone to protest than the French.

National Sentiment Rise in Germany: The national sentiment level has risen in the early 1990.  Much of this sentiment can be traced to Germany’s post-World War II constitution (known as the Basic Law), which made Germany the most welcoming state in Europe to asylum seekers and refugees.  The disintegration of the Soviet Bloc in 1991 triggered an enormous influx of asylum seekers to Germany.  At the same time, the negative economic consequences of German unification—underway since the collapse of the Berlin Wall in 1989—began to be evident.  In this context, electoral support for the anti-immigrant parties on the extreme right increased, and the country was plagued with a wave of violent attacks on foreigners.

In 1993 the mainstream political parties were compelled to respond to public discontent by amending Article 16 of the constitution to restrict the right of foreigners seeking asylum from political persecution.  This amendment, along with the substantial reduction in the rate of immigration that it produced, dampened support for extreme right-wing parties.  However, Germany has continued to receive refugees in recent years, especially from Bosnia and Kosovo, and it now contains an unprecedented number of ethnic minority citizens and foreigners.  Heated debate thus continues over alleged threats to the German national identity and the pros and cons of multiculturalism.

Italy Government Change Frequently: Italian governments seldom endure for more than a year, if that.  There are several key reasons for this.  Italy has many political parties, and Italian governments are typically coalition governments that include as many as five different political parties.  The proliferation of parties is due in part to a system of partial proportional representation that gives tiny parties a voice in parliament.  The coalition partners seldom agree on more than a minimal common agenda.  Each political party tends to be internally divided as well, and rival party leaders view the collapse of the current government as an opportunity for their advancement.  Recent efforts at electoral reform have so far had little impact on this pattern of government.  A referendum in May 2000 to eliminate partial proportional representation and adopt a majority (winner-take-all) system failed after only 32 percent of eligible voters turned out to vote on the measure.

History of the EU:

	Year
	Event


	1951
	The European Coal and Steel Community (ECSC) are established and include       France, West Germany, Italy, Belgium, The Netherlands, and Luxembourg.

	1957
	The members of the ECSC establish the European Economic Community (EEC) and the European Atomic Energy Community (Euratom).

	1960
	In response to the ECSC, Denmark, Sweden, Norway, Austria, Portugal, Switzerland, and the United Kingdom establish the European Free Trade Association (EFTA).

	1965
	Treaty is signed merging the ECSC, EEC, and Euratom into the European Community (EC).

	1968
	The European Community customs union is completed, removing all customs duties between members of the EC and establishing a common external tariff.

	1972
	Norwegian electorate rejects membership in the European Community in a referendum.

	1973
	The United Kingdom, Denmark, and Ireland join the European Community.

	1979
	The European Monetary System (EMS) is established to increase monetary stability within the EC and to promote eventual monetary union within the community (March).

	1979
	First direct elections are held for the European Parliament, the legislative body of the European Community (June). 

	1981
	Greece joins the European Community.

	1986
	Spain and Portugal join the European Community.

	1987
	The Single European Act (SEA) enters force; it comprises amendments to existing European Community treaties to increase cooperation and integration within the EC.

	1989
	EC member states agree to establish Economic and Monetary Union (EMU), which includes the adoption of a single European currency for EC members.

	1990
	Following the reunification of Germany, the territory of the former East Germany becomes part of the European Community.

	1991
	The European Council meets at Maastricht, The Netherlands, and agrees to the Treaty on European Union, which establishes the European Union (EU).

	1992
	The European Union and the remaining countries of the European Free Trade Association (EFTA)—Iceland, Norway, and Liechtenstein—agree to form the European Economic Area (EEA), an association establishing a single market and removing trade barriers among member countries.

	1993
	After ratification by member states, the Treaty on European Union goes into effect.

	1995
	Austria, Finland, and Sweden join the European Union.

	1997
	The member governments of the European Union issue the Amsterdam Treaty, which revises the Treaty on European Union to provide for such things as cooperation in job creation throughout the EU and relaxing border controls between member states.

	1998
	The European Union opens discussions regarding membership with Cyprus, Poland, Slovenia, Estonia, Hungary, and the Czech Republic (March).

	1998
	As part of the plan for Economic and Monetary Union (EMU), 11 of the 15 EU member states agree to adopt the euro as a common currency.

	1998
	The European Central Bank (ECB) is created to oversee the inauguration of the euro and to take control of EU monetary policy (July).

	1999
	The euro is adopted for electronic transactions and for accounting purposes; Greece officially adopts the euro for such purposes in 2001, becoming the 12th country to do so.

	2002
	The euro becomes the official currency of the 12 participating countries; euro coins and bills are issued and the currencies of the 12 states cease to be legal tender.
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Figure 5 – Structure of the EU

This illustration shows the major governing bodies of the European Union (EU) and how they are related to each other.  The EU is built around three areas of cooperation among member states.  These areas are often called pillars.  Two of the pillars, Justice and Home Affairs (JHA) and Common Foreign and Security Policy (CFSP), are based primarily on voluntary cooperation among member governments.  The third pillar is the European Community (EC), which includes the major governing bodies of the EU.  The decisions of these bodies are binding over the member states.

Background on Turkey Add On: Turkey has an association agreement (which includes a provision for eventual membership) dating back to 1963 and has been implementing a customs union with the EU since January 1996.  It applied for full membership in 1987. The EC delayed the Commission's opinion until December 1989 and then rejected it—but with an offer of enhanced association.  Although a customs union finally started to be implemented in January 1996 after much debate and many threats, there has been little progress toward actual membership, largely because of doubts about Turkey's democratic credentials and reports of widespread human rights violations, especially with respect to the Kurdish minority.  

There are also fears, as the Federal Trust points out in a recent monograph, about the "economic consequences of Turkish accession in terms of trade, the budget and labor market, an uneasy awareness of the strength of Islamic fundamentalism, and a wide skepticism about its European identity."  On this latter point, the Turkish case has not been strengthened by the entry of the pro-Islamic Welfare Party into (a coalition) government in mid-1996, following their electoral victory in the December 1995 general election.  They were the party with the largest share of the vote.  Moreover, the program of foreign visits of the new Turkish prime minister (from the Welfare Party) has done little to help Turkey's profile in the EU.

Summary: The dream was shattered by two terrible wars that ravaged the continent during the first half of the 20th century.  During World War II (1939-1945), German leader Adolph Hitler nearly succeeded in uniting Europe under Nazi domination (see National Socialism).  The EU has to take effective action to ensure the safety and security of its 15 (and soon 25) member states.  It has to work constructively with the regions just beyond its borders – North Africa, the Balkans, the Caucasus, the Middle East.  The Benelux Customs Union (now the Benelux Economic Union) is an early example of a supranational economic organization.  

The first major step toward European integration took place in 1950.  At that time French foreign minister Robert Schuman, advised by Jean Monet, proposed the integration of the French and German coal, steel industries, and invited other nations to participate. Schuman’s motives were as much political as economic.  The United Kingdom objected to the loss of control over national policies implied in European integration and attempted to persuade European nations to create a free-trade area instead.  In 1961, with the EEC’s apparent economic success, the United Kingdom changed its view and began negotiations toward EEC membership.  In January 1963, however, French president Charles de Gaulle vetoed British membership, mainly because of the United Kingdom’s close ties to the United States. De Gaulle vetoed British membership a second time in 1967.  

By the 1980s, 30 years after its inception, the EC still had not realized the hopes of the most ardent supporters of European unity: a United States of Europe.  The Treaty on European Union (often called the Maastricht Treaty) founded the EU and was intended to expand political, economic, and social integration among the member states.  Danish voters rejected the treaty in a referendum, while French voters favored the treaty by only a slim majority.  Danish voters then approved the treaty in a subsequent referendum. 

Because of these difficulties, the EU was not formally inaugurated until November 1993. The Amsterdam Treaty called on member nations to cooperate to create jobs throughout Europe, protect the environment, improve public health, and safeguard consumer rights. The Nice Treaty outlined a series of staged reforms to prepare the EU for enlargement. The Euro, the single currency of the European Union (EU), was officially adopted by 11 of the 15 EU member nations on January 1, 1999.  The economic stringent requirements were implemented to preclude other countries joining the EU who do not have financial stability. 

Measures to reduce inflation and high interest rates contributed to increasing unemployment, while efforts to control government deficits often led to higher taxes.  The Maastricht criteria prescribe the performance boundaries of the member country.  The European Community (EC) pillar with its supranational functions and its governing institutions is the heart of the system.  The EU also began to develop a rapid-reaction military force to enable it to respond to crises quickly with combat troops to prevent another Yugoslavia Crisis.  

The European Monetary System (EMS) is the exchange rate structure of the EU.  In order to make the euro a stable currency, the EU set stringent economic criteria that member countries had to meet before they could adopt the Euro.  The European Monetary System (EMS) was designed to maintain monetary stability among participating members of the European Union (EU).  The colonies of the member state cannot vote in the Parliamentary elections.  Europeans see globalization and technological change revolutionizing the world, and they want people everywhere to be masters – not victims – of this process of change.
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