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Moving Towards
a World System of States

The nuclear tests carried out by India and Pakistan in May this year
can be seen as a sign, among others, that the international political scene
is going through a period of major evolution. The significance of this sign
is not the fact that two new states have acquired the level of technology
needed to build an atomic bomb. India and Pakistan, along with anumber
of other countries, have had this technology at their disposal for a long
time now. Indeed, the technology and the financial means needed to build
an atomic bomb (and the missiles to carry it) are now within the reach of
any medium-size power. The new element that has emerged is not of a
technological, but rather of a political nature: while, in the past, the
proliferation of nuclear arms was kept in check first by the joint dominion
of the United States and the Soviet Union, and subsequently by the
dominion of the United States alone, today, the collapse of the Soviet
empire and the inability of the United States to hold a front which has
become too vast for its forces to sustain have allowed India and Pakistan
to come out into the open, kick-starting a process within which the Indian
and Pakistani nuclear tests are certainly not destined to be the final
incidents.

The breaking of the nuclear monopoly held by the five permanent
members of the Security Council does not, in itself, constitute a threat to
the survival of the human race. If there is a danger, it lies in the state of
disintegration in which states such as Byelorussia and the Ukraine now
find themselves. Having inherited a large section of the Soviet nuclear
arsenal, these new states have neither the power, nor the capacity to
manage it, and the fear is that some of the nuclear arms they now possess
may fall into the hands of groups of madmen, terrorists or religious
fanatics. On the other hand, when an atomic bomb is controlled by the
government of a state that can rightly call itself such, it becomes a sort of
status symbol in the power game, not destined to be used unless, in an
extreme instance, the very existence of the state to which it belongs
should find itself faced by the very real threat of an aggression.
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This does not mean, of course, that the recent events in India and in
Pakistan do not warrant serious reflection. On the contrary, in order to
understand how they fit in with the current process of globalisation and,
looking ahead, with the process leading to the unification of mankind,
these occurrences indeed merit careful analysis.

The presupposition on which such an analysis must be based is that
there exist two possible interpretations of the historical significance of
the Cold War. The first of these is that the confrontation between the
United States and the Soviet Union represented the culmination of the
historical phase of the world system of states which, beginning at the end
of the Second World War, succeeded the European system of states as the
international framework of reference whose vicissitudes condition the
destinies of all the peoples of the world. From this perspective, the
collapse of the Soviet Union marked the end of the world system of states,
leaving the United States as the only world power, a situation which, in
turn, can be seen as a sort of prelude to the political unification of mankind
which is destined to become a reality as soon as the benevolent hegemony
of the United States over the rest of the world is seen for what it really is:
nothing other than an initial, imperfect political expression of a process
which will culminate in the substitution of American imperial hegemony
with the democratic power of a UN equipped with institutional structures
appropriate for the role of world government which the organisation is
destined to fulfil. From this standpoint, the events in southern Asia must
be seen as a temporary halt in the process, a disappointing setback that
will delay the march towards world unification.

ok ok

And yet there is a second, more credible, interpretation of the Cold
War, according to which it is seen not as the culmination, but as the start
of the historical phase of the world system of states. Indeed, according to
this second interpretation, before it can achieve its political consumma-
tion (in the foundation of a world federation), the process of the unifica-
tion of mankind still has to go through a completion, maturation and crisis
of the new equilibrium.

From this perspective, a partial analogy can be drawn with the conflict
which emerged in the first half of the sixteenth century between the
empire of Charles V and France under Francis 1. This was a crucial
moment in the birth of the European system of states, marking the
beginning of a historical phase which was destined to last until the end of
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the Second World War. The driving force behind the process was the
growing level of interdependence, then reflected in the progressive
expansion of markets and in the differentiation of society as aresult of the
spread of trade and of a monetary economy. And, at a time when men
lived mainly off the land, this occurred at the expense of the traditional
lifestyle. As the process turned into a conflict between two sole powers,
it marked, in the sphere of power relations in Europe, the end of the
previous order, i.e. the joint dominion (albeit hostile) of the emperor and
the pope over the entire continent. The other embryonic centres of power
which existed in Europe at that time played a secondary role in the conflict
which broke out between the two dominant powers, a conflict which was
bound to take its toll upon the strength of the one — the empire — whose
territory was more vast and more widely scattered and whose internal
organisation was still based on the models of the past. At the same time,
the conflict helped to strengthen those political subjects (situated either
within the empire, or on the edge of the stage on which the conflict was
played out) who had been passive during the previous phase, allowing
them to take on an active role in European politics. This lent considerable
impetus to the evolution of the modern state and created the conditions
whereby, in the European framework, inter-state relations were able to
settle into a multipolar equilibrium which, despite being upset by recur-
ring conflicts, nevertheless had the capacity, after each split, to put itself
back together again — an equilibrium which was to remain more or less
intact for almost four centuries.

kksk

European unification is a problem posed, historically, by the crisis of
the European system of states, in other words, by its inability, in the face
of the growing interdependence of human relations (whose increasingly
global dimensions have, in the course of the twentieth century, been clear
to see), to maintain a reasonable degree of stability in international
relations, to promote values of civil co-habitation, oreven, in the 20s and
’30s, to prevent the brutal negation of the same by fascist regimes. And
yet, such a crisis could never have occurred had this system not already
fully run its course, and had the nature of international relations and the
structure of internal power and consensus not been radically altered by
the evolution of the modern state. The modern state emerged as the result
of a long power struggle fought among entities first of local, and
subsequently of regional and national dimensions, and the ones to survive
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this struggle were those whose sovereigns best understood how to use
military might and dynastic politics as instruments to increase the size of
the territory they controlled. Thus, modern Europe was born, a Europe in
which the state, (even paying the price of bloody conflicts in order to
retain exclusive control of its forces), by guaranteeing social peace and
observance of the law, created the conditions which made it possible to
achieve a very long period of social progress, transforming subjects into
citizens who are aware of their right to take part in the management of
power and to express, through the institutions of the state, their need for
self-government and freedom.

It is to the birth of the modern state, and to the dissolution of the
empire, that the birth of national peoples, organised into Kantian repub-
lics,istobe attributed. And it is also thanks to the birth of the modern state
that these peoples came into contact (and conflict) with one another, and
have thus been able to gain an awareness, albeit still just a dawning
awareness, of their common destiny. This is how the preconditions for the
federal unification of Europe, a political design formulated and pursued
during the final stage of the crisis of the European system of states, were
established. These preconditions are, first, the existence of a group of
states in which each member acknowledges the equal standing of the
other members, founded as it is on shared liberal-democratic values, and
can thus regard them as legitimate parties to a federal agreement and,
second, the emergence of signs that a European people is starting to form
— a European people that will ultimately become the holder, in the last
instance, of the European constituent power.

kock

The analogy drawn between the Europe of Charles V and Francis I and
the world of the Cold War period is inevitably an imperfect one, as all
analogies drawn with the events of long-gone historical periods are
bound to be. In particular, while the opposing positions of the empire of
Charles V and the monarchy of Francis I represent the conflict arising
between an old order about to disappear and a new one about to emerge,
the United States and the Russian Federation (founded in the wake of the
collapse of the Soviet Union) are both destined to remain as main actors
in the world system of states. And yet the comparison between these two
periods is fascinating: like the sixteenth century conflict mentioned
above, the Cold War, too, marked the start of a new phase in the history
of international relations (the phase of the world system of states); the
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Cold War, too, was characterised by the assumption by two powers only
of the responsibility for governing a world still attached to the models of
state which had prevailed in the previous historical phase; the Cold War,
too, had the effect of wearing away the power of the two hegemonic
states, thus favouring the emergence of other centres of power within the
world’s global system of states, not however through military victories
and dynastic politics, but by allowing states to aggregate into regional
groupings and by helping the major states (or states in the making)
already in existence to escape from the colonial or semi-colonial condi-
tion in which they found themselves, and to enter the world’s trade,
finance and power circuits. (In this last case, the analogy can be consid-
ered only a partial one since, in the conflict between Charles V and
Francis I, it was only the empire whose power was eroded).

In any case, what we are witnessing now is a process of global
diffusion of power and, therefore, of responsibility too. After its bipolar
beginnings, the world equilibrium is laboriously moving into a multipo-
Jar phase. On the stage of world history, new peoples are coming into the
limelight, building an identity and an independence without which the
interdependence of which there is so much talk, would be nothing other
than a screen masking American hegemony, and which, therefore consti-
tute the prerequisite for the formation of a single world people. And
among the peoples caught up in this process, we can certainly count the
Indian people. In this country, nationalism, fuelled by the knowledge that
India is destined to become a world power, has, in a society which is
striving to break free from the degrading caste system, from the wretch-
edness of extreme social inequality and from the sore of ethnic, regional
and religious conflicts, come to represent an important weapon of
liberation. Another people caught up in this process is the people of
China, a country which, as underlined by the financial crisis which is
disrupting the region’s economy, has emerged as a key player on the
political chessboard of the Far East.

koK ok

The movement towards greater levels of interdependence that has,
through centuries characterised by wars and oppression, carried Europe
from the fragmentation of power and the economy of the feudal era to the
welfare state that we know today, is producing its effects on a global level
through the coming about of a multipolar system of states founded on
groupings of continental dimensions. While the ultimate objective of this
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process is the establishment of peace through the foundation of a world
federation, it is one which is advancing, today as in the past, through a
series of crises and contradictions. There exist no automatic links
between economic integration and political integration; such links must
be created by developing new forms of legitimising power and of
obtaining consensus; and this, in turn, is a process which is inevitably
difficult to set in motion and which must go through dramatic phases of
regression or disintegration. However, while the birth of new, bigger
political areas constitutes an essential step forward on the road towards
the unification of mankind, the emergence of these areas does not
suppress violence (either actual or threatened violence) but tends, rather,
in the relations between the subjects of the new equilibrium, to reproduce
it on what is, territorially, a larger scale.

Faith in the capacity of mankind to proceed towards its own unity can
be seen as the fundamental basis for any political action which is
motivated by the pursuit of values. And yet, history has taught us that the
battle between reason and violence is often fought within the domain of
the latter, and that reason emerges intact from conflict between irrational
forces. And this is why those whose ambition it is to modify, to whatever
degree, the course of the events of their time, never find themselves faced
with alternatives which can be separated unequivocally and neatly: one
deemed the way of reason and the other the way of violence. In
accordance with this, the proliferation of nuclear arms emerges as the
violent side of a process which, taken as a whole, must be seen as a major
step forward in the evolution of the world system of states which, in turn,
is a precondition for the birth of a world people. It provides us with an
example of the tortuous paths which are followed by the historical
process and which cannot be ignored by taking short-cuts which, in the
final analysis, are roads to nowhere.

ks

States, just like men in the Hobbesian state of nature, do not come
together and form political communities out of an instinct of sociability;
they do it when (and because) division is starting to represent a serious
threat to their very existence. In accordance with this, mankind will unite
in a world federation when the global system of states proves no longer
able to guarantee the world a governance which is reasonably stable and
compatible with the advance of civilisation and when its crisis represents
a real threat to the very survival of mankind. And the evolution of the

189

global system of states, in the course of which the states will have to
develop, often through traumatic phases of transformation, a common
political civilisation founded on liberal-democratic principles, can be
seen as the march bringing us ever closer to this goal.

While itis clearly impossible to predict how long the evolution of the
global system of states will take, it is possible to try and identify the
conditions that will be instrumental in determining how long (or short)
and how contentious the process will be, and how stable and peaceful the
equilibrium that will characterise its ascendent phase — conditions
which, in particular, will favour the progressive affirmation of the culture
of the unity of mankind as a factor, concerning to be sure only a minority,
which will condition in an embryonic manner the power politics of
governments and be the ultimate precondition for the definitive tran-
scending of the sovereignty of the state.

These conditions can be fulfilled by the foundation, in the short term,
of a free, open and democratic European federation equipped with the
strength necessary to promote and defend the values on which it is based.
While Europe will certainly have a raison d’état and an army of its own,
its multinational character and its relatively modest armament mean that
it will be obliged, in its foreign policy, to rely more on the channels of
trade and collaboration than on military might. Europe will thus focus on
collective security, on enhancing the mediatory role of the UN, and on
increasing the efficiency of the organisation’s peace-keeping missions. It
will encourage the evolution, in a federal direction, of the aggregations
of states which already exist, thus helping to fill the voids of power that
represent the cause of the current instability in international relations and
promoting the establishment of a stronger equilibrium that is better able
to fulfil the need for correctly run and efficient international institutions.
Finally, when the global system of states starts to show signs of being
unable to guarantee an acceptable level of stability and progress in the
civil and economic spheres, Europe will stand before mankind as an
example of how independent peoples, renouncing their sovereignty, can
freely unite to form a single, great and pluralist people. And at the
culmination of the process, this will refer to the whole of mankind.

The Federalist
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The New Challenges for Europe
After the Monetary Union

KARL LAMERS

The path leading to the euro has been an unbelievable success for
Europe and its peoples. The euro itself is the key to the future.

The three issues I wish to address this evening are: Europe’s inner
structure, Europe’s relationship to the rest of the world and its constitu-
tional resolve.

The key feature of the convergence process that led to the euro is the
strengthening of national policy, which effectively opened up the way for
indispensable savings and cuts, reforms and adjustments. The most
striking example of this is the situation in Italy, which has already
changed its political structure in the run-up to the euro and is now also
anchoring this resultin its Constitution. Accordingly, the path to the euro
does much to shed light on how Europe functions: its peoples set
themselves a common goal the realization of which remains a matter of
national responsibility, but which can only be implemented via a
supranational — in other words European — commitment to this goal. So
Europe boosts the effectiveness of national policy or even restores it.
Europe strengthens, rather than weakens, the nation states, albeit only
when they act in unison and consent to the associated limitation of their
authority to act alone. In actual fact, bearing in mind the reality of the
supranational situation, this authority has become nothing more than an
empty shell in key areas anyway.

Economic and Monetary Union (EMU) is a modernization and reco-
very programme for Europe’s economic, social and political system
because it represents a clean break with the sins of the past, when we
covered up our weaknesses with borrowed money. Instead, it heads us in
the direction of painful, but salutary, reforms.

The financial markets, which give their “daily vote” on the economies
and policies of all countries around the world, impressively reflect the
confidence regained in Europe and its peoples. Where would Europe and
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its peoples be today without the process triggered off in Maastricht?
“Asia glances enviously at Europe’s dynamism” was a headline I read
recently.

From a fundamentally institutional viewpoint, the euro will create a
new type of federal system.

One element of national policy — monetary policy — is being
Europeanized. The structure of the Maastricht Treaty makes it the key
element of economic policy. This approach is based on a certain eco-
nomic philosophy. Meanwhile, however, the rest of economic policy
remains a national responsibility. Incidentally, at this juncture I should
reiterate that economic policy includes not just the economic system
underlying society, but also its social order, and must be complementary
to the European Central Bank’s monetary policy. The truly innovative
aspect of this federal system is not just the way in which powers are
divided up between the federal level and the member states, but also the
absence of transfer payments, which would be comparable in scale to
those made, for example, in the Federal Republic of Germany’s federal
system via the financial equalization between the Ldnder (federal states)
or through the central budget. What this means is that equality and justice
will be created in Europe not primarily via transfers, but through
competition. (As such, it can be predicted that this system will substan-
tially boost calls to change Germany’s system of fiscal equalization
between the Ldnder and hence the country’s entire federal constitutional
framework).

In a nutshell, Europe’s federal system is innovative because it seeks
to strike a new balance between: a) the Union and the nation states, b)
freedom and equality, ¢) unity and diversity and d) solidarity and com-
petition. Establishing such a balance in the long term is the Union’s first
major challenge.

The instruments for coordinating and harmonizing economic policy
are the Euro-11 group and the Ecofin Council. Of course, from time to
time the European Council will also have to address questions of
principle. At times, the Germans have given the impression that they did
not consider this to be at all necessary, as if economic policy flows
automatically from the monetary policy decisions of the ECB and the
Stability Pact. At the same time, however, they are lobbying forcefully in,
say, the fight against harmful tax competition (“you are the driving
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force”, as the relevant member of the Commission told me, referring to
the pressure exerted by Germany for greater harmonization). Inciden-
tally, what is more, contrary to our regulative credo, we often push
everywhere for the harmonization of tariffs and standards to the German
— i.e. highest — level. We Germans should be just as aware of these
contradictions as we are of the fact that in EMU, even without bail-out,
we all accept responsibility for each other and we must all show solidarity
with each other, because we all vouch for the mistakes made by any
individual member state, e.g. in the form of higher interest rates. As Hans
Tietmeyer says, monetary union is indeed a community sharing a
common destiny, which forces us to think in terms of solidarity, i.e. along
European lines.

The focus of the necessary, and certainly also controversial, debate
about economic policy is the “European model.” In other words, the task
is to link a liberal, globally competitive economic system with a socially
just and stable social system based on solidarity. This is the second
challenge, and it is inextricably linked with the first. Of course, at the
same time we should be clear about the fact that economic activity is not
an end in itself. In other words, we do not live to work, we work to live.
But we must also clearly recognize that neither our previous way of
working, nor our previous way of living, e.g. our social security systems,
can escape the change. Reform is inevitable, but the motto is “adaptation,
not subjugation.” No doubt we will be forced to admit that today we have
aclearer idea of what we are no longer allowed to do than of what we must
do if we are to achieve both of the stated objectives, namely the estab-
lishment of a justeconomic and social system. But we can learn fromeach
other, especially from those countries which have already progressed
furthest along the path of reform. And we can learn both from their
successes and from their failures, from, say, the Dutch or the British, the
Danes, or even the Spanish and Portuguese — now who would have
imagined that! Europe must become a community of learning if it wants
to become anything at all. This means we must be open with each other.
Openness is the precondition for unity. “Bench-marking” is the technical
term used to describe the EU’s internal development towards the goal of
European unity.

The success of the social market economy, of “capitalisme rhénan”,
was the reason why our partners accepted the Maastricht Treaty being
moulded in the image of German ideas, even though it went very much
against the traditions of a number of countries. However, even this
German model is undergoing something of a crisis, and itcan only evolve
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into a European model if the Germans succeed in adapting it, in other
words in developing it further. Only when this model is also successful
in a modified context will our partners be as convinced of it in future as
they have been in the past. This success is more important than any
institutional measures for the legitimacy of the path set out by the
Maastricht Treaty. Since Germany provided the model, and because it
very much defined the preconditions for shaping the Economic and
Monetary Union, and also because it accounts for the largest proportion
of the Union’s overall economy, Germany has a special responsibility for
the success of this comprehensive undertaking aimed at guaranteeing
Europe’s modernization and recovery and hence economic, social and
political order. Germany must become more aware of this. In the
Economic and Monetary Union, European policy means not just institu-
tional policy, but also most definitely economic policy which, though
conducted under countries’ sole responsibility, also impact on, and
involve, their partners.

k % ok

The Economic and Monetary Union also has an impact on the CFSP.

Vouching for one another, which monetary union will force us to do,
also means taking responsibility for the consequences facing a member
state that had been a victim of military aggression or become involved in
a military conflict. Thank goodness, for the time being that is a highly
theoretical danger, but it could quickly become a very real threatin an age
of long-range weapons systems and explosive tensions in our immediate
vicinity. Any nations sharing the same economic destiny cannot have a
different fate in the context of security policy.

Besides this basic consideration, a very specific consequence of mo-
netary union is forcing us to take a further common step in one particular
area of foreign policy, namely foreign trade policy.

It is inconceivable for the members of a monetary union to represent
different points of view in the International Monetary Fund, and the same
naturally applies to the World Bank and the G7/G8 meetings. Through
monetary union, the European Union will become more of a “global
player™, albeit only in the economic sphere. This will only exacerbate
Europe’s lop-sidedness, being an economic giant one the one hand and
a political midget on the other. This imbalance can only lead to trouble
and discord, above all with America. This is why Europe must become
amore capable player in the foreign and security policy arena. Overcom-
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ing this conflict between our aspirations and real capabilities is the third
major challenge facing the European Union.

This, in turn, involves our self-image, which we are constantly
developing, particularly in our relations with other powers, but it also
involves solidarity between them and us, as well as delineation.

Inevitably, we are talking here about our relationship with America.
After all, we encounter the United States whichever way we turn: the
USA is both inside and outside, both European and non-European. It is
either openly or covertly represented at every European table, acting as
both Europe’s partner and a hegemonistic nation. It has strongly sup-
ported Europe and European unity, but does not want to lose control.
Europe is part of the global American system. The USA is part of the
European system.

So the relationship between the two entities is complicated, difficult,
and — as we find ourselves feeling almost every day — urgently in need
of revamping. This is because the two of us together form the West, that
part of humanity which has until now defined the world order, but which
is growing smaller every day and is being challenged. I am convinced that
Europe and America must face this challenge together, because the chal-
lenges apply to both of us and our vital interests are the same. However,
other interests they have diverge just as frequently as their ideas about
how to solve problems differ. Their outlook with regard to the future
world order has been insufficiently coordinated. Europe can only assert
its specific interests, ideas and outlook if it speaks with one voice. Unless
it has an equal partner, America will both lose its balance and feel out of
its depth. What Europe and America need today is not less cooperation,
but more. Both the mission and structure of the alliance between the two,
i.e. NATO, must be transformed into an alliance be-tween America and
Europe as a unit capable of taking effective action, an alliance able to
meet global challenges. Viewed in this kind of light, European unity
attains a global historical dimension as the cornerstone of a future world
order. The USA is clamouring more and more for us Europeans to accept
more responsibility along these lines. But the rest of the world is also
waiting impatiently for a partner with whom it can cooperate without any
hegemonistic overtones. The NATO anniversary summit due to be held
in Washington in May 1999 is the occasion at which Europe must lay its
first card on the table.

The European Union will never regard itself as a rock solid Union or
broad community sharing a common destiny, nor will its citizens ever be
able to give it their full stamp of approval, if the EU does not also become
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responsible for external security in all its various forms. Foreign policy
is a central issue when it comes to Europe’s identity.

* ok %

The enlargement of the European Union is also about how Europe
sees itself and about solidarity between the “old” and future EU member
states. Enlargement is its second major challenge. Of course, one aspect
of this is the level of cohesion between the old member states and the
cohesion of the future Union in its entirety, since the differences between
the old and new members are more striking this time around than in any
previous phase of enlargement — economically, politically, and last, but
not least psychologically. The task facing us is correspondingly difficult.
There are three things at issue here: firstly, not just the European Union’s
capacity to integrate new members, but also its geopolitical boundaries;
secondly, the EU’s relationship with the new neighbours it will acquire
through enlargement, above all Ukraine, a country in whose existence we
have a tremendous interest, but whose future and affiliations remain
unclear; and thirdly, the relationship with Russia, which will become the
EU’s direct neighbour in an extremely sensitive region when the Baltic
countries join. The way in which the EU sees itself will change for all
these reasons, but also because its principles are involved, namely, the
historic promise which free Europe gave in 1958 in Rome to its neigh-
bours living under Soviet rule.

The process of enlargement must be completed as fast as possible,
without overtaxing the countries acceding to the Union, the current
members of the EU or the Union as a whole. The modernization trend set
in motion by the Economic and Monetary Union is vitally important in
terms of internal consolidation and overcoming fears of enlargement. If
the Union is to remain capable of acting effectively after enlargement, it
must at least first reform the weighting of votes in the Council, the
composition and structure of the Commission, and the decision-making
process.

However, I am becoming increasingly convinced that these issues can
only be satisfactorily resolved if we place them within a broader, fun-
damental framework — the same context as that applying to the three
topics I have already discussed, namely the question of how we see
ourselves as Europeans: Who are we? What do we want? How do we
envisage the internal order within our societies and their interrelation-
ships? What role should Europe play in the world? Finally, where does
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Europe end? If we don’t know where we end, we cannot know where we
begin either.
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Taken together, the discussion of these questions, which started long
ago, forms the basic elements of a debate which in conventional terminol-
ogy would be dubbed a “constitutional debate.” However, to avoid any
needless dispute as to what a “constitution” is, I prefer to say: Europe
must hold a major debate about a constitutional treaty, a so-called
Verfassungs-Vertrag ot contrat constitutionnel.

With the Economic and Monetary Union, Europe’s hitherto gradual
development has reached a stage requiring — but also enabling — us to
answer the question of what the actual goal of the process of European
unification is. Only when we have answered this basic question can we
also answer the core institutional question: “Who does what?”” — both at
and between the relevant levels. Clarifying this is an essential prerequi-
site for casting Europe in the democratic mould it so urgently requires.
Moreover, aclear text, which is more readily understandable for Europe’s
citizens and in which Europe’s common values are written large — a text
that is adopted by the citizens in a public debate and in a common act —
would propel Europe’s democratic credentials to a new level.

The discussion going on at many places in Europe about the Commis-
sion’s power and the lack of democratic control over it also make a
fundamental settlement imperative. In my view, however, the German
debate about structural policy, fuelled mainly by the various Lénderis not
about subsidiarity, i.e. the question of “who does what?”, but rather about
“what may and may not be done” to avoid distorting competition. Yet
here again we are dealing with a fundamental question, namely how much
uniformity is necessary and how much diversity is possible? At any rate,
all those who are complaining, whether rightly or wrongly, about exces-
sive centralism on the part of Brussels, will have to be told that it is not
the principle of subsidiarity per se, but only its transposition into a clear
distribution of responsibilities that can end this trend towards greater
centralism.

Those who argue that such a document would create a European
“super state” (regardless of what it was actually called), should first
understand that legislation adopted in Brussels and rulings by the Euro-
pean Court of Justice already require immediate legal compliance by
every single citizen of the Union. Surely, above all, instead of posturing
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with rash polemical clichés we must explain what statehood actually still
means today, now that the territorial principle of power, and thus the core
of any statehood, has become a thing of the past. Europe is the response
by Europeans to the question of how political power can be organized
today, given today’s supranational reality. In this respect, the goal is not
to create a “super state”, but rather a “supra state”, and itis an institutional
project moving one stage beyond time-honoured statehood, an institution
designed to rescue politics.

* %k 3k

In my opinion, we also need such a major debate about what Europe
actually is because we must overcome the increasingly narrow focus of
the debate about Europe, which is jeopardizing all three of the goals [have
mentioned, above all that of enlargement. Following the good old motto
that everyone should start off by putting their own house in order, I would
like to make a few comments on the discussion in Germany.

In my country, it has been in vogue for some time now to call for
Germany to finally assert its national interests in Europe! Many people
even seem to take delightin rediscovering an outmoded concept. YetIcan
hardly believe my ears. After all, what has Germany been doing all this
time? And haven’t we done it so effectively that many of our partners
sometimes already feel that we have been too successful and are now once
again too powerful? This is especially the case since Germany’s
reunification, which was undoubtedly a “national interest” that could
only be realized in the European context. Bearing this in mind, must they
not secretly fear that the Germans might want something fundamentally
different in future, under the guise of this term? Except for marginal
figures in German politics, this is of course not the case. So is it all just
hot air? Mostly yes. In most cases what is meant is “merely” that in-
dividual German interests have not been asserted as forcefully as possi-
ble. That may be true in individual cases, but generally speaking it
certainly does not apply. Surely, the manner in which German interests
have been looked after has been extraordinarily successful, despite the
fact that neither the term “interests” nor the term “national interests™ has
cropped up that often. The national approach adopted by Germany has
been and remains suited to the new European system. An American who
has extraordinary insight into German affairs and is a tremendously good
friend of our country once told me that the key issue for him is whether,
in future, Germany will still be capable of doing what it has so remarkably
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achieved in the past, namely putting its short-term interests behind its
long-term ones, as witnessed, for example, in connection with the
payments made by Germany towards the EU budget. No greater compli-
ment can be paid to a country’s policy. In the interests of both Germany
and Europe, this attitude — which was admittedly initially born of
necessity, but was subsequently pretty much adopted because it proved
so successful — must not be lost. It has given Germany not only respect,
but also influence. Who would have thought that 50 years after the
military, economic, political, and above all moral catastrophe, the Ger-
man system of economic and social order would serve as a model for the
project of European Economic and Monetary Union?

To be sure, after 1945 all of Germany’s partners recognized the need
for their interests no longer to be pursued in hostile confrontation, but
rather in a cooperative joint effort. But after 1945, not only was Germa-
ny’sinterestin anew, integrated European system even stronger than that
of its partners, being the only path to the country’s rehabilitation, but it
always remained so, because the prospect of an end to Europe’s division
would restore Germany’s conflict-ridden position in the centre of the
continent. In 1990, this prospect became a reality. Today, the new,
previously Western European system faces its greatest challenge, a real
acid test, and Germany has everything to gain by rising to the occasion.
However, antagonism between national interests cannot be eliminated
through cooperation on a merely ad hoc basis, but only by creating a
binding system of rules, in other words, via integration. Consequently,
integration is not just a means of achieving an end, but actually an end in
itself. And Germany’s policy is not becoming more British, but is re-
maining German, especially at a time when British policy, thank good-
ness, is becoming more European.

Germany’s position on the question of the future organization of the
EU’s finances must also be guided by this basic observation. There is one
consideration that induces even me to suggest that the payments made by
Germany are too high compared with those of its partners, namely the
Union’s internal balance. To me, this balance is upset when a single one
of the 15 member states carries a share of the burden of solidarity burden
corresponding to double its proportion of the EU’s gross domestic
product. Such an imbalance in a community centred around solidarity
immediately raises the suspicion that there is something wrong with its
pattern of expenditure, and it is generally believed that this also applies
to the European Union. For this reason, all items of expenditure in the EU
budget must be scrutinized, especially since from the economic stand-
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point their usefulness is debatable, to put it mildly. The justified German
demand for an easing of its burden must be based on solid arguments. It
is not very convincing only to call for savings to be made where others
would inevitably suffer as a result. This is all the more true insofar as all
the forthcoming tasks catalogued in the Agenda 2000 will have to be
examined together before the EU proceeds with enlargement. Germany
must bear in mind that our partners are aware that all the candidate
member states — just like Russia as well, incidentally — realize half of
their foreign trade with Germany, and that Germany emerges with a
surplus. Even though our partners are increasingly coming to understand
thatenlargement s in all their interests, they also see that Germany would
be more greatly affected than they, not just economically but also
politically, if we were to fail to integrate our Central European neighbours
into a stable European system. Granted, this is an overly one-sided and
short-term view, but it is not entirely wide of the mark and is, after all, a
reality. The far-sightedness attributed to the Germany of the past by the
American I mentioned earlier must also define our policy in the future.
This will serve both Germany and Europe, for their vital interests are
identical. Only when Germany is guided by this attitude can it also
demand of its partners that they show solidarity with the countries
acceding to the Union, ensuring that Spain, for example, does not act
according to the motto “What we have, we will hang on to, come what

”

may.

* ok sk

One complaint frequently voiced is that Europe no longer has any
vision. Ido not understand this grumble, because everything I have talked
about is a vision. However, it is also, thank goodness, a hard-and-fast
concept that is on the way to being realized. Naturally, the path we are
taking is arduous and at times difficult to follow. This is why we
sometimes lose sight of the goal, which is to create:

a) a Europe that is developing a new, forward-looking political
balance of power and democratic contro! within the reality of a
supranational framework;

b) a new form of diversity and unity, which can therefore serve as a
model for other nations, but a Europe that also sets an example to the
extent that, under the same conditions of globalization, it creates an
internal structure that gives a new lease of life to its old ideals of liberty,
equality and fraternity;
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¢) a Europe that is America’s equal — but not identical — partner in
representing the common values and interests of the West; but also

d) a partner of the rest of the world, and one that need not be feared
even though it is capable of defending itself;

e) a union of peoples that is capable of maintaining the balance
between being open to and closed off from the rest of the world by virtue
of its renewal and consolidation.

In recent decades, Europe has made unbelievable progress along this
path of self-discovery, self-assurance and self-assertion. And today, its
destiny lies less in the hands of its past than in the promise of the future.
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Towards the Monetary Union:
A Comparison of Two Methods

GUIDO MONTANI

The Federalist Method and the Intergovernmental Method.

Jean Monnet tells in his Memoirs' how, in 1950, when the war wounds
dividing the European states had not yet healed, it was only after
observing the French Government’s reticence in supporting the creation
of the European Federation that he proposed the project of the European
Coal and Steel Community (ECSC). Monnet had realized that the time
was ripe only for the first step towards European unification with “an
immediate action on one essential point.” But this step was to gradually
change the “course of events.” In short, the ECSC was conceived of by
Jean Monnet as “the first meeting of the European Federation.” Jean
Monnet’s method, in opening the way to Franco-German reconciliation,
the true political engine of European unification, really did change the
course of events: European integration became the irrevocable point of
reference for post-war European politics. It was a process not lacking in
contradictions, at times opposed and refused by the governments and by
the political forces, but which the European countries could not do
without. The method of integrating Europe by sectors, by small steps, has
its limits however, as Monnet was perfectly well aware. It proves
inadequate when the transfer of sovereign powers from the national to the
European level must be dealt with, in other words the crucial questions
of defence and currency. Here, gradualism must give way to the constitu-
ent method. This is what happened with European defence. The question
of a European Defence Community (EDC) arose when the European
governments, faced with the need to choose between the reconstitution of
the German army and the creation of a European army, had to acknowl-

* Address at the seminar “The European Project in the Thinking of Twentieth Century
Ttalian Economists™, organized by the Department of Economic Sciences of the University
of Pisa, 16th January 1998.
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edge that there would be no sense in establishing a European defence
withoutademocratic European government. Soitwas thatin 1952 the Six
assigned the Parliamentary Assembly of the ECSC to draft a project for
aEuropean Political Community; a genuine constitutionin fact. Itis well-
known that the EDC Treaty, having been ratified by Germany and the
Benelux countries, was rejected in August 1954 by France. Thus the hope
of a European political union vanished for a very long time. This episode
is recalled to understand what has happened and is happening in the
development of the Monetary Union. Briefly, in recent years, the national
governments have proceeded to develop the Monetary Union as if it were
amatter of one of the many sectorial problems. On the contrary, creating
the European currency involves a transfer of sovereign powers from the
national to the European context. For this reason, after Maastricht, a

turning point was reached: the intergovernmental method has exhausted
its function.’

The Origins of the Monetary Union.

The process of European integration would be incomprehensible
without taking into consideration the global political context, i.e. the
USA-USSR bipolarism. This was why, against all economic logic, the
Treaties of Rome which established the Common Marketin 1957 entirely
ignored the problem of the European currency. The tacit assumption was
that the United States would succeed in guaranteeing the system of fixed
parities decided on at Bretton Woods. And indeed, the Common Market,
little more than a simple customs union, proved a success thanks to
international monetary stability, allowing the countries of the Commu-
nity to develop at higher than average rates for the western area, to
considerably reduce unemployment and to compete with the United
States as an autonomous commercial pole.

It was only in 1971, when the Bretton Woods system was close to
collapse, that the European governments were forced to conceive the
objective of a European monetary union, to protect Europe from the
growing waves of speculation generated by the stateless market of the
eurodollar and by the instability of the exchange rates. The Werner Plan,
drawn up on the mandate of the Summit of Heads of State and Govern-
mentat the Hague in 1969, envisaged the phased realization of amonetary
union by 1980. The final objective was precisely defined in the Werner
Plan, but its realization was unfortunately left up to the good will of the
central banks and the governments. The monetary storm which broke at
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the beginning of the seventies, due both to the end of the regime of fixed
parities, and to the international economic disorder caused by the oil
crisis, left the Werner Plan on the rocks. Even the Common Market
seemed threatened at its very roots. Indeed, it became increasingly
difficult to defend the unity of a market based on an agglomeration of
independent monetary areas, with divergent rates of inflation, interest
rates and fiscal policies.

The first reaction to the crisis in the process of European integration
came from the European Federalist Movement (MFE). They proposed a
relaunch based on two projects, one political and one economic-political.
The first was the election of the European Parliament by universal
suffrage, in order to involve the citizens and parties in the debate on
building Europe, which up ll then had been confined to the sector of
foreign policy. The decision on the European election was actually taken
in 1975. The second project concerned the European currency, as an
indispensable means of economic policy of the European government.
With this proposal the federalists aimed to oppose a tendency, at that
dominant among economists and the political class, favourable to fluctu-
ating exchange rates and to the illusory “autonomy” of national economic
policy. With the support of P. Werner and D. P Spierenburg, who had
played an important role in the first phase of reflection on the Monetary
Union, the federalist economists (including Robert Triffin), organized a
series of initiatives beginning in 1976 (in Pavia, Turin, Paris, Lyons and
Eindhoven), culminating in June 1977 with the important conference in
Rome on Economic Union and the Problem of the European Currency,’
which had a great impact on the Community. Indeed, the proposal of a
European currency was immediately taken up by the then President of the
Commission, Roy Jenkins, in a far-reaching speech held in Florence in
October 1977. Shortly afterwards Jenkins presented the same ideas to the
European Parliament (1978). What followed is history: at Bremen (1978)
the European Council decided to launch the European Monetary System,
which actually came into force in the spring of 1979, shortly before the
European citizens went to the polls to directly elect a supranational
Parliament for the first time in history.

There are two aspects of the federalist proposal which must be
underlined. The first concerns the relationship between the European
currency and the European budget. According to the federalists, the
establishment of the European currency should be accompanied by a
reinforcement of the budgetary policies, and they therefore considered
the McDougall Report (1977), which indicated 2-2.5 per cent of Commu-
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nity GDP as a minimum pre-federal European budget, complementary to
the Monetary Union project. The second aspect concerns the relationship
between the European currency and the European government. The
federalists were aware of the fact that the creation of the European
government ought to precede the creation of the European currency, but
they were equally aware of the fact that the method by which the
governments were advancing in building Europe presented contradic-
tions which had to be reckoned with. “As the failure of the Werner Plan
shows,” Mario Albertini observed in 1976, “itis contradictory to propose
to establish a European currency before creating a European power
capable of starting up a European economic policy. There is no meaning
in a European election for a European Parliament with no powers, just as
there is no meaning in a Union which is not expressed in a genuine
European government.” Thus, if the governments wanted to go ahead
with building the European currency without adequate institutional
reforms, they would set in motion a process which would leave them
faced with growing contradictions, until the establishment of a demo-
cratic European government. The European currency is a federal power,
as Lionel Robbins points out. One can create the currency before creating
the State, but only as an intermediate stage in a constituent process. This
is the method which the federalists have called “constituent gradualism”,
and which the governments, even if unconsciously, have in fact followed
so far.

The European Parliament Draft Treaty of Union.

In the course of its first legislature, the European Parliament seemed
to intend adopting the constituent method for the construction of the
European Union. Indeed, thanks to the initiative of Altiero Spinelli, on
14th February 1984, the vast majority of the European Parliament
approved a Draft Treaty of European Union, which can essentially be
summarised thus: a) a system of democratic government of the Union, by
transforming the Commission into an executive body responsible to the
European Parliament (Articles 25-59); by giving the European Parlia-
ment effective power of legislative co-decision making and of approval
of the budget, together with the Council (Articles 14-17); and by
transforming the Council into a second chamber of the states, deliberating
by majority (Articles 20-23); b) the attribution of “concurrent compe-
tence” to the European Union as regards the transformation of the
European Monetary System into a “complete monetary union” (Article
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52); ¢) the establishment of the Union’s “own finances”, the composition,
destination and amount of which would be decided by a budgetary
authority, composed of the European Parliament and of the Council of the
Union (Articles 70-81); d) as regards foreign policy, recognition of the
Union as a legal person (Article 6); the Commission was indicated as the
body which would represent the Union “in its relations with third
countries and with the international bodies” and which would negotiate
“international agreements in the name of the Union” (Article 65).

This brief synthesis of the draft Treaty of European Union, which
Maurice Duverger® considers to be the Michelin Guide of all future
reforms, is sufficient to show the alternative way which could have been
followed to build the Monetary Union. If the draft Treaty of European
Union had been ratified by the member countries, the “concurrent”
competence of the Union as regards the European monetary system could
have become a de facto “exclusive” competence, with the attribution to
the Union of monetary sovereignty before beginning the process of con-
vergence between the national economies. This would have led to a
transition from national currencies to the European currency through a
process in which the monetary authorities and national budgetary au-
thorities could have cooperated closely with the monetary and budgetary
authorities of the Union. In short, the reserves of the Union would have
been directly administered by the Central European Bank.® Moreover,
with its own resources, the Union would have benefited from the
spending capacity judged necessary, on the basis of the principle of
subsidiarity, to facilitate the process of convergence between the national
economies.

However, as is well-known, the European Parliament’s draft Treaty
was not submitted to national ratification. Despite the explicit support of
France, Germany, Italy and the Benelux countries, it came up against the
explicit and insurmountable refusal of Mrs Thatcher. It was thus that the
European governments decided to proceed on the path of European
integration through the intergovernmental method. In the conviction that
one could go ahead without first creating a European government, the
internal market project was launched (Single Act, 1986) and then that of
Economic and Monetary Union (Treaty of Maastricht, 1991). But the
adoption of the intergovernmental method has brought increasing costs
which can be summed up as follows: a) prolonged timetables and
increased difficulties of convergence; b) lack of development policy; ¢)
excess of European centralism; d) delays and inefficiency in the realiza-
tion of a Union foreign policy.
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Prolonged Timetables and Growing Obstacles to Convergence.

After the years of monetary and financial disorder which followed the
Bretton Woods crisis, in which substantial differentials in inflation rates
(up to 15 per cent) emerged among the countries of the Community, the
European Monetary System proposed to start a process of convergence.
The EMS consisted of a system of fixed exchange rates, with restricted
margins of variation around the Ecu. It was therefore initially conceived
as a symmetrical system, in the sense that the European economies were
to converge towards average rates of inflation, in a system of fixed
exchange rates of which the Ecu represented the point of reference.
However, after a few years, it became clear that the real point of reference
was not the Ecu, but the German mark. The EMS was able to continue to
function as a system of fixed exchange rates only if all the countries of the
Community converged towards the economy with the lowest rate of
inflation, which was therefore accepted as the model of European
economic policy. However, this “asymmetrical” or “hegemonical” sys-
tem of the European economy could not have functioned for long without
creating unsustainable political tensions between the European coun-
tries. Sooner or later, a stable point of arrival had to be identified, in which
all the countries could share the same burdens and the same privileges.
This target could only be Economic and Monetary Union.” The Delors
Committee was set up by the European Council of Hanover (1988) to
propose a phased plan for the creation of Economic and Monetary Union.
Its proposal, completed in spring 1989, was first, liberalized movements
of capital; second, a European System of Central Banks (ESCB); and
third, irrevocably fixed parities. However, in November 1989 Europe
was rocked by unexpected political turbulence: the fall of the Berlin Wall
and the beginning of the disintegration of the Soviet system. German
reunification, in 1990, represented a dramatic turning point in European
politics because it raised the spectre of German economic and political
hegemony. Without these events, both the speed with which the Treaty
of Maastricht was arrived at, and its content would be inexplicable. It
represented a compromise. On the one hand, Germany understood that
only the sacrifice of its sovereignty over the mark would allow the
continuance of the common path. On the other hand, France refused to
accept adequate institutional reforms (in particular the strengthening of
the powers of the European Parliament), as called for by Germany. For
this reason, Germany subordinated the timing of European monetary
unification to the adjustment requirements of the German economy
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following unification. According to the authoritative opinion of one of
the participants of the Delors Committee, “From the Delors Report
(1989) to the European Council in Rome (1990), the idea that the Central
European Bank should be created at the beginning of the second phase
was maintained; between Rome and Maastricht (1991) this fundamental
result was lost, and it was the only real withdrawal with respect to the
conclusions of Rome... the refusal of every partial cession of sovereignty
before the exact beginning of the final phase was improperly invoked,
particularly by the German delegation, to put off the creation of the
European Central Bank, even prevailing over the undertakings made in
Rome by Chancellor Kohl.”® It was thus that the date initially identified
for the creation of the European System of Central Banks, i.e. 1994, was
postponed to 1997, if a majority of member states were agreeable;
otherwise, by 1999 at the latest (Art. 109 J of the Treaty of Maastricht).
This unexpected delay in the schedule of monetary unification had very
serious consequences on the expectations of economic operators and of
the political class. The uncertainties relating to the process of ratification
of the Treaty of Maastricht, particularly in France, then did the rest. The
climate of “euro-euphoria” which had characterized the phase of the
realization of the European internal market, up to the planning of
monetary union, suddenly changed into “euro-scepticism”, because the
determination of the governments to actually achieve the single currency
now appeared questionable. It was thus that international speculation
made a mass attack on the pound sterling and the Italian lira, in the
consciousness that convergence would be a long and difficult process.
Actually, at Maastricht the European governments had not only fixed
certain parameters of monetary and financial reference (protocol on art.
1091]), but had also decided that each government was bound to realize
convergence with its own resources, without setting up any European
economic policy for development and employment. Moreover, as a
consequence of this procedure, a distinction was inevitably introduced
between the “in” countries, which would succeed in participating in
monetary Union, and the “out” countries, excluded from the Union. In
conclusion, it seems reasonable to maintain that the creation of a “multi-
speed-Europe” aggravated the process of convergence, both because of
the monetary, financial and economic tensions which might be generated
between the two groups of countries, and because of the institutional
difficulties which must necessarily arise in the common bodies, like the
European Parliament, the Commission and the Council.
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Lack of a Policy for Development and Employment.

In his 1977 speech as President of the Commission, Roy Jenkins
proposed, in agreement with the federalists, that Monetary Union should
be accompanied by a European policy for employment and by a federal
fiscal system.The Delors Committee took a different way. A discussion
on financial resources would have raised the problem of fiscal sover-
eignty. Since unanimity would have been impossible on this question, the
Committee chose an easier way. It concentrated only on the objective of
Monetary Union: the implicit hypothesis was therefore that the Monetary
Union could be established without any reinforcement of the European
budget. The reality, however, could not be brazenly ignored: the inertia
of the Union had allowed rates of unemployment in the Nineties to exceed
10 per cent. Once the Maastricht Treaty was ratified, Delors himself
sought to remedy the lack of a European employment and development
policy with a new proposal, known today as the Delors Plan, or the
Commission’s “White Paper on Growth, Competitiveness, and Employ-
ment. The Challenges and the Ways Forward into the 21st Century”,
approved by the European Council in Brussels in 1993. The proposals of
the Delors Plan seemed sufficient to reverse the European economy’s
tendency to stagnation and to halve (this was the forecast) the rate of
European unemployment by 2000. A plan of substantial community
investment in road, rail and information networks, accompanied by
appropriate national policies for a flexible labour market, would indeed
have put European companies in an advantageous position to face the
challenge of globalization. However, these objectives have not been
reached. The relaunch of the European economy has not happened. The
defect of the Delors Plan lay in the fact that its realization was made to
depend on the Union decision-making system formed by the Treaty of
Maastricht. So it was that from one meeting to another, the Council of
Finance Ministers (Ecofin) imposed the logic of maintaining the status
quo — no new budgetary resources were activated, until the European
Commission itself gave up the project. For this reason, employment
policy in Europe today is reduced to the simple coordination of national
plans, whose basic objective is merely the flexibility of the labour market.
This is a suicidal policy, for while it is beyond doubt that the labour
market should be made more flexible, nor should there be any doubt that
the European Union must face the challenge (in particular from the
United States and Japan) of avant-garde technology, which requires
investment in scientific and technological research and an effective
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industrial policy in certain sensitive areas, such as aeronautics and missile
technology, which today are fundamental for the development of the
telecommunications sector. But since this type of industry has evident
implications for defence and security, the European governments are
reluctant to cross the threshold of cooperation which would bring na-
tional sovereignty into discussion. Thus the defence of the past is
endangering the current and future welfare of the Europeans.

An Excess of European Centralism.

It is not possible to say how the European Union would have tackled
the problem of convergence of the national economies if the Parliament’s
draft Treaty had been ratified. However, the degree of political cohesion
between the European peoples would indubitably have been very differ-
entifa Constitution had been approved in which the European Parliament
and Commission had been given sufficient powers to set about creating
Monetary Union. The true nature of the problem of convergence would
have become apparent in this context: a problem of regional imbalances
(where the nation states would have played the role of “regions”) within
a federal state. The most reasonable way to build a European monetary
union would therefore have been to immediately assign monetary sover-
eignty to the European Central Bank in order to protect the weakest
economies from international speculation. Changing national currencies
into the European currency could have been done at a later stage. This
would have allowed the European Central Bank to effect adjustments
between the community currencies up to the moment when the exchange
rates were fixed irrevocably. In this way, national interest rates could
have converged without tensions towards an average European value,
and national policies of financial readjustment would have proved less
onerous. The problem of limiting excessive budgetary deficits could not,
in any case, have been avoided. Even in a federal Union, because of the
particular importance of national