EUROPEAN BUSINESS environment
The Birth of THE EU

The EU’s history and institutional structure are covered extensively in numerous textbooks in our library.  Here we aim to provide a clear overall perspective.  Note the EU does not become the EU until the Maastricht Treaty was ratified in 1993.  Previously from 1957 to 1967 the ‘EU’ was called the European Economic Community (EEC), then from 1967 to 1993 the European Community (EC).  

Background.

Level 1’s Economics in Business Lecture 15 ‘Economic Liberalism and the Great Depression’ and Lecture 16 ‘Keynes’ Challenge record –

1) How rival European countries suffered from the First World War.

2) How the great depression of the 1930’s led to mass unemployment, a collapse of international trade and finance, and helped the rise of Fascism in Germany.

3) How Keynes challenged the ideas of economic liberalism.

Economics in Business Lecture 17 ‘The Golden Age’ records –

1) How in the aftermath of the Second World War the threat of Communism was countered in Western Europe.

2) How America now led/dominated the ‘free’ (capitalist) world, and helped Western European countries to recover.

Why European Integration?

By 1950 Western European countries had with America’s help already countered the threat of Communism within their own countries and re-established themselves as capitalist/market economies.  

Economically Western European countries were reliant on America.  Europe needed to import the technology to try to modernise and catch up with America from America!  With at first limited ability to export to America, due to Western European countries’ comparative industrial backwardness, Western European countries needed to borrow dollars from America, and to receive dollars from American foreign direct investment into Europe.

In addition to being economic dependent on America strategically the rise of the Soviet Union meant Western European countries had to again rely on America.  NATO was formed in 1949 to ensure Western European countries would be in alliance/defended by America against the Soviet Union.

To help European business to catch up with American business Western European countries needed to create a larger European market by freeing up trade between each other.  A larger market would allow European firms to grow to achieve economies of scale, while promoting competition between European firms.  America, wishing Western Europe to be economically strong in-order to help counter the Soviet Union, supported the idea of some form of European integration.

This implied, at least as a minimum step, the need for a European free trade area, where members would agree to mutually drop trade barriers with each other.  The UK favoured such a moderate/limited step towards European integration; an approach based on no more than inter-governmental co-operation.

In contrast many members of the political class/elite in the Netherlands, Belgium, Luxembourg, France, Germany and Italy wanted to go further than a European free trade area.    Most notably Jean Monnet, considered by many the father of European integration/the EU, wanted to create a European Federal Union/a United States of Europe.  Monnet introduced the idea that Supra-national European Institutions should be created with control over member states’ national governments.

We should note how West Germany was controlled/occupied by America, the UK and France in the late 1940’s.  The occupation ended in 1949 with the establishment of a sovereign West German government.  But how could West Germany’s neighbours ensure that Germany could not become a hostile power again?  The French government(s) supported the idea of some sort of European integration to limit West German sovereignty and allow France, as the leader of the European ‘project’ to gain greater influence in the world.  West Germany, simply wishing to gradually return to the international stage/international respectability, supported the idea of integrating with a French led Europe.

The Netherlands, Belgium, Luxembourg, France, Germany and Italy were thus successfully encouraged by Jean Monnet to form the European Coal and Steel Community (ECSC) in 1951.  Integration/European regulation of the main industries associated with war production thus appeared to safeguard Europe from the threat of war.  

Monnet unsuccessfully pushed for further European integration.  The European Defence Community (EDC) imagined a single unified European army, while the European Political Community imagined a federal European government responsible to a directly elected European Parliament (with a Senate appointed by member states).  Both ideas were defeated by the French government’s refusal to give up such a large slice of its national sovereignty.

In 1955 the BENELUX countries (Belgium, the Netherlands and Luxembourg) called for the establishment of a European common market and for European co-operation in energy and transport.  Supporters of a federal Europe realised that in the short run a political union was highly unlikely.  Notably France would not support such a political union.  So the idea was born of first proceeding with economic integration, with federalists hoping that in the long run economic integration would inevitably lead to political integration (the concept of Europe through the back door). 

Negotiations started at Messina in1955 aimed at adding to the ECSC a commitment to a general common market and a European atomic energy community.  The UK initialling participated in the negotiations, but left fearing a loss of sovereignty to supra-national European institutions (and set up the European Free Trade Area, EFTA with other Western European countries that were not part of the negotiations).

In 1957 the Netherlands, Belgium, Luxembourg, France, Germany and Italy signed the Treaty of Rome, establishing the European Economic Community (EEC) and the European Atomic Energy Community (Euratom).  Together with the ECSC, the EEC and Euratom untidily represented three parallel but separate organisations.  In 1967 a Merger Treaty collectively renamed the three organisations the European Community (EC).

The aim of the Treaty of Rome was to build an ‘ever closer union’ of Europe.  Article 2 of the Treaty stated,

‘The Community shall have as its task, by establishing a common market and progressively approximating the economic policies of Member States, to promote throughout the Community, a harmonious development of economic activities, a continuous and balanced expansion, an increase in stability, an accelerated rise in the standard of living and closer relations between the States belonging to it.’

In particular Member States committed themselves to –

Build a common market (including the start of European Competition Policy).

Aim for free mobility of factors of production (labour and capital = money).

Form common policies for particular industries (most notably agriculture).

Apply common external tariffs to all non-members and for the EEC to negotiate all trade matters with non-EEC countries.

The EEC’s institution structure followed the pattern of the ECSC’s institutional structure, comprising of the European Commission, the Council of Ministers, a European Parliament (of sorts) and the European Court of Justice (ECJ).  Before we examine these institutions we shall remind ourselves how countries organise their own national governments.  

To sum up, the aims of the EEC were largely economic, but the plan/intention was clear, this was to be the start of a process of ever increasing European integration, which for federalists must inevitably lead to European political union/a United States of Europe.  We can identify the start of a number of on-going features of European integration –

A tendency for over-complicated structures e.g. three communities not one.

A democratic deficit.  The pressure for European integration had come from the top, from the political and business elite in Europe while no member state had asked its population in a referendum if they wished to be part of the EEC. 

A gap between the actual scope of European integration and European enthusiasts’ desire for a much more integrated federal Europe acting internationally in all policy areas as a single country.

Patterns of National Government – Federalism at home.

To provide a reference point from which to judge the EU’s institutional structure let us consider how government at the national level is organised.  The UK’s parliamentary system has –

A civil service to assist the government and administer government policy.

A Parliament comprising of a directly elected (by universal suffrage) House of Commons, and an appointed ‘second chamber’, the House of Lords.

A government formed by the largest party/parties in the House of Commons.

The government proposes policy and new laws.  If both the House of Commons and the House of Lords vote to accept a new law or policy that new law becomes law, or the new policy becomes official government policy.  Note the Parliament Act ensures the House of Lords has to ultimately give way to the House of Commons.

America has,

A civil service to assist the government and administer government policy.

A directly elected (by universal suffrage) first chamber, the House of Representatives (with number of representatives per State proportional to State population size) and a directly elected (by universal suffrage) second chamber, the Senate (with two representatives per State, no matter the State population size).

A directly elected, again by universal suffrage, President, that appoints the government.

The President can propose new law and policy.  For any new law or policy to be accepted, and crucially funded, it has to be passed in both the House and the Senate. 

No matter the individual colour, all EU member states’ governments operate in this general manner (closer to the UK system than the American system).

We should note how the American system can act against decisive decision making if the President is from a different party to the party controlling Congress (and if different parties hold the Congress and the Senate).  Such gridlock is avoided in the UK through the dominance of the House of Commons i.e. as soon as the government looses its majority the government falls and elections must be held.

Responsibilities are further split between national government, or as we might call it federal government, and local government, or as we might call it regional government. The balance of power between federal government and regional government varies considerably internationally.  In Germany and the US regional government, at the Lander and State level respectively, is very strong.  In the UK and France the federal/national government is comparatively much stronger and local government is thus consequently much weaker.

An Imaginary Federal Institutional Structure for the EU.

Let us simply extend the national model to the EU level.  The EU would have,

A central EU level civil service.

A  (or maybe two) directly elected by universal suffrage EU Parliament/chamber(s).

An EU government formed by the largest party/parties in the EU Parliament (or alternatively we could have a directly elected President who appoints the government, as in the US model).

A clear division of responsibilities between the federal EU government and the now local/regional government at the national level of member states (with further levels of local government beneath such regional governments).

The EU government would propose new policies and laws.  The elected chamber(s) would vote to accept or reject new policies and laws.  Once accepted the EU civil service would implement new policies and laws.

But we have created a federal super-state, a United States of Europe, turning EU members’ governments into purely local/regional government i.e. we have destroyed the national sovereignty of EU member states completely, to move on to become an united larger country.

The EU’s Actual Institutionally Structure.

As initially created for the EEC in the Treaty of Rome in 1957. 

The European Commission acts as both the civil service and the government!  

As a civil service the European Commission administers agreed EU policies and laws.  

As a government the European Commission proposes new policies and laws.  

The European Commission is split into Directorates/government departments, for example agriculture or transport, with each headed by a European Commissioner.  Note currently (2008) there are 27 European Commissioners (one per member state). 

European Commissioners are appointed by the EU member states’ national governments on a five yearly basis.  

One European Commissioner is chosen by the Council of Ministers to be President of the European Commission.  

All European Commissioners, once appointed, are no longer accountable to their national governments, their loyalty is now purely to the European Commission.

The Council of Ministers (renamed the Council of the European Union in 1993, but still usually called the Council of Ministers).  

The Council of Ministers performs the same function as an elected parliament/chamber performs in the national model of government i.e. it votes to accept or reject any new policies and laws proposed by the European Commission.  

The Council of Ministers meets in secret, each member state’s national government sends a representative, e.g. if say agricultural issues were to be voted on, national governments would each send their ministers of agriculture.  

Each EU member state takes a turn, for six months, to be president of the Council of Ministers.  They act as chair in all meetings of the Council of Ministers, and host two summits termed European Councils during their presidency, where member states’ heads of government and the president of the European Commission meet to discuss any matters they wish.   

Initially upon the formation of the EU (then EEC) in 1957, and right up to 1986, for any policy or law suggested by the European Commission to be accepted all members of the Council of Ministers had to vote for it unanimously.  If the representative from only one national government voted against a proposed policy or law that proposed policy or law fell.  Each member state thus had a national veto over any proposals put forward by the European Commission.

The principle of the national veto was strongly reconfirmed in 1965-66 by the actions of France over the issue of how the EEC budget should be determined.  The European Commission proposed that together with the European Parliament they should have more influence over the budget.  Plans imagined that the European Parliament could amend the budget, and if the European Commission agreed, the amendments could only be overturned by the Council of Ministers if 5 out of the then 6 member states voting against it.  President De Gaulle of France was outraged by such an extension of power for the European Commission and the European Parliament, and condemned it as an unrealistic federal/technocratic European dream.  He stressed that co-operation between member states national governments/the primacy of the Council of Ministers must be maintained.  

For six months France stopped sending any representative to the Council of Ministers, their ‘empty chair’ policy suspended the operation of the Council of Ministers.  In 1966 the Luxembourg Compromise ended the crisis, any member state had the right to veto any proposal of the European Commission.  The future of the European integration would be led by inter-governmental co-operation in the Council of Ministers, not by federalism or by an ‘over-powerful’ European Commission. 

The European Parliament dates from the formation of the ECSC, but was not a ‘real’ parliament; the Assembly as it was often called was not directly elected by the citizens of the EEC but appointed by member states’ national governments.  Furthermore it could only comment on European Commission proposals, with the European Commission and the Council of Ministers being completely free to ignore its comments. 

In summary, by making the Council of Ministers dominant, the initial institutional structure of the EU represents an Inter-Governmental Approach.  Dreams of a federal Europe had not been realised.  The European Commission was indeed a supra-national European institution, but it was clearly controlled by member states through the Council of Ministers. 

1958 to 1983 Slow Progress Towards European Integration.

Economics in Business Lecture 17 ‘The Golden Age’ records –

1) How Governments employed Keynesian economics (the market-interventionist approach) to run their economies.

2) How Western European countries enjoyed a Golden Age of fast economic growth and a dramatically improving standard of living from 1950 to 1973.

3) How the Golden Age ended in the 1970’s.

Note the 1965 Merger Treaty remains the EEC, ECSC and Euratom the European Community (EC) in 1967.

Although European integration does develop in this period it would be incorrect to imagine that it led or shaped the significant events that occurred during this period.  The fast growth and rapid rise in living standards experienced in the Golden Age from 1950 to approximately 1973 was not just enjoyed by European Community (EC) members, but by developed countries throughout the world, as they all successfully ran their economies using a Keynesian/market-interventionist approach.  America was still the centre of the world economy; all developed countries fixed their exchange rates with the US Dollar through the Bretton Woods fixed exchange rate system.

We can not say that the Golden Age was caused by the ‘completion’ of European Common Market in 1968.  Note by ‘completion’ we mean the removal of all tariffs (taxes on imports) and quotas (quantity restrictions on imports) between EC members.

After the Bretton Woods system broke down in 1973 EC members focused on running their own very inflationary and unstable national economies, and let their exchange rates with each other fluctuate freely.  Such exchange rate fluctuation/uncertainty disrupted ‘fair’ competition in the European Common Market.  How could firms in the EC treat the Common Market like their own national markets when exchange rate uncertainty made planning ahead impossible?

In 1969 at the first European Council/summit EC members’ heads of government endorsed a plan for economic and monetary union by 1980 i.e. the creation of a single European currency.  EC members clearly recognised the importance of exchange rate stability, and ultimately sharing a single currency, to completing the Common Market.   Although EC members’ lack of commitment ensured the plan failed to develop, the idea did not go away, and as we shall explain the European Monetary System was set up in 1979.  

Similarly in 1972 at another EC summit heads of government agreed that a European Social Policy should be developed to safeguard/improve workers’ rights in the Common Market.  Again EC members’ failed to follow up the grand aim by agreeing the detail i.e. actually passing sufficient laws to form a meaningful European Social Policy.  But as we shall consider latter in the unit some progress was made, particularly in the areas of equal pay for women and health and safety. 

So although EC members were aware of the big issues in the 1970’s diversity of members’ national interests (particularly in their response to rising inflation), combined with the national veto, acted against major progress in European integration.

More positively the question of the EC budget was settled in 1970.  Rather than being voted money each year by the member states the EC would have its ‘own resources’ from the common external tariff and a small proportion of member states’ indirect tax revenues.  With the budget secure the Common Agricultural Policy (CAP) developed in the 1970’s, and consumed over half of that budget.  

Note we must remember that the EC’s budget, then and also for the EU today, is very small, at around 1% of the EC’s/EU’s GDP, as compared to member states’ own national budgets which account for 40-50% of their own national GDP.

In the 1970’s the EC also started to develop a regional policy, and created a European Regional Development Fund (ERDF).  A small European Social Fund (ESF) to support social objectives had existed since the formation of the EEC.  However given the small size of the EC’s budget, and the CAP’s domination of that budget, ERDF and ESF funds, although welcome to those who received them, were too small to be of any real significance.

More significantly the UK, Ireland and Denmark joined the EC in 1973.  The UK’s economy had fallen behind the French and German economies in the 1960’s.  So with its Empire now being dismantled the UK sought to move closer to Europe and the Common Market.  France, under President De Gaulle, twice vetoed UK applications (from conservative governments) to join the EC in the 1960’s.  De Gaulle feared UK membership might weaken French leadership of the EC, particularly if the UK were able to replace France as West Germany’s closest partner in the EC.  The UK thus had to wait for De Gaulle to retire to successfully apply for membership under Edward Heath’s conservative government, and finally joined in 1973.

The pro-European conservative government did not offer the public a referendum on whether to join the EC.  In the UK the unions and the labour party had been traditionally opposed to joining the EC, fearing workers may lose-out from membership of the Common Market.  So when labour returned to power in 1974 they held a referendum on UK membership of the EC in 1975.  Although most labour party and union activists supported the No campaign the majority of labour MPs (and nearly all of the labour cabinet) supported the Yes campaign along with the vast majority of conservative and liberal MPs (including Margaret Thatcher).  Furthermore the Yes campaign received strong financial support from business.  The result was a clear endorsement of UK membership of the EC, which left a feeling among the No campaign that the UK’s political and business elite had united to buy this result.

In contrast Greece (in 1981), Spain and Portugal (both in 1986) joined the EC believing it central to their development as modern democratic market economies.  Greece had suffered military dictatorship in the 1970’s, while Spain and Portugal had been cut off from Europe under Fascist dictatorships from the 1930’s to the 1970’s.  

We should note how the European Parliament became a ‘real’ parliament in 1979 as the population of the EC for the first time directly elected it (under a system of proportional representation).  But despite being now directly elected the European Parliament remained a ‘talking shop’ with no influence over EC polices and laws.

As we have mentioned, to try and stabilise exchange rates between EC members, the European Monetary System (EMS) was agreed in 1978 and started operating in 1979.  The basic idea of the EMS was for members to fix their exchange rates against each other.  The system of fixed exchange rates was called the Exchange Rate Mechanism (ERM).  However from 1979 to 1983 ERM members failed to keep their exchange rates fixed in the ERM.

To sum up, some developments in European integration did occur in this period, but none had a very significant impact on events at that time.  The big ideas were just big ideas.  Member states’ economies were still very much national economies, run by national governments with the national sovereignty to attempt to run their own economies.  The main event in Europe in the early 1980’s, just as it was in America, was a free-market turn to fighting inflation down to a low level.  Sharp recession and high unemployment spread throughout Europe.

Rapid European Integration - the SEA and Maastricht
Economics in Business Lecture 18 ‘The Triumph of the Free-Market’) records –

1) Our definition of the free-market approach and the market-interventionist approach/the Keynesian approach/the European Social Model.

2) How Western European countries suffered high unemployment in the early 1980’s through employing a free-market approach to reducing inflation.

A number of events combined to make rapid European integration possible in the period between 1985 and 1992.

Both the UK and West Germany switched to fighting inflation down to a low level from 1979.  France also began to take this free-market approach.  Unemployment rose in 1980 and 1981.  Discontent over the state of the economy brought Francois Mitterrand to the French Presidency in 1981 and his socialist party into government.  The socialist French government set out to buck the free-market trend by applying Keynesian/market-interventionist policies.  They tried to expand the economy by increasing government expenditure and intervened more (including nationalisation) in the economy.  Although growth was maintained it was weak, accompanied by low profitability, rising inflation, a surge of imports and exchange rate crisis for the Franc.  By 1983 the policy was clearly unsustainable, facing an ultimatum from the IMF Mitterrand decided to make a historic U-turn to adopting the free-market approach to inflation and unemployment.  France switched to attempting to keep the Franc fixed against the West German Deutsche Mark by fighting inflation down to Germany’s low level of inflation through allowing recession and unemployment to sharply rise.

France’s experience had shown Mitterrand, and significantly Jacques Delors, a member of France’s socialist government, that the Keynesian/market-interventionist approach could not work if it were applied in isolation by one EC member.  European integration had helped to increase trade between EC members to such an extent that when France attempted to expand its economy, when other EC members were contracting their economies, imports flooded into France and French exports dried up, causing exchange rate crisis for the Franc.  The increase in demand caused by higher French government spending thus to a large extent leaked out/was ‘exported’ to its EC neighbours.  A Keynesian/market-interventionist expansionary fiscal policy (or expansionary monetary policy i.e. Keynesian macroeconomic policy in general) could only hope to work if it was applied together by all members of the EC.  The gradual economic integration of Europe had reached a stage where member states had lost their national economic sovereignty, at least to apply successful Keynesian/market-interventionist macroeconomic policy.  Events would show that Mitterrand and Delors fully understood the implications of this conclusion.

Margaret Thatcher’s conservative government came to power in 1979 and immediately fell out with the EC over the issue of the UK’s net contribution to the EC budget.  The UK paid more into to the budget, due to a higher proportion of trade with non-EC countries, and received less from it, due to lower CAP payments, than other EC members.  Finally at the Fontainebleau summit in 1984 EC leaders granted the UK a special rebate, thus improving Thatcher’s relations with the EU.

Convergence of macroeconomic policy with West Germany from 1983 helped France to form a close relationship with West Germany over the need for further European integration. Mitterrand formed a very close alliance with Helmut Kohl the Chancellor of West Germany.  West Germany, the EC’s most successful economy, followed, indeed typified, the European Social Model.  It had a generous welfare state, strong workers rights and co-operation between unions, government and business, and a tradition of government intervention in the economy.  Although Kohl as a Christian Democrat was a conservative, he was not a radical supporter of the free-market approach like Thatcher.  Kohl was far more interested in promoting European integration than radically reforming his own economy.  

In 1984 Mitterrand, with Kohl’s support, successfully pushed for Jacques Delors to become the next President of the European Commission from January 1985.  Delors’s attempt to revive European integration would be backed by a close Franco-German alliance.  Furthermore the collapse of communism in the east in 1989, and the following re-unification of Germany in 1990, obliged Kohl to support Delors French backed drive for further European integration in return for Delors’s and Mitterrand’s support for German re-unification. 

We must acknowledge Delors’s energy/inspirational style and the importance of his ‘balanced’ grand design for Europe.  He wanted to combine market integration through creating a Single European Market (SEM), an essentially free-market policy, with the preservation and enhancement of the European Social Model.  Rather than admiring the more free-market approach of America and the UK, Delors wanted to protect the ‘European way of life’ from globalisation/the free-market approach.  The SEM would be balanced by the development of a strong European Social Policy, an active EC regional policy and EC intervention in the economy, particularly to support research and development.  At the macroeconomic level Delors pressed for Economic and Monetary Union (EMU) i.e. the creation of a Single European Currency (which would latter be called the Euro).  The purpose of EMU was not simply to help complete the SEM; it would allow for the effective operation of macroeconomic policy at the appropriate level of the whole of the EC.  Advocates of the Keynesian/market-interventionist approach hoped that macroeconomic policy would turn out in the end to be Keynesian/market-interventionist.  Supporters of a Federal Europe believed that such a large step towards becoming a single economy would make political union/some sort of federalism inevitable in the end (back to the back door).

As such Delors’s ‘balanced’ vision ensured further European integration offered something for everybody.  For free-market countries like the UK it offered the vision of free trade in the SEM.  To traditionally more Keynesian/market-interventionist countries like France it offered a way of ensuring that the SEM would cement the European Social Model rather than destroying it.  Delors’s lasting achievement is that his ‘balanced’ vision of European integration inspired/convinced all EC members to unanimously agree to set up the SEM and EMU.  However, as we shall see, Delors’s actual achievements in European integration largely failed to achieve the ‘balance’ he had hoped for. 

Finally we should not underestimate the role of leading European businesses in pushing for European integration.  From 1983 the European Round Table of Industrialists (ERT), 45 ‘captains of industry’ from Europe’s leading transnational corporations, successfully influenced (led?) the process of European integration in a free-market direction.  In 1985 The ERT first proposed a timetable for the removal of all obstacles to trade within the EU by 1990.  European Commissioner Lord Cockfield’s White Paper, the basis to the Single European Act (SEA), soon followed, and the European Commission set a 1992-completion date for the SEM.  The ERT was also a powerful force behind the process of EMU, Corporate European Observatory, 1997, 2.1, page 5:

‘As early as 1985, the ERT had argued that the Internal Market must be completed with a single currency.  The EMU continued to be a leading ERT demand in its 1991 report Reshaping Europe.  This report also presented a timetable for EMU implementation which bears remarkable similarity to the one incorporated in the Maastricht Treaty a few months later.’
The Single European Act and the Single European Market.

The process that led to the Single European Act (SEA) and the Single European Market (SEM) started in earnest in 1985 when the Internal Market European Commissioner Lord Cockfield produced a white paper entitled ‘Completing the Internal Market’.  The white paper laid out 300 measures to complete the Internal Market/the Common Market.  The free-market UK supported indeed pushed forward this free trade policy.  

In June 1985 at the Milan EC summit EC members committed themselves to the idea of a SEM, set to work on the SEA to achieve this task, and called for an Inter-Governmental Conferences (IGC) to agree the SEA.  Note any change to the EC’s (and now EU’s) institutional structure must be unanimously agreed at an IGC. Intriguingly, and perhaps unlawfully, the IGC was called by a simple majority vote at the Milan Summit.  The SEA was unanimously agreed/signed at the IGC in 1986, and was ratified during 1986 i.e. agreed by each member state’s national parliament. The SEA came into force in 1987.  Note, despite this being the biggest step in European integration so far, apart from Denmark and Ireland, EC members did not offer referendums to their citizens on whether to accept the SEA.

The plan was to complete the SEM by 1992.  The SEA enshrined the principle of free movement of –

Goods,

Services,

Workers,

Capital (meaning money).

In brief the SEM programme set out to eliminate all non-tariff barriers to trade between EC members, whether they were physical (such as border controls), technical (such as national product or production standards) or fiscal (such as EC members’ different rates of indirect tax).  

Harmonisation would require many EC directives (laws, note by 2002 1,475 SEM directives had been passed).  To ease this task where ever possible the principle of mutual recognition (as first introduced by the European Court of Justice in 1979 in its Cassis de Dijon ruling) would be used to avoid the need for passing specific EC directives.  Mutual recognition is simply the principle that if a commodity satisfies one EC member state’s national standards it should be accepted in all other EC member states.

The SEM required the development of EC policy in many areas, including the environment and justice and home affairs, and a re-invigoration of EC competition policy.  As we shall see it also raised the prospect of a European social policy and discreetly pointed to the need for EMU.

Clearly the role of the European Commission would expand.  Furthermore to ensure the ambitious legislative program could hopefully be agreed by 1992, the SEA introduced the radical step of qualified majority voting (QMV) in the Council of Ministers for most areas concerning the SEM (some sensitive areas, such as tax harmonisation, did however remain subject to unanimous agreement).

Each EC member was allocated a number of votes in the Council of Ministers, proportional to their population size, but not completely proportional, in-order to favour small members. Germany, France, the UK and Italy each received 10 votes, whereas the Netherlands, Greece, Belgium and Portugal received 5 votes each (despite together having less total population than any one of the larger members). 

For a piece of SEM legislation that qualified for QMV to become law it had to gain at least 62 of the total 87 votes in the Council of Ministers.  Note these actual figures apply from 1995 when Sweden, Austria and Finland joined the EU, the original figures for the EC 12 were slightly lower but in the same proportion.  For the first time a EC member’s national government could be forced to accept an EC law or policy, if it qualified for QMV, which it had actually voted against in the Council of Ministers.  The national veto had been swept away.

The SEA also included a slight move in the federal direction by granting the European Parliament a little measure of influence over SEM matters that were subject to QMV through the introduction of a co-operation procedure.  If the European Parliament voted in favour of a piece of SEM legislation (which qualified for QMV), then to become law it would need a QMV in the Council of Ministers.  If the European Parliament voted against a piece of SEM legislation (which qualified for QMV), then to become law the Council of Ministers would now have to unanimously vote for it.  As an influence on the ‘pass-ability’ of SEM legislation the European Parliament had to be taken seriously by the Council of Ministers and the European Commission for the first time.

In summary the SEM was the most ambition project the EC had ever managed to launch, with QMV being the most significant change to the EC’s institutional structure since the formation of the EEC in 1957.

Developments up to, and including the Maastricht Treaty of December 1991.

Note the Maasstricht Treaty renamed the European Community (EC) the European Union (EU).

To support the SEM, arguably to bribe all to love it (and the EC in general), Delors wished to expand EC Regional Policy.  He wanted European Structural Funds to be paid to poorer EC member states and poorer regions of richer EC member states.  Structural Funds aimed to ensure all would benefit from the SEM.  In 1988 the Delors I budget package (or the Delors packet) increased the size of the EU budget, and put limits on CAP expenditure, thus making room for the new Structural Funds (which by 1992 accounted for 25% of the EC budget).  Note, even by 1992 the EC budget was still relatively small at 1.2% of EC GDP.  In 1992 the Delors II budget package further controlled CAP expenditure and expanded Structural Funds (in fact led to a new ‘brand’ of Structural Funds, a Cohesion Fund, to help support EMU).

In 1989 the Delors Report laid out a plan for Economic and Monetary Union (EMU) i.e. the creation of a single European currency, to be latter named the Euro.  We shall examine EMU in detail later in the unit.  In brief the plan was for all EC members to share a single European currency and to work towards its formation (in the initial plan in 1997).  Delors imagined that the single European currency would unite Europe into a single economy (complete the SEM) that would successfully compete with America.

A single European currency requires a single centrally set macroeconomic policy.  Conceivably in such a large economy either free-market or Keynesian/market-interventionist macroeconomic policy could be applied.  A ‘balanced’ vision would imply that either of these macroeconomic policies could be applied, depending, in some way, on the democratic choose of EC citizens.  However West Germany had an Independent Central Bank, the Bundesbank, which was constitutionally committed to price stability i.e. the free-market approach to inflation and unemployment.  So West Germany was unwilling to join the single European currency area unless its institutional structure followed Germany’s own approach.  

In order to proceed Delors accepted that the single European currency area’s monetary policy (setting of the interest rate) should be set by an Independent European Central Bank, constitutionally committed to price stability.  Furthermore the Maasstricht Treaty did not automatically allow all EU members to join the single European currency; they had to first fulfil the Maasstricht Treaty’s free-market based convergence criteria.  So EMU had been agreed, but would go ahead on strictly free-market terms.

Delors first introduced his plans for a Social Charter in 1988 to the Swedish trade union congress.  I first noticed Delors when he repeated his plans at the UK’s trade union congress in 1988.  The plan was simple; to ensure workers benefited from the SEM a strong European Social Policy should be agreed.  Workers rights should be increased, upwardly harmonised, to the high national standards of the most advanced examples of the European Social Model i.e. to French and German standards.  The basic point was if a strong European Social Policy could be put in place no union or socialist party should fear, and thus oppose, the creation of the SEM.  Unions and socialist parties should thus welcome European integration as a positive development.  

All EC members, with the exception of the UK, signed the Social Charter in 1989.  It was in itself a general list of ambition aims, but alongside it Delors announced an Action Plan detailing 47 specific measures which would build the basis of a European Social Policy.  Furthermore many of the proposals, including notably limits on working time, would be subject to QMV, not unanimous voting, in the Council of Ministers, by extending to breaking point the SEA’s granting of QMV on health and safety issues.  Margaret Thatcher simple labelled European Social Policy as an attempt to introduce socialism through the back door.

We shall examine European Social Policy in more detail latter in the unit, but should note how the Social Protocol of the Maasstricht Treaty extended QMV to four more areas of European Social Policy and introduced a process of social dialogue for European Social Policy proposals.  Under social dialogue representatives from EU member states’ unions and private and public sector employers first consider proposed EU social legislation.  If they can come to a mutual agreement that agreement holds, the process comes to an end, without the approval of the Council of Ministers and European Parliament.

It sounds ambitious, but in reality at Maasstricht EU member states, by signing the Social Protocol, were committing themselves to develop a European Social Policy, the actual detail of the policy would in fact be determined in the coming years.  The Social Protocol was not actually a part of the Maasstricht Treaty.  Due to the UK’s refusal to accept/sign up to European Social Policy, the Social Protocol had to run alongside the Maasstricht Treaty as a separate agreement.  This, together with the UK’s option to decide latter whether to join in EMU or not (all other EU members had committed to join in EMU and to convert to the Euro if they met the convergence criteria), significantly ended the idea that all participates in European integration must go forward at the same speed together.  The door to a multi-speed EU had been opened.

Delors also intended to push forward political integration so wanted the Maasstricht Treaty to include significant progress on this federal vision.  However the Maasstricht Treaty contained little substance in this direction.  

The power of the European Parliament was slightly increased by replacing the co-operation procedure with a co-decision procedure.  Under co-decision for a piece of legislation, subject to QMV, to become law it had to be both accepted by the European Parliament and gain a QMV in the Council of Ministers.  As the European Parliament could now completely block legislation it had to be taken more seriously.  

However co-decision hardly represented a replacement of the Council of Ministers approach with a federal approach.  EU policies and laws still had to gain a QMV in the Council of Ministers, thus retaining the central role of the Council of Ministers.  Granting a little power to the European Parliament simply made it harder to agree policies and law i.e. could potentially slow European integration.  This approach is clearly in the tradition of overcomplicating European institutions.

Although QMV was extended to more areas a significant list of sensitive areas still remained subject to unanimous voting, thus threatening slow progress in these areas of European integration in the future.

Furthermore the three pillar structure of the Maasstricht Treaty, the ‘Consolidated Treaties of the EU’, again added to the tradition of overcomplicating the, now EU’s, institutional structure.

Pillar One – covered everything the EC already did plus EMU.  It had the conventional institutional structure that so far had applied to the EEC and then the EC, with the European Commission at the heart of this structure.  This pillar was consequently a very large pillar.

Pillar Two – covered Common Foreign and Security Policies.  Significantly it was purely under the control of the Council of Ministers, the European Commission had no direct influence in this area.  This significant break with EEC/EC institutional tradition amounted to a pure inter-governmental approach, which increased the power of member states’ national governments.

Pillar Three – covered Co-operation in Justice and Home Affairs.  As with pillar two the Council of Ministers controlled policy in this area and excluded the direct influence of the European Commission. 

And of course don’t forget the separate, but parallel, Social Protocol!

Conclusion.

It is evident that much of the rapid progress towards European integration achieved under Delors actually turned out to be of a free-market nature.  Furthermore, although the SEM had clearly increased the power/role of the European Commission in SEM matters, neither political union nor the establishment of a strong foreign and security policy controlled by the European Commission had been achieved.  The EU was still pre-dominantly an economic organisation, controlled by a process of inter-governmental co-operation in the Council of Ministers.  Events from 1992 to the current day would make this clear, as European integration failed to continue to rapidly advance, or rather failed to advance in a federal way, or in a fashion desirable to supporters of the European Social Model.
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