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Foreign Exchange

T
he proposed merger of the London Stock Exchange

(LSE) and the Deutsche Börse in Frankfurt to create ‘iX’
(international exchange) was presented as one of equals. Yet,
the terms of the deal clearly favour the smaller, Frankfurt
exchange.

All high technology or ‘new economy’ stocks will be traded
in Frankfurt – London being left blue chip or ‘old economy’
stock. The exchanges have so far failed even to address the
thorny issue of how exactly a ‘high-tech’ or ‘blue chip’ firm will
be defined. Many companies defy or straddle such classific-
ations; where are their shares to be traded?

A further blow to London is that the recent decision of the
Nasdaq exchange (the technology exchange based in America)
to headquarter its European operations in London will likely be
reversed as it relocates to the new centre of high-tech trading in
Frankfurt.

The brokers of the deal intend that the euro will become the
standard listing currency, as iX Chairman Don Cruickshank
revealed on Radio 4’s Today programme (3 May). Listing in
euros will increase tremendously the pressure upon the UK to
scrap the pound, as investors will not want a fluctuating
exchange rate between the currency in which their stocks are
traded and the currency that they use for day-to-day
transactions.

Listing in euros will lead to accounting in euros as well as, for
firms listed in Frankfurt, in German. There is also the problem
that the UK levies a 1.5% stamp duty on share trading whilst
Germany levies no such duty.

The merged exchange dwarfs that created by the link-up of
the bourses in Amsterdam, Brussels, and Paris to create
‘Euronext’. In a bid to create a pan-European exchange, iX is
already in merger talks with Milan and Madrid. The
consolidation of Europe’s share market will add greatly to the
pressure to unify financial regulation along with it.

The LSE’s merger into iX depends on a ballot of its 298
member firms; firms who are being urged by Eurorealist
organisations, led by the European Foundation, to reject the
deal. (Each of the 298 firms has an equal vote, irrespective of
their size.)

There are also legal grounds for intervention by the UK
Government. A Memorandum of Understanding between the
Bank of England, HM Treasury, and the Financial Services
Authority agreed in 1997 made clear that the Treasury has
departmental responsibility in relation to exchanges and
maintaining confidence in the UK financial system. The
Memorandum states that:

“The Treasury is responsible for the overall institutional
structure of regulation, and the legislation which governs it.
[T]here are a variety of circumstances where the FSA and the
Bank will need to alert the Treasury about possible problems: for
example, where a serious problem arises, which could cause wider

economic disruption; where there is or could be a need for a
support operation; where diplomatic or foreign relations
problems might arise; where a problem suggests the need for a
change in the law; or where a case is likely to lead to questions to
Ministers in Parliament. This list is not exhaustive, and there will
be other relevant situations.”

The proposed merger of the London and Frankfurt
exchanges qualifies under almost all of the terms specified in
this Memorandum. For example, is not hitching our stock
exchange, and so our country, to the crisis-prone euro a
problem “which could cause wider economic disruption”?
Would not the merged exchange push for common European
financial oversight and so “suggest the need for a change in the
law”?

I have called in the Daily Telegraph (5 May) for the Treasury
Select Committee to hold an urgent inquiry into the whole
matter, which is now taking place.

As for “where a case is likely to lead to questions to Ministers
in Parliament”, I have already put down a Parliamentary
Question to the Chancellor of the Exchequer requesting that he
make a statement on the proposed merger. The response,
reprinted below, makes no reference to the powers of the
Treasury under the terms of the Memorandum.

Bill Cash, 10 May: To ask Mr Chancellor of the Exchequer, what
representations he has received on the proposed merger of the
London Stock Exchange and the Deutsche Börse; and if he will
make a statement.

Melanie Johnson, 11 May: None. The terms of the proposed
merger are a matter for the parties involved, subject to their
securing the necessary approval of the relevant regulatory and
competition authorities.

This answer is outrageous. It is absurd that there have been no
representations on the proposed merger. Furthermore, it is not
just a matter for “the parties involved”, as the Memorandum of
Understanding makes clear. The Treasury, not to mention the
BoE and the FSA, are intimately involved and the Chancellor is
in it up to his neck. How, then, can he duck the issue by leaving
it to a Junior Minister to speak for him?

As the Sunday Telegraph made clear (14 May), this merger is
a momentous folly. By the time readers see this article, the
Treasury Select Committee will have taken evidence on the
whole matter, and it must be hoped that members of all parties,
not to mention the City, will put a stop to this nonsense.

I leave readers with the words of Werner Seifert, the current
head of Deutsche Börse and proposed Chief Executive of iX. In
his book released last month, Mr Siefert reveals the current
merger to have been carefully worked out in advance,
concluding that: “Whilst London is still centre stage, Frankfurt
is waiting in the wings, ready to take a lead rôle.”

Bill Cash, May 2000
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NAFTA and EMU: Some Comparisons
by Keith Marsden

Diamonds are forever, but old allies can
cease to be a politician’s best friend. Writing
in the Los Angeles Times, former French
President Valery Giscard d’Estaing and
former German Chancellor Helmut
Schmidt criticise “those in Washington who
aspire to maintain some control over
Europe in order to facilitate America’s
global geopolitical aims”. The EU’s
“historically unique goal”, they say, is to
form a country like the US. “First priority
must be given to institutional reform.”
Enlarging the EU without first fortifying its
institutions “may end up diluting the union
into a mere free trade area”. Deepening
institutions can only be accomplished by a
hard core of countries, they suggest, and
Britain is conspicuously absent from their
list.

Does this centralising, exclusive vision of
Europe offer the best prospects for Europe’s
citizens? Or would a looser system, allowing
more decisions to be taken at the local,
enterprise and individual levels by more
effective? Would it reduce the ‘democratic
deficit’ associated with rule from Brussels?
If further loss of sovereignty becomes
unpalatable to Britain or other EU
members, or their views are ignored by the
dominant ‘core’, what alternatives are
available to them? And what can Eastern
European applicants do if they tire of
waiting indefinitely at the EU door?

These issues need to be debated, not in
the abstract, but in the light of the concrete
results of different systems. This article
compares the performance of the eleven
‘core’ members of European Monetary
Union (EMU) and the three members of the
North American Free Trade Area (NAFTA).
The study is topical. America’s International
Trade Commission has just begun hearings
on the possibility of enlarging NAFTA to
include (initially) Britain. The analysis
highlights developments since 1992 (when
NAFTA was created) and assesses the
attractiveness of the two groups to
prospective members.

Market size and growth

NAFTA offers a larger, richer and more
dynamic market. Its total population of 396
million in 1998 topped EMU’s by more than
100 million. Its aggregate purchasing power,
measured in ppp dollars, amounted to $9.4
trillion, more than 50% higher than EMU’s.

NAFTA consumers are more affluent. Their
average income was 15% above EMU’s,
despite Mexico’s relative poverty (its
average income was just 37% of EMU’s).
NAFTA demand is also growing faster. Its
real GDP rose by 27% from 1992 to 1999,
more than double EMU’s increase (12%).

Market openness

NAFTA is more accessible to exporters
located outside its area. Extra-NAFTA
merchandise exports reached $759 billion
in 1998, nearly 60% of its total imports.
EMU countries bought an estimated $606
billion of goods from outside the EU,
representing less than 40% of their total
merchandise imports. The formation of the
EU has resulted in trade diversion at the
expense of other regions. For Western
Europe as a whole, the share of total imports
coming from the rest of the world has
dropped to 31.0% in 1998 from 43.8% in
1963. WTO data for the US and Canada
combined show that inter-regional imports
remained at a remarkably constant 72.5% of
total imports in 1993 and 1998, and were up
from 65.7% in 1963. But Mexico’s exports to
its North American partners rose to 8.8% of
their total imports, from 5.9% in 1993 and
2.5% in 1963. British exports would be
given a similar boost should it opt to join
NAFTA. Despite existing trade barriers,
Americans spent $237 per head on British
goods in 1998 compared with $500 by other
EU members. Removal of import tariffs
(currently averaging 5.2% in the US, 7.5%
in Canada and 13.3% in Mexico) would
open up larger and wider market
opportunities for British exporters, even if
they were obliged to give up the 6.0%
preference given to EU members within its
internal market. NAFTA imports are also
growing faster than the EU’s. They
increased by 8% annually from 1990 to
1998, double the EU rate.

Job creation

NAFTA’s employment record is significantly
better than EMU’s. Since 1992, the number
of jobs has risen by 35% in Mexico, 15% in
Canada and 13% in the US, compared with
less than 2% in EMU. A substantially higher
proportion of the working age population is
actually employed in NAFTA – 74% in the
US, 69% in Canada and 62% in Mexico. The
ratios in the largest EMU countries were

64% in Germany, 59% in France and 51% in
Italy and Spain in 1998. NAFTA’s unem-
ployment rate is half EMU’s.

Productivity

Economy-wide labour productivity has
risen by 2.4% annually in the US since 1995,
while EU productivity has scraped along at
a 1.0% rate (not much evidence of the
impact of the ‘new economy’ here). On the
other hand, Mexican employers have been
able to exploit their comparative advantages
in labour intensive industries. Mexican jobs
have surged by 6.5% annually over the last
four years. Average output per worker has
dropped, but this has not had negative
effects. Real private consumption has risen
by 20% because more people have been
drawn into the modern export economy
and its related services. Thus Mexican
workers have benefited from a free trade
area that hasn’t insisted on uniform labour
standards as a prerequisite of membership.
In contrast, employment in the Czech
Republic, an EU applicant, fell by over 6%
over the same period and real incomes have
remained stagnant. The EU’s trade barriers,
and its insistence that applicant countries
must first adopt its social acquis before
admission, have prevented its neighbours
from using their labour resources rationally.
Imports from Central and Eastern Europe
and the Baltic states (with a total population
four times Mexico’s) amounted to only
4.6% of total EU imports in 1998, up from
3.4% from 1990. Mexico’s share of US
imports jumped to 10.2% from 5.9% over
the same period.

Real wages

The EU alleges that NAFTA’s job
performance has been achieved by the
payment of sweatshop wages. OECD data
reject this claim. Average annual gross
earnings (measured in ppp dollars) for
production workers in the manufacturing
sector were $27,482 in the US and $27,214
in Canada in 1996. These levels compared
with $21,908 in Italy, $18,451 in France and
$10,573 in Portugal. The differentials in
favour of North America were even greater
for net income (after social security
contributions, income tax and other
transfers are taken into account). The net
average wage ($6,421) of a single worker in
Mexico was lower than in all EMU
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members, but was not much below
Portugal’s ($8,661). Mexican wages were on
a par with Poland’s $6,482 and easily topped
Hungary’s $4,727.

Incentives for innovation

The state took a substantially smaller slice
of national income in the US (31.0%) than
in the EMU (46%) in 1999. Comparable
figures for Mexico are lacking, but its
central government made do with just
15% of GDP in 1996. By leaving workers
and entrepreneurs more money in their
own pockets, NAFTA governments have
encouraged hard work and innovation. The
benefits are seen particularly in their high
technology sectors. HT exports accounted
for over 40% of NAFTA exports, but less
than 25% of EMU’s in 1997. NAFTA’s
royalty receipts were four times those of
EMU.

Access to capital

NAFTA’s economic performance has also
been boosted by more effective
mobilisation of savings. Bank credit to the
private sector had reached 127% of GDP in
the US and 92% in Canada in 1997,
compared with 86% in EMU. Market
capitalisation (of shares) totalled nearly $12
trillion in NAFTA. EMU’s were less than $4
trillion. NAFTA economies are also more
attractive to foreign investors. FOI inflows
amounted to 1.2% of GDP in the US and
Canada, and 3.1% in Mexico. The EMU
total was 0.8%, whereas Britain’s lower-tax,
less regulated economy brought in FOI
worth 3.0% of GDP. With unrelenting

political pressure for ‘harmonisation’ of EU
taxes towards higher EMU levels, and more
strident calls for abolition of the national
veto in this field, both EU and foreign
investors may be induced to seek more hos-
pitable environments elsewhere, including
NAFTA. Portfolio investors in the City of
London could be similarly motivated,
affecting the most vibrant part of the British
economy.

Economic freedom

Underlying these divergent performances
are differences in the degree of economic
freedom. A Wall Street Journal/Hermitage
Foundation study ranks countries on the
basis of ten indicators. The US was ranked
5th overall, Britain 7th and Canada 15th out
of 153 countries covered in 1997. The
average score for EMU members put them
in the 23rd slot. But 44 countries were found
to have less government intervention in the
economy than France and Germany. And a
study by the World Economic Forum
ranked France 40th and Germany 45th (out
of 46 countries covered) in the extent and
rigidity of their labour regulations. Greater
exposure to North American policies
through trade and other contacts should
help Mexico to move up the scale rapidly
from its 94th ranking in the WSJ/Heritage
study in 1997. Instead of complaining about
alleged American aims to control Europe,
Messrs Giscard and Schmidt should
encourage their successors to liberate
entrepreneurs, workers and consumers
from unnecessary constraints in their own
countries.

Conclusion

On this evidence, a bureaucratic, over
centralised EMU has performed less well
and delivered fewer benefits than a more
flexible NAFTA. European policy makers
should take heed, and relax Brussels’ tight
grip. Free trade promotes economic
integration more effectively than does
authoritarian rule. Competition should be
seen as an instrument to enhance welfare,
not as a means of establishing control by
one bloc over another. Harmonisation
sounds good but, if enforced by directives
rather than induced by markets, it can
prevent countries and people from realising
their potential and exclude too many
unemployed from the fruits of their labour.
If EMU political leaders insist on deepening
central institutions at the expense of
individual liberties and local autonomy,.
Britain should seriously consider joining
NAFTA. With an independent voice in the
WTO restored, it could join forces with
other like-minded countries (such as the
Cairns group) to further a free trade agenda
(and opt out of the nonsensical CAP). Short
of a radical change of heart and direction by
EMU leaders, Eastern European countries
should form alliances with other trading
partners before their competitive
advantages become too eroded.

Keith Marsden is an economic consultant
based in Geneva. He is a regular contributor
to the Wall Street Journal, Europe and a
member of the EF International Advisory
Board.

… news in brief
The British are “infiltrating” the Commission

According to the French daily, Le Monde, Tony Blair is undertaking a
concerted and successful campaign to put his men in powerful places
within the European Commission and that the result of this, together
with an alliance between Britain and conservative Spain, is that
European policy is being influenced ever more in a free-market
direction. A French insider comments as follows on the British way of
working in Brussels: “The British have a solid education, they are patient
and they work hard. What strikes you with them is their sense of
working as a team. In each Directorate-General, there is a leader, ‘a
contact point’, who marshals his DG, gathers his troops together
regularly, and acts in close concert with the Permanent Representation
(the UK embassy to the Commission) which gives him his instructions.
It is an almost military form of organisation, totally at odds with the
individualism of the French or the Italians. Everyone recognises their
(i.e. the British) effectiveness, but it would be wrong to speak of a plot.
Such behaviour is largely a matter of national temperament: they are the
only ones who behave like true professionals, that’s all.” [Le Monde, 3rd
May 2000]

Changing of the guard in Freedom Party
Jörg Haider has formally stood down as leader of the Freedom Party and
his post has been taken over by his chosen successor. Haider remains
prime minister of the province of Carinthia. His resignation was in
response to the EU boycott of Austria following the creation of a blue-
black coalition in Vienna, but it is obvious that the changes at the top will
keep the Freedom Party substantially as it is. Haider’s successor, Susanne
Riess-Passer – currently Vice-Chancellor in the coalition – insisted at
the hand-over ceremony that the Freedom Party would remain “the
party of Jörg Haider”. Haider continues to be a member of the party’s
presidium and board, in his capacity as Carinthian leader. Haider
decided to resign because he said he did not want to continue to be
regarded as a ‘shadow chancellor’ of Austria. But he used the party
ceremony to reiterate his outrage at the EU’s actions. He suggested that
the government call a referendum on the EU action so that Austria’s
partners would understand that the government had the full moral
support of the Austrian people. During the meeting, Haider let slip (no
doubt deliberately) the phrase “even if I am not yet Chancellor ...” and
was naturally cheered wildly by his supporters for the “not yet”.
[Handelsblatt, 1st May 2000; Le Monde, 2nd May 2000]
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The Euro Takes a Tumble
by Bill Jamieson

H
as the pound been strong, or has it
been weak? And if the current level is

not appropriate, what level would be more
so?

The failure of key members of the
government and many commentators in the
Press to supply basic answers to basic
questions has given rise to an alarming (and
alarmist) policy panic in recent weeks.

It has given rise to the myth of ‘the
strength of the pound’. And that myth looks
to be more than an innocent misreading of
complex and volatile currency markets. It
has been used to a purpose, and that is to
undermine the confidence of the British
people in their own currency, no matter
what level it is at.

The myth of ‘the strength of the pound’
has been wheeled out to explain all manner
of UK economic disorder! From a collapse
in manufacturing output, through the
plight of carmakers Ford and Rover to a
slowdown in domestic demand. It has been
used to reassert the argument of Britain’s
‘misalignment’ with the continental
economies and to ‘prove’ we cannot survive
outside the Eurozone and would be better
off in.

To quote Peter Mandelson, speaking in a
week that saw sterling fall to a six year low

against the dollar: “As long as we are outside
the euro, there is very little we can do to
protect industry against de-stabilising
swings in the value of sterling as they affect
Europe – the largest market where we have
to earn our living.”

For the record, it has not been a swing,
de-stabilising or otherwise, towards the
pound. There has been a universal and
pronounced swing against the euro. It has
plunged against almost all other currencies,
and most notably against the yen and the
dollar. At one point its slide against the US
currency since launch reached 25 per cent.

For Mr Mandelson to have missed this
elephant in the room of currency markets is
understandable, though no less inexcusable.
Not only does it enable him to avoid any
analysis of why the euro has plunged so
steeply (the poor performance of Euro-
land’s economies relative to the US, and the
net capital exodus from the Eurozone
extending to a collossal $140 billion last
year). It has also allowed him to redefine the
issue as being a “British problem” of British
“misalignment” and requiring a British
policy response: join the euro.

For the record, it is the dollar, not the euro
that is the most frequently used foreign
currency for UK overseas trade and

investment. For the record, manufacturing
output has not collapsed, but, on the basis of
the most recent ONS data for March, stands
2.8 per cent higher than a year ago and 4.5
per cent higher on a two year comparison.

For the record, the relative strength of the
pound against the euro has brought
considerable benefits to UK business,
investors and consumers that were wholly
missing from Mr Mandelson’s analysis. It
has contributed to lower raw material and
producer input costs, to the fall in core
inflation to a 25 year low, and lower, on the
EU harmonised measure, than that of any
country in the 11 member single currency
zone.

But what must have infuriated the
chancellor most about Mr Mandelson’s
speech was not just its presumptuousness –
a Northern Ireland Secretary plunging
without prior notice into the economic
realm, flinging ‘joined up government’ to
the winds. It was that the poisonous core
premise of the speech – the failing, flailing
British economy outside the booming
eurozone – stands in direct denial of the
government’s claims to successful steward-
ship of the economy over the past three
years. Indeed, the Mandelson thesis
advances on an unspoken but clearly
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implied doctrine of an inevitable failure of
the Brown chancellorship.

But for the record, the base facts of the
UK’s continuing growth momentum counts
devastatingly against Mr Mandelson had he
bothered to check with the Treasury (which,
for understandable reasons, it appears he
didn’t). Specifically, the Treasury’s central
forecast for economic growth in the Budget
Red Book is 3 per cent for 2000 and 2.5 per
cent for 2001. Even if growth only tops 2 per
cent for these years, 2001 will represent the
ninth consecutive year in which growth has
been 2 per cent or more.

I am indebted to Maurice Fitzpatrick of
Chantry Vellacott DFK whose firm’s records
go back to the start of the Crimean war
(1855) for the following. This nine year
period, 1993-2001 inclusive, will represent
the longest ever period of consecutive years
in which growth has been 2 per cent or
more. Its only remotely close challengers are
one seven year period in the 1980s and a five
year period in the mid 1930s.

The bad news for Mandelson economics
does not stop there. For at least the first six
years of this nine year period – i.e. 1993 to
1998 – sterling was effectively outside a
‘synthetic euro’ as a result of the close
alignment between the currencies destined
to make up the euro. The brief period of
ERM membership deeply aggravated and
prolonged a UK recession. And, since 1999,
the UK has, of course, been outside the
Eurozone.

The disturbing but inescapable con-
clusion of all of this is that a senior Cabinet
minister has used the myth of ‘the strong
pound’ to peddle greater myths about the
efficacy of British membership of the euro,
and in so doing trash his way both through

economic facts and his own government’s
economic record. Not only are his
proclaimed assertions indefensible, but the
unstated thesis would be hugely damaging:
the implied gains to the UK economy
delivered by an (irrevocable) linkage to the
Deutsche mark at a rate around DM 3.25
and a 20 per cent devaluation against the
dollar.

Had the UK joined the single currency in
January 1999 we would now be experienc-
ing, not the lowest rate of core inflation in
the Eurozone, but spiralling wages and
prices compounded by a quite inap-
propriate interest rate and requiring huge
increases in business and personal taxation
to quell domestic demand. One bare
knuckle first that would be most assuredly
raised against such a disastrous policy mix
and its consequence would be that of the
very Confederation of British Industry the
Prime Minister was seeking to assure as Mr
Mandelson spoke.

Meanwhile, Gordon Brown is being
urged by the pro-Euro lobby to use the £22
billion proceeds from the mobile telephone
auction to undertake ‘sterilised inter-
vention’: selling pounds and buying euros
to invest in German government bunds.

The rationale is that the Treasury would
enjoy a similar rate of interest on these
bunds as from a conventional 10-year gilt
issue while securing a hefty capital gain
from any upturn in the euro. Even assuming
such a commitment could outlive the
political storm, it is open to objection on
two counts.

First, it is highly unlikely that even a sum
as large as £22 billion would have much
effect on boosting the euro on global
currency markets. And second, there is

considerable doubt as to whether the
European Central Bank would allow the UK
Treasury to pick and choose which euro
asset it wished to invest in. According to
well-placed sources, a recent approach by
the US Federal Reserve to the ECB to clear a
sizeable purchase of German bunds was
turned down by the ECB who said the Fed.
must invest in a broad spread of euro
government instruments, not just bunds. It
was a suggestion that the Fed. – mindful of
the widening yield spread between German
bunds and Italian government bonds –
turned down.

The plain truth is that the only way the
euro is likely to recover is by radical reform
of its high taxes and labour market rigidities
that are the key reasons for Euroland’s
underperformance relative to the US, and
for the capital exodus from Euroland. Sadly,
since the UK government has embraced
many of these rigidities. It is hardly in a
position to give such advice with any
credibility. But without such reform,
intervention is unlikely to work in securing
a sustained return of the euro to its January
1999 launch levels – even assuming
Euroland’s finance ministers want such an
outcome.

As for what Britain can do to help the
euro, the remedy is surely self-evident. It
should clear this hopelessly muddled
government from office, adopt a stance a
full 180 degrees opposite to that of Mr
Mandelson, give the clear, disinterested
advice that Euroland needs and drive it
home by showing what an independent,
sovereign economy can do.

Bill Jamieson is Economics Editor of the
Sunday Telegraph.

… news in brief
Thank you, Jacques

Jacques Delors has finally confirmed that British Eurosceptics have been
arguing for years against their Europhile compatriots, namely that Sir
Winston Churchill did not envisage Britain joining an integrated Europe
when he referred to “a kind of United States of Europe” in Zurich in
1948. “Even that great European, Winston Churchill,” Jacques Delors said
in a recent newspaper interview, “envisaged European integration only
for the countries of the European continent, not for Britain.” Delors
concluded that the desire to maintain a certain distance from Europe
was “therefore an historical position for the British.” [Le Monde, 3rd May
2000]

Rising inflation predicted in Euroland
Six eminent economists have said that inflation will rise by 1% next year
thanks to the fall in the value of the euro. They also blamed massive
investment by European companies outside the euro zone for the fall in
the external value of the currency. In a study published by Centre for

European Policy studies, they have concluded that the drop in the value
of the currency will produce a short-lived period of growth in Euroland
but that within two years the weakness of the currency will prove a
handicap. Euroland’s balance of payments was hardly affected by the
euro’s weakness, they said, and indeed the trade balance with the United
States had even worsened since the introduction of the (weak) single
currency. One of the economists, the noted commentator Thomas Mayer
of Goldmann Sachs in Frankfurt, has especially criticised the policy of
the European Central Bank for appearing incoherent and arbitrary. He
said that the combination of inflation-rate targeting and targeting the
money supply gave the impression that the ECB simply dipped into the
bran tub and pulled out whatever excuse seemed right at the time for the
latest decision. This was not reassuring the markets, he said. Indeed, the
Goldmann Sachs even concluded (on the basis of a poll among market
makers) that the markets did not understand what the ECB was doing.
The conclusion was that the ECB was far less transparent in its policies
than the US Federal Reserve. [Handelsblatt, 16th May 2000]
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A Danish Tonic for Europe:
28th September 2000

by Jens Peter-Bonde, MEP

T
his is my seventh Danish referendum
concerning the EU. This time we can

win and make it last forever. In 1972
Denmark followed Britain and Ireland into
the EEC. Most Danes now accept this
membership. It is not called into question
by voting ‘No’.

In 1986 we voted on the Single European
Act which introduced majority votes for the
single market. We lost because we were not
prepared for the referendum we ourselves
had asked for!

In 1992 we won by mistake because the
‘Yes’ side expected to win and the ‘No’ side
was not expecting to win, but some of us
knew we had the chance and we used it in a
very creative way – and won.

I will never forget that night, what a night.
A famous musician phoned us and asked if
he and his band could come and play at the
party. Danish beer was immediately sold
out in the student clubs throughout the UK;
as was Danish bacon in the supermarkets.
British MPs were singing Wonderful,
Wonderful Copenhagen, and the French
newspaper Liberatíon cleared the front page
and wrote:

Merci Danemark
– Thanks, Denmark.
The people of Europe were happy

because a small nation had said what most
people now agree with: They decide on too
much in Brussels. They take away the vital
element of democracy. They want a
Superstate, a United States of Europe,
instead of our vision: A Europe of co-
operation, a slimmer, freer and nearer to the
people co-operation amongst national
democracies.

The vast majority of Europeans – even
including the majority in Italy – were saying
to EUs very own polls that they wanted
themselves to be heard in a referendum as
well. But only in France and Ireland were
the people allowed to vote and here the
Maastricht-Treaty were carried through,
with only a marginal 51% in favour in
France.

The Danish ‘No’ was not respected. Our
own government betrayed us. Two days
after the referendum on 2 June 1992 the
Danish Foreign Minister UffeEllemann
Jensen went to a EU-meeting in Oslo and
accepted that the other countries could

continue to carry on the process of
ratification.

The British Prime Minister John Major
made a major mistake and betrayed the
Danish ‘No’. In 1993 it ended up with a
new Danish referendum concerning the
so-called Edinburgh agreement from
December 1992, where Denmark was
permitted to exempt from the four euro-
state-pillars: Citizenship, Defence, Justice
and Police, and the Single European
Currency.

The Danes were allowed to stand outside
of the European Union, but still remain
inside the common market, and this is
exactly what the Danish population wants:
We are happy to trade and to co-operate,
but we do not want to integrate politically
into a new state and thereby diminish our
democracy.

In 1998 we had a referendum on the
Amsterdam Treaty in which our leading
politicians solemnly promised “no more
union” and “less union”, if we would vote
‘Yes’ and receive in return a better
environment and more jobs and avoid
isolation or even exclusion from the EU.
The majority did, and the set of promises
has now returned at the scene before the
coming referendum on Danish membership
of the third phase of the Economical and
Monetary Union.

Our Prime Minister Poul Nyrup
Rasmussen says that we are only going to
vote for practical benefits with this
“common currency”. He does not dare to
tell the Danish people that we are about to
abolish the Danish Krone if we vote ‘Yes’ to
the common currency.

The perhaps future Prime Minister
Anders Fogh Rasmussen (Liberal Party)
makes the same promises yet again. If we
vote ‘Yes’ this time we will avoid further
political integration. “This far and not any
further”, he said recently.

But the Danish people no longer believe
in our politicians when they speak of EU-
affairs. The ‘No’ side has increased in the
polls and is somewhat vis-à-vis the ‘Yes’ side
and we stand a good chance to win.

For the first time ever before a
referendum I am personally convinced that
we will win, because the ‘No’ spectrum has
moved to new and much broader circles in

the political sphere. We now have more ‘No’
voters in the Liberal and Conservative
parties than among the Socialist electorate.
We now see more ‘No’ voters in Jutland than
in Sealand, where our capital Copenhagen
is situated, which is unusual.

The illegal sanctions against Austria has
legitimised changes in opinion, and well-
known previous ‘Yes’ people now in public
state that they are going to vote ‘No’, e.g. the
Danish Lord Tebbit, the lawyer Kristian
Mogensen, who was the financial organiser
for the Conservative party and the man
behind the recovery of Berlingske Tidende –
the Danish Daily Telegraph.

From left to right people now unite in
effort to safeguard democracy. We might
disagree politically however we agree upon
the fact that this disagreement must be
solved in a national parliament.

Foreigners are very welcome to support
our fight. The ‘Yes’ side is wealthy and has all
the millions of Kroners they need. We, on
the other hand, have the hearts and lots of
people who are prepared to work for free.
We are trying to negotiate equal financial
conditions for the ‘Yes’ and the ‘No’ sides.
However if we fail in this attempt your
contribution will be highly appreciated.

With respect to this The European Anti-
Maastricht Alliance (TEAM) has decided to
open a bank account in London. It is
controlled by well-respected people like
Lord Peter Shore and the leader of TEAM,
Hans Lindquist, who is a former member of
the European Parliament for the Swedish
Center party and a former leader of the ‘No’
campaign in Sweden.

Your contribution is very much welcome.

Jens Peter-Bonde has been an MEP since
1979, elected for the Danish June Movement.
He is President of the group for Europe of
Democracies and Diversity, Chairman of the
SOS-Democracy Intergroup and the author
of 33 books about the EU, the latest being
about the forthcoming Nice-Treaty.

Details of where to send donations to the
Danish ‘No’ Campaign will appear in the next
European Journal.
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The Mirage of Euroland Convergence
by Dr Brian Burkitt

I
t has become increasingly accepted
since the launch of the euro in January

1999 that the long-run performance of
European Economic and Monetary Union
(EMU) will depend on the extent to which
members of the single currency zone
achieve a substantial degree of cyclical and
structural convergence. Cyclical converg-
ence is essential because, without it, uni-
form interest and exchange rates can never
be appropriate for all the economies of the
member states. Structural convergence is a
crucial pre-condition for avoiding increas-
ing differentials in economic performance
between the various parts of Euroland, once
common measures across the zone are
adopted. Few commentators deny that
Britain is widely divergent both cyclically
and structurally from Euroland; its trade
cycle is more closely related to that of the
USA than that of the EU, whilst it possesses
substantial differences in economic struc-
ture (such as the volume of variable interest
rate borrowing, the production of oil and
natural gas and the relative importance of
earnings on overseas investment to the
balance of payments) which are long-
standing and difficult to remove, except by
the pursuit of a determined strategy over a
lengthy period.

However, supporters of closer EU inte-
gration argue that the very fact of adopting
a single currency will in the short term
reduce, and in the long term eliminate,
those divergences in the cyclical and
structural behaviour of participating
national economies. The claim can now be
subject to empirical scrutiny after more
than a year’s experience of eleven countries
actually living under the euro.

Chantrey Vellaratt DFK, recently
described by Lord MacDonald (15/12/99)
as “one of the UK’s top accountancy firms”,
has provided a method of scrutiny by its
calculation of a Euroland Interest Rate
Convergence Index (EIRCI). The EIRCI
measures the gap between the actual
European Central Bank (ECB) interest rate
and the rate which each individual country
would have set, using a conventional
interest rate determination technique (i.e.
‘the Taylor rule’, whose calculation is
described in the Appendix).

Essentially the index indicates whether or
not the establishment of a common rate of
interest is economically efficient. It attempts

to assess, with a wide margin of unavoidable
statistical error, two central issues:

(a) the extent to which ‘one size fits all’
monetary policy is appropriate at any one
time;

(b) whether the uniform interest rate
across euroland is becoming more or less
suitable over time.

Table One shows the EIRCI values to
date.

and Italy are growing more slowly.
Consequently the divergence between the
average EMU output gap and the output
gaps of individual countries is widening.

(b) The inflation performance of the
various EMU members is diverging from
the euroland average rate. Thus the increase
in the general price level across euroland
was 0.4% (from 0.8% to 1.2% between 31st
December 1998 and 31st December 1999).
However, no EMU country precisely
matched the 0.4% growth; they all diverged
from it; some, such as the Netherlands and
Spain, by a considerable margin.

Single currency enthusiasts argue that the
EIRCI will, as a result of monetary union,
gradually fall towards zero, which is the level
it would reach by arithmetic logic if the
single interest rate was precisely that
required for each individual euroland
country. However, no such trend is
emerging currently; indeed the movement
is entirely in the opposite direction.

Clearly Euroland is not converging in the
manner required for its future prosperity
as a unified monetary bloc. The policy
conclusion is unambiguous: Britain should
steer clear of this ill thought-out, inefficient
misadventure.

Dr Brian Burkitt is Senior Lecturer in
Economics at the University of Bradford and
a regular contributor to the Journal.

Appendix: The Taylor Rule

Named after Professor John Taylor of
Stanford University in the USA, the Taylor
rule, largely accepted by economists, states
that interest rates should be set at X%, where
X is derived from:

(i) the actual inflation rate A

(ii) the estimated real interest rate for each
country concerned B

(iii) one half of the deviation of underlying
inflation from the target C

(iv) one half of the deviation of actual
output from capacity output (the output
gap) D

The index increased by 49 points over
the 12 months from its January 1999 level.
Three points about the index’s behaviour
merit attention.

(i) The ‘one size fits all’ ECB interest rate
inaugurated on 1st January 1999 was clearly
inappropriate at that time. If all countries
within Euroland were completely con-
verged, the EIRCI would register a zero
value. Consequently the initial 62 level
shows that the eleven participants
possessed very different inflation rates and
output gaps that render any uniform
economic policy across their frontiers
inefficient.

(ii) The index has risen significantly since
January 1999, which demonstrates that
establishing a common currency fails to
guarantee the establishment of a trend
towards convergence between participating
national economies. Thereby a crucial
argument of supporters of closer EU
integration is undermined.

(iii) Why has the EIRCI grown by 76%
since 1st January 1999? Its increase reflects
the following phenomena.

(a) Euroland economies are growing at
substantially different rates. Of the seven
euroland countries that account for around
95% of its GDP, Austria, France, the
Netherlands and Spain are growing faster
than the average, whilst Belgium, Germany

Table One

EIRCI Values 1999–2000

Date EIRCI Value
January 1999 62
July 1999 103
August 1999 102
September 1999 117
October 1999 115
January 2000 111
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Foundation

Research Unit
Briefing

BiE funded by Commission

Business for Sterling (BfS) has leaked a
“strictly private and confidential” memo-
randum detailing the campaign strategy of
Britain in Europe (BiE).

The memorandum shows that the Euro-
pean Movement, of which BiE claim to be
“at the heart”, will be raising money from
the European Commission for “public
information campaigns” and that these
campaigns will be branded BiE.

BfS reports that the document was passed
to them in September 1998 but that, for
unspecified reasons, they waited until now
to make it public.

Soros speaks out on euro’s slide

Georges Soros, the billionaire international
financier, has expressed his fear that the
European Single Currency may continue to
fall and eventually “disintegrate”.

Speaking on the sidelines of a conference
on global economic governance organised
by the Centre for Economic Policy Research
and the Economic and Social Research
Council, the head of the Quantum Fund
recommended that the European Central
Bank (ECB) use some of its 40 billion euro
reserves to support the ailing currency.

The Single Currency rallied very slightly
on the exchanges before a meeting of euro-
zone finance ministers on the 6th/7th of
May, with traders speculating that ministers
might recommend intervention. The
meeting actually gave rise only to a bland
statement expressing incredulity at the
discrepancy between the strong eurozone
economy and the weak performance of its
currency. The statement caused traders,
once again, to sell the euro.

Yet intervention remains possible. In a
statement on the 5th of May Christian
Noyer, the ECB’s Vice President, said that
intervention to support the Single Currency
must not be ruled out. In a perhaps related
move, eurozone finance ministers approved
a plan on the 8th of May affording the ECB
more freedom to draw upon the foreign

exchange reserves of its 11 constituent
national central banks.

French Prime Minister Lionel Jospin has
even hinted that Japan and the US might
help stop the euro’s fall. Jospin called, on the
4th of May,  for a “collective response” from
the world’s major economies to revive the
currency.

In the UK, the president of the TUC, John
Monks, has urged the Chancellor to use the
£22 billion generated by the auction of
mobile phone licences to buy euros in an
attempt to weaken the pound and thereby
ease pressure upon exporters. The Guardian
newspaper has also called on the Govern-
ment to intervene in this way. The Govern-
ment itself has ruled out such action,
describing £22 billion as “a drop in the
ocean” compared with the massive currency
flows on the foreign exchange markets.

The Treasury did in fact recently pur-
chase euros to replace part of its gold
reserves and, in doing so, has seen the value
of its reserves depreciate by approximately
£40 million at the time of writing.

There remains, though, a little-explored
alternative to buying euros as a means of
weakening the pound. Christopher Huhne,
MEP, spelt out this alternative in a recent
letter to The Economist in which he called
for the Government to build up foreign-
exchange reserves and offset the monetary
effects of doing so by issuing sterling debt.
This ‘sterilised intervention’ has been
practised in the past by the US Federal
Reserve and Germany’s Bundesbank with
some success, but the strategy failed in
Japan.

Mr Huhne further argued that “if
sterilised intervention was conducted
against the dollar, the interest carry cost of
the new sterling bond issuance would be
lower than the revenue from the US
Treasury bond investments, making a profit
for the Chancellor.”

Ireland’s boom nears painful end

Data released in Ireland over the past
month indicates an imminent ‘hard landing’
for an economy that, between 1994 and
1998, grew at an average 8% per year.

Retail sales for January were up 17% on
the previous year, despite the weak euro
inflating the cost of non-eurozone imports.
The weakness of the euro has further
encouraged massive investment by Ameri-
can firms taking advantage of economic
inducements including, at 24%, one of the
lowest headline rates of corporation tax in
Europe.

The general 17% rise in retail sales was
itself dwarfed by the rise in car registrations,
up in January–February by 49% on the
previous year. By just the third quarter of
1999 house prices had risen 22%, having
already risen 31% in 1998.

Inside the eurozone, Ireland is unable to
raise interest rates to cool its economy.
Ireland’s overheating is considered too
peripheral a problem by the European
Central Bank to warrant a Europe-wide rate
rise.

Ireland’s economic problems are com-
pounded by the demands of public sector
workers to keep pace with average earnings
– average earnings that, in the year to
March, rose 5.5%. Transport workers struck
recently demanding a 20% pay increase,
and more strike action is planned.

Germany to phase out military service

A commission headed by former German
President Richard von Weizsäcker has
recommended that Germany’s 320,000-
strong army be professionalised, a move
backed by President  Gerhardt Shröder.

Any such move would, however, end the
army’s post-war image of ‘citizens in
uniform’ – an image prized in Germany
following the rôle of Hitler’s Wehrmacht as
an arm of the executive.

The Weizsäcker Commission’s other
recommendations include cutting the
overall size of the army, known as the
Bundeswehr, from 320,000 to 240,000;
reducing the number of bureaucrats from
80,000 to 40,000; and, as a prelude to ending
military service altogether, reducing the
number of conscripts from 134,000 to
30,000. The remaining 30,000 conscripts,
the Commission proposes, should be select-
ed by lottery and receive an unspecified pay
rise.

The opposition Christian Democrat
Party has vowed to do all in its power to
oppose implementation of the Weizsäcker
Commission’s recommendations.

Pressure to professionalise the Bundes-
wher came from, amongst other sources,
Nato and UN planners concerned that
under current arrangements Germany
earmarks only 50,000 troops for crisis
deployment. Whilst the overall size of the
army will fall by 80,000, the number of
troops earmarked for crisis deployment will
rise to 140,000.

If enacted, the Weizsäcker recommend-
ations would bring Germany more in to line
with the UK, which has a fully professional
army, and with France, which last year
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announced its decision to phase out
military service altogether.

President Shröder’s enthusiasm for a
professional army follows comments last
year by President Chirac that the UK’s (fully
professional) armed forces were the model
by which France’s own should be reformed.

Speaking to the Süddeutsche Zeitung
Germany’s Defence Minister, Rudolf Schar-
ping, was less complementary about UK
forces. Mr Scharping said: “[e]veryone will
ask themselves whether we should oblige
ourselves to repeat the bad experiences of
other coutnries with professional armies.
Should we do the same as Britain and give
criminal ascenders the option to serve in
the army rather than go to prison?”

New powers to suspend parties

The European Parliament’s Constitutional
Affairs Committee (CAC) has recom-
mended that the forthcoming Treaty of Nice
include a provision to strengthen the ability
of the European Union to suspend political
parties.

Section 5:2 of the CAC proposals states
that:

“[p]arties may be the subject of
suspension proceedings in the Court of
Justice of the European Communities at
the request of the Commission after
consulting Parliament (European) and
the Council; the suspension measures
that may be taken pursuant to this
article will be under procedure laid
down in Article 251 of the Treaty.”

IFS recommends single corporate tax

The Institute for Fiscal Studies (IFS), an
economic think-tank, has recommended
that a single rate of corporation tax be
levied across Europe to stop what some
have dubbed ‘unfair’ tax competition
between countries.

The IFS’s principal argument is that “[t]o
the extent that investment is attracted by
[the] promise of low tax charges rather than
low production costs, production will be
less efficient as a result.”

The IFS also argues that a unified
corporate tax rate in Europe would increase
government revenue as “[i]t may be
possible for co-operation between Euro-
pean countries to sustain a significantly
higher tax rate than those that would be
chosen in the absence of co-ordination.”

Contradicting this argument is that fact
that, as Times business correspondent Lea
Paterson pointed out (12th May), any such
higher rate would leave Europe open to tax

competition from the rest of the world,
reducing overall corporation tax revenue as
firms choose to locate outside Europe.

The IFS describes the possibility of a
unified corporation tax rate in Europe as
“remote”. It also rejects claims that
corporation tax revenues have fallen in
recent years, arguing that improved levels of
business profitability and a widening of the
tax base have increased corporate tax
revenues significantly.

EU measure threatens Post Office

Proposals to be presented to the European
Commission later this month are expected
to call for an end by 2003 to the monopoly
status enjoyed by postal services on the
delivery of letters under 50 grammes.

The Royal Mail currently enjoys a
monopoly on the delivery of letters under
350 grammes. The Government has in past
statements declared its support for that
weight to be reduced to no lower than 150
grammes, suggesting that it will oppose the
far more radical EU proposals.

German Foreign Minister demands
faster integration

Speaking at the Humboldt University in
Berlin on the 12th of May, Germany’s
Foreign Minister, Joschka Fisher, has
expressed exasperation with the current
pace of European integration and has called
for a Franco-German-led “European Feder-
ation”.

In a speech entitled “From Confederacy
to Federation: Thoughts on the Finality of
European Integration”,  Mr Fisher set out
his desire to see “European government
which really does exercise power within the
Federation.” The “finality” of European
integration required “nothing less than a
[sovereign] European Parliament”, he
insisted.

Downing Street took the unusual step of
responding to the Foreign Minister’s
remarks, issuing a statement claiming that
they were made in a personal capacity and
were not the official view of the German
Government. Downing Street’s statement
was undermined, however, by Mr Fischer’s
admission that his speech had been vetted
by President Schröder.

Speaking on Radio 4’s Today programme
on the 16th of April, European Com-
missioner Mario Monti supported a
qualified version of Mr Fischer’s comments,
expressing his wish that the EU be further
integrated by Member States acting in
unison.

Poland’s Foreign Minister, Bronislaw
Geremek, attacked Mr Fisher’s comments,
stating that “this proposal is opposite to the
way of thinking of candidate states who
have just refound their independence and
their sovereignty. Neither does it coincide
with the ambitions of Britain or Scandin-
avian countries.”

An abridged version of Mr Fishcer’s
speech is reprinted on page 16.

Worsening trade deficit

The Institute for Manufacturing published a
report on the 15th of May forecasting that
the UK’s trade deficit in manufactured
goods would rise from £20.2 billion in 1999
to £27.4 billion in 2000 (the deficit in 1998
was £14.2 billion). The Institute identified
“the strength of sterling” as the chief cause
of the increase.

Welsh Windfall

Wales has been granted European Objective
1 funding worth £204 million over the next
six years. The stated purpose of the grant is
to help create 50,000 new jobs by aiding the
establishment of 43,000 new firms and by
encouraging 14,000 extant ones.

French Assembly passes positive
discrimination

By an overwhelming majority, the French
National Assembly voted on the 3rd of May
to impose quotas ensuring equal represent-
ation for women in elected politics. The
legislation requires that equal numbers of
men and women, within a margin of 2%, are
fielded in all public elections in France.

The legislation was enacted in response to
the small percentage of women in France’s
public life. Only 10.9% of National As-
sembly members are female, as are just 5.6%
of Senators. France has a lower number of
women in parliament than any other state
in the European Union with the exception
of Greece.
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Dissecting The European Dream: Part II
Personality Parade

by Stuart Jackson
1. Lord Jenkins of Hillhead:

Man or Myth?

No discussion of the European Union
would be complete without a reference to
Lord Jenkins’s place in it. His autobiography,
A Life At The Centre, is essential reading for
anyone intent on understanding post-
Second World War Britain and Europe. It is
beautifully written (or must seem so to
readers whose literary tastes run to the
mannered and the ornate) and it is full of
illuminating detail on the history of the
times. Most of all, it is audacious.

Lord Jenkins, once having formulated an
objective, never rests until it has been
attained. The chief of his objectives was that
Europe should unite and that the UK should
be drawn into that union. People, parties
and institutions were viewed by him as
necessary instruments in the pursuit of the
chosen goal; and as such were to be used,
allied with or abandoned as the occasion
required.

In a sense, Lord Jenkins is not a man at all,
nor even a myth, but rather a phenomenon
that has existed at all times. Dickens
portrayed him in the character of Mr
Podsnap (‘Mr Podsnap was quite satisfied
and could never understand why everybody
else was not quite satisfied.’); as did Gilbert
in the character of Pooh Bah, the Lord High
Everything (‘I was born sneering’).

Lord Jenkins lived and breathed long
before his official birth in 1920. The vital
spark that Mrs Jenkins imparted to the
infant prodigy was but the confirmation of
a pre-existing fact.

Lord Jenkins will continue to exist after
the grim reaper has snatched him from us.
In the meantime, we all must wish him a
long and fulfilled life, though preferably a
quiescent one.

2. Shirley Williams: Heartbreak Averted

In the early 1970s, the UK negotiated entry
into the Common Market, as it was then
known. In 1975, a referendum was held to
decide whether we should stay in or come
out. By a vote of 2:1, the verdict was that the
UK should remain inside the Common
Market.

During the campaign that preceded the
vote, Shirley Williams expressed the opin-
ion that Britain would break its heart if it
were denied a place on the world stage.

Seemingly, the signindicating the world
stage pointed towards Europe, not away
from it.

When people use metaphors, particularly
metaphors within metaphors, it is often
difficult to know what they are trying to
convey. In her case, there is no such
difficulty. Echoing Elvis Presley, she in effect
urged the British electorate to ‘follow that
dream’, by which she meant the European
dream.

3. Edward Heath as Colonel Blimp

The connection between Sir Edward Heath
and the cartoonist Low’s creation, Colonel
Blimp, has not been widely remarked.
Colonel Blimp was mesmerised by the
military experiences of his youth. He was
the archetype of the breed of retired army
officers who allegedly prefaced their
anecdotes with the phrase : ‘When I was in
Poona’.

Likewise, Sir Edward’s world view seems
fixated on his experiences during the
Second World War and the years
immediately before and after. He is at his
happiest when he is able to introduce his
remarks with some such statement as : ‘Soon
after the war ended, I resolved …’ The gist
of what he did resolve was that Europe
should unite.

4. Heseltine: How the History Man went
On The Road

After resigning from the Thatcher Cabinet
over Westland, Michael Heseltine embarked
on a national tour, known unkindly as the
rubber chicken circuit. His theme was the
progress of the British Isles from tribes to
the amalgamation of tribes to the Wars of
the Roses to the Act of Union to absorption
into the European Union. Though it was
weak on historical accuracy, it made for a
lively narrative.

More recently, he has advocated the euro
as the UK’s destiny. As Mel Brooks would
put it, Michael Heseltine is married to the
dream.

5. Chris Patten Drops In On Belfast

Internationalism and Europhilia have come
together in an effort to unravel the political
complexity that is Northern Ireland. Princes
from various parts of the globe have flown
in and flown out again, dispensing their
prescriptions as they go: among them

President Bill Clinton and Senator George
Mitchell from the USA, General John de
Chasterlain from Canada and Chris Patten
from Brussels. Fresh from his triumphs in
Hong Kong, if they may be so described,
and recently anointed as a Commissioner of
the European Union, the latter manages to
convey the impression that the task allotted
to him, to review policing in Northern
Ireland, is the kind of conundrum he is
accustomed to solving on a few spare
afternoons when there is nothing more
pressing at hand to claim his attention.

An oddity about these arrangements is
that they are never reciprocal. There is no
demand for anyone in Northern Ireland to
investigate racial tensions in the USA, nor
any mention that Sir Ronnie Flanagan
might, if asked nicely, be willing to review
policing policy in Canada. The inquiries
and recommendations are always one-way.

6. Blair Stood the Wind for France

Soon after the 1997 general election, Tony
Blair was summoned to the French capital
to receive a hero’s welcome. Neglectful of
the fact that English is a universal language,
the Prime Minister chose to deliver his
harangue in the local tongue. His aim, was
to be fraternal and, to use a modern
expression, outreaching. No doubt the
audience were thrilled to hear a senior
Anglo-Saxon politician address them in
their native patois, or what passes for it
when the speaker is relying on the French he
has picked up at school.

Back home, his performance was less well
received. The word went out that the Prime
Minister is a dreamer of dreams and that the
dream he is dreaming is the European
dream.

7. Hail and Farewell

The persons referred to are grand persons.
The dream they are peddling is a grand
dream. Modest they are not.

Pride goeth before a fall, warns the
proverb. Hubris is followed by nemesis,
cautioned the ancient Greeks. “Why does
everybody call me big-head?”, asks Max
Bygraves.

A market researcher by profession, Stuart
Jackson has been a frequent contributor to
the Journal. This article continues Stuart’s
trilogy.
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Rousseau’s Social Contract
John Tate argues that Jean-Jacques Rousseau’s immense philosophical

legacy to Europe was, whilst progressive, not democratic.
Introduction

To understand important aspects of
continental European politics, and so of the
European Union, one must understand
something of the political theory and
influence of Jean-Jacques Rousseau and, in
particular, his concept of the “general will”.
In this article I will argue that Rousseau’s
philosophical legacy, whilst it is in
important respects progressive, is not on
balance a force for democracy.

In the opening rhetoric of the Social
Contract Rousseau identifies liberty as the
supreme political value. “Man was born
free”, writes Rousseau, “and he is every-
where in chains.” Having begun by
emphasising liberty, he proceeds to qualify it
roundly, placing instead far greater
emphasis upon equality. Since Rousseau,
European politics in general and French
politics in particular have to varying degrees
embodied this contradiction: emphasising
liberty, yet qualifying it heavily in the
pursuit of equality. Under the intellectual
influence of Rousseau and his interpreters,
continental Europe has since the French
Revolution often struck a different balance
between individual liberty and social co-
operation than has the United Kingdom.

 The tradition of the strong state in
continental Europe is of course older
than Rousseau, going back at least as far
as the absolute monarchs who once
personified them. Rousseau’s contribution
was to clothe the state with a new philo-
sophical justification that has informed the
governance of continental Europe ever
since: the imposition of the general will.
Concerns for the erosion of individual
liberty by the state could henceforth be
answered in the manner of Rousseau’s claim
that by giving oneself to all, one gives
oneself to no one – that the state is the
embodiment of us all and works to
implement a common good that, whilst it
may not always be obvious to us, is in fact
what we desire. The properly constituted
state, argued Rousseau, allows its citizens
“independence through dependence”.

Contemporary echoes of this view are
ubiquitous in European politics and range
from French Presidents claiming their
society to be “indivisible” to the following
statements by the President of the European
Commission, Romano Prodi:

[Europeans’] common interests and
objectives are best served by a common
approach and common means. [T]here
is hardly any sector of social and
economic activity not affected by
policy and legislation where authorities
in the Member States are not part and
parcel of European governance. [M]ost
people believe national and European
policies are worlds apart and all is
blurred within the abstract notion of
Brussels. But the truth is that Brussels is
all of us. (“Strategic Objectives 2000–
2005: Shaping the New Europe”)

What follows is an account of the Social
Contract in which concepts will be
examined and criticised that have been of
capital importance to the way in which
continental European politics, from the
Code Napoleon to the European Union, has
developed. Hereon in this article I will
refrain from drawing parallels between
Rousseau’s thought and contemporary
European politics. I will instead confine
myself to demonstrating that Rousseau’s
philosophy, and in particular his notion of
the general will is not, on balance, a force for
democracy.

Understanding Rousseau

The problem of how to reconcile individual
liberty with social co-operation concerned
Rousseau greatly and, to this end, he devised
the Social Contract (reference ‘SC’, Pen-
guin). Seeking a more amicable solution
to the problem than Thomas Hobbes’
Leviathan, Rousseau set out the essence of
the social contract thus:

[t]he total alienation of each associate,
together with his rights, to the whole
community; for, in the first place, as
each gives himself absolutely, the
conditions are the same for all; and this
being so, no one has any interest in
making them burdensome to others.
(SC/p. 60)

Like Hobbes and John Locke, Rousseau
argued that consent was the only basis on
which to establish legitimate government.
Unlike Hobbes and Locke, he thought that
the transferring of one’s natural rights to the
sovereign should be total – the sovereign,
for Rousseau, being the communityin its
collective, legislative capacity. (Hobbes
allowed citizens to retain, if nothing else,

“the fundamental right of nature”: the right
to life.) Were individuals to claim certain
rights, held Rousseau, a situation akin to the
partiality problem in the Lockean state of
nature would occur: people coming to
bypass the “common superior” in an
attempt to judge their own case and thus
“the association would necessarily become
inoperative or tyrannical”. (SC/p. 61)

This danger, for Rousseau, necessitates
the total recission of the natural rights held
dear by both Hobbes and Locke. The need
to hold rights independently of the state is
obviated for, since the sovereign is formed
of the individuals it commands, it can
possess no interest contrary to their own.
“[T]he Sovereign, merely by virtue of what
it is, is always what it should be.” (SC/p. 63)
This pronouncement is misleading to the
reader who does not note Rousseau’s
peculiar use of terms. Constituting the
masses in their collective and legislative
capacity, “the sovereign” retains an almost
metaphysical quality: not fully embodied in
any of the physical organs of state. The
government, on the other hand, is charged
solely with the execution of the sovereign’s
will. Its mode of organisation is of second-
ary importance to Rousseau, so long as it
remains true to the wishes of the sovereign.
The actions of the sovereign, meanwhile,
are determined solely by what is in the
“general will”. As the declaration hailing the
French Revolution states, “[L]aw is the
expression of the general will.”

The concept of a general will, as opposed
to a social contract itself, is Rousseau’s core
political idea and is at once both important
and sibylline. Whilst a declaration of the
general will by the sovereign is law, the
general will should not to be confused with
majority rule or with “the will of all”, for
Rousseau saw these as resulting in
government by the sum of people’s selfish
desires. The general will is instead described
as the ‘net will’ (my phrase) of the entire
body politic.

Rousseau is unclear as to how the general
will is to be discovered. His most specific
advice on the subject is that:

[i]f, when the people, being furnished
with adequate information, held its
deliberations, the citizen had no
communication one with another, the
grand total of small differences would
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always give the general will and the
decision would always be good. (SC/p.
73)

Rousseau’s idea is that our will is composed
of three divergent elements: that exclusive to
ourselves; that we share with an immediate
group or groups; and that we share with
every other member of society. In
highlighting the conflicting nature of man’s
will Rousseau was reflecting the long-held
Judaeo–Christian notion that, whilst men
may know God’s laws, they do not always
obey them. Momentous, however, was
Rousseau’s ascription of this phenomenon
to social causes. He argued that the
conflicting nature of man’s will was not
inescapable, but the result of flaws in a
society in which citizens were rendered at
odds with one another by the “chains” of
both moral and material dependence.
(Rousseau was anticipating here the con-
cept of man being estranged or alienated
from society; concepts that become central
to the works of Hegel and Marx.)

Whilst Christianity attributed man’s
conflicting wills to an irreversible fall from
grace, Rousseau offered a solution by which
they might be made to converge: a radical
reconstruction of society along the lines of
the Social Contract. Rousseau’s ultimate aim
was that man achieve “moral autonomy” via
the fusion of will and law. The instrument of
this fusion was, for Rousseau, the general
will.

To promote the general will’s efficacy,
Rousseau thought that all intermediary
associations between the state and society
should be abolished since they harbour
particular, selfish wills. “Each individual
should think only his own thoughts: which
was indeed the sublime and unique system
established by the great Lycurges.” (SC/p.
73) Rousseau’s requirement is extremely
demanding, involving no less than the
disbanding of all “partial societies”.

As the intellectual spine of the French
Revolution, Rousseau’s work underpinned
the Le Chapelier law enacted in its after-
math to ban an all ‘partial societies’. The law
was a complete rejection of Edmund Burke’s
argument that such groups offer vital
insulation between the state and its citizens.
For most of its post-Revolution history,
French society remained one in which all
trade, professional, and other such organis-
ations had to be granted state charters even
to exist.

One might object that to divest society of
all intermediate organisations between the
state and society would be to render

One’s rôle in determining the general will
would not in such a society be rendered
anonymous or marginal, but immediately
efficacious.

In what reads as an ameliorative after-
thought, Rousseau adds that if “partial
societies” are to exist then they should do so
in great number, such that their particular
wills may cancel one another out. The idea
that a plurality of associations would drown
in a sea of their own voices is dubious,
however. Contrary to the insistence of the
early pluralists such as Robert Dahl and
Nelson Polsby, cumulative inequalities in
plural societies often cause a minority of
associations to hold sway at the expense of
others. Thus, the great number of groups
may not render them any less of a challenge
to government. (See, for example, Samuel
Beer and Anthony King on 1970s Britain,
depicting the British state as a “pitiful giant”
in the face of interest group pressure.)

As an extension of his belief that
associations sharing particular wills corrupt
the general will, Rousseau acknowledges
that government may itself become the
most corrupting of all such associations.
Indeed, like any other citizen the member of
government has three wills that he must
juggle: his own, that of his cadre/party, and
the general will. It is an unhappy fact that, in
the words of Bertrand Russell, “these three
should form a crescendo, but in fact form a
diminuendo.” (A History of Western
Philosophy, 1962, p. 673.) In Rousseau’s
words: “[e]verything conspires to take away
from a man who is set in authority over
others the sense of justice and reason.”
(Ibid., p. 673) Rousseau’s answer to this
problem is that the general will be defended
by continuous, mass efficacy in the affairs of
government – that in a well ordered society

people would “fly to the assemblies”. For
this reason the general will can not be
expressed via representation, for represent-
atives are liable to corrupt it. (Whilst
Montesquieu admired the representative
system in England, Rousseau described the
English as free only at election time.)

In order that a high rate of political
participation be sustained, Rousseau
argued that some form of civil religion be
promoted within society. Implications we
can draw from this argument range from
the generally acknowledged notion in
political sociology that all societies depend
for their cohesion upon some form of civic
spirit, to those that carry more exclusive,
even chilling overtones.Rousseau’s belief
that breaches of the civil religion should be
punished by death lends weight to the latter
interpretation.

A critical element of Rousseau’s thought
is his infamous assertion that whosoever
refuses to obey the general will shall be
forced to do so: “this involves nothing less
than he will be forced to be free”. This
startling oxymoron comes as a result of
Rousseau’s conviction that individuals
subject to the general will may still retain
particular, selfish wills. By dint of the
constitutional arrangement, all such wills
are unjust – tantamount, writes Rousseau,
to claiming all the advantages of citizenship
while refusing to accept its concomitant
obligations. ‘Rogue willers’ (my phrase)
must be compelled to once more legislate
for themselves via an enforced obedience to
the general will. This, for Rousseau,
amounts to “moral liberty”.

The most potent criticism of Rousseau’s
theory of the general will concerns his
insistence that a convergence of individual
wills produces a rightful will. He makes the
unwarranted assumption that conflicting
individual wills are of necessity conflicting
private wills and that all wills in relation to
general ends are, in fact, in agreement.
Conversely, it is reasonable to assume that
conflicting individual wills often have their
origins in concerns beyond the private and
may be based instead on differing
conceptions of general ends. Such was
Rousseau’s preoccupation with state unity
that he discounted the pluralist eventuality
out-of-hand, however, regarding it only as
the result of error in determining the
general will.

What Rousseau fails to appreciate is that
shared core beliefs, as inspired by his notion
of the civil religion, do not necessarily
render political plurality a threat to unity.

In order that a high rate
of political participation
be sustained, Rousseau
argued that some form

of civil religion be
promoted within society

individuals, save for their tiny rôle at
election time, completely at the mercy of the
state. This objection is in part answered by
Rousseau’s insistence in Book III that his
system apply only to small states in which
everyone is known to all and in which,
consequently, direct democracy is feasible.
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Pluralism may amount to little more than a
collection of divergent opinions concerning
the meaning and interpretation of shared
beliefs. The United States is exegetic in this
regard, for whilst the core elements of its
‘civil religion’ are remarkably distinct, its
public politics remain extravagantly plural-
ist. F. M. Barnard sums up this dilemma in
Rousseau:

[p]lurality in the understanding of
generality is definitionally excluded.
What ever plurality rears its head is
explained away as self-deception or
fraud[.] It apparently never occurred to
Rousseau that he could be misguided
in demanding so monistic an expres-
sion of general willing. (Self-Direction
& Political Legitimacy, 1988, pp. 88–89)

Equally problematic is that the general will
finds expression only via that most shadowy
of figures, the “lawgiver”. The lawgiver
construct is a result of Rousseau’s belief that
whilst people may will the good, they do not
always see it. He defines the lawgiver’s rôle
as one of uniting men’s understanding with
their will – overcoming the dilemma of how
individuals, motivated by a multitude of
particular wills, may unite in an
uncorrupted political society. In short, the
lawgiver serves to ease the transition from
natural freedom to “moral liberty”, requir-
ing no less than that he change human
nature.

Who or what the lawgiver should be is
barely addressed by Rousseau, save for the
identification of some of the attributes any
applicant for the post should possess. He
must, says Rousseau, be a “superior intelli-
gence … who understands the passions of
men without feeling any.” (SC/p. 84)

Rousseau’s latter criterion reflects the widely
held belief of his time that passions corrupt
truth and that reason alone is to be trusted.

The danger, of course, is that the unique
insight into the workings of the general will
attributed to the lawgiver may be claimed
and misused by a variety of undesirables,
from Robespierre to Le Pen. Moreover, if the
lawgiver is to be a “superior intelligence” it is
unclear how he is to be kept in check by a
political system composed of mere mortals.
Rousseau’s answer may be to claim that an
advocate of the general will – of all that is in
the public interest – does not need to be
kept in check. How society is to validate the
credentials of such an advocate is, however,
unclear.

Conclusion

Rousseau’s core belief is that if society could
be arranged such that it was governed by the
general will, then everyone would be free in
an ultimate, moral sense. His notion of the
general will forces us to consider the extent
to which our wills are divergent due simply
to the nature of society, rather than to core
value differences between us. Problems
arise in that citizens are not in Rousseau’s
scheme asked what they want, so much as
what they believe to be in the general will.
Rousseau’s theory lacks therefore a core
element of democracy: providing not for
rule by the people, so much as obedience by
the people to what they believe to be in the
public good.

Rousseau speaks to this concern with his
argument that, through the civil religion
and the re-educational efforts of the
lawgiver, men’s general and individual wills
might converge and be codified in law. Were

this convergence achieved citizens would,
by obeying what they believe to be in the
public good, be obeying both themselves
and the law.

This response is inadequate, however, for
under Rousseau’s scheme citizens would not
be obeying themselves, so much as
reconstituted versions of themselves. At the
beginning of the Social Contract Rousseau
promises that, in his project to liberate us
from the “chains” of society, he will “take
men as they are and laws as they might be.”
The terms of his resultant theory, though,
hardly take men as they are – requiring
instead that each man be “stripped of his
own powers”, “given new powers which are
external to him” that “he cannot use without
the help of others”.

The general will is presented by Rousseau
as an inner truth to which we, as individuals,
have no access (SC/p. 85). To be governed
by it, then, would be tantamount to putting
ourselves on collective and legislative auto-
pilot. A person is not, after all, considered
free when a slave to his own passions, for he
did not will their creation. Passions exist
despite rather than because of the conscious
choices we make. To be governed by them is,
like following the general will, to forsake
conscious self-determination in favour of
following an inner truth over which one has
little or no control. If all that is required of a
political system is that it extracts and forces
us to obey such truth, democracy has little
place.

John Tate is Head of Research at the
European Foundation.

… news in brief
Moldavia wants to join too

Politicians from across the political spectrum in the former Soviet
republic of Moldavia have signed a declaration announcing their
intention to apply for EU membership. [Radio Free Europe, Moldavian
service news broadcast, 12th May 2000]

Austrians get shirty
The Austrian Chancellor, Wolfgang Schüssel, has criticised the 14 EU
member states for their bilateral boycott of his government. “The idea of
a partnership in Europe excludes the notion of a diktat from outside as
to what an Austrian government should look like.” At a ceremony to
mark the 45th anniversary of the Austria treaty under which Soviet
troops withdrew from the country, Mr Schüssel called on the other EU
states to “break the blockade”. He also called on the SPD and Green
opposition to campaign for an end to the boycott with their party
parties abroad. He also defended his decision to form a government
with the Freedom Party of Austria, saying that with all the will in the
world the 30 year-old coalition between Social Democrats and Christian

Democrats had simply come to an end and there was nothing anyone
could have done to revive it. [Frankfruter Allgemeine Zeitung, 16th May
2000]

Polish president criticises EU for “short-sightedness”
The President of Poland, the Communist Alexander Kwasniewski, has
attacked the EU for so far failing to grasp its historic challenge of
bringing the countries of Eastern Europe into the fold. Speaking on the
occasion of celebrations to mark the 50th anniversary of the Schuman
declaration, Mr Kwasniewski said that Schuman’s vision of a unified
Europe was being impeded by “short-sightedness and selfishness.” He
also voiced implied criticism of Mr Fischer’s plans for a two-speed
Europe, saying that any plans to have one Europe for rich countries and
another for the poor would “create a new dividing line on the
Continent”. The president’s remarks come against the background of a
sharp rise in Eurosceptic feeling in Poland, especially as the farmers’
protest movement led by Andrzej Lepper gathers momentum and as
ordinary Poles are outraged by the EU’s actions against Austria. [Radio
Free Europe Newsline, 15th May 2000]
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“From Confederacy to Federation
- Thoughts on the finality of European integration”

This speech was made by Joschka Fischer, Germany’s Foreign Minister, on the 12th of May at
the Humboldt University in Berlin. The speech was vetted by President Gerhard Schröder,

contradicting Downing Street’s claim that it did not reflect the view of the German Government
(see page 11). Mr Fischer’s speech adds to the arguments contained in the pamphlet by our
Chairman, Bill Cash, entitled British and German National Interests (September 1998).

F
ifty years on, Europe, the process of
European integration, is probably the

biggest political challenge facing the states
and peoples involved, because its success or
failure, indeed even just the stagnation of
this process of integration, will be of crucial
importance to the future of each and every
one of us, but especially to the future of the
young generation. And it is this process of
European integration that is now being
called into question by many people; it is
viewed as a bureaucratic affair run by a
faceless, soulless Eurocracy in Brussels – at
best boring, at worst dangerous…

 In Maastricht one of the three essential
sovereign rights of the modern nation-state
– currency, internal security and external
security – was for the first time transferred
to the sole responsibility of a European
institution. The introduction of the euro
was not only the crowning-point of eco-
nomic integration, it was also a profoundly
political act, because a currency is not just
another economic factor but also
symbolizes the power of the sovereign who
guarantees it. A tension has emerged be-
tween the communitarization of economy
and currency on the one hand and the lack
of political and democratic structures on
the other, a tension which might lead to
crises within the EU if we do not take
productive steps to make good the shortfall
in political integration and democracy, thus
completing the process of integration.

The European Council in Tampere
marked the beginning of a new far-reaching
integration project, namely the develop-
ment of a common area of justice and
internal security, making the Europe of the
citizens a tangible reality. But there is even
more to this new integration project:
common laws can be a highly integrative
force.

It was not least the war in Kosovo that
prompted the European states to take
further steps to strengthen their joint
capacity for action on foreign policy,
agreeing in Cologne and Helsinki on a new
goal: the development of a Common

Security and Defence Policy. With this the
Union has taken the next step following the
euro. For how in the long term can it be
justified that countries inextricably linked
by monetary union and by economic and
political realities do not also face up
together to external threats and together
maintain their security?

Agreement was also reached in Helsinki
on a concrete plan for the enlargement of
the EU. With these agreements the external
borders of the future EU are already
emerging. It is foreseeable that the
European Union will have 27, 30 or even
more members at the end of the enlarge-
ment process, almost as many as the CSCE
at its inception… Enlargement will render
imperative a fundamental reform of the
European institutions. Just what would a
European Council with thirty heads of state
and government be like? Thirty presi-
dencies? How long will Council meetings
actually last? Days, maybe even weeks? How,
with the system of institutions that exists
today, are thirty states supposed to balance
interests, take decisions and then actually
act? How can one prevent the EU from
becoming utterly intransparent, comprom-
ises from becoming stranger and more
incomprehensible, and the citizens’
acceptance of the EU from eventually
hitting rock bottom?

Question upon question, but there is a
very simple answer: the transition from a
union of states to full parliamentarization
as a European Federation, something
Robert Schuman demanded 50 years ago.
And that means nothing less than a
European Parliament and a European
government which really do exercise
legislative and executive power within the
Federation. This Federation will have to be
based on a constituent treaty… A European
Parliament must therefore always represent
two things: a Europe of the nation-states
and a Europe of the citizens. This will only
be possible if this European Parliament
actually brings together the different
national political élites and then also the

different national publics. In my opinion,
this can be done if the European Parliament
has two chambers. One will be for elected
members who are also members of their
national parliaments. Thus there will be no
clash between national parliaments and the
European parliament, between the nation-
state and Europe. For the second chamber a
decision will have to be made between the
Senate model, with directly-elected senators
from the member states, and a chamber of
states along the lines of Germany’s
Bundesrat. In the United States, every state
elects two senators; in our Bundesrat, in
contrast, there are different numbers of
votes.

Similarly, there are two options for the
European executive, or government. Either
one can decide in favour of developing
the European Council into a European
government, i.e. the European government
is formed from the national governments,
or – taking the existing Commission
structure as a starting-point – one can opt
for the direct election of a president with
far-reaching executive powers. But there
are also various other possibilities between
these two poles… The division of
sovereignty between the Union and the
nation-states requires a constituent treaty
which lays down what is to be regulated at
European level and what has still to be
regulated at national level. The majority of
regulations at EU level are in part the result
of inductive communitarization as per the
‘Monnet method’ and an expression of
inter-state compromise within today’s EU.
There should be a clear definition of the
competences of the Union and the nation-
states respectively in a European
constituent treaty, with core sovereignties
and matters which absolutely have to be
regulated at European level being the
domain of the Federation, whereas every-
thing else would remain the responsibility
of the nation-states. This would be a lean
European Federation, but one capable of
action, fully sovereign yet based on self-
confident nation-states, and it would also be
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a Union which the citizens could under-
stand, because it would have made good its
shortfall on democracy…

These three reforms – the solution of the
democracy problem and the need for
fundamental reordering of competences
both horizontally, i.e. among the European
institutions, and vertically, i.e. between
Europe, the nation-state and the regions –
will only be able to succeed if Europe is
established anew with a constitution. In
other words: through the realization of the
project of a European constitution centred
around basic, human and civil rights, an
equal division of powers between the
European institutions and a precise
delineation between European and nation-
state level. The main axis for such a
European constitution will be the relation-
ship between the Federation and the
nation-state. Let me not be misunderstood:
this has nothing whatsoever to do with a
return to renationalisation, quite the
contrary…

The question which is becoming more
and more urgent today is this: can this
vision of a Federation be achieved through
the existing method of integration, or must
this method itself, the central element of the
integration process to date, be cast into
doubt? In the past, European integration
was based on the ‘Monnet method’ with its
communitarization approach in European
institutions and policy. This gradual process
of integration, with no blueprint for the
final state, was conceived in the 1950s for
the economic integration of a small group
of countries. Successful as it was in that
scenario, this approach has proved to be of
only limited use for the political integration
and democratization of Europe. Where it
was not possible for all EU members to
move ahead, smaller groups of countries of
varying composition took the lead, as was
the case with Economic and Monetary
Union and with Schengen… That is why

European Community, should conclude a
‘treaty within the treaty’ with a view to
making far-reaching reforms in the
European institutions. Schmidt and
Giscard’s ideas are in a similar vein, though
they place the Euro-11 states at the centre,
rather than just the six founding states. As
early as 1994 Karl Lamers and Wolfgang
Schäuble proposed the creation of a ‘core
Europe’, but it was stillborn, as it were,
because it presupposed an exclusive, closed
‘core’, even omitting the founding state Italy,
rather than a magnet of integration open to
all…

One thing at least is certain: no European
project will succeed in future either without
the closest Franco–German co-operation…
One possible interim step on the road to
completing political integration could then
later be the formation of a centre of gravity.
Such a group of states would conclude a new

European framework treaty, the nucleus of a
constitution of the Federation. On the basis
of this treaty, the Federation would develop
its own institutions, establish a government
which within the EU should speak with one
voice on behalf of the members of the group
on as many issues as possible, a strong
parliament and a directly elected president.
Such a centre of gravity would have to be
the avant-garde, the driving force for the
completion of political integration and
should from the start comprise all the
elements of the future federation. I am
certainly aware of the institutional
problems with regard to the current EU that
such a centre of gravity would entail. That is
why it would be critically important to
ensure that the EU acquis is not jeopardized,
that the union is not divided and the bond
holding it together are not damaged, either
in political or in legal terms. Mechanisms
would have to be developed which permit
the members of the centre of gravity to co-
operate smoothly with others in the larger
EU…

The last step will then be completion of
integration in a European Federation. Let’s
not misunderstand each other: closer co-
operation does not automatically lead to
full integration, either by the centre of
gravity or straight away by the majority of
members. Initially, enhanced co-operation
means nothing more than increased
intergovernmentalization under pressure
from the facts and the shortcomings of the
‘Monnet Method’. The steps towards a
constituent treaty – and exactly that will be
the precondition for full integration –
require a deliberate political act to re-
establish Europe…

The Journal thanks Anthony Coughlan
for forwarding this translation of Fischer’s
speech. Anthony Coughlan is a member of the
International Advisory Board.

Jacques Delors, Helmut Schmidt and Valéry
Giscard d’Estaing have recently tried to find
new answers to this dilemma. Delors’ idea
is that a “federation of nation-states”,
comprising the six founding states of the

Question upon question,

but there is a very simple

answer:

the transition from a

union of states to full

parliamentarization as

a European Federation,

something Robert

Schuman demanded

50 years ago

… news in brief
Portuguese work on ways of abolishing veto

The Portuguese presidency is doing its best to find an agreement
between the 15 member states on the best way to abolish the national
veto in the new EU treaty for all policies. The process is advancing only
slowly and so the German Chancellor and the Commission president are
having a special meeting this week to sort things out. The debate is over
whether to have a list of areas in which Qualified Majority Voting is
allowed, or whether to list general principles. There is no doubt that the
main aim of these reforms is to extend EU competence into the area of
tax, especially savings tax, which the EU wants to harmonise at 20%.
[Handelsblatt, 3rd May 2000]

Now it’s the SPD’s turn
A leading CDU politician has said that he wants an enquiry into alleged
secret bank accounts with which Chancellor Schröder is said to have
financed his election campaign in 1998. Andreas Schmidt, the head of
the CDU contingent in the committee examining the secret funds which
Helmut Kohl ran in his own party, says that Schröder used “millions”
from such accounts to get himself elected. He claimed that the SPD had
used accountancy tricks to indulge in “massive” misrepresentation of
the party’s true financial position, “thus infringing the law and the
constitution”. He claimed that the SPD had behaved particularly badly
in hiding a substantial part of its stakes in industry. [Die Welt, 1st May
2000]
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EUROWATCH
At the start of this year, the dollar’s strength and the euro’s
weakness was explained by the flow of capital into US equity
markets. Since the beginning of April there has been a significant
fall in US stock markets but what happened to the dollar? It
strengthened still more and the euro weakened further. This is
evidence that investors have finally lost confidence in the euro.
American banks, the largest participants in the currency markets,
have been selling down their euro positions. European investment
has continued to flow across the Atlantic. Last year, US equity
markets accounted for some $126 bn outflow of European funds,
or 90% of all net buying of US shares. Furthermore, Europe
represented 84% of direct investment in US companies accounting
for a further $277 bn. Direct investment is continuing to increase
and money selling out of equities has not been repatriated to
Europe but has gone into cash or dollar bonds.

Internationally, other countries are selling down their reserves of
euros as it refuses to live up to its promise of a strong currency and
alternative to the dollar. The Asian economies, with a combined
trade surplus of between $150 bn and $200 bn, were initially very
keen to diversify into the euro as an alternative reserve currency
but have seen their investment tumble in value and have given up
waiting for a reversal in its fortunes. A vicious circle has now been
created and there is no sign of this being broken in the near term.
The euro’s failure to rally despite slowing US growth and
increasing stock market volatility has destroyed the last vestiges of
support in the currency markets.

Though Eurosceptics may feel vindicated by the euro’s sustained
weakness it is nevertheless worrying for our own economy.
Although industry complains about the strong pound, it too has
been weaker than the dollar, falling from over $1.60 in January to
$1.50 in May. Nevertheless, sterling has followed the movement of
the dollar and is worth 20% more against the euro than in January
1999. The UK manufacturing sector is struggling to stay
competitive in a market where its import costs, for the large part

priced in dollars, have remained static but its export revenues, at
least half of which go to Europe, have fallen by 20% since the
introduction of the euro. However, industry would no doubt also
be suffering had we joined the euro, as it would now be exposed to
rising costs of raw materials sourced from outside the Eurozone.
The euro has certainly not removed currency fluctuations as a
major business uncertainty, as had been predicted by large
corporate supporters and organisations such as the CBI.

As manufacturing industry accounts for under a quarter of
Britain’s GDP and the service sector has been expanding, our
overall economic performance has remained buoyant (though 1st
quarter GDP growth at 0.4% is half that of the last year’s 4th
quarter). However, at 2.9% in 1999 it only equalled the Eurozone
average of 3%, though this conceals a wide divergence between
members. At one extreme is Ireland at 7.4%; though with a
booming economy it has inflationary pressures building up. Its rate
of inflation, at 4.6%, is more than double the Eurozone average of
2%. At the other extreme, Italy’s GDP has grown by only 2%
Germany and France have grown by 2.3% and 3.2% respectively.

Current forecasts indicate that both the French and German
economies are embarking on a period of export led growth, in the
main facilitated by the weak euro. For these core European
countries, other economic conditions are benign. Inflationary
pressures are low so the fall in the value of the currency has
proved, so far, to be a greater benefit than a threat. Consequently,
the ECB has no need to raise interest rates and indeed to do so
would only damage these countries’ prospects and would have
little or no impact on the value of the euro. As was evidenced by
sterling’s experience in the ERM, a rise in interest rates is
interpreted by the financial markets as a desperate measure and
only further undermines the currency. On the other hand, Ireland
desperately needs a significant increase in interest rates to counter
inflation and to cool its overheating economy. The only other
instruments available are an increase in taxation or a cut in public
expenditure. Britain would be in the same position had we become
a member.

Lynette Swift

… news in brief
Greeks on the way in

The European Commission is expected to recommend to the other EU
states that Greece be admitted to EMU. The expectation is that at the
next summit in June, Greece will be officially set on track to abandon the
drachma and adopt the euro on 1st January 2001. The ECB has also, it
seems, been squared. Naturally, everyone considers that it is well on the
way to fulfilling the famous convergence criteria, even though Greek
state debt is 104.5% of GDP. Never mind, though: the figures for Belgium
last year were 114.4% and for Italy, 114.9%, even though they are already
in EMU. [Handelsblatt, 3rd May 2000]

Meciar arrested
As the post-communist ‘normalisation’ gathers pace in Slovakia, the
former prime minister, Vladimir Meciar, was brutally arrested just
before Easter. Meciar, who was the architect of Slovakia’s national
independence and, as such, constantly vilified by the West (especially the
EU and the US), was taken away by 40 masked police commandos who
broke into his home by blowing up the door and smashing another door
to pieces. Meciar was taken to the station and charged with fraud and
abuse of power, but nothing like this ever happened when he was the

allegedly authoritarian prime minister of Slovakia. He was subsequently
released but the arrest follows the 4 month imprisonment of a
newspaper editor for criticising Slovakia’s participation in the Nato war
against Yugoslavia. When Meciar’s supporters demonstratedagainst the
arrest with the (admittedly somewhat hyperbolic) comparison between
the arrest and the crucifixion of Christ, commentators said that this
reference to Christ was “anti-Semitic”. [Radio Free Europe Newsline, 25th
April, Samizdat 2000 on Antiwar.com, 21st April 2000]

Oil bonanza
Last year, sudden media coverage of “massacres” in East Timor led
rapidly to the despatch of an international “intervention force” to occupy
the province and detach it from Indonesia. The operation was hailed as
another triumph for human rights and the new world order. How
convenient, therefore, that it should now be discovered that East Timor’s
new independent status will afford it control over the oil fields off its
coast. Once a new treaty is drawn up, recognising Timor’s claim, over $5
billion a year in oil revenues will be generated, money which will
naturally go to the Western oil companies and their Western military
protectors there, principally Australia and the United States. [Sydney
Morning Herald, 13th April 2000]
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Europe’s Technology Deficit
By Armand Van Dormael

A
t the recent Lisbon summit

meeting, Portuguese Prime Minister
António Guterres delivered a cautionary
opening address: “a new paradigm is emerg-
ing: that of the economy of innovation and
knowledge, which is becoming the main
source of the wealth of nations… Europe is
lagging behind significantly and should
define its own path for a new competitive
platform, while also fighting the new risks
of social exclusion.” The leaders of the
European Union issued a communiqué
proclaiming their determination to create a
knowledge-based economy able to compete
with the United States, and to turn the
European Union within the next ten years
into the world’s most efficient and com-
petitive economic power.

The usual complacency about Europe’s
superior economic and social model was
dampened by concern and disguised envy.
At the summit, Compaq computers were
omnipresent; flagrant evidence of Mr
Guterres’s remarks. Competitiveness can-
not be ordained by speeches, White Papers
or directives. Moreover, in technology-
driven economies, competition is not a
struggle between countries, but between
individual firms and business models.

How will Europe face up to the challenge?
Where will it get the scientific knowledge
and the market power able to generate the
breakthroughs needed to stand up in the
arena of the hi-tech industry? Are Europe’s
political leaders aware of the mismatch
between their ambitions and economic
realities? Do they know how the hi-tech
economy is structured? Are they informed
about the industrial conglomerate that has
arisen on the other side of the globe by the
synergism of American brainpower and
Asian entrepreneurship? Have they heard of
Moore’s Law?

The knowledge economy is somewhat
hard to define, but very different from
anything seen before. Its products are
inventions and innovations. It is powered
by microprocessors and software, the heart
and brains of the thinking machines.
Today’s novelty is obsolete tomorrow. In the
knowledge economy, you are what you do
with what you know. Intel and Microsoft
dominate the industry in an obstreperous
way. Working in tandem and mutually
dependent, their predominance is based
on accumulated technical expertise and

business acumen, which allows Intel to
squeeze 11 million transistors on a
fingernail-sized silicon chip, and drives Bill
Gates to steamroll anybody who gets in his
way. Any evaluation of Europe’s potential to
compete with this virtual monopoly should
start from the recognition that Europe has
no computer industry, and that its technical
talent is desperately scarce.

Europe has mobile phones, Airbus and
Ariane; prideworthy icons, but compared
with computers, of little weight. The
European PC market hit 30 million units
last year, and keeps growing. Compaq, Dell,
Hewlett-Packard, Toshiba, Packard Bell,
Canon, NEC have become household
names. All are licensed to use Intel memory
chips and Microsoft programming. Not a
single European brand among them except
Siemens, as an appendix to Fujitsu. In 1999
Siemens gave up its computer production
and entered a partnership with the Japanese
firm. The move signalled the death knell of
European computer manufacturing. The
‘national champions’, Philips, Olivetti, CII/
Bull, Thomson, ICL drifted out of the
computer production years ago, after losing
huge amounts of money.

Ironically, the world’s first computers
were built in Germany, shortly before and
during the war, by a young engineer, Konrad
Zuse. They were, in principle, as universal as
today’s machines. They were destroyed by
an air raid. After the war Zuse set up a
company, but financial problems forced
him in 1956 to sell out to Siemens. In the
history of computing technology, Konrad
Zuse will remain a the single genius who
conceived and built an operational
computer.

After the war, IBM’s huge multi-milllion-
dollar mainframes completely dominated
the market. European manufacturers
imitated IBM, and prospered thanks to gov-
ernment orders. But when American and
Japanese manufacturers started selling low-
priced personal computers with the same
capability and reliability, and with much
greater usability, the era of mainframes
came to an end.

The PC is an American success story,
a combination of brilliant insights and
borrowed ideas, of scientific research and
business instinct. Within less than two
decades it evolved from a sophisticated toy
for electronics enthusiasts to a workplace

and household commodity, and the world’s
second-largest industry.

Like most technological breakthroughs,
the PC revolution can be attributed to one
event that made all the rest possible. In
January 1975 the cover of Popular
Electronics magazine featured a computer
named Altair 8800, equipped with a micro-
processor invented by Intel, a small
company recently founded by George
Moore. The microprocessor could perform
200,000 operations per second. Intel had
offered it to IBM, but had been turned
down. The Altair sold for $397 as a kit, and
$495 assembled. It was a small box utilisable
by anyone having amateur computing skill.
Within three months, 4,000 computing
hobbyists bought one. A young student, Bill
Gates, was fascinated by it and wrote the
programming language. Steve Jobs, aged 12,
received an Altair from his adoptive parents;
he improved on it over the years, founded
Apple and started the world’s first
production line of PCs. Michael Dell
dropped out of college to refurbish obsolete
IBM models and sell them under his name.
In 1982 two young engineers and a venture
capitalist founded Compaq Computer.
Within five years Compaq was a $1 billion
business. Today the company employs
82,000 people.

The seminal pioneers of the computer
revolution were innovative engineers and
young entrepreneurs with a genius for
marketing. They became the world’s
youngest billionaires and legends of
American capitalism. Like any revolution,
the American hi-tech revolution devours its
children. It is a world addicted to stress and
tension, where ‘only the paranoiac survive’,
and where competitors deliberately try to
eliminate each other. Rather than being a
deterrent, this generates an IQ ferment,
suffusing newcomers with excitement,
start-up fever and overriding optimism.

The triumph of the personal computer
came in 1993, when software engineer Marc
Andreessen set up Netscape together with
Jim Clark. They simply combined the
existing Internet (originally developed for
the military) and the existing world wide
web (used almost exclusively by the
scientific community as a communications
device) with the existing global telephone
networks. Without laying a cable or digging
a ditch, they linked the world’s computers
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together, allowing millions of people to
communicate through cyberspace. The
Internet, as we know it, has been in
existence for seven years; Andreessen will
be 30 this year.

Technical revolutions have in the past
dislodged established regions and nations
from top rank of wealth and power.
Historically, those countries that invented
and exploited new technologies were able to
dominate the others. For two centuries
Europe was the world’s powerhouse, thanks
to its industrial and military might. Even
more important, commercial competition
forged its feuding nations into the world’s
most efficient enterprise system, with the
aggressive power to subjugate and colonize
faraway continents. Much of Europe’s
accumulated wealth, and some of its geo-
political mind-set, are the heritage and a
hangover from that era.

The wars of tomorrow’s digital world will
be fought in the marketplace. The law of
comparative advantage has shifted jobs
massively away from Europe. Several major
industries have been decimated, while Asia
industrialized. The international compet-
ition for wealth has entered a new phase. On
the scoreboard that tallies the economic
power structure based on IT resources and
strengths, America and Asia are relentlessly
increasing their domination. For years, Intel
and its Japanese competitors battled fiercely
for leadership in microprocessor tech-
nology. In this struggle for survival of the
fittest, the Japanese were beaten into
submission; the result is an industrial
partnership dominated by Intel/Microsoft.

This state of affairs is the outcome of
historical accident, and of a contest of
values and socio-political priorities. Ameri-
can capitalism rests on the principle of
maximum individual reponsibility, on
economic freedom and minimal govern-
ment intervention. The American economy
is defined chiefly by self-made business-
men. Entrepreneurs pursuing personal
interest and competing in a free-for-all

priced itself out of the markets and
unemployment kept soaring, the nation
went through a collective exercise of soul
searching. Following his election, President
Reagan launched a capitalist counter-
revolution against the New Deal and Great
Society legislation; downsizing, re-
engineering and rationalization spread fear
and anxiety. The trade unions were cut
down to size; wages have been stagnant for
more than twenty years.

Europe sprang the industrial revolution
and invented capitalism. But Karl Marx
called for permanent class struggle and a
socialist revolution. Keynes recommended
demand management. Following these
prescriptions, Europeans developed a
collectivist social system, and a diffuse
reaction against capitalist materialism.
Europe became over-politicalized, putting
its faith in leaders who promised lifelong
security, equality of opportunity and
solidarity. Governments of centre-left and
cente-right dedicate themselves to the
common good, while pursuing a hazardous
and elusive social consensus.

Statutory restrictions, exorbitant tax and
a cumbersome bureaucracy obstruct the

development of an entrepreneurial culture
and accumulate disincentives for small
inventive firms to spring up and survive.
Political management carries economic
costs; those who do the productive work
and create wealth must carry the others on
their back. European humanities are
culture-oriented, not geared to the pursuit
of enterprise. Much of what makes Silicon
Valley’s creativity would be strictly illegal in
Europe: people moving freely from one job
to another; the hiring and firing; stores
open all night; the 70-hour-plus workweek,
and much more. Europe’s easygoing lifestyle
prevents the creative tension that goads the
movers and shakers of the world’s capitalist
economies to grab an ever-growing share of
the market, or to expand its boundaries.

There is much to be said for the European
model. But the new economy identifies with
unadulterated capitalism. The question is:
must European society adapt to the new
economy, and how important are growth
industries for sustainable prosperity?
Europe keeps drifting toward an egalitarian
leisure society and services economy, avidly
buying imports, from low-cost wearing
apparel to the most sophisticated elec-
tronics. The jobs market has been out of
balance for almost three decades. The long
term consequences are unforeseeable, but
change seems inescapable. The challenge
will be how to adjust and adapt. The logic of
global capitalism is incompatible with
European employment and welfare logic.
But the ‘radical transformation of the
European economy’ announced at the
Lisbon summit will require more than
rhetoric. The future will be much like the
past, only faster; it may even be better, if we
know how to master it. But Europeans will
have to run very fast if they want to catch
up.

Armand Van Dormael is the author of
Bretton Woods: Birth of a Monetary System
and The Power of Money, both published by
Macmillan.

playing field, are regarded as the generators
of technology and prosperity. They create
immense wealth for themselves and, inci-
dentally, shareholder value and jobs. They
are admired, and a source of inspiration and
creativity for ambitious youngsters.
America has its private universities such as
Stanford, the birthplace of Silicon Valley’s
wunderkinder. When American industry
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The Myth of Europe
by Russell Lewis

Bruges Group Occasional Paper No. 39
Reviewed by Professor Daniel Myddelton

R
ussell Lewis will be well known to
many readers as a former Director of

the European Foundation. Perhaps not
everyone will recognise him as the W.R.
Lewis who as long ago as 1971 produced an
IEA Hobart Paperback in which he said:
“The choice for the future is between Rome
and Brussels: between the law of a
Community constitution establishing and
reinforcing personal economic freedoms on
the one hand, and a new European-scale
version of the bureaucratic, national, cor-
poratist, over-centralist style of government
on the other. On balance, the prospect is
hopeful …”

He deserves applause for seeing so early
what the essential question would turn out
to be, though one would hardly guess from
The Myth of Europe that its author was ever
in favour of British entry. Of course in 1971
most people thought we were merely
choosing whether to join a Common Mar-
ket. Now, a generation later, it’s clear our
partners are hell bent on creating a United
States of Europe, with its own army,
currency, foreign policy, parliament, police,
supreme court, etc. The EU’s own official
general guide says: “… economic integrat-
ion is not meant to be an end in itself but
merely an intermediate stage on the road to
political integration.”

This pamphlet is in three parts: the
defects of the European Union; why Euro-
philes don’t change their mind about it; and
the core Euro-federalist action programme
which follows from the myth that national-
ist divisions brought about Europe’s decline.
On the defects Russell Lewis is first class. He
takes less than four pages to summarise in
masterly fashion “four undeniable defects in
the EU: its lack of democracy, its excessive
regulation, its corruption and its structural
bias against British interests”.

EU institutions have been deliberately
designed to insulate them from account-
ability: the Commission, the Court of

Justice, the Central Bank, even the Euro-
pean Parliament with its PR list of party
hacks voted in on low turnouts. Of course,
British governments too can produce over-
regulation (this year’s Finance Bill has 580
pages!), and our civil service is renowned
for ‘gold-plating’ EU rules. Lewis describes
as “beyond satire” Commissioner Cresson’s
excuse that her corrupt behaviour is
standard in French administrative culture.
(We must all hope that President Prodi
himself is not jailed for corruption during
his term of office.) Finally he mentions the
Franco–German axis (rooted in the 1963
Treaty of Paris), which agrees a bilateral line
ahead of EU meetings. This axis is not only
often hostile to British interests, but anti-
American as well.

Why don’t (can’t) Europhiles change their
mind about the European Union? For three
reasons: they have lost their marbles (this is
quickly dismissed); they regard it as in-
evitable; or they think the benefits outweigh
the costs. Those who became Communists
and even Soviet spies in the thirties, Lewis
writes, “were not perturbed at betraying
their own country and succouring a total-
itarian regime because they thought they
were marching with history”. Measuring the
economic costs and benefits (let alone
the political ones) has proved difficult,
which may explain the absence of specific
discussion here.

My own view is that Europhilia has many
of the attributes of religious enthusiasm,
hence it may not be open to rational
argument. I heard someone from the
EU’s propaganda arm herself call it “a
leap of faith”. And remember Bernard
Connolly’s description of the term ‘anti-
communautaire’: “a mixture of heresy,
blasphemy and treason”.

The Myth of Europe itself is summarised
in three stages: (1) national divisions
brought about Europe’s decline; (2) the
European peoples can only recover their

leading role in the world by abolishing the
political and cultural institutions which
underpin nationalism; (3) national loyalties
must be replaced by adherence both to the
European Union and its supranational
institutions and to regional governments
which help to erase national consciousness.

In contrast, Russell Lewis identifies the
source of the glory and greatness of Europe
(surely “the nations of Europe”?) as its
political diversity, which he explains as
being partly due to geography (“Freedom of
thought, both scientific and political,
flourishes where power is dispersed”),
whereas the other old civilisations, of
Babylon, China and India, were oriental
despotisms. (“You don’t get sustained
economic progress where regulation is
stifling, taxation is ruinous and private
property can be confiscated at the ruler’s
whim.”)

The paper ends with a chilling reminder
of the Commission’s scheme to unify the
EU’s legal structure in the so-called corpus
juris. Habeas corpus, trial by jury, the
presumption of innocence, all are under
threat. Lewis asks: “Do we really want to
harmonise into a system of law which
tramples thus on rights we in this country
have known for centuries?” One would
hope no Briton could answer ‘yes’, but many
of our leaders seem too weak to say ‘no’.

All in all, a splendidly robust exposure of
some of the myths of Europe. And, thank
goodness, for once hardly a word about the
wretched euro, which is part of the project
for Economic and Monetary Union.
Certainly Britain doesn’t want to merge its
economy with other EU countries. We
simply want a free market – which is more
than they do! (The French Commissioner in
charge of EMU preparations said: “A free
trade zone is precisely what we’ve been
trying to avoid for the past 25 years.”) If
Fortress Europe prefers protection, Britain
doesn’t want to be part of it; and if Europe
genuinely practises free trade, then we don’t
need to be.

The European Union has turned out very
different from what early advocates of entry
like Russell Lewis hoped. His pamphlet
helps explain why most people in Britain do
not think membership of the EU is
beneficial.

Daniel Myddelton is Professor of Finance
and Accounting at Cranfield School of
Management.
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Straight Talking on EUROPE
By Roger Helmer, MEP, £5.00, 92 pp

Reviewed by John Bercow, MP

H
ailed by Norman Tebbit as “a calm
and thoughtful advocate of the right

ahd capability of the British people to
govern themselves”, Roger Helmer lives up
to the noble Lord’s billing in this collection
of cogent speeches and articles on the
European Union. In fewer than eighty
pages, the author sets out with crystal clarity
the case against British entry to the euro, the
evil of over-regulation, the march of
supranational government, the costly
corruption of the EU and the urgent need
for Britain to break free of ball and chain. Of
these more anon but what do we know of
Helmer himself ?

He is an intriguing denizen of Conserv-
ative Euro-politics for two reasons. First,
he believes in national self-government
when most British MEPs patently do not.
Secondly, he joined the prospective
candidates list only two years ago after more
than thirty years service in international
business, working in Europe, America and
Asia.

“Calm and thoughtful” Helmer may be,
but he does not pull his punches on EMU.
“Trying to run a national economy without
control over interest rates”, he contends
“will be like trying to drive a car with the
steering lock on”. Wisely he insists that it is
preferable for this country to have 100%
control over its own economy, than to exert
a marginal influence “over a European inter-
est rate which in any case will be wrong for
most countries most of the time”. Helmer’s
impatience with the sloppy superstitions

Yet Helmer is at his sharpest and most
passionate when he laments the sacrifice of
our independence to foreign politicians and
foreign courts and emphasises that “our task
now is not to defend British sovereignty but
to reinstate it”. Scornful of the notion that
Britain risks isolation if she is not at the
heart of Europe, he points out that no-one
complains that we are “isolated” from the
dollar zone which has a markedly bigger
impact on our economy. Moreover, as
Helmer is quick to underline, Britain is the
world’s fourth largest economy, its second
largest global investor, and the home of its
largest foreign exchange market.

These are priceless assets and should
instil a proper sense of our national worth.
For his part, Helmer seeks a wholesale
renegotiation of Britain’s relationship with

the EU. His language and demeanour
suggest that he means business. As he put it
in a memorable oration to the 1998
Conservative Conference, “…I say to our
friends in Europe, we will walk with you,
talk with you, buy with you, sell with you,
but we will be damned if we will be
governed by you.” Helmer’s refusal to be
distracted from the big picture should
warm the cockels of every Euro-sceptic
heart. Journalists asking him what his main
interest in the European Parliament will be,
and doubtless expecting a soothing bro-
mide about structural funds or competition
policy, are taken aback by his reply – “the
survival of British democracy”.

Helmer dwells in these pages on the
threat of EMU and the “federalist jugger-
naut”. Yet he does not neglect the disease of
European regulation which throttles our
businesses or the absurdity of the European
grants system whereby Britain pays £2.60 to
Euro coffers for every pound received from
them. Above all, he chides those who limply
assert that membership of the euro is
inevitable and that ‘British business’
supports it. Both propositions are rightly
denounced as false. Roger Helmer is a
formidable recruit to the Euro-realist cause
and this tome should be a welcome addition
to your bookcase.

John Bercow is Conservative MP for Bucking-
ham and a member of the UK Advisory
Board

that pass for thought amongst Europhiles
jumps out at the reader at every turn. Pro-
EMU arguments about stability, transaction
costs, Britain being ‘too small’ to keep her
currency and our vulnerability to specu-
lators are incisively rebutted.

Pro-EMU arguments about

stability, transaction costs,

Britain being ‘too small’ to

keep her currency and our

vulnerability to speculators

are incisively rebutted

British Trade and Europe since the 1960s
by Dr Martin Holmes

Introduction

I
would like to take the opportunity to
look at Britain’s relationship with the

European Union in economic terms over the
last 50 years or so. I often find, when taking
part in debates with supporters of European
integration on economic topics, that they are
eager to avoid discussing the Common
Agricultural Policy, the Common Fisheries
Policy, and Britain’s gross budgetary
contribution to the European Union, which
has been averaging £7 billion a year. When
these matters are raised there are two

alternative topics that they do want to
discuss; firstly trade and secondly monetary
policy or the European Single Currency. So
for the sake of argument I will leave aside
the CAP, the CFC and the budgetary
contribution because I know that many
Eurosceptics will agree with me that they are
iniquitous and in themselves are reasons for
us not to be members of the European
Union. Instead I am going to attack head on
the arguments that are always trotted out in
every TV studio and newspaper article by
the supporters of economic integration who

prefer to concentrate exclusively on trade
and on the single currency.

Trade Policy – 1960s expectations

As far as trade is concerned the argument
goes back to the 1960s, to the days of
Conservative Prime Minister Harold Mac-
millan1 and George Brown, the sometime
Foreign Secretary in the Wilson admin-
istration. These two politicians did more
than anyone else to inject into the political
blood stream the idea that joining the EEC
was all about trade, and in particular about



24

The European Journal • May/June 2000

JUMP TO CONTENTS

an expanded home market for our manu-
factured goods. If only Britain could join the
EEC’s enlarged home market they argued,
then the balance of payments problems
which had bedeviled us since World War
Two would evaporate. Backed by much of
big business and the civil service this view
became the new orthodoxy. Some of you
might remember the then Chairman of the
British Motor Corporation, soon to be
British Leyland, Lord Stokes, saying if only
we could become a member of the European
Economic Community we could then sell
our Morris Marinas and Austin Allegros to
the Continent without facing the EEC tariff.
The objective was to penetrate a bigger home
market, rising from 55 million to 320 million
people.

But I believe that from the start this
argument was flawed. For one thing, our
problems with the balance of payments in
the 1950s and 60s did not stem from lack of
markets. After all, in contrast to 1930’s
protectionism, GATT had successfully open
markets on a global basis. They stemmed
from the fact that the pound was hideously
overvalued against the dollar in the old
Bretton Woods system of fixed exchange
rates. Each time there was a devaluation it
was too little too late. If Rab Butler in 1952
had won the ROBOT battle with his Cabinet
colleagues, and if the pound had been
allowed to float, I suspect we would never
have joined the European Economic Com-
munity as an escape from the balance of
payment constraint.2 Nor would we have
joined if North Sea oil had been discovered a
decade earlier.

The other reason why the argument for
EEC membership was flawed was the poor
quality of some products in the manu-
factured sector. I am not surprised that
Austin Allegros and the Morris Marinas
didn’t sell in Europe, or around the world,
because the quality was deficient, car
industry industrial relations were appalling,
the unions would go on strike as a first resort
before negotiations had begun rather than
when negotiations had broken down, and
Lord Stokes and his colleagues in manage-
ment were weak and ineffective leaders. In
that era of nationalised industries, the
industrial relations jungle, penal taxation
and regulatory overload, not surprisingly
the performance of British industry was
often uncompetitive. Joining the Common
Market, as it was then called, would have
solved none of those problems, because it
would not have addressed the over-valued
pound and the Bretton Woods system, nor

did it address the structural under-
performance of British industry.

The first problem was finally addressed
when the Bretton Woods system broke apart
in the early 1970’s and the second problem
was finally addressed after 1979 when
Margaret Thatcher came to power. But from
the beginning the argument that it was
necessary to join the European Economic
Community in order for the balance of
payments problems to be solved was always
flawed because predicting trade patterns is
so difficult. In the current decade the British
Economy is very different in terms of its
export profile from the 1960s. No longer is
Britain primarily exporting volume manu-
factured goods. If we look at the current
composition of our exports, they are divided
into four categories.

A Global Surplus

Firstly there is oil which is priced in dollars,
and which trades in a global market as the
increase in oil prices since early 1999 has
indicated. Secondly there is financial ser-
vices, which again is a global market. Britain
has benefited from the massive expansion of
financial services, twenty-four hour a day
equity and foreign exchange markets, Big
Bang in the City in 1986, the telecom-
munications revolution, and the increase in
foreign direct investment, none of which
were foreseen in the 1960s and ’70s when
Britain joined the European Economic
Community. This engine of foreign
exchange earning for Britain is global and is
irrespective of our membership of the
European Union.

Thirdly, there is tourism. Again if we are
looking at the debates in the 1960s and ’70s it
hardly appeared on the economic radar
screen. But tourism has changed in its nature
since then. We now have the rise of the
intelligent tourist who comes to Britain not
for the sea and the beaches, but for the
culture, the arts, the country houses, the
pageantry and royalty, visiting particularly
Oxford, Cambridge, Bath, Edinburgh, York
and London. And where do these tourists
come from? Primarily from the English
speaking world, plus our Japanese friends
with their thousands of tiny cameras. In
other words this is another engine of foreign
exchange earnings for Britain which is global
and has very little to do with the European
Union.

Fourthly, there is specialised manufactur-
ing. As we are aware, volume manufacturing
has largely shifted towards the Pacific rim
countries and the NIC’s over the past twenty

years or so. The British manufacturing
sector is leaner, meaner, and fitter, and its
range is global. Not surprisingly if we look at
the balance of payment figures over the past
twenty-seven years while we have been a
member of the European Union, we have
regularly had a deficit with Europe while we
have a surplus with every other continent on
the planet. As Brian Burkitt has argued, the
Single Market has not affected this
outcome.3 In other words, it is in Europe
where we spend our money, because we have
a propensity to import European products,
but we make it primarily by exporting to the
rest of the world. Our exports to EFTA and
NAFTA have grown faster than to the EU-
14. Consequently I would argue that the
process of globalisation is far more
important for the prosperity of British
economy than membership of the European
Union.

Demise of Regionalism

As such, European Union membership was
based on the mid-twentieth century notion
that trade was primarily determined by
geographic proximity. Not surprisingly this
notion prospered when the world was
divided into geographic blocks. The great
ideological contest between East and West,
between democracy and Communism, was a
geographic strategic confrontation. NATO
and the Warsaw Pact reflected the
importance of geography. COMECON in
Eastern Europe, and the European Eco-
nomic Community in Western Europe
reinforced that notion. In the 1980s there
was a last hurrah for this form of
geographical economics, with the moves
towards ASEAN and APEC in Asia Pacific
and towards NAFTA in the United States.

But the great economic changes that have
taken place over the past decade, particularly
technological changes, have shifted
economics from favouring the risk averse to
favouring the risk takers. It is this change that
enables Britain to be in such a strong
position to take advantage of globalisation.
Indeed I would argue that the whole notion
of a geographically based customs union
model is obsolete. That is the model of the
European Union which has now been
superceded by globalisation. The EU has
prized the stability of its economies of scale
regionalism; but that stability is now a
rigidity in the age of entrepreneurial
dynamism which, more often than not,
originates in small and medium size firms,
whose commercial reach transcends
regional blocs.4



25

The European Journal • May/June 2000

JUMP TO CONTENTS

It has become a cliché to state that “60% of
our trade is with Europe”. This is meant to
silence Eurosceptics, to excuse the CAP, the
CFP, the budgetary contribution and the loss
of parliamentary sovereignty. The approach
of the euroenthusiasts is that other matters
are unworthy of consideration because, as
Tony Blair told the 1999 CBI conference, the
EU “takes nearly 60% of our trade”. It is
about time that this claim is subject to some
intellectual scrutiny. The 60% figure is
accurate as far as the volume of trade is
concerned. But that is a figure which
includes both exports and imports and
primarily measures our propensity to
import from Europe. What the 60%
measures is the fact that we wear Italian suits,
drive German motor cars, and drink French
wine and Danish beer. It is a measure of how
we spend our money, not how we earn it.
Thus it is possible to obtain a figure as large
as 60%.

But much more significant is the figure for
British exports. If we look at 1998 total
exports, visibles and invisibles, 48% went to
the European Union and 52% to the rest of
the world. But those figures themselves
contain a massive distortion known as the
Rotterdam/Antwerp effect.5 Products which
we export around the world are routed via
Rotterdam and Antwerp on containers, and
are then repackaged for final destination. But
in the balance of payment figures they count
as exports to the Netherlands or Belgium.
Consequently the statistics are hopelessly
skewed to the extent that every Belgian or
Dutch person is consuming three times as
much British produce as the average
German or Frenchman. If the Rotterdam/
Antwerp Effect is taken into account we can
adjust the export percentages accordingly
down to 41% exports to the EU and
consequently 59% to the rest of the world.
Yet in the context of total GDP, as one
authoritative study has shown, 90% of the
UK economy is not EU-related at all.6

In other words the trend of British exports
would bear out that, although we are
members of the European Union, our
economic future does not lie there. It lies in
globalisation not only because the fourfold
division of our exports provides an excellent
position to take advantage of world markets,
but also because of the declining importance
of geographical proximity in trade, invest-
ment and commerce.

Economic Divergence

There is another important factor I want to
raise in connection with Britain’s economic

relationship with Europe. If you consider the
British economy up to 1979 an argument can
be made that our political economy was
converging with the European ‘Social
Model’. Convergence was towards more
nationalisation, higher taxes, uncontrolled
welfare spending, bigger budget deficits, and
more socialism. Whether described as the
European Social model, or the Rhineland
capitalist model, the policies pursued by
British Governments were moving in that
direction, in particular in the 1970s, not only
under Labour Governments but under Ted
Heath.7 The same argument cannot be made
today. Since 1979 we have diverged in terms
of our economic model from the continent.
We have privatised and deregulated, we have
opted for the free market and free trade.
As Lionel Jospin bemoans, the Thatcher
revolution was deeply hostile to values
which are still held dear in France.8

Continental Europe has retained its social
model which in trade terms is less globalised
and much more autarchic, as the never end-
ing addiction to the Common Agricultural
Policy indicates. Our model of political
economy now is fundamentally different
from that on the continent, which is one of
the reasons why our economy is now so
much better oriented to globalisation than
the continental economies.

Moreover the continentals tend to trade,
with the exception of Germany, largely with
themselves and they invest predominantly in
Europe. We invest far more in the rest of the
world which in turn invests more here in
Britain. In1998 nearly 60% of inward FDI
came from the Americas; in turn 70% of UK
outward FDI went to the Americas.9 Many
American and South East Asian companies
invest in Britain despite the EU not because
of it. They are attracted by our lower taxes,
our flexible labour market, our regulatory
environment that is more understanding of
the needs of business, and the growing
importance of English as the global business
language. The arguments that have been
advanced in favour of greater integration
because our economic destiny lies in Europe,
that our prosperity is tied up with Europe,
are now obsolete. The scare that 8 million
jobs would be lost, according to Simon
Buckby of BIE, if Britain wasn’t in the
European Union was refuted even by the
NIESR which had been asked to carry out
the research. Over the years, Eurosceptics
were always asked what is your alternative to
Europe. There is now a very clear, powerful
and intellectually coherent answer – the rest
of the world, or globalisation.

Monetary Policy – 1970s expectations

A second argument that has been advanced
over the years in favour of greater integration
with the EU relates, of course, to Monetary
Policy. But significantly the EU integration-
ists have only in the last decade become
fanatical about this particular project.
Indeed if we look at the 1970’s even
supporters of membership of the EEC were
cautious about the original proposal for a
single currency contained in the 1970
Werner Report. Pierre Werner, the Prime
Minister of Luxembourg, predicted that
monetary union leading to the single
currency could be created by 1980. Those of
you that remember the 1975 referendum will
know that the supporters of the ‘Yes’
campaign never discussed that plan. In as far
as they did refer to it, it was contained in the
HM Government document which stated
that “there was a threat to British jobs and
growth posed by membership of a fixed
currency area” – i.e. the Werner Report –
“that threat has now been removed”. So in
1975 we were not being promised monetary
union even by those who urged a ‘Yes’ vote.

When the European Monetary System
was concocted by Roy Jenkins, Giscard
D’Estaing and Helmut Schmidt in 1978/9
Jim Callaghan made it clear that the pound
would not be joining, and in his memoirs
stated that he made that decision because
joining would have damaging effects on
British employment and growth. For these
obvious reasons he did not allow the pound
to join the ERM. Similarly in the early
Thatcher period, the then Chancellor of the
Exchequer, Sir Geoffrey Howe, declined to
favour membership of the ERM. Initially the
supporters of European integration, in the
UK at least, did not appear to be enthusiastic
about monetary union. So why did they
change their minds and why is this now
regarded by so many of them as the great
economic panacea?

Consequences of Mr Lawson

The answer lies in the chancellorship of
Nigel Lawson. It was Lawson who believed
that joining the ERM was crucial to an anti-
inflationary strategy. In the technical jargon
he switched from domestic monetarism to
exchange rate monetarism, believing that if
the pound was targeted against the
Deutchmark it would exert on the British
economy the disciplines of the German
monetary regime, supervised by the
Bundesbank, so that Britain would conquer
inflation. Lawson, to be fair to him, has never
been a partisan for the single currency, but
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what effectively he did was to open the door
ajar for the supporters of European
integration to pour through who knew little
of the arguments about inflation and the
different types of monetarism. Some were
intent on increasing the scope of European
integration for political reasons, because
they were aware that ultimately the plans for
a single currency were pregnant with plans
for political union as well. Others were
bedazzled by the continental economic
model which they wished the UK to emulate.
Towards the end of the 1980s Margaret
Thatcher’s arm was twisted, not just by Nigel
Lawson, and his successor at the Treasury
John Major, but by the Foreign Office, the
CBI, the Financial Times, the BBC, The
Economist and many in the City and
academia who advocated ERM membership.

The remarkable thing I find about the
experience of the ERM is that we were aware
all the time why it would go wrong. From the
start we Eurosceptics said it was fatally
flawed. We agreed with Mrs Thatcher that
you cannot buck the markets. We predicted
that it would fail. What I find amazing is that
even when it ended in tears, even when it was
such a disaster, even when it induced the
longest and deepest recession since the
1930s, the supporters of the ERM seemed to
learn so little. When economic meltdown
finally led to the ejection of the pound from
the ERM, as the markets would no longer
accept its parity at 2.95 Deutchmarks, the
same people who were the architects of that
failed policy have ever since told us we have
to accept the European Single Currency. The
same dramatis personnae, the Financial
Times, the BBC, The Economist, the
Guardian, the TUC, the CBI, and many in
the City and academia, urge the euro in the
same language of “stability” and “reducing
exchange rate risk” which underpinned the
ERM. This brings me on to the three main
arguments I have against the Single
Currency. The first relates to the principle of
exchange rates targeting.

Supporters of the euro told us, in the
period September 1992 when the pound was
ejected from the ERM, up to the 4th January
1999 when the euro was launched on the
Foreign Exchange Market, that the pound
was weak, feeble, pitiful, on the floor, out of
it, finished, inflation prone, and declining.
Whereas the euro would be strong, power-
ful, and virile, sweeping aside the pound,
Swiss franc and the yen before overtaking
the dollar. That was the way that the euro was
described to us, by its partisans such as
Christopher Johnson, whose 1996 book In

with the Euro, out with the Pound relished the
exchange of the weak pound for the strong
powerful euro. But now that same combin-
ation of people over the past 16 months have
been spinning us a different tale. They
shamelessly argue, especially the CBI and
TUC, that the pound is now overvalued, and
if only we could ditch it in favour of that
export-friendly euro.

This familiar style of reasoning proves
that the supporters of European integration
have made a fundamental flaw with regard
to exchange rates. They are instinctive
exchange rate targeters. They believe that
you target the exchange rate first and then
adjust the economy afterwards. They want to
micro-manage the exchange rate, sometimes
they may want to micro manage it up, on
other occasions, as we’ve seen in the last 16
months, they might want to micro manage it
down. Micro-managers of the exchange rate,
like Nigel Lawson in the late 1980s, think
they can buck the market. I do not believe
that this approach is desirable or actually
possible in the modern age. It was barely
possible in the days of Bretton Woods in the
1950s and ’60s. Then the politicians thought
they had near monopoly powers to control
the circumstances of international finance,
even though the speculative pressures were
intense as the UK discovered in 1949, in 1956
during the Suez crisis, and in 1967.

But it is not possible for politicians any
longer to fool and second guess the foreign
exchange markets. The global capital flows
are too great, the process of globalisation
too far advanced, and those clever chaps in
the market know what the politicians and
the central bankers are up to. The politicians
and central bankers, the exchange rate
micro-managers, have been rumbled. And
for this reason I think that it is a fatally
flawed argument from the supporters of the
euro either way, to try to micro manage and
ultimately to abolish exchange rates. In fact I
take the opposite view, long live Exchange
Rates, and long live exchange rate variations,
because the Exchange Rate is an excellent
economic shock absorber. Especially in
bad times when there is a recession, the
exchange rate takes the pressure off growth
and employment.10 If the exchange rate
can’t take the strain there will be higher
unemploymentand lower growth, which
means more spent on social security, and
greater pressure on budget deficits.
Exchange rate stability can too often
become a rigidity which diminishes
economic performance and reduces living
standards.

For these reasons the best policy towards
the exchange rate is leave it alone. You can’t
create a strong economy by artificially
creating a strong currency. The truth is the
other way round. Let the market decide the
exchange rate, because intervention on the
currency market does more harm than
good. There is no substitute for benign
neglect. Of course, this is an argument that
means we reject on principle any attempt to
abolish the pound and to join the fixed
exchange rate system which is the euro.

Cyclical Objections

The second argument concerning the Single
Currency concerns the cyclical movements
of the UK economy in relation to Europe.
This is an argument that I think is very
important for Eurosceptics because it is
pregnant with a number of dangers and
pitfalls. It is true that our business cycle is out
of line with the continent, and has been since
1976, and it is true that our business cycle is
much more in line with the United States.
UK interest rates are far closer at 6% to those
in the United States than interest rates on the
continent which are 3.75%. The argument
can be made that in cyclical terms we tend to
track the American economy rather than the
continental economies, and that, for
example, we certainly don’t track the
German economy. But this is an argument
that cannot be relied upon. It is a secondary
argument for the following reasons. We are
now in an era of very low global inflation. It
is possible that over the next decade or so,
interest rates around the world may converge
at a lower level. The circumstances of low
inflation may enable the Federal Reserve, the
Japanese Central Bank and the ECB to set
interest rates that are very close to each other.
Cyclical divergence has often been a
function of high inflation which in today’s
low inflation economic environment may be
much less significant.

Consequently it is vital for Eurosceptics
not to be complacent about the current
situation despite the latest opinion poll
indicating 69% of the British people favour
retaining the pound. The greatest threat to
the pound’s popularity comes from the
recent decisions of the Monetary Policy
Committee of the Bank of England to
increase interest rates. What I fear more than
anything else could jeopardize the retention
of the pound is an unnecessary recession in
Britain while on the continent, because
interest rates are lower, unemployment falls
and the rate of economic growth increases. I
do not think the Bank of England has
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necessarily got it right. There has been too
much self-congratulation, including from
within the Blair administration. The reasons
given by the Monetary Policy Committee for
interest rate rises have been highly dubious.11

The claim that an increase in economic
growth is by itself inflationary is not true.
There are many examples of non-
inflationary growth, not least contemporary
UK and USA experience. Theories of ‘trend’
growth are unduly pessimistic reflecting the
inflationary 1970s in which the models were
devised. The assertion that a rise in house
prices is in itself inflationary is hard to
sustain over the late 1990s. The claim that an
increase in wages is automatically inflation-
ary, is unproven. Such a theory depends
on how flexible the labour market is and
whether there is a corresponding increase in
the money supply. The claim that an external
depreciation is inflationary is easily disprov-
able.12 Alan Greenspan sees the rising US
stock market as inflationary, as apparently
does the MPC’s Professor Vickers. On that
basis America would have hyperinflation
given the 1990’s Wall Street bull run.

I am not of the view that the current
generation of British and American central
bankers, schooled in the 1970’s inflation, are
accurate in their recent projections that we
are on the verge of a great inflationary surge.
On the contrary it is much more likely that
there will be a period of very low inflation in
this country and worldwide. Indeed at 2.0%
in March 2000, UK inflation was at its lowest
for 25 years. Roger Bootle, who spoke to the
Bruges Group meeting last year, was right to
pronounce the death of inflation in current
circumstances. I cannot see the great
monetary expansion leading to the inflation
which the Bank of England anticipates.
My fear is that Eurosceptics may get too
addicted to the cyclical argument, leaving
us vulnerable to a recession in which our
opponents portray continental Europe as
more prosperous, with unemployment
falling and with a high rate of economic
growth. Thus we need to treat the cyclical
convergence/divergence argument with
caution.

Structural Objections

That brings me to what I regard as the most
powerful argument of all against the Single
Currency, which is based on the divergent
structure of the British economy. Our
economy is structurally different from the
continental economies. For example, we
have a global trade investment pattern
unlike the continentals. The pound has

petro-currency status unlike the euro which
is a crucial difference when energy prices are
volatile or during an oil crisis. Our housing
market is completely different from that on
the continent and especially sensitive to
changes in interest rates. We have 67% rate
of owner occupation most of whom pay
variable rate mortgages. We have a lower
proportion of taxes as a percentage of GDP
than on the continent, 37% in the UK, (it was
35% on 1st May 1997), but 44% on the
continent. Our pensions funding is totally
different. Because of our well funded
contributory system we avoid the con-
tinental pension debt overhang. We have a
flexible labour market as a result of the
Thatcherite reforms of the 1980s while on
the continent rigid and sclerotic labour mar-
kets persist. We have far more privatisation
and deregulation and a far larger small
business sector than on the continent. The
continental economies emphasise eco-
nomies of scale, the disadvantage of which
can lead to ‘dinosaur theory’, huge
corporations with a pea size brain. The UK
has a better balance between small, medium
and larger companies to take advantage of
hi-tech innovation. For all these structural
reasons which are features of the Anglo–
Saxon model, our economy is fundamentally
and structurally different from the con-
tinental economy and for that reason we
need to set our own interest rates, impose
our own taxes only through Parliament, and
maintain our own currency.

Conclusion

That leaves the final point that I wish to
make. So often the supporters of European
Integration say that unless we sign up to
greater integration, including the euro, we
will be left out and left behind, in the great
adventure of European integration.13 In the
familiar overused phrase, “we will be
isolated”. To this I would retort that not so
long ago I was in a European country with
2% unemployment, 2% inflation, 5% eco-
nomic growth, control over its own fishing
limits, and with a democratic parliament
accountable only to its own people. If the
278,000 people of Iceland can do it, then we
can do it, as the 4th largest economy in the
world, superbly equipped to take advantage
of globalisation, and with a democracy
worthy of the name.

Dr Martin Holmes is Co-Chairman of the
Bruges Group.
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S
ometimes, as in any job, you get asked
to identify the best thing about life in the

European Parliament. Invariable, the ques-
tions comes at that moment in the reception
when one’s Sicilian hosts have broken open
the 42% proof local Lemsip liqueur and by
that stage the answer is self-explanatory.

Life in the Commons is a delight. Fair cop,
you don’t get the same quality of superstar.
Martin Bell doesn’t quite carry the fame
quality that maybe Glenda Jackson can
exemplify in the division lobbies. But what
it lacks is panache, it makes up for in
authority; the ability to make your pulse
quicken as you parade down the corridors.
It is also full of surprises. How many MPs, I
wonder, have ever wandered down to the
pipe-strewn passageways under the Lords,
or searched in the store rooms for such
Commons Library papers as detail the
background to Suez, penned as contempor-
ary briefing note? Such little treasures are
always a pleasure (and MPs could do worse
than to spend a moment browsing through
the briefs on EMU from 1978, and
particularly on referenda dating from 1975
– history repeats itself in never ending
cycles).

Style rather than substance is left to the
glitzy world of the MEPs. Say hello to Dana
(not the Israeli: the real thing). All kinds of
evryting. May I introduce you to the former
Rally Car World Champion? Ah, you must
be That Bloke From Eastenders. Herr Cohn-
Bendit – weren’t you that hairy student from
’68 who was so beastly to de Gaulle? Yes
indeed, a menagerie of superstars.

But then, the downside; there are the
politicians too. Old statesmen never die,
they only get elected to the great Parliament
in the sky, on the rue Belliard. And for these
former grandees it can be an easy option, a
passport to continued domestic limelight
accorded by some form of democratic
legitimacy, without much of the pesky hard
work that goes with being in the national
legislatures. It also gives you another form
of passport too, a diplomatic one, a handy
escape route of old for the odd crook. Yet
there is something quite melancholy in all
this. Just down my corridor, round the
corner in fact, is Jacques Santer’s office. Poor
chap. Spent years wrestling with the Protean

form of the Commission and its staff, only
to be pushed into the morass of the
damned. Very well, so he was technically in
charge while fellow Commissioners were up
to no good (and such no good), yet still he
comes across almost as a sort of Rommel
figure. No, I don’t mean he used to park his
panzer on the front lawn, and we leave any
mention of organising trips to Libya to his
successor. A man of capability, unduly loyal
to the machinery of governance, who spoke
up too late. Consequently, the former
Commission President is reduced to being
baited by national newspapers to test his
corruption factor in comparison with his
erstwhile colleagues. Thus spins destiny’s
wheel. Ut praecipites regum casus fortuna
rotat, to quote Boethius – So Fortune rotates
the headlong fates of Kings.

Remember Jacques Poos? Of course you
do. The former Luxembourg bigwig who
‘spoke for Europe’ when his country held
the Chair of the Council of Ministers, and
made distant continents tremble with his
every utterance. These days he is here too,
holding the lofty rank of Quaestor. Sounds
impressive, n’est-ce pas? Solidly Roman,
shades of the imperial Senate. The English
language still carries the titles of these
ancient offices in its vocabulary; the Prae-
torian Guard, and the good old-fashioned
Dictator. Admittedly Consuls are now
merely characters played by Michael Caine
holding a whisky bottle while representing
Her Majesty in South America, but surely
Quaestor is more impressive, as befitting the
rank of one who has worn the purple? Sadly,
no. He looks after the central heating.

The Senate that this place represents is
not, then, the Grand Lady of the Republic,
home of Gracchi and Aemilii, the dema-
goguery of Caesar, and certainly not of the
oratory of Cicero. It is the toothless stamp of
late Imperial times. And yet it still attracts
with its pretensions to nobility. One reads
with wonder of an official from the Euro-
pean Parliament’s DGIV (the EP shadows
the nomenclature of the Commission) who
has attained the dignity of an ‘Honorary
MEP’, if such a dichotomy of expression is
humanly possible. What is driving rational
human beings to spend their existence
dining for their country?

Judging from an average internal mail
postbag (and this a lean time as the holiday
season starts to draw the regulars away, or at
least slow down their metabolism), the
answer has to be lunar.

Dear Madame G continues in her
campaign to fight la douleur. “Pain adversely
affects the quality of life of every citizen,
man or woman, adult or child.” The EU
must co-ordinate the fight to eradicate it.
We tread here on the verges of fundamental
rights, that poisoned blossom which has
driven the European Court of Human
Rights to meddle in the politics of hearth
and home rather than the excesses of
Stalinism and Fascism it was intended to
prevent.

Signor S. relates how in Italy, 500,000
dead people reportedly remain on the
voting register for the coming referendum.
One example has been deceased for five
years. “In some Italian towns we have people
120 years old who are still alive! But under
our quorum rules, all these people have a
vote!” Perhaps there is more to it than a few
olive oil ads. Signor Blair, take note. Thus
may you yet win your euro vote.

Again, lobbying is increasing over undue
influence exerted in a field by one member
state. We read of how one country is seizing
control of a crucial portfolio, packing the
senior staff with its nationals and over-
throwing the established order.

Tyranny! Which state? The Dutch. Which
portfolio? Postal services. The evil Meneer
Bolkestein, true Bond villain that he is,
has inserted henchmen of Netherlandish
ancestry into the top postal jobs in the old
DG XIII, in order to liberalise the market.
Expect world domination to follow shortly.
By freepost.

Is it any wonder, then, that the Council
has promulgated a Resolution to promote
sanity? Resolution 2000/C 86/01 genuinely
“invites the Commission to analyse the
impact of Community activities on mental
health, for example in the fields of
education, youth policy, social affairs and
employment”. With the insanities of such
core yet threadbare policies such as the CAP
and the CFP, coupled with the evaporation
of the euro, and the suicidal posturing on
defence assimilation, MEPs, like the rest of
us, need all the help they can get.

Dr Lee Rotherham is Secretary of Con-
servatives Against a Federal Europe.

C H U N N E L    V I S I O N
You don’t have to be mad to work here …

by Dr Lee Rotherham
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