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The politics of Europe 2002:
flexibility and adjustment

Erik Jones

The European Union entered a new phase of integration in 2002.
The single currency, the European Convention, and enlargement
signalled progress. The conflict over the Stability and Growth
Pact, the tensions between the member states, and the political
turmoil in a number of core countries suggested retreat. This
paper examines the resulting pattern of integration. It argues
that the European Union is becoming more legalistic than
leader-oriented, and that it rests on common principles rather
than accepting the imposition of some grand design. Such a
European Union cannot challenge the United States for global
leadership. But it is likely to prove stable nonetheless.

The year 2002 was a watershed in the history of European integration. It was the year
that euro notes and coins were introduced, enlargement was decided, the Stability and
Growth Pact (SGP) was tested, the European Convention met to bring the European
Union (EU) closer to the people, and conflict over Iraq drove the Atlantic alliance apart.
It was also a year of political surprises. Populists took centre stage in the Netherlands.
The far right captured headlines in France. And the centre-left held onto power in
Germany.

Beneath the headlines, the challenge facing the EU and its member states was how
to respond to the accelerating pace of change in events; political, economic and secu-
rity-related. At times the politics of Europe focused on the requirements for specific
adjustments—to greater representation, to increased membership, to lower deficits or
slower growth, and to a different US administration with a different strategy and a
different perception of risk. More fundamentally, however, European politics strug-
gled to make itself more flexible in general terms—by reforming some institutions and
defending others, by deepening and widening the participation of non-state actors in
the processes of governance, and by accepting the inevitability of difference and yet
insisting on the need to reconcile disagreements with reference to rules rather than
discretion.

Of course responding to change is nothing unique to Europe or to 2002. What makes
the politics of Europe in 2002 so interesting is that European responses so often
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resulted in contradiction. Usually these contradictions ran from specific adjustments
to general principles—as in the tension between EU enlargement and the Common
Foreign and Security Policy (CFSP) or macroeconomic stabilisation and the SGP. At
times, however, general efforts to increase responsiveness worked against specific
strategies for adjustment. An example may be found in the interaction between the
European Convention and its President, Valéry Giscard D’Estaing. The December 2001
Laeken Declaration of the European Council called for the Convention as a means 
to make Europe ‘more democratic, more transparent and more efficient’ (European
Council 2001a: 21). However, the focus of attention for Giscard was to ensure that
whatever document the Convention drafted would have a positive impact on the
Intergovernmental Conference (IGC) convened to revise the EU treaties. From
Giscard’s perspective, too much ambition could result in too little consensus.

This essay explores the tension between flexibility and adjustment through the lens
of European politics in 2002. My argument is that Europe’s politicians have settled for
a compromise within which adjustment is piecemeal rather than comprehensive and
flexibility is bounded by rules. This compromise is politically possible and yet still
unpopular. It does not incite deep opposition, but it nevertheless requires widespread
self-discipline and it offers little in exchange beyond the promise of prolonging 
the viability of the welfare state. As a result, European integration is moving into 
an era of political disorder characterised by growing popular disaffection with all
levels of government and increasing attention to the establishment of common 
principles and the rule of law. At the same time, leadership in Europe is not only dif-
ficult to find, it is also increasingly unwelcome. This argument will disappoint those
who expect Europe to challenge the United States, but it should reassure those who
fear the European Union will disintegrate altogether. A disordered and yet legalistic
European Union may not offer much hope of becoming the next global hegemon.
However, it is also unlikely to suffer the stresses or disappointments that such hege-
mony entails.

The argument is developed in three sections. The first section is short and outlines
the general tension between flexibility and adjustment as it has played out at the
national level. The second section is much longer and focuses on specific areas of
concern for the European Union: governance, representation, membership and power.
The third section concludes.

Flexibility, adjustment, and the politics of disorder
The member states of the European Union face a three-fold task: They must adapt to
the changing world around them; they must create flexible institutions; and they must
generate and sustain popular support for institutional reform. These challenges were
hardly new in 2002 but they were particularly salient and so warrant introduction.

The challenge of adaptation emanates from the popular forces of globalisation and
from the less well-known but arguably more important areas of demographic and
technological change (cf. the first three essays in Pierson, 2001). Countries across
Europe are facing competitive pressures that result from the global trade in goods and
services and from the increasingly liberalised movement of capital and labour. 
Even traditional economic powerhouses like Germany must respond to competition
in manufacturing and shortages in skilled labour or long-term capital. At the same
time, the growing number of the elderly is weighing down on pensions and health-
care, the uneven distribution of children is straining public educational institutions,
prolonged unemployment is undermining human capital, and the narrowing tax base
is threatening the solvency of the welfare state. These are all problems that require
adjustment.

The introduction of new productive technology requires adjustment as well.
Whether the growth of high speed communications and information processing actu-
ally ushered in a step change in productivity growth remains to be seen. That it
changed the relative cost of productive activities is without doubt. As a result, banks
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and venture capitalists recognized relatively higher returns in the new economy over
the old—at least for a time—and much of the financial community recognized higher
returns from banking and venture capitalism than from manufacturing. The underly-
ing structure of industrial activity continued to change across Europe, with the shift
from manufacturing to services progressing even in those places (again like Germany)
where the manufacturing tradition has had the deepest roots.

The adjustments required by these forces for change are sweeping and can be iden-
tified in the structure of welfare state programmes, in the development of human
capital, in the organisation of the labour market, and in the functional and geographic
distribution of investment. Moreover, each of these adjustments have second and
third-order effects. Welfare state structures affect labour market performance. Human
capital formation affects incentive structures. Relative prices and factor intensity drive
investment patterns. And investment patterns influence regional development in both
the private and public sectors. Finding an appropriate institutional response in such
a situation is challenging to say the least.

Changing one set of institutions for another is also likely to prove inadequate. The
received wisdom is that many of the problems confronted in Europe today originate
not only in the scale of external challenges—globalisation, technological change,
demographics, and the like—but also in the depth of resistence to reform within the
institutions of the market and of the state (Pierson, 1998; Ferrera and Rhodes, 2000).
Indeed, the irony is that present institutions once constituted a rational response to
the massive changes set in motion by the Great Depression and the Second World War
(Polanyi, 1957). And it is the conservatism engendered by these post-War institutions
that is the major obstacle to adjustment.

This time around, not only must the countries of Europe respond to the necessity
for change, they must also respond to the overarching imperative of preserving flex-
ibility. Governments cannot anticipate what the future will bring in precise detail, but
they can anticipate that the future will bring more change—and that it will do so at
an ever increasing pace and magnitude. In this way, flexibility is an essential comple-
ment to adjustment if only so that the countries of Europe may avoid repeating the
mistakes of the past.

The dual imperative of flexibility and adjustment is difficult to sell politically. On
the one hand, it requires definite sacrifices from those who benefit under current insti-
tutions. On the other hand, it offers only insecure advantages to those who may benefit
from institutional reform. Flexibility may facilitate future adjustment but is does so
only by weakening the role of institutions as a commitment on future behaviour or a
claim on future resources. By implication, political mobilisation is much easier for
those who seek to block reform than it is for those who seek to promote it.

The political calculus against reform is not perversely rational. On the contrary, it
resonates with those values that underwrite the European social model—security,
equity, providence. Existing welfare state institutions are no longer able to serve these
values. But the rejection of welfare state institutions is unlikely to serve popular aspi-
rations for security, equity, or providence either. In this way, flexibility and adjustment
challenge common perceptions of how society should be organised. Policymakers can
only respond by striking a balance between the requirements for economic efficiency
and the aspirations of the European social model—‘between flexibility and security’
in the words of the Presidency Conclusions to the March 2002 Barcelona European
Council summit (European Council, 2002a: paragraph 32 sub 4). However, such a
balance does not emanate clearly from economic models or statistical analyses and so
progress is at best incremental even when time is pressing.

Such incremental change is as unsatisfactory as it is exhausting. While politicians
struggle to achieve whatever advances they make, their electorates focus on the efforts
entailed and the obstacles still to be overcome. As a result, the gap between élites and
followers widens, bringing politics into increasing disorder. The American political
scientist Theodore J. Lowi analysed this Politics of Disorder (1971) in a sequel to his
classic work on The End of Liberalism (1969). The following passages capture the essence
of his argument:
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When institutions fail there is a kind of disorder—but it is a special kind of disorder. It is not chaos,
the disorder of randomness. It does not resemble the disorder of war, revolution, epidemic, craze,
or environmental catastrophe. Rather, the failure of institutions brings on a discontent and sense
of grievance that leads to large-scale moralizing. People seem to combine alienation with recom-
bination; they seem to reject the collective life when they are actually building another. . . .
This kind of disorder also involves the expansion of political awareness and the intensification 
of political activity. Political parties are usually pushed out of the picture and are in part replaced
by direct political action. Every inconvenience becomes an occasion for political agitation. It is a
time for moralizing, a time when people translate their needs into rights. It is a time for clamor
that may look like chaos, but only from afar. It is the disorder of institutional atrophy (Lowi 1971:
ix, x).

What is striking is how closely Lowi’s description mirrors political developments
within several of the EU’s member states. Bluntly, 2002 was not a good year for incum-
bents. Sitting governments were driven from office in France, the Netherlands, and
Portugal. Support for the Austrian Freedom Party (FPÖ) collapsed from almost 27 per
cent in 1999 to only ten per cent in 2002. The German Social Democratic Party (SPD)
also lost support over its 1998 showing, albeit on a much smaller scale. In both cases,
these parties remained in office only because of the gains made by their coalition part-
ners. Meanwhile, incumbents fared well unambiguously in Ireland and Sweden. Such
exceptions do not vitiate the theme of increasing disorder. In both cases, the principal
opposition parties experienced dramatic reversals—with the Swedish Conservatives
handing more than seven per cent of the electorate to the Liberals and the Irish Fine
Gael party suffering a 5.5 per cent vote loss that cost it more than a third of its seats
in Parliament. To quote one observer of the Irish polling: ‘It was as though the elec-
torate had taken its revenge on the opposition’ (Mitchell, 2003: 174).

Nowhere was the politics of disorder more striking than in France and the Nether-
lands. Of the two cases, the French is perhaps the most widely known and the easiest
to explain. Going into the first round of polling for the April–May 2002 presidential
elections, the two front-running candidates were the incumbent President, Jacques
Chirac, and his prime minister, Lionel Jospin. Chirac was the leading candidate of the
centre-right. Jospin was the leading candidate of the centre-left. However, French presi-
dential elections operate on a two-ballot system. In the first ballot all candidates may
stand. If none receives an outright majority of the vote, then the two leading candi-
dates from the first ballot return for a run-off.

With incumbents in both of the leading positions, the first-round electorate cast the
bulk of its support to outsiders. Eight candidates each received between three and
seven per cent of the votes while only three candidates attracted more than ten per
cent of the vote—Chirac (19.9), Jospin (16.2), and the National Front leader Jean-Marie
Le Pen (16.9).1 For the first time in the history of the French Fifth Republic, no candi-
date garnered more than 20 per cent of the first-round votes. Together, Chirac and
Jospin attracted only 36.1 per cent of the votes—compared to the 43.3 per cent that
they collected together in the first round of the 1995 election. And 1995 was the first
presidential contest where the two leading candidates together received less than 50
per cent of the first round votes. Going into the second round of polling, the media
focused its attention on Le Pen and the asserted shift of the French electorate to the
right. Yet the numbers do not add up. In aggregate terms, the left scored a higher per-
centage of the popular vote in 2002 (43 per cent) than they did in 1995 (41 per cent).
The real force behind the first round results lay not in left-right dynamics, but in
popular disaffection with political institutions generally and political parties in par-
ticular. Chirac’s response was to contest the subsequent legislative elections around a
‘Union for the Presidential Majority’ rather than with his traditional party, the Rally
for the Republic (RPR). Following Lowi, the politics of disorder rejects old collectives
even as it recombines to form new ones.
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The Dutch case is even more revealing. The May 2002 parliamentary elections her-
alded two major surprises. The first was the success of the populist firebrand Pim
Fortuyn and his eponymous political movement List Pim Fortuyn (LPF). Fortuyn
emerged as the national candidate for the grassroots movement Livable Netherlands
(LN) at the end of 2001 and soon captured the attention of the Dutch electorate with
his outspoken views on the perils of immigration and on the evils of the political estab-
lishment. Fortuyn charged that un-assimilated immigrants would dilute Dutch culture
and that consensual élites would undermine Dutch democracy. Hence, immigrants
must assimilate or they must not be let in. Politicians must espouse strong beliefs and
they must offer voters a choice or they must be thrown out. Fortuyn soon created such
controversy that the LN leadership asked him to stand down. In the event, his popu-
larity only increased and his self-styled political list threatened to become the largest
political movement in the country.

This threat had stabilised by March. Although Fortuyn did very well in the local
council elections held at the start of the month, his standing in public opinion polls
soon levelled off. Even the 16 April collapse of the Labour-Liberal government over
the Dutch handling of the United Nations ‘safe-zone’ in Srebrenica during the
Yugoslav wars of the mid-1990s did little to improve support for the LPF. On the con-
trary, the LPF’s expected seat share in parliament declined, even if only slightly. The
threat posed by Fortuyn’s movement did not grow, but it did not disappear either—
even once deprived of the man himself. The public opinion polling data gathered
before Fortuyn’s assassination is consistent with the LPF’s performance immediately
following. At polling time, Fortuyn’s list captured 17 per cent of the vote to become
the second largest group in the Dutch second chamber of parliament. What was sur-
prising in this success was the extent to which the Dutch electorate was determined
to see the ruling coalition out of power and to vote for an unknown and controversial
political movement in order to achieve that result (Jones, 2002a; for a contrasting view,
see van der Brug, 2003).

Even more surprising than Fortuyn’s success, however, was the dramatic revival of
fortunes for the Christian Democrats (CDA). With a young and untested leader, Jan-
Peter Balkenende, and a largely unproductive two terms in opposition, the CDA
hardly looked to be the party of the future. Indeed, none of the major polling organi-
sations succeeded in estimating the overwhelming boost in support that the CDA
would receive—jumping from 18.4 per cent of the vote in 1998 to 27.9 per cent in 2002.
This performance does not constitute an embrace of Christian Democracy per se. Rather
it suggests the underlying volatility of the Dutch electorate. More than anything, the
May 2002 elections revealed the extent to which Dutch politics had become disorgan-
ised in a manner that has brought fundamental issues of right and wrong, race, creed
and culture to the fore (Pellikaan et al., 2003). Again following Lowi, the politics of dis-
order presents a time for moralising, for questioning fundamental principles, and for
translating needs into rights.

The disorder of Dutch political life is closely related to the tension between flexi-
bility and adjustment as it has played out in that country. The Dutch have been widely
regarded as a model for consensual reform since the mid-1990s—but the process of
adjustment itself dates back to the early 1980s. Over the ensuing two decades the
Dutch have engaged in repeated efforts at collective wage restraint, they have pared
back a number of important welfare state programs, and they have brought their
overall public finances back into balance. These reforms were painful for large seg-
ments of Dutch society and particularly for the distributive coalition at the centre of
Dutch politics (Jones, 1999). Yet after two decades, much more remains to be done.
The Dutch have yet to tackle disability insurance and pensions, let alone health and
education. Worse, while their public finances appear stable, ageing demographics and
slowing productivity growth are working against them. The unpopularity of the gov-
erning coalition in the May parliamentary elections was due to a large extent to the
great efforts it had required and the limited progress that it had achieved. The incum-
bents in France faced similar charges of high effort and low effectiveness, as did those
in Germany and elsewhere. In 2002, the politics of disorder was ubiquitous.
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Disorder in Europe

This political disorder is important for the European Union as well as for the member
states. European integration can only progress so long as the participants remain sup-
portive or at least acquiescent—whether we choose to regard these participants as
member states, transnational interests, the people at large, or some combination of the
three. The recognition of this fact is evident in the Laeken Declaration alluded to above.
It is also evident in more general analysis of the persistence of European integration
(Jones, 2002c).

Popular political disillusionment can undermine support for integration in even the
most committed member states. The Irish referendum of 2001 is but one example
(Jones 2002c: 379–380). That result was reversed when the Irish went back to the polls
on 19 October 2002, with 63 per cent of the votes cast favouring ratification of the Nice
Treaty. However, no sooner had the Irish problem been resolved, when another
emerged. This time, difficulties centred on the Dutch prime minister, Jan-Peter Balke-
nende, and the Brussels European Council summit of 24–25 October 2002. Shortly
before the summit, Balkenende’s centre-right CDA-LPF-Liberal (VVD) coalition col-
lapsed due to controversies within the LPF. On 16 October, Balkenende ejected the LPF
from the cabinet and announced that he would continue as caretaker prime minister
until new elections could be called. Meanwhile, his Christian Democrats remained in
coalition with the VVD and relied on the tacit support of the LPF parliamentary
faction. The situation looked stable if not ideal. However, going into the October Brus-
sels summit, the caretaker arrangement quickly began to pose problems.

The purpose of the Brussels summit was to map the institutional and financial tran-
sition from a European Union of 15 member states to one of up to 25 (the decision to
accept ten new member states was taken the following December at Copenhagen). By
implication, the summit had to touch on reform of the EU’s Common Agricultural
Policy (CAP). Both the VVD and the LPF insisted that the CAP must be reformed
before the Dutch government could give its assent to enlargement. At one stage, the
two parties called for a parliamentary resolution that would effectively block Dutch
ratification of the accession treaties in the event that satisfactory CAP reform did not
take place first. Balkenende countered the threat of this rebellion within his coalition
by drawing support from the opposition Party of Labour (PvdA). However, while
Balkenende obtained support for enlargement in principle, the argument within his
coalition placed tight constraints on his room for manoeuver in Brussels. Balkenende’s
position became acute when the French and the Germans revealed their joint proposal
to postpone CAP reform on the eve of the Brussels summit. Balkenende did not have
sufficient mandate to accept the costs implicit in the Franco-German arrangement and
so had to fight consistently (and often single-handedly) to tighten the constraints on
outlays for agricultural supports in the new member states. Ultimately, Balkenende
received sufficient assurances and the Brussels summit was successful. Nevertheless,
insiders acknowledge that it was close run: had the summit failed, it is almost certain
that enlargement would have been postponed (Ludlow, 2002).

The events of the Brussels European Council summit reveal two interlinking factors:
the potential for political disorder to threaten European integration, illustrated by the
Dutch; and the near-inevitability of piecemeal reform, illustrated by the Franco-
German agreement on the CAP. The irony is that the Dutch played a major role in the
creation of the CAP. A Dutch agricultural minister, Sicco Mansholt, was the first Euro-
pean Commissioner for Agriculture. And the Dutch have been among the largest 
beneficiaries of European agricultural supports. Seen in historical context, Dutch 
difficulties with the CAP are of relatively recent origin. They date back to the mid-
1990s, when the Dutch became net contributors to European coffers. Although popular
disillusionment brought the LPF (and—by extension—the VVD) to power, the argu-
ment these parties made is not about principle or about integration. It is about costs
and benefits. The same is true for Germany, which has long been a net contributor to
the CAP. The reverse is true for France, which has been and remains a net beneficiary.
The incremental nature of the Franco-German agreement reflects the distributive
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implications of CAP reform. Neither country is willing to concede much to the other
at once.

Yet however pragmatic these arguments may appear, their effect is to force atten-
tion on fundamental principles. Should the Dutch be allowed to block enlargement?
Should the French and Germans be allowed to determine the future of CAP reform?
What are the principles that underwrite solidarity between old members and new,
large and small, rich and poor?

Piecemeal adjustment and economic policy coordination
The connections between distributive conflict, incremental reform, principled debate
and European integration are nowhere more evident than in the area of economic gov-
ernance. The European Union is a strange hybrid of macroeconomic institutions. On
the monetary side, the European System of Central Banks (ESCB) provides a common
policy for the 12 countries of the single currency. The ESCB also holds a common inter-
est in the exchange rate between the single currency and the national currencies
retained by member states which have not joined the euro—currently Denmark,
Sweden, and the United Kingdom, but soon to be more. On the fiscal side, the Euro-
pean Union relies on the member states to ‘regard their economic policies as a matter
of common concern and [to] coordinate them within the Council [of Ministers]’ (Treaty
Establishing the European Community [TEC], Article 99, Paragraph 1). In turn, this
coordination takes place through the ‘multilateral surveillance’ and ‘excessive deficit’
procedures set down in the Maastricht Treaty. It is framed by the ‘broad economic
policy guidelines’ (BEPGs) adopted by the Council of Ministers. It is underwritten by
the political commitments and ‘early warning’ procedures established in the 1997 Sta-
bility and Growth Pact (SGP). And it is bolstered by the processes and methods incor-
porated in the Lisbon Strategy for job creation and market-structural (read welfare
state) reform (Jones, 2002b: 35–57; Jones, 2004).

The monetary side of European macroeconomic governance is centralised. The eco-
nomic side is not. Nevertheless, the two parts are closely interconnected. Success on
the monetary side is not possible without a balanced fiscal position. The ESCB cannot
meet its primary responsibility for ensuring price stability so long as the member state
governments insist on spending more than they can finance through taxation. This is
why the Germans insisted upon having a stability pact in the first place. By the same
token, an inappropriate monetary policy can hurt economic performance and there-
fore also fiscal policy. If the ESCB sets interest rates too high it will slow down eco-
nomic activity and raise unemployment, lowering fiscal revenues and increasing the
outlays of the welfare state. This is why the French insisted that any commitment to
stability be leavened with some concession to growth. Job creation and market struc-
tural reform is intended to square the circle. Full employment should bolster govern-
ment coffers and efficient markets should smooth out responses to unforeseen
economic shocks. Armed with sufficient flexibility, Europe’s member states should be
able to accommodate the discipline of a common monetary policy while at the same
time meeting their commitments to fiscal probity (Jones, 1998).

As 2002 started, it became clear that at least two member states were failing to adapt
their national economic policies to European requirements. On 30 January, the Euro-
pean Commission recommended that the Council of Ministers issue an ‘early warning’
to Portugal and Germany ‘with a view to securing the needed reduction in the deficit
to create a safety margin to avoid breaching the 3 per cent of GDP deficit laid down
in the Treaty’ (European Commission, 2002a). The concern at the Commission was not
that Portugal and Germany had breached the references values for excessive deficits
set down in the Maastricht Treaty. Rather it was that they might. The Council of Eco-
nomic and Finance Ministers (ECOFIN Council) met to review this recommendation
on 12 February. Its view was more sanguine. While it accepted the logic behind the
Commission’s recommendations, the ECOFIN Council was persuaded by the com-
mitments of the German and Portuguese governments that they would remain within
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the requirements for fiscal stability. In both cases, the Commission’s recommendations
were not put to a vote and the Council was unanimous in declaring the matter closed
(Council of Ministers, 2002a).

The Council’s actions were problematic on two counts. To begin with, the gentle
treatment of Germany and Portugal contrasted sharply with the reprimand given to
Ireland only a year earlier. In 2001, the Council formally rebuked Ireland for running
too small a surplus (Jones, 2002c: 386). In 2002, Germany and Portugal escaped sanc-
tion despite threatening to run excessive deficits. For many, this contrast suggested
that the Council applies one rule for small countries and another for large ones (the
implication being that Portugal would have been handled differently had Germany
not been in the same situation). The European Commission, however, chose a differ-
ent rationalisation of the contrast. In the Commission’s analysis, the Irish government
was reprimanded because it ignored a specific commitment made in the BEPGs and
because it refused to accept the policy recommendations made by the ECOFIN
Council. By contrast, both Germany and Portugal suffered from poor economic con-
ditions and not poor policy choices, and both countries accepted the Council’s rec-
ommendations for an appropriate policy response (European Commission 2002b: 40).
The Commission still insisted upon the legitimacy of its recommendation that Portu-
gal and Germany be given an early warning. Yet it was willing to accept the Council’s
reassurances that commitments made by the German and Portuguese governments
were a sufficient response.

The dependence of the Council’s decision on the public commitments of Germany
and Portugal constitutes the second problem with the decision not to issue an early
warning. Effectively, the Council made its credibility dependent upon the subsequent
actions of the two member states. As the European Commissioner for Economic and
Monetary Affairs, Pedro Solbes, explained soon after the ECOFIN Council published
its outcomes:

Of course, the Commission would have preferred the Council to issue an early warning in line with
its Recommendation. But having decided not to do so, we have now to ensure that the framework
for budgetary surveillance in EMU remains effective. This can only be achieved by transforming
with resolve political commitments into concrete actions and results (Solbes, 2002a: 3).

In a later version of the same speech, Commissioner Solbes (Solbes, 2002b: 6) made
his point even more explicit: ‘To maintain credibility in the SGP, it must ensure that
the commitments given by Germany and Portugal are implemented in full.’ For its
part, the Barcelona European Council (2002a: paragraph 7 sub 3) accepted the need to
‘[reinforce] existing fiscal policy coordination mechanisms’ and called upon the Com-
mission to make proposals in time for the March 2003 economic summit.

Unfortunately for both the Commission and the Council, Germany and Portugal
were in the midst of an election year and so no real fiscal moderation was forthcom-
ing. Even worse, once the Portuguese election was over, it became evident that the
outgoing Socialist Party had greatly under-reported the extent of its fiscal shortfall. In
the BEPGs adopted in June 2002, the ECOFIN Council noted that the revised figures
for Portugal’s deficit implied a much more substantial effort at fiscal consolidation
than had been foreseen (Council of Ministers, 2002b: 57–58). Yet Portuguese finances
only continued to deteriorate. On 16 October, the European Commission (2002c)
acknowledged that Portugal’s deficit for 2001 was 4.1 per cent of GDP, ‘clearly exceed-
ing the reference value of 3 per cent.’ And by 5 November, the ECOFIN Council had
to enter Portugal into the ‘excessive deficit procedure’. The Council’s recommenda-
tion instructed Portugal ‘to put an end to the present excessive deficit situation as
rapidly as possible’ and also ‘to continue to improve the collection and processing of
general government data to correct the serious deficiencies revealed in this regard in
Portugal’ (Council of Ministers, 2002c: 2).

Portugal was not alone in its fiscal difficulties. German public finances continued to
deteriorate during the course of the year as well. Even worse, French fiscal balances
also showed signs of crossing the three per cent of GDP threshold. On 19 November,
the Commission initiated the excessive deficit procedure for Germany by issuing a
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statement on the country’s government finances. At the same time, the Commission
recommended that the Council issue an early warning to France. In both cases, the
explanation for the fiscal deterioration was only partly grounded in the slowdown in
European economic activity. The Commission argued that at least half of the blame
lay in poor fiscal and market institutions which not only created a structural imbal-
ance in fiscal accounts, but which distorted unemployment levels and tax revenues as
well. These structural issues have been of longstanding importance to both countries
(cf. European Commission, 2002b: 142–143, 156–157). Ironically, they are less a problem
for Portugal—where poor record keeping and weak tax compliance have been more
important (European Commission, 2002c). By implication, the Portuguese government
should be able to respond to the requirements for fiscal consolidation more easily than
either Germany or France even despite the greater magnitude of Portugal’s deficit.
Given their poor structural position, it is France and Germany that pose the greatest
challenge to the credibility of the SGP, even as it is France and Germany that are most
responsible for having created the pact in the first place.

The crisis in the SGP is primarily a result of the piecemeal nature of structural
reforms that have taken place in Germany and France during the past decade. 
Moreover, this problem applies to greater or lesser extent across all of the member
states and not just to the larger ones. As the Commission suggested in its proposal to
revise the procedures for economic policy coordination, the member states have been
unwilling to push each other, they have been too eager to overestimate the pace of
reform, they have been lax in their collection of statistics, and they have been reluc-
tant to continue with austerity measures during periods of economic boom. By im
plication:

the SGP has struggled to develop into an effective coordination framework for dealing with
country-specific circumstances in a consistent manner, assuring the long-term sustainability of
public finances while supporting structural reforms that are designed to enhance employment and
growth potential (European Commission, 2002d: 6–7).

Structural reform has been piecemeal and the SGP has been inflexible. However, recog-
nition of these facts raises the question whether a more flexible SGP would facilitate
member state adjustment. A similar question was put to European Commission Pres-
ident Romano Prodi in October 2002 by two journalists from Le Monde. Prodi’s reac-
tion was strikingly frank: ‘I know well that the stability pact is stupid, like all decisions
that are rigid. If we want to change that, we need unanimity and that does not work.
It is not enough to have intelligence, we have that. It is also necessary to have the
power to decide’ (Leparmentier and Zecchini, 2002). This comment is often taken out
of context. The full text of the interview makes it clear that Prodi sees the SGP as a
trade-off between rules and discretion.2 Europe’s institutions simply lack the author-
ity and the decisiveness to exercise discretion in fiscal matters. Any attempt to build
in more discretion would repeat (and exaggerate) the failures of the Council of Min-
isters in its enforcement of the SGP. Hence the only real choice is to accept and enforce
the SGP as a common rule. Such a rule will always be imperfect. But it will also be
better than the alternative of allowing the Council of Ministers to decide on a case-by-
case basis. Given too much flexibility, the member states would fail to engage in nec-
essary adjustments.

Bounded flexibility and democratic representation
The implementation of common rules lies at the foundation of the European Union’s
approach to economic governance. It lies at the heart of the ‘Community method’ as
well. And while the European Union has experimented with mechanisms for accom-
modating greater diversity, it remains true that such mechanisms have only limited
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usefulness (Jones, 2001). Indeed, the more diverse the situations of the different
member states, the more likely it is that any consensus among them will centre on
common rules. Such rules not only represent points of agreement, they also represent
the boundaries of flexibility.

An obvious example is monetary policy. From the start of the single currency, voices
have expressed concern that the price stability rule of the ESCB and the European
Central Bank (ECB) is too rigid. In those countries outside the eurozone, voices also
contend that the single monetary policy is not appropriate to all participants in all cir-
cumstances (Edmonds, 2002: 15). The policy actions of the ECB during 2002 suggest
that such criticisms may be warranted (Crooks and Major, 2002). Although several
member states experienced lower than expected growth, and while Germany and
France witnessed a deterioration on their fiscal accounts, the ECB left interest rates
largely unchanged. The only rate reduction announced during the course of the year
took place in December and amounted to just 50 basis points (or one half of one per
cent). The reason for this limited action is purely monetary. Throughout the year, liq-
uidity growth in the eurozone was well above the ECB’s reference value of 4.5 per cent
and actual inflation was above the ECB’s target of two per cent as well. Given that the
primary responsibility of the ESCB is to maintain price stability, it would have been
irresponsible for the ECB to argue for lower interest rates in the face of such data. As
it was, the official justification for the December 2002 rate reduction was that ‘the evi-
dence that inflationary pressures are easing has increased, owing in particular to the
sluggish economic expansion. Furthermore, downside risks to economic growth have
not vanished’ (European Central Bank, 2002). The ECB did not cut interest rates to
spur growth. Rather it took advantage of low growth to cut interest rates.

This record of inaction on the part of the ECB should not detract from the successes
that the single currency recorded during the course of the year. The introduction of
notes and coins in January went much more quickly and smoothly than the staunchest
advocates of monetary union could have imagined. Indeed, the effectiveness of the
monetary changeover was such that even ECB President Wim Duisenberg’s 7 Febru-
ary announcement of his impending retirement could not tarnish the lustre of the
newly minted euro. No-one really believed that Duisenberg actually wanted to step
down in July 2003, three years before the end of his eight-year mandate. Rather, most
believed that he is required to do so as part of the 1998 Franco-German bargain over
the leadership of the ECB (Pierson et al., 1999). And many expressed concern that
Duisenberg’s putative successor, Banque de France President Jean-Claude Trichet,
would be mired in a decade-old financial scandal. However, the single currency
emerged as a potent symbol of European unity nonetheless.

The problem for the ECB was not the single currency and neither was it the rule-
based framework for the common monetary policy. Rather it was the collection of
diverse institutional challenges facing each of the participating member states. Con-
sequently, Duisenberg reiterated the importance of structural reform as a mantra at
the end of his opening statements for the ECB’s monthly press conferences. Such
reforms are ‘the key challenge for the euro area’ (3 January) and ‘essential . . . to
promote the euro area’s growth potential’ (7 February). They must be ‘comprehensive’
(7 March)—‘implemented vigorously’ (4 April) and ‘in a determined manner’ (4 July).
The member states must ‘make faster progress’ (2 May and 6 June) in order ‘to foster
confidence among consumers and investors’ (12 September) without ‘any further
delay’ (10 October) ‘both within the area of fiscal expenditures and revenues and in
labor and product markets’ (7 November). Even after Duisenberg announced the
ECB’s interest rate reduction in December, he felt the obligation ‘to stress again that
there is still an urgent need to implement decisively the structural reform agenda’ (5
December).3

The slow pace of structural reform may be politically inevitable, but it is problem-
atic for the common monetary policy just as it is for the stability and growth pact.
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Prodi argued that the SGP is imperfect and yet necessary. Duisenberg insisted that it
is the member states and not the ECB which must act. The member states demanded
both greater flexibility and more time. And in the cacophony of voices, it is small
wonder that prominent financial newspapers decried the state of European macro-
economic governance (for example, Crooks and Major, 2002). It is also worth asking
whether the member states and the European institutions could agree on some alter-
native framework for macroeconomic governance.

The European Convention provides an interesting laboratory for investigating 
this type of question. Established to bring Europe closer to the people, the Conven-
tion had a broad remit to examine even the most central features of the integration
process. In particular, an entire working group was devoted to economic governance.
This group met nine times during the course of the summer and early Autumn 
to discuss a range of issues from the conduct of monetary policy, to economic policy
coordination, to structural reform. In the group’s original mandate, members 
were asked to consider the asymmetry between monetary and fiscal policy and the
effectiveness of the SGP. They were also asked whether ‘the current attribution 
of responsibility within the areas of monetary and economic policy is sufficiently 
clear’ (European Convention, 2002a: 4). Early on in the deliberations, several voices 
in the group made suggestions about changing the mandate of the ECB, about 
introducing greater flexibility into the SGP, and about increasing the role of national
parliaments and the public. However over time the group became ever more conser-
vative and less ambitious. In part this may have been due to the witnesses who testi-
fied, all of whom were stakeholders in the existing system—including the ECB
President, two Commissioners, the chairman of the Economic and Financial Commit-
tee, and the academic most responsible for inspiring the Lisbon strategy for market-
structural reform. Most likely, however, it was due to the requirements for consensus
within the group.

In the end, the working group on economic governance concluded that little should
be altered within the existing framework of rules. The group expressed a ‘broad con-
sensus’ that the distribution of policy responsibilities should remain unchanged; ‘a
very large majority did not wish to modify the basic mandate of the ECB’; and ‘no
member of the Convention explicitly suggested that the existing rules of the Stability
and Growth Pact should be changed’ (European Parliament, 2002). The only radical
proposal to emerge was to give the European Commission the power to issue an early
warning without reference to the Council of Ministers (European Convention, 2002b).
Yet while this might facilitate the implementation of the SGP, it is unclear how it would
resolve any of the macroeconomic policy conflicts that had emerged during the course
of the year.

The working group on economic governance illustrates the difficulties that the Euro-
pean Convention had escaping from the existing framework of European rules and
commitments. Bringing Europe closer to the people can only succeed on the basis of
consensus, and consensus is difficult to maintain among a large number of diverse
actors operating in a shifting institutional environment. It is easier when the institu-
tional environment remains largely unchanged. This is not to suggest that the work
of the Convention was unimportant. On the contrary, the member states became more
active in the Convention’s deliberations and began to send more senior officials to rep-
resent their national interests only once it became obvious that Giscard would use his
position as Convention President to forge a consensual document. By the end of the
year, the foreign ministers of most of the larger countries were participating in their
national delegations. As a result, the work of the Convention began to resemble ever
more closely the type of work that is normally achieved in an intergovernmental con-
ference. The Convention remained open to a wider variety of influences, and yet the
interests of the member states predominated. This change in the structure of the Con-
vention increased the prospects that its draft constitution would find favor among the
member states. However it diminished the sense in which the Convention brought the
institutions of Europe closer to the people—or indeed resulted any other sort of radical
change to the process of integration (Parker, 2002).
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Enlargement, common principles, and the rule of law

Even if ‘the people’ were not present in the European Convention, the accession coun-
tries were. Moreover, their participation was crucial to the outcome of deliberations.
As the European Council (2002b: paragraph 8) acknowledged in the Presidency Con-
clusions to the December Copenhagen European Council Summit, ‘the new Member
States will participate fully in the next Intergovernmental Conference . . . The new
Treaty will be signed after accession.’ This statement—and indeed the participation of
the accession countries in the Convention—marks a dramatic shift in the status of the
accession countries from outsiders to insiders. The implication is that these countries
must be brought into any consensus on institutional reform. Having them participate
in the Convention represents part of their socialisation. Encouraging them through the
accession process represents the lion’s share. Accession is primarily about having those
countries who wish to join approximate, assimilate, and adapt to the common princi-
ples and body of laws that constitute the European Union. Once these countries get
in, however, they gain influence over the identification of common principles and the
promulgation of laws. They become suppliers of the EU’s rule of law as well as 
consumers.

What is interesting about the end game in the enlargement process is the extent to
which the existing member states began to recognize the growing influence of the can-
didate countries and so began to make ever greater concessions in order to buy them
into the process. The story of the Brussels European Council summit has already been
related. The key players were the existing member states and their objective was to
forge a common position. Once that summit was concluded, the European Commis-
sion was able to open the final chapters of negotiation with the accession countries.
The Copenhagen European Council summit represented the last phase of those final
negotiations. Once again, the bargaining was difficult. This time, however, the number
of actors was increased because the accession countries were involved. They did not
participate in the European Council summit per se, but their agreement with the
summit’s outcomes was nevertheless important.

Also important were attitudes within the accession countries. Had the member
states pressed too hard in negotiations, it is likely that this would have soured the
prospects for favourable referenda on accession. The political elites of the 10 countries
invited to join were clearly in favor of membership. However, public opinion in at
least some of the countries was not entirely supportive. In Estonia, for example, only
39 per cent polled in September 2002 indicated that they would vote in favour of
joining the European Union in a referendum on membership (against 31 per cent who
would oppose), and 37 per cent indicated that they ‘tend not to trust the European
Union’ (Eurobarometer, 2002: 4, 6). The political opposition in Poland also took a
strong line against membership, claiming that their government was not bargaining
effectively in the national interest. Such attitudes were unlikely to prevail. However,
they could not be ignored either. At a minimum, they made it necessary for the acces-
sion countries to take a tough stand in the final phases of the negotiations (Reed, 2002).

The Copenhagen summit was difficult and yet no member state would allow it to
fail. No single country could be allowed to block the enlargement process. All coun-
tries had to agree to the financial terms of the negotiations. And solidarity would be
governed by rules and not discretion. The Copenhagen agreement includes safeguards
and derogations to be sure. It also requires ongoing monitoring of the accession coun-
tries to ensure that they comply with their commitments prior to entry. And yet it also
ushers in a new and diverse European Union which is clearly dependent upon the
rule of law in order to function.

The contrast is with the enlargement of the North Atlantic Treaty Organization
(NATO). Shortly before the European Council summit at Copenhagen, the heads of
state and government of NATO met in Prague to chart the expansion of the alliance.
There they chose to invite seven countries to become NATO allies: Bulgaria, Estonia,
Latvia, Lithuania, Romania, Slovakia and Slovenia. The NATO summit also agreed to
a series of important institutional reforms and ‘capabilities commitments’ to be made
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by individual members of the alliance. In this way, NATO enlargement appears to par-
allel the expansion of the European Union. Both organisations are undergoing reforms.
Both are reconsidering their proper roles and identities. And both are admitting new
member states.

However, this analogy is only superficial. Beneath the surface, membership in the
European Union is more like an entitlement and membership in NATO more like a
privilege. The criteria for joining are similar in both cases. However, where EU mem-
bership presents a complicated calculus of costs and benefits, the emphasis within
NATO is on contribution. In the language of NATO’s Prague Declaration, the seven
countries were invited to join because they ‘have demonstrated their commitment to
the basic principles and values set out in the Washington Treaty, the ability to con-
tribute to the Alliance’s full range of missions including collective defence, and a firm
commitment to contribute to stability and security, especially in regions of crisis and
conflict’. The declaration also makes it clear that this is only a beginning: ‘We look
forward to receiving the invitees’ timetables for reforms, upon which further progress
will be expected before and after accession in order to enhance their contribution to
the Alliance’ (NATO, 2002: paragraph 5). In return, NATO members receive the pres-
tige of belonging. They also receive a commitment to collective security. But in post-
Cold War Europe, the threats to which NATO constitutes a credible response are few
and far between. By contrast, the prestige of membership is a continuous resource.

This emphasis on privilege and prestige betrays another difference between NATO
and EU enlargement. Within NATO, the presence of new member states creates a range
of new possibilities both for the alliance and for its most powerful member, the United
States. New members are eager to show their worth and so justify their privilege and
prestige. The same is not true for the European Union—at least not to the same extent.
New members provide new opportunities, but they also present new obstacles to deci-
sive action. They have enthusiasm but they also have ambitions and obligations, both
European and domestic. This aspect of EU enlargement has long been evident (Peter-
son and Jones, 1999). However, the full extent of the implications were only just becom-
ing clear in the months leading up to the Copenhagen summit. Given the potential for
disagreement between member states and across a range of issues, emphasis on the
rule of law can only be expected to increase. Fortunately the European Union is
endowed with competent judicial institutions—particularly the European Court of
Justice (ECJ). Even more fortunately, the member states have demonstrated a willing-
ness to accept the authority of the ECJ (Goldstein, 2001). Such legal characteristics will
prove crucial to the future success of the EU.

Leadership, power, and weakness
What this new European Union lacks is a clear expression of leadership. Unlike NATO,
the EU does not have a dominant member state. Moreover, it will soon outgrow the
motive force provided by the Franco-German relationship, if indeed it has not done so
already. The joint Franco-German position to delay CAP reform in the run-up to the
Brussels European Council summit has already been related with reference to the Dutch.
However, the British reaction was also telling. When Tony Blair discovered that his
French and German counterparts had struck a deal without consulting Britain, he
became angry to the point of creating a minor scandal (Ludlow, 2002). This breakdown
of diplomatic nicety would be entertaining if it did not augur such a deep potential for
future conflict. What it signals is that countries are in favour of European leadership
only insofar as they are allowed a leading role. And while this is understandable from a
perspective of self-interest, it is unworkable from a perspective of institutional design.

The member states of the European Union are well aware of the weakness of EU
leadership. During the course of 2002, the European Council embarked on an impor-
tant reform of the Council of Ministers. The June Seville European Council adopted a
range of proposals to streamline the Council’s functioning and to tighten its coordi-
nation (European Council, 2002c: Annex 1). However, strengthening intergovernmen-
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tal procedures cannot overcome all or even most of the friction that emerges around
distributive conflicts like those at Brussels or Copenhagen. Moreover, even a reformed
Council of Ministers cannot provide the coherent vision or motive force that is imbued
by a single country or political partnership. The European Union simply lacks the
unity for decisiveness no matter how coherently its institutions are designed. And in
a period of political disorder its political unity is even more fragmented.

The problem of European Union leadership is often either misinterpreted or under-
estimated. It is misinterpreted by writers like Robert Kagan (2002), who tend to view the
EU’s lack of collective decisiveness and its emphasis on the rule of law as a sign of weak-
ness. Kagan’s presumption is to believe that the relative decisiveness of the United
States is evidence of a different political culture or psychology. However, it is far easier
to imagine that what Kagan regards as Europe’s ‘psychology of weakness’ is actually a
rational response to the problem of collective decision making across diverse and
diversely interested member states. Add to that the problems of institutional weakness
and political disorder, and it is easy to understand why the European Union has such a
strong attachment to the rule of law and to the norms of multilateral reciprocity.

That said, it would be a mistake to regard the European condition as only a tempo-
rary one. This is the view of writers such as Charles Kupchan (2002), who argues that
‘as the EU fortifies its governmental institutions and takes in new members . . . it will
become a formidable counterweight to the United States on the world stage’. Such a
future would depend upon a clear reassertion of leadership in Europe for which there
is not only little evidence but also little desire. The European Union is more likely to
focus inward on the representation of particular interests and the resolution of specific
challenges than it is to forge the potential to push outward with a common vision of its
own interests or identities. Indeed, any actor who presumes to speak for the European
Union—be it the Franco-German couple, the European Commission President, the
European Central Bank, or the High Representative of the Common Foreign and Secu-
rity Policy—will soon find opposition at home that is even more potent than any to be
found abroad. Leadership is not only unavailable in Europe. It is also unpopular.

Order restored or order redefined?
It would also be a mistake to regard the European Union’s internal political dynam-
ics as somehow uniquely fallible or prone to disorder. They are not. The European
Union is caught in a tension between flexibility and adjustment that is ubiquitous in
modern politics. The member states of the EU are caught in that tension as well. And
the combination of factors across levels of government has the effect of limiting change
to an incremental pace and constraining flexibility on each level with rules or princi-
ples that are common to them all. The political consequences of this situation are often
dramatic. But over the long run both the EU and its member states are stabilized by
their consistent adherence to the rule of law—even if at the expense of leadership
(Jones, 2003). The point to note is that the situation in the United States is not charac-
teristically different.

The US government may be in a stronger position at the moment, but that does not
mean that US institutions are somehow superior in design or that US politics is
somehow more decisive in culture. Indeed the importance of Lowi’s analysis of The
Politics of Disorder is precisely that it derived from his close experience with the Ameri-
can case. The United States is headed toward a future not unlike that witnessed in 
the European Union during the course of 2002. With a constant and intensifying need
for flexibility and adjustment, the United States could do worse than to emulate the
European Union’s increasing dependence upon the rule of law.
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