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United Against the United States? The EU’s
Role in Global Trade and Finance™

C. RANDALL HENNING AND SOPHIE MEUNIER

Trade and money lie at the heart of the European Union (EU) as a polity.
Fostering trade among its members and promoting unity vis-a-vis the USA
and other trading partners were original raisons d’étre of the European
Economic Community. From its very beginning in 1957, the Community
has been a single actor in legal terms in international trade policy and thus a
global player in trade relations. In 1999, the introduction of the single
currency made the euro area a single actor formally in monetary and ex-
change rate policy as well. Long since a global player in international trade,
the EU is now emerging as a global player in money and finance.

As decision-making processes in economic policy become increasingly
federal, the EU acquires greater weight on the world stage. The EU and the
USA arenow quite similar, as illustrated by a few basic indicators presented in
Table 4.1. Their Gross Domestic Products (GDP) are roughly comparable. In
2003, the GDP of the euro area was three-quarters that of the USA, while that
of the EU-15 was slightly below, and that of the EU-25 slightly above that of
the USA. The GDP of Japan, the next largest single economy, was roughly 40
percent of that of the EU. The euro-area and US populations are also roughly
comparable (309 million and 291 million, respectively), while the population
of the EU-15 (382 million) and the EU-25 (456 million) greatly exceed that of
the USA. The total exports and imports of the EU-15 (about $3 trillion)
substantially exceeded those of the USA ($2.6 trillion). In 2003, the EU-15
ran a trade surplus of about $160 billion, while the USA ran a trade deficit of
about $490 billion. Finally, the international reserves of the euro area ($223
billion, excluding gold) also greatly exceed those of the USA (875 billion),
though were less than one-third those of Japan. European integration thus
gathers under one political entity formidable economic clout, shifting the
structure of global economic relations.

* The authors would like to acknowledge the excellent research assistance of Youliana
Ivanova and the helpful comments of Benjamin J. Cohen, Andreas Falke, Jeffrey J. Schott
and the editors of this volume, Nicolas Jabko and Craig Parsons.
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TaBLE 4.1. Comparison of Europe, United States, and Japan, 2003

EU-25 EU-15 Euro-12 UsS Japan

Population 457 382 309 291 127
(million)

GDP 10,936 10,444 8,148 10,854 4,278
(billion $)

GDP per capita 24.0 27.3 26.4 37.3 33.6
(thousand $)

Exports of goods n/a 1,477 1,530 1,042 505

and services
(billion $)

Imports of goods n/a 1,562 1,389 1,530 436
and services
(billion $)

International 425 321 223 75 663
reserves minus
gold (billion $)

Stock market 7.9 7.8 4.9 14.3 49
valuation '
(trillion §)

Bond market 13.1 12.8 10.2 19.1 6.9
valuation
(trillion $)*

Outstanding 18.0 17.7 12.8 5.9 6.2
bank loans
(trillion $)y*

Notes: GDP data for all countries, exports and imports data for EU 15, US and Japan converted
into dollars at a rate of 1.12 dollars per euro (average for 2003); exports and imports data for EU
15 excludes intra-group trade and assumes that services trade is distributed in the same
proportion as merchandise trade; exports and imports data for EU 12 excludes intra-group
trade and is converted into dollars at a rate of 1.12 dollars per euro.

*2002 Data.

tAssets of commercial banks.

Source: International Monetary Fund, IFS (May 2004) for international reserves; International
Monetary Fund, Global Finance Stability Report (April 2004) for bond market valuation and
outstanding bank loans; The European Economy Statistical Annexe (Spring 2004) for
population, GDP, exports and imports for EU 15, US and Japan; World Federation of
Exchanges World Wide Web site for stock market valuation; ECB Statistics Pocketbook (May
2004) for EU-12 exports and imports data.

As the EU’s global role strengthens, it becomes increasingly important as a
partner for the USA, both in conflict and well as cooperation. Whether the
EU is inclined to challenge or cooperate with the USA depends in turn on
how its preferences compare to those of its main transatlantic partner. While
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broad structural similarities might contribute to convergence, institutions
and internal politics also bear on preference aggregation and can potentially
cause preferences to diverge. Transatlantic convergence may be greater than
in the past, but it is far from complete.

The status of the EU as a heavyweight in trade, however, has not been fully
matched by its status in money and finance, where its role has emerged more
gradually. Europeans had hoped to replicate in the financial sphere the EU’s
success in the trade sphere when creating the single currency. They believed
that the euro, among other purposes, could empower Europe on the inter-
national stage and raise its stature in global economic diplomacy generally.
While this remains a prospect, it is fair to say that the monetary union has so
far fallen short of the role the common market plays in international trade
politics. We argue that institutions provide the primary explanation for the
difference.

This chapter compares the EU’s performance in trade to that in monetary
and financial affairs. The discussion below begins by examining how the EU
became an international actor in the field of trade and is now becoming one in
the field of finance. These two sections review the institutions by which policy
is set and address the pressures for change coming from enlargement and
institutional reform, including the prospective European constitution. The
discussion then explores the sources of the difference between the EU’s success
in trade and its more limited success in international finance. The chapter
concludes by examining the convergence between EU and US policymaking
institutions and the prospects for transatlantic cooperation and conflict.

1. The EU As a Political Heavyweight in Trade

If there is any area in which the EU has unquestionably become a leading
power in the international system, it is clearly in the field of trade. The
Founding Fathers of Europe might have envisioned long-term political
prospects for the European Community, but they conceived it primarily as
a common trading area with external borders. The objective of the 1957
Rome Treaty was indeed to create among the original six members a customs
union in which there would be no barriers to trade and a common external
tariff would be applied to imports from third countries. From its very
beginning, then, the Community became a single actor in international
trade policy and almost immediately started talking on an equal legal footing
with the USA in commercial negotiations. With sustained economic growth
and successive enlargements from six to twenty-five countries, the influence
of the EU in international trade politics and negotiations strengthened over
the decades.
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1.1. Institutions and Processes of EU Trade Policy

The common commercial policy is based on three main principles: (a) a
common external tariff, (b) common trade agreements with the rest of the
world, and (¢) the uniform application of trade instruments across member
states. The EU competence over trade policy covers various roles. In addition
to participating in multilateral trade negotiations, the EU concludes and
monitors commercial agreements with many countries (such as free trade
agreements with the European Economic Area and preferential agreements
with Mediterranean countries and African-Caribbean-Pacific countries
under the Lomé, and later Cotonou Conventions). The EU is also in charge
of protecting its member states against unfair trade practices, mainly through
the use of policy instruments to deal with dumping and subsidies. The
common commercial policy also covers key aspects of intellectual property,
investment and competition.

The common commercial policy is the most prominent EU policy to have
been under supranational competence from the very beginning. Although
member states might occasionally depart from common positions on selected
issues, formally and legally Europe ‘speakswith one voice’ in bilateral, regional
and multilateral negotiations. Trade policy in the EU involves two levels of
delegation.' First, the Rome Treaty formally transferred the competence to
negotiate and conclude international agreements on trade from the individual
member states to the collective entity—this is often referred to as ‘exclusive
competence,” ‘community competence,’ or ‘supranational competence.’

The second level of delegation is the practical transfer of competence from
the Council of Ministers to the Commission—the two main institutions
involved in external trade policymaking. Schematically, the concrete mech-
anisms for making trade policy are as follows. The Commission elaborates
proposals for the initiation and content of international trade negotiations.
The key policy discussions then take place in a special advisory committee,
the ‘Committee 133,” named after Article 133 on trade policy. Once the
Committee has amended Commission proposals, they are transmitted to
COREPER (the Committee of Permanent Representatives, which prepares
most of the work of the Council of Ministers), which then transmits the
negotiating proposal to the Council of Ministers. Deciding according to
qualified majority in most cases, the Council sets objectives for trade nego-
tiations (known as the ‘negotiating mandate’), which it then hands out to the
Commission. The actual conduct of international trade negotiations for the
EU is carried out by members of the Commission, acting under the authority

! For more on the complexities of EU trade policy and in particular the cumbersome
sharing of trade competences, see for instance Meunier and Nicolaidis 1999; Meunier 2000,
2005.
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of the Trade Commissioner. Once the negotiations are over, the final agree-
ment must be ratified by the Council (sometimes by the individual member
states as well), according to qualified majority in most cases and unanimity in
areas involving trade in particular services..

This complex system, carefully crafted over more than four decades of
participation by the EU as a central actor in international trade policy, has
turned the European edifice into one of the world’s two trade superpowers.
The very idea that nation states could give up such a key area of their external
affairs was, and continues to be, revolutionary. The granting of competence
over trade to the supranational authority has not always been without
political controversy, and member states have fought hard to conserve
some of their competence over trade, especially in the multiple sectors of
services (Meunier and Nicolaidis 1999). Nevertheless, trade is overall the
policy area in which the EU has presented the most united front to the rest of
the world throughout the years in a variety of fora, as described below.

1.2. The EU as an International Trade Actor

In its initial decades of existence, the EU was a passive actor in international
trade negotiations, more preoccupied by building its own internal policies
and defending them against assaults by the outside world, than by initiating
international policy changes. As a result, it exerted a more protectionist
pressure on the world political economy, especially given the definition of
the Community’s bargaining position at the lowest common denominator of
its members (Meunier 2000). Since the early 1990s, however, the EU has been
initiating international policy changes, rather than reacting to them. This
transformation was driven in part by external threats from perceived US
unilateralism, by aspirations to global leadership, and by the changing nature
of trade. As a result, the EU is now a very active—and proactive—member in
a variety of international trade fora.

1.2.1. Multilateralism in the World Trade Organization

The EU and its twenty-five member states all belong to the World Trade
Organization. It is, however, the EU who speaks on behalf of its members in
the vast majority of WTO negotiations, with a common position coordinated
in Brussels and/or Geneva according to the procedures presented earlier.
This is true for the negotiation of broad multilateral trade agreements, as
well as for the management of trade disputes (even though there are excep-
tions and ongoing conflicts over issues of competence).

The first multilateral trade agreement to be conducted under the auspices
of the World Trade Organization is the Doha Round, which was launched in
2001. The Doha Round is about negotiating away trade barriers with the
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goal of improving general economic welfare, in particular for the developing
countries. Agriculture is the key variable in this round, with developed
countries being asked to reduce their trade-distorting subsidies for farmers
and the tariffs, quotas, and nontariff barriers that they use to protect their
domestic agriculture. Among the other central issues were originally the
so-called ‘Singapore issues’—investment, competition policy, government
procurement, and trade facilitation—pushed by the EU and strongly resisted
by most developing countries. By August 2003, the EU and the USA had
reached a common proposal on reform of the protection of their agriculture.
This was not enough, however. The 2003 Cancun meeting collapsed, mainly
due to differences over agricultural reform among the USA, the EU and a
group of developing countries led by Brazil and India (called the G-22). The
abrupt end of the meeting left a big uncertainty on how to proceed next with
talks on agriculture, industrial goods, and the Singapore issues, especially
during an electoral year in the USA.

In spring 2004, the EU revised its position in at least three important
respects in order to remove obstacles to the multilateral talks. Most import-
antly, the EU put on the table all agricultural export subsidies, with the
proviso that the others do the same and that the final agreement offer an
overall balanced package on agriculture. Because the issue of agricultural
export subsidies had been a sticking point in multilateral trade negotiations
for decades, this proposal is potentially very significant indeed. Secondly, the
EU indicated more flexibility on the so-called Singapore issues, which prob-
ably means abandoning them for the duration of the round, since most
countries are not ready to launch multilateral negotiations on investment,
competition and public procurement. Finally, the EU proposed a special deal
for the ninety poorest countries in the world, which could benefit from freer
access to world markets while not opening up further their own markets.

The EU also participates in the multilateral trade regime through its
involvement in the formal settlement of trade disputes in the WTO.
A cornerstone of the WTO since its inception in 1995 and an innovation
over the previous GATT regime, the Dispute Settlement Mechanism enables
WTO members to enforce existing trade agreements. Members can ask for
the constitution of panels, which adjudicate between plaintiffs and defend-
ants. When members refuse to comply with the judges’ recommendations on
bringing their national practices in line with WTO rules, then the winning
party is allowed to compensate for lost trade through retaliatory sanctions,
often in the form of duty increases.

The EU has been an active participant in this process. In 2004, the EU was
actively involved in twenty-nine WTO disputes as both a plaintiff (sixteen
cases) and a defendant (thirteen cases) with eight of its trading partners
(Argentina, Australia, Brazil, Canada, India, Korea, Thailand and the
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USA) (European Commission 2004). In almost half of these cases (fourteen
out of twenty-nine), the EU was paired against the USA—eleven times with
the EU as the plaintiff (e.g. US Antidumping Act and Foreign Sales Cor-
poration) and only three times with the EU as the defendant (GMOs,
hormones, and trademark/geographical indications). This institutionalized
mechanism for resolving trade disputes has enabled the EU to curb occa-
sional unilateralist tendencies of US trade policy—even if the first two cases
(on bananas and beef hormones) settled in favor of the US position.

1.2.2. Bilateralism and Regional Agreements

The EU has also become a major player in negotiating regional trade agree-
ments, expanding the number of such agreements over the decades. At the
outset, the EU concluded trade agreements primarily with its immediate
neighbors (mainly to the East) and the former colonies with which it shared
historical ties, mainly through the successive Lomé (later Cotonou) conven-
tions. Since the end of the Uruguay Round, which coincided with the entry
into force of the North American Free Trade Agreement (NAFTA) in 1994,
the EU has pursued a web of regional agreements with a variety of additional
countries (Sbragia 2004). This activity was prompted in part by the distinct
US shift toward regionalism as well as the increasingly global aspirations of
Europe. As a result, the EU now has preferential trade agreements of various
types with a wide variety of countries and regional entities—including the
Euro-Mediterranean Agreement (covering Algeria, Egypt, Israel, Lebanon,
Morocco, Palestine, Syria and Tunisia), an agreement with South Africa,
agreements with many countries in Latin America (Mexico, Chile, and
prospectively Mercosur), and agreements with countries and regional organ-
izations in Asia (Vietnam, ASEAN).

1.3. Challenges and Opportunities

The reasons for the EU’s formidable successes in trade policy are multiple,
ranging from structural to institutional. Yet the complex trade policymaking
apparatus that has enabled the EU to emerge as one of the world’s two trade
superpowers is currently being challenged on two fronts, and pressure for
change is coming from several mechanisms simultaneously. How will the
recent enlargement as well as the proposed Constitution, both of which are
happening in conjunction with the Doha Round, affect the status of the EU
as an international powerhouse in trade policy?

1.3.1. Enlargement

The recent enlargement of the EU to ten new countries increased the single
market: it augmented the geographical size of the EU by 34 percent and
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boosted the total population by 75 million to a total of 457 million. It did not
trigger any immediate disruption of trade within Europe, however, since the
transition had been prepared for a decade. Indeed, on the eve of enlargement,
over 95 percent of the trade of the EU-15 with the new entrants was already
free and the trade impacts of EU enlargement had already taken place.

Nevertheless, these structural transformations may challenge established
institutions and compel political change. Structurally, enlargement will make
the EU stronger in relation to its trade negotiating partners, because a larger
single market is both more attractive to outside economic players and the
threat of being cut out more costly. By joining the EU, however, the new
entrants are bringing in a wealth of different histories and cultures, which
also means a wealth of distinct economic interests and capabilities. These will
have to be included and amalgamated in the definition of a common Euro-
pean position on trade.

This increased diversity poses a challenge to the current institutional
mechanisms, not adequately equipped to accommodate ten additional dif-
ferent viewpoints. Diversity could incapacitate the EU to make decisions and
bog down multilateral trade liberalization. It could also lead to common
positions that tend to be the lowest common denominator and, therefore, to
a protectionist bias of the EU in international trade negotiations. On the
other hand, some analysts have argued that enlargement could make the
internal EU negotiations more difficult to control for trade ministers, and
thus could further concentrate trade policymaking power in the hands of the
Commission, which has a historical and functionalist interest in promoting
trade liberalization.

The new entrants started to apply the EU’s Common External Tariff on
the day of their accession. In most cases, third countries will benefit from a
drop in custom duties as a result of enlargement. Official EU calculations
predict that enlargement will lead, overall, to a reduction in average tariffs
from 9 percent to 4 percent. In some highly visible cases, however, the current
custom duties of the new entrants are lower (when not null) than those of the
EU—which presumably will lead to trade frictions, in particular with the
USA (in a similar way to the ‘chicken war’ of 1963).

From a political perspective, one could expect the new entrants to pursue a
general policy line more favorable to the USA, as was suggested by the ‘old
Europe, new Europe’ incident on Iraq. The US administration can certainly
be expected to pursue its strategy of ‘divide and rule’—although this may
seem less successful than two years ago. However, the expansion of qualified
majority voting should limit the incidences when such tactics can work.
Moreover, on some issues, the new entrants will likely have trade interests
contrary to those of the USA. Analysts expect Poland and several other new
entrants to become strong supporters of antidumping measures for basic
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industrial goods such as steel, chemicals and textiles. Moreover, since the
sector of services is still relatively undeveloped in these countries, this may
weaken internal EU support for greater services liberalization in the WTO.
Finally, the countries that stand to benefit from the generous EU agricultural
provisions may not be inclined to make concessions on that issue. It seems,
however, that enlargement will not change the way the EU behaves on
agricultural trade as much as was originally expected (and feared), in large
part because the benefits of the CAP will be extended fully to the new
entrants only after a phase in period of ten years, by which time one can
expect a reform and adaptation of Eastern European agriculture to have
taken place.

Finally, enlargement makes Russia one of the EU’s main trade partners:
the EU now buys 41 percent of its imported gas and 21 percent of its oil in
Russia. The EU is Russia’s main trading partner, accounting for above
50 percent of its overall trade. On the other hand, Russia is the EU’s fifth
trading partner, behind the USA, Switzerland, China and Japan, and ac-
counts for around 5 percent of the EU’s overall trade. The EU is openly
supporting Russia’s membership in the WTO and seems to be competing
with the USA to secure favorable trade relations with that country.

1.3.2. Institutional Reform

The institutions for making trade policy in the EU—in particular the rules
for competence and external representation—are being challenged by en-
largement. How will twenty-five, if not more, countries be able to reach a
single voice on matters of trade and abide by the results of international
agreements negotiated on their behalf, even when doing so might sometimes
contravene their particular interests? In order to keep an efficient decision-
making system in an enlarged Europe, the Constitutional Convention in
charge of drafting a constitution for Europe introduced rules to simplify
the complex policymaking apparatus in trade. The proposed Constitution
clarifies that trade policy is an exclusive supranational competence, whether
in goods, services, intellectual property and foreign direct investment (Art.
I-13)—going further toward supranationality than the 2000 Nice Treaty.
Moreover, the use of qualified majority voting within the Council would be
broadened—with only a few exceptions remaining in matters of trade in
cultural and audiovisual services (Art. III-315, para. 1), at the insistence of
France, supported by a majority of member states, including Belgium, Ger-
many and Poland.

EU institutions are also subject to complaints about the lack of democratic
legitimacy of the policymaking process in trade—in particular demands for a
greater role for the EP. These demands have increased as the reach of trade
policy expanded to politically sensitive issues that used to be the exclusive
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domain of domestic regulation, such as food safety and culture. The Com-
mission also pushed strongly for a greater role for the parliament in trade
policy. Indeed, former Trade Commissioner Pascal Lamy had already vol-
untarily started to involve the EP in the process on trade-related issues such
as GMOs (Lamy 2002).

The proposed Constitution, accordingly, would introduce several institu-
tional changes that could open broad avenues for parliamentary influence
over trade policy and agreements. Trade-related legislation, such as anti-
dumping rules, would be adopted jointly by the Council and the Parliament
under the so-called ‘co-decision procedure.’” Once trade negotiations are
launched, the Parliament would be kept informed of the progress of the
talks on a formal basis. Importantly, the Parliament would have to approve
the conclusion of trade agreements struck within the WTO or bilaterally.
Overall, should it be ratified, the Constitution would mean more equal power
of the Council and the Parliament over trade policy, with a role for Parlia-
ment closer to that of the US Congress under fast-track procedures.

In brief, the challenges facing EU trade policy in the years ahead should
not diminish its central role as one of the world’s two foremost trade powers.
Its high degree of centralization, in spite of the increasing heterogeneity of
national preferences as a result of enlargement, should still ensure the EU’s
global influence in the world political economy. Having a single voice in
trade, which can make the EU a stronger bargainer and thus stronger
actor on the world stage, could potentially serve as a template for other
sectors in which the EU is integrating. Money and finance is an obvious
area where lessons could be learned from the EU’s long experience in trade
policy.

2. The EU as a Nascent Power in Money and Finance

European monetary integration was motivated in substantial measure by a
desire to shield member states from the consequences of international mon-
etary instability, spawned in part by US policies. Economic integration and
an interest in realigning control over monetary policy, among other factors,
also contributed to European monetary integration. But the desire to deflect
systemic instability and establish a counterweight to the USA was funda-
mental to the creation of the euro area (Henning 1998). The size and import-
ance of the euro area in international trade and finance makes the monetary
union a natural potential rival for the USA and the euro a natural competitor
for the dollar over the long term. The slow pace of development of euro-area

2 The Commission remains in charge of the implementation of antidumping rules.
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institutions for external policy, however, has constrained the role of the euro
area as an international monetary leader and the role of the euro as an
international currency.

2.1. Institutions and Processes of External Monetary Policy

The common external monetary policy derives from the single monetary
policy of the euro area. Just as they accept an unqualified obligation to
adhere to the euro area’s monetary policy and participate in its institutions,
member states also accept an obligation to abide by a single external policy
and speak with unity on external matters relating to the monetary union. The
institutional machinery of external monetary relations is not nearly as devel-
oped as that for external trade policy, however, and remains a work in
progress. One salient manifestation of the incomplete development of the
former is the periodic tendency of officials—prime ministers, finance minis-
ters, European Commissioners and ECB board members—to speak publicly
about the exchange rate with little or no internal coordination.’

The Council, ECB and Commission are the main institutions associated
with external monetary policymaking. Under the Maastricht Treaty, the
Council has the authority to determine the exchange rate regime of the
euro—that is, for example, whether the currency will be fixed or floating
against those of major partners. Once that strategic choice has been made,
the ECB has broad discretion in implementing the policy. Under either
choice, the Council and the ECB are enjoined to reach a consensus on a
policy that is consistent with price stability within the euro area—the highest
objective assigned to the ECB by the treaty. Under the present floating
regime, the Council may issue ‘general orientations’ to the ECB with respect
to exchange rate policy. To date, no such orientations have been formally
issued and the ECB retains broad latitude, with discretion over the level,
timing and size of foreign exchange interventions, for example. Officials of
the Commiission participate in meetings of the Council and ECB and share
the right of initiative on matters relating to the exchange rate regime and
external negotiating arrangements.”*

Because not all of the members of the EU participate in the euro area, of
course, the main deliberations about external monetary policy gravitate to
the Eurogroup, in the case of the Council, and the Executive Board and
Governing Council, in the case of the ECB. Both finance ministry and central

3 For details regarding the key provisions of the Maastricht Treaty, their interpretation
and application, see, among others, Henning 1997; McNamara 1998; Everts 1999; Henning
and Padoan 2000; McNamara and Meunier 2002.

* The European Parliament reviews exchange rate matters as part of its oversight
hearings on monetary policy. Discussed in Jabko 2003.
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bank officials are represented in the Economic and Financial Committee
(EFC)—the successor to the pre-euro Monetary Committee—and its euro-
area working parties that prepare the work of the Eurogroup. The Commis-
sion helps to organize these meetings and participates in them.

The disjuncture between centralization of competence on monetary policy
and decentralization on many financial policies and fiscal policy compounds
the complexity of external monetary policymaking. This is particularly the
case when fiscal and financial policies spillover into exchange rate and
external monetary policy, and in international bodies where both sets of
issues are treated (Campanella 2000). Because institutional prerogatives
differ across issue areas, moreover, the legal determination of boundaries
between such areas is a key decision. International financial issues
arising within the International Monetary Fund (IMF), for example, have
been deemed to fall outside the treaty requirement to adhere strictly to a
common position. In contrast to bilateral exchange rate negotiations with the
USA, European member states have instead subjected such deliberations to
‘common understandings’ among the European executive directors at the
Fund.

External monetary policymaking thus differs from external trade policy-
making in several ways. First, the monetary union introduced a new Euro-
pean institutional actor, the ECB, and conferred strong and independent
authority upon it. The presence of the ECB has required reconfiguring the
roles of the Commission and Council. Second, differences that inhere in the
substantive policy challenges also bear on policymaking in the two areas:
lack of discipline among European officials can have an immediate effect on
foreign exchange markets but a negligible one in goods markets. Finally,
being much younger, the monetary union has not yet been forced by circum-
stances to develop a sustained, coherent position and bargain with multiple
actors in international negotiations. The one partial exception, joint inter-
vention in the foreign exchange market in autumn 2000, had mixed results.
Because EU authorities have confronted successive rounds of GATT/WTO
negotiations, the roles of the member states and institutions in trade have
been relatively well defined.

2.2. The Euro Area in International Forums and Organizations

The arrangements for representing the euro area in international financial
institutions are complex, representing a balance between the need to convey a
common position and the prerogatives of member states. Complexity is
enhanced by the fact that the issues addressed in these forums and institu-
tions vary with respect to where competence lies in the EU. In this respect,
the distinction between money and finance is particularly important.
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Consider three levels: bilateral relations, particularly with the USA; the
finance G-7; and the IMF.

2.2.1. Bilateral Relations

In bilateral relations with the USA, the euro area’s counterparts are the
Treasury department and the Federal Reserve. On central banking matters
and monetary policy, the ECB is empowered to consult and cooperate with
the Federal Reserve. On matters in which Ecofin and political authorities
have an important role, such as the choice of exchange rate regime, issuance
of general orientations regarding exchange policy, and foreign exchange
intervention, however, the euro-area counterpart to the Treasury is complex.
The finance ministers in the Eurogroup have collective political responsibil-
ity and relate to US authorities through their chairman and, on more
operational matters, through the chairman of the deputy-level EFC.
Once consensus among political authorities is reached, on foreign exchange
intervention for example, the ECB might coordinate operations directly
with the US Treasury—abandoning a long-established norm against
such ‘cross-talk.” The one case of intensified coordination and joint interven-
tion, as of this writing, occurred near the euro’s record lows in September
2000.

2.2.2. Finance G-7

Differentiated competence within the EU has contributed to an elaborate
choreography of officials within finance G-7 meetings. Composed of the
finance ministers and central bank governors of the USA, Japan, Germany,
France, Britain, Italy and Canada, that body includes three members of the
euro zone and one member of the EU that is not a member of the euro zone.
The president of the ECB is empowered to speak to questions of monetary
and exchange rate policy, but shares authority with the Eurogroup on
exchange rate matters, has little authority on financial regulation, and no
authority on fiscal matters. Euro-area finance ministers have authority over
national fiscal policy, but are under no strict obligation to coordinate in that
area nor to defer to the Eurogroup chairman on a number of other issues
that come before the G-7. At G-7 meetings, therefore, the ECB president
attends in the morning session on multilateral surveillance and exchange rate
questions, but usually leaves and is replaced by the three national central
bank governors within the euro area in the afternoon session on financial and
regulatory matters. The political side of the euro area is represented by the
chairman of the Eurogroup, who remains throughout the full meeting, as do
the three euro area finance ministers and, of course, the finance ministers and
central bank governors of the three non-European countries and those of the
UK. The choreography is further complicated by the inclusion in some
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sessions of the European Commissioner for Economic and Financial Affairs
and Russian finance minister.

2.2.3. International Monetary Fund

It is fair to say that European countries hold a very strong position within the
IMF. Seven of the twenty-four Executive Directors are nationals of EU
member states. European governments play a strong role in electing three
additional Executive Directors. The EU-25 collectively control more than
32 percent of total votes within the Fund and, through the constituency
system, potentially control an additional 12.5 percent (Truman 2004). By
convention, to top it off, the Managing Director has always been a European
(Kahler 2001).

The USA, however, is often regarded as having greater influence over the
policies of the IMF and is sometimes resented by Europeans. Why would this
be? One answer may be that a unified actor is more influential than a
complex, nuanced and differentiated one. Member states’ policies within
the IMF, as has been noted above, have generally been interpreted as not
falling under a strict EU treaty obligation to adhere to a common policy.
(The Fund’s Article IV surveillance review of monetary policy in the euro
area is an exception.) The European EDs, the ECB representative to the
IMF, and the Commission financial attaché in Washington meet regularly to
establish ‘common understandings’ on IMF issues. Their work is supported
by the Brussels-based external relations working party of the EFC. Common
understandings fall short of common position, though, and members have
taken different positions on some important issues before the Fund, such as
lending to Argentina.

The structure of representation of members of the IMF within the Execu-
tive Board, the ‘constituency system,’ brings formidable centrifugal pressure
to bear on any common position of the governments of the euro area. The
twelve members of the monetary union sit in eight constituencies. Belgium,
Austria, and Luxembourg share a constituency with seven other countries.
The Netherlands leads a constituency of nine non-EU European countries
plus Israel. Spain sits in a constituency dominated by Latin America. Ireland
sits in a constituency composed of Caribbean countries plus Canada and
represented by a Canadian executive director. Presenting a coordinated EU
position while balancing constituency interests is a difficult task indeed.

Over the long run, it would be desirable from the standpoint of European
interests, those of the non-European members, and the health of the IMF as
an institution to consolidate the European presence in the IMF into a single
seat (Henning 1997; Polak 1997; Thygesen 1997, Eichengreen and Ghironi
1997). The long-term future of the Fund rests on better aligning voting
strength with the overall economic importance of members and regions.
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A consolidation would coincide with a reduction in the overall size of the
European quota—because intra~-European transactions would be eliminated
from the calculation of quota share, among other reasons—which would
redress the overrepresentation of Europe relative to East Asia and other
emerging economies (Kenen et al. 2004). The zero-sum nature of redistribu-
tion of quota and voting shares, however, makes reform of the governance
structure exceedingly difficult. Securing the accession of a number of smaller
European countries, among others, to reductions in shares is the crux of the
problem. This is only likely to be feasible in the context of a broad, cross-
issue agreement brokered by the USA and leading European members.

Over the short- to medium-term, a number of intermediate steps to aggre-
gate BEuropean representation could be considered. The constituency system
could be reconfigured by grouping EU countries together, requiring non-EU
countries to find other constituencies. EU members that are not in the
monetary union might be grouped separately from euro-area countries.
The UK, which appoints its own ED, would continue to do so. But France
and Germany, which also appoint their own EDs, have expressed an interest
in consolidating their two seats—although doing so might require changes to
the Fund’s Articles of Agreement (Coeuré and Pisani-Ferry 2003; Truman
2004; Bini-Smaghi 2004; Bénassy-Quéré and Bowles 2002; Trésor 2002). One
could expect changes such as these to reduce the centrifugal forces on
European EDs and enhance Europe’s influence in the institution.

2.3. The International Role of the Euro

So far, the euro has not become a true rival to the dollar as an international
currency. Tables 4.2 and 4.3 display the relative roles of international cur-
rencies during and after the inception of the monetary union. As measured by
the share of currencies in official reserves, the respective roles of currencies
appears very stable. The US dollar comprises roughly 65 percent while the
euro comprises roughly thirteen to fourteen percent, about the same as the
combined share of its predecessor currencies. As measured by shares in
external bank assets and bond issues, the roles of both the dollar and euro
appear to have increased somewhat since 1999, at the expense of the Japanese
yen, with the dollar continuing to play a significantly larger role in both
categories. As measured by eurocurrency deposits, the euro’s role has shrunk
compared to the roles of predecessor currencies while the dollar’s dominance
has increased.

Trends such as these lead Cohen, for example, to argue that the prospects
for the euro’s international role are ‘dim’ (Cohen 2003). Inertia in inter-
national financial markets is compounded, in Cohen’s analysis, by higher
transaction costs in euros compared to dollars, an apparent deflationary bias



TABLE 4.2. Share of national currencies in total official holdings of foreign exchange reserves, end of year (in percent)

Currency 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
Dollar” 640 600 575 585 631 633 628 624 650 664 665 684 68.1 68.3 64.8
Japanese yen 6.9 7.2 7.9 8.4 7.6 7.7 7.9 6.8 6.0 5.2 54 5.5 5.2 4.9 4.5
Huoc:m sterling 2.3 2.3 2.8 3.2 3.1 3.0 33 3.2 34 37 3.9 4.0 3.9 4.0 4.4
Swiss franc 1.8 14 1.3 1.2 1.0 1.1 0.9 0.8 0.8 0.7 0.7 0.7 0.7 0.7 0.7
Euro — B — — - — e 1274 13 13¢ 146
Deutsche mark 142 17.8 17.0 156 133 137 142 137 131 129 122 — — — —
French franc 1.0 1.4 2.3 2.8 2.7 2.3 24 23 1.9 14 1.4 — — — —
Netheriands guilder 1.0 1.1 1.0 1.0 0.7 0.7 0.5 0.4 0.3 0.4 04 — — — —
Gcm@mamo% 6.6 6.6 8.2 7.0 6.5 6.6 6.4 8.9 8.3 8.4 9.3 8.8 9.1 9.0 11.0

* ECUs issued against dollars are treated as dollars.

! The residual is equal to the difference between total foreign exchange reserves of IMF member countries and the sum of the reserves held in the currencies
listed in the table.

% Excludes the euros received by euro area members when their previous holdings of other euro area members’ legacy currencies were converted into euros in
January 1, 1999.

Source: IMF Annual Report (1998, 2002).
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TABLE 4.3. Currency shares of private external assets, 1995-2002

Asset type and currency 1995 1996 1997 1998 1999 2000 2001 2002
Shares of external bank assets :
Dollar 319 32,6 352 343 395 433 452 4138
Deutsche mark 1.7 123 106 113 — — — —
Other pre-euro currencies 8.6 93 108 13.0 — — — —
ECU 1.8 1.4 1.0 14 — — — —
Euro — — — — 27.6 278 285 334
Pound sterling 29 35 40 42 42 43 44 43
Swiss franc 30 26 26 26 24 22 21 2.0
Japanese yen 109 99 99 10.1 9.0 82 6.1 5.5
Other 29.0 283 259 231 173 142 136 129
Denomination of external bond issues
Dollar 341 376 420 452 47.1 487 508 46.2
Deutsche mark 122 11.1 101 103 — — — —
Other pre-euro currencies 7.7 139 134 13.7 — — — —
ECU 36 23 1.9 37 — — — —
Euro — — — — 28.8 300 322 375
Pound sterling 70 75 82 80 17 77 71 7.1
Swiss franc 8.0 5.1 4.3 3.8 2.7 2.2 1.7 1.8
Japanese yen 158 167 144 117 104 8.6 5.8 5.0
Other 11.6 5.9 5.8 3.6 3.3 2.8 2.3 2.4
Denomination of eurocurrency deposits
Dollar 443 459 489 473 643 664 679 632
Deutsche mark 16.6 149 129 124 — — — —
Other pre-euro currencies 10.1 109 10.0 11.7 — — — —
ECU 34 27 21 33 — — — —
Euro — — — — 12.1 114 133 167
Pound sterling 3.2 38 44 49 5.5 4.9 4.9 52
Swiss franc 43 41 3.5 3.5 3.1 2.9 32 32
Japanese yen 5.9 6.0 6.6 6.8 7.9 7.5 5.1 5.2
Other 122 11.7 11.7 100 7.1 6.3 55 64

Source: BIS Quarterly Review (various issues)

of the monetary union, and the fragmented governance structure of the euro
area.” These factors are formidable constraints on the role of the euro and we
concur in particular on the importance of governance.

Two countervailing considerations nonetheless raise serious questions
about the reliability of the past as a guide to the future. First, the EU is
gradually integrating its capital markets (though the Posner and Story con-

3 For more optimistic assessments, see Bergsten 1997, 2002; Mundell 1998; Portes and
Rey 1998; European Central Bank 2002. See also Andrews, Henning and Pauly 2002.



92 External Foreign, Security, Economic Policies

tributions to this volume highlight persistent sources of fragmentation).
While the euro-area stock and bond markets are smaller than those of the
USA (Table 4.1), they are substantially larger than those of Japan and could
well grow more quickly with further liberalization. Even if the European
capital market does not become fully comparable to that in the USA,
continued progress would make the euro more attractive and weaken the
network effects that underpin inertia in the use of currencies. Structural
reforms that raised the European growth rate would further increase the
attractiveness of the euro.

Second, the USA is committing a substantial fiscal error by running large
deficits when a shift toward surplus is needed. As a result, the USA is running
an unprecedentedly large current account deficit and rapidly accumulating
external debt. The role of the dollar did not suffer substantially from macro-
economic policy mistakes in the 1970s and 1980s, for example. But the
formation of the monetary union and consolidation of its capital market
provides alternatives to the dollar that did not exist in previous decades. The
resilience of the dollar in the face of US policy mistakes will thus now be
tested in a new international monetary environment.

2.4. Less Success in Money Compared to Trade

The reasons for the euro area’s lack of political success in international
monetary affairs relative to trade affairs revolve around economic structure
and institutions, considered in that order below,

While the EU speaks for the full membership on trade matters, first of all,
it speaks only for only those that have adopted the euro on monetary
matters, a twelve-country minority of EU member states. The UK conducts
its monetary and financial relations with the USA, Japan, and the inter-
national monetary community separately, as do the remaining ‘outs.” Eco-
nomic underperformance has also limited the attractiveness of the euro area
as a destination for investment and location for financial intermediation and
has limited the appeal of the euro as an international currency. Moreover, the
euro area is relatively young and international roles of currencies exhibit
considerable inertia. To the extent that the role of the currency is important
to political success at the global level-—and this should not be exaggerated—
that inertia limits the pace at which the EU can begin to assert itself in this
arena.

Turning to institutional explanations, differentiated competence of the
Community across issue areas that are functionally linked to monetary and
exchange rate policy—including fiscal, financial, regulatory, tax, develop-
ment assistance, debt relief, and trade policy—Ilimits the unity and coherence
of the Union as a monetary actor. Importantly, institutional coherence
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within the external monetary sector is limited by weak discipline, leadership
rotation, and absence of mandate. European officials, while under a formal
obligation to speak with a common voice in external monetary relations,
have nonetheless sometimes made numerous and conflicting pronounce-
ments on, for example, exchange rates. Until recently, the six-month rotation
of the EU presidency undercut continuity in euro-area political representa-
tion. In September 2004, anticipating a provision of the proposed constitu-
tion, the Eurogroup clected a chairman for two years. Significantly, however,
the group left his role on external matters unspecified. When attending G-7
meetings, officials representing the euro area might present a common pos-
ition, but still rarely (if ever) hold a mandate to negotiate and strike agree-
ments with US, Japanese, and British counterparts. The absence of mandate
might stem in part from the relative infrequency of explicit exchange rate
agreements; but it also stems from reliance on consensus as the effective
decision rule within the Eurogoup and the difficulty in securing agreement
there. By contrast, the European Commissioner for External Trade holds
office for five years and is granted an explicit mandate for multilateral trade
negotiations by the Council.

2.5. Challenges and Opportunities

Enlargement of the EU from fifteen to twenty-five members in May 2004 and
consideration of the proposed constitution raise a number of challenges and
opportunities that bear on Europe’s external monetary and financial rela-
tions.

2.5.1. Enlargement

Although most of the ten new members are eager to join the monetary union,
many also face daunting convergence challenges and will have to wait at least
until late in this decade for a decision on suitability for inclusion. The size of
the new economies is small compared to that of the euro area. (The status of
the UK is considerably more important to the future of the monetary union
in economic and financial terms.) The inclusion of the new EU members
would have political, symbolic and governance implications for the euro area
greater than their economic size alone might imply.

To provide for reasonably expeditious decision-making after any East-
ward expansion of the monetary union, institutional modifications have been
made within both the ECB and the Council. The ECB has instituted a system
of rotating voting rights on the Governing Council in which the national
central bank governors of larger countries will vote more frequently than
those from smaller countries. On the political side, the Eurogroup will
continue to be the relevant configuration of finance ministers for the euro
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arca. Its size will naturally increase as new countries adopt the euro. The
EFC and its working parties have been reduced in size, in part by excluding
national central bank deputies from some meetings, with an eye to accom-
modating new members. These changes take effect irrespective of the fate of
the proposed constitution.

2.5.2. Prospective European Constitution

External representation of the monetary union, like that of the EU in general,
was largely overlooked by the European Convention of 2002-2003, the
Intergovernmental Conference that followed, and the negotiations under
the Irish and Dutch presidencies that produced the proposed EU constitu-
tion. If the constitution were ratified by the twenty-five member states, at
least three provisions could affect external representation and policymaking
in the monetary and financial area: those regarding the president of the
European Council, the chairman of the Eurogroup, and the voting procedure
for establishing representation. Although the constitution will probably not
be ratified soon, a quick review of these provisions identifies, with respect to
the EU’s external monetary and financial character, the (a) stakes in the
constitutional debate and (b) limits of external reform under consideration.

The constitution creates the office of president of the European Council,
which gathers the heads of government of the member states. The president
of the Council is elected for two and a half years, renewable once, to prepare
and chair quarterly meetings, facilitate cohesion of the Council and represent
the collective views of member governments (Art. 1-22). Would the president
choose to make pronouncements on exchange rates and exchange rate pol-
icy? Would she actively promote the Council in exchange rate policymaking?
Would he seek to develop consensus within the Council on external monetary
matters, the appropriate level of the exchange rate, and the limits of fluctu-
ation beyond which pronouncements and action might be appropriate? As
this official will have responsibility across the full scope of substantive
matters concerning the Council, and because he or she might well compete
with the president of the Commmission among other officials for policy
leadership, these questions are germane.

The constitution provides for the formal establishment of a chairman of
the Eurogroup, the group of finance ministers from the curo area (Protocol
on the Euro Group, Art. 2). Until September 2004, when this provision was
implemented by the group without ratification of the constitution, the chair-
man of this informal group usually rotated on a six-month basis, as has the
chairman of the more inclusive Ecofin. (When the Ecofin chairman was
not from a euro area country, the Eurogroup chairman was the finance
minister from the next eurp-area country in the rotation.) The Eurogroup
now elects a chairman for two-and-a-half years. This procedure will have a
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basis in the constitution, provided that document is fully ratified. The change
is potentially important because the new chairman can be selected on the
basis of expertise and consensus-building skill and his or her continuity could
strengthen the working relationship with members of the group, the ECB, the
US Treasury, and the other members of the finance G-7.

Finally, the constitution would alter the decision rule by which external
representation of the EU and euro area in international organizations is
determined. Under present procedures, external representation in monetary
negotiations is decided by the Council by qualified majority and in inter-
national financial negotiations by unanimity (Art. 111). Under the constitu-
tion, representation in both areas would be decided by the standard double
majority that applies to all majority decision-making—a 55 percent majority
of member states in the Council representing 65 percent of the population.
Those decisions are for the euro-area member states alone (Art. 111-196).
Single countries or small groups of countries would not be able to block the
proposal of a large majority under these provisions as they are presently able
to do. This would apply to decisions, for example, to consolidate the repre-
sentation of EU countries in the International Monetary Fund.

3. Transatlantic Convergence in Trade and Finance?

As a world-class heavyweight in trade and an emerging global player in
finance, the EU might be expected to go head-to-head with the USA on a
variety of issues. However, the broad economic structure of the EU increas-
ingly resembles that of the USA. EU institutions, while distinct, are also
becoming somewhat more similar to US institutions in the two issue
areas. Does broad structural convergence mean a parallel convergence of
preferences and policies? Does greater coherence of the EU’s actions in the
international political economy necessarily mean an easier transatlantic
partnership?

3.1. Convergence and Tensions in Trade

Ask any American or European official about the state of the transatlantic
trade relationship, and they will usually start with a reassuring claim that
98 percent of the trade that occurs between them is uncontroversial. As Pascal
Lamy, the former EU Trade commissioner, puts it: ‘If you look from the
moon, things don’t look so bad’ (Emling 2003). And it is true that even in a
tense geopolitical environment, most European and American traders and
investors conduct ‘business as usual.” During the first half of 2003, in spite of
the transatlantic rift over Iraq, US corporations invested $40 billion into
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Europe, a 15 percent increase from 2002, and European companies invested
$36 billion into the USA. Moreover, when frictions arise, they can now be
mediated and solved within the framework of the World Trade Organization
dispute settlement procedure. Indeed, of the thirty-five WTO cases involving
the EU in the period 1999-2004, thirteen were EU-US disputes (Lamy 2004).
Several of the famous bilateral disputes have been settled recently—such as
bananas, beef hormones, and even steel. The potential sources of transatlan-
tic conflict are still multiple, however, ranging from WTO disputes to the
growing role of the EU as an alternative to the USA in the global political
economy.

3.1.1. Transatlantic Trade Disputes

Transatlantic commercial relations are revealing two regions deeply inter-
twined. The EU and the USA are cach other’s main trading partners,
exchange about $1 billion in goods and services daily, and account for
around one fifth of cach other’s total trade. The investment relationship is
even stronger than the trade relationship, with the EU and the USA being
each other’s largest investor, making these two economic powerhouses highly
interdependent (Hamilton and Quinlan 2004). If these constant trade inter-
actions foster convergence, they also create tensions, now resolved within the
multilateral framework (Petersmann and Pollack 2003). The annual volume
of bilateral EU--US litigation in trade increased substantially after 1995,
when the WTO implemented its dispute settlement mechanism. Since 1995,
disputes between the EU and the USA have accounted for 20 percent of all
WTO disputes, whereas bilateral EU-US trade accounts for only 10 percent
of world trade (Sapir 2002; Hufbauer and Neumann 2002). The most difficult
EU-US disputes to resolve are those resulting not from sheer protectionism
but from regulatory differences—such as beef hormones and Genetically
Modified Organisms. They reveal that despite convergence on many points,
there are substantial differences between the EU and the USA on the regu-
lation of risk and progress in society (Vogel 1997; Pollack and Schaffer 2001).
These disputes are harder to resolve than disputes based on the protection of
narrow, special interests (such as steel) because they challenge democratic
legitimacy: why, in the name of free trade, should European citizens be
forced to face risks which they have legitimately agreed to prevent through
precaution and patience?

3.1.2. The EU as a Multilateral Power

Another source of potential transatlantic trade tensions is the growing pol-
itical use by the EU of its trade power. The formidable power of the EU in
trade results partly from its central role in the multilateral trade system.
The EU has always argued that its single market is a building block for



The EU’s Role in Global Trade and Finance 97

multilateralism and often posits itself as champion of multilateralism—by
contrast to the USA. Since the mid-1990s, the EU has positioned itself as a
leader in multilateral trade negotiations. Before the end of the Uruguay
Round in 1994, the roles were quite reversed: the USA had then managed
to isolate the EU by building up a coalition of GATT members against the
CAP. Today, the EU is mobilizing WTO members against perceived US
unilateralism on issues such as steel, taxation, and antidumping. Although it
retreated on the Singapore issues, the EU offered constructive proposals to
help break the post-Cancun deadlock in the multilateral trade negotiations.

Moreover, the EU’s active pursuit of regionalism through bilateral agree-
ments further reinforces its global power. In part a reaction to US move in
the 1990s, the emphasis on regional agreements has increased EU power by
restoring a level playing field for European companies competing in Mexico
and Chile, for instance. Regionalism has also enhanced the EU’s normative
power. In a way, the EU has acted as a ‘globalizer’ with Latin America,
exporting its cultural and political dimensions along with its economic agree-
ments.

The EU is also very active with developing countries through its trade
policy. In 2001, just before the launch of the Doha Round, the EU launched
the ‘Everything but Arms’ initiative (EBA), designed to offer preferential
market access to the exports of the 48 least developed countries in the world.
This initiative enabled the EU to change its image in the WTO by holding the
high moral ground and by, perhaps, ensuring future support for its positions
in multilateral trade negotiations.

3.2. (Non)convergence and EU (non)Leadership in Finance

The formation of the monetary union and creation of the ECB marked a
dramatic convergence of the euro area with the USA. Since 1999, the EU has
had a common currency governed by a central bank that is similar though
not identical to the Federal Reserve System. Institutional convergence was
less dramatic on the political side of the monetary union, where the Ecofin
Council and Eurogroup contrast with the relative centralization of the US
Treasury and other agencies of the executive. Owing to the independence of
both central banks, the difference in the composition of the political author-
ities is less important in domestic monetary policymaking than in external
policy.

The relative dominance of the US Treasury and its relationship to the
Federal Reserve on international monetary matters are often noted in EU
deliberations over the institutions of bilateral, plurilateral and multilateral
relations. Ecofin reinforced coordination on IMF matters in 2002 with
the specific aim, for example, of developing a working relationship with the



98 External Foreign, Security, Economic Policies

Managing Director and Fund staff similar to that of the Treasury (Trésor
2002). The monetary union has developed consultation mechanisms that com-
pensate for the multiplicity of officials involved in external monetary and
financial relations. On the one hand, these mechanisms appear to provide a
workable basis for managing problems such as the extreme weakness of the
euro in 2000. On the other hand, they do not approach the relative coherence of
the US model (or national models within Europe before the monetary union),
have not been tested by severe crises, and are not likely to underpin a strong
leadership role on the part of the euro area in international monetary affairs.

Implementation of the constitutional provision establishing a two-and-
a-half year chairman of the Eurogroup goes some distance toward creating
a genuine ‘Mr./Ms. Euro’ (Henning 1997; Everts 1999; McNamara and
Meunier 2002). This step remains incomplete, however, until the Euro-
group also grants an effective mandate to the chairman to speak in inter-
national meetings (beyond simply reading a prepared text) and negotiate
with some flexibility with counterparts, in close consultation with ECB
officials. Creating the office and conferring a mandate is a significant step
toward greater institutional coherence; but the Eurogroup process, and the
tilt in the balance of initiative toward the ECB on intervention, for example,
will continue to distinguish the euro area from the USA’s institutionally.

With respect to preferences regarding the content of policy, as distinct
from institutions, the euro area and USA exhibit more convergence. The two
large monetary areas have adopted similar targets for inflation. While both
pay lip service to fiscal sustainability, the USA has embarked on a new era of
fiscal deficits while France, Germany, and Italy, among others, have broken
the rules of the Stability and Growth Pact. The greatest apparent difference
in macroeconomic preferences is the lower tolerance for unemployment in
the USA compared to the euro area. On the exchange rate regime, the
question of most direct relevance to the external concerns of the monetary
union, the euro area and USA clearly prefer flexibility. The compatibility of
their preferences for the level of the exchange rate is being tested in the
present cycle of adjustment of global current account imbalances, during
which the dollar has fallen considerably against the euro.

US current account deficits and the problem they pose for global adjust-
ment in the mid-2000s is a useful lens through which to measure the institu-
tional maturity of the euro area. The adjustment process will almost certainly
involve conflicts over which states must change policy, accept currency
(ap) depreciation, and by how much. During the Plaza-Louvre period, the
USA confronted a disparate group of European states tied only loosely
through the European Monetary System. Now, however, the USA confronts
a full-fledged monetary union in Europe that is three-quarters its economic
size.
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Will this structural change affect the management of the adjustment
process and the distribution of the costs of adjustment? Our tentative answer
is that the effect over the medium term, while significant, is likely to be partial
rather than a quantum transformation. The complexity and fragmentation of
euro-area decision-making and representation constrains its ability to assert
itself strongly vis-a-vis the USA. To act as a full-fledged ‘counterweight’ to
the USA in monetary affairs, as some proponents of the euro had hoped, the
EU will probably have to proceed further toward a federal institutional
structure.

4. Conclusion

The EU is becoming a more assertive actor in both international trade and
money, but its international leadership is further developed in the trade than
in the monetary sphere. Institutional arrangements for designing policy and
making decisions with respect to these external matters are a substantial part
of the explanation for the difference. Further evolution of the EU as a polity
will affect the EU’s global role in both areas.

The power of the EU in the world political economy can be expected to
grow as the EU uses economic instruments in lieu of foreign policy. On the
trade side, indeed, the EU’s power transcends the requirements for defending
its own interests in international commercial negotiations. Its trade power
influences the adoption of EU regulatory practices in much of the rest of the
world and promotes other values and policies—from the environment to
human rights. Whether a US rival or an ally, the EU is an alternative to the
USA for countries seeking a powerful and prosperous partner. The disputes
over beef hormones, GMOs and data privacy are evidence of the EU’s
ambitions to shape the global rules of the game.

Convergence between the EU and USA varies according to issue area and
institutional and substantive questions. Institutional convergence in both
trade and finance depends in large measure on the fate of the proposed
European Constitution. Even with substantial reforms, however, the roles
of the Council and Eurogroup will continue to differentiate the EU from the
USA. With enlargement, the role of member states in external economic
policymaking and the efficiency of Council decision-making will remain
fundamentally important. Substantive convergence on trade and finance is
likely to continue. But that convergence will vary across specific issues
such as, on the trade side, market access; linkages to labor standards,
environment and competition; dispute resolution; and regional trade
arrangements. On the financial side, the degree of convergence will vary
across macroeconomic objectives, exchange rates, payments adjustment
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and financial rescues. Convergence on substantive preferences, more funda-
mentally, does not necessarily reduce transatlantic conflict. While similar
preferences can ameliorate conflict on some issues—such as macroeconomic
coordination and exchange rate regimes-—convergence can be a source of
tensions in others, such as current account surpluses, exchange rate levels,
and competitiveness in specific sectors.

Convergence of the respective roles of the EU and US legislatures in trade
policymaking could be especially important. Any grant of greater authority
to the EP to ratify international agreements, as envisioned in the proposed
Constitution, or to define the negotiating mandate would shift the EU in the
direction of the USA and other national models. Granting such authority to
the EP would not necessarily augur well for transatlantic cooperation, how-
ever. While it would give greater internal legitimacy to trade policy, the EP
could also give greater entrée to policymaking to particularistic interests. As
the Council would retain a strong role, moreover, granting co-decision
powers to the EP would add another veto point. Under the Nice framework
the EP’s role in approving any result of the Doha Round could be limited to
consultation. Under the proposed Constitution, it could block an agreement
entirely. ’

References

Andrews, D., Henning, C. R., and Pauly, L. W. {(eds.) (2002). Governing the World'’s
Money. Tthaca, NY: Cornell University Press.

Bénassy-Quéré, A. and Bowles, C. (2002). ‘A European Voice for the IMF’, CEPIT
Newsletter, No. 216.

Bergsten, C. F. (1997). ‘The Impact of the Euro on Exchange Rates and International
Policy Cooperation’, in P. Masson, T. H. Krueger, and B. G. Turtelboom (eds.),
EMU and the International Monetary System. Washington, DC: International
Monetary Fund, pp. 17-48.

——— (2002). “The Euro Versus the Dollar: Will There Be a Struggle for Dominance?’
Paper presented at the Annual Meeting of the American Economic Association,
Atlanta, January 4.

Bini-Smaghi, L. (2004). ‘A Single EU Seat in the IMF?, Journal of Common Market
Studies, 42: 229-48.

Campanella, M. L. (2000). “The Battle between ECOFIN-11 and the European Cen-
tral Bank: A Strategic Interaction Perspective’, in M. G. Cowles and M. Smith
(eds.), The State of the European Union, Vol. 5: Risks, Reform, Resistance, and
Revival. New York: Oxford University Press.

Ceeuré, B. and Pisani-Ferry, J. (2003). ‘One Market, One Voice? European Arrange-
ments in International Economic Relations’. Paper prepared for the conference on
‘New Institutions for a New Europe’, Vienna, October 10-11.



The EU’s Role in Global Trade and Finance 101

Cohen, B. J. (2003). ‘Can the Euro Ever Challenge the Dollar? Journal of Common
Market Studies, 41: 575-95.

Eichengreen, B. and Ghironi, F. (1997). ‘European Unification and International
Monetary Cooperation’, in B. Eichengreen (ed.), Transatlantic Economic Relations
in the Post-Cold War Era. New York: Council on Foreign Relations.

Emling, S. (2003). ‘US, European Union toe-to-toe over trade issues’, The Atlanta
Journal-Constitution, November 2.

European Central Bank (2002). Review of the International Role of the Euro. Frank-
furt am Main: ECB.

European Commission (2004). General overview of active WTO dispute settlement
cases involving the EC as complainant or defendant. Brussels: European Commis-
sion, April 7.

Everts, S. (1999). The Impact of the Euro on Transatlantic Relations. London: Centre
for European Reform.

Hamilton, D. and Quinlan, J. (2004). Partners in Prosperity: The Changing Geography
of the Transatlantic Economy. Washington, DC: Center for Transatlantic Relations
and Johns Hopkins University Press.

Henning, C. R. (1997). Cooperating with Europe’s Monetary Union. Policy Analyses in
International Economics No. 49. Washington, DC: Institute for International
Economics.

—— (1998). ‘Systemic Conflict and Regional Monetary Integration: The Case of
Europe’, International Organization, 52: 537-73.

—— and Padoan, P. C. (2000). Transatlantic Perspectives on the Euro. Washington,
DC: The Brookings Institution.

Hufbauer, G. and Neumann, F. (2002). ‘US-EU Convergence, Conflict and Cooper-
ation’, paper presented to the conference, ‘Transatlantic Perspectives on the US
and European Economies,” Harvard University, April 11-12.

Jabko, N. (2003). ‘Democracy in the Age of the Euro’, Journal of European Public
Policy, 10/5: 710-39.

Kahler, M. (2001). Leadership Selection in the Major Multilaterals. Washington, DC:
Institute for International Economics.

Kenen, P., Shafer, J. R., Wicks, N., and Wyplosz, C. (2004). International Economic
and Financial Cooperation: New Issues, New Actors, New Responses. London:
Centre for Economic Policy Research.

Lamy, P. (2002). ‘La Politique Commerciale et la Convention’, statement to the
European Convention, Brussels.

—— (2004). ‘Trade Policy in the Prodi Commission 1999-2004: An Assessment’,
European Commission, November 19.

McNamara, K. R. (1998). ‘European Monetary Union and International Economic
Cooperation’. Report on a workshop organized by the International Finance
Section, Princeton University (April 3).

McNamara, K. R. (1998). and Meunier, S. (2002). ‘Between National Sovereignty
and International Power: The External Voice of the Euro’, International Affairs, 78:
849-68.



102 External Foreign, Security, Economic Policies

Meunier, S. (2000). “What single voice? European institutions and EU-US trade
negotiations’, International Organization, 54(1).

——— (2005). Trading Voices: The European Union in International Commercial Nego-
tiations. Princeton, NI: Princeton University Press.

—— and K. Nicolaidis (1999). ‘Who speaks for Europe? The delegation of trade
authority in the EU’, Journal of Comimon Market Studies, 37/3: 477-501.

Mundeli, R. (1998). ‘The Case for the Euro — I and I, Wall Street Journal, March
24-25.

Petersmann, E-U. and Pollack, M. A. (2003). Transatlantic Economic Disputes: the
EU, the US, and the WTO. Oxford and New York: Oxford University Press.

Polak, J. J. (1997). ‘The IMF and Its EMU Members’, in P. Masson, T. Krueger, and
B. Turtelboom (eds.), EM U and the International Monetary System. Washington,
DC: International Monetary Fund, pp. 491-511.

Pollack, M. A. and Shaffer, G. C. (2001) Transatlantic Governance in the Global
Economy. Lanham, MD and Oxford: Rowman & Littlefield.

Portes, R. and Rey, H. (1998). ‘The Emergence of the Euro as an International
Currency’, Economic Policy, 26 (April): 305-32.

Sapir, A. (2002). ‘Old and New Issues in EC-US Trade disputes’. Paper prepared for
the conference, “Transatlantic Perspectives on US-EU Economic Relations’, Har-
vard University, April 11-12.

Sbragia, A. (2004). “The European Umon the United States, and Globalization’.
Paper presented at the Conference of Europeanists, March 11-13, Chicago.

Thygesen, N. (1997). ‘Relations among the IMF, the ECB, and the IMF's EMU
Members’, in P. Masson, T. Krueger, and B. Turtelboom (eds.), EMU and the
International Monetary System. Washington, DC: International Monetary Fund,
pp. 512-30.

Trésor [Direction du Trésor, French Ministry of Finance] (2002). ‘La governance du
Fonds monétaire international: état des lieux et pistes de réforme’, in P. Jacquet,
J. Pisani-Ferry and L. Tubiana (eds.), Gouvernance mondiale. Report of the Conseil
d’analyse économique No. 37.

Truman, E. M. (2004). “The Euro and Prospects for Policy Coordination’. Paper
presented to the conference, “The Euro at Five: Ready for a Global Role? Institute
for International Economics, Washington, DC, February 26.

Vogel, D. and European Community Studies Association (1997). Barriers or Benefits?:
Regulation in Transatlantic Trade. Washington, DC: Brookings Institution Press.





