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Germany an
Europe

he 20th anniversary of the
signing of the Maastnicht
treaty passed largely unre
marked on Tuesday as the cri
sis in the eurozone preoccupied gov
emments and the flnancial markets
Yet cven as negotlations in Athens
edged towards yesterday's agreement
on rescheduling the Greek debt bur
den, the pact that laid the foundations
for Europe's single currency was her
alded by Chancellor Angela Merkel in

a speech to students.

In an unusually appropriate setting

- surrounded by Greek antiquitles in
! the reconstructed Neues Muscum in
the centre of Berlin - Germany's nor-
mally cautious leader spelt out cle-
ments of her vision on how to solve
the curozone crisis long-term.

Much was famihar. Eurozone coun-
tnes nceded both budget austerity to
reduce their debts and structural
reformis to boost their competitiveness
and employment, she said. They
necded to recreate trust in their
finances and in each other. Then she
turned to the construction of the EU.
“Without doubt, we nced more and
not less Europe,” Ms Merkel declared.
hat's why {t's necessary to create a
| political unfon, something that wasn't
done when the euro was launched "

She went on to suggest that this

0 al union - “there will still be a
argument about it” - would be
ed around the existing bodies
o be 28-nation bloc. The
mmission, the Brussels-
tive arm, would - with
ces transferred to it by
n states ct as a government
g to a strong European parlia-
ment he European Counctl of
national heads of state and govern-
nent would function as a second leg-
islative chamber; the European Court
of Justice would be the highest
authority. “We believe that we will
stand better together if we are ready
to transfer competences step by step
to Europe,” she said.

“That 1s just about as federalist as
you can get.” says Henrik Ender]ein
of the Hertie Schoo] of Government in
Berlin. “Is she serious? That is the
real question. She is very good at the
rhetonc. But | do take it seriously
that she wants to move towards politi-
cal untwon.”

It 1s a vision that could cause alarm
in France, Germany's closest Euro-
pean ally, even as Ms Mecerkel has

Angela Merkel has
begun to articulate
a vision for the EU
- that involves a big
shift in power
from member
tates to Brussels.
1

plans would

: not only

11

as French president. Mr Sarkozy does
not want the Commission to become
Europe's government: Paris wants
that job to remain with the European
Council, where the nation states rule
supreme. He is unlikely to be alone.

Hers is a vision that would also
imply dramatic changes in the distn-
bution of power between Brussels and

. member states. Such a big change
might require a referendum in Ger-
many itsell - something every chan
cellor since the second world war has
sought to avoid.

But what does “political union”, a
term abandoned in recent years by
most EU leaders for fear of alarming
their increasingly eurosceptic elector-
ates, really mean? The detailed vision
of Ms Merkel - the continent’s domi-
nant political leader, widely seen as
having the future of the euro in her
thrall - remains unclear, She talks of
a “fiscal union” but her definition
sounds like fiscal discipline. She
insists there should not be a “trans(er
union” in which Germany guarantees
the borrowings of its partners.

From Washington to Westminster,
political leaders complain that they
understand neither the tactics nor the
strategy of the German government
and its chancellor in the crisis. They
see conflicting signals, ranging from a
ngd insistence on budget discipline
to a willingness to turn a bhind eye to
the unorthodox monetary policies of
the European Central Bank. Ms Mer-
kel gays she will “do what {t takes” 10
gave the euro, but then constantly
seems to biock the view of most part-
ners on the need for a bigger “fire-
wall” to prevent contagion.

Part of the problem lies in the con-
stant debate within Germany, and
within Ms Merkel's centre-right gov-
ernment, about the way forward. A

I  confuccd  communications  strategy
Spced rcad tries to reconclle the demands of the

competing ministries of finance, for-
eign affairs and the chancellor’'s office
@ Private plans Advisers confirm itself. And Ms Merkel, by training a
Angela Merkel has been thinking hard
about reforms that go far beyond

physical chemist, plays at political

alchemy to reconcile a domestic con-
budgetary rules agreed last month - stituency that is essentially pro-Euro
and there 1s evidence of more detailed pean but is decidedly hostile to bail-
thwnlung than she has revealed publicly 10g out the eurozone’s debtor nations.
n countries such as Greece and
Spaln, undergoing ferocious aus-

terity programmes to meet Ger-
man-led demands 1o reduce their

©® Powers to transfer The rules agreed
would set coiumgs for national spending
and borrowing but would not iMerfere
with tax and spending choices. The next
phase contempilated mn Berim would be | public debt and budget deficits, the
more intrusive: co-ordmating taxes, with | chancellor is caricatured as a jack-
budgets supervised by the Commission | buuted bully. Yt at hume she 15 seen
and all eurozone finance minmsters as cautivus, dedicated to consensus,
leader who s both pragmatic and
ditermined, and @ natural conclllator:
she is the must populsr politiclan In
the country and her Christlan Demo-
cratic Union is well shead of its rivals
in the polls.

“I don't think she is a vislonary,
and we don’t want a vislonary In Ger-
many.” says Almut Moller of DGAP, u
German [urelgn policy institute “She:
has no Institutivnal visjon

Yet the chancellor's advisera say
that has changed. The tumning point
was lust July “Two things came
umgether,” says Ulnke Guérnot of the
Kuropran Councll on Foretyn Iiela-
tims, a.think-tank. ‘The Nrat was

® Voting vislon The chancellor sees
a dangerous disconnection between
national poirics and the European

parkament. Her party wants Lo see the
Commission presidentt directly elected

T
On the web

In depth news and analyus of the

6y oZ0M Soveregn debt cnsis, and the
treats of default and contagion
www.ft_com/eurazone

' announced ber intention to campaign -
for the reelectiun of Nicolas Sarkozy. .-
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Divided image: while Chancellor Merkel
is caricatured as a bully In countries
that are undergoing German-prescribed
austerity programmes, she is seen at

home as cautious and pragmatic
Eyoe

‘She doesn’t dare
speak about a United
States of Europe, but
she is thinking about
what has to be In it’

ltaly, which came under attack from
financial markets almost as soon as
EU leaders had finalised an agree-
ment aimed at promoting calm. Then,
pro-Europeans in the CDU wamed
that Ms Merkel was in danger of los-
ng the debate in Germany. "They
sajd. we are losing our constituency
in the centre and not gaining any-
thing on the right.”

There was also a realisation among
party officials that the chancellor
would have to take a series of tough
billa through the Bundestag to pay for
eurozone rescue plans and needed a
narrative to persuade her sceptical
supporters. “For the Germans the
message has to be: if we are going to
have a transfer union anyway, we
need a political union to control
things,” says Daniela Schwarzer of
SWP, the German institute for inter-
national and security affairs.

Close advisers confirm that the
chancellor has indeed been thinking
long and hard about reforms of the
EU that go far beyond the recent “fis-
cal compact” of budgetary rules
agreed as an intergovernmental treaty
last month by 25 of the 27 members

At a recent meeting with three fol-
low European leaders at Schloss Mese-
berg, her baroque government retreat
outside Derlin, she urged them to
pell out thoir ideas of how the EU
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should look in 10 years’ time. To her
obvious frustration, they were all
much more focused on the present
crisis. Yet she gave only hints of her
own thinking in a series of statements
and speeches. "She is quite clever in
not spelling it out,” says Joachim
Fritz-Vannahme of the Europe's
Future programme at the Bertels:
mann foundation. “She is playing
chess. She knows what she has to do.
She knows it will take time. And she
knows it will be very controversial.”

It is, he adds, “a vision for the
transformation of the EU - or at least
the eurozone - in a very short time
frame: three to flve years Political
union is not a very clear concept. She
doesn’t dare speak about a United
States of Europe, but she is thinking
about what has to be in it.”

onversations with senjor offl-
cials and political analysts in
Berlin reveal a lot more
detailed thinking than Ms
Mecrkel has demonstrated publicly.

The “fiscal compact” is seen as just
a first step to make the rules of
budget discipline genutnely binding
on all eurozone members: they must
put a commitment to balanced budg-
ets into their national constitutions,
or equivalent legislation. In exchango,
Germany proposed and s the princl.
pal financier of the permanent Euro-
pean Stability Mechanism, duc to
start operating ip July. It is (n cffect a
€500bn Europcan monetnary fund to
deal] with dobt crises in the 17-member
monetary unlon.

The rules agreed would set cellings
for natiunal spending and borrowing
but would not interfere with tax and
spending cholces. But the next phase
contemplated in Berlin would be more
intrusive: co-ordinating or even har-
moniaing taxes, with budgots super-
viaed by the Commisslon nnd all euro-
zone Nnanco miniaters. They would bo
nble to Insiat on certnin apending pri-
oritloa, to enaure competitiveneas and
growth targots wern met and that ade
quuto funds wore dovolod to arocaa
auch an education. It would moan a
big tennnfer of aoverelgnty awny from
national capitals anil pariinmenta.

At that stage, many londing German
officinln and politicians privately con

Support for Sarkozy

An alliance
normal for the
new union

When Angeta Merkel's Christian
Democratic Union announced last
month that the chancelior will be
supporting Nicolas Sarkozy in the
forthcoming French presidential
election. the news was greeted with
astonishment in France ~ and some
surpnse N Germany.

Hermann Grohe, COU secretary-
general. issued an effusive statement
stressing the “close and trusting”
relationship with Mr Sarkozy's UMP
and fiercely attacking Socialist
candidate Frangois Hollande.

“We need a strong France with a
strong president at its head,”
he said

Some analysts speculated that Mr
Gréhe had exceeded his brief. Others
fear Ms Merkel's intervention will
encourage Germanophobia in France.
But the chancellor seems unruffled:
she sees such cross-border
canvassing and co-operation as
normal in the new, integrated Europe.
The CDU and the UMP are both
members of the European People’s
party, the centre-nght grouping
that has the biggest share of seats in
the European parliament. The leaders
of the EPP countries meet before
every EU summit to co-ordinate
positions.

Ms Merkel believes rt is not just at
the level of Brussels institutions that
alliances matter. “European politics
are becoming ever more strongly
matters of domestic policy.” she told
a meeting at Berin’s Neues Museum,

organised by the Bela Foundation for
young European leaders. “Europe’s
economies are so closely meshed in
the intemal market. and even more
through the euro, that economic
developments and political decisions
in one country always — today more
than ever — affect other countries as
well.” Leaders, she says, need to
understand - and express an opinon

about - what is happening in other

eurozone countries.

“The French elections matter for
Germany,~ says Uinke Guérot of the
European Council on Foregn
Relations. Nor is it the first time that
leaders have campaigned across
borders. French president Frangois

Mitterrand addressed the Bundestag.
urging support for the installation of
Pershing missiles on Gerrman soil.
Helmut Kohl as German chancellor
campaigned with Mitterrand in
support of the Maastricht treaty that
founded the euro.

But. according to Ms Guérot, the
German leader should not limit her
efforts to France. °| would argue that
Ms Merkel should go to Greece,”
says Ms Guérot “We play Greece
against Germany. It should not be
like that. The Greek conservative
party is threatening the reforms Ms
Merkel wants to make. She shouid go
and argue her case there, t00.”

cede, the introduction of jointly guar-
anteed eurobonds might be possible,
even irresistible. The concept would
provide cheaper financing for the
most indebted eurozone states. It is
still fiercely resisted in Ms Merkel's
CDU and by the liberal Free Demo-
crats, junior partner in the coalition.
The chancellor herselfl sounds scepti-
cal. But Wolfgang Schauble, her pas-
sionately pro-European finance minis-
ter. has always said “not yet” rather
than "never” to the bonds (Both the
main opposition parties, the centre
left Social Democrats and the environ-
mentalist Greens, are in favour.)

Yet eurobonds and a loss of budget-
ary autonomy would be likely to fall
foul of the constitutional court. "Any
loss of sovereignty would be problem-
atic” for the court, says Ms
Schwarzer. “IJt would probably mean
having a referendum. But the big
problem for Germany isn’'t just the
constitutional court: it's also Paris.”

Confrontation with France could
come in a third phaso of EU roforms,
in which the Commission would
become the real Europcan economic

government and the European Coun-
cil would become a legislature along:
side the Europecan parliament
rcality is that Germany is starting
this roflection and other countrics are
not,” says Ms Guérot. “France has to
haveo the dcbate. They aro not ready
to give up the Fifth Republic "

"“The

For Ms Morkel it is a question of tho

democratic legitimacy of tho entire
integration process. She sces a dan-
gerous
national politics, and national parlin
ments. and tho European parllament.
Her party wants (o seo tho Commis-
sion president directly cloctod.

disconnection between

The chancellor knows perfoctly woll

that these aro profoundly impariant
political 1ssues, and hugely controver
slal. Dut sho has doclded that only
with such fundamontal reforme can
Europonn monetary unlon aurvive

The good thing for Gerany, sava

Mr Frits-Vannahine, ia that she (s not
a bully - In aplto of the AMislilermanean
caricaturea. "She (8 & lindy, but pot /N
tron lwdy,” he saya
aclontial, and that ia perhaps part of
hor prahlem

eanet aclopw ™
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