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RESUMO: Em 1992, o Conselho Europeu lancou a Unido Econdmica e Monetdria (UEM). O
inicio do euro seguiu-se em 1999. Desde entdo, a UEM sofreu avarias graves, sobretudo durante
a recente crise da Zona Euro em 2010. Para compreender o atual enigma da Zona Euro (EZ),
€ necessario analisar as circunstancias em que a UEM foi designada. Ao longo do seu desen-
volvimento, o ex-presidente francés Francois Mitterrand provou ser uma figura central devido
a sua capacidade de influenciar o processo de integra¢do europeia. Contra o pano de fundo da
reunificacao alema, Mitterrand conseguiu obter a criagdo de uma UEM da Alemanha. No en-
tanto, ele depois falhou em impedir que a mesma uniao fosse moldada de acordo com o modelo
alemao. Esta contribui¢io argumenta que a incapacidade de Mitterrand de formar a UEM de
acordo com seus proprios ideais explica em parte os fracassos estruturais da EZ.
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ABSTRACT: In 1992, the European Council launched the economic and monetary union
(EMU). The inception of the euro followed in 1999. Ever since, the EMU has experienced
severe malfunctions, not least during the recent Eurozone crisis of 2010. To understand the
current Eurozone (EZ) conundrum, it is necessary to analyse the circumstances under which
the EMU was designed. Throughout its development, former French President Francois Mit-
terrand proved to be a central figure due to his ability to influence the European integration
process. Against the backdrop of German reunification, Mitterrand succeeded in obtaining
the creation of an EMU from Germany. However, he thereafter failed to prevent the same
union from being shaped according to the German model. This contribution argues that
Mitterrand’s inability to form the EMU according to his own ideals partly explains the
structural failures of the EZ.
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INTRODUCTION

In 2017, the Treaty on European Union (TEU) celebrated its 25™ anniversary.
This treaty, better known as Maastricht Treaty, established the European econom-
ic and monetary union (EMU), which has become a matter of course today. In 1992,
however, parts of the European population remained rather sceptical,' while the
treaty was celebrated among high-level politicians. French President Francois Mit-
terrand emphasised the importance of the TEU, stating that ‘it is a moment that
prepares for the following century’ (PEE, 1991, 151-158). Mitterrand was by no
means speaking just for himself but served as an example for the strong overall
political will to further the integration of Europe through economic means (Moravc-
sik, 1999).2 Indeed, the TEU has transformed the European Communities (EC) and
later the European Union (EU) significantly, most notably through the creation of
the EMU with its purpose ‘to promote economic and social progress which is bal-
anced and sustainable’ (European Communities, 1992). While EU institutions have
claimed that the EMU has brought about significant benefits for those states par-
ticipating in the Eurozone (EZ) (see, for example, European Commission, n.d.), its
malfunctions are obvious.

The most recent and most severe failure of the EMU, the Eurozone crisis, com-
menced in 2010. Affecting government debt, the European economy and the banking
structure of the EZ, the crisis has had substantial and lasting negative effects. One
indicator is the development of government debt across the EZ. While the general
government debt (in percent of GDP) of the EZ area increased by 17 percentage
points from 2009 to 2014, the government debt of Greece, Spain and Portugal rose
by 50 to 100 percent in the same period (Eurostat, 2017a). The crisis was enhanced
by the fact that responses by the EZ institutions, including the European Central Bank
(ECB), proved to be inadequate as they were severely limited in their actions by the
lack of economic, fiscal, banking and political integration on the European level
(Dyson, 2012). In fact, the ECB lacked the adequate means for crisis prevention and
management (Dyson, 2012; Krugman, 2013; Stiglitz, 2016).

This observation raises the question of why — despite the strong will to create
a political and economic union — has the EZ’s institutional structure been designed
in a way that made it prone to fail in times of crises? How can the lack of financial
integration be explained if monetary integration was the declared objective of Eu-
ropean leaders in the 1980s and early 1990s?

‘It is a fault in the execution, not of the architects, declared former President
of the European Commission, Jacques Delors (Kirkup, 2011), when asked about

I'The French and the Danish were among the most doubtful towards the TEU, which was reflected their
voting patterns during three national referendums. For a discussion on the Danish and French
referendums of the TEU, see Denni (1993) and Worre (1995).

2 See, for example, German Chancellor Helmut Kohl’s speech before the German parliament on 4
December 1992 (Presse- und Informationsamt der Bundesregierung, 1992).
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the crisis facing the EMU. However, scholars have demonstrated that structural
flaws had been built into the EMU from the outset (Hall, 2012; Caporaso & Kim,
2012). Thus, in this context, it is necessary to analyse the origins of the TEU and
the circumstances under which the EMU was designed, as Dyson and Featherstone
(1999), amongst others, have done in great detail. They suggest that France, to-
gether with Germany, were central to the negotiations on the EMU. In this Franco-
German partnership, Francois Mitterrand, who served as the French President from
1981-95, played a particularly central role in shaping the TEU (Saunier, 2013). Yet,
Mitterrand proved to be unsuccessful in determining the institutional setting of the
EMU. Overall, bilateral compromises between France and Germany severely lim-
ited the TEU’ ambitions in the areas of institutional and economic governance,
partly explaining the current EZ conundrum (Loth, 2013).

This paper builds on and advances Loth’s argument as we clearly define the
historical link between the misconceptions incorporated in the EMU’s design and
the Eurozone crisis. Aiming to take stock of and historicize the negotiations leading
to the EMU, we employ the historical method of writing a ‘micro-account’ of the
negotiations of the EMU. Thus, we strive to reconstruct the past in the sense of R.
G. Collingwood. In this undertaking, we are significantly limited by the contin-
gency of the past, which allows for various interpretations and assessments of
historical events (Geary, Germond & Patel, 2013, 5-6), as well as the lack of avail-
ability of sources.? This paper follows an actor-centred approach based on the work
by Francois Mitterrand for he developed a broad plan for the EZ’s institutional
structure.* The plan, which we term his Grand Design,’ foresaw the economic in-
tegration of western European states to create a small, homogenous EMU. To this
aim, Mitterrand envisaged the establishment of a European Confederation, which
would defer eastern European states from being admitted to the European Com-
munities after the dissolution of the USSR.

In the first section, we will discuss the historical backdrop against which Mit-
terrand’s plan was developed. We will then examine the Grand Design itself. To
fully understand the shortcomings of the EMU, we will analyse the Franco-German
negotiations on its design in the third section. The conclusion will reflect on our
findings and will establish the link between the negotiations on the TEU and the
current Eurozone crisis.

3 We will rely on both publicly accessible archival as well as contemporary sources.

4For a more detailed discussion of Mitterrand’s plan, see Troitifio, Firber and Boiro (2017) as well as
Mitterrand (1989b, 1990, 1996). In the following sections, we will outline those details necessary for
our argument.

5 The notion ‘Grand Design’ was first used by Bozo to describe President de Gaulle’s ambitions to create
a ‘Grande Europe’ from the Atlantic to the Urals. Mitterrand based his plans for a European
Confederation on this vision, which ultimately failed (Bozo, 2008, p. 393). From today’s view, it is clear
that the euro had a significant impact on creating such a ‘Grande Europe’, albeit on a more limited scale
than previously imagined. Therefore, we find it appropriate to use the term in the context of the
establishment of the EMU.
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THE ORIGINS OF THE EMU

The EMU was developed in a very different time than today. The end of the
Cold War, the collapse of the USSR and German reunification changed the concep-
tions of Europe as well as the perceptions of the EC as an international actor
(Christiansen, Duke & Kirchner, 2012, 686). The TEU was part of a long-time
process that had started with the creation of the European Coal and Steel Com-
munity in 1952. Particularly in the decade before and during the negotiations on
the TEU, certain trends were present that help to explain the gradual shift towards
the EMU and economic integration. To fully understand the origins of the EMU, it
is thus necessary to briefly revisit the backdrop against which Mitterrand developed
his Grand Design. We will discuss the impact of the Singly European Act (SEA) of
1986 and the European Monetary System (EMS), in place since 1979. Following
Ludlow (2013), we will contextualise the SEA and the EMS in the perceived neces-
sity of treaty change to further European integration, the need for institutional
change in terms of the role of the European Council, and the tendency towards
policy spill-over.

The 1960s and 1970s were marked by a process of informal change, which
was widely perceived to be the reason for the slowing speed of European integra-
tion. As such, treaty change was seen as a necessary step to break the institutional
stalemate, i.e., the so-called ‘Euroclearosis’, in which the EC seemed to be stuck by
the early 1980s.® The SEA of 1986 thus marked the beginning of the European
monetary integration as it aimed at the creation of a single European market by
January 1993 (Moravcsik, 1999, 314-378).7 Overall, the single market programme
was perceived as a great success, strengthening ‘[t]he association between treaty
change and Community advance’ (Ludlow, 2013, 13). The integration process was
furthered by shifts in relative technological, industrial, and economic capabilities
in favour of Europe and a failure of purely national economic strategies pursued
by European countries (Sandholtz & Zysman, 1989). In this context, the SEA fore-
saw, inter alia, integrating previous informal change into the treaty framework to
eliminate the possibility of further informal change in the future. The SEA for-
malised a number of partly bilateral arrangements, including the gradual abolish-
ment of national borders. As such, the Schengen Agreement of 1985 among France,
Germany, and the Benelux countries stimulated the incorporation of previously
national ambitions in European politics.

In addition, the SEA significantly altered the EC’s institutional setting. Linking
liberalization of the European market with procedural reform, the SEA modified
the EC’s decision-making process to a majority voting system that was binding

6 The term ‘Eurosclerosis’ was coined by Herbert Giersch in 1985 to describe the slowing European
integration process in the 1970s and early 1980s (Giersch, 1985). This, however, does not bear justice
to the many achievements of this decade (see Awesti, 2009).

7 For an overview on the SEA, see Green Cowles (2012).
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upon all member states but only applied to matters pertaining the single market
(Moravesik, 1991, 20).% Furthermore, the European Council was firmly rooted
within the EC’s structure, recognising it centrality to the European integration
process. As a result, the Council became the ultimate decision-making body with
regards to the EMU (Christiansen, Duke & Kirchner, 2012, 691).

The SEA’s major aim, namely the establishment of a single European market,
was, however, severely hindered by the prevailing border controls among European
states. As the existing policies were directly opposed to the creation of a single
market and the freedom of movement of people, capital, and goods inscribed in the
SEA, the treaty created pressure for further policy change in the fields of border
controls and monetary integration. A Franco-German agreement to gradually abol-
ish border controls served as the starting point to the Schengen Agreement,
trigger[ing] a “spillover effect” from the bilateral to the European level and so
deepen|ing]| integration in the chosen area’ (Germond, 2012, 200).

However, the still existing EMS proved to be a considerable stepping stone to
the ambitious single market project. The EMS and its exchange-rate mechanism
(ERM) had, thanks to its adjustable peg, provided stable exchange rates, but had
increasingly advantaged Germany with its ‘historical record of no devaluations’
(Heisenberg, 2006, 235). Moreover, the EMS relied on capital controls in those
countries with a weaker currency, such as France, thus contradicting the freedom
of capital set forth in the SEA (Ludlow, 2013). Therefore, the single market pro-
gramme implicitly threatened the EC’s long-term stability, thereby creating a strong

3

incentive to further advance the monetary integration, particularly for Mitterrand.’

THE GRAND DESIGN

The end of the Cold War and the collapse of the communist regimes in central
and eastern Europe situated Francois Mitterrand at the epicentre of a critical mo-
ment in European history, enabling him to influence the design for the EZ institu-
tions greatly. In the European integration process, Mitterrand took a leading role
from 1984 onwards, elaborating on the economic necessity to restructure and re-
vive Europe in various speeches (see, for example, Commission of the European
Communities, 1984, 133-38). Mitterrand’s policy towards Europe can be sum-
marised under four main points: (1) priority of France’s autonomy and indepen-
dence vis-a-vis the USA and the USSR by using the EC’s common resources; (2)
confederation approach combined with critical decisions under the Council’s con-
trol to further European integration; (3) internal consensus in France about its

8 The majority voting system directly results from the perceived deadlock during the 1970s, when
proceedings were hindered due to the continuous use of the veto by various member states.

9 The Padoa-Schioppa report clearly made the case that the current status of the EMS was unsustainable
(European Commission, 1987).
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European policy to achieve domestic political support; and (4) a key strategic rela-
tionship with Germany (see Tiersky, 1995). In this section, we will briefly outline
Mitterrand’s vision.

THE EUROPEAN CONFEDERATION

Mitterrand first raised the idea of a Confederation of European states in De-
cember 1989. The success of the SEA and the single market had significantly in-
creased the EC’s attractiveness to prospective member states (Dinan, 2012, 845-46).
Thus, Mitterrand envisaged the creation of a European Confederation, which would
establish a constant dialogue between the EC and eastern and central European
countries but would defer the latter from being admitted to the EC in due time (see
also Mitterrand, 1990).

Warning of fragmentation and disintegration, Mitterrand stated:

Europe will no longer be the Europe we have known for half a century.
[...] Either the tendency to rupture, to dissipation will increase and we
will find us again in the Europe of 1919 [...] or Europe will be built. She
can do this in two stages, first of all through our community of Twelve,
which must definitely strengthen its structures. [...] The second stage re-
mains to be invented: on the basis of the Helsinki agreements, I expect to
see the birth of a European Confederation, in the true sense of the word,
in the 1990s, which will involve all states of our continent in a common
organization with continuous exchange, peace and security. (Mitterrand,
1989b).10

To succeed in ‘building bridges’ (Mitterrand, 1989a), Mitterrand envisaged a
European Confederation consisting of three differentiated areas or circles: (1) an
integrated federalist western Europe under French leadership; (2) a common mar-
ket including central and eastern Europe; and (3) political dialogue and cooperation
with the USSR in limited policy areas. The Confederation would thus serve as a
way to ‘affirm the common European identity of the former satellite states [of the
USSR] during what he [Mitterrand] saw as a lengthy transition period when their
economic backwardness would preclude them from joining the European Com-
munity’ (Short, 2013, 482)."" In addition, a Confederation would frame Russia,
which remained a potentially threatening power (Saunier, 2013, 46). At the heart
of this common Europe remained the EC with its Franco-German core (Mitterrand,

10 Translated from French to English by the authors. See also Mitterrand’s speech before the European
Parliament in November 1989 (European Parliament, 1989).

1 For a detailed account of the economic level of the former countries of the Soviet bloc, see Berend
(2016, pp. 177-91).
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1996), allowing for the irreversible anchoring of a newly reunified Germany in a
strengthened EC and a consolidation of French control over the EC (Musitelli,
2011, 21). In Mitterrand’s view, German reunification and deeper integration had
to go hand in hand to ensure a binding and irreversible solidarity between the EC
in general and the Franco-German core in particular (Saunier, 2013, 46). Mitter-
rand was motivated by a deep fear of the power of a newly strengthened Germany,
causing him to be sceptical towards the possibility of German reunification at first
(Salmon & Hamilton, Twigge, 2012, 215-19). ‘Everything will remain under control
if progress towards ending Germany’s division does not proceed faster than that in
the construction of Europe’, Mitterrand’s advisor Védrine stated (note from Hubert
Védrine, 18 October 1989, quoted in Bozo, 2012, 152-53). This also reflected the
perceived necessity of deferring eastern European states from accession to the EC
as this region largely remained Germany’s sphere of influence.

The ‘growing demand on the part of countries of central and eastern Europe
for access to western institutions against the backdrop of a perceived security vacu-
um’ (Bozo, 2008, 406) made them, however, reticent to a Confederation that would
most likely delay this access. Mitterrand clashed with his most prominent ally
Helmut Kohl over geopolitical priorities, with Germany firmly advocating for the
wishes of its eastern neighbours.'> Members of the French government and Mitter-
rand’s political advisors remained equally sceptical (Dumas, 2001; Védrine, 1996,
448; Védrine & Musitelli, 1991). When the USA finally rejected a European Con-
federation in total and a conference on the launch of the project failed, Mitterrand
admitted that his plan had at least been postponed, if not cancelled (Mitterrand &
Havel, 1998, 126-54; see also Saunier, 2011). It became apparent that the Confed-
eration had failed altogether when the EC directed their attention towards the TEU,
which explicitly states the possibility of the admission of new member states.

THE EUROPEAN MONETARY UNION

The establishment of an EMU was by no means a new idea,'’ yet it was sig-
nificantly advanced by Mitterrand during the 1990s. Mitterrand envisaged a small,
homogenous EMU, which can be understood as an optimum currency area (OCA)
(see Kenen, 1969; McKinnon, 1963; Mundell, 1961). An OCA is ‘an economic unit
composed of regions affected symmetrically by disturbances and between which

12 See Newton (2013) for an interesting discussion on how Mitterrand became a ‘source of pan-European
division’ through his proposal for a pan-European structure.

13 The Werner Plan of 1970 proposed, for the first time, the creation of a monetary union in Europe. It
failed when European politicians were not prepared to advance with a proposal that foresaw significant
political integration. When the Bretton Woods system that had established a monetary order among the
USA, Canada, Australia, Japan and Western Europe since 1944 was brought to an end in 1971, European
countries tried to ensure currency stability on a regional basis, including the “Snake” and the EMS, to
peg exchange rates against the dollar (see Eichengreen, 2007, pp. 163-293).
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labour and other factors of production flow freely’ (Eichengreen, 1998, 51). For
the EC comprised states with a similar economic performance and labour was in-
creasingly mobile, an EMU would have been close to an OCA.'* Hence, it would
have been economically stable in times of crises. Mitterrand, however, rather fo-
cused on the political advantages of an EMU. In fact, he pursued three goals: “first,
they [the French] saw [the EMU]J as a necessary element of a policy of economic
growth on the European level; second, they strove for independence from the er-
ratic movements of the dollar and the US policy of interest; third they aimed at
destroying the hegemonic position of the German Bundesbank’ (Loth, 2013, 67;
see also Dyson and Featherstone, 1999; Saunier, 2013). Due to its strong monetary
and fiscal position, Germany was able to control the EC economically through the
EMS. Hence, Mitterrand aspired to consolidate French influence over communitar-
ian affairs by introducing the EMU to maintain price stability and to establish a
federal system of central banks (Abdelal, 1998, 254-57; Sandholtz, 1993b, 127). In
other words, to him there had to be a balance between the monetary and the eco-
nomic aspects of the EMU (Saunier, 2013, 59; see also Guigou, 2004).

The emphasis on democratic control of the central bank and the monetary
policy was rooted in the French economic model (see Thiemeyer, 2013). To Mitter-
rand and to the French government, the state remained the sole point of reference
concerning economic policies because the nation-state was the sole democratically
legitimised decision-making body on the European level (Mitterrand, 1990). Con-
sequently, Mitterrand reaffirmed that ‘Europe is composed of nations’ (Mitterrand,
1988, translated by the authors). As sovereign politics prevailed over suprana-
tional autonomous structures, the European Council was to be strengthened with
regards to economic policies (Archives Nationales, n.d.). In addition, a federal
system of central banks would have allowed for a coordinated yet supranationally
controlled fiscal policy.

In contrast, Germany argued for strict central bank independence. As Ger-
many accentuated the need for free market operation and monetary stability, its
reluctance towards the EMU resulted from the fear of an ‘inflation-union’ (Loth,
2013, 67). Despite a seemingly economic focus, the EMU was hence driven mainly
by political rather than purely economic factors, including interstate bargaining to
reduce German influence over European monetary policy (Eichengreen and Frieden,
1993).

In addition, German reunification also influenced Mitterrand’s plans for his
European construction in general and the EMU in particular (see Mitterrand, 1996).
Within his European Confederation, the first circle was to be firmly integrated by
a common currency and a common market. Mitterrand’s EMU was based on a

141t is important to note that Kenen (1969) called for a centralised fiscal policy, which implies de facto
a political union. Most OCA concepts also regard factor mobility, including labour mobility, as key
precondition for a monetary union. It has been shown, and is clear from the following sections, that
neither criterion has been fulfilled in the EZ. We thank one anonymous reviewer for pointing this out.

Revista de Economia Politica 39 (2),2019 - pp. 328-343 335



Europe of the Twelve, closely integrated by a common currency and surrounded by
a strong European Confederation that respected the states’ diversity (Saunier, 2013,
50). Therefore, Mitterrand aspired to satisfy French security interests through firm-
ly anchoring a newly unified Germany in Europe (see Dyson, 1994). Consequently,
Mitterrand presented the EMU in historical accordance with French interests (Ar-
chives Nationales, 1991e).

THE NEGOTIATIONS ON EMU

Both the political and economic premises seemed favourable to Mitterrand’s
design:'* during his presidency, French political domination of the European inte-
gration process was at its peak. In addition, the single market project triggered a
‘broad wave of pro-EC enthusiasm’ (Sandholtz, 1993a, 4), further enabling him to
initiate change. Due to the political insecurity caused by German reunification,
Mitterrand took special care to guarantee that the TEU was rendered ‘irreversible’
(Archives Nationales, 1991c¢; Archives Nationales, 1991d). Thus, his strategy was
to closely watch the German government and to ensure that there was a solid
Franco-German agreement at every stage when negotiating the TEU (Archives Na-
tionales, 1991a; Archives Nationales, 1991b). This included a ‘binding-in’ of the
German Bundesbank to commit the German government to the EMU.

After previous initiatives to establish an EMU had failed, the debate was re-
launched in 1988. At its Hannover Summit, the European Council mandated a
committee chaired by Commission President Jacques Delors to propose a plan for
the implementation of the EMU, including a common currency. The ensuing De-
lors Report of 1989 presented a three-stage roadmap for the EMU. While it adhered
to Mitterrand’s wish to establish a common currency, it already incorporated the
German model, including an independent central bank system led by an ECB. It did
so against Mitterrand’s will but with his silent approval once he realised that he
did not have a practical alternative (Dyson & Featherstone, 1999, 124-25). Overall,
the report lacked a clear outline of a common economic and fiscal policy, referring
instead to broad macroeconomic policies. On other aspects, including a timeframe
and the organization of the transition, the report stayed just as vague despite pres-
sure from the French representative. As the ultimate responsibility remained with
the member states, the German Bundesbank ‘retained the fundamental essentials
regarding the shape of the future monetary union’ (Loth, 2013, 69). However, the
report still gave a strong impulse to further develop the EMU during two intergov-
ernmental conferences.

Therefore, Mitterrand set up a working group to prepare the next steps and
suggested a clear timeframe (Clavert, 2008). Due to the German national elections

15 On the change in the mainstream economic doctrine that made an EMU seem economically viable,
see Hall (2012).
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in December 1990, Kohl pushed for a delay of the conferences, proposing to post-
pone the political decision on the EMU until after election day (Bundesministerium
des Innern, 1998, 565-67). In Paris, this was perceived as a practical rejection of
the EMU (Attali, 1995, 349). Threatening to withhold French approval of German
reunification, Mitterrand demanded three commitments from Germany: ‘the begin-
ning of negotiations on the monetary union, the definitive recognition of Germany’s
border with Poland, and confirmation of the Federal Republic’s renunciation of
nuclear weapons’ (Loth, 2013, 71; see also Attali, 1995, 353-354). To not endanger
both the reunification and the European integration, Kohl gave in on the EMU and
agreed to a date for the first intergovernmental conference (see Lappenkiiper, 2011,
269-271). In return, the European Council decided that stages two and three were
not to begin until the necessary preparations had been made.

Franco-German controversies about the exact setting of the EMU remained.
While Kohl emphasized that the EMU had to be accompanied by a political union
(Christlich Demokratische Union Deutschlands, 1992, 167; European Parliament,
1989, 156), to Mitterrand, the EMU logically followed the single market and pre-
ceded a political union. Over the course of the German unification, Mitterrand’s
stance was influenced by his advisor Elisabeth Guigou. Commenting on a sugges-
tion by Jacques Delors to accompany the EMU with a political union (see Com-
mission of the European Communities, 1990, 6-16), she wrote to Mitterrand:

The Community has an interest in inventing very quickly an institutional
armature that would make the German situation banal [...] [to] assure
that Germany determines its orientations within the framework of the
Community and not autonomously. [...] Better for the European Union
to be negotiated with Germany still provisionally divided into two states
and needing the Community, rather than with a reunified Germany that
will no longer have need of anybody (note from Elisabeth Guigou, 6 Fe-
bruary 1990; quoted in Bozo, 2010, 185).

For this reason, Guigou proposed a transformation of the EC into a political
union, yet under French rather than German terms. That included a much more
intergovernmental approach than Germany thought feasible. When German unifi-
cation appeared as fait accompli in summer 1990, Mitterrand adopted Guigou’s
approach, advancing towards both EMU as well as political union at the same time
(Mitterrand, 1990; Attali, 1995, 606). Under his guidance, the EC embraced the
reunification of East and West Germany. In return, Kohl was forced to proceed with
the implementation of the EMU (Clavert, 2008).1¢ The German reunification, how-
ever, lessened German pressure on France to make further progress in the negotia-
tions on the political union (Heisenberg, 2006, 239). At the Council meeting in

16 See the numerous joint Franco-German declarations, i.e., CVCE, 2014; Presse und Informationsamt
der Bundesregierung, 1990a; Presse- und Informationsamt der Bundesregierung, 1990b.
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Rome in October 1990, Kohl agreed to a compromise on the timeframe for the
second stage and gave in to the growing pressure to accept Italian Prime Minister
Andreotti’s suggestion to transition to the currency union no later than 1 January
1999 (Dyson & Featherstone, 394-401).

Overall, negotiations were marked by Franco-German compromises on essential
features of the EMU. Notably, much preparatory work for the design of the ECB was
carried out by the Committee of Governors of the Member Countries of the Euro-
pean Communities (CoG) on behalf of the European Council. As the CoG mainly
comprised central bankers, they were eager to ensure two essential principles through-
out their work: price stability and the centralization of monetary policy (James, 2013,
111). The German Bundesbank in particular emphasised the importance of an inde-
pendent central bank as well as its powers in exchange-setting policy, which greatly
influenced the negotiations. As Dyson (2012, 795) reaffirms, ‘[t]he negotiating posi-
tions of the leading negotiators of the Maastricht Treaty were framed and constrained
by the strategy of ‘binding-in’ the German Bundesbank to the final outcome’. For the
CoG presented a draft of the ECB statute within a month after it had started its work
in early 1990, much of the preparatory work had been completed by the beginning
of the intergovernmental conferences in December 1990.

Two of the remaining questions were the creation date of the ECB and the design
of economic convergence criteria. While Germany wanted economic convergence as
a precondition for the EMU, France argued for a quick transition to the EMU to
facilitate this economic convergence (Heisenberg, 2006, 238). The compromise
reached between Mitterrand and Kohl was that France would accept strict conver-
gence criteria in return for Germany’s agreement to a later creation of the ECB.
Subsequently, the Commission developed the following criteria: the government bud-
get deficit had to be below three per cent of a state’s GDP, the ratio of government
debt to GDP had to be fixed at 60 per cent, the average rate of inflation and their
nominal long-term interest rate had to be below the performance of the three eco-
nomically strongest member states by 1.5 and 2 per cent, respectively, and the state
had to be a member of the ERM without devaluation for two consecutive years.

After this major compromise, technicalities were settled over the course of
1991. On 7 February 1992, the foreign and finance ministers of the EC member
states signed the TEU. Following Mitterrand’s vision, the treaty set a deadline for
the adoption of the EMU, established price stability as the overriding mandate of
the EMU and introduced a federal system of independent European central banks
(Sandholtz, 1993, 127). In return, he followed Kohl’s wish to create an autonomous
ECB on the model of the German Bundesbank. Two factors that help explain the
concessions made by Mitterrand include the imperative of the creation of a solidary
EMU that includes the Deutschmark (Saunier, 2013, 49) as well as the German
reunification process. As Marsh (2009, 133) reaffirms, ‘the fusing of the two Ger-
manys, and the birth of the single currency, are intimately intertwined. If unification
had not happened, it is highly unlikely that France would have been able to per-
suade Kohl to agree the EMU timetable to replace the D-Mark by the Euro.
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CONCLUSION

Francois Mitterrand’s Grand Design has left its print on the institutional setting
of the EZ. He envisaged a small, western European based EC, firmly integrated by
a common currency and seconded by a loose Confederation of European states.
Although he succeeded in obtaining an EMU from Germany, he failed thereafter to
prevent the same union from being shaped according to the German model.

As a result, there was no Europe-wide fiscal authority to complement the
monetary authority of the ECB, thus producing two ‘fundamental flaws’ as fiscal
policies were left entirely to the EZ member states: ‘the mechanisms for enforcing
fiscal discipline were inadequate, and there was no Europe-wide banking supervi-
sion and regulation’ (James, 2012, 16). This is particularly important if there is an
asymmetrical crisis. An asymmetrical crisis is a shock to the economic system that
affects various parts of the system with varying degrees of severity, as happened
during the Eurozone crisis of 2010. Such asymmetrical crisis does not necessarily
create a case for policy autonomy if alternative means such as labour mobility and
real wage flexibility exist (Eichengreen & Frieden, 1993, 92) or if there is a central-
ised fiscal policy. This is not the case in the EZ. Hence, ‘[t]he deficits of an “eco-
nomic governance” largely complained during the present-day “Euro-crisis” are
mainly the result of the influence of the German Bundesbank insisting on the inde-
pendence of a European Central Bank’ (Loth, 2013, 83). While this is true, the
continuing enlargement of the EZ as well as the convergence criteria of the TEU
help to explain the current EZ conundrum in greater detail.

The enlargement of the EZ to currently 19 highly heterogeneous members (see
Schwab, 2015) has increased the possibility of an asymmetric crisis. As has been
shown in this paper, Mitterrand’s design of an EMU was based on a homogenous
core, which can be understood as an OCA. Today, the EZ is far from being an OCA
due to its continuing enlargement (Hall, 2016; Eichengreen, 20135; Jager & Hafner,
2013). Notably, Mitterrand did not envisage the admission of a great number of
new members until many years after the EMU had been established. However, this
proved to be politically unattainable. After reunification, Germany took on a great-
er role in the European integration process due to its economic performance and
geostrategic role between western and eastern Europe, acting as a mediator and
spokesperson for the former communist bloc.'” The ensuing enlargement of the EZ
then set the path for a division into core and periphery, with a drastic augmentation
of public debt particularly in the latter during the Eurozone crisis.

Interestingly, the public debt of some of the founding states of the EC such as
Italy was among the highest during the Eurozone crisis in 2010. This was due to the
fact that a number of EZ member states had been admitted to the EMU without
meeting the convergence criteria in the first place. Although the convergence criteria

17 See Moravcsik and Vachudova (2003) for a discussion on why the EU’s eastern enlargement was
politically viable and thus inevitable in the end.
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of the TEU did not allow for much manoeuvring room, they were much more flex-
ibly handled in practice than the text itself suggests (see European Commission, 1998).
While most states succeeded in lowering their budget deficit significantly, the public
debt of certain member states, including EC founding states such as Belgium, fluctu-
ated widely. Yet, the European Commission deemed Belgium to have converged to
the criteria in 1998. Furthermore, Ttaly had not been part of the EMS between Sep-
tember 1992 and November 1996, thereby not reaching the required two years of
membership in the ERM. Due to its important political position, it too was deemed
to have converged. The Stability and Growth Pact of 1997 then institutionalised the
criteria but was suspended on the initiative of France and Germany in 2003. In the
following, fiscal convergence further deteriorated (see also James, 2012, 16-20).
Francois Mitterrand’s Grand Design was partly implemented in the EZ. This
paper has analysed the negotiations between France and Germany to show how
bilateral compromises severely limited the TEU’s ambitions in the areas of institu-
tional and economic governance. These structural misconceptions have partly pre-
vailed today, limiting the means of the EMU to make it viable in the long-run.
Therefore, the authors agree with the majority of scholars who hold that EZ’s in-
stitutional structure must be continually reformed in order to meet today’s require-
ments (see also Krugman, 2013; Le Heron, 2015; Stiglitz, 2016; Tsoukalis, 2014).
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