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Werner Weidenfeld

The year 2001 witnessed a profound change in transatlantic rela-
tions, for the attacks of September 11 signaled a new epoch of
security politics. Decision makers on both sides of the Atlantic
had to respond to new threats and find new ways to work
together. Ultimately, there were vastly different approaches to the
challenges at hand; thus 2001 marked the end of a period of
transatlantic thinking and the dawning of a new political era. Dif-
ferences in procedure and method led to this crisis in the transat-
lantic partnership, a crisis that was foreshadowed with the end of
the Cold War but only became manifest during the intervention
in Iraq in 2003. The resulting fissure between Europe and the
USA extended through Europe as a whole.

Responding to these new challenges, the Bertelsmann Founda-
tion undertook to identify the pressures on the transatlantic partner-
ship as a kind of early-warning system and to confront these stresses
through concrete strategy recommendations. Within the framework
of the project, “The Future of Transatlantic Relations” (2001 —
2004), the Bertelsmann Foundation created two high-level bodies,
the Transatlantic Strategy Groups on Economics, Finance and Trade
and the Transatlantic Strategy Group on Security. Members of the
Strategy Groups worked for two years to develop a package of rec-
ommendations as to how, and in which areas, the USA and Europe
might cooperate in the future and to identify interdependencies
between economic challenges and those of the new security policies.
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The results of this initiative are reflected in this publication. It
is the product of intensive conferences on strategy in the USA and
Europe, bilateral discussions and the procurement of additional
testimony to illuminate specific points.

The first part of the book introduces the processes, composi-
tion and terms of reference of the Strategy Groups. The second
section deals with questions related to security politics. The third
part covers economic cooperation, energy security and environ-
mental issues.

In addition to the authors of this publication, there were
numerous outside experts and international decision makers who
assisted in this initiative, above all the chairpersons of the Strat-
egy Groups:

Dr. John Hamre of the Center for Strategic and International
Studies, CSIS, and Dr. Walther Stiitzle, former Deputy Minister of
Defense (Transatlantic Strategy Group on Security); Dr. C. Fred
Bergsten, Director, Institute for International Economics, and
Caio Koch-Weser, State Secretary, Ministry of Finance (Transat-
lantic Strategy Group on Economics, Finance and Trade).

I wish to extend my thanks to all participants—and particu-
larly to the chairpersons—for their commitment and active sup-
port of this initiative. For the transformation of the project into
this publication, my thanks go to Nicole Renvert and Nicole Schley.



Introduction:
The Intertwining of Security and Economics

There is little doubt that transatlantic relations are under pres-
sure, even if we now are experiencing a period of “détente,” of
relaxation; and we wonder: “Will it last?”

As this century begins, world politics stands at the dawn of a
new epoch. Almost daily, new examples surface to show that this
new era is marked by dangerous chaos, including terror attacks
and the efforts of certain states to acquire weapons of mass
destruction, as well as the corresponding negative reaction of the
established powers. More than a decade after the end of the East-
West confrontation, world politics has reoriented itself to face
transnational crises and security threats.

One would be naive to assume that the European-American
partnership remains untouched by these upheavals in world poli-
tics. The result for the partnership is clear: the traditional emo-
tional warmth has disappeared. Today’s situation is marked by
harsh rhetoric, mutual recriminations of undermining coopera-
tion, and American hegemonial designs with a tendency toward
an unprecedented unilateralism.

It will take a while for this latest transatlantic crisis—which
started with the third Gulf War, climaxed with the U.S.-led inva-
sion in Iraq and, from a German viewpoint, came to an official
end when Schroder visited the American president at the end of
September 2003 —to die down. The crisis was not only unusually
serious, but its stridency was unfamiliar to observers.
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In its deepest dimension, the transatlantic relationship has suf-
fered tremendous erosion. The displacement of foreign policy
strategies, growing apathy, generation change and dissolving per-
sonal networks, a focus on domestic affairs, less stable definitions
of position, unexpected changes in political standpoint; in short:
Europe and America are experiencing the end of a nearly 50-year
transatlantic relationship that was taken for granted. Relations
across the Atlantic have entered the vortex of changing global
political constellations, under the threat of terrorism, and must
provide new answers for new challenges.

In assessing these future challenges for the transatlantic com-
munity, the radically changed international political conditions
must be taken into consideration. Many formerly decisive figures
and models of international politics have lost relevance in recent
years and no longer stand ready to guide future strategies or to
train new transatlantic leadership. Two changes in international
politics seem particularly relevant in light of this situation:

First of all, international terrorism has replaced the East-West
conflict and the dominant classical security concerns as the strate-
gic, main determinant of international politics. At the same time,
the number of actors in the international political scene is grow-
ing, together with the potential for cooperation and conflict.

A consequence of this development is the relativization of for-
mer power structures. In addition, the advancement of interna-
tional law and the globalization of media, with worldwide on-
the-spot coverage, contribute to this phenomenon.

The United States, while remaining the only “superpower,”
has greater difficulties in bringing its influence to bear, because
military and political pre-eminence are less crucial elements for
the resolution of today’s conflict situations (terrorism, civil war,
nuclear proliferation, economic crises).

Secondly, the traditional concept of national sovereignty turns
out to be an idyllic, naive excerpt from history books. The prob-
lems and tasks of politics largely have outgrown national bounda-
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ries. There is as yet no adequate political decision-making model
corresponding to the internationalized structure of today’s chal-
lenges. Consequently, politics gradually loses its capacity to make
decisions—as long as politics is unable to redevelop its authority
in the form of international organizations.

These challenges were taken on by a new transatlantic initia-
tive of the Bertelsmann Foundation and the Center for Applied
Policy Research (CAP) within the framework of the project “The
Future of Transatlantic Relations,” under the title “The Inter-
twining of Security and Economics.” Two specially convened
Transatlantic Strategy Groups—one focusing on security and the
other on economics, finance and trade—met three times. Their
initial meeting took place in July 2002 in Berlin.

Alongside high-level political representatives, including EU
Minister for Foreign Policy and Security Javier Solana, President
of the International Crisis Group Martti Ahtisaari and Deputy
Director of the Carnegie Center in Moscow Dmitri Trenin, there
were also economic experts Pascal Lamy (EU Trade Commissioner)
and Robert B. Zoellick (U.S. Trade Representative), media repre-
sentatives from the Frankfurter Allgemeine Zeitung and the
Washington Post, and representatives of think tanks (Brookings
Institution, Center for Strategic and International Research, Car-
negie Endowment for International Peace).

Given the strong common interests in finding answers to global
questions, such as the mutually advantageous trade and invest-
ment relationship, but also in the fight against terrorism, the sup-
port of a democratic Russia, promotion of stability in the Middle
East and Persian Gulf and in relation to China, a new strategy of
transatlantic cooperation is needed to meet the challenges of the
21st century.

All the members of the Strategy Groups felt that such an ini-
tiative definitely would enhance the transatlantic relationship. In
their initial meeting, the Strategy Groups reflected on ideas and
expectations for defining a “new global partnership” between the
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United States and Europe, and introduced the concept of an infor-

mal steering group, the G-2, which will be described in more

detail in the contribution by Caio-Koch-Weser and Fred Bergsten.

In Berlin, the Security Group primarily discussed the fight
against terrorism; the future role of NATO; and the new strategic
partnership with Russia. The Group on Economics focused on In-
ternational Finance, Corporate Governance and International
Trade. During the Miami meeting, the agenda of the Transatlan-
tic Strategy Groups was further developed and again dealt with a
long list of issues: NATO and global security, Russia, trade, cor-
porate governance/regulatory convergence, and international
accounting standards.

The overarching aim of the G-2 would be to advance the
transatlantic agenda more aggressively by means of greater net-
working. This G-2 concept obviously should not come at the
expense of other groups. It should be pursued inclusively rather
than exclusively.

In their Eltville/Reinhartshausen meeting, the Transatlantic
Strategy Groups focused on three principle issues:

1. Security following the war with Iraq, addressing the question
of whether existing institutions still have a role to play or
whether new institutions, new mechanisms and new proce-
dures are needed.

2. The European Union’s role in foreign and security affairs. Sug-
gestions for a core union certainly will not suffice to deal with
the problems at hand and therefore will require further delib-
eration.

3. What does this mean to future EU/NATO members? How do
they interpret current developments?

The key question on which the two groups have worked is how
to keep transatlantic relations vital. Both groups have contributed
a great deal toward defining the problem. The second step was to
define the criteria for solutions. The third step, then, was the devel-
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opment of strategies to overcome existing conflicts. One impor-
tant suggestion was to tackle problems on the security side through
closer cooperation in economics, finance and trade on the basis of
an institutionalized G-2 approach.

The historically rooted partnership of two continents:
A story of dialectics

For most of its history, the European-American relationship has
escaped simple definitions. One longstanding characteristic of the
relationship has been an apparent contradiction: regular, at times
spectacular turbulence on the surface always was accompanied
by a stable foundation of transatlantic friendship, firmly fixed on
the profound level of public opinion and societal orientation.
Current debates about today’s transatlantic discomfort frequently
neglect to illuminate sufficiently the history of the transatlantic
relationship.

The United States was nourished on the world of ideas embod-
ied in the European enlightenment: reason, human rights, free-
dom, equality and democracy. The progressive idealism of the
European Enlightenment is the source of the “American Dream”
and “Manifest Destiny.”

For many Europeans, emigration from the Old World to the
New World represented an act of liberation from suffering. In the
creation of the United States of America, a new world was formed
out of the ideals of the old. Even the superstructure of the new
American society, its legal and administrative systems, its religion
and customs, were brought from Europe. This meant that Ameri-
cans always would view Europe as the continent of their roots,
without which their own identity could not have developed.

On the other hand, America also has played an important role
in the development of European ideas and politics since its inde-
pendence from Great Britain. For Europe, the United States served
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as a flourishing ideal, unburdened by the European legacy of feu-
dalism and bloody war. The United States was seen as the first
truly modern land, a dynamic democracy whose economic work
ethic, with its freedom from social restrictions, redounded to the
advantage of the individual.

But ambivalence marked the relationship between Europe and
the United States from the very start. The young American nation
intentionally tried to separate itself from the European political
system —which was dominated by notions of position and power,
characterized by feudalism and religious intolerance—so as not
to allow the European system to obstruct the creation of a healthy
and strong America. Up to the Civil War, the blocking of Euro-
pean influence on American development was an important
premise of American politics.

In foreign policy, the United States long followed the credo
codified in 1801 by Thomas Jefferson, its third president: Avoid
being caught up in entangling alliances that could drag one into a
foreign power play. However, this never implied the U.S. rejection
of active foreign policy. It quickly became obvious that, in order
to realize the goals of American foreign policy, it was necessary to
exert a calculated influence, particularly on the European states.

So already in the 19th century, the United States was far from
indifferent toward the European Continent; the simple slogan of
isolationism would not be an apt description of their foreign pol-
icy, which when it came to inner-European matters would better
be described as vigilant neutrality.

With the exception of the War of Independence, the United
States conducted its first war against a European nation, Spain, in
1898. It also became clear at this point with whom the United
States would side in Europe. Since 18935, Great Britain had tried to
build a strategic alliance with the United States. A crucial influence
toward American cooperation with the United Kingdom and the
Entente were traditional views on European notions of balance of
power: the fear of a European Continent dominated by Germany.
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President Wilson’s essential argument for America’s entry into
the first World War and thereby into European politics was the
a threat to the basic

)

endangerment of the “American Dream,’
values of freedom and self-determination in the very continent
where these values had been born and with which the United
States was most closely bound. In contrast, an entry into war in
Europe for purely tactical political self-interest would have been
difficult to square with the Jeffersonian imperative of avoiding
“entangling alliances.”

President Theodore Roosevelt’s reinterpretation of the classi-
cal ban on intervention, turning the Monroe Doctrine into a U.S.
duty to intervene, later was dubbed the “Roosevelt Corollary.”
Roosevelt delivered his argumentation for this reinterpretation in
his annual address to Congress in 1904, regarding the American
intervention in the Dominican Republic:

“Chronic wrongdoing, or an impotence which results in a gen-
eral loosening of the ties of civilized society, may in America, as
elsewhere, ultimately require intervention by some civilized
nation, and in the Western Hemisphere the adherence of the
United States to the Monroe Doctrine may lead the United States,
however reluctantly, in flagrant cases of such wrongdoing or
impotence, to the exercise of an international police power.”

In simple English this means that the United States is prepared
to guarantee the security of the free nations of Europe with mili-
tary intervention, if Europeans give up their traditional, undemo-
cratic war diplomacy and build—together with the United
States—a society based on democratic values.

This doctrine of U.S. policy regarding Europe, upheld through
the entire 20th century, was—after the Second World War—an
essential condition for the founding of NATO as well as for U.S.
support for European integration and the creation of the Euro-
pean Economic Union. The United States therefore has played a
decisive role in safeguarding and promoting the original Euro-
pean ideas of freedom, equality and self-determination as guide-
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lines of foreign policy, first in Western Europe and today also in
Central and Eastern Europe.

Europe and the United States thus can look back on a rich his-
tory of common political as well as economic interdependence,
even before the reorganization of transatlantic relationships fol-
lowing World War II. On both sides of the Atlantic, there was a
deeply rooted understanding that international strategies for
problem solving only could succeed through transatlantic cooper-
ation.

The formation of the Western alliance —first of all NATO, but
also its economic-political correlative in Europe, the European
Economic Community —nevertheless was anything but obvious,
as is clear from the numerous disputes between European coun-
tries. It is only the success of these new structures in the course of
the post-war and Cold War years that allows us now to see them
as the only possible consequences of World War II.

But the development of the transatlantic alliance did not pro-
ceed without breaks and inner conflicts following the establish-
ment of the post-war order. In the 1950s, on both sides of the
Atlantic, positive aspects were played up. Particularly in West
Germany, the United States was seen as an absolute model, the
ideal to follow. Just as the U.S. public imagined East Germany to
be a Russian Germany, so did they see West Germany as Ameri-
can and good— “our Germany.”

The rebuilding of German democracy was seen as an Ameri-
can re-importation of European Enlightenment. To West German
eyes, the successful linkage of stable democracy with high eco-
nomic growth embodied the American ideal.

The second phase of German-American post-war relations,
characterized by the dramatization of the negative, began with
the end of the 1960s. Culturally, for many the United States be-
came the embodiment of the abysmal, a representative of the
abominable whose values were to be rejected: Vietnam symbolized
a war-hungry aggressivity; Watergate symbolized a political and
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moral decline; fast-food temples and soap operas were symbols of
the abandonment of cultural legitimacy. These became the stand-
ard patterns of perception of the United States among European
intellectuals.

This emotional distance between the transatlantic partners,
combined with the loss of the ideal role model, also caused an
identity debate among Europeans. Various interpretations of the
extent of European enlargement and the creation of a European
political order accompanied various presentations of the transat-
lantic relationship and security alliance as well as the East-West
conflict. The debate about Europe’s future role in the world al-
ready had begun.

In the 1980s, the third phase saw the playing down of both
negative and positive. Europe’s earlier admiration of the United
States as a glorified role model, and its later rejection as an anti-
power, were overcome. Henceforth both partners held a sober
appreciation for the possibilities and limitations of transatlantic
cooperation. The awareness of parallel interests as well as dis-
agreements—commonalities and differences—became sharper.

The breakdown of the Soviet Union and with it the loss of
relevance of the Warsaw Pact’s security policy presented com-
pletely new challenges for the transatlantic partners. The down-
fall of their former opponent was not celebrated as a triumph,
but rather was understood as a challenge toward concrete politi-
cal and economic reconstruction in the eastern region of the for-
merly divided continent.

This further strengthened the tendency toward sober realism
in the transatlantic relationship. Sobriety also was necessary be-
cause the interests of the western allies in the reconstruction were
hardly identical.

In addition, the fall of the Soviet Union unleashed an acute
threat that turned both Europe and the United States toward
domestic problems with unprecedented intensity. Since then, the
EU sees itself facing central challenges on parallel tracks: on the
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one hand a deepening of integration and on the other hand the
promised expansion of the EU to include 12 reformed states,
scheduled for 2004 and 2007.

In the United States, until the terror attacks of September 11,
2001, the presidential and congressional elections from 1992 to
2000 symbolized a growing and at times exclusive dominance of
domestic issues on the American political agenda.

At the end of the Clinton-administration, differences once con-
sidered subordinate were pushed to the center of transatlantic polit-
ical awareness, including the fight against international terrorism,
various reactions to crises in non-member countries (for example
Somalia, Afghanistan, Haiti), nuclear proliferation and the control
of weapons of mass destruction, but also the frequent transatlantic
conflicts over trade and global environmental politics.

After the election of George W. Bush in 2000, these differences
came to a head and led to considerable tensions in 2001 regard-
ing—among other things—the scandal over the rejection of the
Kyoto Protocol, the abandonment of the ABM Treaty and the
U.S. withdrawal of its signature on the statute for the Interna-
tional Criminal Court.

The political elite on both sides played a significant role in this
atmospheric change in the transatlantic relationship. For the gen-
eration of Reagan, Thatcher and Kohl, transatlantic solidarity
was the cornerstone of security and freedom in Western Europe.
From that arose a both emotional and programmatic framework
that gave politics an orientation and stable foundation beyond
the interests of the day.

Broad segments of today’s generation of politicians on both
sides of the Atlantic have experienced a different political social-
ization. Their youth was dominated by opposition to the fossil-
ization of the founding era of transatlantic relations. From that
opposition arose a new mental filter—not anti-Atlantic, but
coolly considering how to weigh factors of international politics
in any given situation.
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Changes in the foreign policy strategies
of the United States and Europe

The United States knows it is the only remaining world power
since the fall of the Soviet Union; there are no equal competitors
with similar ambitions. Though the European Union has the eco-
nomic capital and infrastructure of a world power, it lacks efficient
military and security politics as well as strategic thinking. This
reduces pressure on the United States to enter into lasting alliances.

But a single super power also needs supporters. So it seems
useful to have at least occasional partners in Europe, Asia and the
Arab world. Then burdens can be shared and partnerships entered
into for stability. But these networks are neither as firmly estab-
lished nor as long-term as they had been. They are intended to be
functional and to serve selected purposes.

Naturally, Europeans must bear a large part of the burden of
rebuilding the Balkans, Afghanistan and Iraq; naturally Euro-
peans must take part in the financial burdens of the Middle East.
But the strategic decisions fall on the shoulders of the only world
power.

Since 1994, quite soon after Clinton’s entry into office, influ-
ential forces, particularly the Congressional leadership, have pre-
scribed a far-reaching new interpretation of American foreign pol-
icy. Domestic political challenges are considered a guiding principle
for foreign policy. According to this new American interpretation,
foreign policy, like domestic policy, was tied up in bureaucracy
and was too inefficient, and in general was seen as removed from
the views and interests of the American people.

Parallel to this, cooperation with international organizations
also was questioned radically; attempts at a fundamental new
interpretation failed repeatedly. Much blame for the numerous
recent failures of American foreign policy was placed on the United
Nations, in that American policy supposedly was bogged down in
multilateral decision-making structures.
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The unsuccessful involvement in Somalia under the U.N. flag,
the contradictory maneuvers in Haiti and the participation in the
failure of U.N. politics in former Yugoslavia were ever-present
reminders.

According to this logic, Congress concentrated after 1994 on
—among other points—limiting possibilities of cooperation with
the United Nations. This was linked with a more restrictive doc-
trine regarding deployment of American troops abroad for peace-
keeping tasks. The long-term consequences of this were the solo
entry of the United States in Afghanistan and Iraq.

This displacement of foreign policy coordinates has been mis-
interpreted as party politics, that is to say a phenomenon solely
due to the new Republican majority in Congress. In reality, it
speaks to a generation change in both parties. Virtually all the most
recently elected representatives, whether Democrats or Republi-
cans, at least until September 11 filled their election campaigns
with attacks on what they saw as the Washington establishment’s
misguided foreign policy goals. This trend of generation change is
bound to strengthen. And with that change, many traditional
transatlanticists are lost.

When George W. Bush took office as president in January
2001, many noted and experienced foreign policy experts fol-
lowed him into the government: Condoleezza Rice as National
Security Advisor and Colin Powell as Foreign Minister, Donald
Rumsfeld as Defense Minister and Richard (Dick) Cheney as Vice
President. Already in the first months after Bush’s assumption of
power in January 2001, the administration headed into a con-
frontation with Clinton’s foreign policy. The Clintonian multilat-
eralism was replaced with a new unilateralism that pushed U.S.
national interests into the foreground.

A “new realism” (Condoleezza Rice) was announced as the
leading foreign policy principle. Terms like “a la carte multilater-
alism” (Richard Haass) made the rounds. The spokespersons of
this new American foreign policy strategy defended themselves
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vehemently against charges from the European side that they
were promoting a new American isolationism.

On the contrary —according to their reading, it was all about
a new assertion of America’s claim to leadership in the world,
freed from the encumbering burdens of both American bureauc-
racy and multilateral considerations. The representatives of this
strategy were best described as “unilateralists.”

This new nationalism earned Bush warm support from Repub-
lican hardliners on the one hand, and harsh criticism on the other
hand from the political opponents at home as well as from for-
eign partners.

U.S. foreign policy, as well as its reception in domestic and
foreign media, changed abruptly with the terror attacks of Sep-
tember 11, 2001. Criticism of the policies and the person of Presi-
dent Bush was hushed in the wake of worldwide shock; and the
Bush administration also recognized very quickly that its cam-
paign against terrorism depends on the support of other coun-
tries. Bush left no room for doubt that this new multilateralism
would be oriented clearly to U.S. interests. His definition of mul-
tilateralism was: You are either for us or against us. He allowed
no room for variations on this theme.

Well before September 11, the United States was the world’s
military superpower, with more than 250,000 soldiers stationed
around the world. The United States also is understood as a world
leader economically and culturally, with 23 percent of worldwide
imports, 15 percent of world exports and doubtless the lion’s share
of the pop music and film culture at the start of the century. This
“empire” was shaken to the core by the terror attacks on the
World Trade Center and the Pentagon.

Whoever does not understand the meaning of September 11
for the American people does not understand the new America.
Because the country saw itself as having been dealt an existential
blow, the patriotic American self-image saw the war on terror as
necessary to ensure the nation’s survival.
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As little prepared as the world was for the terror attacks of
September 11, the perception of terror as a threat to international
security and stability is not new. By the 1990s, all players agreed
that international terrorism must be considered a multi-faceted
threat. But there were no clear and shared perceptions of how to
deal with this threat. Without the common threat of an imperial-
istic ideology, embodied in the power apparatus of the Soviet
Union, the intellectual cement of the transatlantic community
crumbled in its institutionalized form, NATO.

Moreover, terrorism upset the premises of the previous secur-
ity system. The guiding principle was always the concept of deter-
rence between rational players. This consideration had secured
peace for decades between east and west. But such rationale does
not apply to the global, professional network of terror. The Hob-
besian lesson of one’s own death as the summum malum loses its
political implication if death is sought consciously in return for
divine prospects.

In addition, terror is no longer the classical enemy from with-
out. Instead, it is located simultaneously within and outside the
target society. Thus the difference between inner and outer secur-
ity is negated. Above all in the United States, the search for pro-
tection takes the place of deterrence.

In planning political and military moves against terrorism, it
quickly became clear to both the White House and Pentagon that
they could not win this struggle without the support of other
nations. The unilateralism of the Bush government’s first nine
months therefore had to be replaced by a limited multilateralism,
a “coalition of the willing,” at least for the fight against terror.

The USA chose several partner countries, luring them with
economic gain and prestige—even if it meant damaging interna-
tional organizations that previously had been useful. This applied
equally to NATO, the European Union and the United Nations.
Bush left no doubt that the United States was prepared to go it
alone, should other powers not cooperate.
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The new national security strategy as of September 2002 was
characterized by this fundamental new alignment of American
foreign policy and security policy. The United States sees itself,
from its vantage point as a superpower, as being in the position to
carry out a worldwide, unique hegemony and to form an interna-
tional order according to its own image.

At the same time, it sees both international and national order
threatened by the “three T’s”: terror, tyrants and technology in
the sense of weapons of mass destruction. This unprecedented
constellation of threats demanded a new defense procedure. Pre-
ventive and pre-emptive actions against terrorists, “rogue states”
and weapons of mass destruction—including the use of military
means—are the solutions of the day.

Militarily, the United States reacted to the terror attacks with a
long-term restructuring of its army to a mobile task force, rapidly
deployable worldwide, as well as with an increase in the military
budget. Not only is it to be doubled to about $700 billion by 2007,
but in absolute numbers—not as a percentage of the gross national
product—it will be the highest defense budget the United States has
had since the massive buildup under President Reagan. The per-
ception of an asymmetrical threat remains unchanged. The Bush
administration follows the slogan: An attack is the best defense.

The military successes against the regimes in Afghanistan and
Iraq must not ignore a fundamental issue in the fight against
international terrorism: Regime change alone does not work. Long-
term peace and economic perspectives are necessary to remove the
fertile ground for terrorism.

In this view, the process of nation-building returns with re-
newed strength to the political foreground. The message that dis-
plays of military power do not automatically bring the desired
result must still be conveyed to large parts of the U.S. public. The
widespread lack of appreciation of U.S. citizens for the critical or
even negative stance of many European governments regarding
the new Iraq War makes this clear.
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While the German war experience in particular is still based
on World War II and every military action since then has been
greated with skepticism, in the United States—the superpower
with a high percentage of people who are uninformed about for-
eign policy —the lost Vietnam War led only to temporary critical
(self-)reflection. Without a sustainable concept of fighting terror-
ism, the United States, with its short-term military actions, risks
being branded the aggressor and becoming the target of interna-
tional criticism, thus paving the way for new generations of terro-
rists.

Iraq presents the most obvious expression of the new foreign
policy. After George W. Bush’s entrance into the White House, a
significant number of political hardliners under the leadership of
foreign policy “hawks” Donald Rumsfeld, Dick Cheney and Paul
Wolfowitz promoted a political mission to finish the job left
undone by the previous Bush administration: the removal of Sad-
dam Hussein.

The terror attacks of September 11 fed the ambitions of these
hawks, who placed Saddam Hussein in the camp of terror groups
and accused him of illegal possession and proliferation of weap-
ons of mass destruction. Whether or not the presumption of Iraqi
cooperation with the al-Qaida network and possession of weap-
ons of mass destruction was accurate, most Americans agreed
that the United States should proceed militarily against Iraq.
Even Congress supported the president’s resolution regarding the
course of war, despite some debate over the details.

With this support, President Bush also was able to initiate a
regime change despite the negative convictions of his allies and
without the international legal backing of the U.N. Security Coun-
cil.

The war against Iraq is not, however, a unique event on the
international political stage. It is one stone in the large mosaic of
security and stability. To complete this mosaic, many other stones
are needed: after Afghanistan came Iraq. And still more venues
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may follow. North Korea, Iran, Syria, Saudi-Arabia, Pakistan—
wherever threats originate, the United States will protect itself.

Washington would welcome the assistance of organizations
like the United Nations or NATO; but if the solidarity of interna-
tional organizations offers no help, then Washington will manage
on its own. The same goes for international law: If it is useful,
then it will be embraced—when not, then one must make do
without legitimation under international law. The vital interests
of the security of the United States come first.

While the United States pursues its new mission, unified through
patriotism, Europe finds itself in a period of profound change in
its self-image and structure, a process whose outcome remains
unclear. Since the end of the East-West conflict, integration poli-
tics have changed rapidly. Contradictory and concurrent trends in
integration and disintegration determine the image of the Euro-
pean Union up to today, as evidenced by its newly presented con-
stitution.

The old line of conflict on expansion versus deepening con-
stantly comes to the fore; visions of Europe’s ultimate identity are
crushed before they can be formulated clearly. Moreover, after
the end of the tight bipolar embrace, Europe’s political unity must
form itself from the shared market and the continuous defining
and widening of European solidarity—and social models in a
global economy—and not from the concrete resistance to exter-
nal dangers. Europe’s territorial reach is not based on imperial-
ism, but rather results from a voluntary normative agreement
between current and future member states.

The fast-approaching expansion also is accompanied by new
challenges in security politics. The expansion to 10 states in May
of 2004 takes the EU to Europe’s territorial boundary. As a result,
Europe will be faced with the challenge of taking on even more
stabilization work.

Central trouble spots in the Balkans, the Middle East or in the
Caucasus are suddenly in the immediate vicinity of the EU’ sphere
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of influence. Because the European community exists in part to
guarantee security for EU members and citizens, a common for-
eign and security policy must be advanced in such a way that
ensures the legal capacity to act. The new threats of international
terrorism and the proliferation of weapons of mass destruction
underscore Europe’s need to develop clear political security strat-
egies.

But the parallel deepening and expanding of the EU prompt a
vastly increased skepticism and distance on the national level.
There is an unmistakable re-nationalization in the form of a partial
return to classical models of power within the European Union.

Both the stubborn insistence on special national regulations—
for example in the realms of taxes and agriculture—and the EU’s
foreign policy division into backers and opponents of war on Iraq
make it clear that most member states focus primarily on internal
politics and consider the broad European perspective as subordi-
nate.

These simultaneous and opposing developments deliver an odd
profile of the European players—with their uncertain constella-
tions and new conflicts and Europe’s imprecise political compass.
The United States is challenging this complicated Europe to
define its interests clearly. The United States expects that a Euro-
pean instrument for this conversion is at hand. Thus the renewal
of the transatlantic partnership depends on the Europeans doing
their basic homework—with development of a global security
policy heading the list.

Among Europe’s future global challenges is not only the crea-
tion of foreign-policy authority, but also the establishment of
a European defense identity with its corresponding capabilities.
The goals of EU and NATO exist in the context of an altered
security awareness. The division of labor between the expanded
EU and expanded NATO will mark the European order of the
21st century. It must remain in the interest of the European Union
to maintain the transatlantic partnership.
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By beginning to develop a European security and defense iden-
tity, the EU already has made a step towards taking on greater
responsibility, including easing the burden on the United States.
With the expansion of its security and defense policy, the EU sur-
mounts its limitations as a civil power and gives itself a new self-
image. Surely if the European Union takes on a new role in for-
eign policy and wants to appear credible, then the EU must not
only rebuild the confidence in its foreign policy that was damaged
in the wake of the Iraq War, but it also must also produce a last-
ing consensus for a stable internal configuration.

In view of the experience in the Balkans, the new risks of ter-
ror and the demands on worldwide peace policies, Europe must
reconsider the concepts and structures of its security and defense
policy. The Balkan crisis showed that, without a capable military
leadership with corresponding military tools and decision-making
structures, Europe cannot play an effective role in crisis manage-
ment or any leading role in the building of peace.

It was after the Balkan crisis that the decisions to strengthen
European security and defense policy were made. One conse-
quence of the events of September 11 is that the goal of a rapid
reaction force of 60,000 troops must be defined more precisely
and more ambitiously. But the decisions to build and equip remain
insufficient. Essential components of mobility and enlightenment
will only be available with considerable delay and with appropri-
ate involvement of member states. Only an agreement on needs
and a corresponding concentration of resources for the military
can release the necessary development potential.

One joint arms project, the military cargo jet Airbus A 400-M,
is a step in the right direction; but at the same time the project
again showed the weakness of Europe: drawn-out squabbles
between participating countries over the size of the contract and
over financing almost led to the downfall of the project.

Successful prevention of terror attacks demands interlocking
external and internal security. Segmented security policies in sep-
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arate fields of action—as is also the case within the member states—
should be replaced with a unified policy. The supplementation of
the military component by non-military instruments, for example
the establishment and equipping of joint police troops to cope with
the Petersberg tasks, has gained urgency. Thus the future European
security policy should be viewed as a comprehensive principle.

If the capabilities of the expanded EU are strengthened, divi-
sions in communal and intergovernmental foreign policy will dis-
appear. The spectrum of foreign policy directions, including those
related to foreign trade relations, should be linked so that the
resources of the European Council and Commission as well as
those of the advisory and decision-making authorities of member
states can interlock.

Will the transatlantic partners still be close in the 21st century?

The terrorist attacks of September 11 gave the transatlantic alli-
ance a new cohesive material —the common threat of interna-
tional terrorism—which became the Western world’s dominant
security problem. However, such a new, shared security threat
does not automatically lead to a revitalized common security pol-
icy, as the recent differences over Iraq show.

On the contrary, the varying approaches to the danger of ter-
rorism and the attendant human-rights issues have led to a new
and mutual feeling of division between the transatlantic partners.
This does not necessarily arise from a new American isolationism
or anti-European disposition. Europe simply has been released
from its earlier privileged position into a more normal reality
based on national interests. Cooperation is now sought in an “a
la carte,” case-by-case multilateralism.

With puritanical severity, Washington is only interested in one
thing: Can Europe contribute effectively to addressing common
challenges? In this regard, the Americans often show very little
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understanding for European politics. The United States’ strict focus
on results fails to take into account the protracted, complex deci-
sion-making processes of European integration.

From the American partner’s point of view, such procedures
are too ponderous, inefficient and slow. Every European declara-
tion regarding an important new step toward integration is thus
viewed with a high degree of skepticism. When, contrary to
expectations, such steps actually take place—from economic and
monetary union to common defense policy — Washington’s skepti-
cism threatens to turn into distrust.

Conversely, the European side also has a limited understand-
ing of the conditions and possibilities of the American partner. At
the beginning of the Balkan crisis in the 1990s, for example, the
Europeans were shocked when the Americans initially resisted
their request for an American military presence.

For the first time in decades, the Europeans experienced
American disinterest. When the domestic political atmosphere in
the United States changed in response to Balkan atrocities, lead-
ing the Americans to intervene militarily, the latter were not con-
tent to take on minor tasks. The Europeans, who then were left
with a merely ornamental role, thus received their second shock.
The lesson they drew from this—the need to build up their own
military capacity —was in turn misunderstood in Washington.

Similar misunderstandings arose from the war against the
Taliban in Afghanistan. Although, at the instigation of the Euro-
peans, NATO invoked Article 5 of its charter for the first time in
its history, the Americans still did not make use of NATO’s mili-
tary capacity in Afghanistan.

Instead, the United States requested that the alliance take over
mere odd jobs like the monitoring of American air space. The
United States conducted the military operation in Afghanistan
according to its own judgment, with a “coalition of the willing.”
Again the Europeans were taken aback and felt snubbed by the
Americans’ national decision.
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The Balkan and Afghan examples illustrate a basic point:
Europe is freeing itself of American patronage without having
learned how to act in the world of international politics, and thus
finds itself in an emancipation trap. Without having a strategic
concept or an order of priorities, Europe must develop an inde-
pendent method of proceeding. In its relations with its European
partners, Washington has no choice but to go its own way or to
seek specific deals with individual European powers. Thus, now
as before, the supranational integration of Europe tends to raise
question marks on both sides of the Atlantic.

At the same time, the United States is seeking urgently a divi-
sion of labor when it comes to Iraq, Iran and conflict-ridden Africa.
Washington wants functional partnerships in fighting terrorism
and on such issues as AIDS, drugs and migration. In such a prob-
lem-solving partnership, the Europeans’ deficit becomes clear:
not the lack of international potential but the lack of strategic ori-
entation— of international political calculation. Equally lacking is
a sober, clear definition of their interests. In this way, Europeans
need the United States to compensate for their own deficits.

Europe’s Achilles heel is its lack of strategic thinking. The EU
Security Strategy that Javier Solana presented in June of 2003 is
the first step in the right direction, but this initiative has yet to
prove its capacity. Still, this strategic plan can serve as a starting
point for the development of a new way of thinking about secur-
ity policy, which eventually should lead to a concrete foreign- and
security-policy agenda.

The result of this current strategic deficit is a structural asym-
metry: The world power —the United States—would welcome an
easing of the strategic burden, which, however, Europe cannot
provide. Emancipated Europe needs the strategic leadership of
the United States, without which it remains largely directionless.

However, in contrast to previous decades, both partners no lon-
ger need each other for internal political stability. The logical result
is a moderate and limited connection between the two partners.
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The Iraq War has made plain the growing divisions between
the new and old world. Coolness and indifference are the new
parameters of the transatlantic relationship. Both sides blame the
other for a lack of understanding. Europe claims the Americans
do not understand that the majority of Europeans believe that
diplomatic means were and are key to solving the Iraq question,
while the United States insists the Europeans do not understand
that their national security is threatened and that they wish to
prevent a new attack using all appropriate means.

The effects of these differing positions on transatlantic relations
probably have been more ominous for the Europeans, since they
were treated with complete indifference when they wished to take
on a role in the global-power concert. Meanwhile, the Americans
no longer are willing to listen to charges of unilateralism while
hearing excuse after excuse as to why Europe still has 15 different
opinions, making a common European defense policy impossible.

European plans to establish a 60,000-man army that would
occupy itself with Petersberg tasks often is greeted in Washington
with sympathetic smiles only. If Europe wants to be taken seri-
ously as an international actor, it must begin the difficult proce-
dure of negotiating increases in defense expenditures. Looking at
the current state of affairs, at any rate, a break in the transatlantic
security partnership already has taken place.

From the economic perspective, on the other hand, such a
break cannot—and must not—take place. The reason is simple:
Neither side can afford it. Independent of any arguments over
military and economic strength, an essential element of the trans-
atlantic connection remains the vital economic interest both sides
have in a healthy relationship.

Even at a time when political decision makers have been col-
liding with their counterparts on the other side of the ocean, each
side’s economic interest in the other’s prosperity has reached a
high point in the last 10 years—despite the fact that the connect-
ing cement of a common Soviet threat has fallen away.
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The economic data speak for themselves: More than 50 per-
cent of American companies’ revenues derive from the European
market. Europe remains the most important partner for American
businesses. European firms provide more than a million jobs in
California alone. European investments in Texas exceed the entire
U.S. investments in Japan. On both sides of the Atlantic, more
than 12.5 million people make their living from transatlantic eco-
nomic connections.

Thus daily political developments and the resulting media
headlines can be deceptive, since they hide the fact that an intact
relationship remains behind the torn facade. Reciprocal interna-
tional investments—not trade in specific goods—are the back-
bone of the transatlantic economic partnership. Even the rising
Asian market cannot upset this stable fundament. So long as the
European market doesn’t shrink, American economic activities
will remain focused to an essential degree on Europe.

Moreover, its own national interests encourage the United
States to support the deepening and widening of the European
Union. The United States also will profit when advances in Euro-
pean integration make it impossible for the slowest ship in the
European fleet to block future-oriented strategies of transatlantic
economic cooperation.

The EU’s enlargement is also in the vital interest of the United
States. The absorption of new members from Eastern Europe will
increase greatly their inner stability and significantly reduce the
possibility of crises and conflicts in the region. The United States
is especially interested in the latter because—as the Balkan wars
demonstrated—the solution of crises in Europe still requires the
direct engagement of the United States.

Therefore, the Americans do not share the fears that the EU
could use the integration of Eastern Europe to turn that area into
an economic chasse gardée, because for them the strategic advan-
tages of EU membership for the Eastern countries is pre-eminent.
The United States will continue in the future to use every oppor-
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tunity to urge the EU to hasten its accession of Eastern European
nations.

Conclusion

A time of transatlantic sobriety has begun. In view of September
11, Europe and America have resolved to define their interests
anew. Henceforth the rationale for the European-American part-
nership must define itself in positive terms and not as a reaction
to external challenges. The unusual joint success story of the last
50 years certainly will leave its mental imprint on transatlantic
relationships for a long time to come. Nevertheless, old allegian-
ces are not enough to define the political and analytical frame-
work of the next epoch of European-American cooperation.

The problems of reconstruction and postwar order in Afghani-
stan and Iraq prove that the United States depends upon a close
working relationship with the Europeans to solve international
problems. Neither the ill feelings resulting from the Iraq War nor
the Americans’ distinction between an “old” and a “new” Europe
can alter that fact. For the EU, busy with the internal, often petty
quarrels of European integration, the United States, as its chief
partner, plays an important role by constantly reminding it not to
forget the great international challenges.

Because of its economic strength alone, today’s Europe—
whether it is aware of it or not—bears worldwide responsibilities.
Together with the United States, it already has become the most
important addressee for global hopes for democracy and eco-
nomic progress. In the future, the United States increasingly will
expect Europe to take on political responsibilities corresponding
to its status as an economic world power.

Today’s EU possesses the full potential to take on this new
role as an equal partner with the United States. However, to real-
ize this potential, the Europeans must become politically aware
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of the novel international challenges facing the West after the end
of the Cold War and September 11. If they do not react, or react
insufficiently, there is a danger of a lasting erosion of the transat-
lantic community, because the Americans will seek partners out-
side Europe to help share the burden of international responsibil-
ities.

With this in mind, it is therefore the Europeans who first must
answer the question of how a suitable reorganization of the West-
ern partnership should look. The more efficiently the EU organ-
izes itself, the easier it will be for the United States to engage itself
for the long-term in Europe. To strengthen the European pillars
of the alliance, the EU must convert some of its economic power
into foreign- and security-policy weight.

The United States itself can do little to speed up the clarifica-
tion process in Europe. It has come to understand that the inner-
European discourse can scarcely be influenced from the outside.
Earlier attempts to reach American goals quickly through close
bilateral cooperation with individual EU member states have
proved just as unsuitable as occasional pressure on the European
Commission. The requirement for a higher level of transatlantic
collaboration is first and foremost Europe’s capacity for partner-
ship.

Prof. Dr. Werner Weidenfeld

Member of the Executive Board, Bertelsmann Foundation,
Giitersloh; Director, Center for Applied Policy Research (CAP),
Ludwig Maximilian University, Munich



Executive Summary:
The Transatlantic Strategy Group on Security

Walther Stiitzle

Findings

1. The Atlantic Alliance is a precious and priceless asset. Its pres-
ervation and modernization are in the fundamental self-interest
of both Europe and America.

2. Conceived and created as a product of common sense and
political prescience, the Atlantic Alliance has rendered both its
members and its adversaries invaluable service. For its members,
the alliance created an enduring framework for a future lived in
security. Its antagonists, meanwhile, were restrained from engag-
ing in the kind of adventures that would have destroyed what
now seems so attractive to them, and in the process transformed
them from willing (or unwilling) opponents into partners.

3. The birth and progress of European political unification has
derived significant strength and impetus from the protection
offered through the Atlantic Alliance, and from the political sup-
port extended by Washington.

4. Both Europe and American owe the economic development of
the Euro-Atlantic zone into the most prosperous region of the
world not only to their commonly held values or to the cultural,
scientific, economic and technological traditions they share. Equally
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important were the mutual security interests formulated and safe-
guarded under the collective aegis of the Atlantic Alliance, which
proved an important psychological buttress for the investment
that brought about the region’s affluence.

5. The fall of the Berlin Wall, the end of the partition of Europe,
and the unification of Germany, along with the peaceful dissolu-
tion of the Soviet empire mark both the success achieved as well
as the challenges faced by the Atlantic Alliance. America and
Europe owe this success to their jointly derived and mutually
respected tradition of seeking consensus about concrete political
problems on the basis of agreed upon political principles.

The challenge has manifested itself in the necessity of finding
consensus and implementing a strategy under changed circum-
stances. This challenge the Atlantic Alliance has yet to overcome.
The attacks of September 11, the first-ever invocation of the
mutual support article (Article V) of the NATO Treaty, the strug-
gle against international terrorism and the war in Iraq have
shown that strategy and consensus within the Atlantic Alliance
must be made over anew.

6. Americans, Europeans and Russians have come together with
the common conviction that the transatlantic crisis can and must
be overcome. Their combined efforts in the Transatlantic Strategy
Group revealed that there are practicable ways out of this crisis.
Reconstituting the Atlantic Alliance will of course require joint
European-American initiative and resolve. Drawing attention to
this fact and creating public acceptance for it is the substance and
purpose of our work and of the recommendations offered here.
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Recommendations

1. The crisis in the alliance is real and should be overlooked no
longer. Accepting this fact and demonstrating both the willing-
ness and determination to find its root causes and develop con-
ceptual solutions for overcoming the crisis and modernizing the
alliance are now our most urgent tasks.

2. The composition and reach of the Atlantic Alliance must be
determined anew. The continuation of a nearly automatic expan-
sion of NATO membership is the wrong course to take. Persisting
in this endangers the fundamental substance of the alliance and
thereby its ability to function.

The creeping transformation of the alliance from a true com-
pact into a debating society for the United States and various con-
tingent coalitions of European states must be halted through a
return to binding commitments. Both the new system of threats
the alliance confronts as well as the strategies aimed at dealing
with them must be cooperatively sought after, agreed upon and
prosecuted.

3. For the foreseeable future, America and Europe will continue
to have need of a dependable set of common interests. In its own
interest, Europe must employ its energies and its own abundant
resources to become a full-fledged international actor in foreign
and security affairs. The efforts Europe needs to make in the
defense sector must be in accord with its own interests and
should, therefore, serve to secure the ability to work in concert
with the United States.

Substantial progress has been achieved in this regard, but it
remains inadequate in terms of both quality and quantity. As a
consequence, these efforts should be intensified considerably,
especially with respect to the pace in which they are being pur-
sued.
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4. Effective partnership between Europe and the United States on
matters of foreign and security policy is in the fundamental inter-
est of the United States as well. It has no need of a European copy
of America. It is in America’s enlightened interest not to upset
this difficult undertaking but to shepherd it along constructively
and reliably. Stating this explicitly and courteously serves the
Atlantic Community.

5. America, Europe and Russia have arrived at a historically new
state of affairs: Relations between them are free of the kind of
competing claims that precipitate war and of other sources of
conflict. War as an instrument of policy has been eliminated from
their mutual affairs. The interests that bind them together are
stronger than the differences that divide them.

The most urgent problems they face include non-proliferation
of weapons of mass destruction, the elimination of international
terrorism, the resumption of effective disarmament and arms con-
trol, the renewal and stabilization of the peace process in the
Middle East, and the reform of the United Nations (especially in
the area of humanitarian intervention).

It is in their common interest that they cease seeking sepa-
rately the means to combat new global threats and instead work
together to identify those threats and cooperate in the means to
overcome them—and, also, that they cooperatively adjust to the
appearance of new strategic actors in international affairs.

6. It is in the mutual interest of Europe, America and Russia to
help see to the success of Russian domestic reform, the most sig-
nificant security-related reform project of our time. The conver-
sion of Russia into a society oriented around the criteria set down
in the Charter of Paris for a New Europe (of November 1990) is
substantially (though not exclusively) dependent on a far-sighted
policy of unfalteringly generous political, economic, and cultural
aid and assistance from Europe and America.
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The return in increased security would exceed significantly the
amount of resources brought to bear. The new fusion of interest
between Europe, America and Russia requires explicit expression
in both the charter and structures of the Atlantic Alliance.

7. Today, the Euro-Atlantic region finds itself facing a challenge
that, in terms of its conceptual complexity, is no less formidable
than the transition within the alliance to the Harmel doctrine of
“defense and détente,” and in some ways poses even greater diffi-
culties. The alliance will not be able to draw sufficient creative
energy from its own governing bureaucracies to develop the new
approaches it needs.

We, therefore, recommend authorizing a group of eminent
Americans, Europeans, and Russians to put together proposals
for a new Atlantic Charter, one oriented around the results pre-
sented here.

Europe and America between fundamental change and
new beginnings

1. Just one decade after the end of the Cold War and the reunifi-
cation of Europe, international relations are once again in the
midst of revolutionary changes in foreign and security policy —
changes that must be managed if serious ruptures are to be
avoided. The most significant change globally has occurred within
the European-American relationship.

This relationship qualifies as the most important in all of global
affairs, owing to the fact that it was through far-sighted policies
pursued on both sides of the Atlantic following the Second World
War that successfully transformed the economically, scientifically,
industrially, and technologically most innovative region in the
world—the European-American region—from a wellspring of
devastating conflicts into a model of stability.
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In every respect, America is now the only power capable of
acting on a worldwide scale. George W. Bush cannot be given
credit for this, however. It is the result of long-term efforts—
including but not limited to military efforts—supported or at
least tolerated by the people of the United States.

Clearly, sincere and serious differences of opinion may exist
concerning the cost, purpose, and political application of this
concentration of power. During the war against Iraq in March
2003, in particular, the world witnessed how tempting such a
monopoly of military power can be, even for a democratically
elected leadership.

It also became clear how dramatically America’s reputation suf-
fered as a consequence. No one can seriously dispute the opinion
expressed by Zbigniev Brzezinski on June 27, 2003, when he said:
“The global credibility of American military might was never as
high as it is now; yet never was its global political credibility more
damaged.” Equally true is the fact that for the first time in fifty
years, Europe faces an American administration that is indifferent
about and at times negatively disposed to European integration.

Though this structural change has occurred in the minds of
responsible parties in Washington, its consequences can be seen
everywhere, above all in the Atlantic Alliance itself. The Trans-
Atlantic conflicts over the Iraq war made this quite evident.

The Iraq war shattered three of the building blocks essential
to alliance functionality: strategy, consensus, and coalition.

The military intervention there took place without a concep-
tual agreement between the alliance partners. That which was
bound up inseparably with the name Harmel, and which belonged
to the priceless components of the alliance—namely, the impulse
to think as one (even when everyone did not always act as one)—
was disregarded during the Iraq conflict.

Washington altered the sequence of means by which the status
quo may be changed, switching from what was once the accepted
pattern of employing political diplomacy supported by military



The Transatlantic Strategy Group on Security 43

might to the application of military might supported by the hope
that diplomacy will subsequently lead to success.

The latter is a fallacy, as has become increasingly evident.
Political consensus within the alliance was always considered an
inviolable asset, and as such a source of strength. Substantive evi-
dence of this fact may be cited in the form of the NATO Double-
Track decision, CSCE and the policies toward divided Germany
and Berlin.

It would seem that Iraq, by contrast, did not even merit so much
as a single discussion at the NATO council. There have always
been coalitions of one or the other subset of alliance members.

But efforts at finding consensus have always taken priority
over coalition building. That is now no longer the case. The new
operating principle goes under the name: “coalitions of the will-
ing” —coalitions which anyone can join if it serves their own uni-
lateral purposes. This effectively reduces NATO to a military
service organization for any number of political coalitions. How
should the political vitality of Article 5, the article guaranteeing
mutual support and assistance, be restored after its first applica-
tion so denuded it of any real meaning.

The rupture in the transatlantic relationship is obvious.
Infirmity, not vitality now characterizes the alliance. The poison
of indifference threatens to suffocate what it has already crippled.
It is all the more surprising, therefore, that this creeping decay
has not caused any greater anxiety among those responsible.

In fact, the very opposite appears to be the case. Wherever
uneasiness at the state of the alliance manifests itself, placators
and makers of empty phrases hasten to summon up the truly
great and undeniably successful past of the alliance, to which
they urge we return. At best, some call for a strategic debate,
though without making any concrete suggestions what form it
should take or what purpose it might serve.

There is no way back, however. Whoever searches for one will
not find it. And whoever declares the past to be the appropriate
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pattern for the future will ultimately destroy the alliance. Merely
lamenting the situation will certainly not help. And whoever
believes that Europe can simply wait out the current Bush adminis-
tration fails to appreciate the strength of its deeply American roots.

For the foreseeable future, Washington will make no attempt
to save the alliance—nothing that could command a consensus—
since current circumstances make it all too convenient for Wash-
ington to pursue the global policies it sees fit. International terror-
ism is not only a real and grave threat, it also—and in this the
American and European psyches differ from one another—fills a
void, a need for an opponent, an enemy, left by the implosion of
the Soviet Union.

For the most secure defense ministry in the world, the Penta-
gon, to be attacked by external enemies injured the American
people more than any previous threat it faced. Although this
form of terrorism does not direct itself against states but rather
against the social order of free societies, the political leadership of
the United States has set about defining it as the enemy of Amer-
ica and has made available without limitation all its energies and
resources in the fight against terrorism.

The sooner Europe grasps this fact and draws conclusions
from it, the sooner it can begin to develop and employ new forms
of transatlantic cooperation and influence. Simply accusing the
United States of being incapable of acting in partnership means
throwing in the towel on the alliance before Europe itself has pro-
ven that it, too, is capable of working together in partnership
with America.

2. Europe has accomplished great things and has enormous con-
tributions to make. The draft proposal of the European constitu-
tion, propounded by the constitutional assembly in the summer
of 2003, marks a major step forward—in spite of the truly unique
fact in constitutional history that a structure is to be created
about which no one is certain what purpose it should serve, and
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despite the fact that the legitimacy of the constitutional assembly
is itself in question.

The establishment of the office of EU foreign minister will
most certainly prove helpful in bringing into focus the interna-
tional role of an emerging Europe. Moreover, the European con-
stitution sends a clear signal both to the citizens of Europe and to
the world at large that Europe has begun to take itself seriously.
Furthermore, the EU has documented (through the draft proposal
for a European security strategy recently presented in Thessalon-
ica by Javier Solana) that is now prepared to ascertain its own
foreign and security interests.

Clearly, the path from these early beginnings to the goal of an
autonomous European culture of strategic thinking will be a long
one. But it will succeed if two things are steadfastly pursued and
given concrete form:

Firstly, the goal of becoming a global player means obtaining
the means—in terms of both material and structures—needed to
perform that role; and, secondly, Europe must not pursue the mis-
taken course of across-the-board opposition to America, but must
orient its policies around its own interests.

Careful analysis reveals without a doubt that partnership with
America serves Europe as much as it does America—and that
opposition hurts Europe more than it does America. This has
already become evident through policy matters relating to trade,
currency, and competition. It will be demonstrated in foreign and
security affairs as well, as soon as Europe becomes capable of act-
ing in full partnership.

Why should the White House pay any attention to a Europe
that counts among its highest obligations the protection of free-
dom (even offering its citizens dual citizenship) but cannot sum-
mon up the courage to defend those freedoms, when necessary,
by means of an autonomous European military capability? What
hinders the Europeans from turning over to Europe what the
nation-state can no longer provide?
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Why does the constitutional agreement not contain the simple,
but important sentence: The European Union has its own armed
forces. And why hasn’t this deplorable state of affairs become the
subject of public debate, neither here nor elsewhere?

It is a dramatic contradiction to establish, on the one hand,
the command structures for European armed forces while with-
holding, on the other, the rationale for maintaining those forces.
The suggestion that the time is not yet ripe for such a renuncia-
tion of national sovereignty in truth only serves to hide a failure
of leadership and a lack of appreciation for contemporary world
realities—and that at a time when soldiers from Europe are being
deployed with ever greater frequency to high-risk centers of con-
flict around the world.

And what is more, thanks to the wasteful use of defense
resources at the national level, the availability of these forces is
now more limited than ever.

It is not America’s but rather Europe’s fault that the candi-
dates for EU membership in Central and Eastern Europe were left
with the impression that the European Union acts with the four
freedoms in mind but not with the necessity of defending them
when the need arises.

It was Europe’s neglectfulness that gave these candidate states
the impression that the EU will finance their social transforma-
tions but security would have to be provided by Washington.

Within mostly academic circles critical of the current U.S.
administration, the first stirrings of hope have arisen that Europe
will save America from making the fatal mistake of allowing a
multilateral network to fall into decline which owes much of its
salubrious vitality (from which the United States also benefits) to
American efforts.

But those who hope for levelheaded European influence also
assume that Europe will first make itself capable of acting in full
partnership with America. What, however, did one EU foreign
minister give as answer to the question about European participa-
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tion in a Middle East settlement requiring military enforcement
guarantees?

Europe is not lacking in resources. What Europe lacks are cou-
rageous Europeans. Europe lacks political leaders who can see
clearly and who are willing to acknowledge that only the Euro-
peans themselves can create a strong Europe.

In the wake of the Kosovo experience, the EU, through the deci-
sions taken in Cologne and Helsinki in June and December of 1999,
set itself on a new and sounder course with regard to both substance
and institutional form. But the time is ripe for a further essential
step to be taken, the substance of which should be integration rather
than coordination. It is futile and contrary to European experience
to wait until all EU members are ready to take such a step.

Experience shows that major strides forward require the cour-
age of a few in order to prepare the ground for others to join later
once success is assured. This was true for the far-sighted Airbus
project, for the Schengen system, and for the introduction of the
euro. European defense policy must make use of this experience
as well. The four-power summit in Brussels at the end of April
2003 was an important signal, though still not ambitious enough.

France, Germany, Belgium and Luxembourg (hopefully along
with the indispensable participation of Holland) should now take
a crucial step toward deciding upon, announcing, planning, and
scheduling the integration of their conventional armed forces.

Integrated armed forces with a single budget for research and
development; a joint procurement policy based on commonly
held tenets on industrial policy vis-a-vis defense industries; a gen-
eral staff; a collective parliamentary oversight board, along with
an executive governing council responsible for strategic issues,
operating at the level of heads-of-state or government (and at the
foreign minister level for regular sessions); and, lastly, a commit-
ment to vote within both the alliance and the EU on the basis of
previously agreed upon positions—this sort of core EU is now
both necessary and possible.
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Attempts to discredit this approach as inherently divisive ignore
existing realities. Firstly, that which does not yet exist cannot be
split apart. The European Union could hardly have been more
fragmented, divided, or non-existent than it was during the Iraq
crisis. Secondly, therefore, the creation of a new center of gravity
can only serve to improve, not worsen, the situation.

Moreover, the already thoroughly despoiled EU taxpayer has
a right to expect not to have to have to continue paying for the
general lack of political strategy and will by having his pockets
pillaged by the wasteful grasping of national governments.

Before national defense budgets are further increased, they
first must be put to demonstrably better use. This can indeed be
accomplished to a considerable degree through integration. A
core Union such as this would naturally prove attractive to other
EU member states—to whom it must remain open, so long as
those states are prepared to strengthen the core and not dilute it,
and as long as they are ready to seek integration and not merely
coordination.

As was the case with the introduction of the Euro and the
implementation of the Schengen system, the EU can only achieve
a jointly constituted and executed defense policy if a core Union
can successfully demonstrate that such is indeed possible. And
only then will it be possible to move the Atlantic Alliance in that
direction where its future must lie: toward a compact in which
Europeans can increasingly speak with one voice in their interac-
tions with America.

3. The Atlantic Alliance must take collective accounting of its
actual condition. Self-deception is the worst of drugs—also in
politics. With respect to transatlantic relations, Europe is a greater
source of concern than America. Opposition alone is not a suitable
strategy—and certainly not for a Union that fails to recognize that
powerlessness cannot supply options, especially not the option of
acting as a competing power.
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Only power provides options, as well as influence—which,
when exercised in partnership with America, promises to yield its
greatest benefits, both in America and globally.

Europe, including German foreign policy, now faces a chal-
lenge no less demanding than Konrad Adenauer’s integration of
postwar Germany into Western Europe or Willy Brandt’s Ostpoli-
tik. Europe possesses the historically unique opportunity to unite
during a time of peace, free of existential threat.

The unifying power of peace is not something to which Euro-
peans are accustomed. Failure to grasp this opportunity would
merely serve to confirm those who believe that only war, conflict,
and threat can serve as sources of advancement. France and Ger-
many will continue to bear primary responsibility to see this proc-
ess through. A genuine integration of their armed forces is now
indispensable and will serve to decisively advance the integration
of European foreign, security, and defense policies. Moreover, it
is the only sensible way to finally put an end to the national
waste of defense resources.

The statement by Robert Schumann from 1950 is as relevant
today as ever: “Europe cannot be made all at one go, or by means
of simple association. It will come into being through concrete
actions that first bring about a solidarity of deed.”

Giving Europe a single voice at the alliance table is Europe’s
task. Working energetically toward this goal is the decisive pre-
condition for preventing the alliance from succumbing to further
decay, and for bringing about the progressive reforms needed so
that it can once again become the wellspring and guardian of
jointly derived and commonly held strategies.






Executive Summary:
The Transatlantic Strategy Group on
Economics, Finance and Trade

C. Fred Bergsten, Caio Koch-Weser

The Transatlantic Strategy Group on Economics, Finance and
Trade concluded that Europe and the United States should launch
a bold new economic initiative to help overcome the profound
political and security problems that now divide the alliance.

Economic relations among the allies have traditionally been
seen as derivative of their overall security and political ties. With
the problems that have arisen in the political and security domain,
however, acutely over the past year with respect to Iraq and
related matters but in terms of the more fundamental relationship
as well, we believe that a major new effort on the economic side
could lead overall transatlantic ties back toward the more stable
and harmonious state that is so urgently required.

Such an initiative would also assure that the alliance is not fur-
ther jeopardized by problems on the economic side itself. Neither
trade nor investment between the world’s two largest economies
has been significantly affected by the political disputes.

The mutual commercial interests of America and Europe,
manifest in a billion dollars of daily trade and well over half a
trillion dollars of corporate investment in both directions, have
proven to be an anchor of stability throughout their sharpest dis-
agreement over security matters in half a century.

But there is a real threat of trade war due to the several extant
cases of threatened retaliation and counter-retaliation over Europe’s
restrictions on agricultural trade and new chemical regulations or
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by America’s steel tariffs and tax subsidies for exports. These
risks are exacerbated by the breakdown of the recent WTO Min-
isterial Meeting in Cancun.

A bold new economic initiative will also protect and preserve
the extensive commercial and financial ties across the Atlantic.

We therefore propose that the European Union and the United
States constitute an informal but far-reaching “G-2 caucus” to
function as an informal steering committee to both manage their
own economic relationship and to provide leadership for the world
economy.

The European Union and the United States are the world’s
only economic superpowers. Their economies both approximate
$10 trillion. Their per capita incomes, trade levels and most other
economic indicators, are remarkably similar. They both depend
on external trade (exports plus imports of goods and services) for
about 25 percent of their total economies.

No other countries come close to them on any of these key
economic variables. Japan has faded, both because of its stagna-
tion of the past decade and the rapid ageing of its population.
China is still a poor country with an inconvertible currency, is
only halfway toward being a market economy, and is some years
away from global pre-eminence. No other countries even come
close to global leadership potential at this time.

Hence the United States and the European Union inevitably
bear responsibility for the effective functioning of the world econ-
omy. They cannot provide such leadership if they are battling
each other. Thus they need to construct much more intensive
mechanisms for consulting and cooperating on a wide range of
global economic topics that will enable them to address both
their bilateral problems and common international challenges
through the prism of their world leadership positions.

No new institutions, nor even formal announcements of the
new caucus, are needed. The G-2 would work primarily through
existing international institutions, both bilateral such as the EU-
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U.S. summits and multilateral such as the G-7 and World Trade
Organization. One key objective would in fact be to greatly
strengthen those institutions and the multilateral system by endow-
ing them with leadership from the only members that are powerful
enough to assure their effectiveness.

An informal G-2 has already existed for many years in the
international trade arena, where cooperation between the Euro-
pean Union and United States has been the essential ingredient
for the success of all three postwar rounds of significant global
liberalization.

Other countries, especially from the developing world, must
of course also participate fully in any multilateral trade advances
as was seen so clearly in the breakdown of the WTO Ministerial
Meeting at Canctiin—importantly including because the United
States and the European Union, in their joint proposal to the con-
ference, badly underestimated the political cohesion of the devel-
oping countries and thus failed to exercise their global responsi-
bilities effectively.

Nevertheless, the Doha round will still largely turn on whether
the two superpowers can get together on agriculture and a few
other central topics, albeit in a manner that will be acceptable to
other key WTO members as well.

We recommend that the current trade policy leaders of the EU
and the United States, who are both members of this group, give
priority attention to institutionalizing the “trade G-2” over the
next year.

There are two crucial lessons for further transatlantic cooper-
ation from the trade example. First, the United States will realize
that it must share leadership in areas where the objective facts
confront it with a partner of roughly equal power.

Second, Europe can be that partner but only when it organizes
itself to speak effectively with a single voice. Recent steps by the
European Commission and the Council of Economic and Finan-
cial Ministers of the European Union in adopting common posi-
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tions on international financial issues, and several of the proposals
put forward by the European Convention, represent constructive
moves in the right direction.

There are several issue-areas that meet these tests and in
which the G-2 could thus begin operating promptly. One is com-
petition policy, where extensive consultation already exists but
major disagreements, as over General Electric’s proposed take-
over of Honeywell in 2001 and potentially over the possible
forthcoming EU insistence on breaking up Microsoft, still occur.

We recommend that the competition policy authorities of the
United States and EU make a major effort to strengthen their cur-
rent links with a functioning G-2 relationship as soon as possible.

We place very high priority on the prospects of developing a
functioning G-2 in the area of regulatory convergence in the
financial markets. The excellent paper for our project by Robert
Pozen and Mario Draghi spells out the disagreements over six
items under this heading that could be resolved by a G-2 approach:
international accounting standards, extra-territorial application
of the Sarbanes-Oxley legislation, transatlantic trading screens,
access to EU pension management, uniform EU takeover defenses
and the EU’s Financial Conglomerates Directives.

Europe wants U.S. agreement to reform its practices on the
first three of these while the United States wants changes in
Europe on the last three. The United States and the EU account
for the overwhelming majority of international transactions in
the capital markets but significant regulatory differences remain.
Resolution of the six issues cited would represent a large stride
toward regulatory convergence in the transatlantic, and hence
world, capital markets. We place great emphasis on developing a
G-2 approach in this area.

There are numerous other economic issues that are not yet
ripe for G-2 management but could move in that direction fairly
rapidly. Key examples include macroeconomic and currency pol-
icy, where a sharp and disorderly adjustment of the growing inter-
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national imbalances, e.g., by a sharp rise of the euro well above
its starting level, would trigger new tensions.

At the same time, G-2 cooperation with the Asian currency
area is clearly called for as the EU and the United States share the
goal of broadening the burden of international adjustment to
China, Japan and other countries in that region and the initial
steps in that direction at Dubai are encouraging.

More fundamentally, the United States and the EU are not only
the two economic superpowers but they are the stewards of the
world’s two key currencies. The euro is already establishing itself
as a major international currency and will increasingly share
monetary leadership with the dollar. Fluctuations in the euro-dol-
lar exchange rate have major implications for other countries
around the world.

This will require the formation of a G-2 in the monetary arena
as soon as possible. The Federal Reserve and the European Cen-
tral Bank, which are both independent of their respective govern-
ments, will need to work out their own G-2 linkages.

There are several other economic issues that are extremely
important for transatlantic relations and could become part of
G-2 management over time but are not yet ready for that stage of
cooperation. We have focused on three in our work to date:
energy, the environment and migration. Excellent papers were
prepared for us on each and are included in this compendium.

Energy policy is particularly important because of the key role
that Russia would need to play in any effective G-2 arrangement.
Russia is now the world’s largest producer of both oil and natural
gas, and this issue-area offers a valuable opportunity both to
include it in an important element of global governance and to
demonstrate the flexibility of the core G-2 in engaging relevant
countries outside its normal orbit.

Even more basically, energy policy of course reflects both fun-
damental agreement between Europe and the United States on
countering the OPEC cartel and fundamental disagreement on
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how to do so. Europe places its major reliance on high energy pri-
ces and conservation while the United States supports low energy
prices and maximum production.

The issue is of huge importance to the world economy and
thus a G-2 arrangement to coordinate the transatlantic response
to it, perhaps through working out a new producer-consumer
agreement to stabilize prices at a lower level (app. $18 to 20 per
barrel) by using the current strategic reserves of the importing
countries, could make a major contribution to the prosperity and
stability of both the G-2 themselves and the world as a whole.

The environment is closely related and also reflects substantial
philosophical and policy differences across the Atlantic. These
differences have come to a head with U.S. rejection of the Kyoto
Protocol on global warming, which has been adopted by all EU
member countries (but not yet by Russia).

G-2 cooperation here could go far to overcome a major source
of political tension within the alliance. Possible arenas for cooper-
ation include emissions trading, elimination of environmentally
harmful subsidies in agriculture and elsewhere, joint research and
development initiatives and new institutional arrangements (in-
cluding a World Environmental Organization).

Migration policy is probably even further removed from any
prospect of immediate action, and we are not even sure that G-2
policy cooperation is called for. We are clear, however, that the
issue has tremendous economic, humanitarian, developmental
and security implications for all Atlantic nations and that almost
all of them are groping for more effective policies to respond to
it.

Hence we believe that, at a minimum, close G-2 consultation
and exchange of ideas is called for to enable the individual coun-
tries to form better responses to the common problem.

These might include common guidelines for whom to admit
and reject, reforms of domestic labor markets to respond to the
key problems faced by immigrants (unemployment in Europe, low
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incomes in the United States) and accommodations to the “3 R’s”
that crucially affect the sending countries (recruitment, remittance
and returns).

Over both the short and the longer run, we therefore believe
that a G-2 strategy could pay major dividends for the individual
Atlantic nations and for overall relations between them. The de-
monstrative effect of renewed and vigorous cooperation on trade,
competition policy, and macroeconomic and monetary issues
could restore a positive tone and image to the transatlantic rela-
tionship.

It might even encourage the officials responsible for security
and political affairs to begin patching up their quarrels in a con-
structive manner. It would clearly provide ammunition and evi-
dence of success for parliamentarians, businessmen, the media
and others who seek examples of constructive reconciliation.

The G-2 strategy could lead the transatlantic alliance back to,
or at least toward, the cohesion and resilience which is so crucial
to peace and prosperity for the nearly 800 million people that
inhabit our part of the world.
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Transatlantic Tristesse—
More than Just History Repeating Itself?’

Nicole Renvert, Marcus von Essen

Rarely has the transatlantic alliance been both so uncertain and
so important. In a changing security-political and international
economic environment, U.S. and European foreign policy have
shifted and diverged. A fundamental question looms: How can
processes of change be reconciled with the current global political
order (Carr 2000)?

As the transatlantic partners disagree on key issues, the alli-
ance will change, but it will be held together by the need to sus-
tain an international order of transatlantic and global benefit
amid a transatlantic interdependence of asymmetrical power. The
challenge is to adjust multilateralism and unilateralism to accom-
modate a long-term transatlantic approach.

Traveling without maps

The Iraq war reflected a growing divergence in the evaluation of
global problems (Everts and Grant 2002). The United States put
the transatlantic partnership to the test: Given Europe’s failure to
develop an assertive role, the United States required its allies to
endorse its approach or become bystanders, and it assumed the

1 An earlier version of this article appeared in the International Spectator 4,
2003.
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right to forcibly keep adversaries from developing weapons of
mass destruction (White House 2002), drawing its own line be-
tween legitimate pre-emptive strikes and offensive military action
(Daalder 2002). U.S. national security policy replaced a system of
legal restraints on the use of force with a global system based on
U.S. pre-eminence (Kaysen, Steinbrunner and Malin 2002).

After the attacks of September 2001, “unknown” threats be-
came the focus of U.S. security policy (Ikenberry 2002). To map
these unknown threats, one began with states congenial to terro-
rists. The use of force was a response to these threats and the
security-political issues they raise.

Yet there are unanswered questions regarding the ambiguous
nexus of “terrorism—weapons of mass destruction—rogue states”
(Mearsheimer and Walt 2003). For example, there was little dis-
pute about the need for Iraq to disarm. Disagreement concerned
the level of threat posed by Saddam. War was chosen, but a long-
term regional strategy and a clear post-conflict concept were
missing.

EU member states faced off in the Security Council. The French,
backed by Germany, Russia and China, favored reinforced in-
spections, whereas the U.S.-British-Spanish draft resolution said
Iraq had lost its chance to disarm on a peaceful basis. The intrans-
parent quest for a U.N. mandate by the United States and its allies
cannot be judged separately from the diplomatic maneuvering of
the anti-war coalition.

By the turn of the year, France had suggested to the United
States to “agree to disagree” and proposed that it should go to
war on the basis of Resolution 1441 instead of seeking another
resolution explicitly authorizing the use of force—a step France
would oppose. Preference was given to Tony Blair’s need for a
second solution at home and public confrontation with a dissent-
ing France. In the quest for second resolution, France never dis-
missed the use of force as an option but advocated a further delay
of 30 days (Grant 2002 and Hoffmann 2003).
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The attempt by the United States and Britain to link Hussein
with Al-Qaida and to inflate the threat of Irag’s WMD stockpiles
hurt their cause and their credibility (Hersh 2003). And because
proponents of inspection had to rely on the threat of U.S. force to
make their policy alternative a real option, their proposal was dis-
credited, but not invalid.

Each choice made by a great power must be measured by the
precedent it sets (Hoffmann 2003). Due process in evaluating
and assessing Iraqi compliance should have been a precondi-
tion for action. The future holds the question of whether illicit
state behavior will be resolved on an ad hoc basis. The U.N.
Security Council is not designed to constrain U.S. policy, nor can
existing institutions become a vehicle for member states’ foreign
policy.

While quarrels over NATO contingency planning cast France,
Germany and Belgium as “ungrateful obstructers,” there was no
sense in trying to anticipate the course of action within an inter-
national organization whose treaty reasserts in its preamble and
first article the supremacy of the U.N. Charta (Tuschhoff 2003).

Power and law interrelate in the international order. But just
as power is more than military force, international law has
become more than a simple function of the former. Law is the
encoded historical state experience, recognizing the fallacies of
order sustained by power alone.

It may well be that the political status quo of 1945 encoded in
the U.N. Charta no longer corresponds to today’s reality. Yet the
Security Council also has evolved with the changing nature of
international threats, especially regarding terrorism and its state
sponsors.

Among the most significant examples are the Council’s suc-
cessful enforcement of the “extradite or try” principle on Libya
in the Lockerbie case, measures on terrorism financing and the
resolutions that—against the background of Article 51 —provided
a legal basis for military action against Afghanistan.
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Addressing the causes of terrorism will be a long struggle. The
quarrel over Iraq concealed transatlantic cooperation in the Bal-
kans and Afghanistan, blurring long-term goals and the coopera-
tion required for military intervention and peacekeeping. Failed
states, humanitarian crises and violations of non-proliferation
agreements pose fundamental challenges to the international legal
system.

The transatlantic partners need a common approach to these
challenges. The power to decide how, why and when to react can-
not be monopolized if the objective is to create a globally accepted
and supported order.

Unknown threats led to a declaration of “war against terror.”
Asking whether this “state of emergency” will be governed by
U.S. standards raises the question of European responsibility. The
outcome depends on the balance between the shared versus uni-
lateral approach.

Europe’s role in world affairs

The European split over Iraq revealed an inability to unite on core
matters and demonstrated the profundity of changes within and
outside Europe. Both relate to the ambivalence of the transatlantic
partnership: the EU’s development as actor in world affairs versus
its foreign policy blending with U.S. interests. As transatlantic poli-
tics test European political cohesion in the context of a changing
and enlarging EU, Iraq was added to the list of unresolved issues.

Tension has informed transatlantic relations during the course
of history (Link 1996). But the aim of “Europeanization” always
has been to counterbalance American hegemony within the trans-
atlantic alliance.

Europe’s institutional reform regarding allocation of authority
and the representation of interests between EU institutions and
member states will influence transatlantic policy, but EU enlarge-
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ment does not point in one direction (see Fraser and Primatarova
2003), despite the fact that the accessing states share European
preferences on the Kyoto protocol, multilateral arms control, the
International Criminal Court and U.N. involvement in post-war
Iraq (Grabbe 2003).

Iraqg may remain a special case. The Franco-German couple was
wrong to present its stance as European: Public opinion was less
divided than the EU (Anand and Lipkin 2003). But sidelining the
EU Presidency by supporting the U.S. position did little to pre-
serve transatlantic ties. These alliances offer a less accommoda-
tive environment for the reciprocal politics that distinguished
Western collective security arrangements (Deudney and Ikenberry
1999). Multilateralists should practice what they preach on a
European level and not demand conformity with their own for-
eign policy.

As Central and Eastern European States join the EU zone,
European integration is the missing link between their willingness
to chart their own course and the limits they face in influencing a
global environment. Integrated in a European set of preferences
and economic policies, their capacity to act will be enhanced and
their vulnerability decreased. Gaps between Atlanticist and Con-
tinental European approaches to U.S. foreign policy will decrease
as the range of divergent international policy issues narrows
(Wallace 2001).

Europe slowly is accommodating its members’ multiple for-
eign policy trajectories, national cultures and prevailing political
interests. But an EU capable of global action has yet to reflect on
its use of power. The missing ingredient is Europe’s definition of
its future political-strategic role and its interest in the global polit-
ical order, not vis-a-vis the United States, but for the promotion
of European policies. Helping set terms between partnership and
leadership unites the transatlantic preferences of EU member
states. Neither loyal acquiescence nor vocal opposition is a win-
ning strategy.
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A European foreign policy approach must go beyond accept-
ance of the status quo, and must be made ahead of crises, not
afterward. The draft European Security Strategy presented at the
Thessalonica Summit suggests a shared European approach to
world affairs that is more than the sum of its member states’ stan-
ces towards U.S. foreign policy (Solana 2003). It integrates mili-
tary means into its foreign policy toolbox and aims to minimize
unilateralism. However, the elements of transatlantic divergence
in foreign policy are here to stay.

U.S. foreign policy

Three factors mark today’s global political landscape: unrivalled
U.S. power, Europe as a new global actor and the spread of inter-
national treaties and laws (Everts 2001). Washington changed its
terms of engagement from “multilateralism if possible” to a rejec-
tion of international instruments that others saw as achievements.
This difference was accentuated after September 11th. Consider-
ing itself at war ever since, the United States adopted the principle
of power politics.

Power and values were never mutually exclusive in U.S. for-
eign policy. A liberal international system is necessary to the
United States’ unchallenged position as guardian of global order.
In U.S. foreign policy, ideas provide a rationale for engagement in
world affairs, a self-image of the United States as “indispensable”
in making the world a better place. Promoting the common good,
however, implies respect for the concerns of the larger interna-
tional community.

In the United States, leadership by persuasion has been replaced
by a leadership that subordinates the international community to
U.S. interests. Reliance on power to foster change pits the United
States against the consensual methods that gave the United States
its strength and international stability (Chase 2003).
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The Wilsonian triad of peace, markets and democracy remains
hollow without a partnership balancing predominance and con-
sensus. U.S. foreign policy, it seems, is informed by a vision that
considers the United States as both the most powerful and most
vulnerable state (see Kagan 2002 and Dunn 2003).

The outcome is a policy of force without diplomacy instead of
diplomacy backed by force. A dismissive stance towards multilat-
eral engagement is detrimental to an effective U.S. policy towards
global challenges (Patrick 2001). Creating an international liberal
order through democratic revolutions triggered by military inter-
vention is likely to remain a selective affair. The means of “militant
Wilsonianism” will not live up to their ends (Buruma 2003).

The diverting of resources for security amid looming fiscal
deficits will have long-term consequences for the American social
fabric (Renvert 2002). Though most U.S. citizens claim to feel
more secure after the war on Iraq and believe the fight against ter-
ror can be won, how many more restrictions on civil liberties will
they tolerate (Braml 2003)?

Europe’s policy of “multilateralizing” the United States is
aimed both at strengthening Europe’s profile and at making the
world comfortable with U.S. power and purposes. U.S. power
should be a widely accepted instrument in global affairs, but not
the principle of world order. It was the blend of security-political,
strategic, economic and humanitarian motives backed by the
unconditional assertion of power that made the Iraq case so divi-
sive. Today, Iraq offers an opportunity to jointly create a frame-
work for durable order in the Middle East.

The post-war order—a transatlantic creation?
The terms for reconstruction of the Iraqi state, society and econ-

omy as well as the choice of a means to ensure regional stability
and security provide the next challenge for transatlantic relations
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(Hanelt, Luciani and Neugart 2003). Afghanistan shows that
“winning the peace” will not be easy. Despite a transatlantic
agreement, a protection force endorsed by the United Nations
and international support for a transitional government, effective
governance there does not extend far beyond Kabul (Nasir and
Bearak 2003).

Recent experiences in Kosovo and East Timor demonstrate
that an occupying force is likely to be rejected by the local popu-
lation if basic needs are not addressed. At the time of writing, dif-
ficulties encountered in restoring stability in Iraq seem more chal-
lenging than anticipated.

Transatlantic relations are a variable in determining the out-
come of Irag’s reintegration into the international order. The EU
and the United Nations are part of the geostrategic and legal real-
ities conditioning Irag’s future.

The balance struck between an Iraq featuring the principles of
Western political order and one that carries a distinctive U.S.
design will provide a glimpse of the state of global politics and
the shape of transatlantic relations in a post-war environment.

Security Council Resolution 1483 from May 22, 2003, con-
firms transatlantic pragmatism and the war opponents’ quest to
avoid discord, but the degree to which the EU leaders’ call for a
U.N. role in reconstruction is reflected in the resolution is open to
interpretation.

By inviting the parties to reconsider its terms after one year, it
allowed war opponents to claim that parts of their demands have
been met. The outcome reveals the risk of failing to develop a
common policy. The resolution designates the occupying powers
as the Iraqi “Authority.” Early plans for a National Assembly
have been postponed and the United States has already declared
its intention to maintain the civil and military administration of
Iraq for an indefinite period.

The inclusion of international constituents is reduced to mon-
itoring and observation. A Development Fund managed by the
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Authority will direct economic policy, and though its advisory
board will include international representatives, the right to ad-
minister Iraq’s oil revenues and financial assets has been dele-
gated from the United Nations to the Authority.

It thus gained control of an effective instrument to structure
Irag’s integration into the world economy. The Authority and the
United Nations will coordinate humanitarian and reconstruction
assistance, but the U.N. Special Representative remains confined
to a supportive role. The resolution calls upon U.N. member
states to bring war criminals to justice, but does not say how and
by whom.

Since U.S. opposition to the International Criminal Court inten-
sified as the immunity granted to U.S. service personnel required a
new Security Council vote, the transatlantic clash over interna-
tional humanitarian and criminal law is likely to surface in Iraq.

Finally, since no weapons of mass destruction have yet been
discovered, the refusal to have U.N. inspectors return to Iraq is
the outstanding weakness of the resolution.

NATO’s decision to allow Poland to draw upon the military
facilities it needs for an active role in Iraq indicates that alliances
deemed barely relevant prior to the war do matter now. The fact
that the United States is likely to pay for the Polish deployment
also highlights that cooperative security structures are expensive
(see Le Monde 2003).

Regional cooperation, however, has a precedent. The EU-
Mediterranean Partnership and NATO Mediterranean Dialogue
promote cooperation on proliferation issues, political consulta-
tion, regional stability, democratization and the protection of
human rights. Assistance from International Financial Institu-
tions could be pooled within an Organization for Economic
Development and Cooperation in the Middle East. This would
offer a venue to organize the restructuring of Iraq’s sovereign
debt and to link this effort to the creation of a Regional Bank for
Reconstruction and Development.
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Transatlantic relations and the world economy

The Middle East is part of the challenge of addressing relationships
between security and economics in today’s fractured world order.
The international security threats that arise from failed states and
economic degradation require long-term strategies for which trans-
atlantic agreement is imperative. Geopolitical turmoil, economic
uncertainty, structural changes and cyclical variables make a com-
pelling case for transatlantic economic cooperation.

The European and the U.S. economies entered the 21st cen-
tury more deeply integrated and intertwined than ever. Transat-
lantic trade is the world’s largest. Foreign investment has created
economic interdependence so complex that it is increasingly hard
to differentiate the European from the American in the transat-
lantic economy (Quinlan 2003; Hufbauer and Schott 2003).

Deepened cooperation could prove that economic objectives
can be achieved despite political-security differences. The need to
strengthen the political foundations of the transatlantic and world
economy has grown, with the need for mechanisms to eradicate
poverty and ensure stable medium-term growth (Institut Frangais,
2003).

Economic collaboration or conflict is not about opposing the
world economic order, but about defining it. Beyond the current
stalemate in the Doha Round looms the potential for a transat-
lantic clash of approaches to political economy. Challenges of the
“new commerce” are about transnational frameworks that touch
on economic regulation, confidence in science, the relationship
between governments and markets and the governing of societies.

No multilateral agreement is possible without a transatlantic
basis. Transatlantic competition to spread respective standards
on a global scale is likely to have repercussions for external trad-
ing partners.

Likewise, transatlantic disputes over trade in agriculture and
the interpretation of the TRIPS agreement reveal different tracks
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of promoting inflexible preferences at the expense of interest of the
highest sensitivity for developing countries. Though Doha was
dubbed a development round, little progress has been made in
spelling out the terms of the treatments necessary to accommodate
different levels of development within one multilateral system.

As the financial system has become the backbone of the world
economy, financial instability has risen to the top of the interna-
tional economic policy agenda. Deeper financial integration has
brought volatility as it turned financial markets into a global
transmission belt for business cycles and supply-side shocks with
severe macroeconomic costs for the real economy.

The framework of monetary stability did not produce the
expected benefits (Crockett 2003). Access to credit has declined
for some poor countries, while other developing countries are net
exporters of capital.

Given widespread disagreement on diagnosis and therapy,
there is little space for economic triumphalism across the Atlan-
tic. Europe’s sluggish growth, due to tight fiscal and monetary
policies as well as Germany’s and other member states’ structural
rigidities, usually are listed as reasons for U.S. economic outper-
formance of the old continent.

Yet the United States is not less vulnerable to shocks. The need
for reform is evident. Public and current account deficits demand
adjustment. The U.S. savings rate is far too low to finance the
investment needed to sustain economic expansion, making its fis-
cal outlook worrisome, while the economic engine, consumer
purchasing power, has reached its limits.

U.S. global ambitions depend on its ability to borrow from the
rest of the world. Though this ability is sustained by the U.S.
economy’s role for the world economy and its investment abroad,
markets are unpredictable. If current U.S. capital demands are
met by capital inflows and purchases of dollar-denominated
assets by private investors and Central Bank’s dollar holdings, the
situation is not necessarily static (Tyson 2003).
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The dollar’s status as a reserve currency that sustains the U.S.
Treasury bond market and has compensated for decreased
inflows of private capital is vulnerable (Plender 2003).

A redressing of these imbalances will take place in a financial
context that differs from the last episode of twin deficits. It
includes the euro, the dollar’s first potential competitor for global
stature. If the “unipolar moment” in the international monetary
system ends, the transatlantic partners will have to be prepared
for the financial repercussions and assure the stability of the core
of the world economy’s financial architecture (Bergsten 2002).

The future of transatlantic relations

The United States and Europe do not constitute a power-political
and socioeconomic antagonism. It is the design of critical choices
with global implications and their respective political framework,
not superpower rivalry, that generates transatlantic disputes over
a wide range of policy areas.

On both sides of the Atlantic, ideas and power interrelate with
the political personality they represent, and, in a reciprocal manner
inform the institutions and instruments applied to project them.
Weaknesses in the European and the U.S. formula of foreign policy
demonstrate that the transatlantic balance to be struck between
military power, diplomacy, international rules and economic influ-
ence in shaping international affairs is yet to be found.

The foundations of the transatlantic partnership are no longer
embedded in an international order seen through the lenses of bi-
polarity or multi-polarity. Disputes concerning the quality of
international political authority and the global order that trigger
a transatlantic rebalancing of power do not constitute a return to
20th-century Realpolitik.

The transatlantic economy is a central and irreversible reality.
A transatlantic approach to economic challenges would shape pat-
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terns of global affairs beyond the realms of economy. Current fiscal
and monetary policies are moving in opposite directions across the
Atlantic, and further rounds of trade liberalization might be ham-
pered by disagreement on the content of a transatlantic and global
economic framework that matches markets with institutions.

The dominant arguments in transatlantic relations focus on
U.S. power and European responses to it. Its articulation and
embeddedness within the international order need a new balance.
But, as displayed in Iraq’s post-war order, a return to long-term
thinking on the content of world order also is needed, to refine
the strategies and objectives for which the various instruments of
the transatlantic toolbox should be put to use.
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Transatlantic Relations in a New World Order

Nicole Schley

In much the same way that the fall of the Berlin Wall expressed in
graphic fashion the end of both the 20th century and of the geo-
political bipolarity that characterized the later half of that cen-
tury, the collapse of the World Trade Center will become the sym-
bol for the start of the 21st century and of the New World Order
it ushered in. September 11th has changed the world.

Are we now living in a unipolar world, or do the rules of bipo-
larity still apply—between the free world and the empire of dark-
ness? This paper will examine the coordinates of this New World
Order. Who are its protagonists? Who are the bit players? And
what part will transatlantic relations play in this New World
Order?

The current crisis in transatlantic relations was not triggered
by the rise of a new world order. It merely intensified the symp-
toms of crisis that were already present in that relationship. The
lines of conflict between the United States and Europe do not run
exactly between these two generally, but rather between the U.S.
and so-called “old” Europe.

France and Germany clearly had hoped to turn the whole of
Europe into a counter-weight against U.S. power. But they were
quickly forced to realize that part of the entity called “Europe” —
the so-called “New Europe,” to be precise—preferred instead to
join sides with the hegemon. The support for the U.S. stance on
Iraq culminated in the “Letter of the Eight,” signed by the heads
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of government of Denmark, Great Britain, Hungary, Italy, Poland,
Portugal and Spain and by the Czech President Vaclav Havel.
Their position was subsequently supported by 10 East European
leaders in the “Vilnius Letter.” The debate over military action
against Iraq set this process in motion—and the Iraq war itself
served to further deepen divisions between the Atlantic partners.

Nevertheless, Europe and America remain inextricably bound
together, since the flaws and weaknesses of one partner invariably
will continue to effect the other. Western societies see themselves
confronted by an enemy, terrorism, which demonstrated on Sep-
tember 11 the kind of act it was both willing and capable of com-
mitting.

This enemy is wily and difficult to get at directly, and it will
take a joint effort to get at the roots of the problem and prevent
further acts of destruction. Part of this will certainly involve
depriving it of backing by its various state supporters. There is
great disagreement within the Atlantic partnership on exactly
how to bring this about—in part because of the differing degrees
to which each of the partners was affected by the terrorist attacks
of September 11.

From the American point of view, those attacks constituted a
declaration of war, making it possible to classify the Iraq war part
of the broader “War on Terrorism” —while most Europeans
voted against the war, placing themselves in the role of defenders
of international law. The United States identified the Middle East
as the breeding ground of terrorism and set for itself the goal of
re-ordering the entire region.

Out of this set of circumstances arise the coordinates of a new
world order: The United States sees itself as the power with pri-
mary responsibility for shaping global order, and some have even
begun to speak of “George W. Bush’s New World Order” (though
such talk may be a bit premature).

The United States is just one of the “cornerstones” of the new
world order. The United Nations also has a role to play, as it
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struggles to establish and maintain its own credibility. Then there
is the European Union—in search of new bearings. Not to be for-
gotten are Russia and China, who also are looking for a part to
play in this concert of powers. Then, too, there are the developing

>

countries, the “failed states,” who continue to play the role of
loser.

On what basis should the New World Order be built? Will the
United States alone determine the design of this new order? And

will military might take precedence over international authority?

The United States and its security doctrine for the 21st century

U.S. foreign policy has undergone drastic changes since Septem-
ber 11. The United States implemented for the first time a doctrine
of preventive war and took a position, as sole world power, against
both the United Nations and standing international law. During
the initial period after assuming office, George W. Bush’s strategic
interests were directed toward other world powers, such as Russia
and China. It was not his intention to concern himself with “failed
states” and the underdeveloped countries of the world.

His intentions soon changed in favor of the views held by his
more conservative advisors, who had long urged that the matter
of Iraq be dealt with once and for all. On September 17, 2002,
the Bush administration presented a new national security strat-
egy.

In essence, the administration concluded that the primary
duty of the government, the defense of the American people, had
changed dramatically. Today, “shadowy networks of individuals

. using modern technologies” are able to penetrate and cause
serious damage to free societies (White House 2002).

The dictum of a “strategic rivalry” with other world powers,
Russia and China, would be replaced for the time being by solid-
arity among “the world’s great powers,” who now find them-
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selves on the same side due to the threats posed by terrorist vio-
lence and the chaos it promotes.

The attention of the bulk of the world community, however, is
focused on the veiled suggestion by the President and his govern-
ing team that they are prepared to take action against emerging
threats even before these pose an imminent threat. Beneath the
rhetorical sheen of strategy papers, traditional world policies still
persist: American dominance and global pre-eminence is boldly
trumpeted to the world, without regard to consequences and
lacking altogether in humility or restraint.

The most criticized element in the new security strategy is
America’s claim to a right of “preventive self-defense.” While
pre-emptive strikes may be viewed as a reaction to the wide-rang-
ing changes in world affairs, their compatibility with interna-
tional law is still legally controversial. Counteraction against ter-
rorism is not provided for in international law and the U.S.
doctrine of pre-emptive defense has eroded the limits placed on
the use of force encoded in the U.N. Charter.

The U.N. Charter forbids all applications of force, excepting
those authorized by the Security Council or undertaken for pur-
poses of self-defense against aggression. Within the context of the
Iraq conflict, the Americans claimed that Resolution 1441,
passed by the U.N. Security Council in November of 2002, con-
tained just such an authorization for war.

China, Russia, and France disagreed with this interpretation,
but the fact of the matter is, the text of the resolution—a master-
piece of the art of jurisprudence worked out and drawn up by
leading experts in international law—is a compromise of formu-
lation that lends credibility to both interpretations. From a purely
legal point of view, a second resolution would have been the bet-
ter and more orderly way to go.

Some have gone so far as to say that, viewed from an interna-
tional law perspective, the Iraq war was “an illegal war of aggres-
sion.” (Hofmann 2002)
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The transformation or re-definition of American foreign pol-
icy is obvious and comes as a reaction to developments in world
affairs that became evident through the events of September 11.

Globalization appears to be more than a merely economic
phenomenon. It has also revealed the absurdity of the notion of
an ostensibly “secure” United States. And it has opened the flood-
gates for the worldwide spread of terrorism.

The crux of this shift in American strategy does not lie in the
security doctrine itself, however, but rather in the strict interpre-
tation of international law of by those states who would seek to
uphold the value of international law.

The U.N. Charter says, in Article 51, that a state can only
exercise force for the purpose of self- or collective defense. It does
not recognize the concept of preventive wars aimed at eliminating
potential threats. In the face of cross-national terrorism, one might
argue that international law must be appropriately adapted so
that future multilateral wars of aggression might be legalized
(assuming certain criteria are met).

Using this argument, a multilateral pre-emptive war against
Iraq might well have been justified—in light of the regime’s pre-
vious aggression and Saddam Hussein’s prior use of weapons of
mass destruction, etc.

But such action lacks a broad-based coalition and thus control
of American actions. Thus, the Bush Doctrine—while recognizing
and assimilating the signs of the times—is burdened from the out-
set with an unappealing after-taste and will only serve to provoke
criticism from both partners and opponents alike of the single-
handed and unilateral actions it envisions.

At the same time, the world community has the implicit duty
to modify, more quickly than usual, the provisions of interna-
tional law in order to bring them more in tune with contemporary
realities. The transatlantic partners could set this process in
motion through a joint initiative of their own.
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The EU in search of a new role

Today, 379 million people live in the EU and some 292 million in
the United States.

But EU member states spend only about one half to two-thirds
of what the United States spends each year for defense and arma-
ments—with expenditures determined at the national level and
directed toward national armies, with all the accompanying
negatives that involves, such as the loss of synergy effects and
inner-European duplication. Compared with Europe’s relative
economic strength, this reveals an obvious discrepancy. Especi-
ally in light of the Union’s expansion to the East in May of
2004, the EU must take up the question of its role in world
affairs—one that goes beyond its previous role as an economi-
cally strong ally and patron of development projects in the Third
World.

At present, the EU is still saddled with the image of junior
partner. In matters relating to security policy, the EU is not con-
sidered a full-fledged actor in world affairs, although it is able to
check American power in economic matters.

To be sure, the EU has long played a role in security matters as
well—in Afghanistan and in the Balkans, for example, where it
has effectively mastered difficult and tedious missions. But the
size of the European contingent serving abroad remains compara-
tively modest and any effort it undertakes remains dependent on
national armies and on the fundamental limits placed on those
armies by the laws of the respective states engaged.

Additionally, irrespective of the range of its capabilities, the
levels of military technological development in the United States
and in Europe are so far apart that interoperability of existing
military capabilities is impossible.

The upshot of this is clear: Either the United States will con-
tinue to make all the relevant decisions on matters of security pol-
icy on its own, and coordinate its plans with those in the Euro-
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pean Union willing and able to participate, or the EU must get to

work with all appropriate seriousness.

In the words of German Foreign Minister Joschka Fischer, to
date there has not been too much America, but rather too little
Europe. This deficit can only be addressed through suitable mecha-
nisms of coordination and cooperation at the European level and
by putting an end to the current multi-voiced EU foreign policy.

Working to counter this deficit, as well as the shock of Sep-
tember 11, was the purpose behind the European Representative
for Foreign and Security Affairs, Javier Solana’s, efforts to sketch
out a vision for the further development of the EU into a global
actor and, together with the foreign ministers of the EU members
states, to fill this vision with substance. According to Solana’s
concept, the main pillars of this European security strategy
should include the following;:

— The EU must see to it that its neighbors in Eastern and South-
eastern Europe become stable and democratically governed
states.

— An urgent task consists in promoting a just world order and
reducing the gap between rich and poor, since long smoldering
conflicts have as a consequence increased popular frustration
and promote the breeding grounds of terrorism.

— Europe should be in a position to prevent or limit local armed
conflicts through the application of either civil (i.e., political
and economic) or, when necessary, military means. In contrast
to the American security strategy, Europe should place special
emphasis on a policy of preventative engagement (Solana
2003).

These general principles express Europe’s stance on the new
world order. The European Parliament has since called for a strat-
egy that also contains a definition of the EU’s relationship to the
United States, to the United Nations and to NATO, as well as to
Russia and Turkey (von Wogau 2003).
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In any event, a European security strategy will carry with it an
opportunity for the European Union to establish and position
itself as a full-fledged actor in global affairs. It can accomplish
this, on the one hand, by approximating the position held by
the United States in combating both terrorism and the increasing
availability of weapons of mass destruction. It can accomplish
this as well by placing unambiguous emphasis on the role of inter-
national organizations—on the United Nations, for example, and
its struggle against the proliferation of nuclear, chemical, and bio-
logical weapons.

The EU member states must gradually come to understand
that they need not surrender control over foreign policy matters
in a manner similar to the economic and currency union, but
must merely combine their energies and work toward a common
position, so that the project, “Common European Foreign and
Security Policy,” can properly commence. This Common Policy is
the cornerstone of Europe’s effort to become an equal partner in
the transatlantic collaboration.

The United Nations

The United Nations serves as a forum in which it seeks to bring
together as many of the agents of world policy as possible in
order to bring about the coexistence of diverse societies and so
avoid war. When the strategies intended to avoid war fail, it is the
United Nations that establishes the legal criteria for military action.
In the case of the Iraq war, however, this function slipped out
of its control. A “coalition of the willing” by-passed both the
United Nations and international law during the Iraq war. The
world cannot now simply return to its day-to-day concerns. It
must instead deal with questions relating to the future of interna-
tional organizations in general, with the United Nations in partic-
ular, and with international law in light of the new world order.
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U.S. foreign policy takes a hard line not only against the United
Nations; it also systematically opposes various international agree-
ments, such as the Kyoto Accords and the International Court of
Justice. In Iraq, however, U.S. credibility is now at stake. U.S.
actions have suffered a loss of legitimacy due to its inability to
bring about peace and stability in post-invasion Iraq.

This presents an opportunity for the United Nations to reposi-
tion itself and improve its overall standing. The fact that the United
States has not completely written off the United Nations is made
evident by recent U.S. efforts to obtain an Iraq resolution in the
U.N. Security Council.

The Americans obviously want to have the legitimacy of their
actions in Iraq confirmed by the United Nations. An institution
like the United Nations, which came into being as a consequence
of the shock of the Second World War, will not be so easily dis-
solved or replaced—not even by a superpower.

The Europeans also continue to believe in the importance of
the United Nations as a global institution and have intensified
their relationship with the United Nations in recent years. The
EU has actively supported the pre-eminent role of the United
Nations in preserving world peace and international security, sup-
ported regional integration processes carried out under U.N. aus-
pices, and has insured the smooth functioning of the United
Nations’ ongoing work through regular payment of its U.N.
dues.

Assuming a continued interest in the preservation of the
United Nations as an institution, the only means left for bringing
about change is through reform. Current attempts at institutional
reform have run aground on a Security Council structure that still
reflects the political constellation that existed at the end of the
Second World War. Discussions of possible reform measures,
however, are somewhat more prevalent now than in the past.

In any event, the United Nations must make use of the current
crisis situation. Given the situation that has arisen following the
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Iraq war, the body now has an opportunity to strengthen its role
in the international system. The United Nations must make bilat-
eral wars like that in Iraq impossible. This presupposes not only
the reconstitution of the U.N. Security Council but also an adjust-
ment of the UN. Charter, in order to bring it into conformity
with existing global realities.

Transatlantic relations in the New World Order:
Is there a chance for a new beginning?

It is clear that the United States expects it will have to deal with
other significant and potentially dangerous actors in the new
world order: “Russia is in the midst of a promising process of
transition and endeavors toward a democratic future and partner-
ship in the war against terrorism. ... Leading figures in China
have discovered that economic freedom is the sole source of

national prosperity.” (White House 2002)

And while greeting such developments, the United States will,
according to the security strategy, do whatever is necessary “to
actively oppose aggression on the part of great powers.” But what
role will the longstanding transatlantic partnership (or should one
perhaps say “cooperative”?) have to play in this endeavor?

From a security standpoint, the foremost task facing the trans-
atlantic alliance lies in putting an end to serious instances of dis-
order:

— The conflict in the Middle East cannot be settled by either
Western Europe or the United States alone. The Europeans
need not accept, however, repeatedly having their proposals
wiped from the table in Washington. Joint solutions could be
the key to success.

— The worldwide gap between rich and poor, made ever wider
by advancing globalization, might be narrowed through com-
mon efforts taken by both partners.
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— Global strategy rests on a balance of power, and on the legiti-
macy of political action. This clearly argues in favor of strength-
ening international organizations and agreements. Here, too,
the Atlantic partnership might also become more actively
engaged.

— Europe can serve as a counterweight to U.S. hegemony by
continuing to speak out in support of global policies based on
the U.N. Charter until such time as the Bush administration
joins in this pursuit.

Ideally, the world should be a multipolar place. We are, in any
case, not accustomed to a world with only a single superpower.
Since the start of the Cold War, we have been used to having two
rival superpowers. Now we find ourselves in a new world, one in
which even the United States, as sole remaining world power, has
yet to find its footing.

The other pillars of the New World Order should let their voi-
ces be heard and bring their weight to bear so that a more just
world order can come about. The National Security Strategy of
the United States and the EU probably will not put off a global
disaster for long—perhaps for a generation or two.

The time has come to set out on new paths toward a global
federation of all peoples and states. American hegemony, but also
the transatlantic partnership, can, at best, be viewed as transi-
tional stages on the road to a more lasting solution. It may be
that a more enduring solution lies in a U.N. world government,
with a global parliament, along with the requisite military capa-
bilities for securing and implementing worldwide disarmament.

This may be too idealistic, a new Utopia of sorts, but bringing
a little more idealism to bear in shaping of a new world order can
do no harm. After all, the United States and the European Union
both are products of an idealistic notion, not to say, dream. But
where are the idealistic strategies for the 21st century?
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An Elective Partnership:

Salvaging Transatlantic Relations’

James B. Steinberg

For those who had been predicting that strategic divergence
between the United States and Europe would follow the end of
the Cold War, the proof has been plain to see in the transatlantic
tensions in the lead-up to, during and following the war in Iraq.
The conclusion drawn by these NATO skeptics was that the
transatlantic relationship was a relic of the past, irrelevant at best
to the future security needs of the United States, and at worst a
shackle on needed freedom of action.

The skeptics have it half right. The security environment has
changed profoundly, and important elements of the old transat-
lantic bargain have disappeared. The collapse of the Soviet Union
and the end of Europe’s East-West divide removed a key link.

The acceleration of the European project has focused Europe’s
energy inward, while the emergence of the United States as a
superpower with unprecedented strength has increased its global
engagement. New waves of immigration have weakened tradi-
tional ties of kinship and culture, while creating new constituen-
cies with little historical connection to the transatlantic partner.

1 This paper is based on an essay that appeared in the Summer 2003 issue of
Survival, “An Elective Partnership: Salvaging Transatlantic Relations.” It was
prepared with the generous support of the Bertelsmann Foundation within the
framework of the project Future of Transatlantic Relations by the Bertels-
mann Foundation and the Center for Applied Policy Research and their larger
transatlantic initiative on security and on economics, finance and trade.
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Europe is entering an era of relative peace, while the United States
is preoccupied with its vulnerability to violence.

However, both the United States and Europe face new global
threats and opportunities that, in almost every case, can be dealt
with far more successfully if we act together.

Transnational threats, from terrorism and international crime
to environmental damage and disease, pose an increasing danger
to our well-being. Porous borders and global flows of goods,
money, people and ideas facilitate the spread of economic oppor-
tunity —but also foster the proliferation of technology for weap-
ons of mass destruction. Weak states threaten our security as
much as powerful ones. Ocean and land barriers offer little pro-
tection.

Developing a new, sustainable transatlantic relationship in
this era of “global politics” will require a series of deliberate deci-
sions on both sides of the Atlantic—a partnership of choice, not
necessity.

For the United States, this means avoiding the temptation,
offered by our unprecedented strength, to go it alone in pursuit of
narrowly defined national interests. For Europe, the new partner-
ship will require a willingness to accept that the United States
plays a uniquely valuable role as a leader in a world where power
still matters, and that a commitment to a rule-based international
order does not obviate the need to act decisively against those
who do not share that vision.

This is not the first time in our histories that the transatlantic
bargain has been put under strain. From the Suez crisis in the
1950s, the balance of payments disputes and France’s withdrawal
from NATO’s unified military command in the 1960s; the conflict
over burden sharing and Vietnam in the 1970s to the INF
debates, SDI and anxieties about decoupling in the 1980s and
trade friction in the 1990s, the Alliance has been declared crit-
ically ill, and calls have gone forth for the establishment of a new
transatlantic bargain (Steinberg 1993).
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But there is reason to believe that the new challenges facing
the United States and Europe are qualitatively different from
those that have vexed us in the past.

Under a reformed, “elective” partnership, in the security realm,
their joint challenge is to identify core elements of a common vision
of threats and opportunities, and strengthen the means of coopera-
tion to address common goals. In the broader political and eco-
nomic sphere, the United States and Europe must together lead the
effort to build the structures of international governance that are
necessary to address the transnational challenges of the twenty-first
century. The remainder of this essay assesses these two challenges.

Rebuilding security cooperation for the 21st century
Common goals and common interests

On both an objective and a subjective level, there are strong rea-
sons to believe that the security challenges facing the United States
and Europe are more shared than divergent, because most stem
from global trends that affect us all. This commonality of threats is
clearly perceived by publics on both sides of the Atlantic.

A poll published shortly before the Iraq crisis heated up in
summer 2002 showed that Europeans and Americans “have com-
mon views of threats and the distribution of power in the world.”
Both placed international terrorism and Iraq developing weapons
of mass destruction at the top of their list of perceived threats,
with the threat of Islamic fundamentalism not far behind (Chi-
cago Council and GMF 2002).

The most dramatic case is terrorism. The United States is a
more attractive target for terrorism through a lethal combination
of being sole superpower, champion of Western values and a
country with a dominant presence in the Arab and Islamic world.
Europe is not immune however, as the attacks on French materiel
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and personnel from the Persian Gulf to Pakistan have shown.
Moreover, the global network of terrorist organizations spans
Western societies and uses Western networks, from the Internet
to global transportation, for their own purposes.

Closely related is our common interest in halting the spread of
weapons of mass destruction. This is most clear in the case of the
possible acquisition of WMD by terrorists. It also applies to pro-
liferation among states, both because these states might intention-
ally or unintentionally provide WMD capability to terrorists, and
because the spread of WMD threatens to turn regional conflicts
into wars that could have global consequences.

There are other important, shared security interests as well —
the transformation of Russia into a stable, cooperative member
of the international community, the promotion of a stable, demo-
cratic and law-abiding Ukraine, political and economic transfor-
mation in the Caucasus and Central Asia, the completion of the
integration of the Balkans, and aiding the successful emergence of
a secular, democratic and prosperous Turkey, as a model for other
countries in the Islamic world and as a bulwark against the
spread of anti-Western Islamic militancy.

There are, however, differences between American and Euro-
pean security interests, actual and perceived. Geography has not
entirely lost its relevance. U.S. security interests in East Asia mean
that the United States will have a greater stake than Europe in
managing the complex transition in East Asia involving the grow-
ing strength of China and the likely unification of the Koreas.

North Korea is an interesting intersection of the global and
regional dimensions of security. Although the United States is more
deeply engaged in managing the overall security situation on the
peninsula, Europeans have taken a keen interest in addressing the
North Korean nuclear problem, which Europeans see as an element
of trying to maintain the global norms of non-proliferation under
the Nuclear Non-Proliferation Treaty. Some Europeans (especially
France) have taken a tougher position on North Korea’s non-com-
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pliance with the Non-Proliferation Treaty than has the United
States. And when the United States appeared to reject the idea of
dialogue with North Korea, the EU, in an unprecedented step, sent
a mission of its own to Pyongyang in the spring of 2001.

Similarly, while the United States and Europe are both com-
mitted to supporting a secular, democratic Turkey, there have
been tensions between the United States and Europe over the
speed of Turkey’s acceptance as a candidate for membership in
the European Union.

Another important source of tensions is the Middle East, where
U.S. perspectives have been shaped above all by the security part-
nership with Israel; at the same time, historical ties buttressed by
new links through immigration have given several European states
a keen interest and distinctive perspective on the region in general
and on the Arab-Israeli peace process in particular.

The Chicago Council-GMF poll shows that 72 percent of
Europeans favor a Palestinian state, while only 40 percent of Amer-
icans hold that view and their attitudes are far warmer toward
Israel.

Yet even in the Middle East, the allies share important inter-
ests. These include a powerful interest in assuring stable, afford-
able supplies of energy from the region, and a common stake in
the economic and political reforms that are needed to reduce the
region’s role as an importer of WMD and an exporter of terror.
While European concerns about Arab emigration, particularly
from the Maghreb, are more immediate than similar American
concerns, both have an interest in providing economic opportuni-
ties to ease the pressure of burgeoning populations.

At least in principle, then, it seems clear that the range of com-
mon security interests is broad enough to warrant a serious effort
at transatlantic cooperation.

But to achieve cooperation in practice, the two sides must
have effective means of working together. Yet there are several
barriers that stand in the way of making security cooperation
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work at an operational level —the absence of agreed, effective
mechanisms for reaching common strategies, differing assessments
of the efficacy of various tools and strategies to meet common
threats and a gap in overall capabilities, which can inhibit coop-
eration even when goals and strategies are agreed on.

The mechanism: A new NATO or a new approach?

The debate over the mechanism of cooperation has centered
around whether NATO, suitably adapted, should continue to be
the favored forum or whether new approaches are necessary.
There is no unambiguously right conclusion to this debate. But
the weight of the argument would appear to favor retaining a
core role for NATO, suitably rebalanced to meet the new mis-
sions and the new political realities of European integration.

The agreements reached at the Prague Summit indicate recog-
nition on both sides of the Atlantic of the importance of transat-
lantic security cooperation, based on the participation of each
sovereign government, not two blocs (the EU and the United
States). This perspective is reinforced by the largely overlapping
processes of NATO and EU enlargement.

Of the seven new NATO members, five are also part of the
next wave of EU enlargement, and the other two remain likely
candidates for EU membership. Of the 10 new EU members,
three are already members of NATO and five more are joining as
part of the new wave. Seen another way, after the next rounds of
enlargement, 19 of 25 EU members will be in NATO, and 19 of
26 NATO members will be in the EU (with at least two more,
Romania and Bulgaria, likely to join).

Moreover, most new EU members are more “transatlantic” in
orientation than many of the older members.

So long as the security dimension of the EU remains intergov-
ernmental and largely based on consensus rather than majority
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voting, there is no deep tension between the NATO format and
the EU’s own processes, and the established military dimensions
of cooperation would be difficult to replicate without NATO.

Conversely, a diminished reliance on NATO, particularly in
dealing with global security challenges, would push the United
States more and more toward the strategy of “coalitions of the
willing,” diminishing Europe’s influence and enhancing the chan-
ces that the United States and Europe would take divergent
approaches, to the detriment of both.

Unilateralism, multilateralism and international institutions

Some, like Robert Kagan, have argued that even if there is agree-
ment in principle on the need for cooperation and the mechanism
to pursue it, differences in worldview are now so wide that coop-
eration will remain difficult in practice (Kagan 2002). Contrary
to Kagan’s argument, however, Chicago Council-GMF poll
strongly suggests that “[b]oth sides strongly support a multilat-
eral approach to international problems and the strengthening of
multilateral institutions.”

Even after the debacle at the United Nations in March 2003,
an equal percentage of Americans, Britons and French said that
the United Nations was “still important,” and most Americans
wanted a U.N. Security Council resolution and more interna-
tional support before going to war (Pew Research Center 2003).

Conversely, majorities on both sides show a strong readiness
to use military force for a broad range of purposes, and support
NATO and its expansion. Large majorities on both sides favored
the use of force against terrorist training camps and facilities, and
to uphold international law.

At the same time, substantial majorities on both sides of the
Atlantic say that economic strength is more important than mili-
tary strength in determining a country’s overall power and influ-
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ence in the world. An overwhelming number of both American
and Europeans say that the United Nations needs to be strength-
ened. The poll suggests that Europeans and Americans are from
both Venus and Mars.

The capabilities gap

A third potential barrier is the growing divergence in military
capabilities between the United States and Europe. Proponents of
this thesis argue consequently that even if the United States and
Europe agree on the need to use force, they will be unable to
work together.

Some go on to argue that the very fact of Europe’s relative
military weakness will lead it to favor diplomacy over force, thus
exacerbating policy differences with the United States. From the
U.S. perspective, those who worry about the gap contend that
European weaknesses will make Europe a less valuable partner,
leaving the United States free to ignore European views, and to
develop closer relationships with more strategically relevant part-
ners, such as Russia and the Central Asian states.

These concerns, while real, seem seriously overstated. Most
military operations do not require “high-end” forces at all —recent
interventions of British forces in Sierra Leone and French forces in
the Ivory Coast and the Congo are but three recent examples. Even
in high-end contingencies, not all central military roles require the
most technologically sophisticated forces—consider the role of the
Northern Alliance in the Afghanistan conflict.

In more challenging military circumstances, at least some ele-
ments of the European forces are capable of operating effectively
with the United States, as has been the case with Special Opera-
tions Forces in Afghanistan and naval forces in the Persian Gulf
and off the coast of Africa. Finally, key deficiencies in European
forces—lack of mobility, scarcity of precision-guided munitions—
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can be rectified without dramatic increases in European defense
budgets.

Greater U.S. willingness to transfer technology to allies could
also help in reducing the magnitude of the capabilities gap. This
issue by itself need not be a serious barrier to U.S.-European
security cooperation.

The preceding discussion goes a long way toward demonstrat-
ing that the United States and Europe have considerable potential
to pursue common security interests well into the next century.
But it will not be enough to rely on an invisible hand. Several key
steps must be taken to make this potential a reality:

First, it is critical to avoid the trap of “division of labor” in
the security realm—an arrangement where “the United States
does the cooking and Europe the washing-up” could be devastat-
ing for the prospects of future cooperation and will almost inevi-
tably lead to diverging perceptions of how to manage crises in the
future.

If the United States abjures responsibility for managing the
results of using force, then the United States will almost inevita-
bly underestimate the costs and consequences of the military
option. Conversely, if Europe fails to share in the military and
political burdens associated with the use of force, European voi-
ces will be given little consideration by U.S. policymakers, and
Europeans will tend to downplay the efficacy of force as an
option.

Second, Europe needs to develop at least some “high-end” mili-
tary capabilities and fill shortfalls, as offered at the Prague Summit
to allow European forces to operate effectively with the United
States.”

2 The Prague Capabilities commitment consisted of “firm and specific political
commitments to improve [European] capabilities in the areas of chemical, bio-
logical, radiological, and nuclear defense; intelligence, surveillance, and target
acquisition; air-to-ground surveillance; command, control and communica-
tions; combat effectiveness, including precision guided munitions and suppres-
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Third, both the United States and Europe need to enhance
their ability to contribute to peacekeeping and post-conflict stabi-
lization and reconstruction. This includes training and equipping
conventional military forces for these roles and, perhaps more
importantly, the development of specialized capabilities (includ-
ing paramilitary capabilities such as the Italian carabinieri and
France’s gendarmarie) to meet the unique security demands these
missions entail.

Fourth is the importance of preserving consensus at the heart of
alliance decision-making. In practice, NATO has always been able
to develop the means to allow the most powerful states to play a
proportionately influential role—for example, the role of the
“quint” during the Kosovo War—and to prevent dissenters from
paralyzing NATO action without damaging political solidarity.

One way to increase efficiency without destroying consensus
would be to strengthen the role of the Secretary General in man-
aging the internal and administrative affairs of the alliance, while
reserving policy for the members.

Fifth is the need to make further progress on linking NATO
and EU military capabilities in order to foster the EU’s ability to
provide effective military forces, without unnecessarily duplicat-
ing NATO capabilities or creating transatlantic ruptures. With
the apparent resolution of the Greece—Turkey blockage on the
so-called “Berlin plus” arrangements that allow the EU to use
NATO assets when NATO as a whole is not involved, it is possi-
ble to move forward.

A key test will be to develop the proposed NATO Response
Force (endorsed at Prague) as a complement to the EU Headline
Goal. This also means strengthening the political linkages be-
tween the EU institutions of ESDP and NATO.

sion of enemy air defenses; strategic air and sea lift; air-to-air refueling; and
deployable combat support and combat service support units.” Prague Sum-
mit Declaration, Para. 4(d), www.nato.int/docu/pr/2002/p02-127e.htm.
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Sixth is the need for enhanced transatlantic defense industrial
cooperation. More can be done, particularly in the area of tech-
nology transfer, which, through efforts such as the Clinton admin-
istration’s Defense Trade Security Initiative, can be done without
compromising security.

Given the changing nature of our security threats, defense-
industrial cooperation should not be limited to traditional mili-
tary acquisition but to the development of new technologies and
application of old ones for the protection of the homeland (Ham-
ilton 2001).

Building the infrastructure of global governance

Although the focus of the transatlantic debate over the past
months has been on the security relationship, the consequences of
globalization make transatlantic cooperation imperative in the
non-security realm as well where the United States and Europe
have even more profound interests. Both are among the principal
beneficiaries of the dramatic increase in the speed and volume of
movement of people, goods, services and ideas.

Inward and outward capital flows, trade and immigration
(particularly in the United States) have become an increasingly
important component of our economic growth, and a major fac-
tor in productivity increases. The rapid exchange of ideas is not
only fuelling innovation, but also helping to propagate our values
around the world.

But the benefits of globalization are not fully shared, either
within our own societies, or around the world—where the dispar-
ities are far more dramatic and domestic instability, crime and
political alienation are among the consequences.

Abroad, some developing countries, notably China and more
recently India, have begun to tap into globalization to spur
growth, but those outside the global web have fallen further and
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further behind. Within and outside the US, even in successfully
globalizing developing countries, internal divides seriously threaten
social stability.

The tensions that grow out of these disparities in sharing the
benefits of globalization have serious, shared consequences for
the United States and Europe.

At home, a backlash against globalization can lead to policies,
such as protectionism and anti-immigrant movements that threaten
our ability to sustain the growth that globalization fosters.

Abroad, the failure of many to reap the benefits of globaliza-
tion undermines efforts to gain broad international support to
extend and sustain an open trade and investment system.

It fosters instability in countries left behind, contributing to
conflict, the spread of infectious disease and environmental harm,
and criminal activity. It breeds deep resentments against the
“haves” and their system, which can foster terrorism and the desire
to acquire dangerous weaponry to offset the power of the West.

Strengthening the global economic infrastructure

For this reason, the United States and Europe share a common
strategic as well as humanitarian interest in addressing this global
challenge. Both need to move beyond their limited cooperation in
this area and help developing countries tap into the global sys-
tems of intellectual and material interchange.

This means effective, coordinated strategies of development
assistance to help build strong governance, vibrant civil societies
and healthy, educated populations in countries that lack them
today. It also means a new commitment to meet the goals of the
Doha Development trade round, which would provide important
benefits to the world’s poorer countries, while sustaining the
global trading system which is so important to our common pros-
perity.
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More broadly, the globalization of commerce, and in particu-
lar, the growing importance of transnational services has chal-
lenged the capacity of the international system to provide an
adequate predictable regulatory framework to facilitate these
vital flows. This lack of agreed frameworks has had a particularly
pernicious impact on U.S.-European relations.

On issues ranging from competition policy to privacy regula-
tion, to rules for emerging sectors such as biotechnology, incom-
patible and sometimes conflicting approaches have had serious
economic consequences for both partners, and have generated
deep political friction. There need to be institutionalized, endur-
ing collaborative efforts to resolve these differences at a high
level.

Sustaining the global ecosystem

In recent years, few subjects have caused as much contention in
the transatlantic relationship as disputes over environmental pol-
icy. The controversy over the Kyoto Protocol is but one of many
transatlantic environmental disputes, ranging from controversies
over biodiversity, to the environmental consequences of geneti-
cally modified organisms, to the broader question of the role of
the “precautionary principle” and the argued need for a multilat-
eral environmental organization to complement the World Trade
Organization.

Yet despite deep differences between governments, popular
sentiment again seems much closer than assumed by conventional
wisdom.

In the Chicago Council-GMF poll, nearly identical percentages
of Americans (49 percent) and Europeans (46 percent) describe
global warming as “extremely important” or critical. Although a
clear majority of Europeans oppose the use of biotechnology in
agriculture and food production, American anxieties are much
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higher than commonly supposed. Only a small plurality of Amer-
icans support agricultural biotechnology, and a clear majority
support the right of Europe to impose a labeling requirement.

While no amount of consultation will bridge fundamental dif-
ferences over policy, given the objective realities of environmental
risk and the fundamental commonalities in European and Ameri-
can attitudes to environmental issues, more effective mechanisms
are needed to coordinate policy approaches. The first step is to
try to achieve greater scientific consensus on the underlying issues
so that such a consensus can be a powerful tool for policy coordi-
nation.

Combating terrorism and international crime

While NATO can and should play an important role in coordi-
nating the military and some aspects of the diplomatic strategy to
engage the threat posed by some non-state actors, the policy
tools, and thus the range of actors involved suggest that mecha-
nisms for transatlantic cooperation must extend beyond NATO.

The EU’s own progress in deepening cooperation on so-called
“third-pillar issues,” related to justice and home affairs, offers an
important opportunity to strengthen U.S.-EU cooperation as
well. On issues such as arrest warrants and evidentiary legal assis-
tance, the prospect that Europe will adopt a common standard
(Council Framework Decision from June 13, 2002) makes it
more likely that the United States and EU can cooperate. Simi-
larly, U.S.-EU cooperation on money laundering has gradually led
to widely accepted global standards to deal with terrorist and
criminal finance.

There remain many barriers. In the case of terrorism, the
availability of the death penalty in the United States, and Euro-
pean unease at some of the investigatory tools used by the United
States in the wake of the September 11 attacks have threatened to
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derail cooperation on highly visible cases. Information sharing is
hobbled by European claims of lack of reciprocity, and U.S. fears
that valuable investigatory information will not be adequately
protected.

The new spirit of cooperation needs to be supplemented by
NATO-like procedures for sharing and protecting classified infor-
mation, and the EU-wide harmonization efforts must be extended
to transatlantic U.S.-EU agreements on mutual legal assistance to
supplement bilateral agreements with individual countries.

Strengthening the mechanisms of cooperation

All the challenges discussed in this essay affect the world more
broadly, and thus cannot be settled by the United States and Europe
alone. But without our leadership, nothing can go forward. To
translate the potential of the transatlantic relationship into a
more positive reality, the EU itself must take further steps to insti-
tutionalize its own capacity to act in these areas and the U.S. and
Europe will need to establish more formal, effective mechanisms
for consultation and even decision-making.

From climate change to infectious disease, our shared stake,
and the inability of either partner to solve these problems alone,
point clearly to the value of working together. Harmonizing our
approaches to these issues will be difficult, but failure to do so
will be costly.

Conclusion: It's not too late

Has the bitter conflict over Iraq caused such deep acrimony so as
to overwhelm the strong case for cooperation? If European lead-
ers conclude that Europe must become a counter-weight to the
United States, rather than a partner, it will certainly be difficult to
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engage in the kind of open search for common ground that an
elective partnership requires. Also, there is a risk that post-Iraq
public opinion in both Europe and the United States will make it
difficult even for leaders who want to forge a new relationship to
make the necessary accommodations.

But whether Iraq is a turning point is not foreordained. Most
European leaders opposed the efforts of President Jacques Chirac
to define the conflict as one centering on U.S. unilateralism,
rather than Saddam Hussein’s defiance of the international com-
munity. If the Bush administration now actively works to heal the
breach (for example, by involving NATO in the post-war stabili-
zation effort and cooperating with the EU on reconstruction),
rather than focusing on punishing and isolating those who
opposed the United States, a new opportunity can be created.

On the European side, especially in France and Germany,
there is an equal need to recognize Europe’s interest in a success-
ful outcome in Iraq, rather than standing aloof because they
opposed the war in the first place.

As for the respective publics, there is also reason for cautious
optimism, particularly if, rather than catering to the raw public
sentiment of the moment, U.S. and European officials show lead-
ership.

Just before differences over Iraq captured the public mood,
citizens on both sides of the Atlantic believed that we still matter
to each other. In the Chicago Council-GMF poll, 58 percent of
Americans said that Europe was more important to the U.S. than
Asia, up from 42 percent in 1998. Europeans in turn showed con-
tinued warm feelings toward the U.S. with 64 percent supporting
a strong U.S. leadership role.

The Iraq war clearly has had a sharply chilling effect on the
regard for one another. According to a Pew Center survey taken
on the eve of the war, favorable attitudes toward the United
States in Britain dropped from 75 percent in mid-2002 to 48 per-
cent, in France from 63 percent to 31 percent, in Germany from
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61 percent to 28 percent and in Italy from 70 percent to 34 per-
cent (Pew Center 2003).

Whether the previous sense of solidarity can be restored in the
future will depend on the policies that governments on both sides
adopt in the crucial months to come. A vibrant transatlantic part-
nership remains a real possibility, but only if both sides make the
necessary political commitment. It is elective, not inevitable; but
we will all be the better off if we seize the opportunity.
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After Transatlanticism, What?'

Ivo H. Daalder

Relations among the transatlantic allies are in serious trouble, very
serious trouble. It has been a long time since a U.S. Secretary of
State spoke of the Alliance “breaking up,” as Colin Powell did in
early February amidst the flap over France’s, Germany’s, and Bel-
gium’s refusal to allow NATO to take preventive steps to defend
Turkey in case of a war against Iraq (Preston and Weisman 2003).

As close and long an observer of U.S.-European relations as
Henry Kissinger has even concluded that differences over Iraq
have “produced the gravest crisis in the Atlantic Alliance since its
creation five decades ago.” (Kissinger 2003: 21)

Is today’s crisis in transatlantic relations different from the
many that occurred in the past? Some, like Robert Kagan, argue
that the changing structure of U.S.-European relations—and espe-
cially the great and growing imbalance of power—make this cri-
sis different (Kagan 2003: pp. 3-4).

Others have a more optimistic view. For all their differences,
notes Philip Gordon, “basic American and European values and
interests have not diverged—and the European democracies are
certainly closer allies of the United States than the inhabitants of
any other region are.” (Gordon 2003: p. 74) The differences that

1 This paper is based on an essay that appeared in the Summer 2003 issue of
Survival, vol. 45, no. 2, pp. 147-166, “The End of Atlanticism.” The paper
was prepared with the generous support of the Bertelsmann Foundation.
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do exist, Gordon argues, are the result largely of a sharp policy
shift in Washington under President George W. Bush.

Rather than conflicting, both contentions are in fact on the
mark. There has been a profound change in the structure of U.S.-
European relations, though the differentiation of power is only
one, and not the most important, factor accounting for this
change. One crucial consequence of this transformation is the end
of transatlanticism—American and European foreign policy no
longer center around the transatlantic alliance to the same domi-
nant extent as in the past. Other concerns—both global and
local—and different means for addressing them have now come
to the fore.

As a result, it is no longer simply a question of adapting trans-
atlantic institutions to new realities—to give NATO a new mis-
sion or purpose. The changing structure of relations between the
United States and Europe means that a new basis for the relation-
ship must be found, lest the continued drift ends in separation
and, ultimately, divorce.

American policy toward Europe and the Atlantic Alliance rep-
resents the tipping point determining the future of a drifting rela-
tionship between the United States and Europe. Wise policy can
help forge a new, more enduring strategic partnership, through
which the two sides of the Atlantic cooperate in meeting the
many major challenges and opportunities of our evolving world
together.

But a policy that takes Europe for granted—that routinely
ignores or even belittles European concerns—may drive Europe
away. For under circumstances like these, Europeans may come
to resent being dragged into problems that are not of their own
creation. There may come a point, perhaps sooner than many
think, when Europe refuses to continue sharing the risks of inter-
national engagement without having an equal share in decisions
that create those risks.
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The end of transatlanticism

For over half a century, American and European foreign policy
has centered around the transatlantic axis. For America, Europe
and the allies stood center stage—Europe was both the locus and
the focus in America’s confrontation with the Soviet Union. For
Europe, America was its guardian and protector.

In the 1990s, the structurally determined need to mediate U.S.
and European foreign policy through the transatlantic prism
effectively came to an end. America’s and Europe’s immediate
concerns have increasingly diverged—one focusing globally, the
other locally. And the differences between them have been further
accentuated by diverging perspectives of what drives the new age
of global politics that replaced the familiar transatlantic world of
the cold war.

Shifting priorities

For most of the past century, the fundamental purpose of Ameri-
can foreign policy was to ensure that no single power would dom-
inate the Eurasian landmass. Three times during the last century,
the United States sent massive numbers of military forces overseas
to defeat those who sought dominion over this geostrategically
crucial area—in World War I, World War II and during the Cold
War.

Once the Soviet empire was no more, the last serious challenge
for territorial dominion over the Eurasian landmass had been
removed. The primary purpose of American foreign policy had
thus been achieved.

It took some years to realize how much Europe’s strategic rele-
vance to the United States had been reduced. The 1990s (a period
we now best remember as the post-cold war era) were given over
to consolidating the victory of the Long War. Together with its
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European partners, Washington set out to create a peaceful, undi-
vided, and democratic Europe (Daalder 2001: pp. 70-96; Daal-
der and Goldgeier 2001: pp. 71-91). NATO evolved from a col-
lective defense organization into Europe’s main security institu-
tion.

A new relationship with Russia emerged after ten, intensive
years of effort. In 2001, Russia under President Vladimir Putin
made a decisive turn toward the West, engaging the United States
as a partner in the war on terrorism, and negotiating a fundamen-
tally cooperative relationship with NATO a year later.

Finally, while pockets of instability remain in the Balkans, the
Caucasus, and beyond, Europe’s main institutions have proven
more than capable of handling these problems. As a result of
these efforts, Europe is today more peaceful, more democratic,
and more united than at any time in history.

The terrorist attacks of September 11, 2001, reinforced Amer-
ica’s strategic shift away from Europe. Washington is now focused
on trying to defeat the terrible nexus of terrorists, tyrants, and
technologies of mass destruction.

Seen from Washington, Europe can be a partner—even a cru-
cial one—in U.S. efforts to defeat this new threat, but only to the
extent that it supports the fundamental course that Washington
has embarked upon. As a strategic concern, Europe has moved
from being the object of American policy to playing a supporting
role.

Europe’s shift in strategic priorities has been much less dra-
matic, at least for now. The principal focus of European foreign
policy today is what it has been for more than fifty years—to
eliminate the possibility of a return to internecine conflict through
an ever greater commitment to sharing sovereignty within a Euro-
pean Union.

The EU is the focal point for European policy and activity
over a vast range of areas. For the immediate future, the EU has
embarked on a fantastically ambitious phase, encompassing both
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deeper cooperation among existing members and enlargement of
the overall union to incorporate many of the neighboring coun-
tries in the east. A constitutional convention will decide the
parameters of Europe’s union in future years, including the for-
eign and security policy field.

The enlargement project will be challenging. More than 100
million people will be added to the European Union, increasing
the EU’s overall population by nearly a quarter. The costs and
consequences of enlargement are likely to be enormous. For at
least the remainder of this decade, Europe is likely to remain
focused on completing this demanding project.

So while America’s focus has shifted away from Europe,
Europe has shifted ever more closely toward the old continent.

American power and globalization

The shifting foreign policy priorities and potential differences
that arise from them are accentuated by the diverging ways in
which Americans and Europeans perceive the current interna-
tional environment.

We live in an age of global politics that is characterized by
two unprecedented phenomena. One is the sheer predominance
of the United States. The other is globalization, which has un-
leashed economic, political, and social forces that are beyond the
control of any one country, including the United States.

Americans and Europeans differ about which of these two
aspects of our new age is the most important. Americans, and
especially the Bush administration and its supporters, believe that
U.S. primacy is the defining feature of the world we live in.

Europeans, in contrast, tend to see globalization—including
the constraints it places on any one nation’s power—as the char-
acteristic feature of the current era. The sheer speed and volume
of cross border contacts and the fact that globalization is occur-
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ring across multiple dimensions simultaneously mean that neither
its positive nor its negative consequences can be managed by indi-
vidual countries on their own. As a consequence, no one coun-
try—not even the most powerful —can secure its goals without
the aid of others.

The differing perspectives of what defines the age of global
politics are reflected in very different foreign policy preferences
(see Daalder and Lindsay 2003). The Bush administration and its
supporters favor what has been called a “hegemonist” foreign
policy, which is based on the belief that the preponderance of
power enables the United States to achieve its goals without rely-
ing on others. The terrorist attacks on September 11, 2001, only
underscored the vital importance of maintaining the freedom to
act as Washington sees fit.

The premium that hegemonists place on freedom of action
leads them to view international institutions, regimes, and treaties
with considerable skepticism—and as constraints on the United
States. The purpose of allied consultations is to convince others
of the rightness of the U.S. cause. Finally, hegemonists believe
that the fundamental purpose of American foreign policy is to
maintain and extend American power for the indefinite future.

In contrast, Europeans favor what has been termed a “global-
ist” foreign policy, one that relies on international cooperation as
a means to deal with the multiple challenges and opportunities
globalization creates. None of these can be harnessed or blocked
by individual states alone.

In addition, while the United States is by far the most powerful
state in the world today, one important consequence of globalization
is the diffusion of power away from states. NGOs, ranging from
businesses to transnational citizens groups, from crime cartels to
terrorist groups, are often more nimble than states and frequently
succeed in frustrating their policies. The changing policy agenda
and rise of these non-state actors mean that even the most power-
ful state is losing its ability to control what goes on in the world.
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Consequences for transatlantic relations

The main consequence of these changes in U.S. and European
policy priorities is to make the transatlantic relationship less piv-
otal to the foreign policy of both actors. For America, Europe is a
useful source of support for American actions—a place to seek
complementary capabilities to build ad hoc coalitions of the will-
ing and somewhat able. But to Washington, Europe is less central
to its main interests and preoccupations than it was during the
decades of the cold war.

For European countries, America’s protective role has become
superfluous with the disappearance of the Soviet threat, and its
pacifying presence is no longer warranted given the advance of
European integration. The task of integrating all of Europe into
the zone of peace now falls squarely on Europe’s shoulders, with
the United States playing at most a supporting role.

These shifts are becoming apparent in all sorts of ways—from
the mundane to the profound. Diplomatic contact across the
Atlantic is dropping precipitously in terms of quantity and qual-
ity, while within Europe it continues to rise. The unwillingness of
the United States to engage in a kind of personal give-and-take
diplomacy underscores the declining importance of Europe to
Washington policymakers, and raises questions in Europe about
whether it is more interested in stating firm American convictions
than forging common positions.

Just as personal contact is apparently becoming less important
across the Atlantic, so NATO, the embodiment of transatlanti-
cism, is beginning to lose its central role. But as priorities and
interests have shifted on both sides of the Atlantic, NATO’s con-
fidence-building role is being increasingly marginalized. This
became especially apparent after September 11.

Within 24 hours of the horrendous attack on the World Trade
Center and Pentagon, the 19 NATO members did something they
had never done before—they invoked Article V of the North
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Atlantic Treaty declaring the attack on the United States an attack
against all. But aside from the symbolically important deploy-
ment of NATO AWACS surveillance planes to the United States
to assist in providing air cover over the country, the Alliance was
assigned no role in devising or carrying out a military response to
the terrorist attacks.

Iraq, initially, was no different. When Secretary of Defense
Donald Rumsfeld traveled to an informal NATO ministerial
meeting in Warsaw in September 2002 and was asked what role
NATO might have in a possible war against Iraq, he answered:
“It hasn’t crossed my mind; we’ve not proposed it.” (Graham and
Kaiser 2002: p. A14)

Two months later, President Bush, while declaring in a speech
at NATO’s Prague summit that “never has our need for collective
defense been more urgent,” emphasized that if the peaceful disar-
mament of Iraq proved impossible “the United States will lead a
coalition of the willing to disarm Iraq.” (Bush 2002: p. A19)

It is clear that the central role NATO once played in U.S. for-
eign and defense policy has dissipated in recent years. Part of the
reason, for sure, is the growing capabilities gap separating U.S. and
European military forces, as President Bush emphasized in Prague.

Yet, the capabilities gap provides only part of the explanation.
Washington is also extremely wary of having its power tied down
by coalition or alliance considerations. Now that it has the power
to go it largely alone in the military field, few in the current admin-
istration believe there is much to gain from constraining the use of
that power by subordinating the planning and execution of a mili-
tary campaign to the dictates of alliance considerations.

As Donald Rumsfeld explains: “I said last year [2001] that the
mission defines the coalition, and I think that was not only a cor-
rect statement, but it has been an enormously helpful concept in
this war on terror.” (Kitfield 2002: pp. 2978-79)

From this perspective, the United States, not coincidentally,
can do what it wants without regard to the views of others—be
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they Alliance partners or not. And what of NATO’s role? Rather
than providing a common front, the Alliance’s military utility lies
increasingly in providing the Pentagon a “useful joint-training-
and exercise organization from which the United States can
cherry-pick ‘coalitions of the willing’ to participate in US-led
operations.” (Kitfield 2002: p. 2978)

As U.S. interest in the Atlantic Alliance wanes, Europeans are
left with one of two alternatives. One is to try to refashion the
fraying bonds by emphasizing the importance of transatlantic
unity and the continued centrality of NATO in US-European rela-
tions. Oftentimes, this translates into expressing support for U.S.
policy, even in otherwise objectionable cases, in order to demon-
strate continued fealty to the transatlantic ties.

Moreover, being good allies is, as Tony Blair has emphasized,
also the only way in which a weaker ally can effectively influence
a powerful country like the United States® (Blair 2003: p. 1765).

Another way to fill the void America’s lessened interests has
created is to try to forge a stronger and closer European Union.
“If we do not speak with a single voice, our voice won’t exist and
nobody will hear us,” warned Romano Prodi, president of the
European Commission (Prodi, quoted in Daly 2003: p. A12).

This impulse often fuels opposition to U.S. policy in an effort
to rally a common European position on a particular issue. These
efforts are most often successful when the goal is creating new
rules, norms, or multilateral institutions to deal with global chal-
lenges—as European efforts with regard to global warming, anti-
personnel landmines, and creating an international criminal tri-
bunal have underscored. But on major security issues—as in the
case of Irag—both tendencies will be reinforced simultaneously.

2 In a speech setting out Britain’s foreign policy principles, Blair listed as the
first principle: “remain the closest ally of the US, and as allies influence them
to continue broadening their agenda.”



116 Ivo H. Daalder

What future for transatlantic relations?

Where does this leave the transatlantic relationship? In a major
speech on the impact of Iraq on U.S.-European relations, Secre-
tary Powell noted that the transatlantic “marriage is intact, remains
strong, will weather any differences that come along.” (Powell
2003) What, then, will be the future of the transatlantic marriage?

Divorce is the most radical option but it would fly in the face of
major forces keeping the partners together. For all that has changed
in transatlantic relations over the past decade, the core of the rela-
tionship remains largely intact. This core consists of a commitment
to a set of values—peace, democracy, liberty, and free enter-
prise —that is shared by Americans and Europeans alike.

The mutual commitment to uphold and defend these values
provides the fundamental basis of the U.S.-European relation-
ship—it is what created the sense of community for more than
half a century. And no matter what differences exist or may
emerge across the Atlantic (or, indeed, within Europe itself), the
commitment to these values will ensure that their resolution will
be peaceful rather than by force of arms. That, given the conti-
nent’s bloody history, is no mean achievement.

But if divorce is unlikely, a renewal of the partnership is no
easier. The structural shifts detailed above militate against it.
Renewing the partnership on a new, more durable basis will
require difficult, and costly adjustments in both Europe and the
United States (see Daalder 2001, pp. 88-95).

Europe will have to enhance its capacity for joint action—
especially in the military field. Real partnership requires real mili-
tary capabilities. Europeans will also have to demonstrate a will-
ingness to carry more of the burdens, not just in Europe but
increasingly beyond Europe as well. This will require Europeans
to extend their strategic vision beyond the geographic confines of
Europe to include much of the rest of world—also in terms of
overall security and political requirements.
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Finally, a renewed partnership will require the United States
to demonstrate a willingness to accord Europe a greater—if not,
an equal—voice in their relationship. Not only must Washington
be willing at times to defer to Europe’s lead (even if this is in a
direction the United States does not fully support), but it must
also show that it is committed to international cooperative
means—including treaties, regimes, and norms—to enhancing the
security, prosperity, and well-being of all.

All of this represents a tall order, even for those fully commit-
ted to a renewed partnership. It is not at all evident that a suffi-
cient number of people are so committed today.

Without a formal divorce or a renewed partnership, U.S.-Euro-
pean relations are likely to drift—with transatlantic relations and
institutions falling more and more into disuse. But drift is not likely
to be sustainable for long. It will either, willy-nilly, end in divorce, or
produce a crisis so severe that leaders on both sides of the Atlantic
take steps to update and renew the partnership. Which of these out-
comes will come to pass will depend to a significant extent on the
policy and preferences of the dominant player in the relationship.

The tipping point

George W. Bush, and the policies his administration pursues, rep-
resents the tipping point in U.S.-European relations. Nothing pre-
ordains the end of this relationship, but Bush’s policies—and even
more so his personal style—aggravate the deep fissures that have
emerged in transatlantic relations as a result of the structural
shifts discussed earlier.

President Bush has appeared more interested in demonstrating
the righteousness of his positions than finding ways to accommo-
date other perspectives into U.S. policies. Far from softening this
approach, the terrorist attacks against the World Trade Center
and Pentagon only reinforced these tendencies.
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For all the shared sense of shock engendered by the television
images beamed across the globe, Europeans and Americans
reacted very differently to the September 11 attacks. Whereas lit-
tle changed in Europe’s policy, perspectives, and priorities, the
impact of the attacks on the United States was truly profound.
For the American people, the terrorists shattered their sense of
physical invulnerability. For the administration, the attacks came
to define its policy, foreign and domestic, in every conceivable
dimension. And for President Bush, the devastating events pro-
vided the fundamental purpose of his presidency.

Because America and Europe experienced September 11 dif-
ferently, policy convergence between them for dealing with the
threat represented by these attacks has been tactical rather than
strategic. There is significant cooperation on counter-terrorism
between U.S. and European law enforcement agencies, intelli-
gence communities, and financial regulators. And there is a joint
commitment to weed out terrorist cells before they strike again.

But there is no agreement on the broader strategic context of
these efforts. For much of Europe, this fight against terrorism at
home must be complemented by a major new effort to tackle the
root causes of terrorism—the seething conflicts, poverty and
despair, and the constraints on liberty that supplies the terrorist
army with its dedicated soldiers.

As Tony Blair put it just weeks after the attacks, “So I believe
this a fight for freedom. And I want to make it a fight for justice
too. Justice not only to punish the guilty. But justice to bring
those same values of democracy and freedom around the world
... The starving, the wretched, the dispossessed, the ignorant,
those living in want and squalor from the deserts of Northern
Africa, to the slums of Gaza, to the mountain ranges of Afghani-
stan: They too are our cause.” (Blair 2001)

Diplomacy, peacekeeping and nation-building efforts, eco-
nomic aid, and democracy promoting assistance must play a crit-
ical role in the anti-terrorist campaign.
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For the Bush administration, the strategic context of what it
calls the global war on terrorism is the nexus between terrorism,
rogue states, and weapons of mass destruction (The White House
2002). Regime change—by force if necessary—represents the
strategic thrust of this global war. Once rogue states have been
liberated, terrorists will have no place to hide and weapons of
mass destruction can be eliminated.

What makes these differences in perspective and approach
starker still is President Bush’s personal style—the certainty with
which he holds his views, the manner in which he defends them,
and above all the religious overtones of his rhetoric. September
11, in many ways, was an epiphany for George Bush—it defined
the true purpose of his presidency.

More than a year later, a senior administration official con-
firmed that Bush “really believes he was placed here to do this as
part of a divine plan.” (Hirsh 2002/03: p.10) The “this” is what
Bush refers to as the fight between good and evil—a fight in which
America, representing the good, will triumph over the “evildoers.”

Because there is only a single correct policy—because, as Bush
put it shortly after September 11, “either you are with us, or you
are with the terrorists”(Bush 2001)—the value of other states,
including those allied with the United States, is judged by their
fealty to and support for American policy.

While some European countries have been flattered by their
elevation in Bush’s rank ordering—and many, especially the
newer allies, have sought to ingratiate themselves to Washington
by astutely playing to the American president’s predilections®
(Aznar 2003)—most Europeans have experienced the Bush ad-
ministration’s certitude on policy matters with great unease.

3 Thus, in early February no less than 18 European countries either signed a
newspaper opinion article or open letter expressing their support for the
United States over the issue of Iraq.
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But it is the White House’s religiosity that is most striking—and
disturbing—to many Europeans. The difference in perspective
reflects in part a societal one. Although American and European
societies share similar perspectives on the importance of democ-
racy, human rights, liberty, transparency, and other socio-political
values, they diverge notably on religious and traditional values.

The United States is a far more religious country than Europe,
and traditional values find far greater adherence there than in
European countries—be they east or west, old or new Europe
(The Economist 2003: pp. 18-20). There is, of course, nothing
new about policy differences between the United States and
Europe. These have existed for as long as the Alliance has. The
expression of these differences in perspective and approach are
also by now familiar. It encompasses the oft-discussed unilateral-
ist-multilateralist divide and emphasizes the U.S. focus on hard
power and Europe’s on soft power.

Americans and Europeans possess different capabilities, see
different threats and challenges, and prefer different means to
dealing with them. That has long been the case.

What has changed, though, is that there is little tolerance in
Washington for those who might see the world in ways different
from how the White House does. Today, terrorism, rogues, and
weapons of mass destruction is Washington’s all-consuming inter-
est. But other issues remain important—and to some countries at
some moments perhaps more important than the war on terror-
ism.

A European farewell?

The single-mindedness of Bush’s foreign policy may be both its
greatest strength and its greatest weakness. There is little doubt-
ing where America stands these days, no confusion about its goal
or purpose.
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More problematical, especially for America’s closest allies, is
the narrowness of Washington’s foreign policy agenda and the
inflexibility that characterizes its foreign policy approach. Any-
one with a different policy perspective or prescription is either
ignored or dismissed as clearly wrongheaded. Finally, there is lit-
tle apparent concern about how America’s actions may impact
the interests of others—that is a matter for them to worry about.

So far, the immediate consequences of American single-mind-
edness have been manageable. Differences between the United
States and its major European allies have continued to grow, but
have not yet reached a breaking point. Not yet. At both the public
and elite level, there is a growing anxiety among many Europeans
that their inability to affect American foreign policy behavior ren-
ders the costs of alignment with the United States increasingly
great—perhaps greater even than the benefits.

Iraq may become the turning point for many Europeans, par-
ticularly if the consequences of war are as grave as many in
Europe now fear. The use of weapons of mass destruction, the
further destabilization of a critical region, and additional terrorist
attacks are possible consequences that many in Europe would
blame less on the perpetrators than on a Bush administration
bent on provoking them.

Should this perception come to dominate European politics,
there is a possibility—perhaps even a likelihood—that major
European countries will conclude that an overt distancing from
U.S. policy is not only desirable, but necessary.

There is nothing inevitable about this possibility. There is an
equally great likelihood that the deterioration of US-European
relations will lead to a realization on both sides of the Atlantic that
a major readjustment is necessary in order to renew and update the
partnership in ways appropriate to the era we now live in.

Europe would invest in the resources necessary to complement
its soft power resources with real, hard power capabilities. The
United States would once again come to realize that allies and
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alliances are institutions to harbor and strengthen rather than
abandon or take for granted. A partnership of relative equals
could emerge from this readjustment to deal with common chal-
lenges ranging from terrorism and weapons of mass destruction
to energy security, climate change, and infectious diseases— pro-
vided both sides decided this is what they wanted (Steinberg
2003).

What is no longer possible is for the relationship to continue
to drift. There is too much resentment, and too many are becom-
ing alienated from the relationship, for the drifting apart to con-
tinue indefinitely.

Relations between Europe and the United States have reached
a turning point. Either it comes to an end or it will be renewed.
Which one of these possibilities will come true will depend on the
parties—and especially on the United States, which as the senior
partner has the greatest ability either to get the relationship back
on track or to push it off the road completely.
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America on the Edge of an
Uncertain Future’

John J. Hamre

At the time of this writing, America is facing two crises that may
require military force—a war against Iraq and conflict with
North Korea. Our European allies believe they face a third cri-
sis—America itself. The first two years of President Bush’s presi-
dency has created deep unease among America’s European allies.
European commentators pointedly ask whether America still is
committed to the institutions of international collaboration it cre-
ated in the months following World War II, or has America
become an insensitive unilateralist, interested only in maximizing
its already excessive dominance over the world?

Commentators advocating a new era of American imperial-
ism, previously on the fringe of America’s intellectual life, now
seem to be frequent visitors to the West Wing of the White
House. Where is America going and what does it mean for its
European partners?

1 The original paper was prepared for presentation in January 2003. Because of
the intervening developments, the Bertelsmann Foundation has edited the
original paper for inclusion in this publication.
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Epochs of American security policy

To date there have been five great epochs of American security
policy. The first epoch predated the formal founding of the coun-
try and continued until approximately 1820.

This epoch was the period of fundamental national develop-
ment. In geostrategic terms, America was a distant sparing
ground on the fringes of European politics. America won inde-
pendence in large measure because France decided to bloody Brit-
ain’s nose in the rebellious colonies. This security epoch contin-
ued through the War of 1812 (the American name), which was
itself an ancillary theater for the continuing geopolitical struggles
of Europe.

The epoch ended when America gained sufficient strength so
that the Europeans decided it was not worth sapping imperial
resources on a fight that would at best produce a neutral out-
come.

America now entered the second great period of its security
history, the period of relative isolation that stretched from 1820
to 1898. American energies were directed inward, to the vast
heartland of America that needed to be secured and developed. It
was not, however, a time of isolation. International commerce
flourished. The tragic civil war created the first industrial Army, a
phenomenon watched closely by European military leaders.

America was insulated by the Royal Navy from the power
politics that shaped international relations in that day, and it
suited our interests to be insulated. America became an industrial
giant, with an economy far stronger than its military might. In
short, this was an era of insulation, but not isolation.

A distinctive culture of optimism and exceptionalism was
already emerging in American political circles, and it led force-
fully to the third epoch, America’s imperial era. During the Span-
ish-American war in 1898, America defeated a hapless Spain and
inherited her colonies in the process.
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We were rather naive latecomers to the empire game, pale in
comparison to the vast British and French empires. Nonetheless,
America gained an international reach and a global perspective.
This outlook carried us into World War I, and even to the point
of sending expeditionary combat forces into Russia. The tragedies
of World War I and the failures of idealistic but immature Ameri-
can diplomacy ended this era.

The fourth epoch stretched from the early 1920s to 1941. It
was formally a period of American isolationism. America politi-
cally sat back while the two great forces that dominated the cen-
tury—national socialism and international communism—took
root.

While this era was a time of isolationism, it was also a time for
military preparation. In 1934, the U.S. Navy built the largest dry-
dock in the world, designed to build a new class of battleships. The
Army was given the assignment to manage the Civilian Conserva-
tion Corps. While the CCC is known for building roads through
America’s national parks, it was a prototypical base for recruiting
and managing the Army that was quickly raised in 1942.

So, while American diplomacy stood outside the major politi-
cal movements that shaped the tragedies of Europe, America pre-
pared militarily for the worst. As a reverse to the second epoch,
this was an era of isolation, but not insulation.

The punctuation mark that demarks the fifth epoch occurred
with the Japanese attack at Pearl Harbor. America raised a large
standing army and sent it abroad on a global campaign. This pro-
duced a vast base of industrial strength and the physical attributes
of military might, as well as the perceptions of international inter-
ests that carried through the Cold War.

The demobilization period from 1946 to 1949 marks rela-
tively minor sub-phase in this larger epoch. This era finds Amer-
ica willing to actively lead an international cohort of like-minded
nations, and to maintain a larger military establishment and posi-
tion it in distant lands on a hair-trigger readiness posture.
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During and immediately following the war, American leaders
had to design a strategy to deal with two central challenges —con-
taining a surging international communism on the one hand and
manage the implosion of the European empires that collapsed
during World War II.

Beyond the obvious challenge of rebuilding society in Europe
and in Japan-occupied Asia, western leaders had to find a formula
for integrating those emerging post-colonial states into the interna-
tional system of states on terms amendable to western political val-
ues and not let them fall to Soviet-dominated radical forces. Amer-
ica helped to transform the wartime alliance into the United
Nations, and constituted it as the primary framework for this dual
strategy. The United Nations enshrined basic principles that were
largely amendable to western liberal international traditions.

While the United Nations was the centerpiece of the initial
security planning by the American government, it was soon aug-
mented by NATO, other regional alliance organizations, as well as
a large number of international institutions. America entered into
legally binding obligations established through treaties, and in the
process became the leader of an era of liberal internationalism.

There were two dominant attributes to this period —the defin-
ing quality of an existential threat posed by the Soviet Union, and
the central priority America gave to creating international institu-
tions and standing alliances to bolster its side in the contest
against the Soviet Union.

While punctuation marks in history are necessarily imprecise
and subject to dispute, this era ended in 1989 with the breach of
the Berlin Wall. The first attribute of this fifth epoch— the Soviet
Union and its communist empire—collapsed and disappeared.
The second attribute—the international institutions and alliances
that informed western security strategy in the cold war—remain.

With the disappearance of the great threat posed by the Soviet
Union and the Warsaw Pact, America and its allies started to see
each other in different light. The irritation with the United Nations
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in the U.S. Congress grew annually. American politicians increas-
ingly saw the United Nations and other international institutions
as venues for anti-American carping and feckless posturing.

The mutual alienation between the international community
at the United Nations and America grew sharply during the Clin-
ton administration. The administration battled the Congress
early in Clinton’s term over the President’s willingness to commit
American forces to marginal (in the eyes of his critics) military
operations. Congress and the President battled each other over
legislative provisions precluding American forces from wearing
“blue helmets,” a reference to U.N. military operations.

Nothing more dramatically symbolized the intellectual and
political struggles of this transition period than the Kyoto global
warming treaty. Republicans (and a significant number of Demo-
crats) were livid that President Clinton signed a treaty that he
knew he could not get ratified by the United States Senate.

Indeed, it was widely felt that the Clinton administration had
no intention of submitting the treaty for ratification, but intended
instead to implement the provisions of the treaty as best he could
through Executive Order. Critics charged that the Clinton admin-
istration did this very thing with the ABM demarcation treaty,
sign it but keep it from being submitted to the Congress where it
would likely have been defeated.

President Bush, September 11 and
a new national security strategy

The Bush administration came to office fired with a conviction
that the Clinton administration had unnecessarily jeopardized
America’s national interests by participating in poorly conceived
international commitments that needlessly tied America’s hands
and made us subordinate to a culture of global internationalism
that was now out of control.
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This more than anything informed the early decisions of the
Bush administration to reject the Kyoto treaty, to reject the Inter-
national Criminal Court, to abandon the ABM treaty and the
protocol to the Biological Weapons Convention. The Bush
administration seemed intent, not only on ridding America of
dangerous Clintonism, but of signaling to the larger international
community that America was no longer the passive recipient of
feckless criticism by an international community that was desper-
ately short on military capabilities, but abundant with unneces-
sary advise and counsel.

Tensions between America and the outside world grew
monthly in the first year of the Bush administration. The interna-
tional community, and especially our European allies, decried
America’s unilaterlism. The fact that European allies and congres-
sional Democrats used virtually the same arguments and vocabu-
lary, reinforced in the Bush administration their view that they
were right to press ahead and reclaim America’s leadership role
without apologizing for being the world’s only superpower.

The terrorist attack on September 11 fundamentally reshaped
the landscape in many dimensions. For purposes of this argu-
ment, the terrorist attack on September 11 produced two major
changes. First, the terrorist attack reversed two decades of disdain
for the federal government and restored an American commit-
ment to activist government.

During the second half of the 1980s and through the 1990s,
national political figures celebrated smaller government. Indeed,
President Clinton boasted during one “state of the union” address
that “the era of big government is over.” Democrats embraced an
agenda to “reinvent government,” which in essence was an effort
to streamline bureaucratic process by adopting new computer
technology and more modern business practices.

September 11 changed all that. President Bush promised a
government that would defeat terrorists and protect the home-
land. America looked to the government for security, and govern-
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ment leaders promised new levels of activism. Congress and the
White House set aside a decade long shared agenda to eliminate
government deficit spending and rapidly passed major supple-
mental appropriations with out any concern for the budget im-
pact.

Congressional committees criticized the administration for
not asking for more funding for intelligence activities. Defense
and domestic security spending rose sharply. The annual increase
in the defense budget alone was greater than the total defense
spending of Germany, for example. Even though the deficits were
skyrocketing above previous levels, the government was united
on spending for security.

Second, the terrorist incident created the political conditions
for a more muscular national security strategy. The thinking
behind this strategy predated the terrorist attack, and I believe
would have been advanced by the administration in any event.
But the political climate created by the wide-spread support for
President Bush in the aftermath of the September 11 terrorist inci-
dent essentially cleared away any serious domestic criticism for
this new strategy.

In January 2002, President Bush stunned the world by singling
out Iraq, Iran and North Korea as an “axis of evil.” In May Presi-
dent Bush first outlined the policy of “pre-emption.” administra-
tion spokesmen even went so far as to label it a “Bush Doctrine.”
President Bush stated that America has the right and obligation
to use military force to prevent the emergence of threats rather
than wait for them to develop.

Unlike earlier statements of pre-emptive self defense which are
triggered by tactically threatening developments (e.g., Russia
shipping missiles and, as it turned out, nuclear warheads to Cuba),
this policy of pre-emption would legitimize military action against
nations that pose a likely eventual threat, even though they have
not yet taken the steps that meet the traditional test of being a
threat to stability and security.
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These concepts were enshrined in a new national security
strategy that was published in September 2002. The President’s
cover letter to the strategy summarizes the key thrust of the
administration’s thinking:

“The gravest danger our Nation faces lies at the crossroads of
radicalism and technology. ... And as a matter of common sense
and self-defense, America will act against such emerging threats
before they are fully formed. We cannot defend America and our
friends by hoping for the best.

So we must be prepared to defeat our enemies’ plans, using
the best intelligence and proceeding with deliberation. History
will judge harshly those who saw this coming danger but failed to
act. In the new world we have entered, the only path to peace and
security is the path of action.”

The national security strategy argues that the proliferation of
weapons of mass destruction and their technology, and the rise of
suicide terrorism creates an unprecedented threat to America and
to all western nations. The administration takes another impor-
tant step by stating “we make no distinction between terrorists
and those who knowingly harbor or provide aid to them.”

The strategy points out that terrorists operate either where
there is no effective government or with the complicity of govern-
ments, and therefore the inexorable application of this strategy is
to confront either “failing states” or “rogue nations” that tolerate
or encourage terrorism.

Pursuing the “path of action”

During the spring and summer of 2002, the administration increas-
ingly used the concepts embedded in the national security strategy
to guide is campaign against Iraq. The President demanded and
got from Congress a virtual blank check authorization to go to
war against Iraq at any time that he judged necessary.
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The relentless drive toward unilateral American military
action against Iraq took a surprising turn in August of last year.
President Bush returned to Washington after the August recess
with a surprisingly conciliatory tone. He would collaborate with
Congress and he would go to the United Nations to re-launch
intrusive inspections, and to seek a mandate to justify military
action against Iraq if Iraq failed to comply with U.N. Security
Council resolutions.

The President’s decision to turn to the United Nations was
hotly debated within his own administration. One faction argued
that Iraq was patently in violation of earlier resolutions and
America had all the authority it needed to wage war. They also
argued that a process of inspections permitted Saddam Hussein
new opportunities to confound the international community and
tie America’s hands through dithering and diplomacy.

Besides, they argued, the international community was not
going to support the United States anyway and could only be
counted on to criticize. So might just as well proceed. The other
faction saw that a unilateral action by the United States against
Iraq also left the United States with the singular task of rebuilding
Iraq after the war.

The rapid defeat of the Taliban in Afghanistan has dragged
the administration unwillingly into the dreaded “nation building”
they so disparaged during the presidential election. But like it or
not, overthrowing Saddam unilaterally gave America the sole
burden of rebuilding Iraq. This need for multilateral support for
post-conflict operations, and the clear demand of potential allies
to have a legitimizing U.N. resolution led the President to go to
the United Nations for a mandate to act against Iraq.

The President’s surprising change in directions in August, and
his decision to go to the United Nations for authorization to act
against Iraq, had effectively left unresolved a crucial question cen-
tral to this new national security strategy. The Bush administra-
tion believes that the central security challenge of this era—failing
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states and rogue nations providing support to suicide terrorists—
cannot be addressed in the traditional way. It requires pre-emptive
actions to change the conditions inside sovereign states that
threaten the security of the United States and arguably all nations.

The U.N. charter enshrines the Westphalian concept that sov-
ereigns have the right to organize the internal affairs of their
nation-state any way they want. The international community
has a right to interfere with those internal affairs only when the
sovereign undertakes steps that create tangible and immediate
threats to other member nations.

While the United Nations has a large number of programs
that deal with the severe societal problems in nation states, it pur-
sues those programs only in a manner that is acceptable to the
sovereign government of those states.

The unarticulated central premise of the President’s national
security strategy is that this deference to non-interference is no
longer acceptable in an era of weapons of mass destruction. The
President argues that these conditions necessitate a forceful acti-
vism to change the conditions that would threaten the security of
member states before the threat appears in traditional forms that
justify military response.

The first test of this concept took place when the United States
removed the Taliban government in Afghanistan. While there is
no objective evidence that the Taliban directly contributed to the
September 11 attack, it clearly harbored those who did.

While the move against the Taliban government was not pre-
emptive in terms of September 11, it was clearly pre-emptive of
future terrorist incidents. As such, President Bush’s decision to
overthrow the Taliban government marked the first signpost on a
road to a fundamentally new security epoch for America.

The campaign to overthrow Saddam Hussein seemed to be the
first objective application of the new national security strategy.
Ironically, however, the President’s decision to go to the UN effec-
tively confused this central issue.
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When the President went to the U.N. Security Council seeking
a mandate to pressure Iraq and potentially invade it, he shifted
the basis of his public arguments. Through the spring and
summer, the President spoke sweepingly of the need for a “regime
change” in Baghdad. Other voices in the administration spoke of
creating a model democracy in the Arab world, a step that would
spread like a contagion among Arab societies and realign the
region in positive ways for American interests.

Yet when the President went to New York in September, he
based the primary thrust of his argument on the need for the
United Nations to face up to the challenge Iraq posed to U.N.
credibility. He argued that Iraq was flaunting the mandate of the
Security Council and the credibility of the United Nations hung in
the balance.

Since that time, the administration has avoided the term
“regime change” and has almost exclusively based its campaign
against Iraq almost solely on the narrow focus of disarming Iraq
of its weapons of mass destruction. At one point the President
even stated that if the U.N. inspection program accomplishes that
goal, that would constitute a regime change of sorts that would
be acceptable to him.

Men create ideas, but institutions sustain them

Are we on the edge of a new epoch in America’s security policies?
It is said that men create ideas, but institutions sustain them. Pres-
ident Bush inherited the ideas of his grandfather, passed on by the
institutions that were created at the outset of the fifth epoch.
Those institutions have received withering scorn in Washington
during the past two decades.

Indeed, many of the ideas embraced by the young Turks that
came into office to serve under President Bush have rejected the
internationalism of the fifth epoch. For example, pressure to
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abandon the ABM treaty has been mounting for years. The fresh
touch added during the past two years was a ringing denounce-
ment of arms control treaties in general, not just the ABM treaty.
The Bush administration told the Russians that it didn’t much
care whether there was a strategic arms treaty any more or not,
and that arms control treaties were undesirable in principle, since
they enshrined concepts (e.g., mutually assured destruction) that
change with time.

Russia worked frantically to preserve the vestiges of an arms
control agreement, though there is not much American commit-
ment to the document that was signed. We see a similar pattern in
the Kyoto global warming treaty, the International Criminal
Court, the protocol to the Biological Weapons Convention, and
the Comprehensive Test Ban Treaty.

At this stage—December 2002 —it appears that the Bush
administration is ambivalent. On the one hand it seeks to launch
a new era in security with a call for pre-emption in the internal
affairs of failing states and rogue nations. It unceremoniously jet-
tisons treaty instruments that have widespread appeal everywhere
except in the United States. It challenges the United Nations to
defend its reputation or stand aside as the United States pursues
military action against Iraq.

It should be noted that President Bush has not made the case
for unilateral pre-emption that is acceptable to the American pub-
lic. Polling in August indicated that by a two-to-one ratio, Ameri-
cans support President Bush’s campaign against Iraq so long as it
is authorized by the United Nations. The support ratio reverses
when pursued unilaterally.

At the same time, the American public supports the president
generally and finds that he is leading in the right direction. The
President has not prepared the American public for the expense
and the difficulties that will come from post-conflict nation build-
ing in Iraq if the burden is to be borne by America alone.
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Implication for transatlantic relations

America’s partnership with Europe has been the linchpin of Amer-
ica’s overall national security strategy for the past fifty years.
While the partnership was never easy, and was often marked with
tension and difficulties, the overarching threat posed by the
Soviet Union forced a consensus.

With the collapse of the Soviet Union a dozen years back,
America and Europe no longer needed to submerge their policy
differences in order to maintain unity against an external threat.
Relations between America and Europe are today more strained
than at any time in recent memory. We are now at the point
where America and Europe need to decide what lies ahead.

Europe is by culture and custom deeply committed to multi-
lateral institutions and instruments as the bedrock of state rela-
tions. America shared that perception, though with diminished
enthusiasm in the past two decades. The events of September 11,
however, have caused American leaders to realize that those inter-
national institutions as currently structured and operated cannot
protect us against the most serious threats we now face.

If we are to preserve the framework of liberal internationalism
as embodied in these institutions, America is likely to assume a
more confrontational posture in order to force the institutions to
deal with these problems. And America’s allies, if they wish to
keep America tied to these international structures and instru-
ments will have to be constructive in moving those institutions to
address these problems previously considered outside the prerog-
ative of international forums.

We live in an era where the pathologies in distant societies can
transform themselves into violence against innocents in our
homeland. The September 11 terrorists were motivated by a
deadly cocktail of forces—anger, humiliation, a quest for power,
religious zealotry, the hopelessness of Arab society with its lack of
opportunity and employment, the absence of venues for political
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expression. It is a large list. But the central point is that the path-
ologies that produced these terrorists have consequences in Amer-
ica and Europe.

Yet the institutions of liberal internationalism—the United
Nations and the complex of entities around it—have failed to
deal with these pathologies. America can be expected to demand
a more aggressive agenda to deal with these problems. Europe
should rightly demand that America complement its instinct and
preference for military force with a substantially more vigorous
program to address root causes.

It is the interplay of these two instincts—the American instinct
to use force and the European instinct to eschew force and to focus
instead on underlying causes—where the new epoch might find its
character and energy.

America tends to look down on its European partners as weak
and insignificant military actors on the international stage. Our
European partners tend to disparage America’s cowboy instincts
and weak commitment to eliminating the conditions that permit
hatred and violence to fester. Is a synthesis possible? That remains
the question of the new era of transatlantic relations.



Six Proposals for a
More Effective EU Foreign Policy’

Charles Grant

The crisis over Iraq caused huge rifts, not only across the Atlantic,
but also among Europeans. Much has been written on the causes
of the crisis. Commentators have allotted blame to both individu-
als and long-term structural factors. However, the time has come
to look forwards, and to think about ways of healing the wounds.

The focus of this paper is on the need to overcome not only
the division between “New” and “Old” Europe, but also the rift
which runs across the Atlantic (see Grant 2003). The two tasks
cannot be separated. For so long as Europe is divided on the cru-
cial question of how to cope with U.S. power, a healthy transat-
lantic relationship is impossible. Equally, so long as there are seri-
ous transatlantic tensions, Europe will not be able to develop
effective foreign policies.

This paper puts forward six recommendations. The first three
are for the Europeans, on how they could strengthen their foreign
policy. The second three are for the Europeans and Americans
together, on how they can improve transatlantic relations.

1 The paper is based in part on the author’s publication “Transatlantic Rift:
How to Bring the Two Sides Together,” London: Centre for European Reform
2003.
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Advice to the Europeans

Stabilize the arc of instability that runs around
your eastern and southern flanks

One of the EU’s greatest successes has been the steady stabiliza-
tion of the eastern half of the continent. Countries that were
Communist only 14 years ago have become genuine democracies
that are on the brink of joining the EU. That is a tribute to the
success of the EU’s soft power.

However, to be fair to the United States, it has driven expan-
sion of NATO which has reinforced the EU’s enlargement. In any
case, the U.S. no longer needs to worry very much about Euro-
pean security.

Now that enlargement is a done deal, one of the EU’ biggest
foreign policy challenges is to stabilize the “arc of instability” that
runs around its eastern, south-eastern and southern flanks. Belarus,
Ukraine, Moldova, Albania, Montenegro, Serbia, Kosovo, Bosnia,
Macedonia, Egypt, Libya, Tunisia, Algeria and Morocco are all
countries which may become sources of political instability, refu-
gees, organized crime and terrorism.

The EU should take responsibility for its new hinterland. It
has not only the means but also a strong interest in steering these
countries’ development. The United States, however, lacks a pro-
found strategic interest in most of them.

Hitherto, the EU has never defined the scope of its Common
Foreign and Security Policy (CFSP) in terms of issues or geographi-
cal areas.

Marta Dassu and Roberto Menotti argue that the EU should
assume direct responsibility for its neighbors, while pursuing its
broader global interests through international organizations such
as the United Nations and NATO. “In short, a ‘European Europe’
in our neighbourhood, and an ‘Atlantic Europe’ in the world.”
(Dassu and Menotti 2003)



Six Proposals for a More Effective EU Foreign Policy 143

Much of this makes sense. The EU should focus on what
Dassu and Menotti call its “natural area of influence.” A sense of
responsibility for that area could spur the Europeans to enhance
their military capabilities. And their proposal could help to recon-
cile Franco-German believers in EU autonomy with Atlanticist
partisans of NATO.

But to talk, as they do, of a hint of “Monroe doctrine for
Europe” sends the wrong message: Some Americans will hear
“Yankees keep out,” which would not help to rebuild transatlan-
tic links. That said, the U.S. need have no particular fear of the
EU taking the lead in dealing with its near-abroad. In practical
terms, how should the EU seek to influence its rimland?

Of course, the EU can extract some leverage from the various
kinds of “association” or “partnership and cooperation” agree-
ments that it has signed with its neighbours, and from technical
assistance programmes such as Phare, Tacis and Meda. But the
EU needs to build closer links with these countries, so that it can
encourage them to develop in peaceful and prosperous ways.

In March 2003, the Commission suggested that the EU should
agree a specific “action plan” with each of its neighbours. These
plans would set out targets for the neighbour to aspire to, political
and economic benchmarks for it to meet, and the rewards for coun-
tries which do well (COM 2003, 104 final). The concept is a good
one— but what should be the contents of the action plans?

The neighbours should make commitments to align their legis-
lation with that of the EU, and to protect foreign investment. The
EU should provide initiatives and money for fighting corruption,
building independent judiciaries and enhancing administrative
capacity.

The neighbours could aspire to join some EU programmes, for
example in areas like research, the environment, culture and edu-
cation (Israel already takes part in the research programmes). Jus-
tice and Home Affairs offers considerable scope for enhanced co-
operation with the new neighbours. Their police forces and



144 Charles Grant

border guards need training, their border posts need strengthen-
ing and their intelligence services may be able to help in the fight
against terrorism.

The EU member states have a clear interest in spending money
on such tasks. In fact the EU is already helping Ukraine to
strengthen its border controls.

The EU could do a lot to improve its own image and curb un-
necessary inconvenience by making it easier for citizens of these
countries to obtain entry visas. The Schengen countries should
agree on a common set of rules and procedures for the issuing of
visas. There need to be more consulates outside capital cities
which are able to issue visas—and why should not some of these
consulates become “EU” rather than national consulates?

Some neighbours could work with the European Security and
Defense Policy (ESDP), for example in providing peacekeepers
for EU-led missions. As for foreign policy, one idea is to create a

]

“council of European foreign ministers,” in which the member
states could discuss matters of common concern with the neigh-
bours. That said, the EU should of course consult its neighbours,
and listen to what they say rather than tell them what to think.

The EU’s neighbourhood policy will not succeed unless it is
prepared to use sticks as well as carrots. It should make a better
job of using its policies on trade and aid to support its political
objectives. The action plans should make more explicit the link
between, on the one hand, the granting of trade privileges and
financial assistance, and on the other, clear commitments from
recipient countries to promote political and economic reform.

The agreements which define the EU’s ties to its neighbours
already contain articles on the respect of human rights, political
pluralism and standards of good governance. Armed with these
clauses, the EU should be able to steer their political systems in a
democratic direction.

In practice, however, ultra-cautious member states are often
reluctant to invoke the relevant clauses, perhaps because they
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worry about damage to their commercial interests. For example,
France has at various times prevented the EU from getting tough
with Algeria and Tunisia, despite those countries’ poor human
rights records.

The EU should summon the courage to link a neighbour’s
non-compliance with human rights clauses to concrete actions.

Hitherto the EU has imposed sanctions only on the most egre-
gious offenders, such as Belarus (and, in another part of the
world, Zimbabwe). It needs to become more confident about
linking the economic and diplomatic sides of its foreign policy.
The merger of the jobs now held by Solana and Patten should
make it easier to establish that linkage. An EU that can make a
bigger impact on the unstable areas around it will win more
respect in Washington.

Work hard to overcome the division between
New and Old Europe

The Europeans should develop common foreign policies not out
of idealism, but because of a cool analysis of their respective
national interests. Where they have similar interests, as they do
not only in their near abroad, but also in many other parts of the
world, they will benefit from pooling their resources and pursu-
ing those interests collectively.

Iraq has always been a cancer within the embryonic CFSP, the
one area where the EU countries could never agree. Now that the
war has cut out that cancer, the member states should be able to
work together on the many issues on which they have similar
views. These include the Middle East Peace Process, Iran, the
International Criminal Court and a whole swathe of arms control
agreements. On all these issues, the Europeans have a common
view which is different from that of the U.S. administration, or at
least parts of it.
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Because the Europeans have similar objectives in so many parts
of the world, the commonly heard statement that “Iraq shows the
EU will never have a common foreign policy” is foolish.

However, it would be equally foolish to predict with certainty
that a strong CFSP will emerge. For although Iraq is virtually the
only part of the world on which the Europeans have differed sig-
nificantly, the truth is that much of the rift concerned the U.S.
rather than Iraq.

While the French and German governments were genuine in
their belief that war in Iraq was unnecessary, they also thought
that the time had come to stand up to U.S. power. If NATO and
the United Nations caved in to U.S. pressure on Iraq, they be-
lieved, the world would be left with an increasingly self-confi-
dent, arrogant and unbridled hegemon.

Similarly, the British government sincerely believed that the
war in Iraq was necessary, in order to remove a regime that
was—at least potentially—a dangerous threat to world peace.

But Blair also thought—Ilike Aznar and Berlusconi—that
because the United States had declared Iraq to be an issue of vital
national security, America’s allies should support it. These leaders
feared that, if the Bush administration was left to deal with Iraq
on its own, it would become much more unilateralist and hostile
to international institutions.

There are two rival philosophies in the EU about how to deal
with U.S. power. The British want a strong EU so that it can be a
useful partner in helping the United States sort out the world’s
problems. The French want a strong EU that is capable of stand-
ing up to the US.

The Europeans must find ways of reducing the width of the
fissure, or at least building bridges across it, lest it further under-
mine European and thus transatlantic unity. It goes without say-
ing that all European governments should refrain from the kind
of provocative actions that make things worse (signing letters,
insulting governments, holding divisive summits).
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If the Europeans want the wound between New and Old
Europe to heal, they will have to make every effort to apply balm,
rather than keep scraping off the scab.

Beyond that, the Big Three European countries should take a
lead in trying to work out a common approach to dealing with
the United States. They need to consult more often on an informal
basis, a trois, on big strategic questions.

The EU institutions could be represented—perhaps through
the new EU president or the new “foreign minister” —to remind
the Big Three of others viewpoints, and to keep the small coun-
tries informed. And at some of these meetings it may be appropri-
ate for Italy, Poland and Spain to take part.

Increased consultations between Blair, Chirac and Schroder
would help to defuse potential crises. If they spotted a future
issue on which they were likely to differ, they could discuss how
to limit the damage, for example by telling ministers and spin
doctors not to make inflammatory comments. In practice, if the
larger countries are able to reach a common position on strategic
questions, the other member states are likely to follow.

Britain and France should reconcile their views on America

The key to more fruitful meetings of the Big Three, to a common
European approach to the United States, to overcoming the rift
between New and Old Europe, and thus to more harmonious
transatlantic relations, is a better understanding between London
and Paris.

But at the time of writing the atmospherics between London
and Paris remain poor. The dominant line in the British govern-
ment was that Britain should not compromise with France on
how to deal with the United States. Only close transatlantic co-
operation can tackle the many global dangers that threaten us,
the argument goes. The French idea of resisting the United States
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would prevent such cooperation, and the French will simply have
to learn that their approach is wrong and the British are right.

The atmosphere in Paris is scarcely more emollient. Officials
predict that Blair will learn that Bush is “crazy” and that the Brit-
ish will understand that they can no longer follow the United
States through thick and thin. Until such time, the British cannot
be regarded as “true” Europeans—and France will pursue initia-
tives which exclude them.

Both Blair and Chirac would be stronger if they could learn to
work with each other. And more importantly, Europe would be
stronger. A Franco-British rapprochement should not be so hard
to bring about. As already explained, Britain and France agree on
most of the key foreign policy challenges in the world today.

The problem is that Britain and France do not agree on what
to do if America strongly opposes the European line. The British
tend to shift their stance towards that of the United States, in the
hope of gaining influence in Washington, while the French tend
to criticize the United States in public.

If Blair and Chirac could achieve some reconciliation of their
views on how to deal with the United States, Germany and the
other European countries will then be happy to follow them. And
then a real and effective Common Foreign and Security Policy
would become possible. In a nutshell, France needs to become
less instinctively anti-American, and Britain less unconditionally
pro-American.

France should:

— Oppose the United States on the big things rather than the
small things.
If the Americans want to start a war of which France disap-
proves, it should of course say no and oppose the war. But
France has tended to oppose the United States on relatively
minor security issues, such as when it blocked NATO aid for
Turkey in January and February 2003. France’s prickly behav-
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iour over many years has annoyed its allies and deepened the
well of anti-French sentiment in the United States.

— Use a different kind of language.
If Jacques Chirac talked more about partnership, cooperation
and working together to solve common problems, he would
disarm many of his critics in Washington. In particular, he
should avoid talking about the need for a “multipolar” world.
Multipolar is a word which divides Europeans, while multilat-
eral is a word which brings them together.

— Avoid actions which divide Europe.
Chirac should abandon whatever plans he may have for the
establishment of a “core” Europe. If Chirac tried to lead a
mini-Europe, built around the six founding members, he
would by definition be unable to lead Europe as a whole. And
so long as core Europe had an anti-American flavour, most EU
countries would shun and oppose it.

— Learn to make friends in Eastern Europe.
France cannot aspire to lead Europe unless it improves rela-
tions with the East Europeans. Like many French politicians,
Chirac sometimes appears to be in a state of denial about EU
enlargement. France’s leaders need to accept the reality that
eight East European states—with many votes in the Council
of Ministers—will soon be members. They will not want to be
allies of a France that is hostile to the US.

Britain should:

— Be less uncritical and unconditional in its support of the
United States.
Tony Blair has been reluctant to criticize the United States in
public, on the grounds that he has more influence if he is pub-
licly supportive. That is surely correct. But many people on
the continent, and not only in “Old Europe,” doubt that Blair
and Britain are fully committed to the EU and its objectives.
Blair needs to do more to demonstrate his European creden-



150 Charles Grant

tials. He will have to take some moderate risks in his relation-
ship with George Bush.

— Tell a different story about British foreign policy.
On most key foreign policy issues, Britain agrees with its
European partners. But Blair and his ministers seldom make
speeches that highlight this truth. They need to tell the story
that the UK is with its European partners on the Balkans,
Israel-Palestine, the International Criminal Court, the Kyoto
protocol and so on. On some of these issues, they will need to
stress that the UK/European line is different to that of the
United States.

— Avoid actions which divide Europe.
The letter of eight, which Britain signed, aggravated the rift
between New Europe and Old Europe. And at the time of the
Iraq war some ministers’ attacks on the French were over-the-
top and unhelpful.

— Demonstrate that Britain is enthusiastically committed to the
ESDP.
That commitment has at times appeared hesitant. Blair needs
to convince his European partners that he is faithful to the
ideals of the St Malo summit. British support for the ESDP
needs to be more unequivocal, constant and public. That is
the best way of dissuading other governments from divisive
initiatives such as April’s four-nation defence summit.

The French and the British should jointly back the idea of a stron-
ger Europe, that is usually supportive of U.S. policies; but a Europe
which, when it needs to, can act autonomously, and which, every
now and then, on matters of vital importance, is capable of
opposing the US. If the British and the French can accept that
compromise, the other Europeans probably would too.
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Advice to Europeans and Americans together
Work towards a common approach to Iran

For many years, Europeans and Americans have followed very dif-
ferent strategies on Iran—but neither has been successful. Ameri-
ca’s policy of sanctions and diplomatic isolation has failed to bring
about significant improvements to the situation in Iran, but the
EU’s commitment to trade and dialogue has done no better.

This transatlantic divergence did not matter a great deal—so
long as Iran was nobody’s top priority. But in the spring of
2003 —with Iraq “done” and Syria bending to U.S. pressure—the
neo-cons pushed Iran to the top of Washington’s foreign policy
agenda.

Iran could cause yet another major ruction in transatlantic
relations. It could also cause the biggest crisis in American-Rus-
sian relations since Putin came to power.

There is an urgent need for Europeans and Americans to get
together to discuss Iran, and try to forge a common strategy.
Americans and Europeans can surely agree on common objec-
tives: Iran should better respect human rights, cease to support
terror groups and resist the temptation to destabilize Iraq and
Afghanistan. And Iran should sign the Nuclear Non-Proliferation
Treaty’s “additional protocol,” which would subject it to more
intrusive inspections from the International Atomic Energy
Authority.

As part of a new bargain, Washington should stop trying to
force the Europeans to cut off ties and trade with Iran. In return
the Europeans should make clear that their “conditional engage-
ment” really is conditional: if Iran actively pursues nuclear weap-
ons, supports terrorists and undermines the security of its neigh-
bours, they would cut or diminish political and commercial ties.

Russia has strong commercial ties with Iran, and supports its
civil nuclear power programme. The United States and the EU
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should therefore involve the Russians in talks on Iran, and espe-
cially its nuclear ambitions. On nuclear and other issues, the EU,
the United States and Russia should try to forge a new set of poli-
cies with an appropriate mix of sticks and carrots—such as more
trade and aid if the country meets certain benchmarks, but sanc-
tions if it does the wrong things.

Iran will need an awful lot of carrots to be dissuaded from its
nuclear ambitions. The best hope may be to broaden the discus-
sion to cover the security of the whole region. The United States,
the EU and Russia should acknowledge the Iranians’ legitimate
security interests, and urge its neighbors to join some sort of
regional security structure. But they also have to make clear that
a nuclear weapons program is unacceptable.

Reach a compact on weapons of mass destruction

Many European governments have long experience of dealing
with terrorism, and do not underestimate its dangers. But they
have tended to be nonchalant about the risks of unguarded
nuclear materials in the Commonwealth of Independent States, as
well as the dangers of rogue states acquiring chemical and biolog-
ical weapons, or ballistic missiles. Most Europeans do not worry
about WMD being used against their countries.

However, Europeans do need to wake up to threats which
may one day impact on their—in Bob Kagan’s term— “Kantian
paradise.” Increasing numbers of countries have or are trying to
acquire nuclear, radiological, biological or chemical weapons, as
well as ballistic and cruise missiles.

At present, the Europeans do not think alike on such “new
security threats.” The British and French security establishments
take WMD seriously, and are prepared to contemplate the use of
force to tackle the problem —though they may differ over the kind
of legal framework that is required to authorize military action.
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Most other EU countries have taken a different view. These
divisions among the Europeans have the potential to undermine
the CFSP. They also risk damaging cooperation between the
United States and the EU.

The EU governments need to search for a common approach.
Some of the more pacifistic EU states must shift their thinking
towards recognizing the gravity of the threat, and being pre-
pared—in the last resort—to take firm action to deal with it.
Encouragingly, in the spring of 2003, the EU governments asked
Solana and his officials to start working on an “EU Security Strat-
egy.” This will examine the nature of the new security threats,
and the tools available to deal with them.

Such an endeavor is thoroughly worthwhile. The fact that dif-
ferent EU countries had differing perceptions of the threat in Iraq
contributed to Europe’s divisions. Even if the EU had agreed on a
common threat assessment, the governments might well have
taken different views on what to do about it.

Nevertheless, if the Europeans can converge their thinking on
the nature of threats and on how to cope with them, they will be
less likely to fall out in the future.

The exercise of drawing up an EU security strategy should
help the Europeans to make the connection between their objec-
tives and the instruments available to them: they have seldom
managed to harness effectively their trade, aid and other instru-
ments in pursuit of foreign policy objectives.

If the Europeans are able to agree on their own security strat-
egy, it would probably be rather different to the American one of
September 2002. But even an EU security doctrine that differed
from the Americans’ would help to show that Europe took WMD
seriously. And it would make it easier for Europeans and Ameri-
cans to discuss their differing views on the rights and wrongs of
pre-emptive or preventative military interventions.

By June, this EU exercise seemed to be having a positive result.
Meeting in Luxembourg on June 16, all the EU foreign minis-
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ters—including Germany’s Joschka Fischer—signed up to a new
statement on ways of dealing with WMD.

“When these measures (including political dialogue and diplo-
matic pressure) have failed, coercive measures under Chapter VII
of the U.N. Charter and international law (sanctions, selective or
global, interceptions of shipments, and, as appropriate, the use of
force) could be envisioned.” They added that “the role of the
U.N. Security Council, as the final arbiter of the consequences of
non-compliance ... needs to be effectively strengthened.” (Coun-
cil of Ministers 2003)

The Bush administration has been right to criticize Europe for
not taking the threat of the proliferation of WMD seriously. Yet
European governments are right to argue that, despite the evident
weaknesses of arms control treaties and regimes, some of them
are genuinely useful. They can provide benchmarks against which
compliance can be measured.

However, they serve little value without stringent inspection
regimes. Of course, some governments will cheat. But all sorts of
surveillance and intelligence techniques mean that cheaters will
sometimes be caught. So long as most countries subscribe to arms
control regimes, and are seen to be complying, many govern-
ments will think twice about flouting the rules, since they risk
being caught.

The danger of scrapping of arms control treaties is that manu-
facturers and proliferators of WMD are then left free of the risk
of inspections—and the outside world is left more ignorant about
what is going on in the country concerned.

Nevertheless arms control treaties and inspection regimes are
only effective if the countries involved have the political will to
enforce them. Sadly, the Bush administration has blocked the
effort to create an inspection regime for the Biological Weapons
Convention (BWC).

America’s opposition to arms control treaties sometimes ap-
pears to be ideological, as when the State Department’s arms con-
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trol chief John Bolton opposes any constraint on America’s free-
dom of maneuver; and sometimes the opposition seems to be the
result of corporate lobbying, as when pharmaceutical companies
opposed the BWC inspection regime.

Encouragingly, the administration does favor strengthening
some of the crucial supplier cartels, which aim to prevent the
export of sensitive materials. The provisions of the Missile Tech-
nology Control Regime have already been beefed up. There is
talk of bringing in tougher rules on dual-use trades, and of adding
to the lists of goods prescribed by the Nuclear Suppliers Group
and the Australia Group (which restricts the spread of chemical
and biological weapons-related material and know-how). The
Bush administration is working on a similar regime for mobile
rocket launchers.

However, these supplier regimes work on a voluntary basis
and carry no teeth. For example, the Nuclear Suppliers Group
has a rule against trades with countries that do not accept TAEA
safeguards, yet Russia has broken it by making nuclear trades
with India.

There is surely scope for a grand transatlantic bargain on pro-
liferation. The United States should sign up to some of the bind-
ing regimes, such as the BWC enforcement mechanism, the Com-
prehensive Test Ban Treaty and the U.N. Convention on Small
Arms. In return the Europeans should agree to champion more
effective and tougher action against the threat of proliferation.

For example, they could offer more cash for dealing with the
problem of Russia’s nuclear weapons facilities; they could sup-
port tougher sanctions against countries that proliferate; and,
when there is a convincing case for pre-emptive action, they
could join the United States in military missions to destroy WMD
which threaten the peace.

Europeans and Americans should also be able to agree on
some general rules for “interdiction,” the interception of WMD
or their components when they pass from one country to another.
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The world needs a regime that makes it illegal to send WMD
from one country to another, and which allows the boarding of
ships or aircraft suspected of carrying them.

President Bush floated some of these ideas at the Evian sum-
mit. He did not find an enthusiastic response, because he failed to
specify that the interdiction regime would need the authority of
the United Nations. If the United States is prepared to accept that
the U.N. Security Council should authorize the boarding of ships
and aircraft, many countries will support this idea.

Discuss the principles of intervention

Any discussion of pre-emptive or preventative action against
WMD begs a question: by what authority? Europeans tend to be
more preoccupied than Americans with the need for international
law or organizations to legitimize military interventions.

The main reason why many middle-of-the-road Europeans
opposed the war in Iraq was the lack of any U.N. Security Coun-
cil resolution that gave explicit authorization. The British govern-
ment argued that earlier resolutions provided sufficient legal
cover. But many Americans, particularly at the hawkish end of
the political spectrum, were not greatly bothered by the question
of U.N. authorization.

Each side of the Atlantic comes to the issue of intervention
from a different perspective. When Europeans think about using
force in another country, they tend to assume the justification is
humanitarian. Americans have tended to assume that the purpose
of interventions is to deal with WMD. Ever since September 11,
both sides have agreed on a third justification for intervention: to
overthrow a regime harboring terrorists. Thus most Europeans
and Americans accepted the war in Afghanistan.

However, the Iraq war showed that differing views on inter-
vention have the potential to destabilize the transatlantic relation-
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ship. Ever since September 11, Americans have become less fussy
about international law, when faced with the threat of WMD.
Richard Haass, one of the moderates in the Bush administration,
explained its thinking in January 2003:

“Traditionally, international lawyers have distinguished be-
tween pre-emption against an imminent threat, which they con-
sider legitimate, and ‘preventive action’ against a developing
capability, which they regard as problematic. This conventional
distinction has begun to break down, however. The deception
practiced by rogue regimes has made it harder to discern either
the capability or imminence of attack.

It is also often difficult to interpret the intentions of certain
states, forcing us to judge them against a backdrop of past aggres-
sive behavior. Most fundamentally, the rise of catastrophic weap-
ons means that the cost of underestimating these dangers is
potentially enormous.

In the face of such new threats and uncertainties, we must be
more prepared than previously to contemplate what, a century
and a half ago, Secretary of State Daniel Webster labeled ‘antici-
patory self-defense.” ”(Haass 2003)

Some Europeans regard that kind of reasoning as a sophisti-
cated way of saying that the U.S. will go to war whenever it feels
like it.

In May 2003, the Centre for European Reform and the Brook-
ings Institution brought together a group of European and Ameri-
can analysts to draw up a declaration on the future of transatlan-
tic relations. In the debates over the drafting, intervention proved
to be by far the most contentious issue. Most of those involved
could compromise on the formula that “U.N. authorization,
though not a prerequisite, would be highly desirable.”

But some of the Americans would not accept any implication
that the United Nations should authorize military action, and
refused to sign. And some French analysts feared that such word-
ing implied that U.S. hawks would be able to ignore the United
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Nations. These French analysts admitted that, in practice, there
would be occasions when one had to intervene without U.N.
authorization, as in Kosovo in 1999 —but thought it wrong to
put that on paper. So they would not sign.

Given how explosive this issue can be, European and Ameri-
can leaders should find the time to discuss the principles of inter-
vention in a private and informal setting. They should discuss
whether the rules of international law which govern the legiti-
macy of military action need re-examination, in the light of the
current challenges of terrorism, WMD and massive violations of
human rights.

They might not agree, but it would be useful if they understood
each other better. In the long run, Europeans and Americans could
aspire to agree on some guidelines to govern interventions.

The legitimacy of interventions need not necessarily come
from the UN. But it needs to come from somewhere—if only a set
of guidelines endorsed by a gathering of international leaders.
Some American nationalists will continue to argue that the U.S.
should intervene whenever it wants to, if the national interest
requires it, without the need for endorsement from anybody or
anything.

It is perfectly possible for the United States to behave in that
way. But if it does, it will find that it ends up with very few
friends or allies.
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Security in Times of Terror’

Josef Janning

After September 11, non-conventional warfare has a new face:
counter-value strikes against soft targets in the West, carried out
by fundamentalist-motivated terrorists, unconstrained by legal or
humanitarian norms or respect for life. Transnational terrorism
has become a global threat.

Confronting the causes, structures and strategies of terrorism
constitutes the decisive security challenge of our day, and must
bring to light the new terrorism’s unique and novel nature. Secur-
ity policies aimed at responding to the terrorist threat need to be
guided by the need to overcome the limits of purely national con-
siderations and the traditional separation of external and internal
security.

The current terrorist threat manifests itself most clearly in the
form of the radical Islamic organization al-Qaida, which with its
network-like structure serves as a sort of overarching organiza-
tional authority of terrorist activity. Anti-terror measures should
not be directed exclusively at this organization, however. Neither
should the actions of radical Muslims cause the debate over ter-
rorism to lead to a polarization between Western and Islamic
societies.

1 This contribution presents some of the main results of the task force “The
Future of Security,” an expert forum established by the Bertelsmann Founda-
tion after September 11, 2001.
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The inclusion of the religious dimension in the discussion of
terrorism calls for a clear differentiation: Islam cannot be consid-
ered the source of terrorist acts. Radical groups have instead
hijacked religious values with specific sectarian interests to serve
as a weapon against their putative enemies. By tying their actions
to demands for the preservation of their social order, terrorists
are able to increase the likelihood that they will be positively
received in the societies they claim to defend.

Nonetheless, against this background it is important that in
dealing with terrorist threat, one must avoid falling into the trap
posed by the notion of a clash of civilizations.

On the causes, goals and structures of the new terrorism

Planning global terrorist action requires a high level of strategic
rationality. Successful operations demand that terrorists are able
to dispassionately manage the cycle of escalation. Characteristic
is the use of new, often innovative tactics appropriate to the spe-
cific situation at hand—a trademark which also makes it more
difficult to predict what terrorists may do next.

The rise of terrorist groups and their readiness to commit acts
of terror presupposes the existence of sources of conflict. Those
afflicted by dictatorships and economic failings leading to social
hardship often blame their troubles on western societies, particu-
larly the USA, creating fertile ground for those who consider vio-
lent dissent legitimate.

Terrorist groups that are able to effectively link their abstract
goals with concrete demands increase their chances of finding a
greater level of social resonance or even acceptance. Arab terro-
rists make use of longstanding structural and developmental defi-
ciencies in this region, and weaknesses of existing government
and social structures open up new fields of opportunity for radi-
cal groups.
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Taliban-controlled Afghanistan offered a striking example of
how an authoritarian state can use a radical organization to hold
on to power. Pakistan’s weak state institutions may allow terrorist
groups to grow. The new terrorist threat expresses itself in vari-
ous ways:

— Motives: Today’s terrorists are not linked to revolutionary tra-
ditions of liberation. They see themselves as defending their
system of social and cultural values against the rising tide of
globalization.

— Global Effects: Terrorist action now has a potentially greater
global effect and represents a distinctly more comprehensive
threat than, for example, the socio-revolutionary underground
organizations of the 1970s (e.g., RAF, Red Brigades) or na-
tionalist and ethno-nationalist terrorism (e.g., IRA, ETA).

— Perpetrators: Terrorist groups draw on abundant resources,
including state and private donors. They also posses a keen
ability to discern the weaknesses of their putative enemies and
use old and new means against them.

Massive use of violent force and a high victim count have re-
placed the symbolic murder of selected establishment representa-
tives. The September 11 terrorists proved they could disrupt the
target and kill masses of people, sending a message both to their
supporters and victims. The network-like structures adopted by
terror groups make them hard to eradicate.

Furthermore, due to the complexity of their ethnic composi-
tion, acquisition of information about these groups is a laborious
process. One peculiar aspect of terrorist groups is a concept of
time foreign to the modern world and in particular to modern
democracies. Terrorists do not count on quick success but plan in
long-term periods. That gives them an advantage over elected offi-
cials who want to prove they can win the fight against terrorism.

In view of the clear threat terrorism poses, one must take into
account a whole spectrum of potential threats aimed at openly
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accessible and interconnected institutions and has to think the
unthinkable. The global integration of political, economic and
social processes, with its vulnerable mutual dependencies, endan-
gers not only western societies: Symbols of the west can be tar-
geted anywhere, as the attacks e.g., in Tunisia and Indonesia
demonstrated.

Through their understanding of the dramatically increased
vulnerability of the industrialized world, the terrorists made the
western world recognize their capabilities and ever-present
threat, which led to global socio-economic repercussions as visi-
ble after September 11. The role of spectacle—amplified by
media coverage for the global public—is yet another special part
of the terrorists’ battle strategy, aimed to sap the adversary’s
moral vitality.

Shortcomings at the national and European levels

In recent years and in direct reaction to September 11, Europe
has enacted anti-terrorism measures, mostly non-military, on
national and EU levels. However, military means now assume
greater importance. It is apparent though, that administrative
coordination between the Federal Republic of Germany and the
EU has not yet reached an optimal form to the extent necessary
to counter terrorist networks and the risks associated with them.

The civil dimension

In Germany, as in other European countries, security is handled
by military, law enforcement and intelligence services, each with
separate tasks, structures, resources and personnel. Germany’s
federal system and the separation between law enforcement and
intelligence services were developed in the context of German his-
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tory and aimed at preventing the concentration of power in one
institution.

There are clear weaknesses in current investigative structures.
German anti-terror law relates largely to domestic left-wing ter-
rorism of the late 20th century. It has been recognized that the
threats we are facing today are entirely different from the ones of
the past. As a consequence of September 11, two anti-terror laws
were passed in Germany. In the fall of 2001, an additional 1.5 bil-
lion Euros were allocated to terrorism prevention. Moreover, cer-
tain privileges previously granted to religious organizations were
eliminated and the criminal code changed to permit prosecution
of terrorist activities committed abroad.

The second bundle of laws strengthens the authority of the Of-
fice for the Protection of the Constitution (BfV) the Federal Office
of Criminal Investigation (BKA) and the German Frontier Defense
Force (BGS). It also tightened laws directed at aliens and asylum
seekers, as well as laws affecting associations and incorporations.

German civil defense structures would be utterly overwhelmed
by an attack of the scale of September 11. Structures, organiza-
tional systems, and legal frameworks have not been sufficiently
developed and coordinated to insure that they would function
smoothly in the event of an emergency.

Moreover, the existing distribution of responsibilities between
federal and state authorities could impede a proper response to a
large terrorist attack. This also applies to the collection and anal-
ysis of information. Current collaborative shortcomings on both
a national and a European level mean that the entire spectrum of
information held by the various agencies cannot be utilized to the
fullest.

The EU leaders agreed immediately after September 11 to cre-
ate a European arrest warrant and to legally freeze assets of terro-
rist groups. The member states also agreed on a definition of pun-
ishable terrorist offenses, though prosecution and prevention
remains the responsibility of member states.
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Still, different threat assessments, experiences and capabilities
in combating terrorism as well as institutional hurdles impede the
realization of a coherent strategy. This is a problem that will per-
sist as the European Union enlarges. States with an information-
gathering advantage seldom cooperate with other states, due to
conflicting national interests and incompatible legal and intelli-
gence services. Domestic authorities have been slow to provide
Europol with information, creating potential security lapses. The
volume of information and the lack of specialists with knowledge
of Arabic represent a tremendous challenge.

As some member states oppose an overly strong European
role, steps taken by the EU have mainly been supplementary to
national steps. The creation of a European arrest warrant and
common investigative groups proved to be difficult and the trans-
fer of operational jurisdiction to Europol raises constitutional
problems in several member states.

Such difficulties raise questions about the unanimity principle
governing decision-making at the European level, because the
majority of anti-terror measures are connected solely to the third
pillar (Judicial Cooperation in Criminal Matters) of the EU’
treaty framework. Moreover, parallel measures associated with
the second (Common Foreign and Security Policy) and first
(European Community) pillars are missing. There is also insuffi-
cient support for further integration of justice and home affairs
among the candidates for EU membership.

Military dimension

Germany’s lack of a crisis management structure and the distribu-
tion of state responsibility that grew out of the Cold War—with
civil defense responsibilities lodged at the federal level and emer-
gency management in the hands of German Lander authorities—
hinders the development of anti-terrorism measures. With the
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first invocation of Article 5 of the NATO treaty on October 2,

2001, and after the launch of operation Enduring Freedom, mili-

tary action became part of the overall strategy directed against

the terrorist threat.

Still, military and non-military measures do not operate in
concert. As part of its role in Operation Enduring Freedom, the
Bundeswehr has contributed numerous defense and support serv-
ices. The transformation of the European security architecture
and the new security policy challenges require that modifications
be made to the overall mission currently assigned to the German
armed forces. It is already clear that the task of ensuring Germa-
ny’s security can only be accomplished within an international
framework.

Military action in the context of the new security threats
requires a change in attitude. Conventional deterrence is hardly
effective against terrorism. Moreover, as the division between
external and internal security has been dissolved, internationally
orchestrated action is needed.

Unfortunately however, EU cooperation with NATO —which
would integrate international military capabilities—remains diffi-
cult. A double capabilities gap blocks comprehensive military
contingencies:

— EU members’ different defensive and crisis management capaci-
ties harbor the danger of a split between those willing and able
to act and those willing but unable to act.

— The capabilities gap between the United States and Europe is
growing. Without continued European efforts to develop
appropriate capabilities, Europe and America will continue to
drift apart, while Europe’s dependence on the United States
will continue to increase.
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Integration policy

Inadequate and failed efforts at integration in Germany and in
Europe—in particular of the Muslim population—intensifies
polarization between religious and cultural groups. This creates
“gray zones” in Europe within which terrorist groups operate
and recruit unnoticed.

In this context, the problem of the diaspora plays a significant
role, whether for Moroccans in Spain, Tunisians in Italy, Alger-
ians in France, Turks and Kurds in Germany. If divergences in
lifestyle cannot be bridged, this may have lasting effects on the
psychosocial disposition of some individuals, providing an oppor-
tunity for political and religious ideas and actors to exercise their
influence.

Policy recommendations for Germany and Europe

In view of the seriousness of the new security threats, effective
strategies of response are essential. These strategies must bridge
national differences and link internal and external security, while
respecting national and European democratic and constitutional
structures. A further prerequisite for the containment of the terro-
rist threat lies in understanding the interacting motivations along
with the multilayered and interlocking structures of terrorist
groups.

Strengthening the Federal Office of Criminal Investigation

To allow for improved terror prevention, the BKA should obtain
the authority to initiate investigations on its own initiative. Fur-
thermore, its coordinating function with regard to the Offices
of Criminal Investigation at Linder-level (LKAs), the Frontier
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Defense Force (BGS), and the Customs should be enhanced. Such
restructuring would not only utilize possible synergies within Ger-
many, it would also facilitate international cooperation efforts.

Cooperation between security institutions

The “turf protection” among the Federal Office of Criminal
Investigation (BKA), the Office for the Protection of the Constitu-
tion (BfV), and the Federal Intelligence Service (BND) needs to be
overcome in order to effect greater cooperation, in both planning
and implementation. A first step should be the increased exchange
of liaison officers between the services.

Additionally, a joint database should combine critical infor-
mation on homeland security with all information instantly
accessible in case of an emergency. In this context, the fragmenta-
tion of German domestic security services—every Land has its
own Office for the Prosecution of the Constitution as well as
Office of Criminal Investigation—should be reconsidered.

Bundeswehr

The Grundgesetz (Basic Law) establishes a rather restrictive
framework of action for the Bundeswehr, both domestically and
internationally. While force projection abroad can take place
under alliance terms and in self-defense, domestic use of the
armed forces is currently restricted to events of a state of emer-
gency.

In order to protect critical infrastructure, ensure the security
of the German airspace, and to function as an integral part of a
homeland defense scheme, the armed forces should operate within
Germany under a new, confined constitutional mandate, adapting
to threats through integration into the European context.
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The Bundeswehr’s role would range from territorial defense to
worldwide crisis response. This must be conveyed to the public to
provide for acceptance.

The central role of the Frontier Defense Force

The German Frontier Defense Force (BGS), unique in Europe,
combines aspects of military and law enforcement, domestic and
external missions. Because of the way it blends both domestically
oriented and externally directed missions, it is well suited to serve
as an element intertwining both aspects of the national security
apparatus. The BGS should be integrated into a system of interna-
tional cooperation and collaboration and thereby given a central
role in the development of a European Frontier Protection Force.

Emergency management and civil defense

Based on an evaluation of the risks that terrorist activities pose
for critical civil and industrial infrastructures, civil defense and
emergency management should be re-organized and safety meas-
ures implemented. Such planning should include private and vol-
untary support of the official services as well as the economic sec-
tors.

Though a European action-plan for emergency management
already exists, the member states have not made sufficient use of
all available opportunities for coordinating emergency manage-
ment at the European level. Emergency management should be
tied into a coherent European framework, with more attention
paid to the consequences of terrorist attacks (nuclear, biological,
or chemical).

Strengthening of inter-institutional cooperation should not be
limited to security institutions only but also to other multilateral
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bodies such as intergovernmental and non-governmental organi-
zations active in this field to foster transparency and closer coop-
eration. Personnel decisions to strengthen these institutions or to
conduct adequate training programs is another necessary step
towards implementation of a coherent security policy.

Containing terrorist support structures in Germany and Europe

Under the protection of ethnic and other groups closed to out-
siders, terrorists can create structures within which they obtain
support, recruit the like-minded, and prepare attacks. Bonds of
language, religious belief, and social tradition in force within such
groups, together with a general distrust of outsiders, promote an
intense sense of solidarity, making it more difficult to acquire
information about these groups.

Early and direct prevention must occur on a long-term basis
by, for example, uncovering indoctrination occurring in mosques.
Linguists, scholars of Islam and banking experts can help detect
network structures.

Policies of migration and integration

Integration efforts can also contribute to a weakening of terrorist
support structures, because it is apparent that deficiencies in inte-
gration are partly responsible for the genesis of potential perpe-
trators of terrorist acts.

Efforts should continue, for example, to include Islamic instruc-
tion as part of the religious curriculum offered in German public
schools. Furthermore, national approaches to immigration should
be further harmonized within a more coherently fashioned and
synchronized EU framework.
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Strengthening EU homeland security

Domestic security within Germany cannot be achieved separate
from the rest of Europe. A clear definition of the tasks and prior-
ities related to the fight against terrorism would help coordinate
Europol, Eurojust, and the Task Force of Chiefs-of-Police. These
groups should provide the Council with joint initiatives for
improving judicial and police cooperation.

Of central importance is a guarantee of comprehensive access
by Europol and Eurojust to data held by national authorities,
within the limits imposed by data privacy laws. Counter-terror-
ism measures should be stated goals in the three pillars of the EU
treaty framework. The Task Force of Chiefs of Police should eval-
uate opportunities for joint anti-terror operations.

Lastly, an expansion of joint anti-terror training programs (for
law enforcement officials and district attorneys) could help iden-
tify best practice.

Re-balancing security and privacy

The expansion of national and European security policy compe-
tencies requires a public airing of questions relating to freedom,
security and justice, to create adequate public acceptance of new
measures, since the threat is directed at western society’s openness
and social order. The collection and transfer of data should be
guided by legal conditions.

The EU consultation procedure, where the Council refers legis-
lative proposals to Parliament, should be expanded to include the
review of non-legally-binding program documents originating for
the Council. Furthermore, consideration should be given to the
question of where to grant the European Parliament additional
rights of co-decision.
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Stabilizing EU neighbors

The European Union is increasingly developing the capacity to
assume a global security role. One of its primary foreign and
security policy tasks lies in the assistance and stabilization of
those regions on the periphery of an enlarging EU.

The enlargement of the EU will create new frontiers that run
adjacent to states and regions characterized by crisis and instabil-
ity. With respect to regional policies, current mechanisms for dia-
logue and cooperation with the Balkans, the Caucasus, North
Africa, and the Mediterranean basin should be enhanced—for
example by taking up socio-economic matters and the situation
of ethnic and religious minorities.

EU enlargement

The enlargement of the European Union promotes European
stability. Prospective EU member states are already working to
support the EU’s anti-terror measures. With a view to EU enlarge-
ment and to its relations with third-party states, current positions
and practices should be further developed and new ones agreed
to.

Turkey’s prospective EU membership will promote rapproche-
ment between faiths and strengthen a secular order in an Islamic
society. If the example of Turkey can prove that different politi-
cal, social and economic interests can be brought together in a
mutually beneficial way, the effect will not go unnoticed in other
Islamic states.
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Adapting CFSP/ESDP

Within the CFSP/ESDP framework, the EU has a broad spectrum
of security mechanisms at its disposal. The development of a Euro-
pean Security Strategy was a first step that should be followed by
the establishment of an adequate planning and analysis infrastruc-
ture.

Additionally, anti-terror measures within the CFSP framework
need further strengthening. Furthermore, an expanded mecha-
nism of enhanced cooperation within the CFSP would help
reduce impediments to decision-making in European foreign and
security policies. The Petersberg-Tasks were not originally con-
ceived for the purpose of combating terrorism, but they do offer
an adaptable structure.

Middle East policy

An end to the Israeli-Palestinian conflict will not bring about the
demise of radical Islamic terrorism. But it would reduce the legiti-
macy of and the support for terrorist groups. The EU must work
with the United States, Russia, the United Nations, as well as
with regional actors such as Egypt and Jordan, to find acceptable
solutions to both sides in the conflict.

In addition to bilateral cooperation within the Euro-Mediter-
ranean Partnership, the concept of a Euro-Mediterranean OSCE
should also be further developed. Security policy must involve
reexamination of the role of supposed allies, like Saudi Arabia, in
supporting radical Islamic groups. In addition, states with weak
central authority should be assisted in implementing reforms.
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Critical dialogue

Any examination of causes and motivations of terrorism must
have the support of the states and regions concerned. Dialogue
with the Arab and Islamic world —European-Mediterranean dia-
logue is essential here —must take on a range of problems, includ-
ing the lack of democracy, press freedom, equal rights for woman,
education and children’s affairs, and protection of minorities.

A sensitive political dialogue in which support is conditioned
on adherence to the rights listed above is important to establish
the credibility of German and European policies vis-a-vis third
party states. There should be also an exchange between represen-
tatives of the academic middle-class and other non-governmental
actors.

Avoiding double standards is crucial to any critical dialogue
—in the interpretation of human rights, for example. By the same
token, western models should not be forced on unwilling recipi-
ents.

Transatlantic relations

In view of the variety of today’s challenges, it is of tremendous
importance to improve the transatlantic relations. Current misun-
derstandings and disagreements, e.g., regarding threat perception,
will have to be overcome. Additionally, the EU must come to an
internally agreed definition of its global interests. Thus, the Euro-
pean-American strategic dialogue should be revitalized to develop
a comprehensive strategy to counter transnational terrorism.
Based on this, the transatlantic partners will be able to implement
mutually reinforcing measures to organize international security.
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Conclusion

The traditional distinction made between internal and external
security cannot be maintained. Responding to emerging threat
scenarios, law enforcement, intelligence services and the military
have moved together and may even overlap. Cooperation is nec-
essary between security institutions at national and European lev-
els, along with an improved division of labor and differentiation
aimed at reciprocal optimization of (and recognition of separa-
tion between) security institutions.

A transnational network must allow for differing national
realities. Also needed is an examination of national particularities
related to international cooperation.

At the European level, a blending of internal and external
efforts means an increase in the mutual reinforcement of the dif-
ferent policies laid down in the EU treaty framework. The EU has
a range of tools— e.g., regarding the internal market and foreign
trade —that can complement the anti-terror objectives of the area
of Justice and Home Affairs or CFSP/ESDP.

International security depends on a clear understanding of a
mutually binding formulation of international law, the reform of
the U.N. Security Council, along with issues of arms control and
disarmament. Security debates and security structures should
unite individual states with the EU, the OSCE, and the United
Nations. The challenges of terrorism recognize no borders and
require internationally agreed-upon and properly legitimized re-
sponses.



Primacy or Order? American Power and
the Global System after Iraq

Steven E. Miller

To gauge the prospects for the transatlantic relationship, it is nec-
essary first to understand the essential sources of potential dis-
cord in the divergent European and American perspectives. And
above all it is the dominant views in Washington that must be rec-
ognized and understood if the prospects for Euroatlantic har-
mony and cooperation are to be realistically appraised.

What perceptions, preferences, and priorities of the Bush
administration are potential or likely sources of transatlantic mis-
understanding and disagreement?

The answer to this question comes in seven parts.

Overwhelming priority to a war of indefinite duration

America is at war. Or at least the Bush administration is. Since
the attacks of September 11, 2001, the war against terrorism has
been the overwhelming and decisive consideration in shaping
America’s external policies. For President Bush, 9/11 represented
both the decisive test of his presidency and a historic challenge to
his generation of political leadership.

But 9/11 was furthermore a paradigm-shattering event, one
that caused the President and many in his administration to look
at the world in an entirely different way or, in some instances, to
conclude that long-held views were now urgently relevant. More
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than 18 months later, looking back on the evolution of events
since 9/11, Deputy Secretary of Defense Paul Wolfowitz ranked
them among the top ten—if not number one— of the most impor-
tant foreign policy things for the United States over the past 100
years (Department of Defense 2003).

Consider the implications of suggesting that 9/11 might be the
most influential development in 100 years of American foreign
policy. This puts 9/11 on a par with or above the two World
Wars, Vietnam, the collapse of the Soviet Union, the formation of
NATO, and other enormously consequential events.

Much of the world reacted with horror to the attacks of 9/11
and understood and supported retaliation against the perpetrators.
But for the United States, 9/11 was a portal through which the
United States passed into a different, more menacing world that
required the United States to play a different, more assertive role.

The consequences have been enormous, including the creation
of new diplomatic alignments, far-flung military deployments,
uses of force in the Philippines and Yemen, wars against Afghani-
stan and Iraq, and an unrelenting campaign (much of it covert)
against Al Qaeda.

All of these actions, including the preventive war against Sad-
dam Hussein’s regime in Iraq, are viewed as elements of a com-
prehensive long-term global war against terrorism. The Bush
administration is determined to do whatever it takes to succeed in
that war. In a new world, with a new sense of vulnerability, and a
new and overweening mission, Washington has new priorities,
new criteria for action, new ways of operating, and new preferen-
ces with respect to international order.

By no means is the war in Iraq regarded as the end of the
story. In a speech on July 1, 2003, President Bush stated, “As
long as terrorists and their allies plot to harm America, America
is at war.” (White House 2003)

America is at war but the overwhelming majority of its friends
and allies are not. Almost no other government views the world
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more or less exclusively through the prism of 9/11. Most other
governments (and peoples) do not share the same sense of threat
and vulnerability. Very few other governments believe that the
post-9/11 circumstances are so dire that the normal rules and
conventions of international order must be set aside.

As Javier Solana has commented, “Europeans generally do no
believe that the terrorist threat is as dangerous as it is made out to
be by Washington.” (Pfaff 2003) So here is the most elemental
trans-Atlantic divergence in perceptions of the world in which we
live. The Bush administration feels that the reality of its war is so
obvious and the imperatives associated with this war are so clear
that it simply cannot comprehend how others can doubt Ameri-
ca’s purposes and fail to heed those imperatives.

This mutual incomprehension has been a massive source of
transatlantic discord over the months since 9/11—especially in
connection with the Iraq crisis—and is likely to be a source of
trouble in the future.

The preventive use of force is necessary and legitimate

Force is essential to a nation at war. This is obvious and unques-
tionable. And a party that has been attacked has every right to
defend itself. This is an incontrovertible point. As the Bush
administration sees it, the United States was attacked and is at
war. Accordingly, force is a necessary and legitimate component
of the U.S. response to 9/11.

But the war against terrorism is a different sort of war requir-
ing different approaches. The Bush administration’s strategy is
heavily influenced by the lessons drawn from the terrorist
attacks—again, the effect of the prism of 9/11 is very strong.

The key lesson is that the United States (and indeed the civi-
lized world) is hugely vulnerable to small groups or rogue states
who are able to turn modern technology to their violent purposes
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especially, of course, weapons of mass destruction. Once WMD
proliferation has taken place, the United States is vulnerable to
such terrible threats. In Washington, this is deemed unacceptable.

But there is another step in the logic of the Bush administra-
tion’s strategy. Hostile parties with weapons of mass destruc-
tion—especially terrorists but also rogue states—are able to strike
suddenly, covertly, and without warning. The result could be, in
some future catastrophe, 9/11 on a larger scale.

And the only truly reliable answer to this threat is the elimina-
tion of weapons of mass destruction in the hands of hostile par-
ties or the elimination of the hostile parties themselves. And to
effectively protect the United States, this must be done before
there have been threats or attacks against American soil or Amer-
ican interests. What follows inexorably is the Bush administra-
tion’s doctrine of pre-emptive (meaning preventive) war: “To fore-
stall or prevent such hostile acts by our adversaries, the United
States will, if necessary, act pre-emptively.” (White House 2002)

In short, the Bush administration proclaims the intention—
and in Iraq it implemented the strategy —to use force when neces-
sary to eliminate potential WMD threats to the United States.
Because this is viewed in Washington as anticipatory self-defense,
it is judged to be a legitimate and appropriate use of force within
the national discretion of the U.S. government. Preventive war, in
the current logic, is a national prerogative to be employed when
Washington judges that this is necessary. In the Bush administra-
tion’s eyes, this is a powerful logic and an unavoidable conclusion
from 9/11.

As the fierce debate at the United Nations over war with Iraq
demonstrated, many —including many in Europe—simply do not
see it that way. To those not in the grips of the prism of 9/11, the
American approach appeared to be an open-ended legitimization
of the use of force, one that deviated from the general norms that
had been advanced by the industrial democracies in the decades
since World War II.
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Much of the dispute over Iraq was, in truth, related to a more
basic disagreement over the circumstances and conditions in
which the use of force is regarded as lawful and legitimate. The
Bush position produced wide unease because of the precedent it
was setting, the damage it was perceived to be doing to existing
law and institutions, and because of the complications for global
order should the Bush doctrine become the norm.

In short, at the heart of the Bush administration’s national secur-
ity strategy is an assumption about the right to exercise national
discretion in the use of force that is highly contested and collides
with the beliefs and preferences of many in the transatlantic area.
Fortunately, the number of cases in which preventive war is likely
are few in number and so this may not be a perennial issue.

But any future cases have the potential to be just as contentious
as was Iraq. The potential for discord is obvious. And because the
Bush administration regards itself as at war against dangerous and
implacable enemies and because it feels that this war was provoked
by the attacks of 9/11, it is frustrated, irritated, even outraged that
its policies on the use of force are questioned.

American power is effective and virtuous

It is commonly asserted that the United States, though indisputa-
bly in possession of immense and unprecedented power, is never-
theless constrained by the fact that it cannot do everything itself
and by the need for international support. Acting alone and rely-
ing heavily on military power will, in this view, be too difficult
and burdensome to sustain.

Where critics on both sides of the Atlantic emphasize the lim-
its of American power, the irrelevance of “hard” power to many
of the world’s great problems, the intractability of many of the
world’s hardest problems even in the face of enormous America
power, there is a countervailing school of thought (commonly
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found among President Bush’s supporters and among some of his
senior advisors) who believe that the United States can remake
the world if only it is tough enough, persistent enough, and will-
ful enough (Nye 2002).

Columnist Andrew Sullivan perfectly illustrates the point:
“The only thing that can stop American power now is American
resistance, revolt, or restraint.” (Sullivan 2003)

With appropriately assertive policies and the skillful exploita-
tion of American power, the optimists believe that the worst
threats to American security —the axis of evil, at a minimum—
can be successfully dealt with.

In the prevailing view in Washington, American power is not
merely effective but virtuous. President Bush sees the world in
stark moral terms and frames the global war on terrorism as a
clear-cut struggle between good and evil.

As the self-proclaimed leader of the good guys in this black
and white battle against the forces of evil, it seems inherently true
and obvious to Washington that its actions are benign, its inten-
tions are altruistic, and its purposes for the common good. More-
over, acting for good against evil require boldness and sacrifice,
not timidity and equivocation.

But as captain of good against evil, Washington has expected
that the other “good guys” will be at its side, at least cheering on
the American battlers against evil if not joining in the fight them-
selves. This mentality is at the base of President Bush’s view that
other powers are “either with us or against us.”

This view of American power and its righteousness is scarcely
compatible with worldviews that contain many shades of gray. It
is utterly incompatible with worldviews that see unrestrained
American power as one of the great problems of the current order
or worse, that see the United States as a bullying rogue hyper-
power.

It fits awkwardly with worldviews that emphasize the limited
utility of the varieties of power (above all military power) that
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the United States possesses in abundance. It is flatly contradictory
of worldviews that identify the United States as a self-interested
lawbreaker flouting international convention to destroy its rivals.

This collision of worldviews produces a high degree of mutual
incomprehension. The Iraq crisis is largely (though not entirely)
behind us. This collision of perspectives on American power
remains as a durable potential source of mutual incomprehension
and discord.

Bush policies are working

Critics of the Bush administration’ foreign policy often claim
that Washington’s aggressive, unilateralist, force-oriented approach
will be unsuccessful or counterproductive.

Those skeptical of the current character of U.S. policy tend to
believe that the United States will overreach, or provoke back-
lashes, or alienate allies, or fail to address root causes, or other-
wise prove ineffective. Those most severely critical of the Bush
administration’s policies believe that it has embarked on a disas-
trous course, one that undermines international order, damages
alliance relationships, provokes potential enemies, and will ulti-
mately be harmful to long-term U.S. interests.

The Bush administration and its supporters feel, on the contrary,
that they have been substantially vindicated by the course of events
since 9/11. Critics predicted that war in Afghanistan could turn
into a protracted Soviet-style nightmare and that “the Arab street”
would rise up if U.S. military power were applied in this Muslim
land. Instead, the Taliban regime was quickly swept away and sub-
stantial American military involvement was quite short-lived.

Critics predicted that the war in Iraq posed many risks and
dangers and could easily turn out to be costly and unfortunate.
Though conditions in Iraq remain unsettled, the war was quick,
low-cost, and triumphant and—the essential bottom line—Sad-
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dam’s regime has been destroyed. In Bush administration eyes, a
large threat has been removed at modest cost.

And whatever its critics may think about the Bush approach
to the war on terrorism, here too the administration and its sup-
porters see evidence of significant progress. This is not only due
to the destruction of Al Qaeda’s infrastructure and the capture or
killing of some of its important figures, but to an overall decline
in the number of terrorist attacks since 9/11 from 355 incidents
in 2001 to 199 in 2002 (U.S. Department of State 2003: p. 25).

Not only supportive pundits but the administration itself
offers this interpretation. No doubt, there are still many (in the
United States and even more elsewhere) who believe that the
United States will sooner or later have to alter course because its
policies are destined to sputter and fail. For the time being, how-
ever, the world must reckon with an administration confident (if
not cocky) in its views and dismissive (if not contemptuous) of its
critics, an administration that is riding high and feeling vindicated
by the consequences of its acts.

In the areas that it most cares about—reducing threats to and
increasing the protection of the United States—it believes that its

policies are working and that its critics have been proven wrong
(Brooks 2003).

Growing doubts about NATO

For most of half a century, NATO was the cornerstone of Ameri-
can external policy. For Washington, NATO was a major stake
and a major asset and whenever possible American leaders pre-
ferred to act in concert with the NATO allies.

From the earliest hours after the attacks of 9/11, however, the
Bush administration exhibited a rather different instinct. Its ini-
tial concerns were not about getting the NATO allies on board
for the retaliation to come or ensuring NATO’s centrality in the



Primacy or Order? American Power and the Global system after Iraq 185

war that the Bush administration knew it would soon fight.
Instead, the highest officials of the Bush administration were wor-
ried that allies might tie its hands, that unnecessarily including
even the closest of friends might slow decisions, complicate
choices, and hamper Washington’s freedom of action.

Overall, NATO was remarkably absent from the debates and
priorities of the Bush administration as it labored intensively to
fashion a reply to 9/11. What is particularly surprising about this
is that NATO had been instantly and unanimously supportive
and had expressed a willingness to help. Indeed, on September
12,2001, NATO took the unprecedented step of invoking Article
V of the North Atlantic Treaty, declaring that an attack on one is
an attack on all (“NATO Update” 2002). For the first time ever,
NATO had laid the groundwork for a collective NATO military
response.

But the operational impact of the Article V decision depended
on the United States. As NATO Secretary General Lord Robert-
son observed at the time, “The country attacked has to make the
decisions. It has to be the one that asks for help.” (“NATO to
Support” 2001) Washington did, of course, welcome the support
that its NATO allies were offering. But from the public record,
there is no indication that the Bush administration intended to
build its response to 9/11 around the invocation of Article V.

From those post-9/11 beginnings down to the present moment
Washington has showed reticence about turning to NATO or
employing the alliance in its full multilateral form. The explana-
tion for this reticence is the Bush administration’s very different
perspective on the role and value of NATO. As it often attests, it
continues to see value in NATO and—so far at least—it does not
favor the end of NATO. Rather, in a pragmatic fashion, the Bush
administration sees that NATO can be potentially useful and
occasionally convenient.

But NATO is no longer always necessary or central to Wash-
ington’s calculations, and there are now often circumstances
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when—as illustrated above—it is judged neither efficient nor
desirable to draw NATO in.

Washington sees several problems with NATO. First, in terms
of decisionmaking, it is viewed as a liability. It is hard enough get-
ting one government to take a clear decision in a timely manner.
The prospect of working decisions through a process that in-
volves 19 (and soon 26) formally co-equal partners is likely to be
slow, inefficient, and (as the Iraq crisis illustrated) may not pro-
duce desired results. Better, then, to retain decisionmaking discre-
tion in Washington—especially in a time of war.

Second, in terms of military operations, the NATO allies are
usually not necessary and can be operationally inconvenient (though
sometimes politically expedient). For such reasons, Washington
will often prefer to retain both decisionmaking and operational
descretion. In short, Washington will use NATO when NATO is
thought useful.

But as the experience since 9/11 demonstrates, if operating
through NATO is expected to be burdensome rather than advan-
tageous, it will be sidelined or marginalized. This has produced
transatlantic disgruntlement in the past and could well do so in
the future.

More skeptical views of Europe?

Though the European project of integration has over the decades
produced frequent indifference from and occasional unease in
Washington, in general the United States has been supportive of
this exercise, which has increasingly come to dominate the time,
energies, and priorities of European leaders. Certainly it has never
been broadly threatened by or actively opposed to the development
of an integrated Europe.

The crisis over Iraq brought to the fore two developments in
U.S.-European relations that could produce more ambivalent, if
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not downright negative, attitudes in Washington about an inte-
grated Europe.

First, at least some in Europe seemed determined to position it
as a counterbalance to American power, seeking to constrain the
United States and discipline Washington’s interventionism. The
actions of Europe’s opponents of Bush’s Iraq policy, in conjunc-
tion with the notion that Europe should serve as a counterweight
to the American power, has produced some predictable reactions
in the United States.

Particularly among the neo-conservative supporters of Presi-
dent Bush, the result has been a striking growth in hostility to the
European Union—not only among a minority in the United States,
but also within a group with close ties to the administration.

The second feature of the Iraq case that has notable implica-
tions for U.S.-European relations is that Europe itself was bitterly
divided over this issue. This was, of course, damaging for Europe
and for at least its near term prospects. But just as importantly,
the United States took advantage of this division, indeed, actively
encouraged and exploited it. Divisions within Europe give Wash-
ington room for maneuver, allow it to work with those willing to
follow its lead and try to isolate or ignore those who resist U.S.
policy.

These two points together —unified Europe as a threat to U.S.
interests and a divided Europe as advantageous to the United
States—can lead to a very different American policy toward
European integration than was evident in the past. Indeed, it can
lead to a “radical change” in U.S. policy toward Europe, as An-
drew Sullivan has written (Sullivan 2003).

American officials have taken to describing U.S. policy toward

)

Europe as “disaggregation,” meaning, as The Economist inter-
preted it, “that the Bush administration is increasingly tempted to
junk the United States long-standing support for European inte-
gration and to move instead towards a policy of divide and rule.”

(“Divide and Rule” 2003) If this should become the unambiguous
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and predominant policy of the United States, the implications for
U.S.-European relations are portentous.

Skepticism about instruments and
institutions of international order

As a general proposition, European states have been great cham-
pions of multilateral instruments and institutions. The prevailing
view in Europe sees the development of the United Nations and
the enhancement of international law to be key elements of a
desirable international order.

The predominant view in Washington today, however, is very
nearly the opposite. Columnist Fred Barnes, a strong supporter of
both President Bush and of the war in Iraq, writes of efforts to
have the United Natios play a role in post-war Iraq that “the
good news” is that President Bush “regards the United Nations
more as a part of the problem than the solution.” (Barnes 2003)

Indeed, from Washington’s point of view, the United Nations
represents problems and impediments more than order and prog-
ress. Worse, the United Nations and associated legal frameworks
represent useful instruments in the hands of those who would
hamstring U.S. power. Even before the Bush administration took
power, the sentiment against multilateralism was strong enough
that the United States was absenting itself from multilateral
instruments such as the Landmine Convention or the Compre-
hensive Test Ban Treaty that were judged to be contrary to U.S.
interests.

But the Bush administration has enshrined this instinct as a
pillar of American policy. Members of the administration have
been openly skeptical about arms control, international law, the
United Nations, and multilateralism generally.

The Iraq crisis only reinforced Washington’s skepticism about
multilateral approaches to law and order in the international sys-
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tem. Thus we have yet another rather fundamental collision
between Europe and the United States. Europe prefers a world
that Washington finds distasteful. Europe hopes that the world of
laws and institutions can be sufficiently potent and robust as to
restrain the United States, an outcome that Washington resents
and resists.

No doubt, in its pragmatic moments the Bush administration
will be prepared to work with and through the United Nations
when this suits its needs. But it will not share Europe’s vision of
the desirable role of the United Nations or other international
institutions and instruments.

Conclusion: Hard realities and the way ahead

American policymakers today live in a different world from the
one inhabited by most of their European counterparts. It is a
world of menace and war, a world of evil enemies and horrifying
threats. Seeing the world through the strikingly influential prism
of 9/11, American policymakers have distinctive and powerfully
held views about the utility and necessity of force.

They have strong and heartfelt views about the utility and
morality of American power. They have come to view the core
institutions of the transatlantic world, NATO and the EU, with a
hard-nosed and unsentimental pragmatism that sees little use or
value in partnerships that do not advance the direct and concrete
interests of the United States in the ongoing war against its ene-
mies. And they have come to view virtually the entire apparatus
of international order and cooperation as potential impediments
to American purposes, as instruments in the hands of those who
would restrain American power, and as inadequate barriers to the
evil forces that threaten the United States.

This distilled core of belief is shared by few other governments
in the transatlantic area. Even those who stood with the United
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States on Iraq diverge considerably from Washington on most of
these more fundamental questions.

In terms of international order and the future of the transat-
lantic relationship, the most crucial question in the aftermath of
the Iraq crisis may be this: What lessons did the Bush administra-
tion draw from that experience?

And the answer, broadly speaking, seems to be that it rein-
forced all of these (pre-existing) impulses. As the Bush adminis-
tration sees it, the U.N. Security Council proved incapable of
standing up to Saddam Hussein. The detour through multilateral
diplomacy at the United Nations proved to be a costly debacle.
NATO proved to be an unreliable asset, as burdensome as it was
helpful. The United Nations and the EU provided platforms from
which America’s friends and rivals sought to undermine its poli-
cies. And in the end it took American resolve and American mili-
tary prowess to unseat the evil dictator in Baghdad.

What world are we living in? What world should we be head-
ing towards?

What the Iraq crisis made dramatically clear is that the Ameri-
can and European answers to these questions are very different.
This is why the management of transatlantic relations is proving
so difficult, despite the existence of important common interests.
Even in the context of a common interest, such as preventing the
proliferation of weapons of mass destruction, Europe and Amer-
ica see threats differently, prefer different instruments, and pursue
different outcomes.

How can Europe and the United States reconverge? With some
small but meaningful steps to detoxify the transatlantic relationship.

First, tone down the confrontational rhetoric. Some states-
manship is in order here. This should be an easy and cheap way
to take some of the sting out of a poisonous situation. There is
nothing to be gained by prolonging the agony of the Iraq crisis by
indulging the temptation to reiterate the correctness of one’s own
position and to criticize one’s opponents.
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The wounds will heal more quickly and the personal embitter-
ment may fade more rapidly if our leaders can learn to hold their
tongues and to value healing over scoring debater’s points. Un-
fortunately, a number of the protagonists in this melodrama score
poorly on this count.

Second, guard against the punitive instinct. It is already clear
that there is a real temptation to teach the other side a lesson, to
inflict a price for the antagonism displayed during the Iraq show-
down. Payback in either direction may be gratifying but it is also
shortsighted. But the punitive impulse appears to be quite power-
ful and is not now being wholly avoided.

Third, focus on pragmatic cooperation where interests con-
verge. The first obvious point here is that everyone has a large
stake in a successful outcome in Iraq. Certainly both Europe and
Washington prefer a successful democratic transition. With the
war in the past, working together to build a successful outcome
in Iraq would be a very healthy step in the right direction. But so
far, Washington has been reluctant to relinquish control in Iraq or
to welcome a NATO or U.N. contribution.

Fourth, confront the differences in areas where there is poten-
tial common ground. For example, both Washington and Europe
are strongly committed to nonproliferation. But they often dis-
agree and feud over the threat posed by particular proliferation
troublespots. This is not an insurmountable dilemma rooted in
basic disagreements. Concerted effort to harmonize threat per-
ceptions within NATO seems feasible and desirable. Similarly,
both Washington and Europe wish to see agreements enforced.
Effective enforcement—for example, of the Nuclear Non-Prolif-
eration Treaty—would be in everyone’s interest.

There are, in short, sensible steps that can be taken to reduce
the tension in transatlantic relations. But it is not clear whether
they will be fully explored. America today prefers primacy. Europe
prefers order. Managing that difference is the great challenge for
transatlantic relations in the years ahead.
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The New Strategic Relationship With Russia






Russia as Ally: The Chances and Pitfalls
of Expanding Transatlantic Relations

Curt Gasteyger

This contribution primarily addresses the question of the future
relationship between Russia and the Atlantic Alliance and the pros
and cons of her joining the latter. Such a step is most likely to have
various consequences for transatlantic relations in general.

At its summit meeting in Prague in November 2002, the Alli-
ance admitted seven new members, all from North-, Central- and
Eastern-Europe, some of them direct neighbors of the Russian
Federation. Russia is, in other words, getting ever closer to
NATO’s security-cum-defense perimeter —and vice-versa.

This amounts to changing not only the erstwhile strategic
East-West relationship but, more fundamentally, the security
landscape of the entire continent. Some observers, particularly
those in Russia herself, are inclined to see such a “rapprochement”
of “East” and “West” if not as a threat then at least as “problém-
atique” or provocative, all the cooperative treaties and councils
of cooperation between the two sides notwithstanding.

The central questions here are therefore whether a) Russia’s
membership with NATO is becoming ever more likely, if not
desirable or unavoidable; b) whether such a move would really
serve the interests of Russia herself, of the Alliance and of inter-
national security writ large; and c) could it be that neither side
might actually profit from such a marriage and hence rather leave
the relationship in a friendly cooperative but institutionally not
committal state?
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After all, Russia sees herself still double-headed both as an
Asian and as a European power. In other words, as a world power
in waiting, still shy of one-sided engagements in general and par-
ticularly with a Western world that is dominated by the erstwhile
rival and presently only superpower, the United States.

In any case, any institutional linking of Russia to NATO and
hence contractual commitment to a transatlantic relationship are
likely to signal a sea-change in Russian foreign policy and strate-
gic orientation no less than in that of both the Alliance and, at
least in part, of the United States.

Furthermore, all this would happen just at a time when alli-
ances of the “old type” are losing their former mission with no
clearly identifiable common enemy on the European continent’s
horizon. In other words, such a new kind of relationship would
be fundamentally different form, say, Poland or Romania joining
NATO. Rather, it would change and possibly challenge many of
the givens and specifics that have determined the very nature of
transatlantic relations so far.

Russia in or of Europe?

At the outset it seems fair to state that today’s Russia is—her
mental ambiguities about her real identity notwithstanding—
more “European” than her Communist and Tsarist predecessors
have been in the last two centuries. However, it still holds true
that, to reverse Winston Churchill’s statement about his own
country’s relationship to Europe, Russia is certainly “in Europe”
but in some respects she is not, or not yet, “of Europe.”

That is at least what many Russians feel when looking at the
vast expanses of their country beyond the Urals, while at the
same time believing that the future status of Belarus, Moldova
and even of Ukraine remains covered by clouds of uncertainty.
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Nobody can therefore be absolutely sure as to whether Rus-
sia’s political-demographic-ethnic configuration is more or less
definitive, not to mention her still tangible interest and presence
in the Caucasus and in Central Asia. There remains therefore
some uncertainty as to whether Russia, the declarations of its lead-
ers notwithstanding, behaves, and can be treated, as a full-fledged
European and transatlantic-oriented partner.

Some may say that such ambivalence is, or should be, not
really a serious obstacle to Russia’s getting ever closer to, or even
actually joining NATO and, who knows, possibly, though less
likely, the European Union.

And yet, once tied into the structurally somewhat loosened
and conceptually somewhat diluted network of inter-Alliance
relations, Russia’s dream about, or nostalgia for, a renaissance of
her global power status may then come to rest. It is arguable, if
not desirable, however, that—as security concerns transcend ever
more geographical frontiers—Russia’s own security preoccupa-
tion will eventually coincide with those of NATO.

These concerns go well beyond the traditional strategic objec-
tives. They go from unfinished business in the Balkans via actual
or nascent wars in the Middle East to manifold uncertainties in
the Caucasus, Central Asia and Afghanistan. In other words, geo-
graphic limitations or frontiers are losing ever more their rele-
vance.

In either case, Russia, because she interprets her security inter-
ests quite extensively, could ask for a special status when it comes
to act as a security provider on the Eurasian landmass or as a
principal combatant in the fight against Islamist terrorist move-
ments.

Russia’s joining NATO would therefore not only fundamen-
tally change the latter’s nature. It would at the same time change
Russia’s view of herself and her role on the continental heartland.
The Russian journalist A. Pushkov described, somewhat provoca-
tively, the consequences of such a Russian NATO membership.
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He argued that in this case the U.S. strategic protections of its
European allies would no longer be needed because Russia could
offer more or less the same and even much closer by.

This is of course a somewhat specious argument. But it does
reveal both Russia’s almost desperate effort to be still respected
as global strategic player, i.e., to be not simply another ordinary
member of NATO but rather a strategic alternative to the United
States.

Question marks

Beyond these somewhat speculative but far from negligible strate-
gic-political considerations, i.e., whether Russia is or will become
a truly European, let alone a global power, there are at least two
other issues that deserve serious consideration when it comes to
decide whether or not relations with Russia should either get still
closer to, or indeed become a full-fledged member of, the transat-
lantic community and its core institution, the Alliance.

There is, first, the state of the Russian economy and the
breadth and sustainability of its reforms. There seems to be gen-
eral agreement that President Putin has in fact been able to push
through a series of economic as well as legal reforms.

In fact, the Russian economy is growing by about four percent
annually. Central bank reserves are at their highest level since the
1991 collapse of the Soviet Union. We are told that Russia’s
financial self-sufficiency has eliminated the danger of a govern-
ment debt crisis. The country seems now able to pay $15.5 billion
in foreign debt in 2003, down from $20 billion Russia has
become a (almost) full-fledged member of the G-8 group and is
lobbying strongly for WTO-membership.

So far, so good. The snag in all this good news lies in the fact
that much, if not most of this economic recovery is due to Rus-
sia’s oil and gas exports. This makes her vulnerable in at least
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two respects: first, to a decline in oil price, and second, to ever
higher transportation costs from ever more distant oil and gas
fields.

Still, Russia holds, after the Middle East/Gulf region, the sec-
ond biggest proven oil reserves and is first as far as proven gas
reserves are concerned. And yet, all these substantial assets not-
withstanding, Russia, with a GDP one third of that of Germany,
is still, economically speaking, a middle power at best.

The second area of concern relates to the state of the country’s
environment. The legacy of the past, particular nuclear waste,
does, and will do so even more in the future, constitute a burden
of yet unknown and immeasurable dimensions. Some agreements
on its control and reduction exist already, particularly with the
United States. But with Russia as an institutionalized “associate,”
let alone a full-fledged member of the Alliance, this staggeringly
huge legacy is almost bound to become a matter of common
transatlantic concern—with all the financial and social implica-
tions that go with it.

An emerging relationship

No doubt: Russian-NATO, hence also Russian-American rela-
tions, have undergone important changes in recent time. Most of
them seem to be positive ones. Whether they are substantial
enough to withstand reverses of fortune here and cope with as yet
unsettled issues there, remains to be seen.

In the eye of many Russians—but not only theirs—their coun-
try’s rapprochement with the West is as much, if not princi-
pally, due to her (or Putin’s) concessions to primarily U.S. demands.
The country has in fact—reluctantly—accepted NATO’s East
ward enlargement; it has taken note of America’s withdrawal from
the ABM Treaty and has agreed to a hardly more than symbolic
reduction of the abundant nuclear weapons arsenals. She has also
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accepted the presence of U.S. forces in several countries of Cen-
tral Asia.

In this context, it is worth noting that out of the fifteen former
Soviet republics, three—the Baltic states—are now members of
the Alliance, and eight (the Baltic states included) have already,
or may have in the future, U.S. forces stationed on their territory.
Neither fact has had so far any discernable effect on Russian-
NATO, let alone Russian-U.S. relations.

On the contrary, criticism of this reversal of fortunes is
addressed less to the West and more to the Russian leadership
itself. It has, in the words of an observer, “wasted Russia’s assets
in Central Asia” (and, one might add, probably elsewhere). This
partly because it was either too weak or too irresolute to prevent
such an “intrusion” and retraction, or because the United States
(or the West) toned down its criticism for Russia’s war in Chech-
nya.

In fact, Putin’s standing and reputation in the West, in Wash-
ington in particular, has constantly improved. He was upgraded
from being “an active proliferator” to a “valuable partner,” or, in
President Bush’s own words, from “that guy Putin” to “Vladimir”
thus reviving “the personalization of a strategically extremely
central relationship” for which, only two years ago, Clinton (and
other Western politicians) were severely criticized.

Be that as it may, the important conclusion from all this is that
the Russian-NATO and Russian-American relationship has
undergone important, partly unexpected but on the whole posi-
tive change. Whether it is sufficiently substantial and sustainable
to withstand reversals here and allow for agreement on as yet
unsettled problems remains to be seen.

It is on this account that in particular Russian authors, both
official and independent, wonder whether NATO’s Rome decla-
ration and the newly established NATO-Russian Council (NRC)
constitute a sufficiently resilient and authoritative base for a solid
and mutually confidence-building partnership capable of han-
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dling central and sensitive security (and hopefully other) issues.
The jury on this is still out.

We begin with the actually or potentially positive trends to-
wards a more and more resilient convergence of interests, hence
also cooperation. The first, already briefly referred to, lies in
closer economic cooperation, in particular and inevitably in the
field of energy supply and demand. Here we find a convergence
of Russian primarily economic and Western/Euro-American pri-
marily strategic interests: the former aiming at assuring and
boosting its export incomes, the latter at securing its energy sup-
ply and security outside of, or at least as a reassurance against,
events in the Middle East.

But even such an increasingly important link between the
“West” and “Russia” will remain contingent upon various fac-
tors. They can either further strengthen or seriously put in jeop-
ardy what now appears to become an important component in
this emerging relationship.

The second field of potential or actual convergence of interests
and hence cooperation is to be found in the “war against interna-
tional terrorism.” Both the United States and, somewhat more
reluctantly, NATO (or several of its European members) have
toned down their criticism of President Putin’s campaign in
Chechnya. Thus, NATO’s Secretary General, Lord Robertson,
while on a visit in Moscow, called joint counter-terrorism efforts
“the very heart of what NATO and Russia are doing together.”
(International Herald Tribune December 10, 2002)

From there to a series of cooperative agreements (such as joint
sea-search and rescue missions and, possibly soon, joint work on
a theatre missile defense system) is—it would seem—one such
step.

The question is thus not whether a close cooperation with
Russia in these or related fields—under the heading of “war
against terrorism” and assuring “global security” —is desirable
and feasible. Rather, it is whether its underlying conceptual basis
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—a common understanding of the nature, scope and duration of
this war, the definition of “terrorism” and, more broadly, the
organization or defense of international security—is solid and
durable enough to underpin and possibly institutionalize such
NATO-Russian and/or U.S.-Russian cooperation.

For the moment it would seem that there are still too many

1

“non-dits,” un-opened Pandora boxes, to be sure of an affirma-
tive answer to this question.

A third positive effect of such NATO-plus-Russia operation
can be seen in involving Russia in what might be called a “pan-
European security conglomerate.” Its purpose would be to assure
Europe’s stability in, or control of, its still volatile “fringe
regions,” be they the Balkans, the Caucasus or the Near East.
Without full and reliable Russian participation, such commitment
would lose both credibility and support.

There remains, finally, the still unsettled issue of the almost
forgotten Treaty on Conventional Armed Forces in Europe. Russia’s
argument that the membership of now ten Central-East European
countries (of which seven belonged to the Warsaw Pact and thus
fell under the treaties’ ceilings) has fundamentally changed the
latter’s content and hence needs revision, has some justification.

A closer association of Russia with NATO —possibly beyond
the NRC—might provide the necessary stimulus to re-assess the
treaty (and, incidentally, other East-West arrangements such as
the OSCE) lest they become outdated, one-sided or simply unten-
able.

So much for the actually or potentially positive sides of a NRC-
plus relationship between Russia and NATO. There is, however
and almost inevitably, a down-side that deserves some observa-
tions.
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The pitfalls

We begin with Russia’s view of herself, her identity and her role
as a major player either of Eurasian dimensions or at least with a
clear-cut European orientation and influence. Only Russia her-
self, or indeed the Russian population, can provide the answer as
to the country’s future orientation and role.

But in a certain sense the answer may also become a function
of a rapidly changing international environment. It places new
demands and defines new priorities for all players. There is no
doubt that the “war against international terrorism” has changed
—and is still changing—both the nature of international security
and the role and reach of military power to provide it.

If indeed the central threat is perceived to originate on what
Halford Mackinder called the “Eurasian landmass” and its
immediate neighborhood, then the biggest power on it, i.e., Rus-
sia, acquires, almost over night, a new and central role. In other
words: Russia’ relevance and influence are becoming, irrespective
of her domestic weaknesses, central again in such a radically
enlarged and new security environment. As such, Russia may
have the —unexpected —option of becoming again the rival to, or,
hopefully, the strategically indispensable partner of NATO and
the United States.

There are signs that the latter is more likely. In what way and
to what extent remains to be seen. But one thing seems certain:
Russia will ask for a return of favors—today and, more likely,
still more so tomorrow.

Second, if this assumption is not too far off the mark, then we
must count with the possibility that Russia’s misgivings about an
open-ended U.S. military presence in major parts of Europe and
Eurasia may grow. In her eyes this presence is perceived as leaving
her with a second-rate status in the very regions in which she has
been dominant for centuries. The bond of common interests in
the still vaguely defined “war on terrorism” is, in Russia’s view,
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not sufficiently strong to induce her to renounce indefinitely on a
come-back as global player.

From this follows a third consideration. It relates to the future
role of military power in international politics and the kind of
strategic doctrine to justify it. Up to this day, Russia’s strategic
concept is in several respects different from that of either NATO-
Europe or the Untied States. This again becomes evident in the
controversy about President Bush’s revived project of ballistic
missile defense; it is also different when it comes to fighting ter-
rorism and the role of conventional forces.

The fourth potential or indeed ongoing controversy can be
found in Russia’s choice of partner or client countries. It is primar-
ily a function of tradition, both Tsarist and Communist, as well as
of geography. Iran, Iraq, India and to some extent also China are
cases in point. Inevitably, NATO or some of its members may dis-
agree with, or even object to, such special relationships.

As a consequence they may entertain serious reservations
about involving Russia too closely into a common security policy.
Here again the bond that the common war against terrorism is
expected to create is, for the time being at least, institutionally
too weak and conceptually too diffuse to make one overlook
such historical and geographic differences.

In the final analysis, we must conclude that such actual or
potential sources of dissent, conflict or simply difference of views
put limits not just to Russia’s membership with NATO but also to
her becoming a full-fledged part of the transatlantic community.
In other words: the idea and implementation of partnership is
almost bound to find its limits in geography and history, in self-
perception and diverging views of the future structure and organ-
ization of the international order.

As regards the latter, Russia remains determined not to leave
the latter’s shape and content to either the U.S. or to the transat-
lantic community but rather to hold the options open once it
comes to agree on defining her own role in the world.
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Some theses:

Russia’s view of herself and her role in international politics
still differs in important ways from that of the “transatlantic
West.” Her desire to regain great (or global) power status—as
a function of her size, geopolitical position and wealth of
resources—may be dormant, but it is not dead. Joining the
“war on international terrorism” almost on a par with the
United States is acting here as an additional stimulus.

A more succinct understanding between Russia and “the
West” of what the “common threats” or “security challenges”
are and what kind of policies and means should be employed
for common action is therefore necessary. From this follows
the question if and to what extent the United States and the
Alliance are prepared and willing to share strategic/security
responsibilities with third countries in general and Russia in
particular.

The interest of Europe, i.e., the EU, in a closer relationship
with Russia is not necessarily and in all fields identical with
that of the United States. That of the United States would seem
to be of a more strategic-global nature (i.e., nuclear armament,
non-proliferation, energy supply), the former more instrumen-
tal (i.e. economic cooperation, border control, crisis manage-
ment). Such divergence need not but can be divisive in the U.S.-
EU relationship. Hence it will require more broadly institution-
alized consultation mechanisms than NATO can offer so far.
Russia clearly distinguishes between a “common European
space” (of which she wants to be part) and “European institu-
tions” which, if joined, she thinks would limit her freedom of
action both on a continental and a global level.

The very notion of full-fledged “partnership” is not yet, it
would seem, a household world in Russia’s political practice.
While the agenda of common interests between her and “the
West” is growing, the urge for really operationally valid insti-
tutions does not seem irresistible for the moment on either
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side. Under these circumstances, the NATO-Russian Council
remains adequate for assuring the necessary cooperation in
the foreseeable future.

— While Russia is, and will remain, a central actor in interna-
tional security writ large, more thought should be given to
involve more directly, durably and possibly institutionally,
other major actors (such as Japan, China, India) in a network
of transnational security cooperation: the revived “re-militari-
zation of international relations” is becoming again a major
feature and concern lest it boils down to either a monopoly of
the United States or, more likely, get out of control. A concep-
tually and institutionally enlarged security cooperation could
help to avoid either.

— The war in Iraq clearly demonstrates that Russia, as well as
other countries, holds a view different from that of the United
States on the use of military power against a country or a
region suspected to be an agent of or shelter for terrorism. In
other words, in Moscow’s view, the new threats to security,
both national and international, are still insufficiently defined
to warrant an open-ended and fully integrated strategic part-
nership.



The Future of the Transatlantic Alliance

Jean Betermier, Jean-Louis Gergorin

It is generally admitted, as a lesson learned from history, that Alli-
ances scarcely survive the causes that were at their origin. How-
ever, thirteen years after the collapse of the Berlin wall and the
downfall of the Soviet Empire, the Atlantic Alliance is still
expanding. For its second round of enlargement, it has just wel-
comed seven new members and it is encouraging Albania, Mace-
donia and Croatia to continue their progress.

But is it the same Alliance? What is changing: the members of
the Alliance themselves, the threats, the missions? What is perma-
nent? How to shape its future according to the goal defined by
the Declaration of the Heads of States and Governments at the
Prague Summit “we commit ourselves to transforming NATO
with new members, new capabilities and new relationships with
our partners.”

No need to recall, that under U.S. leadership, NATO defeated
the formidable threat exerted by the Soviet Empire without firing
a single bullet, that it had permitted the reconstruction of allied
countries devastated by the second World War and sheltered the
reconciliation of the former adversaries. It could be seen as the
incubator of the European reunification, it was within this shell
of security that nations pursued their rapprochement and eco-
nomic integration.

Moreover, let me underline that, as a paradox, one of its best
achievements was to have repeatedly avoided war between two
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of its members. From one summit to the other, the Atlantic Alli-
ance has demonstrated a sheer capability to adapt itself to new
situations, it has opened new venues in Europe and engaged Rus-
sia in a deep co-operation. When, for the first time it had recourse
to force, it was in the former Yugoslavia, it was not for territories
or interests but for values.

However, some observers do not hesitate to say that NATO is
dead, but that we still do not know it. Others consider that hence-
forth it is nothing more than an alliance for low-intensity conflicts.

The fact that most of the newly admitted candidates did not
meet the criteria established in 1995 for NATO enlargement
could in itself suffice to indicate that military cohesion is no lon-
ger relevant. Through its extension NATO is transforming itself
into a different institution. I could join those who argue that from
one enlargement to the other, NATO is changing with a tendency
to look more and more like a virtual Organization for Co-opera-
tion and Security in Europe. But a successful one, with a unique
military clout, as NATO remains to date the only organization
able to carry out an international military intervention of some
importance.

When I was asked to deliver this paper under the title “Future
of the Transatlantic Alliance,” I thought that, voluntarily or not,
this wording was suggesting something slightly different than the
traditional name of Atlantic Alliance.

Indeed, the latter could be seen as describing a group of mari-
time states whose strategic cohesion was depending of the free-
dom of the Atlantic. The possibility of the American reinforce-
ment of the European theatre was for a long time considered to
be vital for the Alliance and the security of its European mem-
bers. Sea lines were considered as the arteries of the NATO defen-
sive system.

After the vanishing of the Soviet threat, this is no longer the
case, the new situation is illustrated by the new role of the Supreme
Allied Command for Atlantic, who is changing of nature and mis-
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sion as it is becoming a functional command in charge of NATO
military transformation.

Indeed it appears necessary to maintain allied forces interoper-
ability at a time when U.S. forces are engaged in a deep transfor-
mation. Perhaps that the wording “Transatlantic Alliance” is
offering a better description of the new situation which is made
up of two large autonomous international groupings, no longer
cemented by the Soviet pressure, but linked by a true community
of interests and values.

What is changing?
The partners

Europe is slowly but continuously transforming itself into a political
Union. Even if there is still a long march to do toward a common
foreign and security policy, as one could see during the last months
with the unfolding of the Iraqi crisis. Such a policy could not exist
without some strategic identity and some military teeth of its own.

But in the meantime, the Union of 15 has roughly the same
economic output than the United States and is its main challenger,
a situation that is not going without some tensions. This double
evolution is progressively transforming the transatlantic relation-
ship. One could notice that as the Alliance is expanding eastward,
it is becoming more continental and less maritime, but that the
new members are probably more interested in the military protec-
tion of NATO than in any European Defense Policy, indeed they
see the United States as the winner of the Cold War, the one that
has re-established their freedom.

After the collapse of the Soviet Empire, the United States is the
sole superpower in a global and instable world. For the first dec-
ade of the new era following the end of the Cold War, it seemed
to be permanently hesitating between the role of a benign hegemon
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and the return to isolationism. After September 11, it clearly
opted for the former role and decided to lead the fight against the
rise of global anarchy.

Contrary to European countries, the United States is a global
power with interests, friends and adversaries, if not enemies, all
over the world. For the first time in two centuries, on September
11, 2001, the U.S. was attacked on its homeland and it realized
that it was becoming the primary target of the new threats,
because it is seen as playing an imperial role in the many troubled
areas. As it does not really need military support from allies that
do not have many new things to offer, the United States is more
and more inclined to act unilaterally, even when the consequences
of its decisions could hurt its allies.

The Alliance and the new threats

However, if the threats deeply changed since the end of the Cold
War and seem less tangible, they are evenly directed against the
members of the Alliance. They stem from international terrorist
groups and from states of concern, formerly named rogues. The
spreading of modern technologies and the proliferation of weap-
ons of mass destruction have given them an unprecedented harm-
ful power. Those foes who claimed to oppose world globalization
are using all the facilities it is offering.

The deterrence concepts which were underpinning our secur-
ity during the Cold War lost their centrality. They are vain when
dealing with terrorists or failed states resorting to suicide attacks.
However, they could keep some relevance when facing rogues
states, as long as their leaders remain more or less rational; such
was the case during the 1991 Gulf War, Saddam Hussein was not
dissuaded to invade Kuwait, but at least he was obviously deterred
to resort to Iraq’s weapons of mass destruction. This kind of
denial could be voiced as “deterrence inside war.”
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Many conventional forces and weapons systems developed
during the Cold War are no more in line with the new strategic
situation. We all have to adapt our military forces to the new
threat environment. The Prague summit stated that “NATO must
be able to field forces that can move quickly to wherever they are
needed, upon decision by the North Atlantic Council to sustain
operations over distance and time ...”

The “out of area” pretext for not intervening is forgotten!
NATO’s mandate clearly extends beyond Europe. That means
that the newly created NATO Response Force might have to
intervene rapidly outside of Europe. Politically it could be a chal-
lenging task! Particularly when such intervention will be against
states suspected of harboring terrorists.

This new force notwithstanding is becoming a reality with the
engagement of the Europeans, including France, which offered
the most important participation together with Spain. On that
matter, it is worth noticing that at the last Franco-British summit
on November 24, 2003, President Chirac and Prime Minister
Blair, when they proposed a new initiative focusing on the devel-
opment of European rapid reaction capabilities, welcomed “the
progress already made in establishing the NATO Response Force,
noting that forces [both the European forces and to the NATO
Response Force] are offered to both the EU and NATO on a vol-
untary case-by-case basis.” They confirmed that they “will work
together to improve the links between the two organisations and
to enhance their rapid reaction capabilities in a compatible man-
ner.”

However, it is clear that given the diffuse perception of the
new threats, and their different national interests in other parts of
the world, not all allies are to be ready to participate in all mili-
tary operations and that there is room for “ad hoc coalitions of
the willing” inside the Alliance.

However, because those threats are not exclusively directed
against Western countries, some of those coalitions are to involve
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“non allied members,” as it was already the case in the Balkans.
From now on, as it was often said by the Pentagon after Septem-
ber 11, it is the mission that will define the coalition, and not the
coalition deciding of the mission.

Recently, a group made up of prestigious strategists working
under the aegis of Georgetown University concluded, not without
some good reasons, that “coalitions of the willing will be the pre-
ferred military instrument for at least the first decade of the 21st
century ... because they distribute the tasks and responsibilities,
and politically because they provide international legitimacy.”

Should those military arrangements be made around a hard
core of partners sharing the same analysis and the same risks,
they could be relevant, but how not to wonder about the political
risks stemming from coalitions just tailored to meet the U.S. polit-
ical interest of the day, only with the support of some states that
could be considered as mercenaries.

Because all States could be threatened, penetrated by terrorists
or mafias, the war on terror and the maintenance of international
security requests a reinforcement of the role of the United Nations
and the respect of International Law.

The transatlantic gap

The progressive, even slow, implementation of the EU common
security and defense policy is renewing the transatlantic debate
on burden sharing. It is true that the Pentagon spends globally
twice as much on Defense and four times more on Research and
Development than the 15 European Union member states together.
The imbalance is even greater for “Research and Technology.”

The rift is to become larger as the United States recently de-
cided to further increase of its defense budget, whilst at the excep-
tion of France and UK—which are increasing their military
expenditures—most of European budgets are still declining. So, it
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is no surprise that the EU intention to develop its own capabilities
is often seen by U.S. analysts as a costly duplication at the expense
of NATO efficiency; a policy that could not help to narrow the
capability gap that was dramatically revealed by the Kosovo cam-
paign and confirmed in Afghanistan.

However, a close look at the Headline Goals established by
the EU would reveal that most of the requested Europeans capa-
bilities are converging with the objectives set by the NATO
Defense Capabilities Initiative. An internal harmonization of Euro-
pean capabilities can only help.

To describe the existing and increasing difference of capabil-
ities between U.S. forces and their European allies as a “technol-
ogy gap” is misleading; in most cases European technology is
comparable, even sometimes better, than U.S. technology. Indeed
the argument is too often used to ignore when not rejecting possi-
ble cooperations between European and U.S. defense industries.
As industry initiatives fostered by the commercial market are
more and more the driver of military specification, particularly in
information technologies, such cooperations could only contrib-
ute to the interoperability of forces.

The surge of the U.S. defense budget after September 11 is to
increase the military gap. This raises the question of the possibil-
ity of U.S. and European forces to fight together and opened the
discussion on the interest of responsibility sharing inside the Alli-
ance: said bluntly, the United States should fight according to the
American way of war, while the Europeans should be in charge of
peace-keeping.

Washington’s reluctance to accept European offers of military
participation during the first phase of the Afghanistan campaign
did not fail to foster that trend. Some Europeans could have the
view that it is already too late to catch up with U.S. military capa-
bilities and that responsibilities sharing is to be the only possible
solution, Europeans taking the lead in soft power and relying on
the United States for hard power.



214 Jean Betermier, Jean-Louis Gergorin

If some task sharing could be a good solution, such a division
of roles could only mean the end of the Alliance through misun-
derstandings, mutual recriminations and frustrations. It would
deprive the EU of all strategic roles and the United States of its
best partners in the management of international security.

The risk of a conceptual gap

The dispute on insufficient European spending and costly dupli-
cations was recently reinforced in the wake of the Iraqi crisis un-
folding by the debate on diverging views of Americans and Euro-
peans on the role of military power in international relations.
According to Robert Kagan, “On the all-important question of
power —the efficacy of power, the desirability of power— Ameri-
can and European perspectives are diverging ... Americans are
from Mars and Europeans are from Venus.”

Short of a common strategic culture it could become impossi-
ble for both parties to act and to fight together. It is true that dif-
ferent capabilities lead to different approaches concerning the
role of power. The Europeans are inclined to use soft power
where they may have a say, rather than on the hard side of secur-
ity where American influence is predominant.

If it is true that nations should only have the strategy of their
means as long as they do not have the means to proceed other-
wise, it will be misleading to see in the European preference for
soft power only the result of Europe current military weaknesses.
Indeed, as a product of the 20th century’s tragic history, Euro-
peans very painfully learned that power politics is not always the
best solution to solve international disputes. They consider that
diplomacy, economic cooperation and joint development matters
more than military power and they candidly believe that those
learning could be relevant for other parts of the world.
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Most of them argue that if there were a need to demonstrate
the limits of power in solving contemporary wars, a good exam-
ple could be the Israeli-Palestinian conflict. When it comes to
fighting terrorism, they consider that military forces are only a
part of the solution which request, in the same time, cultural and
economics approaches. Americans do not disagree, but they rightly
underline that we cannot wait for those soft approaches to deliver
the much desired outcome.

When facing the critics of their U.S. friends for the weakness
of their military budgets, Europeans could argue that they are
globally spending three times more in economic aid than the
United States, an important contribution to stability in troubled
areas. Chris Patten, the European commissioner for external
affairs recently voiced this view when he said that “if we were to
reduce our spending on development aid to the American level
and to spend all what we saved on special forces, would that
make the world a safer place?”

However, we may accept that Europeans could deliver better
results with the same amount of money, if those contributions
were smartly articulated to a common foreign policy.

Washington’s recent inclusion of the “pre-emption concept”
as a part of its National Strategy is adding to the list of transat-
lantic disagreements. Yet, we might agree with Henry Kissinger’s
recent statement “Preemption is inherent in the technology and
ideology of the 21st century international system.” It is true that
the threat of an imminent attack with weapons of mass destruction
requires a fast reaction, but who will be the judge of an imminent
attack in peacetime? When to react? When a missile is on the
launching pad or at the beginning of a proliferating program?

Preemption, if it were to become the strategy of choice, could
unravel the already fragile “international law.” It is worthwhile
noting that in the days following the U.S. declaration on pre-emp-
tion, Moscow, at that time intervening inside Georgia, claimed its
right to pre-empt the preparation of terrorist attacks.
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What is permanent?

If NATO was made to oppose the Soviet military threat, it is
more than a military alliance. As a Frenchman and a former for-
eign policy planner, I have a tendency to distinguish between the
Alliance defined by the Washington Treaty of 1949 and the Mili-
tary Organization that is supporting it, even if those two bodies
received the same name. There is no reason for the members
of the Alliance not to remain “determined to safeguard the free-
dom, common heritage and civilization of their people, founded
on the principles of democracy, individual liberty and the rule of
law.”

Indeed the threat of international terrorism is first and fore-
most directed against those moral values. It is why, while adapt-
ing our military tool, we have to concentrate on the political
dimension of the 1949 Treaty.

But as Security is passing Defense as the central task of NATO,
each partner is to respond accordingly to its own interests and
under the influence of domestic policy and circumstances. Histor-
ically, coalitions are more fragile than alliances.

How shape the future?

The Atlantic Alliance is a community of values currently threat-
ened by international terrorism and proliferation of weapons of
mass destruction. As we are strengthening our solidarity, we
should avoid the danger of falling into the clash of civilizations
announced by Samuel Huntington. We have to try to draw a com-
mon vision of our relations with other cultures.

A decade after the downfall of the Soviet Empire, the “sole
superpower” has less capacity to impose its will on its European
allies than during most of the Cold War. The same United States
that merits to be credited for the successful and progressive emer-
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gence of a unifying Europe should accept to see it as a potential
strategic partner and no longer, as Zbigniew Brzezinski had put
it, as “a de facto military protectorate of the United States.”

Washington should not see the issue of European defense pol-
icy as an ungrateful attitude of Europe toward the United States,
but rather consider it as a contribution to world stability in sup-
port of common interests. It has to invite its European partners to
do more than the making of a constabulary force.

While the United States is facing the emergence of new power
houses in Asia, Europeans have to realize that, in American eyes,
they lost a part of their value as the main strategic object of their
policy. It belongs to the Europeans to demonstrate that they can
become a strategic actor of choice, not only on their continent,
but outside of their region.

During the Cold War, with the exception of France and Great
Britain which have maintained some capabilities to intervene
alone outside of NATO area, European defense policies were ori-
ented towards the protection of their national territories and bor-
ders under U.S. leadership. So, it is no surprise if the Europeans
lost their feeling for foreign policy as power politics which could
involve the use of force. Today, they have to frame their own stra-
tegic culture in accordance with their global interests and they
have to articulate their economic policy with their foreign and
defense policy.

It is clear that most current international issues need a global
approach combining diplomacy, economic cooperation or assis-
tance, military might and the will to use it when necessary. Defin-
ing the right mix of soft and hard power is not an easy task. How-
ever, if we do decline the invitation to hard and soft powers
division between both sides of the Atlantic, because we consider
it as irrelevant in the long term, we have to look for a more bal-
anced approach of the problem: the United States should do more
in soft power, while the Europeans should increase their military
capabilities.
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As an observer, I get the impression that there is not enough
strategic dialogue between both sides of the Atlantic. Europeans
are self-centered on the making of the European transformation
of the Community into a Union, while the United States is redis-
covering the role of force in international relations. Washington
is waging new ways to do and win war. The European military
strategists are still thinking in terms of avoiding war, dissuading
the aggressor, controlling violence and keeping peace, whilst their
American counterparts are reinventing maneuvers, concentration
of fires with lean and mobile forces.

If one is convinced that a fair decision can be made with a lim-
ited amount of violence, indeed it can be argued that it is morally
more relevant, more successful and less painful than a long lasting
peace enforcement operation.

Among the issues to be discussed, pre-emption deserves spe-
cial attention. Henry Kissinger made the point that “U.S. allies
will not acquiesce in leaving the definition of pre-emption to an
ally, however close and powerful.” Given the new threat environ-
ment and the challenge it poses, it is all the more important to try
to agree on a common set of criteria for pre-emption.

As the United States decides to field an initial set of missile
defense capabilities to protect “not only its territory and its
deployed forces, but also its friends and allies,” Missile Defense is
another issue that the Europeans will have to address. Many of
them consider that Europe is more vulnerable to much simpler
kinds of attack than long-range ballistic missiles, and that those
attacks should be countered first with its limited defense and
security budgets. However, given their geographic situation, they
may at least contribute to the making of a global system, hosting
long-range sensors within their territories.

To increase their military might, Europeans have to follow a
multifold approach:

— They should increase their defense expenditures and rationalize
their industry and market so as to avoid duplications resulting



The Future of the Transatlantic Alliance 219

from national protectionism. It matters all the more to develop
industrial transatlantic cooperation, providing both sides could
be put on equal footings. The idea that Europe has to buy all
the military equipment it needs in the United States, while the
U.S. market remains closed, would mean the end of the Euro-
pean defense industry and, in the absence of a clear military
threat, the loss of political and public support for defense in
Europe.

— Transform their military forces—doctrine, structure, equip-
ment and logistic—giving them capabilities that can adapt
quickly to new challenges. Europeans shall do their best to put
their forces in line with U.S. military transformation, and
avoid the enlargement of the already existing gap.

— As the European Union is on the verge of a new enlargement,
members states willing to cooperate more closely on military
tasks should be able to shape a core group like the Eurozone.
Such a group could be a partner of choice inside the transat-
lantic alliance and could develop privileged cooperations with
the United States.

— European member states should be more creative in the mak-
ing of their Common Defense Policy and accept to pool some
of their capabilities, mainly in training, logistics and supports,
and more generally most of the assets that are not to be put
directly in contact with enemies. A European DARPA should
be established without waiting any longer for the settlement
of a Common Procurement Agency. Tankers, airlift and sealift
platforms could be run by a special agency as long as special
arrangements are adopted for their crews. Pooling of special
forces is an issue which should not be discarded, even if it is
generally deemed too sensitive.

— We are at a defining time. The United States and EU have to
weigh carefully the role of defense and security in their rela-
tionship. September 11 came as a tragic reminder of the vul-
nerabilities of our nations. As differences of economic inter-
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ests could unleash disputes, it is all the more important that
they take a great care of this relation, and that they try to share
as much as possible the same approaches when confronted
with new but common threats.

Concerning European Affairs, U.S. discontent seems to spring up
from two domains. On the one hand, EU is taking too large a
share of the world economy at the expense of the United States,
on the other hand, it is militarily too weak to contribute to world
stability. At the same time, Europeans see the United States as
being more and more inclined to decide and act unilaterally on
global issues that could have for them heavy consequences. A
stronger Europe could be a better partner inside an Alliance that
has granted peace to the Atlantic community for more than fifty
years.

If Brzezinsky was right when describing the situation of
Europe during the Cold War, it is time for the Europeans to move
from Protectorate to Alliance.



Putin’s Rapprochement with the West:
Tactical Ploy or Strategic Choice?

Andrei Piontkovsky

The turn of the millennium has inspired considerable discourse
on the subject of “Russia at the Crossroads of History.” Unlike
any other country, Russia has had an ongoing interest for this
topic throughout its history and especially over the last three cen-
turies. Basically, we are dealing here with a long-standing, contin-
ual “crossroads” at which Russia is trying in exasperation to
resolve the problem of its geographical, historical and metaphysi-
cal self-identification—is Russia part of Europe or not?

This teenage complex of attraction and defiance represents
the archetype of the Russian political frame of mind. It has resur-
faced on the pages of dozens of publications produced by the for-
eign policy community in the course of the past few years, bear-
ing on the problem of Russia-NATO relations and on Russia and
the West. They mainly focus on the feeling of being rejected and
“shoved out of Europe.”

Furthermore, there have been even more than enough practical
recommendations of “turning our Asian mug towards Europe” —
strategic partnership with China, “equipping our armed forces
with tactical nuclear weapons again” and supplying “anti-impe-
rialist regimes” with nuclear weapons technology and the means
for their delivery.

The excessively emotional reaction of the Russian political
“elite” to the prospect of NATO enlargement and boisterous un-
animous but senseless “no” coming from Moscow cannot be ex-
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plained by the degree of real or imagined threats to Russia’s
security.

The eastward expansion of NATO, or rather the Eastern and
Central European states’ escape to the West, has disturbed the
very roots of our political consciousness. It has revived a dispute
that has never actually disappeared from the depths of our cul-
ture. Is Russia a part of Europe? It reminds us that in many ways
we are not. Not because anyone is forcing us out of Europe, but
because we have not yet resolved this tormenting question for
ourselves due to some specific aspects of our history, geography,
national psychology, and so on.

People like Chadayev, Solovyov and Ilyin, Russian philoso-
phers of the 19th and 20th century, never asked themselves such a
question. For them, the answer to this question has always been
obvious.

Such a flight would not have become a focal event in Russia-
West relations had the Russian political “elite,” stirred by its
deserted-lover complex, not started its “heroic” struggle against
NATO enlargement. Like any other neurotic, it camouflaged its
irrational complexes with pseudo-national nonsense about “the
shorter time NATO airplanes carrying nuclear warheads need to
reach their destination if they take off from Polish, or even worse,
Latvian airfields.”

The fact that Poland, the Czech Republic and Hungary have
joined the NATO and thereby confirmed their European choice,
clearly protracted controversy over whether we belong in Europe
continues unabatedly.

Questions pertaining to internal and foreign policies, alike, are
its inseparable parts. Regardless of whether the destiny of demo-
cratic institutions in the country are in question or Russia’s relations
with the outside world—the West in the first place—the crux of the
matter is the same in both instances, namely, the fundamental values
of Russian society. By “turning our Asian mug” to the West, the
authorities are inevitably doing likewise vis-a-vis its own people.
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The age-long struggle of “Westeners” and “Eurasians” further
burdened now by the painful complex over losing the global cold
war with the West, is now continuing in the domain of Russia’s
culture. With the new president at the helm of the State, the pen-
dulum has initially again moved, it seemed, to the side of Eura-
sianism.

This need not be taken as his personal merit. One might
sooner remark that the rising to power of a person with such a
biography and mentality, objectively reflected the predominant
disposition within the Russian “political elite.”

In the first year of Putin’s presidency, our foreign policy
assumed a clearly anti-American tone. The impression created
has been that the chief objective of our foreign policy is to coun-
ter the United States on all azimuths, as many incidents proved.
But in the course of our confrontation with the West, certain
things seem to have become clearer even for the most fanatic Eur-
asians and the most fervent anti-Westeners.

Firstly, China is a self-sufficient state that has been moving
about alone, with feline grace, unburdened by any complexes, for
several millennia already. In contrast to the Russian elite; it has no
need for any kind of strategic partnership with Russia, least of all
on an anti-American basis. For China—the super-state of the 21st
century —relations with the USA as its prime economic partner and
political rival, are far more important than relations with Russia;
thus, in establishing them, the Chinese leadership will be guided by
anything rather than by the complexes of Russian politicians.

Furthermore, for Russia also, relations with the United States,
the G-7 and the West are more important in an even greater degree
than its relations with China. On the whole, all of Russia’s histor-
ical Eurasianism is an expression of its anger with the West and,
for the Russian “elite,” nothing more than a psychological outlet
in the critical days of its relations with the West.

Where do China, India, our “brother Serbs” or the North
Korean dictator stand in all of this? They constitute nothing more
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than fleeting whims of the Russian elite suffering from the syn-
drome of maniacal depression, needed in order to justify ration-
ally its emotionally charged relations with the “eternally despised”
and “eternally beloved” West.

The events of 9/11 have sharply accelerated the maturation of
the top Russian leadership’s foreign policy. At the same time, the
practical tasks involved in the creation of an anti-terrorist coali-
tion that U.S. diplomacy has been confronted with in the wake of
September 11, have forced it to waive many of the conceptual pos-
tulates that had been pronounced in the first months of George
Bush’s tenure as president.

It became evident that even a country as mighty as the United
States is unable to ensure its own security alone. Cooperation of
the heterogeneous partners is essential, with individual forms of
agreement and compromise being established in each case.

Russia’s significance as a foreign political partner of the United
States has turned out to be substantially greater than it seemed
only a few months ago, particularly in the context of military oper-
ations in Central Asia—a region in which Russia has maintained
substantial potential, influence and connections. In any case, the
United States has shown itself to be highly interested in a tactically
defined constructive military-political cooperation with Russia.

President Putin provided the United States with notable practi-
cal assistance in the pursuit of its operations in Afghanistan. It
would be surprising if he had acted differently. This could be the
first time that a situation such as this has been created in Russian
history, namely, that someone else was doing our dirty work. It
has usually been the other way round.

Nevertheless, regardless of the Russian president’s obviously
pragmatic choice, he has met with subdued reproof from a consider-
able segment of the Russian political “elite.” The trauma of defeat
suffered in the Cold War and the loss of status as a superpower
have grown into a deep psychological complex in the collective
sub-conscience of Russia’s political class that it has yet to get over.
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There is in the real world of today a serious military threat
from the South whilst tomorrow an even more serious threat
might appear from the East. An army of poorly equipped con-
scripts is all that remains of the Soviet superpower of the past
century. Most of its combat-ready units are trapped in a single
rebellious province. Yet, all its military doctrinal postulates are
directed towards a non-existent confrontation with the West.

President Putin proved to be much quicker in realizing this grim
geopolitical reality than the majority of the Russian establishment.
Yet many well-known politicians and generals have been attempt-
ing to reverse what our president had declared as his position on
the events of September 11, viz., “America, we are on your side.”

Whilst not denying, in principal, the choice Moscow has made
in favor of the anti-terrorist coalition, the “more enlightened”
segment of the elite was persistently asking what “price” the
West—the United States in the first place—was going to pay for
the support that Russia has offered. The question was: “To what
extent should America be supported?”

Such a formulation of the question lays down a false system of
reference from the outset, and clearly distorts the perspective of
our strategic discourse. Actually, we should focus our considera-
tions on Russia and its long-term strategic interests. The proper
question should be: “To what degree is it possible to get the
United States involved in the joint resolution of strategic tasks
concerning our security?”

The rupture that occurred between Putin and the “elite” over
the approach to the eternal problem of “Russia and the West,”
was not only of a political but also of a psychological nature. So,
it is opportune to refer, at this point, to the book written about
Putin by the German political analyst, Alexander Rarr, under a
rather appropriate title: “A German in the Kremlin.”

For Russians, “A German in the Kremlin” immediately brings
to mind the classic couple in Russian literature of Oblomov and
Stoltz, namely the Russian landowner and his German supervisor.
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It is not difficult to imagine how it would have been for “Ob-
lomov in the Kremlin,” especially since there are so many Oblo-
movs in the corridors of the Kremlin. Oblomov would talk end-
lessly and in depth about the greatness of Russia and therefore
seeing everything in the light of this “tradition.” Thus, he would
not react to the challenges of the “Realpolitik” at all.

Putin-Stoltz, on the contrary, being a cool pragmatist and hav-
ing reviewed bundles of book-keeper’s calculations, logically rea-
soned that one should not miss the chance that was being offered
to take advantage of the military, economic and political resour-
ces by the only superpower of the world, to fulfil one of the Rus-
sia’s national security most important objectives—to do away
with the hotbed threatening its security in the South.

The short span of historical time from September 11, 2001, to
May 24, 2002, from the famous television statement by President
Vladimir Putin, “We are with you, Americans,” to the signing of
joint documents at the Moscow summit meeting, has been per-
ceived as a period of enormous changes in the relations between
the two countries.

It is the transition from a cold world full of mutual suspicion
to a world of partnership. If the declaration on strategic partner-
ship signed by presidents Vladimir Putin and George Bush (which
few people in Russia or in America have read) is to be taken seri-
ously, to a world of friendly or even allied relations as well.

However, how profound and lasting are these changes? Was
the rapid Russian-American rapprochement merely a response to
the situational interests of the leaders of the two countries at that
moment? Vladimir Putin was eager to “sell” the Chechnya war to
the world community and the public opinion of his own country
as a component part of the fight by all civilized humankind
against international terrorism.

He presented Russia as the vanguard of this fight, the first to
enter into the historical skirmish with a new world evil. George
Bush needed a quick and impressive victory in the Afghan opera-
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tion, which Russia could facilitate to no small degree. Both these
goals were more or less achieved. What next?

“The Joint Declaration on New Strategic Relations Between
the Russian Federation and the United States” states that Russia
and the United States already act as partners and friends and as
allies in the fight against terrorism, regional instability and other
contemporary threats.

If we have still not been completely convinced of the friendly
relations between Russia and the United States, let us listen to
Russian Foreign Minister Igor Ivanov: “The threat to Russia is
not a global nuclear disaster or aggression from the United States
and NATO. The threat to Russia is in the Caucasus and on the
Asian border.”

Or finally, President Vladimir Putin, who in his statement at
the Ministry of Foreign Affairs said that “a trusting partnership
between Russia and the United States is one of the top priorities
of Russian foreign policy” and that “between Russia and the
United States, there is a common view of the threats to interna-
tional security.”

Such is the official formal nature of our interrelations. But let
us take any article, item, information or commentary on interna-
tional problems from any of our newspapers, be it patriotic or lib-
eral, or from any television program. Almost all of them are pro-
foundly, emotionally, and passionately anti-American. Any military
or economic failures of our “ally,” real or imaginary are joyfully
savored, and its insidious plans are constantly being exposed.

The left wing of the Russian political class at the same time
openly and consistently accuses Vladimir Putin of betraying na-
tional interests. The eternally servile mainstream establishment
quietly grumbles and whispers, but so far has not found the re-
solve to openly challenge the president.

The president’s opening to the West has not had the least effect
on his Russia-wide poll ratings. First, this rating is determined by
the fact that—at least until recently—millions of people were
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receiving their wages and pensions on time, which was seen
almost as an economic miracle compared to the disorganization
of Yeltsin’s times.

Secondly, this is once again evidence (as is also confirmed by
polls) that anti-Americanism is not a social uprising of the
deprived. It is a figurative uprising of very well-to-do and privi-
leged people who are deeply hurt and suffering from their own
perception of their secondary, impaired status.

This is not just a Russian problem. To the European elite, it
was not September 11 that was a real shock, but the demonstra-
tion of American military might during the operation in Afghani-
stan, where the forces of the United States’ European allies, other
than Great Britain offered to be irrelevant.

The experience of this operation made ambitious Europeans
face painful questions about the status of the European Union,
the future of their armies, their military-industrial complexes,
and their defense policies in general.

An elite-based complex from a sense of defeat in the Cold War
and of defeat related to the serious and in many respects irreversi-
ble decline in Russia’s global status holds sway over the collective
subconscious of the Russian political class. To it the United States
remains a phantom enemy that gives them meaning, and in heroic
opposition to that enemy, all residual myths of elite perceptions
of Russian foreign policy have been festering.

How fundamental are those pragmatic reasons that suggest
the need for an alliance between Russia and the United States and
the West, and can they overcome the negative energy of this com-
plex? Before turning to this question, let us see how Russian-
American relations and the principles declared in the joint decla-
ration are perceived on the other side of the Atlantic, within the
American establishment. And what role does the complex of vic-
tors in the Cold War play there?

Until very recently a cloudless, almost euphoric vision of the
state of American-Russian relations prevailed in the American
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establishment and media. Moscow supported the U.S. operation
in Afghanistan and had stopped the fruitless polemics over the
missile defense treaty and the expansion of NATO. Vladimir, the
friend and comrade in the fight against international terrorism,
whose soul friend George had looked deeply into, is in firm con-
trol of the situation in Russia.

Such a simple view of the future of Russian-American rela-
tions was at the same time naive and arrogant. Naive because it
did not take into account that the foreign policy course toward
rapprochement and ally relations with the West was superficial. It
still had not taken root in the mentality of the Russian political
class.

The leaders of the American political establishment were
delighted with their “victory” in the Cold War. The status of
being the only superpower did not make them bother with efforts
to analyze what might actually be the national interests of the
potential “ally.” They were oblivious as to how to oppose chronic
anti-American complexes. The global fight against terrorism can-
not be a solid long-term basis for an alliance between Russia and
the United States.

This is because of the growing erosion and vagueness of the
concept of terrorism itself. Most countries, including the United
States and Russia, tailor their own traditional problems to the
slogan of the fight against terrorism. Russia—the military conflict
in Chechnya that has reached an impasse, and the United
States—the planned operation to overthrow Saddam Hussein.
Each has its own lists of favorite terrorists, and they do not
always coincide.

An article by Richard Haass, the State Department’s director
for political planning leaves the impression that the new ally is of
interest to the United States only insomuch as “ally relations”
allow it to more successfully resolve the problems of Russian con-
tacts with certain representatives of the “axis of evil” that bother
the United States. And it is specifically these problems that—from
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Washington’s viewpoint—are in fact the center of Russian-Ameri-
can relations.

If efforts to recognize and defend the common long-term geo-
strategic interests of Russia and the United States are not pitted
against rising political entropy, the opportunity to establish true
ally relations between our countries and more generally between
Russia and the West will be lost. There are people both in Wash-
ington and in Moscow who understand this very well.

Thomas Graham, the former deputy of the above-mentioned
Richard Haass and now an important official of the National
Security Council, thinks on this score that the stability of the
Pacific Ocean Region will be threatened if Russia’s presence in
Asia continues to weaken due to Russia’s market reforms. There-
fore, the two countries should work together on that issue.

Today the situation on Russia’s eastern borders resembles the
situation in the south. There exists a challenge that Russia cannot
answer with its own efforts alone. In the case of Central Asia, this
threat was military in nature, while in the case of the Far East, it
is economic and demographic.

The option of a response through our own efforts was formu-
lated more than a year ago in the report of the Council on Foreign
and Defense Policy entitled “Siberia and the Far East in Russia of
the 21st Century” (Moscow, June 2001). “The persistent and pro-
gressive combination of an aging population with the mechanical
outflow of population is shaping conditions where only foreign
migration will prevent the enormous Siberian-Far Eastern spaces
from becoming depopulated.

Since the Chinese (and in the long-term other Eastern) immi-
gration is inevitable, purposeful explanatory-propaganda work
must be organized to change public opinion in terms of eliminat-
ing the fear of the “yellow peril” and forming a positive image of
Eastern migrants.

This is a strategic program for Russia’s surrender to China
and its withdrawal from the Far East, and later from Siberia, at
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first de facto, and then de jure. This program would be enthusias-
tically accepted by those of our “statists” and “eurasians” for
whom the most important thing is to oppose America at any
price and to continue to threaten America with our wrinkled fist,
even if it is from a Chinese column.

Just as it used to be in the south, the China’s objective chal-
lenge can be adequately met by Russia only in a close political
and economic alliance with the West and above all with its lead-
ing power, the United States. The direct or indirect absorption of
Russia’s East by China does not correspond to U.S. interests,
since it would mean the appearance of a new global superpower
challenging the United States.

The prospects for an energy partnership of the two countries
are also closely tied with the common interests of Russia and the
United States in the Far East. The United States is trying to lessen
its own dependence on deliveries of oil from the OPEC countries
and primarily Saudi Arabia, which is actually the main financial
sponsor of international Islamic terrorism.

Russia is a natural potential ally of the United States in this proj-
ect. Having identified itself with the industrial world and joined the
International Energy Association, Russia can become the stabilizer
of the world energy market by substantially expanding the share of
its presence there. That will allow it to change from a country
whose economy is critically dependent on an outside parameter
independent of it (the price of oil) to a crucial part of the structure
that to a significant degree determines this parameter.

The future of Northeast Asia and the future of world energy
markets are, in our opinion, fundamental spheres in which the
interests of Russia and the United States objectively coincide
and which would become a basis for a long-term pragmatic alli-
ance.

We certainly cannot say that the politicians and experts of both
countries do not understand that. But on the official level, there is
not enough political resolve to articulate these common interests
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clearly and unequivocally. One gets the impression that both of
them want to stop midway so as to preserve other alternatives.

It is no secret that in Washington there is a fairly influential
political school that would prefer to see the geopolitical structure
of the 21st century as a kind of condominium of the two super-
powers—the United States and “Greater China.” As for domestic
Scythians and Eurasians, they are legion.

Even if we take for granted that Russia perceives itself as a
part of Euro-Atlantic community, there is another problem the
Russian political class faces: positioning itself inside the triangle
(United States, EU, Russia).

Having proclaimed a global war on terrorism as its main aim,
the United States has now reserved itself the right to not only
decide who is a terrorist and which states are supporting ter-
rorists, but also to make unilateral preventive strikes against
them without waiting for the go ahead from the U.N. Security
Council.

This policy goes a long way beyond the traditional interpreta-
tion of a nation’s right to self-defense based on the treaty of West-
phalia and set out in the U.N. charter. It has met with opposition
from a large section of public opinion in Western Europe. What
was the Russian political class’s reaction to these developments
within the European-Atlantic alliance, of which Russia was
almost ready to call itself a part?

For a start, some in Russia noted with deep satisfaction that
the sharp criticism of the U.S. administration in Europe is some-
thing that Russian diplomacy can use to its benefit. This is an
accurate observation if the nature of this criticism and the bene-
fits that Russia could stand to gain are correctly understood.
Soviet and Russian diplomacy has already seen so many illusions
dashed after the years of attempts to play on “transatlantic con-
tradictions between the imperialists.”

Europe opposes not the United States, but the philosophy of
unilateral decisions on military matters, professed by the current
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U.S. administration. This philosophy worries Europe, both for
reasons of prestige and substance.

No serious politician in Europe doubts for a minute that the EU
and the United States are natural geopolitical allies. It is as allies
that they are worried by America’s “cowboy” behavior, because
they fear that U.S. tactics and strategies could do damage to their
alliance and to the long-term interests of the United States itself.

Though their debates can seem fierce at times, these are quar-
rels between geopolitical allies that share the values of the same
civilization. Historically, Russia belongs to this same civilization,
and it could play a positive role in these discussions by joining the
Europeans in their attempts to have a moderating influence on
Washington that sooner or later will make itself felt, all the more
so as a large part of the American establishment shares Europe’s
concerns.

But Russia’s strong state proponents are always looking for
their own road, a road that only they seem able to see. Their reac-
tion to the U.S. declaration on the possibility of launching unilat-
eral preventive strikes was unanimous and quick in coming. It
was a cry of “we want to do it too” and calls for Russia to launch
immediate strikes against the Pankisi Gorge and hammer home to
the world its own right do the same as the Americans, at least
within the range of our backyard.

It’s all very well that such statist ideas swell the fantasies of
these impetuous swashbucklers fighting their strong state cause.
But when there are two of these ideas, they do not sit comfortably
in one head. If Moscow opts for a poor parody of U.S. unilateral
measures, it can forget about diplomatic benefits on the European
scene. Europe is desperately trying to teach the rough and ready
American cowboy some manners, but it would never forgive the
decrepit Russian bear this bizarre attempt to legitimize the U.S.
imperial approach.

This is all the more so as Russian foreign policy rhetoric has
taken on a distinctly schizophrenic note of late. One day, Russia
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joins Europe in criticizing the unilateral leaning and arrogance of
U.S. foreign policy, while the next day it accuses a decadent
Europe of hypocrisy and failing to understand the significance of
the fight against international terrorism that President Vladimir
Putin is heroically waging alongside his big brother, George.

Diplomacy like this could see Russia lose everything it has
gained over the last two years, both on the European front and in
its relations with the United States.

The latest U-turn in Russian geopolitical posturing was For-
eign Minister Igor Ivanov’s claim that “Russia is now an integral
part of a unified Euro-Atlantic community” and that “a new phe-
nomenon in world politics, the significance of which goes beyond
the Iraqi crisis” (Financial Times, February 14, 2003) is emerg-
ing—Russia, France, Germany’s strategic triangle.

Russian foreign ministers seem to be chronically obsessed
with an idea of multipolarity and designing of different kinds of
anti-American triangles. Many still remember Mr. Evgheni Pri-
makov’s abortive strategic triangle of Russia, China and India.

Igor Ivanov stubbornly repeats his predecessor’s blunder. He
forgets that in spite of all transatlantic tactical disputes however
passionately France and Germany sometimes criticize the United
States they appreciate highly their strategic partnership with the
United States and never sacrifice it for the sake of Russian “elite”
ambitions and complexes. They can sometimes dance tango with
Russia to provoke American jealousy. But they are engaged to
America and this union is blessed in the heavens.
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The G-2: A New Conceptual Basis and
Operating Modality for
Transatlantic Economic Relations

C. Fred Bergsten, Caio Koch-Weser!

This paper proposes the creation of a new “G-2” consultative
mechanism through which the European Union and the United
States would manage their own economic (and possibly some
security) relations and informally steer the world economy. It
would address a growing number of issues through different
groups of officials from different ministries on both sides of the
Atlantic, perhaps loosely coordinated by an “overview group.”

The paper begins with a brief enunciation of the rationale for
the G-2 and then addresses the key practical questions that would
be involved in setting it up and operating it: What topics would it
address? Who would address them?

It is essential to stress at the outset that the G-2, in playing its
global management role, would be an informal process that would
not replace any of the existing institutional mechanisms (including,
for example, the G-7/8). To the contrary, it would seek to energize
those broader groups, and greatly enhance their effectiveness, by
providing leadership within them from the only two entities, the
European Union and the United States, that together can make
them exercise their own responsibilities more successfully.

It would do so through a constantly iterative process, in which
the European Union and the United States would consult actively

1 The following article represents the personal views of the author and not nec-
essarily the position of the German government.



238 C. Fred Bergsten, Caio Koch-Weser

with other relevant countries in each issue-area to make sure their
views were taken fully into account in the G-2’s own decision-
making.

Conceptually, the new G-2 would represent the innermost of a
series of concentric decision-making circles. The next circle, mov-
ing outward from the G-2 itself, would be the present “inner
circles” such as the “finance G-7” (of finance ministers and, some-
times, central bank governors) on macroeconomic and monetary
matters and the “quad” on trade issues.

Beyond these groups lies the next ring, the “executive commit-
tees” of the formal global institutions including the International
Monetary and Finance Committee (formerly the Interim Commit-
tee) of the International Monetary Fund and (sometimes) the CG-
18 of the GATT/WTO, which are intended to streamline and
improve the functioning of those nearly universal organizations.

The multilateral organizations themselves, such as the IMF
and WTO, constitute the outermost of the concentric circles that
make (or ratify) the final and formal decisions in their issue-
areas. Again, iterative consultations across the different circles
would be a constant part of the process.

The need for a G-2

There are four basic reasons to create an informal G-2.

First, Europe and the United States currently have no concep-
tual foundation on which to base their relationship. The Cold War
provided such a foundation for four decades but no replacement
has yet been found. Absent such an intellectual basis, there will be
constant risk of erosion or even rupture of transatlantic ties. The
conflicts between the United States and parts of Europe during
2003 over Iraq and related issues of course heighten this concern.

Second, a G-2 would help counter the chief foreign policy
shortcomings of each transatlantic partner: America’s tendency to
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unilateralism and Europe’s tendency to insularity. Precisely because
of its unquestioned superiority at this point in time, the United
States needs a trusted and reliable ally to protect it from the con-
stant go-it-alone temptations of superpower hegemony.

At the same time, given the present stage of its institutional
evolution, the European Union needs a globally oriented partner
to overcome the powerful impetus to self-centered behavior that
derives from its enormous internal agenda. The events of 2003
also highlight these tensions.

Third, the world economy, like any political or social entity
facing collective action problems, requires leadership from those
of its members that have both the capacity and the will to provide
it. This need is even greater now than in the past due to the rapid
growth in the total number of state actors (187 members of IMF,
144 of WTO), and even more so in the growth of the number
that have a real impact on the world economy (probably 30-40).

For the foreseeable future, only the United States and the Euro-
pean Union are economic superpowers that enjoy the capacity to
steer the global economic scene. With the expansion of the Euro-
pean Union, the population, economic output (especially at PPP
exchange rates), per capita income, trade flows, openness ratios
and most other economic indicators of the two are remarkably
similar.

Japan, once a member of a putative G-3, is fading and will
probably continue to do so if only for demographic reasons. China
is the rising power, and may need to be added to the leadership
core in a few years, but is still a very poor country with an incon-
vertible currency, only halfway to being a market economy, and
probably even further away from political democracy. Hence only
the G-2 can steer the world economy for the foreseeable future.

Fourth, a G-2 already exists in at least a few issue-areas, dem-
onstrating that the idea is feasible. It has been in place on trade
policy for about forty years, since the original European Economic
Community centralized that function in the Commission, and has
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reached its zenith with the close current relationship between
USTR Robert Zoellick and EU Trade Commissioner Pascal Lamy.
Their relationship indeed offers a unique opportunity to institu-
tionalize the relationship that should be seized, as highlighted by
the failure of even their unique partnership to prevent the break-
down of the WTO Ministerial Meeting in Canctin in September
2003. A G-2 exists in a sense in the military dimension through
NATO, especially with the recent expansion of its initiatives out-
side the European theater. A G-2 is clearly a practical possibility.

What would a G-2 do?

This preliminary discussion suggests that a functional G-2 would
always be simultaneously pursuing two sets of objectives: a more
effective relationship between Europe and the United States them-
selves, and a more effective global economic order.

The basic idea behind the G-2 is to create a mechanism that
would strive constantly to achieve these two objectives, which are
almost always compatible and indeed mutually reinforcing.
Indeed, harmonious transatlantic relations are a necessary condi-
tion for global stability and the latter is in turn extremely valua-
ble, in both economic and political terms, to the European Union
and the United States.

There are two basic strategies for creating a G-2. One would
be “top down,” with a decision at the highest levels to develop
intensive transatlantic consultation across a wide range of issues
with ex ante determination of specific topics to pursue under that
rubric (and probably under the direction of an overall steering
committee that would relate the separate issues to each other and
provide overall political impetus).

The alternative is a “bottom up” and more evolutionary ap-
proach, with opportunistic development of consultative ties on
individual issues as there develop felt needs to construct them,



The G-2: A New Conceptual Basis for Economic Relations 241

e.g., in the international monetary arena if sharp new instabilities
in the dollar-euro exchange rate were to require more active
cooperation on it or on environmental issues if the United States
agreed to work seriously with the European Union on an accept-
able successor to the Kyoto Protocol.

Whichever of these paths were eventually chosen, or permitted
to evolve, it is useful to consider which issue-areas might be ame-
nable to G-2 management. At least ten possibilities come readily
to mind: trade, competition policy, regulatory policy including
corporate governance, macroeconomic policy, international mon-
etary policy, international financial markets, energy, the environ-
ment, migration and global poverty.

The experience of APEC, incidentally, which initially set out
to be a sort of transpacific G-2 (though without a cohesive Asian
pillar), suggests that officials in almost every issue-area will seek
to organize their own consultative ties once a critical mass of other
issue areas is reached—and especially if there is a “top down”
decision from the highest political levels to pursue the concept, as
there clearly was in APEC with its initial summits at Seattle in
1993 and at Bogor in 1994.

Trade, as noted, already enjoys a high degree of G-2 manage-
ment. Even here, however, there are key systemic issues that are
not being addressed such as each G-2 member’s rapidly proliferat-
ing network of bilateral trade agreements (where the “policy
instrument” could be a strengthened Article 24 in the WTO) and
the need for a more coordinated response to the critics of global-
ization. Moreover, this particular G-2 manifestation failed to pre-
vent the WTO breakdown at Cancun.

There are two main issues: getting the G-2 to think of them-
selves primarily as stewards of the global trading system, rather
than as mercantilist adversaries, and institutionalizing the strong
personal ties that fortunately now exist in this domain (and clearly
have been important in avoiding real trade conflict during this
period of extensive and intensifying disputes).
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Competition policy is another potentially fruitful area for G-2
management. If not quite as extensively as trade, it already enjoys
a large measure of agreed European leadership at the European
level and hence provides a clear partner for the United States.
Consultation is already extensive across the Atlantic.

The GE-Honeywell dispute and possible future disagreements
over Microsoft, however, highlight the substantive importance of
forging much closer transatlantic agreement on both the philoso-
phy and the procedures of antitrust prosecution. The rapid prolif-
eration of new competition policies in numerous emerging mar-
ket economies cries out for international leadership to minimize
differences in both substance and process that can otherwise
cause endless turmoil in future decades.

It should not be forgotten that this issue area became the focal
point of much “trade conflict” between the United States and
Japan for most of the 1990s.

One “policy instrument” could be publication of an agreed,
and even joint, procedure for addressing antitrust cases that
would avoid both duplication and risk of inconsistent results.
Another, as already proposed by the European Union, would be
addition of this issue to the agenda of the Doha Round in an
effort to start forging an agreed international template for dealing
with it.

Competition policy is of course only one aspect of regulatory
policy, whose many dimensions could also benefit enormously
from systematic G-2 management. The Transatlantic Business
Dialogue (TABD) has in fact pursued a number of such issues,
seeking Mutual Recognition Agreements (MRAs) a la EU itself in
some. Even these seemingly technical discussions have often bro-
ken down, however, as when the Food and Drug administration
of the United States refused to accept European certifications.

Macroeconomic policy is at once the most discussed and least
operational of all the issue-areas on this list. The G-2 account for
almost half the world economy have overarching responsibility
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for its success, and their respective performances have surpris-
ingly large effects on each other as well.

Yet there is little meaningful consultation, let alone coordina-
tion, between them despite the pressure of numerous discussion
fora and evidence from earlier periods (especially the late 1970s)
that such coordination can be quite effective.

To be sure, macroeconomic issues pose extremely difficult insti-
tutional issues (to which we return below), especially the independ-
ent role of central banks with regard to monetary policy and the
famous “who speaks for Europe?” question on fiscal policy.

Nevertheless, concerted actions would seem to be particularly
efficacious when the G-2 (and hence the world) face common mac-
roeconomic problems, such as synchronized booms and slowdowns,
the inflation of the 1970s and possibly deflation in the future.

There are of course numerous policy instruments that can be
deployed, from simple coordination of public statements to help
build market confidence to coordination of actual policy steps to
enhance their effectiveness (including, in some cases, by avoiding
contradictions and/or quantitative excesses from them).

International monetary relations, along with macroeconomic
policy and by contrast with trade, are among the least active
areas of G-2 management relative to the need. The dollar and the
euro are the world’s leading currencies and the relationship
between them has a major impact on the world economy.

The authorities in both areas are content to let market forces
determine their exchange rate most of the time, however, despite
the overshooting and misalignment that demonstrably prevail for
prolonged periods and the resultant buildup of unsustainable
imbalances such as the current U.S. foreign deficit (in excess of
$500 billion, or five percent of U.S. GDP).

In addition, there has been only limited reform of the “inter-
national financial architecture” since the crises of the 1990s. The
system’s crisis prevention and crisis resolution mechanisms, espe-
cially with respect to major emerging markets, remain very weak.
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Only intensified EU-U.S. cooperation and leadership can build
the necessary defense mechanisms.

A closely related issue-area is international financial markets,
where Europe is striving to complete its own integration (and
thus bring the euro to equivalency with the dollar) and where a
host of regulatory issues (e.g., Basel II) are at play.

Some of these issues of course relate directly to the corporate
governance questions that are at the top of the contemporary
agenda. This raises the prospect of joint policy instruments like
the adoption of international accounting standards and common
rules on key items such as expensing of stock options.

Energy policy is a critical issue where Europe and the United
States have essentially “agreed to disagree” for some time. Philos-
ophies, policies and practices (at both corporate and personal lev-
els) are dramatically different on the two sides of the Atlantic and
there are no serious efforts to reconcile them.

American military might and strategic petroleum stockpiles
have sufficed to avoid major transatlantic problems vis-a-vis the
oil markets in recent years, but the sharp conflict that flared after
the first oil shock, and could have easily recurred in the context
of the war in Iraq, should not be forgotten.

Possible policy avenues include serious joint efforts to acceler-
ate the commercialization of low-carbon technology (e.g., in
automobiles) and to commercialize non-carbon energy sources.

Closely related is environmental policy. Here too there are
fundamental differences of views, at all levels, across the Atlantic
as manifest most dramatically in the opposite positions on the
Kyoto Protocol. One of the highest priorities of a new G-2 might
in fact be to take a fresh look at global warming and to seek new
approaches to address it effectively (including partly through new
energy policies).

Both the energy and environmental issues of course have major
implications for overall economic policy and performance, as well
as important security inter-relationships.
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Migration is another critically important issue for both Europe
and the United States, especially when related to the aging of both
populations (especially in Europe), but is perhaps discussed even
less than the other topics on this list.

It carries huge social, economic and political implications for
the sending as well as the receiving states, and hence requires
effective global as well as bilateral management. It is unclear
whether common action is needed in this area although, at a min-
imum, sharing of experiences and ex ante discussion of possible
national policy responses would be extremely useful.

A possible new “policy instrument” would be to add of this
issue to the Doha Development Agenda, which would clearly please
the developing countries and provide potential breakthrough link-
ages between migration, trade and development policies.

A final possibility is global poverty. Particularly in light of
September 11, security as well as humanitarian concerns suggest
an emphasis on this topic. Africa could be an obvious focus as at
recent G-8 summits. The specific topics involved cut across a
wide range of economic issues: trade, private investment, foreign
assistance, migration (see above) and numerous others.

The European Union and the United States have recently
pledged substantial increases in both their foreign assistance lev-
els and access to their markets for the exports of the poor coun-
tries. However, their aid levels are still far below the international
norm (0.7 percent of GDP) and they persistently adopt new poli-
cies that retard rather than enhance market access (e.g., the
recent U.S. steel safeguards and farm bill).

Concerted and bold new action by the G-2 is essential if the
poorest countries are to be given a genuine opportunity to emerge
from poverty.

In sum, all of these topics would almost certainly benefit from
more systemic and more sustained attention by the responsible
authorities of the European Union and the United States, working
together within a new G-2 framework.
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How would a G-2 work?

This list of specific candidate topics for G-2 management reveals
immediately that any such process, if carried out on anything like
the suggested scale, would engage very large numbers of people
from a wide array of official (and perhaps private) institutions on
both sides of the Atlantic. There would have to be a great deal of
flexibility and informality in the process if it were to avoid
becoming hopelessly bureaucratized.

The process could be viewed as deepening and institutionaliz-
ing, at the G-2 level, the transnational coalitions that already
function in some areas (such as central banks, competition author-
ities, and trade officials) and creating new coalitions where they
are either non-existent or very embryonic (as with energy and envi-
ronmental officials).

Each responsible group could set out its own agenda and time-
table, building on whatever practices were already in place. The
mandate would be to establish, if necessary, and maintain a proc-
ess of comprehensive consultation on the key issues being faced
in each issue-area.

Three types of exchanges should take place in each group.
One would simply be informational: full briefings on the latest
developments in each region in the respective issue-areas, so that
future actions in the other could at least take account of the part-
ner’s decisions.

The second could be on policy interactions, or the interna-
tional implications of pending policies in one of the respective
partners. The third and most advanced would be the possibility
of occasional cooperative or even coordinated action to improve
the prospects for effective response to a particular policy chal-
lenge.

The agencies and individuals that would be mandated to con-
duct these exchanges would of course differ from issue to issue.
In the United States, the choices are relatively simple although
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complications arise even here: two competition authorities and
environmental policy authorities, four bank regulators, blurry
decision-making lines for macroeconomic policy and a Congress
that has ultimate authority over taxes, spending, trade and much
else. It is not always clear “who to call” in Washington either!

Europe of course raises the added complication of the rela-
tionship between the member states and the institutions of the
European Union as a whole, and sometimes among those institu-
tions themselves, e.g., Commission vs. Council vs. Parliament.
These are relatively clear for trade and competition policy, where
the Commission largely “speaks for Europe.”

On most of the other issues, however, the EU is in the midst of
a prolonged process of developing decision-making procedures
that should ultimately provide a much clearer representative for
G-2 (and other international) discussions.

A final operational element is the possible creation of a coor-
dinating committee to maintain linkages and promote consistency
between the issue-specific consultative groups. Such a committee
is not essential but, operating as a small and very informal secre-
tariat, could help keep the various pieces of the program in sync
and avoid overlaps or inconsistencies.

The committee could also “assign” topics to individual con-
sultative groups that might be mandated by the transatlantic
political leadership at their summits or otherwise. If it were
staffed by close personal representatives of the political leaders,
as would be essential at least at the outset of the operation, it
could also infuse “political will” and even do some trouble-shoot-
ing on its own when individual groups become bogged down by
parochial problems peculiar to their topics.



248 C. Fred Bergsten, Caio Koch-Weser

Duplication with other international groups?

A final question that has been raised about the G-2 idea is whether
it would duplicate existing groupings.

All of the other “Gs,” certainly including the G-7/8 and the
formal international institutions like the IMF and WTO, would
continue to exist.

To the extent that the G-2 became an effective steering com-
mittee, the existing organizations would in fact function more
successfully. They would also become more significant them-
selves, by bringing the G-2 decisions to the next circles of leader-
ship and carrying out agreed policies.

In particular, however, with the demise of Japan and the lim-
ited weight of Canada and Russia on most global economic
issues, isn’t the G-7/8 already essentially a G-2, thus obviating the
need for anything new?

The answer to that question is a resounding “no.” First, the
G-7/8 does include three countries that are of marginal relevance
for most major international economic issues (Canada, Japan,
Russia), which complicates its discussions and makes agreement
more difficult.

Second, the presence of four European countries plus the
Commission reduces rather than enhances the prospect of a com-
mon European position; the G-7/8, has ducked rather than con-
fronted that fundamental problem in achieving meaningful coor-
dination.

Third, the G-7/8 summits often lack substance and have
become political rather than economic conclaves to the extent
that some substance does survive.

Fourth, the “finance G-7,” which escapes some of the short-
comings of the summits, has also become ineffective because its
members do not to criticize each other and because of their resig-
nation to inertia in the face of “overwhelming market forces”
and the independence of their central banks.
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Fifth, none of the G-7/8 variants even address some of the
most critical issues on the list suggested above, such as migration
and environmental policy.

The final and central policy question is of course whether a
new G-2 could overcome these problems that have come to ham-
string the G-7/8 (and other international bodies) so severely in
recent years. The honest answer is that it could do so only if
launched with strong political commitment on the part of the top
political leaders on both sides of the Atlantic and then imple-
mented, on an ongoing and sustained basis, by officials with the
same dedication.

The model is of course the American and European unions
themselves: both overcame enormous odds due to the compelling
nature of the gains from “deep integration,” political even more
than economic, and implementation by a cadre of enthusiastic
supporters of the concept.

Similar conditions will need to be met if a G-2 is to flourish in
the early part of the twenty-first century. The driving elements
would have to be a conviction on the part of both American and
European leaders that their own relationship required a firm new
foundation, that they needed to protect themselves from some of
their own worst proclivities (unilateralism in the United States,
insularity in Europe) and that they could only exercise their
responsibilities for global leadership by acting together in a much
more concerted manner.

All three make a strong case for launching the G-2 initiative at
the earliest possible time.






Transatlantic Trade Relations
Jeffrey J. Schott, Gary C. Hufbauer

Introduction

Throughout the postwar period, the United States and Europe
have worked closely to forge a strong political and economic alli-
ance. Transatlantic trade and investment have been important
components of that partnership. Trade and investment ties con-
tributed to the postwar revitalization of the European economy, a
robust NATO alliance during the Cold War, and the construction
of a durable system of world commerce that promoted economic
development and democracy around the globe.

It is not an exaggeration to say that the United States and the
European Union have the world’s greatest trade partnership (see
table 1).

Transatlantic trade in goods totaled about $370 billion in
2002, almost double the value of a decade earlier. U.S. merchan-
dise trade with the EU is about the same as U.S. trade with its
NAFTA partner, Canada, and more than twice as large as U.S.
trade with Japan.

In addition, transatlantic trade in services—which totaled
$175 billion in 2000—far exceeds U.S. services trade with any
other region. Taken together, transatlantic trade in goods and
services is the world’s largest.

While the trade flows are significant, what makes the transat-
lantic relationship so special is that each region has important
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ownership stakes in the other’s market. At the end of 2001, two-
way U.S.-EU direct investment was valued at more than $1.6 tril-
lion on a historical cost basis.

The European Union is the host for 53 percent (or $726 bil-
lion) of all U.S. direct investment abroad, and contributes 72 per-
cent (or $947 billion) of all foreign direct investment in the U.S.
market. By contrast, the value of cross-border direct investment
between the United States and both Canada and Japan is only
about one-seventh of that of U.S.-EU investment.

These investments go a long way in explaining why U.S.-Euro-
pean trade relations have been more manageable than U.S. ties
with Japan. Roughly one-third of transatlantic trade is conducted
between U.S. or European parent firms and their subsidiaries.
These firms are less prone to push for trade protection from their
corporate family members, and more likely to support open trade
and investment policies in both regions. They create a natural
buffer against protectionism.

Nonetheless, the United States and the European Union typically
have a large number of on-going trade and investment disputes
simply due to the sheer size of transatlantic economic relations.

But these disputes generally have not been disruptive to trans-
atlantic commercial relations. Even the multi-billion dollar dis-
putes over steel trade and U.S. tax subsidies have affected only a
small share of bilateral trade. The heated battle over the GE/Hon-
eywell merger, vetoed by the European Commission’s Director-
ate-General for Competition (DG4) may turn out to be a once-in-
a-decade event, rather than a harbinger of a new round of invest-
ment wars.

Many disputes involve agricultural products, which account
for less than 10 percent of bilateral trade. As a general rule, trade
and investment disputes have been defused in deference to the
broader strategic interests of the Atlantic Alliance.

The Bush administration in Washington and the Prodi Ad-
ministration in Brussels are managing trade and investment rela-
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tions with care and deliberation. Both sides worked closely to-
gether to launch the Doha Round in November 2001 despite sig-
nificant differences on key agenda items. Both sides continue to
use WTO processes to advance trade objectives and to adjudicate
their disputes. Both sides consult on major competition policy
cases, such as GE/Honeywell and Microsoft. And transatlantic
trade and investment continues to flourish.

But trade politics on both sides of the Atlantic are sharply div-
ided on how to handle prospective reforms in domestic laws and
regulations that may be required to implement the results of the
Doha Round or to resolve current disputes.

In 2003, U.S.-EU trade and investment relations are facing crit-
ical challenges that could test the transatlantic partnership. Dif-
ferences over the scope and pace of agricultural reforms were an
important contributing factor to the failure of the Cancin WTO
Ministerial in September 2003. Conflicting regulatory regimes,
especially on genetically modified organisms (GMOs), threaten a
new wave of litigation and trade protection. Ongoing “mega dis-
putes” on the Foreign Sales Corporation (FSC) and steel could
slide into retaliation.

A “hard” European Union line on unbundling Microsoft
would surely provoke transatlantic tension. Finally, both partners
are engaged in showmanship designed to make the other appear
stingy in the contest for support from developing countries.
Showmanship is particularly evident in rival proposals for farm
trade, GMOs, and pharmaceuticals. This kind of competition,
however, is at the periphery rather than the core of transatlantic
relations.

The transatlantic trade agenda in 2003 thus looks uncomfort-
ably familiar. Problems that have lingered for decades will require
heightened attention. Trade officials will have to draw on their
intellectual and diplomatic skills to keep WTO talks on track and
bilateral disputes on simmer. The following discussion summa-
rizes several key issues.
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Agriculture

For the past forty years, the United States and Europe have engaged
in costly and subsidized competition for agricultural markets
around the world (and in each other’s backyard). The Uruguay
Round finally established a framework of constraints on farm
subsidies and modest commitments to reduce tariffs and enlarge
quotas. But in practice, the Marakkesh Agreement required
very little liberalization. Neither U.S. nor EU farm policies had
to be changed significantly to meet the Uruguay Round commit-
ments.

In fact, their current farm subsidies fall within the levels
allowed by the WTO (even counting the additional costs of the
2002 U.S. farm bill). Subsidy largesse hurts rural producers in
developing countries (though it also benefits urban consumers).
As the heated debate in Canctin showed, U.S. and EU farm subsi-
dies will have to be sharply curtailed in the Doha Round before
developing countries will accept the substantial opening of their
own industrial, agricultural and service markets—objectives
sought by the United States and Europe.

In July 2002, the United States proposed radical reforms in
subsidies, tariffs, and quotas, which would reduce its own peak
tariffs down to a maximum of 25 percent, sharply expand its tar-
iff-rate quotas (including on sugar), and cut its domestic subsidies
by several billion dollars from current levels (holding out the
promise of eventual elimination).

The EU paper issued in late December 2002 would replicate
the limited achievements of the Uruguay Round, with modest
cuts in tariffs (while maintaining tariff peaks), export subsidies,
and domestic subsidies. The United States offer would maximize
the pain for the European Union (and Japan); the EU plan moder-
ates the prospective changes to its own policies and seeks changes
in the method of scoring subsidies that would increase the
reforms required in U.S. programs.
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Both were initial bargaining positions, to be sure, but both the
United States and the European Union found it difficult to “up
the ante.” As a consequence, prior to the Canctin Ministerial,
they issued a joint framework proposal that left blank key num-
bers on subsidy limits, market access terms, and “green box”
requirements. EU negotiators found it hard to sweeten their
December 2002 offer while member states were still debating
their often-postponed decision on reform of the common agricul-
tural policy.

U.S. negotiators found that any dilution in the size of the pro-
spective Doha Round reforms would prompt several farm groups
to lobby for the maintenance of the generous subsidies provided
by the 2002 farm bill.

While it is too early to project the terms of a final Doha Round
deal on agriculture, the short-run implications of the current
U.S.-EU impasse are troubling. If WTO negotiators cannot agree
on the modalities for agricultural negotiations, then officials will
begin to doubt whether the Doha Round can meet the ambitious
objectives set by ministers in November 2001 across the whole
range of issues.

Developing countries responded to the cloudy signals at Can-
cun on farm reform by withholding support for the Singapore
issues (investment, competition policy, trade facilitation, and trans-
parency in government procurement). Trade officials are now
scrambling to prevent a further unraveling of the Doha agenda.
At best, the pace of talks has now decelerated, and they could
possibly seize up.

Genetically Modified Organisms (GMOs)

The revolution in biotechnology has opened vast new horizons
for production and trade, but also has raised new concerns about
the long-term impact on human health and the environment. To
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date, there is little scientific evidence to support those concerns.
On the other hand, there is no proof-positive that GMOs are
harmless. As a consequence, some governments have adopted a
zero tolerance policy toward GMOs, awaiting the findings of
ongoing research.

While these actions are an understandable political response
to the strong public reaction against GMOs, they raise the legiti-
mate concern that public health may serve to rationalize a new
wave of regulatory protectionism. Indeed, the U.S. chemical indus-
try now fears that the zero tolerance road will severely restrict
European sales, both from plants in Europe and from exports.

Unlike growth hormones, GMOs are not banned in Europe.
However, contrary to attitudes among the American public,
GMOs excite considerable public fear among Europeans. In prin-
ciple, the European Commission could authorize the sale of
GMOs. But given the strong opposition of some member states,
the EU has observed a moratorium on the approval of GMO
products for the past several years.

Exports of genetically modified corn from the United States to
Europe have been suspended, and 13 other U.S. products are
stuck in the pipeline of regulatory approval. Meanwhile, selected
agricultural advances are blocked in poor African countries, for
fear that GMO products will be banned in Europe.

In the face of European reluctance to proceed with GMO
approval, U.S. officials have now brought a case to the WTO.
European companies share an interest with their American coun-
terparts in speeding EU regulatory approval. Yet even if the WTO
ruled against the European Union, the GMO issue is no more
likely to be resolved than the growth hormone issue.

The chief obstacle is widespread fear among Europeans that
GMOs will harm them, their children, or their environment.
Rather than propel regulatory reform, WTO litigation could pro-
voke a political backlash that stiffens resistance to negotiated sol-
utions to the GMO trade problem.
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Foreign Sales Corporation (FSC) and steel

A third challenge for 2003 is to contain long-running disputes on
tax policy and steel, and forestall new bouts of trade retaliation.
The steel dispute is currently being litigated in the WTO to assess
whether U.S. safeguards measures introduced in 2002 conform to
WTO requirements.

The WTO panel ruled against the United States, and the Euro-
pean Union stands a good chance of prevailing in the WTO
Appellate Body. Meanwhile, both sides have cooperated in limit-
ing the impact of the safeguards measures; as a result, a large
share of European shipments has been exempted from the new
duties. If the U.S. and EU economies enjoy strong growth in 2003
and 2004, the steel dispute could, in fact, melt away.

More worrisome is the dispute over the FSC, since it raises
fundamental issues about the equity of WTO rules regarding bor-
der tax adjustments. This transatlantic dispute first arose in the
1960s, was resolved in the Tokyo Round negotiation of the
Agreement on Subsidies and Countervailing Measures (SCM),
and then resurfaced in 1997 when the EU walked away from the
earlier pact and challenged the FSC in the WTO.

The first WTO FSC panel, in its October 1999 decision, ruled
that the FSC did confer illegal export subsidies because revenue is
foregone (Article 1 of the SCM Code) and exports are taxed more
favorably than production abroad. In February 2000, the WTO
Appellate Body affirmed the panel report in all essential respects.

In their decisions, however, neither the Panel nor the Appellate
Body ruled on the EU claim that FSC violates the SCM Code
because exports are taxed more favorably than production for
the U.S. home market.

This omission (in the context of highly technical decision)
seemingly left the United States an opening to alter the contours
of the FSC while preserving much of its substance. It appeared
that the United States could avoid the charge of granting an
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export subsidy by extending its partial territorial tax system to
the foreign production of U.S. firms the same way it was applied
to exports—thereby meet the newly created parity test. Seizing
this apparent opening, in November 2000 the U.S. Congress
passed the Extraterritorial Income Exclusion (ETI) Act.

The EU again challenged the U.S. law in the WTO; subsequent
panel rulings found that the new U.S. law also conferred prohib-
ited export subsidies. The Appellate Body concurred in a ruling;
in August 2002, the European Union was authorized to retaliate
against about $4 billion in U.S. exports if U.S. law is not brought
into compliance with WTO obligations. The potential disruption
to transatlantic trade is so great (more than 10 times larger than
U.S. retaliation against bananas and beef hormones combined)
that retaliation on this scale would provoke a crisis in transatlan-
tic relations.

To date, EU officials have proceeded cautiously —publishing a
retaliation “hit list” but not implementing any countermeasures.
There appears to be an understanding not to take actions that
could disrupt the ongoing Doha Round. But since retaliation
already has been authorized, so the threat of a new trade war still
remains.

However, the U.S. Congress is finding it very hard to agree on
replacement legislation for the ETI, and it may not reach an
agreement in 2003. No one expects the EU to poison the Doha
Round by indiscriminate retaliation. But until the ETT is repealed,
the arsenal will at the very least dampen U.S. initiatives aimed at
curbing EU agricultural subsidies or opening EU markets to
GMO products.

The United States has committed to bring its tax laws into
WTO compliance. However, if the ETI is repealed with nothing
to take its place, U.S. exporters will again compete on a tilted tax
field. Not only will they have to pay VAT on sales into Europe,
Canada, Mexico and other countries, they will also have to pay
full corporate income tax on their export earnings.
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Meanwhile competitors based in Europe and elsewhere will
export their goods into the U.S. market free of VAT and take
advantage of sales subsidiaries located in low-tax jurisdictions.
This kind of tax tilt was a driving force behind enactment of the
DISC in 1971, the FSC in 1984, and the ETI in 2000. It seems
unlikely that the tax discontent harbored by U.S. exporters will
melt away when ETT is repealed.

Thus, there is a great deal of pressure for renegotiation of the
WTO subsidy rules and/or U.S. corporate tax reform that confers
WTO-legal tax advantages to trading firms.

In sum, this issue is bigger than the $4 billion retaliation bill
set by WTO arbiters. It will likely require an admixture of tax
reform and WTO reform to restore the balance in the trading sys-
tem that was upset by the EU decision to litigate five years ago.

Economic sanctions

Economic aid and economic sanctions are used to promote good
relations or to coerce good behavior from foreign governments.
Growing commercial ties do create a web of interlocking inter-
ests, as Henry Kissinger has often said, but they also create a set
of conflicting policy objectives within each country.

Should political and security interests trump commercial con-
cerns? In the Cold War era, the obvious answer was yes—and
Europe generally followed U.S. leadership on economic matters
in deference to the broader strategic alliance. In the post-Cold
War era, however, other interests command greater attention.

Over the past two decades, U.S. policy has been schizophrenic
regarding the use of economic sanctions. Some members of Con-
gress and the business community have felt that trade should be
unfettered and not be a handmaiden to foreign policy. Other
members have put forward legislation limiting U.S. trade with or
financial assistance to countries that violate specified norms of
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good behavior such as human rights abuses, proliferation of
weapons, and drug trafficking.

Occasionally, third countries are also swept into the sanctions
net—as happened in the Iran Libya Sanctions Act (ILSA) of 1996.
Those sanctions, codified in law, require extraterritorial applica-
tion of U.S. restrictions unless waived for national security rea-
sons.

In fact, extraterritorial application of ILSA was waived by
both the Clinton and Bush administrations. But renewed conflict
in the Persian Gulf underscores transatlantic disputes about the
use of economic sanctions.

In principle, ILSA inflicted penalties on foreign companies
investing more than about $20 million in the oil industries of Iran
and Libya, two states identified as sponsoring terrorism by the
United States. ILSA was immediately challenged by the European
Union, and since its enactment the proposed sanctions—even
though waived —have episodically provoked transatlantic debate.

The larger ideological issues—well before September 11—
were the appropriate characterization of Iran and Libya, and the
best way of dealing with the regimes. On these issues, there is lit-
tle common ground between the United States and Europe.

Microsoft

The European Court of Justice (ECJ) has handed DG4 two de-
feats in recent merger cases. The common thread of these cases
was that DG4 was over-aggressive in blocking mergers. The cases
dealt with different issues than the Microsoft litigation, and it
remains to be seen whether Commissioner Monti will reach an
agreement with Microsoft over bundled technology (particularly
the video player feature).

If an agreement is not reached, Microsoft will almost certainly
take an appeal to the ECJ. Behind the scenes, the litigation will
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likely provoke an intense transatlantic dispute, especially since
the Justice Department has settled all its claims with Microsoft.
The dispute will spill over into a rehash of the GE/Honeywell
merger, blocked by DG4 in 2001.

Final thoughts

During the past two years, trade officials have developed a
modus operandi for bilateral relations and for their joint steward-
ship of the multilateral trading system—due importantly to the
close working relationship of U.S. Trade Representative Robert
Zoellick and EU Commissioner Pascal Lamy.

But there are limits to personal diplomacy: It is inherently
unstable, since the relationship can change dramatically with a
new cast of officials. Personal tensions among the trade leaders
can be harmful to trade relations—witness the decision by Sir
Leon Brittan to bring the FSC case to the WTO in 1997.

Moreover, while there is good staff cooperation, there is noth-
ing comparable to the Zoellick/Lamy relationship in dealings
between the Antitrust Division of the U.S. Justice Department
and DG4. Indeed, as the GE/Honeywell case showed, and as the
Microsoft case could underline, quite different competition policy
standards are applied in Europe and the United States.

Thus, a final challenge for 2003 should be to think about how
to ensure the sound management of the trade and investment
relationship in the future, whoever heads the respective agencies.

Would it be useful to establish an institutional mechanism to
“lock in” consultative procedures—perhaps with a wider cast of
ministers?

Could one take advantage of summit preparatory consulta-
tions to make progress on trade and investment issues among
political leaders?
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The separate paper by C. Fred Bergsten and Caio Koch-Weser
outlines a new “G-2” process that offers one alternative for doing
s0.






U.S.-EU Regulatory Convergence:
Capital Markets Issues’

Mario Draghi, Robert C. Pozen

Analytic introduction

The “G-2” concept posits that there are certain aspects of inter-
national economic relations where the European Union and the
United States can, and should, be willing to provide informal
leadership on critical issues for the world economy. Trade policy
has operated in a de facto G-2 context for most of the past forty
years and is doing so today under the leadership of Pascal Lamy
and Robert Zoellick.

Competition policy has largely followed such an operating
framework in recent years despite recent cases of transatlantic
disagreement. A third area that could follow this pattern is regu-
latory convergence in the financial sector.

America and Europe dominate most aspects of international
capital flows, as detailed in the Factual Background section of
this paper. Mergers and acquisitions as well as foreign direct
investment, where the United States and the EU each has a stake
of about $500 billion in the other, illustrate the point. Similarly,
the United States and the EU are globally predominant in many
aspects of securities transactions and banking flows. Transatlan-
tic leadership on financial issues would be appropriate in light of

1 Asoffall 2003.
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the European and American collective strength of experience in
global capital markets.

At the same time, there is now a pressing need for new G-2 ini-
tiatives on financial issues. The debates over International Account-
ing Standards, application of the new Sarbanes-Oxley legislation
and the EU Takeover Directive have serious repercussions. Reso-
lution of these issues, or lack thereof, potentially impacts trillions
of euros worth of international investment decisions.

In response, the staff of the relevant U.S. and EU public agen-
cies have stepped up their efforts to discuss areas of regulatory
concern. These efforts have improved the quality of the transat-
lantic dialogue and have led to a narrowing of differences in cer-
tain areas. However, from the perspective of the business com-
munity, the United States and the EU need to resolve the existing
regulatory issues and work on more forward-looking relationship
building—to promote convergence of rules and regulatory culture
where possible, thereby preventing future disputes from arising.

In this context, the G-2 could provide political impetus at the
very highest levels of the U.S. and EU governments to reach trans-
atlantic consensus in a variety of areas, as detailed below. On
some specific financial regulation issues, mutual recognition agree-
ments (MRAs) may be the desirable route. On other financial
topics, harmonization of national practices may turn out to be
the preferred alternative. These are readily available approaches
through which the G-2 could exercise effective leadership, and
we recommend strongly that they be pursued.

Such efforts in the area of capital markets would engage large
numbers of responsible officials on both sides of the Atlantic —
potentially building sizeable transnational regulatory relationships
and coalitions that would in turn strengthen the evolving G-2 proc-
ess, to avoid future disputes if possible and meet future challenges
when necessary.

With the recent erosion of EU-U.S. relations in the area of for-
eign policy, efforts to enhance U.S.-EU convergence in the area of
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capital markets take on a new urgency. In our view, cooperation in
the regulation of capital markets could play a major role in helping
to improve the overall relationship between the U.S. and the EU.

Factual background

EU-U.S. regulatory convergence has particular importance for
global capital markets and global economic growth. As the inter-
dependence of national economies increases, so too does the
global capital raising and capital allocation process. The number
of multiple tranche securities offerings in the EU and the United
States has risen significantly during the 1990s.

Most global multinationals have financing needs reaching
beyond the capabilities of their local markets to handle alone, so
they are frequently listed on multiple exchanges around the
world. Access to local capital markets has helped them to elimi-
nate exchange rate risk, broaden their shareholder base to include
local markets where they operate, facilitate mergers and acquisi-
tions outside their home market by using local currency stock as
the acquisition currency, increase their visibility in non-home
markets and generally gain exposure to the various local markets
where they operate.

From an investor perspective, global capital markets present
attractive opportunities for portfolio diversification. U.S. hold-
ings of overseas securities have increased eight-fold in the last
decade. The NYSE expects U.S. investors to double the non-U.S.
component of their equity portfolios from 5 percent to 10 per-
cent. European equities will form the majority of this increase.
Flows in the other direction, holdings by foreign investors in U.S.
stocks and bonds, are now four times the 1990 level.

The heart of interdependent capital markets is the relationship
between U.S. and European corporate issuers and investors. Look-
ing at the figures puts this relationship into context. U.S. and EU
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equity markets combined represent 80 percent of global finan-
cial markets.

Capital raising and trading flows between the EU and the
United States have grown enormously. The number of EU com-
pany listings in the United States now totals 255, with 151 NYSE
listings and a further 104 listings on NASDAQ. 82 U.S. compa-
nies are listed in Germany, 69 on the London Stock Exchange,
and 17 in France. For a variety of obvious reasons, the number of
European (including non-EU) companies listed on NASDAQ fell
significantly in 2002.

However, there were 19 new European corporate listings on the
NYSE in 2001, and 5 in 2002. In 2001, the 174 European listed
companies had a combined market capitalization of $3.4 trillion.
This compares with 74 Asia Pacific companies at $0.9 trillion
and 103 Latin American companies at $0.2 trillion.

In 2002, European companies raised a total of 42 billion via
primary equity public offerings. Of this amount, an estimated
15 percent was raised in the United States, largely through Regu-
lation 144A quasi-private placements. These figures do not take
into account additional capital raised through secondary offer-
ings. Figures for Asian and Latin American offerings in the United
States have been mere fractions of comparable European offer-
ings in the United States.

In terms of secondary market trading, transactions in U.S.
equities between U.S. investors and foreign investors (individuals
and institutions) have ranged from $3 to 5 trillion per year during
the past 3 years, while bond transactions ranged from $8 to12
trillion per year.

In recent years, U.S. equity purchases of non-U.S. stocks have
increased to around $95 billion, and happen frequently through
stock swaps in the context of mergers. Net U.S. purchases of non-
U.S. bonds declined during the mid-1990s. Net total sales by U.S.
investors of foreign securities totaled $27 billion in the first three
quarters of 2002.
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Factors contributing to these trends include the stock market
boom, multinational capital formation, substitution of equity for
other methods of capital raising (driven by privatization), as well
as the growth of an equity culture and corporate bond market in
Europe (facilitated by the introduction of the euro).

While these statistics suggest that regulatory barriers have not
prevented the development of a transatlantic capital business, there
was relatively little pressure during the 1990’ to reduce the regula-
tory differences that did exist between the United States and EU in
the financial area. However, the adverse publicity associated with
U.S. corporate scandals and the American legal response to these
scandals have intensified interest in reconciling these differences.

Regulatory issues relating to the EU-U.S. capital markets have
been reviewed in several contexts during the 1990s. In the trade con-
text, during the 1997 WTO financial services sector round of talks,
the EU and the United States did not make any market access
demands of one another. This was not so much because there were
few remaining barriers, but rather because the remaining barriers
were codified in national regulations, which for the most part are not
applied any differently to domestic financial firms than to foreign
firms. Therefore, these issues were not deemed WTO appropriate.

An additional dynamic was that the EU and the United States
broadly agree on the need for a liberal market access regime for
financial services; and both have a similar interest in putting the
priority on encouraging other countries, including the more eco-
nomically advanced developing countries, to open up market
access in financial services.

Efforts at regulatory convergence between the EU and the
United States are long-standing, but pride in legislative and regu-
latory prerogatives (e.g., EU Financial Conglomerates and Data
Protection Directives), or simply political force majeure (e.g., Sar-
banes-Oxley Act), have tended to get in the way.

However, recent revelations surrounding Enron and World-
Com have thrown the issues into sharper relief, in particular cor-
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porate governance and accounting standards. The steady inter-
locking of markets, as well as the intensification of regulatory
dialogue, appear to be increasing the willingness to achieve con-
vergence, and generating practical programs for doing so.

The growing trend is now toward promoting EU-U.S. conver-
gence on the legal and ethical infrastructures of the marketplace
(e.g., company law, corporate governance, and accounting) as
well as the regulation and supervision of financial markets. Two
significant initiatives began in 2002:

The conclusions of the EU-U.S. Summit in May 2002 called
for a transatlantic dialogue for financial services to form part of a
“Positive Economic Agenda,” which has resulted in a number of
exchanges between the Treasury, SEC and Federal Reserve, on
the U.S. side, and the European Commission’s Directorate-Gen-
eral Internal Market for the EU. The Transatlantic Business Dia-
logue launched a Financial Markets Dialogue focused on the Sar-
banes-Oxley Act, accounting standards and trading screens.”

At the Oviedo Informal Ecofin Council in April 2002, the
European Commission presented a paper on “a first EU response
to Enron-related policy issues,” which essentially demonstrated
that most relevant actions were already in the pipeline, and
required only some review in the light of the new developments,
plus the addition of a few agenda items. These items include:
CESR Report on impact of complexity of derivatives trading and
hedge funds; cross-sectoral policy assessment on rating agencies;
and a look at the role of financial analysts.

Nevertheless, the European Commission, at the request of the
Council, presented in May 2003 an Action Plan on Modernizing
Company Law and Enhancing Corporate Governance in the EU.

2 In January 2004, SEC Chairman William H. Donaldson announced that this
dialogue would be supplemented by a regulatory dialogue between the SEC
and CESR.
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This is the first attempt at pan-EU legislation on corporate
governance, which has been addressed to date mainly via volun-
tary codes. The Action Plan draws on the conclusions of the re-
port of the Winter group on corporate governance and company
law. It aims to strengthen shareholders rights, reinforce protec-
tion for employees and creditors, while increasing the efficiency
and competitiveness of business. It contains a set of proposals for
action, covering short, medium and long-term priorities and
devotes particular attention to a series of corporate governance
initiatives aimed at boosting confidence on capital markets.

An encouraging feature of the Action Plan is that the Euro-
pean reference framework for this work has in general been explic-
itly focused on contributing to regulatory convergence, or at least
avoiding the opposite.

Simultaneously with the Corporate Governance Action Plan,
the Commission published ten priorities for improving and har-
monizing the quality of statutory audit throughout the EU—to
prevent conflicts of interest and to ensure that investors and other
interested parties can rely fully on the accuracy of audited ac-
counts. Public consultation for both sets of proposals concluded
in August 2003 and the Commission expects to bring forward
some of the constituent initiatives by early 2004 at the latest.

This paper reviews six key aspects of regulatory convergence
between the United States and the EU that would have significant
impact on the transatlantic capital markets. Three of these aspects
involve areas where actions or potential actions by the United
States are impacting the EU.

One is the possible accommodation of US GAAP to interna-
tional accounting standards (IAS); the second is the extra-territo-
rial reach of the Sarbanes-Oxley Act (“SOX”); the third is direct
access of U.S. investors to European trading screens.

The other three aspects of U.S.-EU regulatory convergence
involve situations where the EU may move toward or accommo-
date U.S. norms. One is the proposed liberalization of the EU
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rules on investing pension assets; the second is the proposed revi-
sion of EU rules on takeover defenses; the third is the EU’s new
directive on supervision of financial conglomerates.

In each of these six areas, the paper will outline the background
on the relevant issues and suggest a preferred set of policy alterna-
tives for the Bertelsmann Group (the “Group”) to advocate.

Global accounting standards

For most European companies, conversion to US GAAP is the sin-
gle biggest barrier to making a public securities offering in the
United States or registering securities to trade on a U.S. stock
exchange. The SEC has already accommodated European issuers
by allowing them to use home country disclosure requirements
on management compensation and affiliated transactions.

But the requirements of US GAAP in areas such as segment
reporting are difficult to meet for many European companies,
especially German companies that have historically relied on
“hidden” reserves. This has been an inhibiting factor for compa-
nies based in continental Europe to register their shares with the
SEC and list in the United States.

Most multinational companies would agree on the need to
establish a uniform set of accounting standards that could be uti-
lized on a global basis. Such standards would substantially reduce
accounting costs of multinational companies, and would allow
them to more easily access capital markets throughout the world.

In turn, such standards would allow investors to compare
company performance more accurately, and to allocate capital
more efficiently among competing claimants.

Although the SEC has historically taken the position that US
GAAP is the best accounting system in the world, Enron and
other corporate scandals in America have called into question
this position.
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In a bid to unify fragmented standards across Europe, the EU
announced earlier this year that all EU companies listed for trad-
ing on a European market must adopt International Accounting
Standards (IAS) for consolidated accounts for financial years
commencing after 1 January 2005. This announcement applies to
approximately 7,000 companies currently using their home coun-
try GAAP. At present, only a few companies in the EU follow TAS
on a consistent basis.

In the United States, both the SEC and the Financial Account-
ing Standards Board (FASB) have recognized the importance of
the EU’ emphasis on accounting principles as well as detailed
rules. At the same time, the International Standards Accounting
Board (IASB) has been developing detailed rules in many areas to
supplement the EU’s traditional reliance on general accounting
principles.

To provide support and impetus to these efforts, the group
should advocate a total reconciliation of US GAAP and IAS as soon
as it is practical. In 2002, however, there were at least fourteen sig-
nificant accounting differences between US GAAP and IAS accord-
ing to Deloitte Touche Tohmatsu. In some areas, the International
Accounting Standards Board (“IASB”) is currently working on a
project that is likely to lead to convergence with US GAAP.

For example, the TASB is proposing to move from pooling to
purchase accounting for business combinations as US GAAP
recently did (though with stricter rules on restructuring charges).
However, the IASB and the FASB are moving in different direc-
tions in other important areas of accounting. In addition, there is
internal disagreement, within the United States and within the
EU, on important accounting issues.

One of the most controversial areas is IAS 39. This standard is
of enormous significance for financial services firms and any
other companies which use financial instruments, especially
derivatives, to hedge risks in their business. The key elements of
this standard are:
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— A more extensive use of fair value

— Marking all derivatives to fair value

— Strict rules on the use of hedge accounting

— Macro hedging and internal hedging are no longer allowed

— First day profits on derivatives are not allowed

— Valuation of OTC derivative portfolios on a transaction by
transaction basis

— Discounts on block transactions are no longer allowed

Another controversial area is the proposed requirement to pass
the estimated expenses associated with stock options through a
company’s income statement. Under a new draft rule, the IASB
has proposed the mandatory expensing of all stock options at the
date of grant. So far, some U.S. companies have voluntarily de-
cided to expense stock options, while others have not (especially
high tech companies).

Despite political opposition from high tech companies, the
FASB intends to propose by the end of 2003 mandatory expens-
ing of stock options. In the process, the FASB expects to establish
a uniform valuation methodology for companies to expense stock
options on their income statements.

Since TAS and US GAAP are both currently in a state of flux,
but all EU companies must adopt IAS by 20035, it would be useful
to identify and analyze the significant remaining differences
between the two accounting systems at the start of 2004.

Such an analysis, especially if it included suggestions for com-
promises on the key issues, would facilitate regulatory efforts to
harmonize IAS and US GAAP. Such an analysis would also help
EU companies estimate the costs involved in reconciling IAS
accounts to US GAAP—a requirement for listing on the NYSE or
NASDAQ.

Therefore, the Group should authorize the retention of an

accounting firm to delineate the significant remaining differences
between IAS and US GAAP at the start of 2004.
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Extra-territorial application of SOX

The enactment by the U.S. Congress in the summer of 2002 of
the Sarbanes Oxley Act of 2002 (the “SOX Act”) resulted in the
application of many provisions of the new statute to foreign com-
panies as well as the auditors and lawyers who provide services to
those foreign companies that are “reporting companies” (Report-
ing Companies) in the United States.

>

A “reporting company” is one that is required to make peri-
odic filings with the U.S. Securities and Exchange Commission
(the “SEC”). According to the U.S. Chamber of Commerce, there
are 185 companies based in the EU listed on the NYSE, and 149
companies based on the EU listed on NASDAQ. All listed compa-
nies, as well as companies that voluntarily become registrants
without listing their securities (e.g., issuers of high yield bonds
who later register those bonds for trading purposes only), are sub-
ject to all of the provisions of the SOX Act, absent a specific
exemption. The terms of the SOX Act do not apply to foreign
companies that merely furnish information to the SEC under
Rule 12g3-2(b).

Most significantly, the SOX Act requires a personal certifica-
tion by both the CEO and CFO (or their equivalents) to be
included with each filing by a Reporting Company of its annual
report on Form 20-F.

This certification includes a verification that the report com-
plies with the requirements of U.S. law (i.e., the report does not
contain any material misstatement or omission and that the
financial statements of the company fairly present in all material
respects the financial condition of the issuer.) To make these cer-
tifications, Reporting Companies are required to have in place
internal controls and procedures effective for generating complete
and accurate financial information. The officers must have both
evaluated the effectiveness of such systems and reported any defi-
ciency therein.
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The SOX Act also mandates similar certifications in another
section, which involves criminal penalties for knowing or willful
violations.

Other provisions of the SOX Act address specific relationships
between the Reporting Company and its management. These
include the repayment to the company by CEOs and CFOs of cer-
tain bonuses and share trading profits following an accounting
restatement due to material non-compliance resulting from mis-
conduct; prohibitions on most loans from companies to their offi-
cers and directors; and permanent bars against “unfit” individu-
als from serving on any boards of publicly traded companies.

Additional requirements of the SOX Act in the corporate gov-
ernance area may be inconsistent with home country practice for
many foreign issuers. For example, the SOX Act mandates disclo-
sure of whether Reporting Companies have adopted a Code of
Ethics and, if so, whether there have been changes in or waivers
granted from the Code.

However, unlike U.S. issuers, non-U.S. Reporting Companies
need not immediately disclose waivers, as long as all waivers are
disclosed in the annual report. Similarly, the SOX Act mandates
that a Reporting Company releasing any non-GAAP financial
measure reconcile it to the most comparable measure under GAAP.

However, there is an exception if the measure is required or
expressly permitted by the standard setter for financial statements
in the company’s primary financial statements; and the measure is
actually included in the non-U.S. Reporting Company’s annual
report filed in its home country.

While the SOX Act mandates a regime for audit committees
that is inconsistent with the normal governance procedures of
many non-U.S. Reporting Companies, the SEC has addressed
these inconsistencies through exemptive rules. The SOX Act
requires that an audit committee composed entirely of independ-
ent directors be responsible for the appointment, compensation
and oversight of the company’s external auditors.
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The external auditors may not provide any of nine enumer-
ated non-audit services to the company, and may provide other
types of non-audit services to the company only if approved by
the audit committee.

In the rulemaking process, however, the SEC has granted
exemptions for non-U.S. Reporting Companies from the require-
ment that audit committees be composed entirely of independent
directors.

For example, the SEC allows non-executive employees to
serve on an audit committee of a non-U.S. Reporting Company if
the employee is appointed under a collective bargaining agree-
ment or co-determination statute. Similarly, if a non-U.S. Report-
ing Company has a two-tiered board system, the SEC applies its
audit committee requirements only to the audit committee of the
supervisory board.

The SOX Act imposes particularly onerous requirements on
non-U.S. accounting firms that are engaged to provide audit serv-
ices for non-U.S. Reporting Companies, or that play a substantial
role in audits. Non-U.S. auditing firms will be required to register
with the newly formed Public Company Accounting Oversight
Board (PCAOB), and become subject to inspections, investiga-
tions and potentially disciplinary actions by the PCAOB.

On the other hand, the SEC has made some accommodations
to foreign auditing firms subject to the SOX Act. For example,
the rotation requirement is limited to partners serving the parent
or subsidiaries with 20 percent or more of the parent’s assets or
revenues. Similarly, the “cooling off” periods for employment of
audit firm members by an audit client will be limited to key posi-
tions in a non-U.S. Reporting Company.

Thus, although the enactment of the SOX Act had the poten-
tial of dramatic and severe exterritorial application of U.S. law
outside the United States, which may very well contravene recog-
nized principles of comity in international law, the SEC has
shown sympathy for arguments of conflicts of law and has tried
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to create specific exemptions in the rulemaking process to deal
with those conflicts.

The Group also should recognize that it would be extremely
difficult to obtain any legislative amendments to the SOX Act, as
there is widespread public support for its underlying principles—
transparency and accountability. Therefore, it would be best for
the Group to argue that the SEC should more broadly and flexi-
bly exercise its interpretive discretion and exemptive authority
under the SOX Act in relation to a limited number of important
issues.

In particular, the Group should urge the SEC to adopt reason-
able and precise guidance on financial certifications by CEOs and
CFOs of Non-Reporting Companies, especially with respect to
financial controls. The Group should also ask the PCAOB to find
a pragmatic solution to the current requirement for inspection
and discipline of foreign auditors of Non-Reporting Companies if
those auditors do not have offices in the United States.

Trading screens

Near the top of the list of official European complaints about the
U.S. regulatory environment in the capital markets context is the
demand for access by European exchanges directly to U.S. invest-
ors by placing trading screens on the desks of U.S. broker-dealers.

European securities exchanges are effectively prohibited by
the SEC from directly accessing the U.S. market without first
registering as a U.S. exchange. The Federation of European Stock
Exchanges (FESE) has been quite successful in raising awareness
of this perceived barrier—at one stage the EU planned to bring
the issue to the World Trade Organization (WTO).

But the United States successfully argued the issue was not
suited to the WTO, because it is not a national treatment issue.
Foreign exchanges in the United States are accorded national



U.S.-EU Regulatory Convergence: Capital Markets Issues 279

treatment, since the requirement to register as a U.S. exchange is
no more onerous for EU exchanges than for exchanges located in
the United States.

One SEC concern, related to investor protection, focuses on the
fragmentation and varying quality of regulation of European mar-
kets (their differing trading systems, supervision, disclosure, etc.).
The second SEC concern, related to the range of entities underlying
the securities products that would be offered, focuses on differing
accounting and corporate governance standards within the EU.

The Europeans argue that a new Investment Services Directive
and updated Standards for Regulated Markets in the EU should
largely overcome the first concern. The second appears less easily
resolved until the IAS is widely adopted and corporate gover-
nance reforms are instituted throughout the EU.

Following numerous discussions between the European Com-
mission and the SEC, the SEC has indicated a reluctance to con-
template open access for products that have their “primary listing
and area of offering” outside the United States on the grounds
that this would go beyond national treatment to a position that is
not available for U.S. exchanges seeking to access the European
market. The SEC has expressed a willingness to consider the mat-
ter in the broader context of its recently launched market struc-
ture review.

The question has been posed whether foreign companies would
have less incentive to access U.S. capital markets by listing on a
U.S. market if foreign screens access were granted.

Even if EU trading screens were allowed in the United States,
an EU company would continue to have many of the historic rea-
sons for seeking a U.S. listing, such as creation of a stock currency
for acquisitions of U.S. companies and the establishment of stock
incentive plans for U.S. employees of the EU company.

The Group should recommend exploration of two possible
approaches aimed at accommodating the EU’s interest in trading
screens. One approach would be to limit the use of European
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trading screens to institutional clients. This has been a successful
approach to expanding the breadth of quasi-public offering by
foreign companies under SEC Rule 144A.

A second approach would be to qualify specific products listed
primarily on specific EU markets for direct access to U.S. broker-
dealers. A possible start might be common stocks trading on the
London Stock Exchange.

Open entry to EU pension management

In the EU, the provision of retirement benefits has operated under
various national laws and practices. With a few exceptions, these
national laws and practices have created barriers to entry for
other global financial firms skilled in the management of pension
funds. In particular, it is currently not possible for companies
operating across borders to offer a single, pan-European occupa-
tional pension plan to employees. Many countries do not permit
funding of state pensions, or maintain quantitative investment
restrictions and currency matching requirements on funding.

This area is particularly significant because many of the EU’s
largest countries (e.g., Italy, France and Germany) are facing an
imminent pension crisis. In response, most are considering a shift
in their emphasis from defined-benefit plans to defined-contribu-
tion plans as well as permitting funding.

U.S. firms are particularly interested in offering investment
services to defined-contribution plans because of the extensive
American experience with 401(k) plans and individual retirement
accounts. The assets of defined-contribution plans now constitute
a majority of pension assets in the United States, although de-
fined-benefit plans still hold over 40 percent of pension assets.
U.S. firms offer defined-contribution plan managers not only a
broad choice of pooled products, but also an extensive array of
record-keeping and educational services.
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However, the general principles underlying the EU’s policy of
free trade in financial services have not been well implemented by
certain EU countries. Indeed, many U.S. executives believe that
certain EU countries have used the implementation of pension
reform policies to reassert nationalistic approaches to financial
services. For instance, German pension plans must be managed
by a specialized institution incorporated and located in Germany.

It bears emphasis that U.S. executives are focused on the
investment of EU pension assets, rather than on the contribution,
distribution or taxation of pension assets—areas which have
more impact on local budget issues.

Some of these issues are addressed in the EU Institutions for
Occupational Retirement Provision (“Pension Directive”) passed
by the Council in May 2003. The Pension Directive establishes a
common prudential framework for occupational pension schemes
across Europe. It is modestly helpful legislation, but its main
value is in the signal it sends to member states to make pension
reform a priority, and in establishing a solid legislative foundation
for further work on policy reforms.

The Directive has a long and somewhat tortured history—
having been through the European Commission, the European
Parliament and the Council as three separate proposals over a
period of 12 years before passing.

The original Commission proposal included the prudent per-
son principle but gave member states the ability, within pre-
scribed limits, to impose some quantitative restrictions, including
a cap on investments in non-matching currencies. In its first read-
ing, Parliament went further than the Commission in the direc-
tion of codifying the prudent person rule and would have required
that exceptions be removed after a period of years. However, the
final version does not include such a sunset provision.

The final Pension Directive takes a few steps backwards by
allowing some quantitative restrictions. Member states can im-
pose more detailed rules than the prudent person rule for plans in
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their countries, including quantitative restrictions, if they are pru-
dentially justified.

In addition, to the extent member states impose these rules on
plans within their own country, they can require institutions con-
ducting cross-border activities in their country to comply with the
following restrictions on their activities in the host state: a 30 per-
cent cap on investments in unregulated markets, a five percent
cap on investment in a single issuer and 10 percent cap on invest-
ment in issuers in the same group, and a 30 percent cap on invest-
ment in assets denominated in currencies other than those in
which liabilities are expressed.

Moreover, the Pension Directive now incorporates the issue
of biometric risks (risks of longevity, disability and premature
death). The original Commission proposal did not cover biomet-
ric risks, because the Commission strongly opposed inclusion of
product specifications in a prudential directive.

In its first reading, Parliament added a provision requiring
that plans offer the option of coverage for biometric risks through
a lifelong pension, disability coverage, and provision for survi-
vors. The final Pension Directive merely allows member states to
mandate coverage of biometric risks and insurance of the princi-
pal if employers and employees agree.

Mandating coverage of biometric risks or providing insurance
will significantly increase administrative costs—thus, reducing
overall returns at the end of the life of the pension, and building
in a competitive advantage for insurance providers.

The Pension Directive provides a further advantage to insur-
ance companies over other service providers by allowing them to
invest occupational retirement plans (knwon as IORP) by creat-
ing segregated accounts for their pension assets and liabilities.

However, it would not allow other types of regulated financial
institutions to qualify automatically under the favorable provi-
sions applicable to IORPs. Instead, the final version directs the
Commission to monitor the market for occupational pensions
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and consider extending the IORP provisions to other regulated

financial institutions at a future date.

The Group should generally support the implementation of a
consistent European approach to the investment of EU pension as-
sets. The key focus is now implementation of the Pension Directive.
In particular, the Group should recommend that legislation imple-
menting the investment aspects of the Pension Directive in every EU
country consistently incorporate the following key requirements:

— Prudent person rule: No EU country should quantitatively
restrict how pension assets can be invested, but rather should
rely on principles of diversification and prudence. Research
has demonstrated that pension plans experience higher returns
under these principles than categorical asset allocations
imposed by a national government.

— Level playing field for providers: All types of authorized finan-
cial services firm, including EU subsidiaries of U.S. securities
firms and asset managers, should be allowed to offer services
and products to EU pension plans. The competition among
providers and products will help maximize returns to plan
participants and beneficiaries.

— Cross-border flexibility: Financial institutions that qualify to
manage pension funds should be free to provide service or
products from any location within the EU. Allowing managers
such locational freedom will achieve efficiencies that reduce
the cost of plan management to the benefit of plan partici-
pants and beneficiaries.

Takeover rules

In the United States, most publicly traded companies are owned
by a widely dispersed group of shareholders, even though a few
institutions may hold blocks of shares as large as 10 percent of
the outstanding.
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One of the key checks on inferior company performance in
the United States is the potential for non-negotiated changes in
control. While the SEC rules on corporate takeovers are neutral,
some state statutes and state case law have allowed poison pills
to be implemented. Availability of such measures has not had the
effect of preventing hostile takeovers, but may have resulted in
achieving higher prices for target shareholders.

In continental Europe, by contrast, ownership structures of
publicly traded companies are more heavily concentrated, with
the dominant block of shares frequently held by the national gov-
ernment, local families or commercial banks. These dominant
shareholders control the board of directors, which often have
legal duties to labor and community interests as well as to share-
holders.

The board (or supervisory board in Germany’s two-tier board
structure) may appoint a CEO who is more responsive to the
interests of the dominant shareholder than to minority share-
holder concerns. In turn, the dominant shareholder or primary
bank serves as an effective check on the CEQO, as hostile takeovers
are relatively rare in the EU (outside of the UK).

The attitudes and rules toward hostile takeovers in the EU
have been slowly converging toward those in the United States,
although substantial differences remain. One significant barrier
to hostile acquisitions are the “golden shares” retained by EU
member state governments in partially privatized companies.
These “golden shares” take different forms, but typically provide
for special intervention rights or veto rights for the government,
particularly in change of control situations.

There have been several recent significant European Court of
Justice decisions limiting the scope for government golden share
schemes. In June of 2002, the EC]J ruled that all golden shares
constitute per se restrictions on the principle of free movement of
capital and therefore also on freedom of establishment, and can
therefore only be justified in limited circumstances, provided that
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the objective falls within a “general or strategic interest” and can-
not be attained by other less restrictive measures, and that the
measures are based on precise criteria known in advance and
open to court review.

However, the Court left open an exception for national secur-
ity defense —which allowed the Court to uphold Belgium’s golden
share in two energy companies and may apply to other industries.
In May 2003, the ECJ struck down additional golden share
schemes in the UK and Spain, and further narrowed the permissi-
ble parameters, stating that the objective must fall within the
Treaty of Rome’s exceptions such as defense or national security,
or fall within the broader EU legal definition of “overriding
requirements in the general interest.”

The European institutions have progressed towards adoption
of a first pan-European takeover code. In 2001, a highly negoti-
ated version of the Takeover Directive failed to pass on a tie vote
in the European Parliament.

The opposition was led by Germany, which objected to the
Code’s provisions that would have required advance shareholder
approval for certain takeover defenses, including the poison pill,
arguing that this would raise a level playing field issue with the
U.S. and other jurisdictions that permit defensive mechanisms
without prior shareholder approval. It should be noted that,
unlike much of Europe, boards in the United States have a court-
sanctioned fiduciary responsibility to shareholders that operates
to prevent maintenance of defensive measures when contrary to
shareholders’ interests.

Chancellor Gerhard Schroeder has been particularly suppor-
tive of a special German law limiting any single shareholder to 20
percent of Volkswagen’s total voting rights. However, the Euro-
pean Commission has begun legal proceedings to challenge the
validity of the so-called Volkswagen Law.

In May 2003, Commissioner Bolkestein once again met with
resistance to his efforts to obtain majority support for a revised
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pan-European takeover bill. This time his bill was delayed by the

Germans, the Scandinavians (who dislike the one-share, one-vote

principle in the proposal), and Great Britain.

In December 2003, the European Parliament and the Council
of Ministers reached agreement on a Takeover Directive that pro-
vided member states the option of applying the directive’s key
shareholder protections to companies headquartered in their
jurisdiction. The optional approach was opposed by Commis-
sioner Bolkestein and most market participants on the grounds
that it would not force convergence of takeover rules in Europe
and could introduce new levels of complexity and reciprocity in
the functioning of bids. Nonetheless, it was agreed on in order to
get the Directive on to the statute book.

The apparent failure to adopt a meaningful EU Takeover
Code means that a substantial barrier to the creation of a single
EU capital market is maintained, with potentially adverse effects
on the EU’s general competitive position and the need for consol-
idation in specific sectors.

Yet Germany does not currently allow the use of golden shares
or multi-class arrangements as anti-takeover devices. Moreover, in
2002, Germany put into effect its own Takeover Code with a
general requirement that the Management Board refrain from tak-
ing any action to frustrate a takeover offer, subject to five excep-
tions:

— The Management Board may take any action that it prudently
could take if there were no takeover bid.

— In any event, the Management Board may search for a com-
peting bid from a “White Knight.”

— The Management Board may take any action to frustrate a
takeover bid if such action is approved by the Supervisory
Board within its legal authority.

— The Management Board may take any action to frustrate a
takeover bid if such action is approved at a shareholder’s
meeting after the takeover bid is announced.
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— The Management Board may take any action to frustrate a
takeover bid if such action has been approved in advance of a
shareholders’ meeting. (Note that the Management Board
may not invoke a poison pill to thwart a hostile takeover
unless in advance shareholders have approved both the
authorization of sufficient shares and the abolition of pre-
emptive rights.)

Given the adoption of the new German Takeover Code and the
significant watering down of the EU Takeover Directive, the
Group should recommend the retention of legal experts to moni-
tor implementation of the Directive in the EU member states and
to highlight at an early stage those jurisdictions that will or will
not apply the directive in its most meaningful form.

Further, the legal experts should compare the anti-takeover
elements of Delaware corporate law to the relevant provisions of
German and EU Codes. These comparative analyses would be
particularly useful to EU leaders as they seek to give legal force to
the EU Takeover Code in their respective jurisdictions.

Financial Conglomerates Directive

The EU’s new directive on the enhanced supervision of financial
conglomerates and its extraterritorial application to financial
groups with a parent based outside the EU is high on the list of
issues under discussion between the EU and the United States.
U.S. securities firms argue that this new directive places them at
an unfair disadvantage relative to European universal banks,
because U.S. securities firms are regulated by the SEC, rather
than by the Federal Reserve.

The new directive has also brought to the fore perceptions by
the United States and EU of the faults of the other’s supervisory
structures and practices.
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For U.S. securities firms operating in Europe, the key issue is
the directive’s requirement of verification by the EU competent
authority of “equivalent supervision” by third-country author-
ities. There is concern among U.S. authorities and the financial
services industry that if the EU were to consider U.S. supervision
as not equivalent, it would raise the cost to U.S. firms of doing
business in the EU and thus place them at a significant disadvant-
age to their EU-parented competitors.

Under the proposal that has now been adopted, the EU compe-
tent authority (i.e., the lead EU regulator of the non-EU parented
group) must consult with the new Financial Conglomerates Com-
mittee, comprised of Member State officials, before taking a deci-
sion. The Committee may provide guidance as to whether a third-
country’s supervision achieves the objectives of the directive.

A negative opinion by the Committee, if endorsed by the
Commission, would be binding. The Committee has yet to draw
up its rules of procedure, so it is not known how it will address
the issue, but it is likely that it will form an opinion on a country-
by-country basis.

The Commission is convinced that a common EU position on
key countries, such as the United States, must be reached to avoid
confusion (one Member State’s authorities approving a third-
country’s supervision and another one not) and to ensure there is
no regulatory arbitrage. The EU authorities have used meetings
with the SEC and the Federal Reserve Bank to explain the reason-
ing behind the directive, and in particular third-country equiva-
lence.

However, U.S. financial firms are suspicious that the need for
a common EU position could simply be a thinly veiled means of
putting pressure on the United States to fall in line with the EU’s
approach to consolidated supervision, which is largely based on
the premise that banks play the central role in financial markets.

In the United States the situation is quite different, with much
higher levels of disintermediation outside of commercial banking,
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and a bigger role for investment firms and asset managers. The
Commission has privately acknowledged that Fed supervision
might be deemed equivalent but that SEC supervision might be
argued to fall short. In this situation, U.S. parented groups super-
vised by the SEC would be disadvantaged vis-a-vis their competi-
tor banks supervised by the Fed.

Since the debate on the supervision of financial conglomerates
is very much up in the air, the Group should suggest that the Euro-
pean regulators accept the SEC as well as the Fed as the primary
regulator for U.S. financial conglomerates. If necessary, the Euro-
pean regulators could ask the SEC to consult with the Fed on spe-
cific issues such as money laundering or capital requirements.

Conclusions

The United States and EU are generally moving closer together in
many aspects of financial services. This relationship is based on a
significant flow of primary and secondary offerings across the
Atlantic, and has grown as both the United States and the EU have
struggled to respond to the recent wave of accounting and corpo-
rate scandals. Yet the convergence between the United States and
the EU is far from complete. The regulatory structure in areas like
pensions and financial conglomerates is quite different, and so are
the approaches to corporate governance and accounting.

Therefore, financial services present an excellent opportunity
to bolster the relationship between the United States and the EU
by building on an existing, but incomplete, foundation for com-
mon ground. Given the erosion in the U.S.-EU relationship in the
foreign policy area, it is particularly important for the Group to
use this opportunity to strengthen transatlantic ties in financial
services.

In choosing specific aspects of financial services on which to
proceed, the Group must be careful. On the one hand, we cannot
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attempt to make major changes in aspects that have recently been
shown to be relatively intractable. On the other hand, we should
be reluctant to concentrate on areas in which global standards
have already been promulgated without the Group’s intervention.
In addition, the overall set of recommendations should be
roughly balanced —calling on both the United States and the EU
to make appropriate accommodations to each other.

The Group should therefore focus on a few selected areas
where there is a significant potential for change, but the field has
not yet been totally occupied. In our view, these dual criteria sug-
gest four areas for specific efforts by the Group—two mainly on
the U.S. side and two mainly on the EU side. The Group should
also authorize further expert analysis of particular aspects of
accounting and legal frameworks in order to help facilitate the
resolution of a difficult set of issues—one on each side of the
Atlantic.

On the U.S. side, the Group might fruitfully encourage the
SEC to take a modest step toward allowing EU trading screens to
be shown directly to U.S. investors by adopting the approach of
Rule 144A, where the rules on transatlantic offerings have been
loosened for offerings limited to institutional investors. In addi-
tion, the Group might identify a few subjects under the SOX
Act—perhaps involving certification standards for financial con-
trols of non-U.S. Reporting Companies, or local supervision of
foreign accounting firms serving such Companies—and ask the
SEC to take a more flexible approach to these subjects.

The Group might also help both regulators and companies by
authorizing a paper identifying the key remaining differences
between TIAS and US GAAP, together with suggestions for resolv-
ing these issues.

On the EU side, the Group should support the adoption of
truly pan-European principles by each EU country in implement-
ing the new pension directive; in this area, the devil is in the
details and the details are subject to a broad range of discretion-
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ary judgments in each country. The Group should also provide
political impetus to ongoing efforts to persuade EU institutions
and regulatory bodies that they should accept the SEC as the pri-
mary global regulator of U.S. securities firms, drawing on the pro-
visions of Gramm-Leach-Bliley, perhaps with a proviso that the
SEC consult the Federal Reserve on topics like capital adequacy.

The Group might also help EU leaders think through the diffi-
cult issues involving anti-takeover laws by authorizing an expert
analysis of the current legal regimes in Germany and Delaware as
compared to the proposed EU Takeover Code.

Transatlantic leadership toward financial regulatory conver-
gence would illustrate several of the basic elements of the “G-2”
concept. Europe and the United States could operate as a very
informal steering committee, reaching agreements on how to pro-
ceed as a kind of “G-2 caucus” and then promulgating their con-
currence through formal and multilateral structures like the Inter-
national Accounting Standards Board.

Such informal steering efforts at this point in history would be
especially valuable, in light of the acute tensions in overall
Europe-United States relations and the recent tensions even in the
traditional areas of G-2 success like competition policy.

Effective cooperation in financial services would indicate a
willingness on the part of the “G-2” to exercise leadership in an
area where global responsibility clearly lies on its shoulders. Such
leadership would demonstrate the practicability of the “bottom
up” approach to overall G-2 activity (as opposed to a “top
down” directive from political leaders to carry out G-2 coordina-
tion on a large number of topics). Such leadership on financial
issues would also meet the basic G-2 criteria of both improving
relations between Europe and the United States themselves, while
contributing to a more effective global economic order with tan-
gible benefits for the rest of the world.

Hence we believe that adoption of the recommendations in
this paper would convey two major sets of advantages. Most im-
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portantly, they would help resolve a series of issues that are signif-
icantly hindering international finance and thus international
commerce. At the same time, the process of implementing the rec-
ommendations in this paper would further demonstrate that the
“G-2 strategy” of effective collaboration between Europe and the
United States constitutes a viable way of providing needed leader-
ship for the world economy.



Energy Policy Issues for EU-U.S. Consideration:
Economic Benefits Achievable by Restoring
Crude Oil Prices to a Competitive Level

Philip K. Verleger, Jr.

Introduction

Global economic growth has been unnecessarily restrained for
more than three decades by artificially high energy prices. Real
GDP in the United States would be at least 10 percent higher
today had oil and natural gas prices been determined since 1970
by competitive forces, not a cartel. Real GDP in the European
Union would be at least 15 percent higher and real GDP in Japan
might be 20 percent higher had energy markets been governed by
competitive forces. Economic progress in developing nations that
depend upon imported oil would have been substantially greater
had energy been available at competitive prices.

However, energy has generally not been obtainable at compet-
itive prices for the last thirty years. Instead, a cartel of eleven oil-
exporting countries has constrained the amount of oil supplied
to the market. The cartel’s limitation of supplies has caused oil
prices to range from 15 to 300 percent above levels deemed com-
petitive by most experts. The cartel’s success in artificially raising
oil prices, in turn, has affected natural gas prices in many coun-
tries.

As a consequence, consumers in the EU and the United States
have spent between two and three times as much on energy as
they would have had oil markets been driven by competitive forces.
This diversion of disposable income to energy expenditures has
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restrained growth in purchases of other goods and services, acting
as a brake on economic growth.

Global economic growth has been held back further by sudden
increases in oil prices (price “spikes”), which, while infrequent,
impose large one-time losses in GDP. These losses are never fully
offset if, as, and when prices return to the pre-spike level. Instead,
each price “event” inflicts a further, permanent cost on the global
economy.

Governments of industrialized countries have always had the
capacity to moderate the effects of price spikes and the efforts of
the oil cartel to inflate prices artificially. This ability was limited
initially but has increased recently.

Now, in 2003, industrialized countries have a real opportunity
to take steps that would restore oil prices to competitive levels
and keep them there for a decade or more. Such an action would
yield large economic dividends, including the probable banish-
ment of deflationary pressures.

Acting together, the United States, the EU, and Russia have a
unique chance today to break the oil cartel’s control of the mar-
ket, stabilize oil prices at a competitive level —which we believe is
roughly $16 per barrel today for Brent crude (the international
benchmark), and eliminate the drag of higher oil prices on world
economic growth.

The policy would involve using existing government oil stock-
piles creatively, lifting trade barriers on exports of energy-inten-
sive goods from oil-exporting countries to G-7 members, and
expanding government global stocks. Fully implementing such a
program would likely lift world growth rates by as much as two
percentage points above rates that might otherwise prevail in
each of the first three years following its institution.

In this paper, we begin by presenting background information
on the oil cartel, showing that the organization has successfully
lifted prices well above competitive levels for more than thirty
years. We note that the artificially high prices set by the cartel
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have cut between 10 and 30 percent from the GDPs of the EU,
the United States, Japan, the rest of the Organization for Eco-
nomic Cooperation and Development (OECD), and the world’s
developing, oil-importing countries.

We then present a program for stabilizing oil prices. The plan
includes three elements: stabilizing oil prices at the competitive
level by using government-owned stocks, removing trade barriers
that block imports of energy-intensive goods from countries
endowed with large energy resources, and creating an oil price
stabilization authority to manage the program.

The proposed program would be open to all exporting coun-
tries. However, we acknowledge that some of the cartel’s mem-
bers may attempt to frustrate the plan, preferring to retain the
high-price regime that has prevailed for thirty years. We suggest
that such a decision would be a mistake.

Those countries that did not join in the effort to stabilize oil
prices at competitive levels would not benefit from the lower tar-
iffs on energy-intensive goods offered to nations that did agree to
participate. Those countries not taking part would thus likely see
a diversion of foreign direct investment to other exporting
nations that decided to join. Non-participating countries would
also likely experience a lower rate of economic growth.

Background

A cartel of oil-exporting countries, the Organization of Qil Pro-
ducing and Exporting Countries, or OPEC, seized control of the
oil market in 1973 following the Yom Kippur War. Led by Saudi
Arabia, the organization’s members' agreed to cut production

1 OPEC members in 1973 were Algeria, Ecuador, Gabon, Indonesia, Iran, Iraq,
Kuwait, Libya, Nigeria, Qatar, Saudi Arabia, the United Arab Emirates, and
Venezuela. Ecuador and Gabon left the OPEC in the 1990s.
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Fig. 1: Comparing real price of crude oil with incremental production costs—1973 to 2002
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Note: Graph compares inflation-adjusted Brent spot price to estimated cost of producing oil.
Source: PKVerleger LLC.

and withhold oil from the world market for the purpose of raising
prices.

The effort was extraordinarily successful. As may be observed
from Fig. 1, the real price of oil surged from $8.30 per barrel (in
1996 dollars) to $31 in 1974 (again in 1996 dollars). By compar-
ison, the real, inflation-adjusted cost of finding and producing oil
at the time was thought to be around $4 per barrel.

Fig. 1 shows the inflation-adjusted spot price of Brent crude
oil and our estimate of the cost of finding and producing oil. As
can be seen from the graph, the oil-exporting countries have kept
prices above the estimated cost of finding in all but one year since
1973.

The crude oil referenced in Fig. 1 is “Brent.” This crude is
pumped from the United Kingdom’s oil producing sector. Because
volumes are freely traded, it has become the most visible and
most important indicator of oil prices for the world today.

The cost estimate shown in Fig. 1 is based on the work of sev-
eral economists. Mabro et al. (1986) calculate that the incremen-
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tal cost of finding oil in the North Sea in the mid-1980s to be
$12.50 per barrel, or around $16 per barrel in 1996 prices. Adel-
man (1972) found the cost of production in the early 1970s to be
less than $2 per barrel.

More recently, experts at various integrated oil companies
such as Shell and BP have commented that productivity improve-
ments and technological breakthroughs have reduced the cost of
finding and developing new reserves to between $12 and $15 per
barrel today. The figure of $15 per barrel is used here for 2002.
The intermediate figures shown in Figure 1 are extrapolated.

Examining Fig. 1 reveals that OPEC has kept oil prices well
above the cost of production. Since 1973, spot prices of crude oil
have exceeded the estimated cost of production in twenty-eight
out of twenty-nine years. The only exception was 1998, when pri-
ces temporarily collapsed.

In the following year, OPEC members cut output by more
than six percent, which caused prices to quickly rise well above
the production cost. In the twenty-nine years since the Yom Kip-
pur War, real prices have averaged $29.39 per barrel, a figure 101
percent greater than the estimated average production cost of
$14.55 per barrel.

OPEC’s success in raising prices has imposed real costs on the
global economy. Countless economic studies published in the
early 1970s document the economic toll of the higher oil prices.
A 1983 article in The Economist (titled “Now Thrive Popeye”)
detailed the benefits of low-priced oil, estimating that a 30 per-
cent decline in oil prices would raise real incomes in oil-impor-
ting countries by 1.5 percent. A 60 percent cut in oil prices—the
amount required to bring prices to competitive levels—would
have raised incomes by three percent.

Two years later, on the eve of the 1986 oil price collapse, The
Economist (“Cheaper Oil” 1985) again wrote that cheaper oil
would stimulate the global economy. Their analysis suggested
that a 50 percent decline in oil prices would boost OECD GDP
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by two percent. The analysis also found very large economic
gains for South Korea, India, and Brazil.

These calculations remain valid today. A reduction in oil pri-
ces of 35 to 50 percent—the amount required to bring markets to
competitive levels—would free between one and two percent of
GDP to be spent on other activities in the EU, the United States,
and Japan. These savings are similar to those calculated in 1983
and the benefit for global GDP could be expected to be the
same.?

These results provide an indication of the well-recognized eco-
nomic gains associated with a decline in the level of oil prices.
Additional gains can be achieved by reducing the volatility of
world oil prices. Many economists, most notably Federal Reserve
Chairman Alan Greenspan, have noted that oil price spikes that
accompany disruptions in the supply-and-demand balance have
“asymmetric impacts” on economic activity. Such effects are said
to occur if a percentage increase in the commodity has a larger
(or smaller) impact than a percentage decrease of equal magni-
tude.

Research by Hamilton (1983) supports this assertion. Hamil-
ton noted that five of the six postwar recessions up to 1980 had
followed increases in oil prices, and he indicated that the eco-
nomic slowdown began roughly three quarters after the price
shock. His results suggest that the cumulative elasticity of GDP
with respect to the price of oil is roughly 0.1, implying that a 10
percent increase in oil prices over the prior four quarters would
cut the current period’s growth in GDP by one percent.

More recently Hamilton (2003) prepared estimates of the
“but for” increases in real GDP that would have occurred in the

2 A cut in oil prices in 2003 would not produce as large a reduction in energy
expenditure in 2003 as in 1983 in Europe or Japan because both regions have
reduced their use of oil. However, the total dollar savings would be similar
because natural gas has replaced oil. The decline in oil prices would cause a
parallel decline in natural gas prices, cutting expenditures on that fuel.
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absence of oil shocks. He determined that price spikes had statis-

tically significant impacts on real GDP on four occasions: 1955 at

the time of the Suez crisis, 1973 at the time of the Arab oil

embargo, 1978-79 during the fall of the Shah of Iran, and 1990

following Iraq’s invasion of Kuwait. The key conclusion from his

analysis is that GDP in the United States was:

— 1.5 percent lower seven quarters after the 1955 crisis began
than it would have been absent the higher oil prices caused by
crisis,

— 10.3 percent lower seven quarters after the 1973 crisis began
than it would have been absent the Embargo,

— 11.4 percent lower thirteen quarters after the 1978-79 crisis
began than it would have been absent events in Iran and the
subsequent outbreak of the Iran/Iraq war, and

— 4.5 percent lower seven quarters after Iraq invaded Kuwait
than it would have been had prices not increased after the
invasion.

Table 1: Calculations of U.S. GDP Losses During Four Past Energy Crises

Length of Actual Possible Lost GDP | Percent of | Cumulative
effect average average | (billion 1996 GDP shortfall
(quarters) change change dollars) per quarter | in GDP (%)
in GDP in GDP
Suez crisis 7 0.02 0.30 32.6 0.2 1.5
oil 7 -0.28 1.18 390.1 1.4 10.3
embargo
Fall of 13 0.1 0.96 610.5 1.8 11.4
Shah
First gulf 7 0.28 0.75 3214 0.7 4.5
war

Source: Hamilton 2003.

In summary, fluctuations in petroleum markets over the last thirty
years have imposed real economic costs on the global economy.
These costs are measured first in the lower level of real GDP that
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results from the success in raising oil prices achieved by the oil
producers’ cartel. The costs are bumped up further by the asym-
metric impact of oil price spikes.

A program to restore crude oil prices to a
stable competitive level

The EU, the United States, Russia, other members of the OECD,
and many developing and newly industrialized countries have an
enormous interest in creating a competitive global oil market.
Today, this would mean reducing the price of Brent crude by 35
to 50 percent.? This in turn would reduce natural gas prices in the
EU, where these prices are linked to oil prices, by as much as
40 percent.

Consuming countries have at least two alternative means for
driving oil prices down to the competitive level. They could
jointly confront the oil producers’ cartel using various legal strat-
egies to break the organization. Alternatively, they could propose
market and trade-opening strategies to gain the cooperation of
producers.

The industrialized countries have considered the first option,
confrontation, often since 1973 but always rejected it. For exam-
ple, the Washington Energy Conference convened by Henry Kis-
singer in 1975 was initially proposed to take on OPEC. In the
end, however, the conferees agreed only to create the Interna-
tional Energy Agency (IEA) and establish programs to distribute
oil among industrialized countries in the event of a future market
disruption.

Sixteen years later, France convened a “producer/consumer
dialogue” following the first Gulf war for the purpose of discus-

3 The spot price of Brent crude oil was $32.50 per barrel on January 13, 2004.
In a competitive market, Brent would sell for between $14 and $18 per barrel.
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sing market stabilization. That meeting did not lead to a confron-

tation, and it accomplished nothing. Subsequent conferences have

been equally unsuccessful.

Now, thirty years after the first oil shock, governments of
industrialized countries— particularly those of the EU and the
United States—clearly have no interest in challenging oil pro-
ducers directly.

It is possible, though, for consuming countries to restore crude
oil prices to competitive levels without directly facing off with the
oil cartel. The effort can be led by the EU and the United States,
operating in cooperation with Russia and possibly Japan. The
cooperative approach would involve three elements:

— An agreement by the EU, the United States, and other OECD
nations to suspend all tariffs and duties on imports of energy-
intensive commodities such as aluminum, steel, and petro-
chemicals manufactured in energy-exporting countries that
agreed to join in the program to restore crude oil prices to
competitive levels

— A decision by the EU, the United States, and other OECD
nations to distribute their large, government-owned invento-
ries of crude oil and products when crude oil prices exceed the
price level deemed to be competitive

— The development of a program to double or triple govern-
ment-owned inventories of crude and products by creating a
global commodity pact modeled along the lines of the Interna-
tional Tin Agreement

The first element of the program should involve an agreement to
remove all tariffs and quantitative limits on imports of energy-
intensive goods from producing countries participating in the sta-
bilization program. Such a step would provide a strong incentive
for many oil-exporting nations to participate.

Oil-exporting countries with sizeable natural gas reserves
(Russia, Qatar, Iran, and Saudi Arabia) enjoy an enormous natu-
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ral competitive advantage compared to industrialized nations in
producing energy-intensive goods because the cost of transport-
ing natural gas is so high.

For example, incremental supplies of natural gas to the United
States today must come in the form of liquefied natural gas. The
landed wholesale cost in June 2003 was between $5 and $7 per
thousand cubic feet. Between 50 and 70 percent of the price rep-
resents transport costs.

Thus, the comparable price of natural gas to industrial users
in the Middle East or Russia would be perhaps $2 per thousand
cubic feet. The cost advantage may be as much as 50 percent in
many cases.

Removing trade barriers would boost activities in energy-inten-
sive industries such as fertilizer production, iron and steel smelting,
aluminum production, and petrochemicals. Historically, energy-
intensive industries have located near low-cost energy sources
when trade barriers were absent.

For example, the aluminum industry located in the North-
western region of the United States to take advantage of the
cheap electricity made available by the damming of the Columbia
River. Today, plants would be located in Russia, Qatar, Saudi
Arabia, or the United Arab Emirates if the output could be
shipped to industrialized countries freely.

Removing trade barriers would benefit consumers and oil-
exporting countries. Consumers would realize a lower cost of
goods containing high energy content. Oil exporters would be
encouraged to diversify their economies into activities that make
full use of their competitive advantage.

Removing trade barriers would logically lead to the relocation
of energy-intensive industries that rely on natural gas—aluminum
smelting, perhaps iron and steel, and almost certainly basic petro-
chemicals—to these nations. More economic diversification in the
region would hopefully push the leaders of these countries toward
taking a greater interest in the health of industrialized nations.
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However, the program’s benefits can be enjoyed only by those
oil-producing countries willing to abandon the effort to boost oil
prices artificially. Only those nations agreeing to cooperate with
the restoration of a competitive crude market would be granted
tariff-free access to the G-7 countries.

Qil-exporting countries would have to commit to producing
at the maximum rate consistent with prudent reservoir manage-
ment policy. These countries would also agree to stop collaborat-
ing with other producers for the purpose of artificially boosting
oil prices. G-7 countries would reserve the right to withdraw
trade concessions from any oil-exporting country that joined
with other oil-exporting nations in a coordinated output reduc-
tion designed to raise prices.

The second element of the program should be an agreement
among EU members, the United States and other G-7 countries to
release oil inventories held in government-owned or controlled
facilities for the purpose of restoring crude prices to the competi-
tive level. At the end of 2002, these countries jointly held or con-
trolled 1.2 billion barrels of oil (see Table 2). These inventories
represent 30 percent of world stocks.

Table 2: Estimates of OECD petroleum inventories and world petroleum consumption for
selected years

Total stocks Public stocks Private stocks Worldwide OECD days of
(million barrels) | (million barrels) | (million barrels) | consumption coverage of
(million barrels | private stocks
per day)

1982 3,395 610 2,786 61.7 72.4
1990 3,658 1,063 2,595 66.0 61.3
2000 3,740 1,210 2,529 76.2 51.8
2002 3,729 1,272 2,467 76.9 50.0

Source: BP Statistical Yearbook and IEA.

These stocks affect the level of world oil prices. While providing a

measure of security, strategic petroleum stocks also lift the price of
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oil because government-owned inventories substitute for private
holdings. Economic theory predicts and market data confirm that
private stocks decrease as government holdings rise. The decline
imparts an upward bias to the cash price of crude oil. Today, the
price of crude oil would be as much as $5 per barrel lower ($23
instead of $28 per barrel) if government stocks were liquidated.

G-7 governments can use their inventories to moderate the
high price of oil by offering to “lend” supplies to buyers. Such a
strategy would involve allowing buyers to exchange crude oil
taken today from government facilities for a like volume of oil to
be delivered in the future. Such an arrangement would be identi-
cal to the lending of gold by central banks.*

Buyers would agree to participate in such transactions as long
as oil for forward delivery sold for less than oil offered for deliv-
ery today. For example, on Friday, July 25, 2003, the price quoted
for immediate delivery of Brent crude oil was $28 per barrel.
However, on that date a buyer could acquire Brent for delivery in
June 2006 for $23, a $5 per-barrel discount compared to the
price of prompt supplies. Under an exchange program, buyers
could have taken oil from government stocks on July 28 while
purchasing oil to be returned to the government in June 2006 for
$23 per barrel.

Such arbitrage transactions would cause a decline in the spot
price of crude oil. To be precise, under certain conditions the spot
price of crude might drop as low as $23 per barrel if governments
allowed buyers to take sufficient volumes of crude oil.

The third element of the program should be the expansion of
public stocks and creation of an international authority with the
responsibility to assure that oil prices remain at the competitive
level.

4 Central banks often lend their gold reserves to private firms in order to earn a
return on otherwise stale assets. A jeweler, for example, will borrow 100 oun-
ces of gold today for a cash payment, agreeing to return a like amount of gold
in a year.
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This organization would have the power to construct new
storage facilities, purchase oil for the facility if prices threatened
to fall below a specified floor prices and, under extreme situa-
tions, the power to order proportional production cuts by all
nations producing oil for the purpose of preventing short-term
price collapses. This feature of the proposal contains two specific
elements that have in the past not been part of the oil market.

— Authority to control output globally: It is envisioned that all
oil producers in the world would jointly cut output if a short-
term collapse in oil prices was threatened. This feature differs
from today’s market, where only a few countries cut produc-
tion to stabilize prices. Instead all countries would share pro-
duction cuts.

— Development of much larger stocks for the purpose of price
stabilization: These stocks will be created to maintain a stable
price environment. The need to order production cuts will not
likely arise for several years because large volumes of oil will
be required to fill the buffer stock.

This third component of the proposal —expanding public stocks
and creating an oversight authority —serves three purposes. First,
a market for crude oil is created at those times when demand falls
below supply. Second, stabilizing prices will offer a guarantee to
investments threatened today by the risk of a sudden fall in prices.
Third, the burden of price stabilization is shifted from a small
group of low-cost producers to all major oil producers.

Creating a guaranteed market for crude reduces the risk of
investing in high-cost, long-lead-time projects that promise to
deliver large volumes of oil in three, four, or five years. Most fore-
casts of world energy supply-and-demand balances indicate that
these supplies will be required within five to ten years.

Yet many experts expect prices to fall to low levels in the latter
half of this decade. Many of the needed investments are likely to
be delayed or canceled if prices decrease, just as they have been in
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the past. Ten years from now, prices could again spike because
needed investment was abandoned between 2005 and 2010. Sta-
bilizing prices at the competitive level would remove the destruc-
tive economic cycle of underinvestment that is inevitably fol-
lowed by a period of very high prices and macroeconomic losses.

Introducing an international authority could allocate production
cuts among all producers under those rare times when global supply
exceeded global demand plus the buffer stock’s capacity. Under such
conditions, the authority would be vested with the power to order
temporary reductions in output by all large oil producers.

Such authority would extend to producers in the United States,
Canada, Russia, United Kingdom, and Norway, as well as the tra-
ditional OPEC members. The authority would have powers simi-
lar to those once vested with the Texas Railroad Commission.
From 1946 to 1971, the Texas Railroad Commission and other
state authorities regulated the volume of oil that could be pro-
duced from wells in the state. The cuts successfully stabilized pri-
ces (Bohi and Russell 1978).

Similar authorities existed in several other states, as well as
the Province of Alberta in Canada. A new international authority
would work with these organizations as well as the governments
of oil-exporting countries to manage any needed production cuts
smoothly.

Major oil-exporting countries should welcome the establish-
ment of such an authority because it would allow any reduction
in output to be more widely distributed. As a result, the income
of some exporting countries could well be as high as it is now or
higher, despite the lower oil price, than it might be if they oper-
ated under the current regime.

Under several scenarios, OPEC’s largest producers would see
little change in their income from oil sales. These countries could
possibly see increases in incomes when the benefits of trade, stron-
ger global economic growth (which would boost oil demand), and
higher volumes of oil sales are factored into the picture.
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Conclusion: A program to restore oil prices to competitive
levels will pay real benefits to the global economy

Artificially high oil prices caused by OPEC’s manipulation of
world oil markets have constrained global economic growth for
thirty years. GDP in the United States could be 10 to 15 percent
higher today had consuming countries attacked the cartel’s efforts
to restrict output and raise prices in 1974 instead of acquiescing
to the extortion. The GDP of the EU might be as much as 20 per-
cent higher had OPEC’s efforts been stymied.

Progress in developing countries would have been much
greater and efforts to alleviate poverty more successful if OPEC’s
efforts had been frustrated.

In 2003, the world’s industrialized nations have a real oppor-
tunity to redress OPEC’s wrongs. New economic developments in
Russia create a chance to undercut OPEC. This effort can be
strengthened by the prudent use of government-owned stocks to
bring oil prices down.

At the same time, industrialized nations can use the “carrot”
of better access to their homeland markets for energy-intensive
goods as an incentive for oil producers to cooperate rather than
resist efforts to lower oil prices.

Further incentives to cooperate can be created by organizing a
price stabilization scheme that includes expanded government-
held stocks and an international agreement to share any produc-
tion cuts among all oil producers rather than just oil-exporting
countries.
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Bridging the Transatlantic
Environmental Divide

Daniel C. Esty

Overview

Not for a generation have EU-U.S. environmental relations been
so strained. The list of differences in policy preferences, underly-
ing perspectives, and strategies for addressing critical issues is
extensive. While the Bush administration’s decision to back away
from the Kyoto Protocol and its failure to advance a serious alter-
native response to the problem of climate change has drawn a
great deal of attention, a number of other disagreements and dis-
putes are also ongoing.

These issues include: the EU ban on U.S. beef imports that
have been treated with hormones, the regulation of biotechnol-
ogy in general and genetically modified organisms (GMOs) in
particular, labeling of GMO food, the proper use of the “precau-
tionary principle,” whether and how to create a Global Environ-
mental Organization, how to build environmental sensitivity in
to the World Trade Organization (WTQO), the proper role for
environmental standards in export credit programs, and the
implementation of the Basel Convention on the Control of Haz-
ardous Waste, which remains unratified by the United States.

With such a high degree of antagonism between the United
States and the EU, the broader international environmental agenda
is in tatters—as the dismal outcome of the World Summit on Sus-
tainable Development in Johannesburg demonstrated.
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This array of disputes provides a strong practical argument
for an initiative to bring the United States and Europe closer
together on environmental issues. But there is also a deep theoret-
ical logic to strengthened transatlantic efforts to develop a pro-
gram of international environmental cooperation.

Underlying logic

Ecological interdependence, economic integration, and the bene-
fit to national environmental efforts of data and information
exchange at the international level all argue for a vigorous world-
wide program of environmental cooperation. Improved transat-
lantic environmental relations can provide a stepping stone on
the path toward a robust international environmental regime
capable of addressing shared problems and common concerns.

The economic theory of public goods calls for governmental
action to be undertaken on the scale of the harm or issue to be
addressed. Because some environmental problems are inescapably
transboundary in their scope, international environmental coop-
eration is essential. In this regard, an EU-U.S. environmental ini-
tiative could kick-start the drive to establish a better functioning
international environmental regime and could be used to identify
a sensible set of core issues on which to focus global cooperation
efforts.

Beyond the requirements of transboundary pollution spill-
overs and shared natural resources, a transatlantic environmental
initiative would be valuable as a way of reducing the environmen-
tal stresses on the international trading system and of reinforcing
the push toward deeper economic integration and open markets.

Trade liberalization heightens tensions at the trade-environ-
ment interface. Absent a focus on environmental issues, any
development strategy aimed narrowly at promoting economic
growth creates a risk of spurring uncontrolled industrialization
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and other economic activities that generate unnecessary pollution
and unsustainable consumption of natural resources.

Moreover, the market disciplines on non-tariff barriers that
are the essence of modern trade agreements restrict the domestic
regulatory choices that are available to countries and must be
structured in ways that do not run roughshod over legitimate
environmental standards and programs.

Likewise, environmental policy choices inescapably affect
trade. Regulations and standards that are not carefully crafted
can become impediments to trade. International environmental
cooperation thus emerges as a necessary counterpart to interna-
tional economic collaboration. Whether to address “trade and
environment” issues is therefore not really a choice, the only
question is how to address them.

Beyond the need to address transboundary harms and to man-
age interdependence—both ecological and economic—there are a
number of environmental issues that do not require international
cooperation but which benefit from the exchange of information
at an international level.

Many environmental problems are most easily tracked and best
understood when national data is examined comparatively at the
global scale. Comparative analysis also facilitates policy evaluation
and the identification of effective (and ineffective) governmental
interventions. International information exchange is also useful in
determining which technologies and policies represent “best practi-
ces” that should be replicated and used more broadly.

Building an EU-U.S. environmental agenda

Some issues make sense to address on an EU-U.S. basis because
the underlying problems arise on a transatlantic scope. Other
issues might be considered for EU-U.S. action because the United
States and Europe are similarly positioned vis-a-vis a recognized
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environmental threat or share an interest in taking on a particular
problem. Finally, some issues might be taken up on a transatlantic
basis because of the opportunity for the United States and the
European Union to demonstrate worldwide leadership and ener-
gize a global response.

Differences in perspective between the United States and the
European Union make it difficult to envision real action on some
of the pressing items on the international environmental scene.
The following EU-U.S. environmental action agenda therefore
offers an array of options, some of which would be quite difficult
to advance, while others offer the possibility of relatively quick
consensus.

Global climate change emissions trading

One of the most serious EU-U.S. divides centers on how to
respond to the build-up of greenhouse gases in the atmosphere
which threatens to lead to global warming, sea level rise, changed
rainfall patterns, more severe windstorms, and other climate
changes. The Bush administration’s decision in 2001 not to pur-
sue ratification of the Kyoto Protocol has been a source of partic-
ular transatlantic strain.

Despite this stance, the U.S. government has developed its
own strategy for reducing greenhouse gas emissions and improv-
ing the eco-efficiency of the U.S. economy over the next decade.
More importantly, a growing segment of the U.S. private sector
has chosen to take up the climate change challenge ahead of gov-
ernment mandates.

Understanding within the European Union about how best—
and most cost effectively—to reduce greenhouse gas emissions
also continues to evolve. The EU’ prior hostility to climate
change controls centered on an emissions trading regime has soft-
ened considerably.
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Indeed, a significant number of European climate change ex-
perts and government officials now recognize that the most effi-
cient way to address the climate change threat is through a system
of allocated emissions permits that allows those who are best
positioned to reduce greenhouse gases to “over-fulfill” their re-
duction targets, permitting those who cannot cost effectively
reduce their emissions to buy extra allowances. Such a marked-
based approach minimizes the overall cost of emissions reduc-
tion, creates incentives for innovation, and improves economic
efficiency.

The European Union and the United States share an interest in
reducing greenhouse gas emissions by as much as possible as soon
as possible at the lowest possible cost. More importantly, transat-
lantic leadership on this issue is essential if the developing world
is to be brought into the international emissions reduction regime
in a serious manner.

Two initiatives within this realm of transatlantic cooperation
should be considered: a global greenhouse gas emissions trading
mechanism and an expanded research agenda aimed at fostering
new technologies to abate the climate change problem.

Any governmental program to reduce greenhouse gas emis-
sions must pass obligations on to those who are in a position to
take actions to reduce emissions—producers and consumers.
Price signals that make it clear that the energy future will be dif-
ferent from the past would help to guide corporations and indi-
viduals that are making energy choices and investments that have
important greenhouse gas implications.

Setting up an emissions reduction program that engages mar-
ket forces would also help to motivate entrepreneurs to think
about alternative approaches to power generation, transporta-
tion, and other activities that result in greenhouse gas emissions.
Appropriate economic incentives might also induce venture capi-
talists to invest in technology development to address the climate
change problem.
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In this regard, an international emissions trading mechanism
that allows companies to claim credit for greenhouse gas emis-
sions reductions on projects which they fund anywhere in the
world might jump-start the process of achieving the reductions
called for by the 1992 Climate Change Convention (which the
United States has ratified) as well as the Kyoto Protocol.

By working together on this initiative, the United States and
the European Union can ensure that the international infrastruc-
ture necessary to track and monitor emissions, measure and cer-
tify emissions-reduction projects, and benchmark policy progress
develops on a commonly accepted and analytically rigorous
basis.

Establishing methodologies and protocols for such an emis-
sions trading mechanism would demonstrate EU-U.S. leadership
and provide an opportunity for the key actors to design an eco-
nomically rational and environmentally effective climate change
regime. The benefits from such a global emissions trading mecha-
nism pilot project would extend beyond the United States and
Europe. Developing countries would gain in several respects.

First, emissions reductions undertaken anywhere in the world
benefit everyone. The planet does not care where the action
occurs.

Second, developing nations would be the recipients, in many
cases, of the investments made to reduce emissions. In fact, many
of the most cost-effective options for reducing greenhouse gases
can be found in China, India, and other parts of the developing
world.

Third, the launch of such an initiative would provide exposure
to and experience with emissions trading at no or low cost.

Finally, these initial efforts would undoubtedly reveal prob-
lems with the emissions trading regime that need to be addressed
and highlight system refinements that should be adopted before
emissions control requirements are imposed on a worldwide
basis.
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A second initiative focused on technology development in sup-
port of eco-efficiency, mitigation or elimination of greenhouse
gas releasing products and processes, and enhanced carbon
sequestration could speed up the process of moving toward a
future where climate change is no longer a threat.

The Bush administration has committed billions of dollars to
this endeavor. Both the European Union and the United States
have recently launched hydrogen initiatives, which could produce
fundamental breakthroughs in the years to come. A transatlantic
technology development joint venture to advance energy effi-
ciency, promote renewable energy sources, and further carbon
sequestration efforts would be a logical extension of these exist-
ing programs.

Environmental issues in the Doha Round

Subsidies — particularly environmentally damaging and trade-dis-
ruptive agricultural subsidies—are a major issue on the table in
the Doha Round of Multilateral Trade Negotiations. And, as
noted earlier, trade-environment tensions could be eased with
new commitments to build environmental sensitivity in to the
WTO structure on a systematic, narrowly tailored, and non-pro-
tectionist basis.

Defining the terms of engagement for international commerce,
including the environmental standards that companies and coun-
tries are expected to follow, would be a major boost to the pros-
pects of success for the Doha Round.

In advancing this agenda, a transatlantic initiative might build
on the “Equator Principles” recently adopted by a consortium of
EU and U.S. banks as guideposts for their project lending in the
developing world. WTO adoption of these environmental and
social standards, based on the sustainability guidelines of the
International Finance Corporation, would demonstrate that im-



316 Daniel C. Esty

portant public values, such as environmental protection, can be
folded in to the structure of the trading system without undermin-
ing trade liberalization and economic growth.

Such a WTO commitment would blaze a trail for improved
management of economic and ecological interdependence. In
doing so, it would help to energize the present world trade talks
and combat the anti-globalization backlash that continues to
threaten progress towards deeper economic integration.

Strengthened international environmental governance

Transboundary environmental problems demand international
cooperation. A transatlantic environmental governance initiative
might focus initially on data collection, problem tracking, trend
analysis, and policy evaluation to provide the foundations for
effective concerted action. Such an emphasis on environmental
information and performance metrics would also provide a
model for broader global efforts.

A transatlantic environmental governance initiative might
also provide a forum for negotiating collaborative approaches to
common problems as well as a mechanism for identifying finan-
cial resources to assist countries needing support to carry out
commitments to action.

To further test the potential for a Global Environmental Mech-
anism, a transatlantic initiative might seek to establish a “best
practices” clearinghouse where policy approaches and technology
options could be evaluated and the most successful alternatives
broadly disseminated.

Movement toward a strengthened international environmen-
tal regime would help to ensure that transboundary environmen-
tal problems are addressed, pollution spillovers and the potential
over-exploitation of shared resources do not become trade as well
as environmental issues, and disputes are settled quickly and at
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the lowest possible cost. There is no arena where successful multi-
lateralism is more urgently needed nor any realm where the exist-
ing architecture of global cooperation is more plainly deficient.

International data collection and information exchange

A transatlantic initiative to collect environmental data, analyze
pollution causes and effects, and highlight effective policy inter-
ventions could pay big dividends. One of the striking features of
the environmental policy domain is how many important deci-
sions build on poor data and weak analytical foundations. At
every scale—local, regional, state or provincial, national, and
global —decisionmakers would benefit from more rigorous under-
pinnings for the choices they make.

In almost every other policy arena and academic discipline, a
strong push has developed in recent years to be more data-driven
and fact-based. The environmental realm has been curiously slow
in moving in this direction. A transatlantic environmental infor-
mation and data exchange initiative could reverse this pattern.

Environmental R&D initiative

An EU-U.S. environmental research and development initiative
would help to emphasize the important role that technological
innovation plays in improving environmental quality. A number
of recent studies have demonstrated that only in a small number
of circumstances has environmental progress emerged from changes
in human behavior. In a far larger number of cases, technological
breakthroughs made it possible to reduce pollution harms and
better manage natural resources.

A jointly funded EU-U.S. environmental R&D initiative aimed
at a small number of priority issues could make a significant dif-
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ference in changing the ecological trajectory of the planet. One
thrust might center on the development of clean energy sources.
While it would be a mistake for the United States and the Euro-
pean Union to target any particular form of alternative energy, a
project that seeks to invigorate research and development across
a spectrum of future energy sources including hydrogen, wind
power, solar energy, and other options would be valuable.

In addition, a project aimed at bringing Information Age
tools—computer power, remote sensing, modern telecommunica-
tions, nanotechnologies, etc.—to bear in support of environmen-
tal goals might also pay big dividends. Investments in technologi-
cal development offer important benefits not only for the United
States and European countries but for the developing world as
well.

In fact, one of the most useful ways to redirect the planet’s
environmental future would be to ensure that developing coun-
tries do not go through the full “Kuznets curve” cycle of dirty
industrialization that the developed world has suffered. The
quicker that emerging economies can be brought on to a sustain-
able track the better for everyone on Earth.

Conclusion

Managing interdependence represents a critical challenge for
countries across the globe. The deep economic integration across
the Atlantic gives both the United States and the European Union
a special interest in developing strategies for such cooperation.
Bridging the existing transatlantic environmental divide would be
an important first step toward a future of ecological and eco-
nomic cooperation.

Generating models of environmental collaboration that might
be extended on a worldwide basis would also be of enormous
value.
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The initiatives identified above range from the very ambitious
(a global greenhouse gas emissions trading mechanism) to the rel-
atively modest (an environmental information and data
exchange). Each of the potential agenda items stands out as an
important area for transatlantic cooperation. These proposals
could be undertaken while respecting the existing EU-U.S. differ-
ences in ecological perspectives, economic preferences, political
conditions, and social choices.

Any and all of the initiatives would provide environmental
leadership for a world that desperately needs new momentum in
this realm.






Immigration and Integration:
The Transatlantic Challenge

Philip Martin

Thinking about migration

Migration is the movement of people from one place to another.

Migration is as old as humankind wandering in search of food,

but regulated international migration is a relatively recent devel-

opment, since it was only in the early 20th century that a system
of passports and visas developed to regulate the flow of people
across national borders.

Most of the world’s 6.3 billion people never cross a national bor-
der—most will live and die near their place of birth. International
migration is the exception, not the rule, and is manageable because:
— The number one form of migration control is inertia—most

people do not want to move away from family and friends.

— Governments have significant capacity to regulate migration,
and they do, with passports, visas, and border controls.

— Historical experience (European migration to the Americas) as
well as contemporary experience (Italy, Spain, South Korea)
demonstrate that economically motivated migration does not
have to persist.

Under the right circumstances, the migration turning point can be
reached within a decade or two, as economic development make
emigration unnecessary or turns previously emigration areas into
immigration areas.
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Migration responds to differences between areas. The major
differences that can produce migration arise in demography, eco-
nomics, and security, and these differences have been likened to
plus and minus charges on a battery—nothing happens until a
link is established between them.

In migration, links over borders are often described as net-
works, and networks that provide the information that encour-
ages migrants to move, help them to cross borders, and enable
them to find jobs and stay abroad have been strengthened by
three late 20th century revolutions, in communications, transpor-
tation, and rights.

The major reasons to migrate to another country can be grouped
into two categories: economic and non-economic, while the fac-
tors that encourage a migrant to actually move are grouped into
three categories: demand-pull, supply-push, and network factors.

The three factors encouraging an individual to migrate do not
have equal one-third weights in an individual or family situation,
and the weight of each factor can change over time. Generally,
demand-pull and supply-push factors are strongest at the begin-
nings of a migration flow, and network factors become more
important as the migration stream matures, explaining why it is
sometimes said that the best way to initiate a migration flow
from an area is to recruit guest workers there.

Family unification is the most important non-economic factor
encouraging migration.

Differences between areas are increasing, and so is potential
migration. Demographic trends provide an example:

The world’s population is growing by about 1.4 percent or 84
million a year, with 97 percent of global population growth in
developing countries.' Population density is higher in developing

1 According to the Population Reference Bureau (www.prb.org), the world’s
fastest growing population is in Gaza, where the population growth rate is 4.5
percent a year, and the fastest shrinking population is in Russia, where the
population is declining by 0.5 percent a year.
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than in developed countries—29 persons per square kilometer in
the high-income countries versus 51 in low- and middle-income
countries, according to the World Bank.

Will people move from more densely populated places to less
densely populated places in the 21st century, much as the 19th
century was marked by migration from more densely populated
Europe to the Americas and Oceania?

Economic trends provide the second example of differences
that are likely to increase migration in the 21st century.

The world’s GDP was $30 trillion in 2000. Global per capita
income averages $5,000 a year, but per capita incomes in the 25
high-income countries averaged $26,000 a person in 1999, versus
$1,200 in low-and middle-income countries.

This means that an average person moving from a poorer to a
higher-income country can increase her income 22 times, which
helps to explain why some migrants take big risks in their
attempts to enter high-income countries, turning to smugglers or
buying false documents.

There is a second dimension to economic differences that
prompt international migration. The world’s labor force in 1999
was 2.9 billion, and 1.3 billion or 45 percent of the world’s work-
ers were employed in agriculture. In most poorer countries, farm-
ers are taxed, while farmers in developed countries generally
receive subsidies.

The farm-non-farm income gap in developing countries
encourages rural-urban migration, helping to explain why the
urban share of the population of the low and middle income
countries rose from 32 to 41 percent between 1980 and 1999.

Many industrial countries had a “Great Migration” off the
land in the 1950s and 1960s, and similar “Great Migrations” are
underway in many countries, including China, Mexico, and Tur-
key.

The Great Migration off the land has three implications for
global migration:
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— First, ex-farmers everywhere are most likely to accept so-
called 3-D jobs (dirty, dangerous, difficult) in urban areas,
either inside their countries or abroad.

— Second, ex-farmers who must find new jobs often make phys-
ical as well as cultural transitions, so they are more willing to
go overseas if there is recruitment or a migration infrastruc-
ture to help them to cross borders.

— Third, most rural-urban migrants remain within their coun-
tries, moving to urban areas, but cities in developing countries
have become nodes in the international migration infrastruc-
ture. Once an ex-farmer is in a city, it may be easier to obtain
visas and documents for legal migration, or to make arrange-
ments for illegal migration.

The third major difference that prompts migration involves secur-
ity and human rights. After the global conflict between capitalism
and communism ended in the early 1990s, local conflicts erupted
in many areas, leading to separatist movements, new nations, and
more migrants, as in the ex-Yugoslavia and the ex-USSR.

Creating new nations is almost always accompanied by migra-
tion, as populations are reshuffled so that the “right” people are
inside the “right” borders. With more countries, there is the poten-
tial for more migration: There were 191 generally recognized
nation-states in 2000, up from 43 in 1900.

The CIA fact book lists 191 “independent states,” plus one
“other” (Taiwan) and six miscellaneous (including Gaza Strip,
West Bank and Western Sahara) (www.cia.gov/cia/publications/
factbook/index.html).

Governments sometimes send migrants to areas with separa-
tist feelings or movements to suppress them.

If the area breaks away and forms a new nation, these internal
migrants and their descendants can become international migrants
without moving, as with Indonesians in East Timor or Russians in
the Baltics.
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Differences encourage migration, but it takes networks or
links between emigration and immigration areas to move people
over borders. Migration networks comprise factors that enable
people to learn about opportunities abroad as well as the infra-
structure that enables migrants to cross national borders and
remain abroad. Networks have been shaped and strengthened by
three major revolutions in the past half century—in communica-
tions, transportation, and rights:

— The communications revolution helps potential migrants
learn about opportunities abroad, as anchor migrants are able
to communicate easily and cheaply with family and friends at
home, providing them with information about opportunities
in a context potential migrants understand.

— The transportation revolution highlights the declining cost of
travel. The British who indentured themselves to migrate to
the North American colonies in the 17th century often prom-
ised to work three to five years to repay one-way transporta-
tion costs. Today, transportation costs, even for unauthorized
entry, are generally recouped much faster.

— The rights revolution, the spread of individual rights and enti-
tlements, allows some foreigners to stay abroad. Many coun-
tries provide all persons due process, delaying removals, and
many have expanded social safety net programs to all resi-
dents, making it easier for migrants in the country to stay
abroad.

Growing demographic, economic, and security differences increase
potential migration, and the communications, transportation, and
rights revolutions strengthen the networks that enable migrants to
learn about opportunities abroad, move, and stay abroad.

There is little that countries experiencing “unwanted immigra-
tion” can do about the demographic, economic, and security dif-
ferences that promote migration in the short run, and they also
have little power or desire to reverse the longer-run communica-
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tions and transportation revolutions that inform migrants and
make it less costly for them to travel.

Thus, the default migration management option is altering
rights. Governments create and enforce rights, and migration
management in the 1990s typically involved enacting new or
modified laws to restrict the rights of especially newcomers.

For example, the United States in the 1990s enacted laws that
restricted the access of unauthorized as well as many legal immi-
grants to social assistance program benefits, and many European
countries revised their laws to make it harder to apply for asylum.

European issues

Most European societies were shaped by emigration to the Amer-
icas—about 60 million Europeans emigrated between 1820 and
1914 (Bade 2000). However, during this great Atlantic migration,
there was also significant migration from east to west within
Europe, as from Poland to Germany.

Two world wars led to the creation of new nation states in
Europe, and there was a massive exchange of people who wound
up in the “wrong” country when borders were redrawn, such as
the exchange of Greeks and Turks in the 1920s and the migration
of ethnic Germans to West Germany after World War II.

Most of the economically motivated migration within and to
Europe after World War II reflected rural-urban migration within
a country and movements between territories and colonies abroad
and the home country, such as between Algeria and France, or
India-Pakistan and the UK.

However, faster postwar recovery in northern Europe prompted
the recruitment of guest workers in southern Europe, where eco-
nomic and job growth was slower. These guest workers were
expected to stay abroad a year or two and then return with sav-
ings and skills.
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However, with little public debate or consideration of longer-
term impacts, guest workers who wanted to stay longer, and
employers who wanted to continue to employ them, prolonged
the relationship under rules that gave guest workers the right to
unify their families and have a secure work and residence status
analogous to a legal immigrant in North America.

Most guest workers returned to their countries of origin
according to the assumptions of the rotation model, which imag-
ined that guest workers would save enough during a few years of
work abroad at high wages to finance upward mobility and spur
economic development at home. However, many guest workers
settled abroad during the Wirtschaftswunder and unified their
families, giving most European countries populations and labor
forces that today include five to ten percent foreigners.

In 1999, there were ten million foreigners from outside the
European Union among the EU’ 375 million residents. Net
immigration was 711,000, making it a more important contribu-
tor to population growth than natural increase (there were four
million births and 3.7 million deaths in the EU in 1999).

Foreigners are not distributed uniformly across Europe. Ger-
many has less than one-fourth of the EU’ population, but 36 per-
cent of the EU’s foreigners. It is hard to compare foreigners in
Europe with the foreign-born populations of classic immigration
countries, because many European countries report data by citi-
zenship, and some allow citizenship to be conferred by blood, not
place of birth.

This means that there can be “second-generation” foreigners
in many European countries, but not in Canada or the United
States. For example, almost 20 percent of the foreigners in Ger-
many were born in Germany, while the United States and Canada
have no second-generation foreigners.

On the other hand, Germany considers ethnic Germans— per-
sons born in Eastern Europe and the ex-USSR with German
parents or grandparents—to be Germans, so that the three mil-
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lion ethnic Germans who moved to Germany in the 1980s and
1990s are not considered to be immigrants, even though they
were born outside Germany and many do not speak German.

Germany changed its citizenship law in 2000 to give children
born to legal foreign parents automatic German citizenship.

Stocks of foreigners rose in all European countries during the
1990s. The economic impacts of newcomers are hotly debated
today, unlike during the guest worker era. During the peak years
of guest worker recruitment, 1961-1974, immigration was gener-
ally considered an economic plus that also served the political
goal of accelerating economic integration within the EU.

Unemployment was very low—the number of vacant jobs
often exceeded the number of unemployed workers—and under-
valued currencies in a world of fixed exchange rates encouraged
domestic and foreign capital to be invested in western Europe to
produce manufactured goods for domestic consumption and
export markets.

Increasing the size of the domestic labor force was considered
difficult because the Great Migration off the land was largely
completed, there was a baby boom that made it hard to raise
female labor force participation, the expansion of education sys-
tems delayed the labor force entry of some young workers, and
improved retirement systems encouraged the exit of some older
workers. Under such circumstances, recruiting guest workers in
nearby labor-surplus countries seemed to make eminent eco-
nomic and political sense.

Even before the oil crisis of 1973-74 prompted western Euro-
pean governments to stop recruiting additional guest workers from
outside the EU, doubts were growing, as it became clear that
“there is nothing more permanent than temporary workers.”

Settled guest workers were allowed to bring their families, and
there were calls to integrate them, but governments simultane-
ously attempted to encourage returns, with France and Germany
offering return bonuses in the early 1980s. At the same time, the
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enforcement of laws aimed at preventing unauthorized entry and
employment were stepped up.

Most guest workers stayed abroad between 1975 and 1985
and unified their families, since their countries of origin, such as
Yugoslavia and Turkey, were also pushed into recession by higher
oil prices. Some countries attempted to discourage family unifica-
tion by prohibiting spouses from working for several years after
arrival, so many newly arrived wives did not join the labor force,
and some were isolated in ethnic enclaves so that their labor force
entry was difficult when they were finally allowed to work.

The positive economic impacts of guest workers decreased as
foreigners changed from mostly workers to mostly non-workers.
In Germany, for example, two thirds of all foreigners were em-
ployed as wage and salary workers in 1972, but less than a third
were similarly employed after 1995.

The fall of the Berlin Wall in 1989 unleashed a new wave of
east-west migration. This migration, much of which was politi-
cally difficult to control, since Western European governments
did not want to be accused of creating a new Berlin Wall, allowed
the enforcement of laws against illegal immigration to be relaxed.

Especially in Germany, foreigners found that they could most
easily enter as asylum seekers, and over 1,000 a day were register-
ing in the early 1990s. Their dispersal throughout the country,
and a change in policy that denied asylum applicants work per-
mits, contributed to the popular perception that immigration
means higher social welfare costs rather than economic benefits.

In response to this upsurge in migration, most European coun-
tries took steps to manage migration by restricting access to the
asylum system with safe third country rules (foreigners must apply
in the first safe country they reach), new visa policies and stepped
up border enforcement, and speedier processing of applications.

However, persisting high unemployment rates made it difficult
to discuss the economic contributions of migrants in a way that
would have built support for more labor migration.
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In the meantime, most European governments took steps to
secure the rights of legal immigrants, and to establish new pro-
grams to ensure the integration of migrant children to avoid the
creation of an underclass.

Since the mid-1990s, many European discussions in favor of
immigration turned to the more abstract “demographic need” for
immigrants to preserve pension systems.

Immigration would have to increase sharply in most European
countries to avoid population decline, increase even more to main-
tain the 1995 working age population, and more than that to main-
tain the ratio of those 16 to 64 years old to residents 65 and older at
mid-1990s levels. For example, the Big Four EU countries—France,
Germany, Italy and the UK —include two thirds of EU residents and
received about 88 percent of EU immigrants in 1995:

— If the Big Four wanted to maintain their 1995 populations at
current fertility rates, they would have to triple immigration
levels, from 237,000 a year to 677,000 a year, with the great-
est increase in Italy.

— To maintain their 1995 labor forces, the Big Four would have
to increase to 1.1 million a year.

— To “save social security,” to keep the ratio of persons 18 to 64
years old to persons 65 and older stable, the Big Four would
have to increase 37-fold, to almost nine million a year.

There are alternatives to having immigration, including having
resident workers work longer and increasing productivity, but
they have received less attention.

Most European countries do not appear ready to increase
immigration on such a scale. The EU plans to enlarge by accept-
ing 12 Eastern European countries and possibly Turkey.

Studies of potential migration after the entry of the first 10 coun-
tries, planned for May 2004, suggest that if Poles and Hungarians
had freedom of movement rights, 335,000 workers from Eastern
Europe (excluding Turkey) would migrate west the first year, and
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then the number would shrink to 160,000 a year by 2010, with
80 percent of the migrants moving to Austria and Germany
(Boeri and Brucker 2000).

However, this projected modest additional migration prompted
Austria and Germany to insist that the EU prevent nationals of
new EU member nations from migrating for at least two years
after their expected entry in 2004 (2004-05).

After this two-year wait, the current 15-EU members could
individually prevent freedom of movement for another three
years (2006-08), and then a further two years (2009-10), for a
maximum seven-year wait before nationals of newly entered EU
countries could seek jobs freely in other EU countries.

Most of the workers expected to migrate from Eastern to
Western Europe would be unskilled or semi-skilled. During the
high-tech boom of the late 1990s, many European employers
complained of shortages of professionals, especially in computer-
related occupations.

Governments in France, Germany, the UK and other European
countries responded by easing entry under existing programs or
establishing new programs to facilitate the entry of non-EU com-
puter professionals, and many European countries eased rules to
allow foreign students who graduated from local universities to
remain as workers.

The German government approved a “green card” program
that offered five-year work permits to non-EU foreign computer
professionals who were paid at least Euro 51,000 a year (Martin
and Werner 2000). The number of green cards issued was mod-
est—14,600 between August 2000 and July 2003, an average of
400 a month.

However, the SPD-Green government used the green card pro-
gram to change the tenor of the immigration debate, and set the
stage for Germany’s first planned immigration system, with some
immigrants selected through a system that favored the admission
of well-educated immigrants, some offered five-year permits that
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could eventually lead to permanent residence status, and some
non-EU foreign graduates of German universities allowed to
become immigrants. The Federal Constitutional Court in Karls-
ruhe blocked Germany’s new migration law in December 2002.

North America

The North American migration system includes the world’s
major emigration and immigration destinations, whether defined
in volume terms (migration between Mexico and the U.S. aver-
aged 230,0000 legal immigrants a year in the 1990s, plus
300,000 to 400,000 unauthorized settlers) or in per capita terms
(between 10 and 20 percent of persons born in the Dominican
Republic and El Salvador have emigrated, and Canada aims to
increase its population by one percent a year via immigration).

Migration in North America has demographic and economic
impacts in both sending and receiving areas.

The United States is a nation of immigrants whose motto “e
pluribus unum,” (from many one) is a reminder that Americans
share the experience of themselves or their forebearers leaving
another country to begin anew in America.”

Most Americans believe that immigration is in the national
interest, and this belief did not change after the September 11,
2001 terrorism attacks, as political leaders consistently drew a
distinction between immigrants and terrorists.

During the 1990s, more than 12 million newcomers—legal and
illegal immigrants—settled in the United States, more than the
ten million who arrived during the first decade of the 20th century.

2 The exceptions are Native Americans, slaves and those who became U.S. citi-
zens by purchase or conquest, such as French nationals who became Ameri-
cans with the Louisiana Purchase, Mexicans who became Americans with the
settlement ending the Mexican War and Puerto Ricans who became U.S. citi-
zens as a result of the American victory over Spain in 1898.
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Immigration has economic costs as well as benefits, and these
costs were the focus of often-contentious debates in the mid-
1990s, after the approval of Proposition 187 in California in
1994 and major federal legislative changes restricting the access
of immigrants to social assistance (welfare) in 1996 (Migration
News 1994 and 1996). Proposition 187 was never implemented,
the access of some legal immigrants to social assistance was
restored in the late 1990s, and immigration faded from the head-
lines during the economic boom, when the unemployment rate
reached its lowest level in three decades and the economy gener-
ated an average 10,000 net new jobs each work day.

Since the dot.com recession, the most contentious issue has
been the temporary worker program for foreign professionals,
the H-1B program, which is scheduled to shrink from the current
195,000 a year to 65,000 a year in 2004.

The United States accepts four major types of immigrants:

— The largest group is relatives of U.S. residents. 675,000 or 63
percent of the immigrants in FY2001 had family members in
the United States who petitioned the U.S. government to
admit them.

— The second-largest category was employment-based: the
179,000 immigrants and their families admitted for economic
or employment reasons.

— The third group was refugees and asylees: 108,000 foreigners
who were granted safe haven in the United States.

— The fourth category is diversity immigrants: persons who
applied for a U.S. immigrant visa in a lottery open to those
from countries that sent fewer than 50,000 immigrants to the
United States in the previous five years.

In addition, the United States receives non-immigrants, foreigners
who come to the United States to visit, work, or study, and unau-
thorized foreigners, those who arrive without inspection at ports
of entry, and those who arrive legally, but violate the terms of
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their visas. The number of unauthorized foreigners in the United
States is believed to have more than tripled in the 1990s to seven
to nine million in 2002.

Transatlantic dialogue

Europe and North America are confronting new migration man-

agement challenges in the 21st century that, despite different his-

tories and experiences with newcomers, suggest possibilities for
transatlantic dialogue and cooperation in migration management,
integration, and stay-at-home development.

The first requirement for effective migration management is to
acknowledge that the richer industrial countries are and will con-
tinue to be immigration destinations. This means they will have to
answer the fundamental questions of how many newcomers to
accept, from where and in what status newcomers should arrive,
and how the rules of the immigration system should be enforced.

— Canada and the United States have answered these questions
with front-door immigration systems for settler immigrants,
side-doors for tourist and business visitors and students and
guest workers, and border control policies in the United States
aimed at stopping unauthorized entries through the back
door, primarily the Mexican-U.S. border. However, the United
States has developed few effective systems to prevent unau-
thorized foreigners who enter the United States from working.

— Two distinct immigration systems are emerging in Europe. In
Southern Europe, foreigners often arrive illegally or violate the
terms of their legal admission, find jobs, and then are legalized
in “rolling amnesties” by their employers. Northern Europe
has been more restrictive, seeking to discourage family unifica-
tion by tightening rules on foreign spouses, imposing require-
ments on newcomers to learn the local language, and increasing
expenditures to combat illegal entries and employment.
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The United States seems to be adopting the Southern Euro-
pean approach, in the sense that most immigrants are persons
already in the country who “adjust” their status from student,
worker, or unauthorized to immigrant. Potential U.S. immigrants
are on probation; if they receive welfare benefits, commit crimes,
or come to the attention of authorities while unauthorized, they
may not be able to adjust to immigrant status.

The importance of the adjustment path to immigrant or secure
status means that side and back door entry systems have become
more important, since these are the entry doors for most immi-
grants. What is not well understood are the linkages and interac-
tions between front, side, and back doors.

Is it true, as UNHCR’s Ruud Lubbers sometimes asserts, that
opening front and side doors to immigrants in Europe would
diminish unauthorized migration? Clearly, if front and side doors
were opened wide enough, there could by definition be no unau-
thorized foreigners. But it is less clear what effects a partial open-
ing of front and side doors would have on back-door unauthor-
ized migration.

The second issue is integration. Integrating foreigners has
never been easy; the history of traditional immigration countries
is littered with assertions about the capacity of people from par-
ticular nationalities, ethnicities, religions, and beliefs to integrate
successfully.

Perhaps the key to understanding why these assertions were
proven wrong is that integration means change; change by the
immigrants to adapt to the receiving country, and change by the
receiving country to adapt to the immigrant. Mutual change
means that it is hard to define the end point of integration. Immi-
gration countries are, by definition, “unfinished” in the sense that
they continue evolving and changing as immigrants arrive and are
integrated.

There are many definitions of integration, but the most impor-
tant is economic integration: how do the incomes of immigrants
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compare to those of the native born, and are the children and
grandchildren of immigrants largely indistinguishable from the
children of native born?

Immigrants are concentrated at the extremes of the education
ladder, most integration issues involve those with relatively little
education, and there are integration problems with the unskilled
on both sides of the Atlantic. In the United States, a major inte-
gration issue is inequality: most immigrants with little education
get jobs, but many have low earnings and access to few benefits
such as health insurance.

Since family circumstances affect education and income mobi-
lity, the fact that 30 percent of U.S. immigrants are Mexicans
with an average of eight or nine years of education means that
40 percent or more of immigrant children face economic and
family disadvantages to upward mobility.

In Europe, the integration issue focuses more on employment
than inequality. Once in a job, migrants’ wages tend to be closer
to the native born than in the United States, and more social ben-
efits are generally available, but many foreigners cannot get jobs.
The European experience with unskilled newcomers in the 1990s
demonstrates how hard it is to have large-scale unskilled immi-
gration, a highly regulated labor market, and extensive social
welfare systems.

Under such circumstances, newcomers can add to unemploy-
ment and welfare rolls rather than employment, slowing integra-
tion and increasing xenophobia.

The third issue is relations with emigration countries. Migra-
tion from poorer to richer countries will not solve the world’s
poverty problem—the numbers are simply too big. The solution
to unwanted migration must be stay-at-home development, which
requires economic and job growth. The relationship between
migration and development can be summarized under the 3 R’s:

— Recruitment: Are migrants employed workers whose exit has
negative consequences for their countries of origin, represent-
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ing a loss of brains or brawn, or unemployed workers who
have jobs and earnings abroad but would have been unem-
ployed at home?

— Remittances from migrants abroad, and the use of remittance
savings in the country of origin: Are remittances significant,
and do they create jobs and spur development in the country
of origin, or are they low and mostly add to inflationary pres-
sures in housing and land markets?

— Return: Is the sending country’s stock of human capital
increased by the return of migrants who acquired additional
skills and earnings abroad, or does emigration represent a per-
manent loss of skills? Do returning migrants transfer technolo-
gies and other productivity-increasing ideas to their areas of
origin, planting the seed for more local and foreign investment?

Europe and North America have a mutual interest cooperating in
the effort to enhance migration’s contributions to development,
to share experiences on what works and what does not, and to
ensure that global institutions provide advice on the 3 R’s that
reduces rather than increases the inequality that fuels migration.

For example, most industrial countries have recently made it
easier for doctors, nurses, and IT specialists to enter, work, and
settle. Rough calculations suggest that 20 percent of those with at
least college degrees from developing nations are in the 25 richest
countries, and they represent about 10 percent of the college-edu-
cated who are employed in more developed countries.

If Europe and North America do not contribute funds to
replenish the human capital they are absorbing from developing
countries, global inequality and migration pressures may rise.
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