The future of the EU in a globalized world
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n 1957, six European nations signed

the Treaty of Rome to create a com-

mon market for goods and services
while laying the groundwork for peace and
security. To what extent has the EU ful-
filled this mission?

“What started as a loose confedera-
tion of six fiercely independent nations has
changed the course of history, initiating the
longest period of peace in more than 300
years,” said Peter Widmer, addressing the
KPMG-University of Colorado Denver

Global Enterprise Institute on the subject
of the European Union.

“Today, the EU is a major world power
representing 27 member countries with a
combined population of 450 million,” said
Widmer. These numbers make it a signifi-
cant trading bloc on a level with the US,
China, Russia and India.”

Furthermore, Widmer added, “By pro-
viding democracy and stability in Europe —
including former Soviet Union countries in
eastern Europe and western Balkans — the
EU has increased the potential for trade
and growth across the continent.”

The EU seeks close cooperation with
NATO (North Atlantic Treaty Organiza-
tion); 19 member countries of the EU are
also members of NATO.

Years of negotiation

In the context of the world in the late
fifties, the European Union was a visionary
organization based on the idea of sovereign
nations sharing a common destiny. “This
is remarkable given the history of Europe,”
said Widmer.

While the first condition of member-
ship is an easy one — the applicant must be
a European country — the rest of the process
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involves meeting requirements specified in
the EU’s 35 acquis (chapters of law) relating
to the stability of a prospect’s democratic,
political, economic and legal institutions
as well as any human rights concerns and
corruption issues that may exist.

In addition, there must be a function-
ing market economy in the country as well
as the capacity to cope with competitive
pressures and market forces within the EU.
Meeting these requirements can take years
of negotiation. Hoping to accede to mem-
bership are Turkey, Croatia, and Serbia.

With growth has come challenges.

If a sign were to be posted at the en-
trance of EU headquarters in Brussels, it
might read: 23 official languages spoken
here. While English and French are usually
preferred for verbal communications, doc-
uments have to be generated in the written
language of the member state to facilitate
comprehension. This makes for an “un-
wieldy, labor-intensive organization,” and is
a weakness in Widmer’s view.

The EU’s rapid expansion has led to
growing pains and, in some cases, dissatis-
faction with how the organization is run.
According to Widmer, citizens feel left
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Opportunities abound despite global economic woes
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out of the democratic process and smaller
members feel underrepresented. “This is
what led to the rejection of the constitution
in 2005 by France, Holland and Ireland.”

The Treaty of Lisbon, the successor to
the rejected constitution, would improve
administrative efficiency and democratic
transparency and implement a host of re-
forms, one of which would allow majority
rule in many cases rather than the unani-
mous decisions now required. However,
the treaty has yet to be ratified by all 27
members (as of this writing).

Then there is the issue of national
egos. It is hard for 27 countries to take a
single position on world affairs when na-
tionalism rears its intractable head. Small
wonder “the EU rarely speaks with one
voice,” said Widmer. “An exception is the
recent financial crisis” in which the Euro-
pean Commission agreed on a bold plan to
boost business and consumer confidence.

“It is a serious crisis such as this that
brings out the best in the EU,” Widmer said.

The internal workings of the EU must
be addressed going forward. Externally, the
EU is grappling with issues exacerbated by
global economic woes and tensions.

B Energy. Russia is the EU’s major
supplier of energy. In 2007, 38% of the
EU’s gas and 33% of its oil imports came
from Russia. These figures can climb to
100% for some European countries — es-
pecially former Soviet republics and satel-
lites — which rely on Russia for virtually
all their energy. “Russia is quite ready to
use its energy resources as a threat to the
EU,” said Widmer. In what was considered
a courageous action, all 27 members of the
EU held an emergency meeting on Sept. 1,
and agreed to condemn Russia’s aggression
in Georgia.

B Expansion. “The EU has to decide
on the limits of expansion in terms of ge-
ography, politics, culture.” Turkey, which
has been negotiating with the EU for years,
has most of its territory in Asia and is only
minimally in Europe. Consequently, there
is some opposition to approving member-
ship for this large and predominately Mus-
lim country. “EU expansion philosophy
depends on the outcome of negotiations.”

B Globalization. Depending on where
one stands, globalization is a desirable
challenge to improve competitiveness or a
threat to workers at risk of having their jobs
outsourced. The European Commission
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has made a clear choice in embracing glo-
balization and rejecting protectionist policies.

The euro vs. the dollar

The euro has been strengthening
against the dollar as a reserve currency. Al-
ready, 25 percent of the currencies held by
governments and institutions worldwide is
in euros and this makes the US “financially
vulnerable,” said Widmer.

Introduced in 1999, the euro is the of-
ficial currency of the EU. Of the 27 mem-
ber states, 15 have adopted the euro as
their single currency after meeting criteria
such as a budget deficit of less than 3 per-
cent of its GDP, a debt ratio of less than 60
percent of GDP, low inflation, and interest
rates close to the EU average. Slovakia has
been approved to replace its national cur-
rency with the euro in 2009.

The European Central Bank (ECB) is
responsible for implementation of mon-
etary policy for the euro area. Unlike the
US Federal Reserve Bank which has a larg-
er mission relating to interest rates and the
overall health of the economy, the ECB is
concerned primarily with maintaining the
euro’s purchasing power and price stability.

Both the European Union and the
United States are in recession. “It’s the first
financial crisis in a globalized and integrat-
ed world.” Widmer believes the recession
will be sort-lived, but in the aftermath,
“there may be serious inflation because of
the enormous injections of cash into the
world’s financial system.”

How are the dollar and euro faring in this
downturn? “The dollar benefits initially in world
crises, but it is a fundamentally weak currency
whereas the euro’s fundamentals are strong.

“Despite the continuing weakness of
the dollar since 1971, there has been no
improvement in the US trade balance,”
said Widmer. “Europe is an attractive mar-
ket for US manufactured products, but
much of that manufacturing has been lost
to foreign producers.” The result? Reduced
exports and a higher trade deficic. Mean-
while, “the US borrows from China to buy
the products that China makes.” One solution,
he said, may be in emulating Switzerland’s fo-
cus on high value-added and innovative
businesses that can be grown at home.

“The US is in a difficult position be-
cause its competitiveness is diminishing
as its dependence on foreign financing is
increasing,” said Widmer, pointing out
that “the US is the world’s largest debtor.

European Union Institutions

The EU, said Peter Widmer, is best de-
scribed as a decision-making triangle:

Council of European Union. Also
known as Council of Ministers or Coun-
cil. Comprised of one representative per
member state — either its head of state
or head of government — the Council is
the main decision-making body and de-
fines the general political guidelines of
the EU. The presidency is held by each
member state, in rotation, for a period
of six months. (Not to be confused with the
Council of Europe, a non-EU organization.)
European Parliament. The 785 Mem-
bers of the European Parliament (MEPs)
are elected every five years by citizens in
their respective countries. MEPs sit ac-
cording to political groups rather than
nationality. “It is well balanced between
left/right parties,” said Widmer. The Parlia-
ment has legislative and budgetary powers.
European Commission. The EU’s ad-
ministrative and executive body, the
Commission is headed by twenty-seven
commissioners, one from each member
state, who are nominated by national
governments and approved by the Euro-
pean Parliament to serve five-year terms.

In 2007, Europe was responsible for half
the $280 billion in foreign direct invest-
ment (FDI) into the US as the economy
then was considered to be productive and
innovative in certain industries.” However,
there are only 6 triple-A companies left in
the US compared to 30 in 1980.”

With the collapse of the Soviet Union
in 1991, the US became the world’s sole su-
perpower. “But a new pattern is emerging
and the trend is away from one superpower
to two and three. The European Union and
China have become strong contenders for
this designation.”

Widmer stressed that opportunities
still exist for US companies in all areas
where there is technological leadership, ex-
cluding industrial products and finance.”
Mid-market companies should be espe-
cially well-positioned to succeed in the
downturn provided they have experienced
management and sound business models.

“By 2010 we will see growth coming
back. Environmental issues will create a big
market and companies that are solution-
oriented will do well,” advised Widmer. ¢
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