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Abstract
This report studies two areas of Core State Powers (CSP), i.e., Defence and Monetary Policy. The 
two cases have the aim to reconstruct how Differentiated Integration (DI) has developed over time 
in these two specific domains. While the aim is the same for both cases, the way the cases are 
structured is substantially different. The development of European defence is analysed under three 
key aspects. Firstly, the policy is analysed considering the resources invested for its development. 
Second, each sub-area of defence is analysed in relation to who is charged with the responsibility 
of deploying common resources in these fields and through what means. Thirdly, consideration is 
given to the extent to which the rights and obligations of these bodies vary between Member States, 
either in terms of a state’s overall membership of an organisation or in the variation of obligations 
between members of an organisation. Second, the case of the EMU is analysed under an historical 
perspective, looking at the developments of this policy area alongside differentiation patterns from 
The Bretton Woods System to nowadays.
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CASE STUDY 1: DIFFERENTIATION AND INTEGRATION IN EUROPEAN 
DEFENCE 1950-2019

Introduction
Defence has long been subject to scepticism surrounding its ripeness for integration in Europe, both 
for theoretical and historic reasons. Theoretically, classical intergovernmentalist like Hoffman thought 
that the field of defence showed little opportunity for integration both due to the importance of defence 
to the state’s role in preservation and due to impossibility of common defence policies to be ‘all things 
to all people all of the time’, referencing the field’s zero-sum nature (Hoffman, 1995, p. 85. See also; 
Hoffman, 1982, pp. 29-30). Historically too, the failure to create a European Defence Community 
(EDC) in the early 1950s left a significant hang-over in the integration process. When states revisited 
the field of foreign affairs in the 1970s, defence was effectively de-coupled from foreign policy and 
left out of the new European Political Co-operation (EPC) structures. In the early 1980s, attempts to 
create a defence dimension of EPC failed once more, as those interested Member States chose to 
co-operate amongst themselves through the re-activated Western European Union (WEU).

As implied both by the narrative above and theoretical framework of Genschel and Jachtenfuchs 
(2014), defence has long suffered from conflict over resources and the appropriate means of making 
policy. Firstly, Member States have struggled to select an appropriate forum through which to pool 
their defence resources. As evidenced in the overview of European defence bodies (Table 1), defence 
co-operation in Europe is characterised by a complex and often overlapping network of different 
defence organisations, memberships, and functions. Questions over who should manage defence 
co-operation and through what means is an ongoing debate, visible in the continuing evolution of 
these networks. Second, it must be remembered that while this field is strewn with failed attempts 
at co-operation, European states would not have attempted and reattempted integration in this field 
without there being a notable degree of demand. Like other fields of policy-making, such as co-
operation in exchange rates, defence had been underpinned by notable divergences on either side 
of the Atlantic during the 1970s and 80s. European states are ultimately connected by geography, 
values, and interests to the extent that they have been willing to commit resources to co-operation in 
this field for over half a century.

This overview of the development of European defence policy will be underpinned by three key 
aspects, reflecting the wider elements of this research project. Firstly, these bodies are considered 
according to whose resources are being drawn upon in each of these bodies; the Member States’ 
or the EU’s. Secondly, each area is considered in terms of its mode of policy-making, specifically 
in relation to who is charged with the responsibility of deploying common resources in these fields 
and through what means. Thirdly, consideration is given to the membership of each organisation; 
the extent to which the rights and obligations of these bodies vary between Member States, either 
in terms of a state’s overall membership of an organisation or in the variation of obligations between 
members of an organisation.

This piece is organised chronologically and contends with three periods of defence integration. 
The first of these is the period of defence co-ordination occurring before the 1980s, in which there 
was no clear identifiable body representing the EU in the field of defence. This was a period of 
characterised by institutional laboratories, similar to the field of internal security (Monar, 2001). 
Following this, the overview considers the period in which EU defence co-operation formed through 
the Western European Union (WEU) as the Rome Treaty came into effect in 1984, which laid many 
of the foundations of the modern Common Security and Defence Policy. Lastly, it will consider the 
post-St Malo institutional structures, particularly those which have come about since the Lisbon 
Treaty.
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Pre-Rome Integration in Defence: 1950-1984
Before the re-activation of the WEU in 1984, there was no clear defence organisation which could be 
considered representative of the EC Member States. This was not for want of trying. Reflecting the 
limitations of their overall significance for contemporary defence co-operation, this section will outline 
the four key bodies for defence co-operation in Europe before 1984; the Western Union Defence 
Organisation (WUDO)/Western European Union (WEU), the European Defence Community (EDC), 
the Fouchet Plans, and the NATO Eurogroup.

Table 1: Key Organisations in European Defence Integration, 1950-2019

Organisation Treaty Basis Initial Member States Status
Western European 
Defence Organisation

Treaty of Dunkirk 
(1947), Treaty of 
Brussels (1948)

Dunkirk: France, United Kingdom

Brussels: France, United 
Kingdom, Belgium, Netherlands, 
Luxembourg

Organisation 
superseded by NATO 
then modified into 
WEU

North Atlantic Treaty 
Organisation

Washington Treaty 
(1949)

Belgium, Canada, Denmark, 
France, Iceland, Italy, 
Luxembourg, Netherlands, 
Norway, Portugal, United 
Kingdom, United States

Ongoing. Now has 
29 Member States, 
of which 23 are EU 
Member State.

European Defence 
Community (EDC)

Treaty of Paris (1952) West Germany, France, Belgium, 
Netherlands, Luxembourg, Italy

Treaty failed to enter 
into force. Voted down 
by French national 
assembly in 1954

Western European 
Union I

Modified Treaty of 
Brussels (1954)

Belgium, Luxembourg, 
Netherlands, United Kingdom, 
France, West Germany, Italy

Largely fell into disuse 
by late 1970s

Fouchet Plans Foughet Plans I and II 
(1961, 1962)

The Members of the EC Abandoned during 
negotiations

NATO Eurogroup Informal agreement 
1968

Belgium, Denmark, West 
Germany, Greece, Italy, 
Luxembourg, Netherlands, 
Norway, Turkey, United Kingdom

Defunct. Active bodies 
subsumed into EU

Western European 
Union II (WEU)

Rome Declaration 
(1984)

Belgium, Netherlands, 
Luxembourg, France, United 
Kingdom, West Germany, Italy

Associate Membership 
added in 1990s. Body 
eventually subsumed 
into EU

European Security 
and Defence Policy 
(ESDP)

Cologne European 
Council (1999)

All EU Member States except 
Denmark

Became CSDP

Common Security 
and Defence Policy 
(CSDP)

Lisbon Treaty (2009) All EU Member States except 
Denmark

Ongoing

Permanent Structured 
Co-operation 
(PESCO)

Lisbon Treaty (2009), 
Council Decision 
2017/2315 (2017)

All EU Member States except 
Denmark, Malta, and United 
Kingdom

Ongoing

European Intervention 
Initiative (EI2)

Letter of Intent (2018) France, Germany, Belgium, 
United Kingdom, Denmark, the 
Netherlands, Estonia, Spain, 
Portugal

Ongoing
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Table 2: Ownership and Regulation in Pre-Rome Defence

Regulation Intergovernmental Joint Supranational
Ownership
National WEU, NATO Eurogroup, 

IEPG
Co-Owned
European EDC

The WUDO/WEU

Defence integration in Europe began with the Dunkirk Treaty between France and the UK in 1947. 
In 1948, the Benelux states acceded to this body through the Treaty of Brussels, forming the WUDO. 
What is significant about these developments is the key threat perception of this body; potential 
renewed conflict with the German state. The Dunkirk Treaty itself highlights that its aim is to avoid 
that ‘Germany shall not again become a menace to peace’ (1947, Article II) similarly stating that their 
mutual defence pact would trigger ‘should either… [party] become again involved with hostilities with 
Germany. Beyond this, Article IV made commitments beyond defence, including aims to improve 
‘economic and social objectives’.

The scope of the Brussels Treaty was largely regulatory in nature, rather than creating new 
capacities (Treaty of Brussels, 1948). Most important amongst these regulations was Article IV 
committing them to mutual defence, in stronger words than in the NATO Treaty. Similarly, where 
disputes were to arise, Article VII committed to adjudication through the International Court of 
Justice. Beyond this, the treaty carried forward the soft commitments to co-ordinating economic 
policies. After the failure of the EDC this was added to in the Modified Brussels Treaty. This new 
treaty allowed for the accession of Germany and Italy, moved the mutual defence clause to Article 
V due to a statement on avoiding duplication with NATO, creating a Council which takes decisions 
surrounding its goals through unanimity, and adding an assembly with responsibility of discussing 
national armaments (Modified Brussels Treaty, 1954).

The relevance of the WEU would relate to its later re-activation in 1984. The signing of the 
Washington Treaty in 1949, creating NATO, in essence supplanted the body’s role. Even with the 
accession of Germany and Italy after the failure of the EDC, its role would be to act as what one 
former Secretary General termed a ‘reserve organisation’ (Rees, 1998, p. 11), acting as a forum for 
the accession of the UK to the EC, the resolution of the Saarland’s status, and allowing European 
states to organise themselves within NATO (Cahen, 1990, p. 56; Duke, 2000, pp. 43, 73). Similarly, 
it helped act as a bridge between NATO and the French government following France’s withdrawal 
from NATO’s integrated military structures in 1966 (Rees, 1998, p. 11). By the mid-1970s, the WEU 
entered a period of dormancy in which its ministerial level ceased meeting and with no Secretary 
General being appointed between 1974 and 1977 (Bailes & Messervy-Whiting, 2011, p. 13).

As such, the Western European Union lacked any real capacity-building, as it was concerned 
largely with the mutual guarantee of defence and a limited scope of policy-making. No real mention 
of capacities or funding was made in its treaties, reflecting an intergovernmental mode of financing 
what little resources it did have. It was, similarly, organised intergovernmentally, with the Secretary 
General reflecting such a model, being responsible for supporting the intergovernmental political 
process rather than initiating legislation as a supranational actor would do. Finally, its membership 
did not reflect that of the 1957 Rome Treaty, with it including the UK.
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The European Defence Community

The EDC arose in the following context of the intensifying Cold War. The outbreak of the Korean 
War, the armament of the East German Volkspolizei, and the implementation of the Berlin blockade 
created an air where armed conflict with the Soviet Union seemed a real possibility. In this context, 
a serious question was how to utilise West German manpower in such a situation, as western powers 
had not yet settled the issue of re-armament (Duke, 2000, p. 15). Due to the opposition of the French 
government to the incorporation of a German armed force into a European defence system, the 
French government suggested that this problem be solved through the German armed forces being 
part of a supranational European Defence Force (EDF), or common army.

The EDC’s treaty went much further than the WUDO in terms of the scope of its regulatory power 
and scope. Its aim was wide-ranging, affecting areas of foreign policy and defence, as well as 
constructing its own Council, Assembly, Commission, and Court. The notable inclusion of a court 
increased its sense of capacity building, moving from the relatively soft commitments of the WEU 
to a harder form of commitment in this field. The maintenance of the EDF required a substantial 
number of articles detailing the means of enlisting and maintaining soldiers, responsibility over their 
management and deployment, managing its legal status, and financing the body.

In terms of capacity building, the EDC Treaty obviously involved the creation of the EDF, which led 
to numerous distributive arguments surrounding contributions to both the budget and military forces, 
eventually solved by using the system from the ECSC, deciding the common budget unanimously 
and its allocation by two-thirds majority (Fursdon, 1980, p. 162). In terms of production of arms, the 
right of initiative was granted to the Board of Commissioners, with the Council accepting proposals 
through a two-thirds majority and there existing ‘severe penalties for any infringement of these 
regulations’ (Fursdon, 1980, p. 163). Notably too, certain products were not to be made in ‘strategically 
exposed’ areas of the EDC, namely Germany (1980, p. 164). Indeed, one reason why the scope of 
regulation in the EDC Treaty was so large was because of the ambitiousness of building such a large 
supranational capacity. The creation of a budget, for example, created considerable concern over 
the power an elected Assembly should have over such power and whether it should be funded from 
national contributions or systems of taxation  (Rittberger, 2006, pp. 1216-1217). As such, the EDC’s 
structures could be described as supranational with respect to its resources (Fursdon, 1980, p. 193).

However, Member States were not evenly reliant on the EDC for their defence. Indeed, the original 
plan for the EDC was for a common EDF to supplement existing armed forces, with the exception 
of West Germany, whose armed forces would be integrated fully into the EDF. This was provided 
for in Article 10 (EDC Treaty, 1953), which stated ‘[t]he Member States may recruit and maintain 
national armed forces intended for use in the non-European territories with respect to which they 
assume defence responsibilities, as well as units stationed in their countries which are required for 
the maintenance of these forces and for their relief’. De facto, this allowed all Member States with 
foreign colonial territories (France, the Netherlands, and Belgium) to maintain military capacities 
and thus excluded Germany, which held no such territories after 1919 (Fursdon, 1980, p. 154). This 
increased responsibility facing the French government relative to the West German government 
created significant doubts about the eventual effect this would have on the balance of power in 
Western Europe.

In 1954, the EDC Treaty was rejected in the French Assemblée Nationale, notably with other 
prospective Member States having already ratified the treaty. These reasons have been summarised 
as relating to the poor understanding and collapse of the pro-integration coalition in France (Parsons, 
2002) and related to wider strategic questions, such as the end of the Korean War and death of 
Stalin (Fursdon, 1980). Regardless, the end of the EDC left the area of defence open as a realm 
for collaboration between European States, something that would not be sufficiently filled until the 
1980s.
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Fouchet Proposals

The two Fouchet Plans of the 1960s represent another attempt at the integration of defence and foreign 
policy in Europe. Unlike the EDC, the first Fouchet plan was significantly more intergovernmental, 
foregoing a court for implementation, with the Council carrying most responsibilities and taking 
decisions through unanimity. In terms of its formal regulatory obligations, Article 11 simply stated 
a broad commitment towards ‘solidarity, mutual confidence, and reciprocal assistance’, with its goal 
in defence to ‘strengthen, in co-operation with the other free nations, the security of Member States 
against any aggression by adopting a common defence policy’ (Fouchet Report I, 1961). In terms 
of capacity building, the first Fouchet Plans created a common budget but not the common armed 
forces as planned by the EDC (Article 13). In terms of differentiation, the Fouchet plans make no 
mention of rules applying unevenly to Member States.

Due to competing interests between a French government which sought to build an 
intergovernmental ‘Union of States’ and the Benelux countries, which were concerned both about the 
lack of supranationalism and the lack of involvement of the UK in its structures (Teasdale, 2016), the 
Fouchet plans would eventually fail. This occurred with the French president choosing to abandon 
the compromises in the first proposal, allowing the Benelux states to veto the more intergovernmental 
suggestion put forward by De Gaulle in the second plan. Thus, competing strategic and institutional 
interests brought the Fouchet Plans to a close.

The significance of the Fouchet Plans is twofold. Firstly, the failure of the Fouchet Plans laid the 
groundwork for the eventual agreement of European Political Co-operation (EPC) in 1970. To facilitate the 
co-ordination of national foreign policies, defence and foreign policy were essentially split apart. It was not 
until the early 1980s that there would be a realistic chance for the EC to adopt a defence element once 
more through EPC’s structures. Secondly, the disagreements surrounding the Fouchet plans informed 
the basis of the eventual compromises which allowed EPC to form. Thus, while the plans were a failure, 
the experiences of the constituent Member States highlighted which subjects would require avoidance in 
EPC’s founding document and which compromises would likely facilitate agreement.

Table 3: European Membership in NATO, the WEU, the EC, the IEPG and the NATO Euro-
group in 1984

WEU EC NATO IEPG Eurogroup
UK
France
W. Germany
Belgium
Netherlands
Luxembourg
Italy
Denmark
Greece
Ireland
Spain
Portugal
Norway
Turkey
Iceland
Canada
United States

Source: CIA, 1984; Taylor, 1984, 31. Shaded areas indicate non-membership. Spain and Portugal joined the EC in 1986
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NATO Eurogroup

Although the NATO Eurogroup is a body attached to the EC, it did contribute to the EU’s structure. 
The body first met in November 1968 at the behest of British Defence Secretary Denis Healey, 
existing as an informal grouping of Ministers charged with organising the opinions of European 
NATO Member States so to maintain and influence the US presence in Europe (Taylor, 1984, p. 21). 
The body itself exists as a form of differentiation within NATO, with Healey stating in 1968 that ‘there 
are areas of military co-operation to the European members of NATO which may not always be open 
to the same degree for the United States’ (West German Ministry of Defence, 1972, p. 291). This 
was important as armament co-operation in the mid-1960s saw a divergence as European states 
defected from projects not led by their national arms industries and as the US government sought 
to (Scott, 1976, p. 35; De Vore, 2013, pp. 444-445). Similarly, Iceland, Portugal, and France did not 
take part in its structures, the latter of which was abstaining from several NATO since 1966.

The NATO Eurogroup had no formal capacity, itself existing entirely informally without a secretariat 
or formal agreed basis (NATO Eurogroup, 1972). Yet, despite this it did establish several bodies 
existing to align standards in Europe, all of which would eventually be subsumed by the EU. Notably, 
although differentiation on a policy-to-policy basis was not strictly outlined, the codified practices 
of collaboration implied the possibility of projects not involving all Member States. Indeed, the 
group itself stated that ‘decisions are arrived at by consensus through a kind of ‘partial agreement’ 
system [that] applies to the extent that if a limited number of member countries wish to work together 
on a particular project they can do so in the absence of objections by other members’ (Damm & 
Goodhart, 1972). As such, the Eurogroup’s projects facilitated differentiation though the ‘á la carte’ 
mode of differentiation (Stubb, 1996, p. 285).

Table 3 from a CIA report in 1984 gives a useful summary of memberships of different defence 
bodies in the 1970s (CIA, 1984). The central problem with the Eurogroup as a forum for collaboration 
was the absence of French Membership, thus the Eurogroup’s members established the Independent 
European Programme Group (IEPG) as a means of facilitating co-operation as this body existed 
outside of NATO’s structures (De Vore M. R., 2012, pp. 445-446). Beyond this, the Eurogroup itself 
recognised that its informality and voluntary nature has resulted in projects requiring at least one 
Member State to act as a spearhead on specific policies, with some Member States clearly playing 
a lesser role in its running (Damm & Goodhart, 1972, p. 27). In addition, it highlighted that co-
operation over individual Member State pursuit of projects incurs larger costs in the early stages 
of development, with some projects such as training proving more expensive for Member States 
organising them. Additionally, it highlighted the potential effects differentiation within NATO may have 
on other NATO Member States and the issues of co-ordination between national departments with 
differing resources.

Addressing the problem of France’s non-membership, the IEPG was created in 1975 and involved 
a series of conferences attended by national armaments directors responsible for co-ordination of 
defence funding, standardising equipment, defending the European defence industry, and improving 
dialogue with the US and Canada (CIA, 1984; Taylor, 1984, p. 21). The arms directors would then 
identify and facilitate collective projects which the Member States could embark on. In its early years, 
the IEPG struggled due to the distributive concerns of larger Member States that ‘smaller countries 
might impose additional costs at a time when only very limited resources were available for co-
operative experiments, and they were concerns about the export of jobs’ (Taylor, 1984, p. 24). Thus, 
its role in the early 80s was as a means of aligning European views as part of their relations with 
the US (Taylor, 1984, pp. 24, 59-60). From 1987, the IEPG produced a report ‘Towards a Stronger 
Europe’, which laid the basis of the promotion of greater collaboration in armaments in Europe 
(Walker & Gummet, 1989, pp. 430-431; Moravcsik, 1990, p. 70). In 1992, the IEPG was absorbed 
into the WEU and became the Western European Armaments Group (WEAG) (James, 2003, p. 62).
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Extra-EU EU Defence Collaboration 1984-1999
Table 4: Ownership and Regulation in Defence before 1999

Regulation
Ownership Intergovernmental Joint Supranational
National WEU, ESDP, Forces 

answerable to the 
WEU, OCCAR, WEAG

Co-Owned
European

The late 1970s and early 1980s saw a time of divergence between European states and the US. 
Notably, during this period the US had taken a more unilateralist approach towards its dealings 
with the USSR on issues of foreign affairs and nuclear proliferation. Similarly, longer-term concerns 
surrounding their competitiveness against the US arms industry and the existing failures in the IEPG 
to facilitate change were factors in their choice (CIA, 1984). For Atlanticist Member States, closer 
co-operation in Europe was required both to show the European’s commitment towards pulling their 
weight within NATO as well as to more effectively influence American policy.

The suggestion of the Genscher-Colombo plan to incorporate a defence dimension into EPC, the 
extra-treaty foreign policy body constituting EC Member States, met opposition from several Member 
States (Rees, 1998, pp. 14-25). Particularly, the Irish government objected to having a defence 
component incorporated into EPC due to the effect that it would have on their neutrality, with the 
Danish ‘opposed to breaking the civil power taboo of the EC’ (Rees, 1998, p. 25). Neither was the 
Eurogroup an adequate body for co-ordination on defence because of the non-Membership of the 
French government. Thus, the then-stagnant WEU acted as a suitable means as it was neither 
associated to EPC or NATO and included only Member States which had already signed a mutual 
defence agreement (Cahen, 1990, pp. 56-57).

As implied by its choice, the re-activated WEU was differentiated in its membership as it excluded 
several EC Member States, specifically, Greece, Ireland, and Denmark. This had the marked effect 
of avoiding ‘the smaller and more peripheral Europeans complicating things’ (Bailes & Messervy-
Whiting, 2011, p. 15), as visible in the then-stagnation of projects in the IEPG as well as in the 
reasons for several EC Member States not entering the WEU.

The regulatory power of the WEU’s agreements was relatively weak. With no enforcement 
procedures, the WEU’s practical ministerial declarations simply acted as a soft way for Member 
States to co-ordinate national policy processes. As such, in the years preceding the Maastricht 
Treaty there was little scope of differentiation in this sense beyond military actions on an ad hoc 
basis, such as the implementation of the WEU’s operation in Yugoslavia, where participation was 
said to be based on ‘the provisions of [the Member States’] national constitutions’ (WEU, 1992).

Most important amongst the WEU’s documents were its strategic declarations. Two of such were 
important; the Declaration on Security Interests of 1987 and the Petersberg Tasks of 1992. The 
Platform on Security Interests identified the key conventional threats from the Warsaw Pact, stating 
the role of the WEU in relation to developing a European identity within NATO. The Petersberg 
Tasks represented the post-Cold War demands on defence co-operation, highlighting the need for 
humanitarian intervention in the context of the collapse of Yugoslavia. Yet, notably, these tasks were 
drawn up also in a time of declining military budgets, with the declaration’s vagueness reflecting the 
desire to avoid being ‘embroiled in conflicts’ (Rees, 1998, p. 65; Jorgensen, 1997).
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Table 5: Member State Participation in Forces Answerable to the WEU

European 
Corps

Multinational 
Division

UK/NL 
Amphibious 
Force

Rapid 
Deployment 
Force

European 
Maritime 
Force

HQ of 
DE/NL 
Corps

IT/ES 
Amphibious 
Force

European 
Air Group

BL
FR
DE
NL
LX
IT
PT
GR
ES
UK

Source: WEU, 2000, 12.

In 1992, after the entry into force of the Maastricht Treaty, the WEU Member States noted that the 
new relationship with the EU, as its defence arm, altered the pressure for differentiation for the WEU. 
After all, the WEU was chosen not as a preferred body but due to the lack of availability of other 
forums for defence collaboration. As the WEU now had a relationship with the EU’s non-WEU Member 
States, it chose in 1992 to open up the possibility of associate membership, associate partnership 
and observer membership to other states. This, therefore, had the effect of diversifying the mode 
of differentiation, as the WEU eventually had 6 Associate Members who were part of NATO (Czech 
Republic, Hungary, Iceland, Norway, Poland, and Turkey), 5 Observers (Austria, Denmark, Finland, 
Ireland, and Sweden), and 7 Associate Partners (Bulgaria, Estonia, Latvia, Lithuania, Romania, and 
Slovenia) (WEU, 2000).

These different types of membership required different obligations on the part of each state (WEU, 
1992, pp. 9-10). Full Member States were obliged by the treaty basis of the WEU of the Modified 
Brussels Treaty, to ‘note with approval’ the ministerial decisions after the 1984 Rome Declaration, 
to develop the WEU within its role detailed in the Maastricht Treaty, and to accept the Petersberg 
Declaration. Observers were allowed to attend the WEU’s meetings, participate in working groups, 
and speak at meetings when invited to, but could be excluded from meetings by the WEU Member 
States through a simple majority. Associate Members were allowed to take part fully in the WEU’s 
organisation but could be restricted in their participation by simple majority and did not have access 
to the veto. Lastly, Associate Partnership was introduced in 1994 at Kirchberg (WEU, 1994), allowing 
them to take part in meetings but not veto decisions and allowing them to take part in the WEU’s 
missions.

The effect of this new expansion of membership was a visibility of differentiation within joint 
agreements. In some cases the WEU’s Member States chose distance themselves publicly from 
certain paragraphs. This was most common with Turkey, which on several occasions surrounding 
chose to distance itself within the ministerial declarations of the WEU, particularly surrounding NATO 
action in Yugoslavia and on issues relating to Cyprus. Similarly, the EU’s neutral WEU observer states 
did in relation to the WEU’s policies on nuclear proliferation (WEU, 1995). Thus, even though the 
agreements of the WEU were soft in nature, the increased membership saw an increasing complexity 
the WEU’s legislative output. Similarly, such means of dissent was necessary as associate members 
lacked the power of veto.
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In terms of capacity building, the WEU did not have its own forces but rather organised national 
forces on an ad hoc basis. In 1992, with the codification of the Petersberg Tasks, it designated 
a series of ‘Forces Answerable to the WEU’ as a more permanent set of resources in which it could 
draw, visible in table 5 (WEU, 2000, p. 12). Rather than these being organised through the WEU, 
these were intergovernmental resources organised by the Member States which the WEU could pull 
upon when necessary (Catalbiano, 1993, pp. 8-9). In addition to these operational capacities, the 
WEU Member States established the Institute for Security Studies in 1989.

This capacity was also subject to distributive conflict as Member States argued over how operations 
should be carried out. These new post-Maastricht structures were occurring in the context of the 
end of the Cold War, with Member States seeking to cash in on the ‘peace dividend’ (Rees, 1998, 
p. 62). While the French government wanted clear identifiable WEU forces, the British government 
sought to ‘dual hat’ existing forces and the German government aimed to bring down the costs of 
the Bundeswehr in the context of re-unification (1998, p. 62). The ‘Forces Answerable to the WEU’ 
solution thus reflects these varied preferences, with the German government co-operating on the 
Eurocorps with the French government in 1992, being opened to other Member States afterwards 
and with other Member States, such as the UK, simply making existing structures available to the 
WEU.

Arms Co-operation in the WEU-era

In late 1992, the IEPG decided that it would be absorbed by the WEU alongside the NATO Eurogroup’s 
other defence bodies, something completed by May 1993 (WEU, 1993). As DeVore (2013, p. 20) 
highlighted, the basing of the IEPG in Lisbon and lack of administrative structure had stymied its 
usefulness in developing the European armaments market. This was solved through the introduction 
of a small secretariat of permanent civil servants and the movement of the organisation to Brussels 
(De Vore M. R., 2012, p. 448). In part, the IEPG presented itself as a useful basis of achieving the 
European armaments agency detailed in the Maastricht Treaty (Rees, 1998, p. 71).

In terms of Member State differentiation, the new WEAG consisted of 13 Member States; Belgium, 
Denmark, France, Germany, Greece, Italy, Luxembourg, the Netherlands, Norway, Portugal, Spain, 
Turkey, and the UK. This membership was the same as the IEPG’s. In 2000, Austria, the Czech 
Republic, Finland, Hungary, Poland, and Sweden joined the organisation bringing its membership 
to 19.

Despite the experience of the IEPG and the new resources of the WEAG, several problems 
undermined the body’s contribution to arms development. One such was the principle in which 
‘states were guaranteed specific proportions of work, regardless of cost effectiveness’ (Rees, 1998, 
p. 72). Additionally, the WEAG utilised a consensus-based policy-process with every Member State 
being guaranteed participation in projects, reducing the advantages of differentiation in this field 
and the scope for common agreement (James, 2003, p. 62). These problems with consensus were 
particularly difficult for the WEAG, as differing national approaches towards armaments policy 
allowed for little progress.

One other solution to the WEAG’s problems was seen in the structures of the Organisation for Joint 
Armaments Cooperation (OCCAR). This body represented a reduction in membership to include 
only France, Germany, Italy, and the UK, with Belgium joining in 2003 (James, 2003, pp. 64-65). The 
other key innovations was to reduce the role of juste retour, or the obligations of all Member States 
to get a similar share of portions of a project, something desired by smaller countries within the WEU 
(James, 2003, p. 65). Similarly, OCCAR attempted to find ways around the issue of consensus by 
seeking a more ‘flexible’ approach to decision-making (Mawdsley, 2003, p. 99). Lastly, OCCAR had 
a substantially larger central organisation of 48 personnel aiding its process, compared to the more 
limited staffs of the WEAG and WEAO (De Vore M. R., 2013, p. 18). Today, OCCAR’s staff has 
increased to 300.
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Defence Co-operation within the European Union’s Structures
The St Malo agreement between France and the UK is a turning-point in European defence 
integration. Before that point, defence co-operation had occurred in various bodies outside of the 
EU’s structure, even when other extra-treaty forums were integrated through the Maastricht Treaty. 
After this point, defence became the EU’s de facto fourth pillar. Attempts to build a European Security 
and Defence Identity through the WEU in the 1990s were therefore replaced with the building of 
a European Security and Defence Policy in the 2000s.

Table 6: Key Post-St. Malo Changes in Defence Collaboration

Decision Summary of Changes
St Malo Agreement 
(1998)

Agrees that the EU should be able to take ‘autonomous action backed up 
by credible military forces’.

Amsterdam Treaty 
(1999)

Permits the WEU to be absorbed by the EU and incorporates the 
Petersberg tasks into the treaties.

Cologne European 
Council (1999)

Allows EU to undertake Petersberg Tasks instead of the WEU.

Helsinki European 
Council (1999)

Creates the ‘Helsinki Headline Goal’ of being able to deploy up to 60,000 
troops within 60 days for one year.

European Capability 
Action Plan (2002)

Sought to address shortfalls in Helsinki Headline Goals.

Operation Artemis (2003) First EU overseas military operation.
European Security 
Strategy (2003)

Outlines the key threats and common opinions of the Member States.

Draft Constitutional 
Treaty (2004)

Commits the Member States to mutual assistance in case of attack, 
allows for permanent structured co-operation in defence, and creates a 
European Defence Agency.

European Council (2004) Agrees new ‘Headline Goal 2010’, allowing battle groups to draw on naval 
and air resources.

Council Joint Action 
2004/551/CFSP

European Defence Agency established.

European Council (2017) PESCO is activated, with several basic defence projects outlined.

Institution-Building in the Context of St Malo 1998-2002

The failure of European states to act in the crisis in Kosovo in 1998 highlighted once more that 
Europe was unable to effectively co-ordinate its defence policies. In London, despite the British 
government previously preferring the WEU as its means of avoiding conflict between NATO and EU 
foreign policy, the EU increasingly became seen as a means of maintaining the European pillar of 
the Atlantic Alliance (Howorth, 2004, pp. 220-221). This new perceptiveness to integration through 
the EU laid the way for the development of this new pillar.

St Malo launched a long list of formal institution building (table 6) which at first presents a rather 
complex picture of defence collaboration in this field. Grevi (2009, p. 22) categorises these changes 
into two broad ‘phases’; the initial institution building following St Malo and the consolidation of these 
institutions starting in 2004. The categories of regulation and capacity building are useful for making 
sense of these, as the key issues for the CSDP have been the identification of when and where to 
act and the activation of resources with which to carry out these actions.
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In the initial phase of constructing the ESDP, the first question would be the regulatory aspect; 
on what types of mission would the Member States conduct common mission, when, using what 
resources, and how? In this sense, the documents outlining the structures and strategies for the 
ESDP outlined a soft form of regulation, whereby Member States agreed to what their common 
ambitions would be and would codify these. Yet these would be soft as they would be beyond the 
purview of the ECJ, with there being few mechanisms for enforcement or supervision available to the 
Council. Thus, its regulatory power existed as a form of soft law.

Table 7: Post-1999 Defence Cooperation by Governance Type and Ownership of Resources

Regulation Intergovernmental Joint Supranational
Ownership
National Military Missions 

(operational costs)

Civilian Missions 
(Personnel)

PESCO

OCCAR
Co-Owned EDA (staffing)
European Military Missions 

(Common Costs)

Civilian Missions 
(operational costs)

EDA (Financing) EUDF (PADR)

EUDF (EDIDP)

The St Malo Agreement (Rutten, 2001, p. 8) set the terms that both the British and French would 
accept when moving forward with EU defence integration. It committed them to achieving the 
Amsterdam Treaty’s commitment to the Petersberg tasks and the ‘framing of a common defence 
policy’ on an intergovernmental basis. To achieve this it stated that the EU should have ‘the capacity 
for autonomous action, backed up by credible military forces, the means to decide to use them, and 
a readiness to do so’ (2001, p. 8). The Cologne European Council then committed the whole EU 
to ‘give the European Union the necessary means and capabilities to assume its responsibilities 
regarding a common European policy on security and defence’ (2001, p. 41).

To achieve this, the Council agreed to create a common capacity for ‘autonomous action’, with 
decisions being taken by unanimity and Member States being allowed to ‘retain… the right to decide 
if and when their national forces are deployed’ (Rutten, 2001, pp. 42-43). This, therefore, left scope 
for Member States to opt-out of the implementation of Council Decisions and therefore allow for 
differentiation on a case-by-case basis. Simultaneously, it noted this with the additional point that ‘all 
participants in an EU-led operation will have equal rights’ (Rutten, 2001, p. 45).

Ahead of the Helsinki Council, another Franco-British agreement was reached calling on the 
Council to agree to a degree of capacity building in this field. This was to create the ability to deploy 
forces of up to 50-60,000 troops up to Corps level within 60 days and up to one year (Rutten, 
2001, pp. 77-79). These were agreed and were to be created by 2003 as the ‘Helsinki Headline 
Goal’. What is important is that the capacity being build was the ability to deploy national resources, 
creating a means to create these through ‘voluntary co-ordinated national and multinational efforts’ 
(Rutten, 2001, p. 84). This voluntary nature was combined with the statement that Member States 
were ‘entitled’ (Rutten, 2001, p. 86) to take part in missions and that the decision to take part would 
be ‘based on their sovereign decision’, again leaving scope for differentiation when implementing 
decisions.
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To facilitate such co-operation, the Council created three new bodies: a Political and Security 
Committee (PSC) providing the ambassadorial preparatory level of co-ordination replacing the 
previous Political Committee (PoCo) (Howorth, 2014, p. 41), a Military Committee of national 
defence chiefs to advise the PSC, and a Military Staff providing further more specialised expertise on 
missions. As such, these structures reflected a system of intergovernmentalism, with major decisions 
being prepared for and executed by representatives and ministers from national departments, acting 
through consensus. The specific tasks for these bodies were outlined by the Defence Ministers in 
February 2000 (Rutten, 2001, p. 94).

Supplying this capacity turned out to be difficult, as the Capabilities Commitment Conference 
found out. In November 2000 they found that while the Member States had met the headline goal 
in terms of earmarking the number of troops, they lacked several key capacities (Rutten, 2001, p. 
160; Haine, 2004, pp. 44-45). Indeed, of the 38 capability problems identified by the conference, 
21 were labelled ‘significant’ (Schmitt, 2003, p. 1). Addressing these shortcomings, the European 
Capabilities Action Plan (ECAP) was created in 2002. Yet, as Schmitt (Schmitt, 2003, p. 3) noted, 
the commitments in this plan remained voluntary, lacked a central organising force, was ad hoc 
and short term in nature, and its structure reflected previous intergovernmental arrangements. As 
such, it suffered from a lack of central organising capacity, in the form of permanent supranational 
agencies, and a lack of bindingness to its recommendations due to its lack of means of enforcement.

In 2002, the first ESDP mission was launched; the EU Police Mission in Bosnia and Herzegovina 
(EUPM) (Merlingen, 2009). Its implementation is of interest as it gave a hint as to what future 
ESDP missions would look like. Firstly, the scope of the mission of one of aiding the Bosnia and 
Herzegovina (B&H) national police force through training the force and aiding it in its investigations, 
continuing between 2003 and 2012. Thus, it did not reflect one of the most potentially challenging 
missions for the EU. Over this period, it involved all EU Member States alongside 7 non-EU Member 
States; Canada, Iceland, Norway, Russia, Switzerland, Turkey, and Ukraine, showing a low scope of 
differentiation. Notably, in terms of the implementation, the quality of seconded officers and provision 
of resources was problematic (Merlingen, 2009, p. 167), reflecting the difficulties of a voluntary and 
Member State based approach to the execution of missions.

EU Military and Civilian Missions after 2003

Between 2003 and 2019, the EU launched 37 CSDP missions (figure 1). These missions have 
varied in their scope, from smaller civilian missions at times employing as few as 14 individuals, to 
missions, such as ATALANTA, deploying up to 2000 soldiers. Importantly, Member States have been 
able to choose which specific military operations they wish to take part in, with third countries also 
often being included on EU missions.  Over the first decade of military Missions, the numbers of 
EU Member States participating in EU Missions has varied widely (figure 2), with the median being 
number of Member States participating in a mission being 16. As such, differentiation on EU military 
and civilian missions has very much been the norm since the launch of Operation Artemis in 2003.
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Figure 1: Number of Missions launched by type from 2003 to 2016
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Figure 2: Quantities of Participating Member States in EU Missions 2003-2018
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Importantly, the burden of costs in military and civilian missions differ substantially from one 
another and from precedent (Terpan, 2015; Nováky, 2016). On civilian missions, the majority of 
costs are shouldered by the community, as operational costs are borne by the EU’s budget with the 
unanimous approval of the Council. The Member States, in this instance, pay the costs of seconding 
national officials, such as their salaries and travel expenses (Terpan, 2015, p. 224). This situation 
is inverted with military missions, where most costs are borne by the Member States. On military 
missions, the operational costs are borne by the Member State son a ‘costs lie where they fall’ basis 
(Terpan, 2015, p. 225; Nováky, 2016, p. 217). Common costs, in this instance, relate primarily to 
‘headquarters, some transport costs, medical services and facilities, barracks, and accommodation/
infrastructure’ (Tardy, 2013, p. 2), covering around 10-15% of common costs.
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Figure 3: Costs and Personnel in CSDP Missions, 2003-2018
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Figure 3 provides an overview of the overall budgets and numbers of individuals being deployed 
on EU operations. As it shows, in its initial years the EU drew heavily upon state manpower and 
little on their budgets, with the EU’s Military Operation Althea in Bosnia and Herzegovina accounting 
for most of this demand. This high requirement of manpower is, somewhat obviously, a by-product 
of the nature of EU military missions, which on the whole require substantial numbers of soldiers 
to meet the EU’s intended goals. The EU, however, has seen its investment in civilian missions 
increase substantially over time, albeit with recent decline. This is particularly visible after 2005, in 
which the quantity of EU operations increased substantially to include eight new civilian operations. 
Thus, the data on the costs of EU military and civilian operations appears to sit in line with the EU’s 
overall image of primarily being a civilian actor on the world stage.

These shortcomings are perhaps most clearly reflected in the discussions surrounding how to 
structure defence co-ordination in the context of the Laeken Declaration and the ensuing constitutional 
treaty. St Malo and its immediate structures had established a basis on which co-operation could 
be based, however, through the Constitutional Treaty, the Member States sought to rationalise and 
create greater coherence between their foreign and defence policies.

The Institutional Innovations of the Constitutional Treaty and Lisbon

The Laeken Declaration of 2001 recognised that the EU needed to further institutionalise and improve 
the ‘consistency’ between the EU’s foreign and defence policies (European Council, 2001). Three 
particular innovations were discussed in this context; the creation of a new ‘defence Eurozone’ with 
the responsibility of undertaking military operations, the creation of a European Defence Agency, and 
the codification of a mutual defence clause.
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PESCO: The ‘Defence Eurozone’

The question of differentiation in defence was tabled very early in the convention process, tasked 
with drawing up the EU’s Constitutional Treaty. In relation to collective defence, the suggestion was 
made for such a clause including an ‘“opting-in” clause for state which might not wish to subscribe to 
such an undertaking as of now or which might not yet have the capabilities’ (European Convention 
Secretariat, 2002, p. 3). Relating to the problem of enacting the then-ESDP, the Secretariat recognised 
that the Union committed to having ‘credible military forces’ in 1999 and noted that the EU had 
since fallen short of their commitments. As such, the Secretariat proposed that ‘Mechanisms should 
therefore be identified which ensure that the Member States meet their commitments as regards 
military capabilities. One possibility would be to take as a basis what has been done for Monetary 
Union: namely to establish strict criteria which Member States must meet if they are to be allowed 
to participate in the European Union's defence policy, and a "pact" which they would have to comply 
with thereafter. Those Member States which were unable to participate in this mechanism or which 
did not wish to do so could join it subsequently when they fulfilled the requisite criteria to do so’ 
(European Convention Secretariat, 2002, p. 4).

The Secretariat then broadened these discussions in October, circulating a paper highlighting 
the heterogeneity of Member State capacities in defence (European Convention Secretariat, 2002). 
It begins by highlighting the heterogeneity of national policies and capacities, stating that ‘[t]he 
situations of the various States, in terms of their status, the budget which they allocate, their military 
structure and their capabilities within the Union, are undoubtably diverse and will become even 
more so following enlargement of the European Union’ (2002, p. 1). Secondly, it adds that missions 
up to that point had been ‘based on a coalition of the willing’ under non-EU auspices, so that the 
implementation of the ESDP is likely to occur through differentiation on a case-by-case basis.

By November, these discussions laid the basis for the Working Group’s draft conclusions, 
reflecting the positions of the Franco-German joint paper supporting the idea of a defence Eurozone. 
Amongst its proposals was the creation of a common fund for operations, strengthening of the High 
Representative, a solidarity clause in cases of terrorist attacks, and a move from consensus to 
consent. To solve the issue of heterogeneity, it proposed ‘a closer type of cooperation on defence 
policy matters, open to all member States wishing to enter such a commitment’ and the creation of 
a ‘European Armaments and Strategic Research Agency’ (European Convention Secretariat, 2002).

Primary in opposing these plans were neutral states, the United Kingdom, and acceding states. 
In the intergovernmental negotiations over the treaty, representatives from Spain, Sweden, Finland, 
Ireland, Britain, Lithuania, and Austria all were noted as being in favour of its removal. Reasons 
primarily highlighted the need for protecting the ‘inclusivity’ of defence cooperation. Similarly, 
throughout the summer the British government continued to air concerns that differentiation could 
both be a means to circumvent the rest of the EU and undermine NATO (Howorth, 2004).

An eventual compromise was reached between the UK, France, and Germany. One key concern 
for the British government was the threat of extra-treaty co-operation occurring anyway, something 
which had become a real threat after the 2003 ‘Chocolate summit’ in which the governments of 
France, Germany, Belgium, and Luxembourg agreed to the creation of an autonomous European 
planning and command structure. As such, the strategy reflected one where Britain would accept 
a movement forward on issues like PESCO but work from the inside to make sure that it did not stray 
too far from its preferences. By December, the degree of exclusivity was reduced within the treaties, 
with the Council gaining greater power over the membership of PESCO, allowing the protocol and 
articles to be included into the treaties and moving focus towards arms development (Howorth, 
2004, p. 7). However, with the failure of the Constitutional Treaty in the ratification stage and a lack 
of appetite for new defence projects after the entry into force of the Lisbon Treaty, PESCO would 
eventually become activated in 2017.
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European Defence Agency

Simultaneously, the Member States created the European Defence Agency (initially the ‘European 
Armaments, Research, and Military Capabilities Agency – EARMCA or ARCA), with its role being 
highlighted in the General Affairs Council Conclusions from the 17th November 2003. The Agency 
was tasked with both providing expertise and guidance on the direction of arms cooperation in 
Europe. Additionally, it opened a means of co-ordinating ad hoc projects submitted by the Member 
States or Chief Executive. In terms of differentiation had the statement that ‘[a]ll participating Member 
States shall in principle contribute’ to such projects but simultaneously was worded to recognise the 
fact that such projects would likely involve ‘participating Member States’ (European Council, 2004).

Reflecting its less contentious nature, the EDA was fast-tracked and introduced without the need 
for the Constitutional Treaty, finally bringing the EU’s armaments agency in-house. Despite the 
empowerment of a supranational agency in this field, the EDA represented a continuing commitment 
to intergovernmental principles, establishing non-binding agreements, being constituted primarily by 
national representatives, with it having ‘low degree of autonomy in relation to the member states’ 
(Bátora, 2009, p. 1084). Additionally, the Council’s guidelines to the EDA and the agreement on the 
agency’s budget were to be taken by unanimity.

While its autonomy versus the Council has remained limited, it does pull from supranational 
institutions. The EDA is, for example, headed by the High Representative for Foreign Affairs, who 
has the power to propose the EDA’s budget with it being accepted by the Council according to the 
GNI-scale. Similarly, its staffing pulls both from the EU Member States and supranational institutions. 
Notably, while the amount of staff employed by the EDA has gradually increased over time, the 
number of Seconded National Experts (SNEs) has remained relatively level over its 15-year history 
(Table 8). The EDA’s budget has also gradually increased over time, particularly after the enaction 
of PESCO.

Table 8: Budget and Manpower Sources of the EDA by Year 2005-2018
Year General Budget 

Revenues (million €)
General Budget 

Expenses (million €)
Total Staff Seconded National 

Experts (SNE)
2005 20.670 12.777 79 21
2006 22.727 18.810 94 25
2007 22.374 21.498 100 24
2008 27.553 26.197 107 25
2009 29.190 28.110 118 24
2010 30.340 30.639 122 25
2011 30.537 30.159 126 17
2012 30.902 30.406 129 20
2013 30.344 29.683 129 20
2014 30.839 30.733 125 19
2015 31.222 30.093 126 19
2016 30.754 30.517 141 23
2017 31.638 31.140 140 19
2018 33.637 32.994 155 25
2019 34.1 - - -

Source: EDA Financial Reports. Number taken from Total EDA Staff under “Staff List” (2005-2009) or “Staff Present”. 
From 2015 onwards trainees are not included in the table but are listed underneath. SNEs includes short term contracts 

where referenced. From 2010 onwards Officials on Secondment (SCO) are not included as a number but have been 
provided as they give insight as to the proportion of staff involved from supranational agencies.
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A European Mutual Defence Clause

Similar to PESCO, the working group on defence at the Constitutional Convention was mandated to 
consider ‘the question of whether an undertaking of collective defence should be enshrined in the 
Treaty or in a Protocol annexed thereto’  (European Convention Secretariat, 2002). Importantly, this 
mandate recognised the variation between national positions on such a clause, therefore opened 
up the possibility of this being constituted on an ‘opt-in’ basis. By the first draft report of the working 
group, this was limited solely to the response against attacks by non-governmental actors, i.e. 
terrorists. However, the second draft noted that ‘several members of the Group wanted to go further 
and proposed that the Constitutional Treaty should include a collective defence clause’ (European 
Convention Secretariat, 2002), something notably backed by Foreign Ministers de Villepin and 
Fischer in their amendments to the draft treaty and opposed by representatives from neutral states 
(European Convention Secretariat, 2003).

Similar to PESCO, the mutual defence clause was watered down following the compromises in 
the Constitutional Treaty’s IGC in late 2003. Once more, opposition to such a clause came from 
Atlanticist and neutral states, who both feared the effect of such a clause on their existing defence 
arrangements. As such, the clause was eventually watered down to the extent that the phrase ‘mutual 
defence’ was replaced with the provision of aid and assistance to fellow Member States. Similarly, 
the opt-in nature of the clause was abandoned and replaced with a looser commitment taking into 
account Member States’ constitutional commitments. This is reflected in the Lisbon Treaty’s clause 
where it notes that this provision respects ‘the specific character of the security and defence policy 
of certain Member States’, effectively providing an opt-out of the clause for neutral Member States. 
As such, while the initial proposals offered an opt-in, this moved to an opt-out in the treaty proper.

Post-2016 Defence Co-operation

The rejection of the Constitutional Treaty in 2005 led to a significant delay in the implementation of 
these changes. While the EDA was fast-tracked into existence before Lisbon, the mutual defence 
clause wouldn’t come into force until Lisbon itself entered into force. Worse still, despite efforts 
from the Spanish and Belgian presidencies to bring PESCO into force, the project was ultimately 
dropped due to the budgetary constraints of the post-financial crisis world (Kaski, 2011). Instead, 
the Member States created the Gent Protocol, a more limited means of improving co-operation on 
military capabilities (Biscop & Coelmont, 2011).

The changing defence circumstances of the mid-2010s changed this demand. Firstly, the military 
threat to Europe increased following the Russian annexation of Crimea and military activities in the 
Donbass. This was coupled with a reduction in the reliability of NATO in 2016, as Donald Trump, 
a critic of NATO, was elected President of the United States and as a majority in the UK voted to 
leave the EU. Three particular developments are of note in this context; PESCO, the European 
Defence Fund, and the European Intervention Initiative.

The ‘Modular’ PESCO

In December 2016, the European Council began the process of activating PESCO, signalling the 
beginning of the identification of new defence projects (European Council, 2016). This continued 
through to late-2017, when the Council formally adopted its decision activating PESCO and launched 
its initial projects (European Council, 2017). Yet, there were two notable differences between the 
PESCO of 2017 and the PESCO of the Constitutional Convention; the scope of membership and 
mode of capacity building.
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Firstly, the PESCO of 2017 differed from the initial plans of the convention in its mode of 
differentiation by creating a ‘defence Eurozone’. Namely, it adopted what it termed a ‘modular’ and 
‘inclusive’ approach. ‘Modularity’, in this regard, referred to the ability of Member States to opt-in and 
out of common projects on a case-by-case basis; the ‘a la carte’ model. Secondly, the body was to be 
‘inclusive’, whereby almost every Member State was granted entry into PESCO with the exception 
of Denmark, which opts out of the CSDP; the UK, which was in the process of leaving the EU; and 
Malta, which is neutral. In addition to this inclusivity, the Council stated that it would establish ‘in due 
time’ the conditions on which ‘third States could exceptionally be invited to participate in individual 
projects’ (European Council, 2017, p. Article 4.g.)

This increase in inclusivity reflected the position of a number of actors. Firstly, smaller Member 
States, such as the Belgian government, wanted to avoid being left out of such a group and thus 
saw increasing its inclusivity as a means of preserving this (Santopinto, 2018). Similarly, the German 
government was ‘striving to preserve Europe’s unity’, noting too that ‘there is now more consensus 
between European on matters of defence and security than on the issue of refugees and migrants’, 
reflecting a desire to unnecessarily create divides between the EU’s Member States (European 
Parliament, 2017, p. 23).

In addition to this change to the mode of differentiation, so too did the Council alter the mode of 
capacity building PESCO would operate upon. The PESCO of 2003, as put forward in the Treaties, 
exists to allow a core group of Member States reaching higher criteria to undertake the Union’s most 
difficult and demanding missions. As such, the logic behind differentiation is that those Member 
States both more committed towards such operations and more able to undertake them can do so 
amongst themselves. 

Yet, the PESCO of 2017 no longer concerns itself with facilitating military operations. Instead, 
it creates a forum through which Member States can collaborate on new defence capabilities, 
whether these be military training facilities, Eurodrones, or cyber-security technologies. Following 
their announcement, prominent scholar on defence matters Simon Duke (2019, p. 128) noted 
a limitation of these projects, highlighting that its projects ‘apply primarily to low-hanging fruit that will 
not substantially change investment or duplication patterns’. 

PESCO’s contribution to defence is ultimately in relation to the strength of the EU’s regulatory 
power in this field and the empowerment of supranational actors. Firstly, while the Council Decision 
limits the effects of this change to only apply it ‘only after the Member State has been given a clearly 
defined timeframe for individual consultation and reaction measures’, PESCO increases the 
regulatory power of common policies. Namely, this is achieved through allowing Member States to 
suspend Members failing to participate in common policies through QMV. Similarly, PESCO grants 
both the EDA and HR a strong role in facilitating the co-ordination of common policies. This, coupled 
with the new funding mechanisms from the European Commission, therefore sees a substantially 
greater role for the EU’s supranational agencies than has been seen through previous structures.
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Table 9: Member State Involvement in PESCO Projects 2017-2019
Project Member States Involved
European Union Training Mission Competence Centre (12) DE, CZ, IR, ES, FR, IT, LX, NL, AU, PT, 

RO, SE. 
European Training Certification Centre for European 
Armies

(2) IT, GR.

Helicopter Hot and High Training. (3) GR, IT, RO.
Joint EU Intelligence School (2) GR, CY.
EU Test and Evaluation Centres (4) FR, SE, ES, SV.
Deployable Military Disaster Relief Capability Package (5) IT, GR, ES, CR, AU.
Light Armoured Amphibious I.F.V. (3) IT, GR, SV.
Indirect Fire Support (3) SV, IT, HU. 
EUFOR Crisis Response Operation Core (5) DE, ES, FR, IT, CY.
Integrated Unmanned Ground System (UGS) (11) EE, BL, CZ, ES, FR, LV, HU, DE, NL, PL, 

FI.
EU Beyond Line of Sight Land Battlefield Missile 
Systems

(3) FR, BL, CY.

Maritime (semi-)Autonomous Systems for Mine 
Countermeasures

(7) BL, GR, LV, NL, PL, PT, RO.

Harbour and Maritime Surveillance and Protec. (4) IT, GR, PL, PT.
Upgrade of Maritime Surveillance. (7) GR, BG, IR, ES, CR, IT, CY.
Deployable Modular Underwater Intervention 
Capability Package.

(3) BG, GR, FR.

European Medium Altitude Long Endurance Remotely 
Piloted Aircraft Systems.

(5)  DE, CZ, ES, FR, IT.

European Attack Helicopters TIGER Mark III. (3) FR, DE, ES.
Counter Unmanned Aerial System (2) IT, CZ.
European Secure Software Defined Radio. (9) FR, BL, DE, ES, IT, NL, PL, PT, FI. 
Cyber Rapid Response Teams and Mutual Assistance 
in Cyber Security

(7) LT, EE, CR, NL, PL, RO, FI.

Strategic Command and Control (C2) System for 
CSDP Mission and Operations

(5) ES, FR, DE, IT, PT.

European High Atmosphere Airship Platform. (2) IT, FR.
One Deployable Special Operation Forces (2) GR, CY.
Electronic Warfare Capability and Interoperability 
Programme.

(2) DE, CZ.

European Medical Command (10) Bl, DE, CZ, ES, FR, IT, NL, RO, SK, SV.
Network of Logistic Hubs in Europe and support to 
Operations.

(14) DE, BL, BG, GR, ES, FR, CR, IT, CY, HU, 
NL, PL, SV, SK. 

Military Mobility (24) NL, BL, BG, CZ, DE, EE, GR, ES, FR, 
CR, IT, CY, LV, LT, LX, HU, AU, PL, PT, RO, 
SK, SV, FI, SE.

Energy Operational Function (EOF) (4) FR, BL, ES, IT.
Chemical, Biological, Radiological and Nuclear 
Surveillance and Service.

(5) AU, FR, CR, HU, SV.

Co-Basing (6) FR, BL, CZ, DE, ES, NL.
Geospace, Meteorological, and Oceanographic 
Support Coordination Element

(4) DE, GR, FR, RO.

EU Radio Navigation Solution (5) FR, BL, DE, ES, IT.
Euro. Military Space Surv. Awareness Network (2) IT, FR.

Source: European Council, 2019.
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The European Defence Fund

PESCO did not just open the opportunity for the deepening of community policy-making in the field of 
defence but also created a context in which other new innovations could be attached. One important 
institution was the European Defence Fund (EDF), which was first announced in the Commission 
Presidents’ State of the Union Address in 2016, at the same time PESCO was being drawn up. 
The EDF is ultimately built upon two funding systems; Preparatory Action on Defence Research 
(PADR), which provides research funding towards emerging technologies in the field of defence 
and the European Defence Industrial Development Programme (EDIDP), which allocates funding to 
common defence projects, many of which are run through PESCO. What is important about these 
projects is that they are funded through the community budget, signifying a significant shift from the 
funding systems of OCCAR and the WEAG. PADR is tendered from the Commission to defense 
corporations. It is a supranational resource without differentiation.

Table 10: PADR Project Budgets 2017-2019
Name Year Amount Budgeted
Technological Demonstrator for 
Enhanced Situational Awareness in 
the Naval Environment

2017 *

Force Protection and Soldier Systems 2017 *
Strategic Technology Foresight 2017 *
Electronic Design Technologies for 
Defence Applications

2018 €8-12m

Towards a European high-power 
laser effector

2018 €4-5m

Strategic Technology Foresight 2018 €1.5m-€1.9m
Electromagnetic Spectrum 
Dominance

2019 €10 million

Future Disruptive Defence 
Technologies – Challenging the 
Future

2019 €3.96 million

Future Disruptive Defence 
Technologies – Emerging Game 
Changers

2019 €7.5 million

Unmanned Systems – Interoperability 
Standards for Military Unmanned 
Systems

2019 €1.5 million

Note: Due to a technical error, at the time of writing the data for 2017 wasn’t available. It is/will be at this address: http://
ec.europa.eu/DocsRoom/documents/22629 

PADR is designed as a fund to provide Commission funding from the EU budget towards chosen 
areas of defence research, which is overseen by the EDA. Through this, the Commission provides 
grants for the development of new defence technologies. Its annual budget is substantially smaller 
than that of the EDIDP, ranging from €25m in 2017 to €40m in 2018. PADR reflects an attempt by the 
Commission to cultivate itself a role in the promotion of new research projects in the field of defence, 
aiding the pooling of resources in this field.

The EDIDP, meanwhile, exists as a means of co-financing defence projects alongside the Member 
States. Importantly, the Commission makes reference to the funding of PESCO projects in relation 
to this second funding system, stating in its latest one that ‘it will aim at ensuring consistency with 
projects proposed under the Permanent Structured Cooperation rendering those two initiatives 
complementary and mutually reinforcing’ (European Commission, 2019). This is visible through 
several projects begun through the PESCO structures within the EDIDP’s funding. There is 
differentiation in these projects.

http://ec.europa.eu/DocsRoom/documents/22629
http://ec.europa.eu/DocsRoom/documents/22629
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Table 11: EDIDP Project funding in 2019 and 2020
Name 2019 Budget 2020 Budget

Chemical Biological Radiological Nuclear (CBRN) detection 
capabilities and medical countermeasures

€13.5m

Multipurpose unmanned ground system €30.6m
Underwater control contributing to resilience at sea €22.5m
Counter-Unmanned Air Systems (UASs) capabilities €13.5m
Permanent air or space capabilities for Intelligence, Surveillance and 
Reconnaissance

(ISR) and communication, tactical Remotely Piloted Air Systems 
(RPAS) and sensor

suite for integration into air-traffic management

€43.7m

Cyber situational awareness and defence capabilities, military 
networks and technologies for secure communication and 
information sharing

€17.7m €14.3m

Space Situational Awareness (SSA) and early warning 
capabilities

€22.5m

Positioning, Navigation and Timing (PNT) and satellite 
communication capabilities

€44.1m

Maritime surveillance capabilities €20m
European Command and Control (C2) system from strategic to 
tactical level

€20m

Upgrade of current and development of next generation ground-
based precision strike capabilities

€6.5m €7m

Ground combat capabilities €9m
Air combat capabilities €12m €22m
Future naval systems and related technologies €14.5m
Simulation and virtualisation tools and equipment for training, 
exercises, system design, development and integration, testing and 
validation

€3.5m

Defence technologies supported by artificial intelligence €5.7m
Category for SMEs - Innovative and future-oriented defence 
solutions

€7.5m €10m

MALE RPAS (selected for direct award procedure) €100m
ESSOR (selected for direct award procedure) €37m

Source: Commission Factsheet on ‘Stepping up the EU’s Role as a Security and Defence Actor’ (2019). Projects in bold 
are those which are managed through PESCO

Both of these structures are planned to be funded through two phases. The first of these covers 
until 2020, whereby in this period €90m a year is dedicated to the PADR and €500m towards the 
EDIDP. After 2020, the PADR is intended to increase to €500m per year and the EDIDP to €5bn 
annually. In 2018, the Commission proposed that the EUDF would be worth €13bn under the next 
MFF, with €8.9bn being earmarked for the EDIDP and €4.1bn for the PADR. As such, the EDIDP is 
a supranational resource governed by the Commission but also one which exists in conjunction with 
national funding on PESCO projects. Table 11 provides an overview of the EDIDP’s initial projects, 
with projects which are clearly being developed through PESCO being highlighted in bold. Notably, 
many of these projects alone have a larger budget than the PADR budget.
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European Intervention Initiative

The European Intervention Initiative (EI2) is the third of the new institutional arrangements which 
have risen since 2016. This body was outlined within President Macron’s Sorbonne speech, in which 
the project was outlined immediately after mentioning PESCO. What is notable about the EI2, both 
in the context of the speech and the French government’s position on PESCO, is how the EI2 fulfils 
the role that PESCO was initially supposed to fulfil; providing a core group of Member States the 
opportunity to conduct military interventions and providing a common forum for the development of 
new norms in defence.

The EI2 is ultimately still in its early stages. However, there are a few important factors worth 
considering. Firstly, the body exists outside of the treaties, highlighting that the history of institutional 
forum-shopping related to the field of defence is not yet over. The EI2’s necessity shows that 
while there certainly has been progress in integrating the field of defence, the actual process of 
deploying military resources has remained in a similar intergovernmental format to what was utilised 
in the 1980s. Secondly, this new structure includes the United Kingdom and Norway, states both 
outside of the EU and in NATO. As such, similar to the WEU’s function as a reserve body, the EI2 
reflects problems of differentiation in relation to third countries. Lastly, the EI2 is ultimately built on 
differentiation between Member States, as only 12 Member States of the EU take part, only one of 
which acceded after the millennium.

Conclusions
This paper has aimed to give a primarily descriptive run-down of the main organisations in the field 
of European defence, highlighting the common capacities of these bodies, their membership, and 
their obligations. A few key themes are worth taking note of in this regard. Firstly, differentiation is the 
norm rather than the exception in defence integration. Even the CSDP more widely is differentiated 
due to the opt-out of the Danish government negotiated at Maastricht. Secondly, defence co-
operation in the EU has had a long-term issue of how it ties into wider obligations and capacities 
structured around NATO. To this day, the CSDP maintains constant references to how capacities 
and operations compliment rather than circumvent NATO. Thirdly, the development of defence co-
operation has been particularly slow, with its integration occurring after the Maastricht Treaty only in 
1999. As such, the timing and scope of integration in this field is both slower and lower than in other 
comparable fields of core state powers.

Three quandaries have ultimately underpinned these developments in the field of defence. The 
first of these is the heterogeneity of national situations with respect to the functional basis of their 
defence policies. Three ideal-type positions exist in this respect; neutral Member States, NATO 
Member States, and Europeanist Member States. Defence structures have, therefore, had to try and 
cope with these three competing demands upon the structures of defence as well as the differing 
bargaining powers associated with each position. Neutral Member States, for example, as a result of 
having a low demand for co-operation but high potential costs of integration have historically limited 
the depth of collaboration in the field of defence and been a key motivating factor underpinning the 
choice for differentiation. The second of these is the dilemma of ambition versus inclusivity. PESCO 
is a perfect example of this. While it was intended to be an ambitious means of tackling the EU’s 
most difficult tasks, concerns over the effects of being left out of such a structure by smaller and 
neutral states as well as the effect this would have during a time of populism have radically limited the 
realistic extents of PESCO’s ambitions. Lastly, there is a quandary over the differing commitments 
for military spending and how to manage the potential distributive costs and benefits over specific 
policies. OCCAR, for example, was innovative because it provided a means of circumventing juste 
retour. Similarly, differing demands for defence spending commitments between Member States, 
both over time and between member States, have had an important inhibiting factor on the realistic 
scope of PESCO’s ambitions.
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CASE STUDY 2: DIFFERENTIATION AND INTEGRATION IN ECONOMIC 
AND MONETARY UNION 1950-2019

Overview of Key Developments in Economic and Monetary Union: 1950-
2019
EMU is a system that can be reduced to three faces. The first face is the monetary union, which is 
highly supranational as it is the purview of the European Central Bank. This institution has sole power 
over the monetary policy of the Euro area, with the Member States lacking any formal means of 
coercing its role. Their influence is limited to the engagement had with the ECB through its meetings 
with the Eurogroup President and through dialogue in the Eurogroup. The second face of EMU is 
the institutional corpus of the Economic Union. This reflects the Euro Area’s key rules and facilities 
embodied in the regulatory structures of the Excessive Deficit Procedure (EDP), the Stability and 
Growth Pact (SGP), and Broad Economic and Policy Guidelines (BEPGs) and fiscal capacities evident 
in the European Stability Mechanism (ESM) and the ECB’s non-monetary functions relating to the 
banking union. The third face is its legislative systems of policy making, which is structured largely 
intergovernmentally. This element is constituted by the policy-making bodies covering national fiscal 
policies in the Eurozone, including the Eurogroup, the Euro Summits, the Economic and Financial 
Committee (EFC), and the European Commission (henceforth, the Commission).

Like other areas of core state powers including defence and police co-operation, EMU has 
developed from an immediate post-war context of Atlantic or international structures. Between 
1944 and 1973, European currencies worked in the systems negotiated at Bretton Woods and in 
the Smithsonian Agreements, in which currencies were exchangeable with the dollar. Speculative 
pressure and economic instability during the 1970s, however, led to the abandonment of this system, 
with the remaining organisations from this era being the IMF and World Bank and these continuing 
interdependencies being represented in the G7.

The divergent preferences of European states and the US were evident in the first plan for EMU, 
the Werner Report, which was submitted to the Council in 1970, which would act as a means of 
providing for further integration. After its failure with the collapse of the Bretton Woods system, 
EMU was brought back to the fore with the European Monetary System (EMS) in 1979, with all 
Member States save Britain initially taking part and with the acceding countries of Greece, Spain, 
and Portugal all initially remaining outside of the Exchange Rate Mechanism (ERM) after joining. 
Notably, Spain, Portugal, and Italy enjoyed different obligations within the ERM, with a wider margin 
of fluctuation around the new European Currency Unit (ECU) being granted to them.

After the Maastricht Treaty of 1992, a new system of EMU was put forward that would lead to the 
Eurozone. This has created varying degrees of obligation between states within and outside of EMU, 
with membership itself being predicated on meeting the Euro’s convergence criteria and complying 
with the rules of the SGP. While some of these structures were weekend during the downturn of 2003, 
the financial crisis has led to an expansion of EMU’s regulatory power and a limited strengthening 
of its supranational capacities.

There are a series of key factors present in this story of EMU which are worth considering. 
Firstly, EMU is an example of a single policy, rather than a common policy. As such, it carries with 
it higher possible negative externalities, as instabilities in one Member State may undermine the 
credibility of the whole currency area. Its comparability to other cases carries some limitations in this 
regard beyond the creation of the European Defence Force (EDF) as part of the European Defence 
Community (EDC). Secondly, EMU is constituted by both exclusive institutions and obligations 
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(the EDP, Eurogroup, Euro Summits, the ECB) and inclusive general obligations that can be opted 
in on by non-Eurozone Member States (Fiscal Compact, BEPGs, elements of the SGP). Thirdly, 
EMU retains key intergovernmental features, with the Council and Commission notably remaining in 
control of monitoring and sanctioning Member States. While this has altered over time, it represents 
continued limitation of viewing all regulations as equally applicable and/or enforceable.

Pre-Maastricht Attempts to Create an Economic and Monetary Union – 
1944-1985

The Bretton Woods System

Like many post-war areas of international co-operation, such as defence, Europe’s institutional basis 
in monetary co-operation was based in a wider trans-Atlantic framework. Namely, economic and 
monetary co-ordination would occur through the Bretton Woods system, named after the place in 
which the 1944 summit which designed its institutions was based. The objective of this summit 
was to negotiate a new global financial system which would avoid a return to the economic and 
political instability which had led to World War Two (Conway, 2014, p. x). In particular, negotiators 
wanted to avoid a repetition of the crises of economic liberalism and institutions during the 1930s 
surrounding the gold standard (Dyson, 1994, p. 14). Three key concerns surrounding the failures 
of the 1930s negotiators sought to avoid (Bordo, 1993, p. 28); the collapse of the gold standard 
and ‘wildly fluctuating exchange rates’, the ‘international transmission of deflation and the resort to 
beggar-thy-neighbour devaluations’, and ‘trade restrictions and bilateralism’.

This was to be achieved through a series of new international institutions; the International Bank for 
Reconstruction and Development (later the World Bank) and the International Monetary Fund (IMF). 
Currencies were to be pegged against the US Dollar, which could then be adjusted in consultation 
with the IMF, with the threat of expulsion or foregoing access to its facilities being its means of 
coercing states into following their commitments. The Dollar itself was to be convertible with gold at 
$35 an ounce (Dyson, 1994, p. 42). These plans, notably, more closely reflected the US bargaining 
position rather than that of the UK, indicating a fundamental shift in power which would underpin 
post-war politics (Bordo, 1993, pp. 34-37).

While at the time of the Rome Treaty, the creation of an independent monetary union was deemed 
‘unthinkable’ because of Bretton Woods, nascent steps were taken by the early 1960s mainly to 
co-ordinate European interests within the international community (Tsoukalis, 1977, pp. 52-53). The 
experiences surrounding the revaluation of the Deutschmark in 1961 and concerns surrounding the 
effects of British accession to the EEC further added to previous calls for co-ordination between 
Member States, leading to early proposals for EMU (1977, p. 56).

As time progressed, the flaws in the Bretton Woods system became increasingly apparent. Its 
system only operated for a decade in its intended form, eventually being supplemented by new 
institutions designed to prevent it from entering crisis (Dyson, 1994, pp. 43-45; Conway, 2014, p. 
372). Towards the early 1970s, the US treasury began to restrict access to other governments to its 
reserves as it saw confidence in the dollar diminish (Dyson, 1994, p. 45). By 1971, the dollar had 
come under repeated speculative attack, at first forcing the US to adopt the new ‘snake in the tunnel’ 
system in 1971 and then, eventually, adopt a free-floating currency system in 1973 (Garber, 1993, 
pp. 467-468).

Bordo (1993, p. 80) highlights that Bretton Woods collapsed for three key reasons; the underpinning 
flaws of the gold exchange standard and exchange system, the difficulties in using the Dollar as 
akey currency due to its inflationary policies, and the unwillingness of surplus countries to adjust
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 through revaluing their currencies (Gray, 2007). Dyson (1994, p. 46) explains the decline due to the 
erosion of the credibility of the Dollar underpinned by weak US leadership as well as the ‘scale and 
mobility of capital in new hugely expanding and unregulated international financial markets’. What is 
important politically, however, is that it created a context in which proposals for European integration 
in financial became both plausible and desirable as the existing international order came to an end. 
The collapse of the Bretton Woods systems reflects wider problems in the Euro-Atlantic relationship 
during the 1970s across area of co-operation in the state’s core powers, representing what some 
labelled ‘the end of the post-war era’ (Mayall & Navarri, 1980). The institutionalisation of European 
co-operation in this field was coupled with developments through the NATO Eurogroup, European 
Political Co-operation, and Trevi forum.

The Werner Report and the European Monetary System

In 1969, during this time of economic turbulence, the EU’s Barre Report stated that it was the aim 
of the EC to achieve EMU by 1980 (Gray, 2007, p. 305). While the Treaty of Rome had given some 
note of common responsibilities on monetary policy, the imbalances in the Bretton Woods system 
added to this impetus (Gray, 2007). This was subsequently followed by the Werner Report, which 
laid the basis of EMU in terms of its aims of creating an economic union, underpinned by a central 
policy-making body covering national economic and budgetary policies, and monetary union, which 
‘could be based on the structure for the Federal Reserve’ (Baer & Padoa-Schioppa, 1989, p. 54).

Its stated aim was for a ‘total and irreversible convertibility of currencies’ achieved either through 
national currencies or a common currency, with the latter being favoured as it would ‘confirm the 
irreversibility of the venture’ (European Commission, 1970, p. 10). This was to be achieved over 
a series of ‘phases’, whereby the Member States would first align their national economic policies 
through new common processes, indicators and timetables and afterwards align their exchange 
rates (Baer & Padoa-Schioppa, 1989, pp. 54-55; European Commission, 1970). What is notable that 
underpinning this was the political aim of providing for closer political union, particularly in the context 
where enlargement could potentially undermine the cohesiveness of the EC (Tsoukalis, 1977, p. 
84). The second important factor is that the report represented a compromise between the French, 
Belgian, and Luxembourgish ‘monetarist’ position emphasising alignment of monetary policy as a 
first step and the German, Dutch, and Italian ‘economist’ position of co-ordination of economic policy 
as embodying the stage one (Tsoukalis, 1977, pp. 90-98).

In practice, differentiation in the emerging ‘snake in the tunnel’ system during this era was low, 
with the three new EEC Member States joining the system in May 1972 (Dyson, 1994, p. 85). Yet, 
the economic difficulties of the early 1970s, the snake was abandoned by early 1973. What was 
therefore important about the Werner Plan was not its practical contribution of building an EMU, 
but rather its value within a larger narrative of its building. Future Commission Presidents would 
reference it to show the long-standing commitment of the Member States, co-opting it as part of 
EMU’s mythos (Jenkins, 1991, p. 463). Thus, while it laid few practical bases for collaboration in 
EMU, it presented an intellectual and historical basis on which future plans could draw.

This is evident in 1977 when Commission President Jenkins relaunched EMU and, unlike the 
Werner Plan, saw it beginning with monetary union. Agreed at the Bremen European Council in 
1978, the European Monetary System (EMS) was the first step in achieving EMU. The Council itself 
stated that its aim would be ‘to establish a greater measure of monetary stability in the Community’, 
to promote growth in the EC, and add impetus to the process of European integration (European 
Council, 1978). It would exist through the creation of a European Currency Unit (ECU), an Exchange 
Rate Mechanism (ERM), a system for ‘granting credits among the participating central banks’, and 
the ‘pooling of reserve assets among the members’ (Fratianni & von Hagen, 1990, p. 174).
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In terms of differentiation, all Member States were intended to take part in the Exchange Rate 
Mechanism with the British government eventually choosing not to do so. Following the accession 
of three new Member States in the 1980s, Spain, Portugal, and Greece were all temporarily outside 
of the EMS’ structures too before later acceding in 1989, and 1992, and 1998, respectively. The 
Council Decision itself noted that ‘a Member State which does not participate in the exchange rate 
mechanism at the outset may participate at a later date’ (European Council, 1978). As allowed by this 
sentence, the UK did eventually join the ERM in 1990 but was eventually forced back out in 1992 due 
to a speculative attack in relation to the overvalued of the pound, in turn a result of the decision of 
then-Prime Minister Thatcher. The ERM would make sure that all currencies would maintain relative 
price stability against one another.

The mechanism itself carried some regulatory power, binding central banks and governments to 
hold their currencies at a certain value against one another, requiring Member States to use their 
reserves in the processes. During its first four years, exchange rates were realigned seven times, 
reducing to only four within the following four years (Eichengreen & Frieden, 1993, p. 87). Notably 
too, there was some differentiation in these obligations as most Member States were to keep their 
currencies within 2.25% and the more volatile Italian and Spanish currencies within 6%, which was 
later also granted to the pound. In 1993, this band was expanded to 15% due to continuing issues of 
speculation during the ERM crisis.

Implementing the Maastricht Treaty – 1992-2002
Although designing the new system, the Maastricht Treaty did not completely settle the systems 
through which the Euro would operate. Indeed, Article 14 of the Excessive Deficit Procedure (EDP) 
which was designed to enforce common standards stated that ‘the Council shall, before 1 January 
1994 … lay down detailed rules and definitions for the application of the provisions of the said 
protocol’ (Treaty on European Union, 1992, Article 104c.11). As such, the EDP was to be intentionally 
fleshed out by the provisions which would eventually form the basis of the Stability and Growth Pact 
(SGP) and co-ordinated through the Eurogroup.

It is worth highlighting that what developed from this system in terms of the economic union 
were three particular elements. The first of these was a preventative regulatory element which had 
a significantly hard legal element, as while the ECJ was not the overseer of the EDP/SGP the Council 
and Commission shared the coercive means to force Member States to correct their budgets. The 
second element was the co-ordinative regulatory framework, which was relatively weak. While the 
EDP was elaborated upon, the Broad Economic and Policy Guidelines (BEPGs) issued to Member 
States merely grew in scope over time without achieving any strong regulatory bite (Deroose, Hodson, 
& Kuhlmann, 2008; Hodson, 2010, pp. 78-94). As such, fiscal policies for those Member States not 
in breach of the SGP’s benchmarks was softly regulated but increasingly so in terms of scope. The 
actual scope of fiscal capacity building in EMU was minimal, with the key resources being regulated 
existing at the national level (see Table 1). Monetary policy, meanwhile, was heavily supranational 
with exclusive power being granted to the ECB. The last was the development of its governance 
structures in the form of the Eurogroup, which lent themselves again to a system of soft co-ordination. 
The Eurogroup reflected two major divisions. The first of these was the power the Council should 
have through this body, with some wishing for it to have influence over monetary policy. This was 
opposed by monetarist states, which sought to avoid the interference with the independent ECB. 
Secondly, the Eurogroup was kept informal also to gain the support of the Euro-outs, who sought to 
limit the effect differentiation would have on their own critical policies.
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Table 1: Resources and their Governance in the Euro Area

Regulation Intergovernmental Joint Supranational
Ownership
National Fiscal Compact. SGP, European 

Semester. EFSF, 
ESM, Euro-Plus 
Pact.

BEPGs

Co-owned
European ECB (Monetary 

Policy), EFSM, 
OMTs.

The Stability and Growth Pact

The Stability and Growth Pact sought to strengthen the regulatory power of the EDP through 
improving its ‘preventative’ and ‘corrective’ arms. The pact consists of two Council regulations that 
elaborate, as intended by the Maastricht Treaty, upon the existing provisions of the treaty (Heipertz 
& Verdun, 2010, pp. 3-4). The first of these, Council Regulation 1466/97, is intended to improve the 
supervisory element of the SGP by elaborating upon the processes for the Council to oversee the 
budgetary practices of other Member States. It does so through clarifying the stability programmes 
which Member States present to the Council for surveillance of budgets and the convergence 
programmes submitted by those Member States yet to accede to the Eurozone. Council Regulation 
1467/97 amends the punitive or ‘corrective’ arm of the EDP. This is achieved by ‘speeding up’ the 
pace of the EDP, highlighting new timescales and processes for the issuance of an opinion and 
deadline for action in correcting budgets.  Notably, in both of these regulations the opt-outs of the 
Danish and British governments are explicitly mentioned.

What is notable about accounts of the development of this act is that the SGP’s structure and 
emphasis rests upon strong Member State regulation rather than other capacity-building means 
of ensuring the stability of the Eurozone. This was, notably, a political decision. Heipertz and 
Verdun (2004; 2010), in particular, highlight a number of factors about the German government, 
providing a pithy explanation using their ‘domestic politics’ and ‘intergovernmentalist’ approaches. 
Domestically, the German government had to contend with the strong influence of the Bundesbank 
over domestic public opinion, with there being concern that other Member States may undermine 
the stability of their future currency arrangements (Heipertz & Verdun, 2010, pp. 45-46, 48-49). This 
created an electoral opening in which the, then in opposition, SPD chose to exploit, pushing the 
German government towards seeking stricter rules for EMU. Intergovernmentally, through having 
the strongest currency on the continent and having the most credible threat of pulling out, and thus 
ending, the Euro project, the bargaining power of the German government was thus strongest in 
achieving these goals (Heipertz & Verdun, pp. 26, 40).

The SGP was by no means simply a German policy forced through by a hegemon. While 
a majority of the German government’s aims were achieved, issues such as the definition of 
‘exceptional circumstances’ were compromised on to gain support of states associated with the 
French governments’ position, such as Italy. The compromise defining ‘exceptional circumstances’ 
was entirely political, being defined as the mid-point between the French and German governments 
(Heipertz & Verdun, 2010, p. 31). What is worth highlighting is that while the German government 
had the strongest bargaining power, the French government was required to have consented to such 
a policy as it may have undermined the commitment of other Member States to a key national policy 
(2010, p. 40). As such, the automaticity of the SGP was less so than was preferred by the German 
government.
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It is worth mentioning too that even by this point, the regulation of Member State budgets not 
in breach of the SGP’s criteria had developed somewhat, yet this time informally. The BEPGs, 
instituted by the Maastricht Treaty, grants the Council and Commission soft legal power to influence 
the co-ordination of Member State budgets and highlight where budgetary practices may affect the 
stability of EMU (Deroose, Hodson, & Kuhlmann, 2008, p. 830). The key development was in 1998, 
where the BEPGs evolved into the country-specific guidelines which initially covered simply issues 
of budgets. Yet, as a soft form of co-ordination, the BEPGs in their initial years ‘encountered mixed 
results as a catalyst for peer pressure’ (2008, p. 831).

The Eurogroup

While the Delors Report and Maastricht Treaty had initially foreseen that the Eurozone would be 
managed through community bodies such as the European Council and Economic and Financial 
Affairs Council (ECOFIN), not all Member States had chosen to join EMU. Denmark, for example, 
was granted a permanent opt-out of EMU, the Greek government had not met the criteria laid out in 
the treaty to join the Eurozone, and the British and Swedish governments showed no intent to join. 
This differentiation of Eurozone membership therefore raised questions of what role these Euro-outs 
should play in the co-ordination of fiscal policies in the Eurozone.

This question arose in the context of the SGP’s negotiations in 1995, with both the French and 
German governments raising the possibility of a ‘Security Council’ along the lines of the G7 as a forum 
for co-ordinating national economies (Puetter, 2006, p. 56). Its function would be a forum which could 
monitor and implement those rules and structured created through the SGP and reflecting their 
increased obligations relative to other Member States. Indeed, the basis in the G7 was evident in 
the Eurogroup’s early name, the Euro-X Council, with the X eventually being supplemented by the 
numbers 11 and 12 indicating its membership.

One misconception in the literature is that the Eurogroup was a quid pro quo in return for the 
agreement of the Stability and Growth Pact (Heipertz & Verdun, 2010). Importantly, both the French 
and German governments agreed to the creation of such a body but disagreed in terms of what role 
it should take. For the German government, the role of the Eurogroup was to act as a council for 
overseeing and implementing the SGP, while the French government preferred that the Eurogroup 
be a ‘political pole’ to the ECB. This is visible in the French desire for a permanent secretariat to exist 
for the body, which was opposed by the Germany. Indeed, the earliest mentioning of such a council 
was by German Finance Minister Theo Waigel, indicating that the principle of having such a body was 
not controversial amongst Euro-ins (Puetter, 2005, p. 56). What was controversial was the capacity 
building element of the Eurogroup, which was opposed so to minimise the risk of interference with 
the work of the ECB.

Controversy did, however, exist between the prospective members and non-members of the 
Eurogroup, worried that the Eurogroup would be exclusionary in cases where their national interests 
would be affected. Indeed, British Prime Minister Tony Blair tried to block the creation of such a body 
throughout 1997 so to prevent the exclusion of the UK from the body. As he wrote in an op-ed for the 
Times ‘The issue was this; should Euro X become, in effect, a new body of economic government 
for the EU, in which membership is restricted solely to those countries in the Euro area? ... Our fear 
was that … we could not take part in those discussions when they affected our national interest’ 
(Blair, 1997). The solution to this opposition existed in the limitation of the Eurogroup’s mandate and 
status. Notably, the Eurogroup was allowed to exist but only ‘informally’, with matters of common 
interest to be discussed within ECOFIN and with decisions to be taken within the ECOFIN Council. 
Similarly, the decision makes reference to concerns about the potential exclusionary effects of the 
Eurozone by highlighting that ECOFIN is ‘the only body empowered to formulate and adopt the 
broad economic policy guidelines’ and that the Council had affirmed ‘the unity and cohesion of the 
Community’ (European Council, 1997).
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Developments in the Pre-Crisis Eurozone – 2002-2008
Before the onset of the financial crisis of 2008 and its ensuing debt crises, the Eurozone undertook 
several key alterations to these three structures of fiscal policy. The first of these was a weakening 
of the regulation of budgets in breach of fiscal rules. This occurred as several Member States 
ended up in breach of the SGP’s regulations and sought to readjust them to better relate to national 
policy goals. Secondly, the Eurogroup was legalised, strengthening the formal divide between Euro 
and non-Euro Member States in terms of their rights and obligations. Lastly, there was continuing 
development of the regulation of budgets for those states not in breach of common fiscal rules. Yet, 
as with the wider developments in the SGP, the economic instability of the time limited the degree of 
commitment towards common rules, with the Lisbon Agenda and BEPGs being limited in their ability 
to direct government action in this period.

The Reform of the SGP

Towards the end of 2001, several Member States including France and Germany found themselves 
in breach of the common provisions of the EDP and SGP. For the German government, the struggling 
global economy and prospect of elections increased pressure on the government to avoid adjusting 
public spending to address its deficit. As the pressure of the economic downturn continued, so too 
did pressure for reforming the SGP to better allow Member States to mitigate its effects (Heipertz 
& Verdun, 2010, p. 122). By 2002, as Portugal and Germany were increasingly likely to breach 
common rules, the Commission chose to avoid taking a vote on the issue that it would likely lose, as 
a qualified majority of member States was required to press ahead with formal proceedings (2010, 
p. 123). After the French elections of 2002, once more the distribution of power in ECOFIN meant 
that the BEPG recommendations for the French, Portuguese, British, and Italian governments were 
lightened (2010, p. 129). This situation continued to deteriorate as the French government planned 
a tax cut and as the German government eventually planning similar income tax cuts (2010, p. 140).

The eventual effect of these developments was that the SGP would be suspended by the Eurogroup 
in November 2003. At a series of votes on the implementation of the EDP, the Commission’s 
recommendations were voted down for France and Germany, despite the support of the Danish, 
Spanish, Swedish, Austrian, Dutch, Finnish, and Greek governments (2010, p. 147). Despite a court 
case in which the Council’s ability to create its own recommendations was challenged, the outcome 
of this process was one of diluting the SGP’s regulatory power. The result of these changes was 
that the preventative arm saw an alteration in the way Medium Term Objectives were formulated, 
with Member States proposing their own objectives and having room to adjust their plans for the 
achievement of these in light of poor economic circumstances or if they commit to structural reforms. 
Similarly, the reforms gave a wider definition of ‘exceptional circumstances’, widening the number 
of issues that should be considered in the EDP, and an extension of the deadlines for correcting 
budgets under the EDP (2010, pp. 168-169).

What underpins this adjustment to the SGP is the importance of the Council’s political control 
over its implementation. Commission proposals required acceptance by the Council through a QMV, 
something which would be relatively easy to overturn in situations where a qualified majority of 
Member States were in breach of these rules. Thus, the implementation of sanctions was far from 
automatic and functioned within the context of the distribution of costs in applying these rules. Thus, 
throughout 2001-2003, the Commission frequently had to consider the limits of what proposals could 
realistically make it through the Council. Additionally, the imposition of sanctions by the Member 
States on one another came with potential reputational side-effects for the Member States agreeing 
to Commission proposals. These problems with the Council enforcing its own rules are notable due 
to their use in the sanctioning process of PESCO in defence. The strength of regulation, therefore, 
relies not only on the potential consequences but also on who and under what circumstances the 
enforcement of common standards are applied under.
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More widely, the Council also built upon its system of soft co-ordination through the Lisbon Strategy 
and a broadening of the scope and specificity of the BEPGs. The Lisbon Strategy represented 
a broad strategy to underpin European economic policy between 2000 and 2010. Its intent was 
to increase the competitiveness of the European economy through covering welfare state reform 
and structural reforms through soft coordination, building on the previous work of Delors (Jones, 
2005; Borras & Radaelli, 2011). This was supplemented with a growth in the scope of the BEPGs, 
jumping from 3 general guidelines in the first reports to 23 general guidelines and 94 country-specific 
recommendations by 2005 (Hodson, 2010, p. 78). Yet, while these both reflected a broadening 
scope of economic coordinative regulation they were limited by a lack of credibility in guaranteeing 
commitments. As Deroose et al. (2008, pp. 834-835) find, the expanding BEPGs ultimately relied 
on peer pressure as a means of enforcing co-ordination, with Member States showing a ‘reluctance 
to allow criticism of their policies to reach the public arena’. The lack of specific criteria for failure 
and an unwillingness of the Council to sanction Member States utilising these structures thus 
undermined their effectiveness as a tool for co-ordination (Hodson, 2010, p. 79). Similarly, the Lisbon 
Strategy required a ‘re-launch’ in 2005 following a failure to reach intended goals, again reflecting the 
weaknesses associated with soft co-ordination (Jones, 2005, p. 251).

The Eurogroup

A second issue was the status of the Eurogroup in the context of enlargement. The basis of the 
Eurogroup’s voting power was, up until enlargement, the fact that a qualified majority of EU Member 
States were members of the Eurozone. The accession of ten new Member States to the EU, however, 
threatened to reduce the powers of the Eurozone Member States over their own policies. As such, 
the effect of differentiation had the potential of being undermined.

This was dealt with in two ways by the European Convention. Firstly, the Eurogroup was 
formalised into the Treaties, but only with a relatively minimalistic outline of its members’ rights and 
obligations. It therefore gave some legal protection to the Eurogroup in situations whereby non-
Eurozone Members may undermine the decision-making autonomy of the Eurogroup. This came 
simultaneously with a formalisation of its internal procedures as part of the ‘Eurogroup Working 
Methods’ paper, which reflected a growing set of informal practices within the Eurogroup and an 
expanding role vis-à-vis the wider EU (Eurogroup, 2008). 

Secondly, it attempted to improve the Eurogroup’s status and coherence through the introduction 
of a permanent President. As part of a compromise with the Austrian Government, which was 
next in line to hold the rotating presidency, the first Eurogroup Vice Presidency was awarded to 
Austrian Finance Minister Grasser with Jean-Claude Juncker becoming the Eurogroup’s first elected 
President. Notably, Juncker’s initial priority was to improve ‘co-ordination’ with the ECB through the 
institution of meetings between the Presidents of the Eurogroup and ECB. While this was initially 
opposed by Trichet, being seen as a means of undermining the bank’s independence, the reform 
eventually happened with Juncker’s re-election.
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Fiscal Co-ordination in the Financial and Eurozone Crises – 2008-2016
The Financial Crisis of 2008 set in motion a series of events which would lead to renewed institution-
building in EMU. Firstly, the financial crisis put Member State budgets under severe pressure as 
national debt increased dramatically as tax receipts fell and as national banks required substantial 
bail-outs. In addition, the misreporting of national debts by the Greek government created an 
additional pressure on the Eurozone as these effects of the financial crisis put further pressure on 
the Greek government’s already precarious situation.

While the pre-crisis period saw institutional failure and rollback in the context of budgetary 
restraint, the critical levels of national debt and the existential threat to the Eurozone caused 
processes of institution building. What is notable is that much of this institution-building took place 
in the strengthening of regulatory procedures, through the Six Pack and Two Pack regulations, the 
Fiscal Compact, and the European Semester process. In terms of differentiation, the applicability of 
these rules has become more complex, as some elements of economic co-ordination continue to 
apply to non-Eurozone Member States. In addition to this burgeoning and strengthening of EMU’s 
preventative and corrective arms, there was some limited capacity building in the form of what would 
become the ESM. Yet, the ESM remained severely constrained in terms of when and how it could be 
utilised, reflecting the specific distribution of power surrounding its creation.

Demand for New Institutions in the Financial Crisis

Unlike the economic slowdown of the early 2000s, the Financial Crisis represented an existential 
threat to the Eurozone. What is more, Member States varied in terms of their exposure to the crisis 
and, in the case of Greece, the roots of their crisis. Most states saw dramatic increases in their level 
of national debt due to bailouts to their private sectors and the pro-cyclical effects of financial crises 
(De Grauwe, 2010). Prior to the crisis, debt had been reducing in most Eurozone Member States, with 
growth rates being relatively stable. The Irish government, eventually itself both requiring a bailout 
and being included in the ‘GIIPS’ (Greece, Italy, Ireland, Portugal, Spain) countries, had the lowest 
national debt of all Member States prior to the crisis at 24%.

The exception to this was the Greek government, which had both misreported its public spending 
prior to the crisis and seen a dramatic increase of labour costs since its entry into the Euro area 
in 2001. The key event for Greece during the crisis was the announcement by the Greek Finance 
Minister reported that the reported 3.6% deficit was, in fact, 12.8% (Featherstone, 2011, p. 199). This, 
alongside the unreliable data for the Greek Government, resulted in the downgrading of Greek debt 
in 2009. This cause in difficulty was reflected in the incorporation of the ‘exceptional circumstances’ 
in the judgement of most Eurozone Members, but with the Greek government instead being given 
until 2010 to correct its deficit (Hodson, 2010, p. 234). The deterioration of Greece’s finance and the 
high degree of exposure of other Member States eventually increased this demand for institutional 
reform further (Gocaj & Meunier, 2013).

In addition to these existential demands for institutional change was a change in the context of 
European governance. Domestically in Germany, Angela Merkel was elected Chancellor in 2005 
with a stronger commitment towards balanced budgets. This had resulted in the emergence of 
a consensus surrounding the need to enforce the SGP prior to the crisis (Heipertz and Verdun, 
2010, pp. 177-178). The effect of this was that in 2006, when sent a notice surrounding its public 
expenditure, the German government chose to accept it rather than see it removed, something that 
benefitted the German government’s reform domestically too (Heipertz and Verdun, 2010, pp. 175-
176).
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Table 2: Differentiation in Post-Financial Crisis Europe

Structure Member States Mode of Integration
European Financial Stability Facility 
(June 2010)

Eurozone Member States Capacity Building. Bail-outs 
have regulatory programs 
attached

European Semester (September 
2010)

All Member States Regulation

Euro-Plus Pact (March 2011) All Member States except the 
UK, Hungary, Sweden, and 
the Czech Republic (now also 
Croatia)

Regulation

Six-Pack/Two-Pack (December 
2011)

Dependent on what specific 
procedure being reformed

Regulation

Fiscal Compact (March 2012) All Member States except the 
UK and Czech Republic

Regulation

Banking Union (SSM began 
November 2014, SRM entered into 
force January 2015).

SSM: Eurozone Member 
States, open to other Member 
States

SRM: Signed by all but Sweden 
and UK

Regulatory and Capacity 
Building

Major Institutional Innovations during the Eurozone Crisis

The Financial Crisis therefore created a demand for the Eurozone so to preserve the Eurozone’s 
existence. As noted above, this differs substantially with the potential costs of failure during the 
recession and slow-down of the early 2000s, which simply undermined the credibility of the SGP. 
So to effectively capture the key alterations to the Eurozone’s structures in this time, it is worth 
progressing chronologically to demonstrate how these evolved over time. To briefly summarise this 
timeline; the EFSF agreed in May 2010, the ‘European Semester’ of September 2010, the Euro-
Plus Pact of March 2011, the ‘sixpack’ and ‘twopack’ of regulations of November 2011, and the 
Fiscal Compact signed in March 2012, and the Banking Union initiated in June 2012. What is worth 
highlighting at this stage is that most of these structures are regulatory in nature.

The EFSF/ESM

One of the most important new institutions evolving during the Eurozone crisis was the EFSF. The 
reason for this is it created a new common capacity at the supranational level for the bailing out of 
EU countries, something which contravened the earlier principles and designs of the Eurozone. As 
highlighted earlier, the Eurozone’s structures existed to mitigate both the chances that such a fund 
would be needed and limit the legal scope for the development of moral hazard. As such, the EFSF 
represents the construction of new European resources, albeit governed intergovernmentally.

In 2010, following the notification that Greek public finances were in a worse position than 
previously thought, market confidence in the Euro area began to decline, particularly due to the 
exposure of other states to this debt crisis (Gocaj and Meunier, 2013, p. 241). In May 2010, Eurozone 
Member States agreed a bilateral €110bn package, of which €80bn was to be funded by the Member 
States (Eurogroup, 2010). This bailout had a strong degree of conditionality, as it was based on 
the Memorandum of Understanding negotiated by the Commission and IMF. However, despite this 
package, the Member States anticipated that further problems surrounding public debt may arise.
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In this high-pressure context, Eurozone leaders were faced with a number of options on how to 
deal with other debt crises. A number of options were open to the Member States: bilateral loans, 
which proved too potentially costly despite being legally the easiest option; a European Monetary 
Fund, which had been proposed in 2008 but required treaty change; the creation of a Commission-
backed facility, which also would prove legally problematic; or an intergovernmental Special Purpose 
Vehicle, which was the route taken as it could progress in an extra-treaty manner and could get the 
backing of the Member States (Gocaj and Meunier, 2013, p. 243). This new fund, the EFSF, could 
would be announced as part of a €750 billion bail-out package, with its structures reflecting the 
domestically constrained but strong bargaining power of the German government.

Alongside the largely intergovernmental EFSF, the Member States agreed in May 2010 to 
create a supranational facility guaranteed by the EU budget called the European Financial Stability 
Mechanism (EFSM). It functioned through allowing the Commission to issue bonds on behalf of the 
EU, then lending this money to the Member State in question, with the decision for deployment of 
funds being taken through qualified majority (Olivares-Caminal, 2011, p. 6). This much smaller fund 
would have a maximum total borrowing limit of €60bn and could only be deployed as part of a wider 
bailout package, alongside the EFSF and IMF. As such, while it existed as a supranational resource, 
its use was limited by the system of governance of the EFSF.

The EFSF’s governance was largely intergovernmental in nature, with the Commission and ECB 
sitting on the board as observers (Mens & Smith, 2013, p. 199; Gianviti, Krueger, Pisani-Ferry, 
Sapir, & Von Hagen, 2010, p. 29). The role of the Commission is generally related to the provision 
of expertise and analysis surrounding the potential effects of Member State’s debts on the stability 
of the wider Euro area and the negotiation of Memoranda of Understanding with Member States as 
part of the ‘troika’ (Bauer & Becker, 2016, p. 7). Its votes were based on the number of shares held 
by each Member State. Unanimity was required to provide a bailout to a Member State, to continue 
a bailout, to modify bailout agreements, and change the EFSF’s structures. The two-thirds majority 
rule applied to most other decisions. As such, the body is ultimately an intergovernmental one which 
co-opts supranational institutions in some of its functions.

The EFSF allowed the Member States to raise funds from capital markets so to provide financial 
assistance at lower interest rates to indebted Member States (Olivares-Caminal, 2011, p. 3). 
These would then be backed up by contributions from the Eurozone’s Member States. The EFSF’s 
commitments were backed by guarantees amounting to €780bn, with a €440bn actual lending 
capacity (Gocaj & Meunier, 2013, p. 246). In 2013, as the fund came to a close, just over half 
of the EFSF’s funding came from Germany and France (Table 3). Importantly, EFSF funding was 
available only to Eurozone Member States. Access to these funds was also conditional on the basis 
of a Memorandum of Understanding, which would be monitored and upon which future funding 
would be guaranteed upon the fulfilment of.
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Table 3: EFSF Member State Contributions in 2013

Member State EFSF Contribution %
Austria 2.9869
Belgium 3.7313
Cyprus 0
Estonia 0.2754
Finland 1.9289
France 21.8762
Germany 29.1309
Greece 0.00
Ireland 0.00
Italy 19.2233
Luxembourg 0.2687
Malta 0.0972
Netherlands 6.1350
Portugal 0.00
Slovakia 1.0666
Slovenia 0.5058
Spain 12.7739

Source: ESM, 2016.

Over its lifetime, the EFSF provided loans to three Eurozone Member States, ranging from 
€17.7bn granted to Ireland to €141bn disbursed to Greece (Table 4). The first EFSF Greek package 
amalgamated elements of the bilateral loans agreed in 2010. Its success in providing a solid 
institutional footing to managing financial assistance, alongside its shortcomings both in terms of the 
size of its fund and the flexibility of its policy-making processes (Gocaj and Meunier, 2013, pp. 247-
248). As such, in October 2012 a permanent structure through which Member States could provide 
emergency loans came into existence; the ESM.

Once more, the ESM took on an intergovernmental basis, being outside of the treaties and taking 
decisions surrounding bailouts through unanimity. However, the Commission retained a key role 
in the bargaining process when financial assistance was to be granted. The maximum lending 
capacity of the ESM was larger than that of the EFSF, amounting to €500bn, with Member States 
providing €80.5bn of paid-in capital and €624.3bn of callable capital (ESM, 2015). Its first assistance 
programme was granted to Spain in December 2012, and since then has provided assistance to 
Cyprus and Greece.

What is important about the ESM, EFSM, and EFSF is that, unlike much of the Eurozone’s 
structures, these involve the real capacity-building between Member States. Much else of the 
Eurozone’s institutional structure relates to the regulation of how Member States manage their 
finances, from the soft-law BEPGs to the more binding SGP. However, these involve a very limited 
scope of supranational capacity-building. As can be seen through the structures of the ESM and 
EFSF, though, the scope for the utilisation of these capacities are very limited; in the requirement 
for unanimity to be reached between Member States, the limited role of the Commission in these 
structures, and the strong degree of conditionality on which financial assistance can actually be 
granted.
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Table 4: Financial Assistance Packages of the EFSF and ESM
Package Amount Disbursed
Ireland (Dec 2010-2013) €17.7bn
Portugal (May 2011-2014) €26bn
Greece I (Mar 2012-2015) €141.8bn
Spain (Dec 2012-2013) €41.3bn
Cyprus (Apr 2013-2016) €6.3bn
Greece II (Aug 2015-2018) €61.9bn

Source: ESM, 2020

Strengthened Fiscal Surveillance in the Eurozone

Alongside committing to new capacities at the supranational level, the Member States also 
constructed new procedures through which to improve the ‘preventative’ and ‘corrective’ elements of 
EMU budgetary supervision. Specifically, there are three new sets of institutions which were created 
which are worthy of consideration; the European semester, the six-pack and two-pack regulations, 
and the Fiscal Compact. Notably, the effect of these regulations is not simply in relation to the 
Eurozone. The Fiscal Compact, for example, covered all Member States with the exception of the 
UK and Czech Republic. Similarly, the European Semester programme covers all Member States, 
albeit with differing rights and obligations throughout the process. As such, there remains a strong 
degree of differentiation in the field of fiscal policy in these post-crisis institutions.

The first reform to these procedures was the European Semester, approved in May 2010 to 
standardise the procedure of budgetary surveillance of all EU Member States. This involves a cycle 
of budgetary supervision beginning with the Annual Growth Survey, published by the Commission, 
which sets the EU’s priorities and is then approved by the Council and Parliament. This then forms 
the basis of each Member State’s national plans, which then form the basis of the Commission’s 
country-specific regulations, which are then accepted by the Council. As Hallberg et al. (2011, pp. 
5-6) highlight, the major innovation is that Member States are required to submit their budgets 
to the EU before their approval by national parliaments as well as bringing together the already 
existing Stability and Convergence Plans and National Reform Plans as part of one submission. 
Legally, therefore, the Semester exists to bring together existing legal structures within part of a more 
coherent timeframe. 

The six-pack and two-pack regulations, meanwhile, strengthen the legal basis of fiscal co-
ordination, the latter of which applies primarily to Eurozone Member States (Buti & Carnot, 2012, p. 
906). The Six-pack exists to both increase the scope for the EU to monitor national budgets, in part 
by formalising the European Semester. For those Eurozone Member States, economic sanctions 
can be enforced earlier and to a higher degree, strengthening the ‘corrective arm’. The two-pack, 
meanwhile, standardises the timeline of budgetary coordination and allows for ‘enhanced monitoring’ 
through the European Commission being allowed to send advanced warning to national parliaments 
over budgetary plans. For those which are undergoing financial assistance programmes, the scope 
of monitoring is increased, with reports being submitted to the Commission on a quarterly basis.

The Fiscal Compact was an intergovernmental treaty signed in 2012 between 25 of the then-
27 EU Member States. The compact’s aim was to strengthen the legal requirement in national 
constitutions to achieve balanced ‘sustainable budgets’ that ‘prevent a general government deficit 
[from] becoming excessive’ (Fabbrini, 2013, pp. 4-5). Article 3 of the treaty codifies this ‘golden 
rule’ that structural deficits should not be at over 0.5% of GDP, only allowing Member States to 
contravene this in ‘exceptional circumstances’ (2013, p. 6). What was important about this reform 
was the non-signature of the UK and Czech Republic at the European Council summit, forcing other 
Member States to pursue this action through an intergovernmental treaty rather than adopting it as 
an EU rule.
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The key effect of these reforms was to strengthen the regulatory power of the EU over national 
budgets, their means evidenced by the terms ‘preventative’ and ‘corrective’, implying that they seek 
to monitor and coerce national fiscal policies rather than creating new supranational capacities. 
Key in analyses of these structures is the importance of Member State fiscal positions, particularly 
highlighting the importance of the German government in promoting systems emphasising fiscal 
prudence (Featherstone, 2011; Armingeon & Cranmer, 2018; Marsh, 2013). As Armingeon and 
Cranmer (2018) find, for example, that position-taking relative to the German government was ‘very 
strongly driven by the vulnerability of the national economy’ (2018, pp. 558). This, in combination 
with the strong bargaining power of creditor states over the granting of bailout packages, resulted 
in a strengthening of the regulatory element of EMU. Even where there was some limited capacity 
building, financial assistance packages have come with a strong degree of conditionality, once more 
reflecting the unpopularity of financial assistance within creditor Member States.

Euro Plus Pact

The Euro-Plus Pact, also known as the ‘competitiveness pact’ is a 2011 Franco-German proposal 
to increase the competitiveness of EU economies through the Open Method of Co-ordination (Gros 
& Alcidi, 2011). It was codified through an intergovernmental treaty which several non-Eurozone 
Member States signed, with only the UK, Sweden, Hungary and the Czech Republic not becoming 
part of the pact. The pact itself works through creating quantitative policy measures which is measured 
and published by the Commission and through the inclusion of the pact’s aims in national reform 
programmes (Garisch & Staehr, 2014, pp. 4-5). As such, its key aim is to address divergences in unit 
labour costs seen before the Eurozone crisis, particularly in southern European economies.

Substantively, the Euro-plus pact was agreed by the Council to ‘achieve a new quality of economic 
policy coordination’. Its implementation was to be monitored primarily by the European Council, with 
their yearly conclusions being based on the Commission’s report on the achievement of these key 
goals. The pact, therefore, is broadly intergovernmental, with the Member States themselves being 
responsible for the implementation of the pact, albeit with a role for the Commission in aiding the 
monitoring process. The pact itself stipulates four key areas for measurement: competitiveness of 
national wages and productivity; the reform of national labour markets; the commitment to implement 
the SGP particularly in relation to the sustainability of pensions, healthcare, and social security; 
and commitments to maintaining the stability of national banking sectors (European Council, 2011). 
In addition, the pact itself notes that ‘attention will be paid to tax policy co-ordination’, making the 
vague promise to ‘commit to engage in structured discussions on tax  policy  issues,  notably  to  
ensure  the  exchange  of  best practices,  avoidance  of  harmful  practices and proposals to fight 
against fraud and tax evasion’ (2011, p. 20).

Notable, a 2015 note from the European Commission’s European Political Strategy Centre (EPSC) 
highlighted that that the Euro Plus Pact had essentially become dormant. As it argues ‘The initiative 
has largely been neglected by policymakers as the euro area governance framework developed 
further. There is hardly a mention of the Euro Plus Pact commitments in the latest set of National 
Reform Programmes, even though they were meant to be their main hub’ (EPSC, 2015, p. 3). 
As such, the political relevance of the pact beyond the debt crisis has been small, with the EPSC’s 
paper making the case that it should be revived through its integration into the European Semester 
programme.
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Outright Monetary Transactions

In August 2012, as the Eurozone crisis continued, the President of the ECB announced that it was 
prepared to do ‘whatever it takes to preserve the Euro’. This intervention opened up the ECB to buying 
the short term bonds of struggling Eurozone economies as a means of increasing the credibility of 
the single currency and reducing market interest rates for struggling economies. As such, it opened 
up new capacities for the Eurozone, albeit from a supranational source which bypassed the inaction 
of the Member States and formed the basis of numerous legal challenges.

Part of the justification of OMTs lay in the effect that speculation on the Euro was having on ECB 
monetary policy. As Schoeller explains (2019, pp. 4-5), the high interest rates resulting from financial 
markets was rendering the ECB’s monetary policy ineffective, as reductions in the ECB’s base rate 
was not being passed on by banks (Coeuré, 2013). As such, OMT allowed the ECB to curtail the 
scope of speculation by ensuring that it would utilise its resources to lower interest rates. As such, 
the ECB regained the possibility of fulfilling its treaty-based mandate to ensure the survival and 
stability of the Eurozone (2019, p. 5).

This intervention, however, came with conditions. One of these was that the ECB required Member 
States benefitting from OMTs to be part of an ESM programme, thus being committed to the conditions 
associated with such financial assistance (ECB, 2012). Furthermore, the ECB stated that they were 
committed to such actions so long as Member States respected the terms of their bailouts, with the 
end of OMTs being used as a condition to ending the programme (2012). As such, this granted the 
ECB some political power over the implementation of their austerity programmes, something which 
the ECB had a role in negotiating and which would reduce the threat of moral hazard stemming from 
the programme (Shoeller, 2019, p. 6).

Banking Union

A similar response to the EU’s financial difficulties came in 2012 with the announcement of a ‘banking 
union’. Banking union refers to the pooling of banking sector policy ‘including regulation, supervision, 
resolution, and deposit insurance’ (Véron, 2012, p. 9). This stemmed from concern surrounding the 
practices of national regulatory authorities during the Eurozone crisis in 2012 (Troeger, 2014, p. 7). 
Over the course of 2012, two elements began to emerge which form the basis of the banking union 
system; a Single Supervisory Mechanism (SSM) and a Single Resolution System (SRS). Both of 
these elements form the main part of what the banking union’s structures.

Unlike the ESM and EFSF, banking union is open to all EU Member States on an opt-in basis, with 
the SRM including non-Euro states of Hungary, Romania, and Bulgaria. However, these Member 
States do not hold equal levels of rights and obligations of those in the Eurozone, as the ECB only 
hold legal authority over Eurozone Member States. As such, these Member States must enter into 
‘close cooperation’ agreements with the ECB on the SSM and gain a seat on the ECH’s Supervisory 
Board, the SSM’s main decision-making body (Darvas & Wolff, 2013; Véron, 2012). As such, the 
banking union represents a differing ‘area’ or regulatory alignment in the management of national 
economies. 

The SSM was agreed by the Council and Parliament in March 2013. As Ferran and Babbis (2013) 
highlight, the granting of the ECB responsibility over the supervision of major Eurozone banks was 
already mentioned in the treaties, reducing the scope for conflict over what institution should be 
empowered. This was particularly true as the European Banking Authority’s then-basis in London and 
responsibility over EU-wide banking created problems in terms of its role as a Eurozone institution 
(2013, p. 256).
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Through the SSM, the ECB is granted the responsibility of supervising major Eurozone banks, with 
‘less significant’ banks remaining under the supervision of national regulators (Ferran and Babis, 
2013, p. 260). As such, the SSM’s name as a mechanism is important, as it involves a common 
system through which the ECB and national authorities supervise the European banking sector, 
with the ECB having a role in safeguarding the implementation of the system in relation to smaller 
banks (Ferran & Babis, 2013, p. 264; Troeger, 2014, p. 18). The ECB itself therefore gains regulatory 
power over around 150 Eurozone banks valued at over €30bn or represents over 20% of its home 
state’s GDP. Its substantive tasks in relation to these banks involve the exclusive authority over 
tasks ‘including the authorisation and licensing of credit institutions, the assessment of acquisitions 
and disposals of holdings in credit institutions, ensuring compliance with EU capital, liquidity and 
related requirements, overseeing robust and sound internal governance, internal assessment 
and risk management arrangements, strategies, processes and mechanisms, carrying out stress 
tests, conducting consolidated supervision, participating in supplementary supervision of financial 
conglomerates and carrying out supervisory tasks in relation to early intervention’ (Ferran and Babis, 
2013, p. 260).

The second aspect of the EU’s banking union is the Single Resolution Mechanism (SRM), which 
in turn creates a Single Resolution Board (SRB) responsible for drawing financing from a Single 
Resolution Fund (SRF) when restructuring failing banks (Vérron, 2015, p. 10). The SRB itself 
represents a new supranational agency based in Brussels, which works in conjunction with the ECB 
in assessing the viability and restructuring of European banks. 

The Single Resolution Fund, totalling about €33bn in 2019, is financed annually from national 
credit institutions building up to around €60bn by 2023. As such, this supranational fund allows 
the SRB to complete tasks such as guaranteeing the assets of liabilities of failing banks or paying 
compensation to shareholders or creditors. This represents a degree of capacity building in the field 
of fiscal policy in the EU, although with this funding coming from the market rather than from national 
budgets. Similarly, the SRF is available to all Members of the SSM, therefore including Member 
States which are not part of the Eurozone.

Conclusions
Whether in its post-war, post-Bretton Woods, or post-Maastricht form, the politics of EMU reflects 
political divides between co-operating Member States. The initial plans for EMU represent the 
development of cleavages within the Bretton Woods system, eventually leading to systems of 
differentiation within the trans-Atlantic relationship. Throughout the 1980s, in the EMS, differentiation 
continued both in relation to there being several Members outside of the system and Member States 
with differing obligations with respect to their exchange rates. More obviously, the Eurozone of today 
reflects both the fundamental divide with respects to the scope of rights and obligations between 
Eurozone and non-Eurozone Member States.

Yet, the Eurozone itself is a complicated patchwork of obligations. As evidenced both by the 
Eurogroup and the BEPGs, many institutions promoting economic co-ordination between Member 
States apply across all Member States. As such, the European Semester, two-pack regulations as 
well as the Fiscal Compact all reflected the differing geometries of EMU; the European Semester 
altering structures that reflected all Member States, the two-pack altering structures primarily in 
relation to the Eurozone, and the Fiscal Compact creating another sphere of obligations within the 
Member States. As such, the differentiation varies across differing regulatory structures within the 
wider field of EMU.
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When considering the Eurozone’s capacities and regulation, there is similar ambiguity. Although 
the Financial Crisis has empowered the Commission vis-à-vis its role in relation to the Council as 
a monitor, proposer of sanctions, and negotiator of financial assistance packages, the Eurozone 
retains strongly intergovernmental features. Financial assistance structures such as the EFSF, for 
example, retain commitments to unanimity and strong conditionalities, reflecting a desire to reduce 
the scope of ‘moral hazard’, or the likelihood that such structures will be used. Even in the ECB’s 
OMT programme, the creation of such a new supranational capacity came with a strong degree of 
conditionality. As such, despite the revolutionary nature of the changes following the financial and 
debt crises, the scope of capacity building in the Eurozone remains relatively limited, whether that 
be supranational or intergovernmental.

Instead, the Eurozone retains a strong regulatory dimension. Much of the Eurozone literature 
is concerned with such regulations, whether these be the beginnings of the EDP outlined in the 
treaties, the SGP and its reforms, or its amendment through the reforms of the debt crises. The 
Eurogroup itself is a child of the need for such rules to be upheld, with the German government 
initially proposing such a body as a means of ensuring compliance with the SGP’s rules. As such, 
the importance of regulation highlights the high potential costs which EMU can bring on Member 
States, a general mistrust between Member States that such costs can be avoided, and a general 
intergovernmentalist dynamic between the Eurozone’s Member States.
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