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FOREWORD

For over four decades, the Franco-German partnership haslain at the
heart of European integration. Despite far-reaching geopolitical changes
since 1989, France and Germany will continue to play a decisive rolein
shaping an evolving European Union. In the coming years, the EU must
complete the complicated task of integrating the ten accession states
agreed at the December 2002 Copenhagen summit into a larger
ingtitutiona structure. Additionally, the EU will be faced with the multiple
challenges of reforming itsinstitutions, managing thorny budgetary trade-
offs, and defining its role in the world. A revitalized Franco-German
tandem could provide new momentum to the project of European
integration. Alternatively, if the Franco-German relationship falters,
Europe could be rendered rudderless, with profound consequences for
transatlantic relations and for the ability of France, Germany, and the
United Statesto cooperate in meeting the global challengesto their mutual
security and well being.

To mark thefortieth anniversary of the Elysée Treaty, Robert Graham,
Paris Bureau Chief for the Financial Times, and Haig Simonian, Chief
German Correspondent for the Financial Times in Berlin, take stock of
this critical relationship, tracing its evolution over the past forty years
and consdering its prospectsfor the future. Graham and Smonian’ sanaysis
underscoresthe central role of France and Germany to the devel opment of
Europe, but suggeststhat the Franco-German relationship isstill undergoing
transformation dueto changesin the post Cold War environment. Thefuture
development of Franco-German relationsisclouded by uncertainty, amid strong
elementsof continuity.

This report is being published in conjunction with a conference,
“Beyond the Elysée Treaty: The Future of Franco-German Relations,”
held on January 17, 2003 in Washington, D.C. The conference was
organized by AICGS and the Center on the United States and France, the
Brookings Institution, with the support and cooperation of the German
Embassy and French Embassy in Washington, D.C., Lufthansa German
Airlines, and the Robert Bosch Foundation.

Both the report and conference are part of atwo-year effort of AICGS
and the Brookings Institution to monitor and assess the implications of
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changesinthe Franco-German relaionship for U.S.-Europeanrelations. The
project involvesaseriesof workshopswith U.S. and European policy experts,
publications and essays, and policy briefingsto explorekey issuesin three
areas. the Europeaningtitutiona reform debate and differing visonsof Europe;
economic policy; and foreign and security policy. Theprojectisintendedto
provide ongoing anayses of important developments in Franco-German
relationsduring thiscritica period of transition and to inform the American
policy community about theimplicationsfor U.S. policy and transatlantic
relations. The effort is made possible through the generous support of the
Robert Bosch Foundation. The project and this publication are part of the
I nstitute’ son-going research ontherole of “Germany in Europe’ and onthe
broader transatlantic relationship. Wehopethisreport will help toinform the
ongoing debate on thefuture of U.S.-European relations.

Cathleen S. Fisher
Associate Director
AICGS
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INTRODUCTION

Sometimes the Franco-German motor irritates people (in
Europe); and one hears or reads such and such acriticism
on the subject as though there was a will to act in a
hegemonic way, forcing everyone else to accept what
France and Germany decided together. This could not be
further from our thoughts and behavior.

Sincethe creation of the European Union, when we began
as six member states, experience has aways shown that
when France and Germany got along together, the
construction of Europe progressed—with greater or less
difficulties. But it nevertheless devel oped.

On the other hand, if France and Germany could not get
along, the construction of Europe quite smply stopped.
Our partners could see this perfectly well for themselves.
Thus while they sometimes were upset to see the Franco-
German motor acting in too dynamic a fashion, once this
motor ran out of steam or broke down for one reason or
another, they would rush to us saying: “but why are you
letting this happen—it is your responsibility: you can’t
do this!” They know full well how things are: that it is
not a political problem but a mechanical one. The

construction of Europe stopsif we can’t get along.
(Jacques Chirac press conference, Nantes, November 23, 2001
following the 78th Franco-German summit.)

Viewed from any perspective, the reconciliation between France and
Germany after two bitter world wars has been a remarkable chapter in

European history.

The closeworking rel ationship established between the continent’ stwo
biggest nations has been at the heart of Europe’ sprosperity and stability for
the past five decades. It hasa so been the driving forcefirst behind the creation
of the European Economic Community, the subsequent European Union, and
the commitment to monetary union leading to theintroduction of the euro.

Most recently the Franco-German entente wasinstrumental in clearing
the obstaclesto agreement at the historic Copenhagen summit in December
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2002, which paved theway for the bold—and still uncertain experiment that
will enlargethe EU fromfifteen to twenty-five members, embracing the eastern
European countries of theold Soviet Bloc.

But the relationship has rarely been easy between these two nations
that enjoy such divergent histories and possess such opposite political
systems. Postwar Germany opted for a parliamentary democracy within
a federal system that devolved considerable power to the Lander. The
French Fifth Republic created a presidentia system, a sort of republican
monarchy, in a highly centralized state.

On occas onsthere have been attemptsto set up other dliancesinvolving
different balances of power within Europe. These revolved around the
incorporation of Britain: either a theleve of aFranco-British partnership or
withdl threecoordinating moretightly. But Britain’ sambiguousattitudetowards
Europeanintegration, combined with itsstrong Atlantic links, haveinvariably
frustrated such ventures.

Even on such asensitiveissue as defense, the Franco-German alliance
has survived afundamental difference of view towards Nato. Successive
French governments have never completely revoked General de Gaulle's
withdrawal in 1966 from Nato’ s military structure. By contrast, Germany
has remained a loyal member, grateful for the U.S. protective umbrella
over Europe.

Yet can this relationship be sustained into the twenty-first century?

The EU has entered a new phase with enlargement. Probably,
membership will extend beyond the ten accession countries agreed at
Copenhagen and could well embrace Mudlim Turkey, whose heartland is
in Asia. Berlin and Paris share no common vision of how this polyglot
EU should evolve. In the necessary overhaul of the EU’s institutional
architecture, France approaches reform from a “sovereignist” stance,
Germany as afederalist. Enlargement itself has produced a vastly atered
geographical locus within Europe for the two countries.

Germany does not share France’' smuscular view of Europe asafuture
counter-weight to U.S. hegemony on international security issues. Their
two economies, though interdependent as trading partners, have been
moving at different speeds; and the old equilibrium, whereby the German
economic powerhouse ba anced theweight of French internationd diplomacy
anditsnuclear deterrent, isshifting.
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Germany ishobbled by thefinancial burden of reunification, proving less
ableto restructureits economic model and becoming more self-absorbed in
unstable codition politics. France has adjusted better to monetary union, been
more adept at understanding theimpact of globalization, and hasrefinedits
presidentia system to encourage strong government. Yet Franceisreluctant
to see Germany’ sroleasthe paymaster of the EU end—especidly if itisat the
expense of French farmers.

For the hilateral “motor” to continue functioning effectively, such
divergences need to be bridged at a time when the persona chemistry
between the two countries' leadersislessfavorable than ever. Moreover,
the Franco-German alliance has always been atop-down affair, an act of
political will with scant involvement of the general public on both sides
of the Rhine. On the “soft” cultural and social side, the link is weaker
than the intensity of bilateral political contacts suggests.

So, as France and Germany prepare to celebrate the fortieth
anniversary of the signing of their formative Elysée Treaty with fresh
pledges of mutual esteem, it is more than ever appropriate to examine
whether their relationship has reached its limits and ask whether form
will triumph over substance.

A LOOK BACK

To understand the nature of the Franco-German bond and assess its
ability to adapt to this new environment, it is essential to look back at the
development of the relationship in the complex politics of postwar Europe.

With Germany recovering from wartime destruction in territory still
occupied by the dlies and a political renaissance in its infancy, the onus
was on France to forge a new relationship with its former enemy and
occupier.

France could have accorded a secondary role to this axis, with more
emphasison a“directoire’” with Britain to manage with the United States
the stability of Europe divided by the Cold War. But French politicians
regarded Britain as too Atlanticist; and Washington was unwilling to
treat France asatrusted partner. Thus, areinforced relationship with Germany
became adiplomatic and political necessity for Paris.

AICGS POLICY REPORT #4 - 2003 [3]



Prospectsfor the Franco-German Relationship

Theideaof developing closer linkswith Germany was carried forward by
thevisionary idealsfor European integration proposed by Jean Monnet, the
effectivefather of the European Union. Monnet recognized that only by working
together and creating acommunity of interdependent economicinterestscould
the terrible scars of Nazism begin to heal and peace be assured for future
generations.

The combination of France's international and military status,
embodied in the permanent French seat on the United Nations Security
Council, alongside Germany’s revived economy, provided an
unquestioned force for leadership in continental Europe.

The Elysée treaty of 1963 set the seal on what was a marriage of
reason, not the heart. Sentiment did not enter this mutually advantageous
trade-off. Germany was allowed to shake off its wartime guilt and
reinforce the democratic credentials of the Bonn-based Federa Republic
through closer aliance with France. In return France could play the senior
diplomatic partner and set the agenda of the nascent EEC. The division
of Germany with the East behind the Iron Curtain also meant that the
two countries populationswere roughly equivalent and ensured that Bonn
looked west towards Brussels and Paris.

The match between the oddly-paired imperious Charles de Gaulle
and the worldly-wise Konrad Adenauer, the German chancellor, set the
tone for their successors. Where differences arose, Germany was usually
willing to cede to aFrance, ever ready to raiseitsvoice. It wasde Gaulle,
for instance, who vetoed Britain joining the EEC; and again it was his
successor Georges Pompidou who negotiated London’s fina entry in
1973.

The Franco-German “motor” was much in evidence over the next
twenty-fiveyearsasintegration evolved. The original balancein thetrade-
off remained largely unaltered, even though France' sinternational weight
declined and German influence over monetary matters increased.

The ideology of the respective French and German leaders mattered
less than might have been imagined. When Frangois Mitterrand became
president in 1981 as the candidate of the left, his nationalization policy
ran counter to the trend across Europe. But thisdid not prevent him from
enjoying a close rapport with Helmut Kohl, the German chancellor, a
conservative Christian Democrat.
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Thetwo men’ scommitment to monetary union provided aroute map for
Europe during the 1990s. It survived Mitterrand’s 1995 departurefrom his
14-year tenure in the presidency and gave the appearance of the Franco-
German motor still driving Europe.

But behind this fagade, the Franco-German relationship underwent a
profound mutation that could not be easily compensated by personal chemistry
between leaders.

THE IMPACT OF REUNIFICATION

German reunification profoundly altered the bilateral balance in ways
that were not all apparent at the fall of the Berlin Wall.

French poaliticians could no longer pretend France and Germany had
the same size of population. Germany acquired almost 17 million
additional people, bringing its total to 82 million against 60 million in
France. Sooner or later, thisimbalance had to be reflected in voting rights
within the European Union’s institutions.

Likewise, the geo-strategic positions of France and Germany in
relation to the other members of the EU began to change. The collapse of
the Soviet Bloc and the incorporation of East Germany into the EU—
coupled with the demands of other eastern European countries to join
this club—shifted the focus eastwards. Thetransfer of the German capital
to Berlin, just 80 kilometersfrom the Polish frontier, amost automatically
shifted the center of European gravity—even before the EU enlargement
process began.

The end of the Four-Power military presencein Berlin united thedivided
city, closed the book on postwar occupation, and marked the coming of age
of the new democratic Germany. Four decades after the defeat of Hitler,
Germany had paiditsduesto Europe, especialy to France, and wasready to
play alessquilt-riddenrole. Francefor itspart could no longer leveragethis
guilt toitsdiplomatic advantage.

But reunification required ahuge transfer of resourcesfrom westernto
eastern Germany. The sumsinvolved were so large that Germany could no
longer bankroll the EU’ sbudget asit had done sincethe Treaty of Rome. The
chief beneficiary of German largesse over the years had been French
agriculture. The Germans therefore became much stronger advocates of
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reforming the Common Agricultural Policy (CAP) and reducing their own
budgetary contributions—puitting the French on the defensive.

Massive German spending to incorporate and modernize a backward
former Communist state enormously complicated macro-economic
management for the French, who had accepted to follow German monetary
policy. At the central bank level, the Bundesbank and Bangue de France
shared similar views on the pursuit of orthodox monetary policies. But
while French |leaders didliked the rigidity dictated by the Bundesbank
and wanted some political control over monetary policy, German
politicians were far more ready to accept policies that were long familiar.

German domestic budgetary constraints were to prove a major
handicap in enhancing bilateral military cooperation, both in terms of
joint armaments programs and developing a rapid reaction force. The
postwar German constitution limited military action to defensive measures
in the Nato theatre—profoundly affecting the doctrine of the German
armed forces, while simultaneously fostering a strong anti-war sentiment
on theleft and among German youth. The collapse of Communism tended
to enhance anti-militarist sentiment, both through the incorporation of
the pacifist-minded eastern Germany and notably after the Greensentered
government in 1998.

While Mitterrand remained in office, his long-standing personal
relationship with Kohl kept the Franco-German couple going with only
minor friction. But the advent of Jacques Chirac in the French presidency
signaled a more turbulent era. By formation Chirac was a Gaullist with
limited enthusiasm for European integration. An opportunist by nature,
he shared little affinity with the visionary approach to building a better
Europe believed by both Mitterrand and Kohl.

Franco-German tensions surfaced more openly after 1997, when a
Socialist-led coalition under Lionel Jospin won the French general
elections. This forced a “cohabitation” in which the president, lacking
control of parliament, surrendered all but nomina executive power to
Jospin. Germany now had to deal with a disruptive “cohabitation” that
lasted for fiveyears. Even at aformal level, the relationship worked badly.

Thefrudrationsof cohabitation werefully exposed when Schrdder became
chancellor in 1998. In theory, Jospin’ s coalition government was politically
closeto that of Schroder: both contained Greensfor thefirst timeand each
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wascommittedtoasocid agenda. Y et thetwo men’ spersonditiesand priorities
were poles apart.

Left alone, Jospin and Schroder might have developed a better
relationship. But Chirac could not resist the temptation to interfere. At
crucia EU summits, the French president never failed to pull rank as
head of state to act and speak in the name of France.

As a onetime agriculture minister with a constituency deep in rural
France, Chirac was particularly forthright defending French farming.
During the German rotating presidency of the EU at the Berlin summitin
1999, a dtill inexperienced Schroder was brow-beaten by Chirac who
succeeded in stalling German-backed CAP reforms.

The same bulldozing tactics were used by Chirac with Schroder over
the choice of president for the new European Central Bank. Chiracinsisted
on the honoring of aformal Kohl-Mitterrand understanding that, in return
for the ECB being located in Frankfurt, a Frenchman should head the
new institution.

The ECB affair highlighted Chirac’s determination, grudgingly
supported by Jospin, to preserve French parity with Germany. This was
even more evident at the EU summit in Nice in December 2000, when
France held the presidency.

Here the stakes were much higher. EU leaders were preparing the
ground for institutional reform to make way for an enlarged union that
would expand membership to twenty-seven from fifteen.

In practical terms EU leaders had to find a formula that permitted a
revised weighting of states votes in the European Council, the key
executive ingtitution. This meant ensuring that a group of small states
could not club together to outvote the big members. It also meant
recognizing Germany’s greater weight through being the EU’s most
populous state—both within the Council and in seats at the European
Parliament.

No one but France disputed such logic. For France, and Chirac in
particular, recognizing Germany as primus inter paresin an enlarged EU
undermined French supremacy in continental Europe. Chirac was so
anxiousto prevent this happening that he badly misread the mood at Nice.
Schrdder had not forgiven Chirac for theway he had ridden roughshod over
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German views at Berlintwo yearsearlier. The smaller states resented poor
French preparation and Chirac’ shigh-handedness.

Theresult wasoneof the EU'’ shiggest summit fiascos: the French presidency
had to backtrack onits parity proposalsand accepted withill-grace greater
German weighting in the Council than France, Italy, and the UK—the other
big countries. Fifty-fiveyearsafter theend of thewar, and dmost four decades
on from the Elyséetreaty, Germany’ sgrester population, size, and economic
weight werefinaly recognized by France.

Torepair relationswith Germany, Chirac organized aninformal dinner
with Schroder the following month. From this evolved the so-called
“Blagsheim” formula—named after the Alsatian town where the two
leaders met. They agreed to build on the bi-annual summits enshrined in
the 1963 treaty by holding informal top-level meetings every six weeks.

The effort to revive the flagging Franco-German motor reflected
concern that, without German support, French initiativesin the EU risked
being stillborn. But the Blaesheim process soon fell victim to electoral
timetables. Electioneering for the French presidential and parliamentary
elections during the first half of 2002 paralyzed policy initiatives from
mid-2001. Much the same occurred in Germany, where parliamentary
elections were held in September 2002.

The French elections swept away cohabitation. Furthermore,
constitutional changes, cutting the presidential term to five years and
holding simultaneous parliamentary elections, removed the likelihood
of acohabitation recurring. Re-elected at the head of astrengthened French
executive, Chirac set about making a revived Franco-German axis the
centerpiece of a more assertive foreign policy.

Schrdder was also looking to revive relations. Elected partly on the
back of his vigorously anti-war stance towards Irag, the victorious
chancellor found himself ostracized by President George W. Bush in
Washington. Not only had Schréder offended Bush through his forceful
election rhetoric, percelved as anti-American in the White House, an
acutely embarrassing comparison by his justice minister of the U.S.
president’s policy to Hitler's was viewed as a persona affront.

Schréder needed to build bridges abroad in a hurry—especially ashis
energieswere being absorbed at home rebuilding the coalition with hisnow
more powerful Green partners. France wasthe obvious stepping-stone.
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Tothesurpriseof the EU, Chiracin November 2002 persuaded Schroder
to drop asecond attempt to reform EU agricultural spending before 2006. At
one stroke the biggest potentia thornin therelationship wasremoved. In so
doing, the success of the EU enlargement summit at Copenhagen amonth
later was assured—and proved once again that, without France and Germany
working together, the EU could not moveforward.

But the agreement was less a meeting of minds than the product of a
domestically weakened Schrdder unwilling to do battle with Chirac over
agriculture—a battle that risked poisoning relations on arange of issues.
The deal on agriculture was most unsatisfactory in terms of addressing
the high cost of farm subsidies, their unfair distribution, and the exclusion
of developing country produce. Thereal problemswere postponed to the
politically distant 2006 by a pact “to-agree-not-to-disagree.”

In many respects, the gap over farming was indicative of other wide
differences between France and Germany: their positions, for example,
over how an enlarged Europe should evolve—more federal or moreinter-
governmental—remained wide and unresolved. Substantial differences
also continued on economic governance of the euro-zone; and plenty of
irritants were ready to rear their head, especially in the sphere of cross-
border industrial projects. It appeared an unsteady platformfor the future.

WHERE ON FROM HERE: EU ENLARGEMENT

With the EU facing the arrival of ten new membersin May 2004, the
pressures on France and Germany to work together are greater than ever.
Yet at the same time, the acknowledged imbalances and unresolved issues
between them would appear to create significant barriers to meaningful
bilateral progress.

Are there any dternatives? Tony Blair, the British prime minister,
has proposed theideaof atri-partite“ directorate” to manage the unwieldy
enlarged Europe. This suits the British view that the EU Commission
should be subordinate to the main governmentsand provides the opportunity
for Europe’ sdominant powersto coordinate. Chirac has clearly been tempted
by theidea, ashas, morediscreetly, Schroder.

Yet the old objectionsregarding Britain persist solong asthe London puts
off adecisononjoining theeuro. If theUK weretojoin, thenitscredentialsas
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a“true’ European would bereinforced and maketri-partite partnership both
morelikely and probably more desirablefor thefunctioning of the EU. Italy
beginning to punchits diplomatic weight would also alter the balance of the
Berlin-Parisduo. Further down theroad, with Polish entry and astrong Spanish
voice, other permutations are possi ble among the middle-ranking players.

Inthe short term, however, itishard to seean dternativeto the drive by
France and Germany to maintain aspecia relationship to providethecritical
mass of movement within the EU.

But, whatever the combinations, the era of vision has gone from the
European construction, replaced by a more selfish defense of nationa
interests. Chirac for oneiswilling to exploit German introspection and—
at least short-term—weakness to French advantage. Meanwhile the big
issues that remain on the agendawill continue to put the Franco-German
relationship under uncommon strain.

First, enlargement will affect the two countries differently. On the
German side, the EU’s eastward expansion fulfills long-standing
ambitions to underpin the return to democracy and market economicsin
neighbors and near-neighbors previoudy closed off by the Iron Curtain.
Germany has already been generous in welcoming former East Bloc
immigrants and spearheaded EU investment in the accession countries.

The arrival of 75 million additional EU citizens offers immense
opportunitiesfor German business, while the geographic shiftinthe EU’s
dimension is principaly to Berlin's benefit. Enlargement remains a
sensitive political issue, but its virtua inconspicuousness in the 2002
German election campaign reflected cross-party understanding that the
advantages more than outweighed the domestic problems potentialy
caused by the free flow of labor and higher immigration.

French attitudestowards enlargement haveinvariably been more mixed—
primarily because of the geo-palitica shift inthe EU’ sbaanceand theinevitable
tilt towards Germany at its center. For France, enlargement is less an
opportunity and morearisk. Policymakersareinfused with adefensive mind-
Set towardsthe new members. French politiciansaccept aHungary or aPoland
as part of the European cultural heritage, but they view their admission to
membership of the EU club moreasthefulfillment of ahistorical obligation.
Domedtic opinionremainsill-informed and largely hostileto the new members.
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The new economies are seen as sources of French industrial relocation; and
unionsfear aflood of cheap labor.

Enlargement a so spotlightslongstanding, and growing, differencesinthe
two countries’ populationsthat arelikely to pull them further gpartintheyears
ahead. A sgnificant number Germany’ s8 millionimmigrants originatefrom
central and eastern Europe. The proportionislikely to grow and, with the
ease of communicationsand travel, Germany’ stendency to look eastwards
will bereinforced.

The big Turkish community that has grown up in Germany due to the
country’s former reliance on Turks for labor is aso bound to color the
attitude of any German government to the controversia issue of Turkish
EU membership. At the recent Copenhagen summit, Schroder adopted a
common stance with France over how and when to start admission talks
with Ankara. Both France and Germany were hostile to any assessment
of Turkey’ sability to meet the admission criteriabefore December 2004—
a position that carried the day. They shared worries over Turkey’s
democratic credentials, its Islamic nature, and the weakness of its
geographical claim to being “European.”

But their hogtility to Turkey camefrom different angles. Germany wasto
some extent colored by the concerns about the reaction of itsown Turkish
Gagtarbeiter. Francefocused on thesignd that would be sent tothe 5 million
Muslimson French soil. Most are of North African origin, fromitsformer
coloniesin Algeria, Morocco, and Tunisia. Indeed, France' s substantially
different immigrant mix, reflecting its colonial past, makesfor acontrasting
point of reference to Germany’s eastward pull. For the French, it is the
Mediterranean, and particularly North Africa, that arethe moreimmediate
pointsof reference.

INSTITUTIONAL REFORM

Enlargement, and the associated need to revise and streamlinethe EU’ s
indtitutiona structures, aso highlight long standing differencesover ingtitutiona
reform.

Thereform processisnow being discussed by the European Convention,
where Chirac and Schréder are coordinating as many joint positions as

possible.
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Chirac hasmadeno secret of hispreferencefor inter-governmentd relations
to resolveissues, rather than leavethem to the Commissionin Brussdls, aview
shared with Britain and Spain. The French president feelsthe steady transfer
of European law-making and regulation to the commission in Brusselshas
gonefar enough. Hismain ideaisto replace the system of rotating national
presdenciesrunning the European Council with the gppointment of apermanent
president to be chosen by the EU governments: one backed, what ismore, by
aforeignaffairsminister for Europe.

Chirac hasd so supported the principle of “enhanced cooperation” between
member states, whichwould permit nominate groupsto beformedtointegrate
more closely on specific issues—such aseconomic policy and defense.

By contrast, the Schroder line—and more so that of JoschkaFischer, his
articulate Green foreign minisser—favorsareinforcement of the Commission,
aongwith more powersfor the European Parliament and greater accountability
of EU leaders in the Council. Part of such accountability would be the
prerogative of the European Parliament to choose the new president of the
European Council. Therewould a so bemore qudified mgority voting in the
Council, amovethat would give moreweight to the small countriesand allow
fresh dliancesto beformed on specificissues.

Thishasfound favor with France on alimited basis, on economic policy
for the euro-zone, on justice and home affairs. But France would oppose any
extengonto defenseand foreign policy. Inacommon paper for the Convention
0N economic governance, the two countriesrecently endorsed theideaof a
president to head theeuro-group, backed tax harmoni zation, and talked vaguely
about common eventua representation inmultilatera financid inditutions. But
France seemsunlikely to forego itsindividual presence at the Internationa
Monetary Fund and World Bank.

While the chancellor appeared during hisweakest phase in November
2002 to edge closer to the Franco-British view on the relative powers of
Council and Commission, the German position was so hedged asto leave
open just where Berlin will ultimately place its weight. As matters stand,
Schroder’ spogtion ishighly ambiguous. The chancellor has gppeared willing
to entertain French wishesfor areinforced Council president. But hehasaso
expressed the desirefor astronger Commission, perhapsviaadirectly eected
president—a position firmly supported by parliamentarians in his Social
Democratic party.
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Such uncertainty raisesthereal possibility that agreement on institutional
reform between Berlin and Pariswill only comeviaan awkward compromise.
Given the composition of the Convention, thereisno guaranteetheir formulas
will bethosefinaly endorsed by the EU leaders.

DEFENSE

Defenseisthe other area of gaping differencesin French and German
positions. France remains a nuclear power with a tradition of overseas
involvement. In the breadth of its military capabilities, only the UK in
Europe possesses greater operational capacity and abigger defense budget.
Indeed the recent boost in French defense spending was to benchmark
the UK, with which it agreed in 1998 at St. Malo to coordinate more
closaly on European defense. Unlike Germany, France has abolished
conscription—a move decided by Chirac without consulting his partners
across the Rhine.

The scene in Germany is significantly different. As a contribution to
creating acredible European defense capability, Berlin has agreed to create
ajoint rapid reaction force with France. The project has been sincejoined
by the UK; but Germany has been dow in implementing its side of the
deal.

Germany continues to give defense spending low priority in an
increasingly stretched budget. This makes it unlikely that Germany will
play aproper part in operational capability out of the Nato area. Moreover,
condtitutiond congtraints on such operationswill alow scopefor parliamentary
dissent, which will inhibit the hands of the government—astherecent Irag-
related rumblings have demongtrated.

Even after 2000, when EU |eaders agreed to devel op the nascent three
country force into a European rapid reaction capability, France was out
on alimb asto how thisforce should be used. French politicians wanted a
truly “ European” command structure, separate from Nato, so asto befree
from U.S. stewardship.

The German government, always a strong Nato supporter, has been
lukewarm to any such separation from the aliance. Like other EU
members of Nato, the Germans have preferred that the European rapid
reaction force be part of the aliance and smply change hats when the
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occas on required—such aswhen the United States did not wish to become
involved in an affair that purely concerned Europe. Only in this way
would it be compatible with the construction of a*European” force that
would also retain the benefits of the U.S. globa military umbrella

THE BILATERAL RELATIONSHIP: CULTURE

Even if the glaring Franco-German divergences can be bridged at the
level of leaders, little is being done to address the weak under-belly of
the relationship. The warmth and intensity of contacts between president,
premier, chancellor, and officialdom are not reflected at more mundanelevels.

Immense effort and expense has been devoted over theyearsto cultural
exchanges, from school and university programs to individual interest
groups. But theresult hastended to be one-sided. The proportion of French
students learning German remains far smaller than those studying French
in Germany—especially if the German-speaking community in Alsace
and eastern France is excluded.

Sponsored schemes and school exchanges aside, the popular
relationship remains one sided. French people show little interest in
visiting Germany, while German visitors continue to comprise an
important segment of France’s 60 million annual foreign tourists.
Language school romances aside, mixed marriages remain relatively
infrequent, while divorceisaserious source of friction snce German divorce
lawspermit child custody arrangementsthat have produced bitter cross-frontier
legdl squabbles.

Such limited contactsbarely reflect theamount of timeand energy invested
by thetwo governmentsin trying to foster mutual interest and understanding.
Programming onthe Artejoint televison channd, for example, iswiddly admired
amongintdlectuas. But itsvery sophistication excludes mass gpped andfails
to break down persistent national stereotypes.

Here Germany hasworked hard and honestly to facethe past and erase
the unpleasant memories of wartime occupation. Yet French misgivingsabout
Germany, certainly among the older generation, persist. Thememoriastothe
dead intwo world warsare prominent in every one of France' s36,000 towns
and villages. The Alsaceregion has changed handsthreetimesinlessthan 150
yearsthrough armed conflict.
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French military industries have been located asfar aspossible from the
threat of German invasion—notably inthe Massif Central around Clermont
Ferrand or deep in the southwest. The French military was even wary for
strategic reasons of alowing a fast train line (TGV) between Paris and
Strasbourg on the German frontier right up until the late 1980s. Strasbourg
city airport is, sgnificantly, till run by thearmed forces.

BUSINESSLINKS

As neighbors and developed industrial economies, France and
Germany have not surprisingly developed over theyearsinto closetrading
partners. Over the past three decades, France has consistently been
Germany’s main trading partner, a position broadly reciprocated on the
French side.

But the interlinkage in trade has yet to be reflected in broad-based
cross-border corporate cooperation and consolidation. Indeed the
performance has been rather disappointing. With rare exceptions, neither
side has been willing to see control of “strategic” sectors pass beyond
national frontiers. In many cases, the focus has been more on the United
States, the UK or even the Benelux countries than across the Rhine. If
anything the spirit of cross-border consolidation which prevailed to alimited
degreein therun-up to theintroduction of the euro hasfaded.

A mgjor step wastaken in the formation in 2000 of the EADS aerospace
consortium that saw DaimlerChrysler become the German stakeholder
adongsde French gate and privateinterestsin aconsortium responsble, anong
others, for Airbuscommercid arlinersand the development of military trangport
arcraft.

But even here, it hasbeen arocky relationship. Daimler’ spreferencewas
for andliancewith British Aerospace: only thelatter’ sconcern about control
and pull towardsthe United Statesthwarted alikely Anglo-German dedl. The
eventud decisontoform EADSwith Francewaspartly politica, with strong
encouragement from the French and German governments.

I n subsequent management there have been frequent clashesof corporate
culture with French executives seeking to gain control. A tug-of-war has
devel oped between Hamburg and Toulouse over respong bility for new Airbus
projects. And matters have been exacerbated by Germany cutting itsorders
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from seventy-threeto amaximum of sixty for thenew A400M military transport
arcraft. Thereduction hasnot only soured political and defenserelations, but
also further complicated the delicate balancein EADS.

Telephony hasproved even lessfruitful. Thetwo governments sponsored
an aliance with cross-sharehol dings between Deutsche Telekom and France
Tedecominthemid-1990sasthetwo state groupsfaced an unbundling of their
respective monopolies. But asthefixed lineand mobile phone market opened
up, thetwo groupsfound themsel ves pursuing competing strategies, and the
relationship quickly deteriorated as Deutsche Telekom spurned its potential
French partner to seek an—ultimately fruitless—expansoninItaly.

In energy, where both countrieshave been obliged by Brusselsto begin
opening up their markets, mutual suspicionremains. The Germansview EdF,
the French stateformer eectricity monopoly, warily for wanting to break into
the German market; Franceremainsopen in principle but closed in practice.

Moregenerdly, bath palicy and public sentiment iswhally different regarding
nuclear power on either side of the Rhine. Germany under the Schroder
government has opposed nuclear power, while France remains 75 percent
dependent upon nuclear energy for electricity generation. Politica sengtivities
inthechancellor’ s* Red-Green” codition meant Germany evenfailed to honor
for amost two years between 1998 and 2000 a nuclear waste reprocessing
contract with France. Thereturn to Germany of reprocessed wasteislikely to
remain asource of friction for years.

The best examples of cooperation have been in less controversial or
“strategic” sectors—notably chemicals and pharmaceuticals. Here the
merger of Hoechst and Rhonc Poulenc to form Aventis—symbolicaly
headquartered in Strasbourg—appears a real success both in terms of
management and in achieving the synergiesrequired for aglobaly competitive
chemicasgiant.

But, even in the handful of success stories, it is worth remembering
the language of business has become English and the principles of
economic governance have tended to be more Anglo-Saxon than French
or German.

That drift to an Anglo-Saxon business model has been particularly
pronounced in finance. For al the ambitions of Frankfurt or Paris, the
financia center for Europeremainsthecity of London. If anything, the French
and German financia centers compete againgt each other for theroleof mgor
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second player in Europe, whether intermsof transaction volumesor for financia
engineering skills. Indeed, should Britain continueto stay outside the euro-
zone and Frankfurt push to consolidate its position through the presence of
the ECB, thelikely loser—and hence source of greatest resistance—will be
Paris.

As in industry, in finance too, the main stock markets of France and
Germany have looked elsewhere for partners. Frankfurt’s now quoted
Deutsche Boerseinitially tried to merge with the London Stock Exchange;
Paris has proved more successful joining forces with its Benelux
neighbors.

CONCLUSION

Therespectivefinancia rolesof Frankfurt and Parispoint to aninteresting
and growing paradox between thetwo countries—and onethat may a so help
to determinethe broader nature of the relationship for thefuture.

The German economy’ sduggish growth for much of the past decade (the
reunification boom gpart) and itsinability to overhaul outdated socio-economic
models appears to be reversing traditional roles. Germany, not France, is
beginning tolook thewesk economiclink in the partnership. Even benchmarks
likethe German government’ sBund gppear under threet of losing their reference
statusin Europe, possibly to the benefit of French government securities.

So isthe more dynamic and better-performing French economy about to
rob Germany of the euro-zone' s economic leadership? And might that to
some extent counterba ance theinevitable advantage Germany gained in the
bilatera relationship after reunification?

With its current difficulties in meeting the stability pact criteria on
the size of its budget deficit and public debt, Germany has ceased to be
the model pupil in Europe's economic class. Direct inward investment is
declining as investors are discouraged by the high price of labor and
crippling non wage costs, a ong with the growing appeal of soon to be EU-
membersjust acrossthe eastern border.

If German surrenders the economic leadership of Europe, thiswould
undermineacentral pillar inthetraditiona equilibrium of theentente.

But Francetoo is constrained by aheavy spending budget and high debt
ratios. Public spending remains, at over 53 percent of gross domestic product,
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morethan 10 percentage points abovethe G7 average. France, too, islosing
investment to cheaper neighbors.

Indeed, if the two countries fail to tackle the structural rigidities of
their economies, yet insist on acting as the joint helmsmen of the
eurogroup, this could prejudice the euro. Peer-group pressure between
Berlin and Paris could work to encourage reform, but it could also be a
double-edged weapon: the refusal of one to adapt encourages the other
to stay locked into the status quo.

Another curious emerging paradox can be seenin Franceand Germany’s
respective attitudes towards the ever-crucid transatlantic relationship. The
German elections led Schroder to break one of the postwar nostrums of
German politics: loyalty to the United States within and without Nato. By
refusing to let Germany be party to any U.S. military venturein Irag even
when UN endorsed, and criticizing U.S. policy, the chancellor took on the
contrarian roletraditionally associated with France.

By contrast, France has adopted a more flexible and subtle stance in
dealing with Washington. The new center-right administration recognizes
that open confrontation risks being counter-productive and has made a
point of softening the anti-French sentiment prevalent in the Bush
administration. This firm but softer approach has been evident at the UN
over Irag. Furthermore, unlike Germany. France has signaled a
willingness—abeit in private—to go dong withamilitary interventionin Iraqif
endorsed by the UN security council.

Withtensonsover Iraqrising, an acid test of thebilaterd relationshipwill
come shortly asfirst France, then Germany—uwhich hasjust taken anon-
permanent seat on the security council—chair that body in January and
February 2003 respectively. Behind the scenes diplomacy over assuring
Germany chairmanship of the key Iraq sanctionscommittee—aGermanam
opposed by Washington—ypointsto the possbility of closebilatera cooperation
during thetwo European partners’ joint period on the security council. But the
diplomacy of both countrieswill be stretched to the utmost if Washington
pushesfor war.

Thedifferent gpproaches of Berlin and Paristo thelrag crisisreflect the
increasing role of domestic electora pressures on decision-making. The
Schroder position on Irag was driven by electoral politics, and the need to
appease the Greens. These pressures are stronger and will continueto be so
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in Germany where codlitions—and probably weak ones—will bethe order of
the day.

In France, by contrast, the recent constitutional changes have reduced,
if not eliminated, the chances of another cohabitation and, as a result,
have produced a much stronger executive. Thisautomatically strengthens
the hand of French policymakers and allows for more coherent pursuit of
policy itself.

Inturn, thissuggests France may re-establish its position asthe uncontested
dominant partner in the Franco-German entente, especially in foreign and
defense policy, but perhapsin other areas, too. So long as Germany accepts
suchaFrenchlead, thenthealiance will probably work. Equaly, if Germany
wishesto assert itsalf, the progpectsfor friction could be greater becausethe
two nations share contrasting views of thewider world.

Here, Franceremainscommitted to aglobal projection of its power, dbeit
on amuch more modest scal ethan the United States. As French diplomats
liketo say, Germany subscribesto theview of Europebeing a“grand version
of agreater SwissFederation”—essentidly neutrdist towardsthe outsdeworld.

Thisisthe precise opposite of how French politicians on both the right
and left view Europe’ srole. Instead they envisagethe EU evolving from being
theworld' slargest economic groupinginto apolitica and military power capable
of balancing the United States.

But, asoftenin the history of France-German relations, the uncertainty
lieson the German side. Thetendency there has been towards growing self-
assertion, based on established economic muscleand declining wartime guilt.
But, asinstances such as Irag show, domestic political considerationsand
historical legacies can still conspire to upset conventional wisdom and
demonstrate that, in Franco-German relations, the one constant, if any, is
unpredictability and the scopefor surprise.
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