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WHAT TO EXPECTFROM THE
GERMAN PRESIDENCY

By Katinka Barysch

On January 15t 2007, Germany took over the rotating EU presidency Chancellor Angela Merkel has
ambitious goals, most notably an EU agreementon what to do with the Union® moribund constitutional
treaty. Shealso wants progresstowards a more efficient EU energypolicy and closerlinks with countriesin
the former SovietUnion. None of thesewill be easyto achieve.To make the presidencylook like a success,
Germany may concentrateon endearingthe EU to its citizensDby throwing a big anniversary party for the
Rome treaty, for example Band to European businessedy cutting back red tape and bureaucracy

Officially , Merkel will not present the presidency programme until January 1, when she will step in front
of the European Parliament. But her govemment has already published a 25-page list of projects and
objectives, ranging from encouraging innovation to liberalising rail transport and fighting illegal
immigration. Gemany® overall objective is nothing less than Ore-launching EuropeO (CEuropa neu
begrYnder©,as Merkel puts it).

A game of two halves

During the first half of the presidency Merkel and her team will focus on Odeliverables€dch as energy
policy, climate change,economic reform and internal security. Like Tony Blair when he convenedthe
infor mal Hampton Court summit in 2005, Merkel hopesto prove that the EU has much to offer to its
people. The spring summit in March b traditionally devotedto economicissuesb will focus on energy
guestionsand cutting red tape. Moreover, EU leaderswill discussclimate change,which tiesin nicely with
the G8 presidencythat Germany also holds in 2007.

The secondpart of the presidencywill kick off with a month-long party to celebratethe 50th anniversary
of the Treaty of Rome which established the European Economic Community in 1957. Local festivities such
as cake-baking competitions and all-night streetparties will culminate in a grand political declaration to be
signed by the 27 EU leaders at an infanal summit in Berlin on Mar ch 25th. The text will remind Europeans
that the EU once brought peaceand prosperity to a war-torn continent; it will lay out the valuesthat unite
the Union; and it will war n that only the EU can help European countries to cope with new challenges such
as climate change, international terorism or global competition. Since the Berlin declaration is supposed to
find a wide audience,the Germanswant to fit all this on just a few pages.

One issuethat is unlikely to geta mention in the political declaration is the constitutional treaty. The issue
remainsso controversial that it risks spoiling the party. Germany will start talking to its 26 EU peersabout
the treaty early on in the presidency but discreetly and away from the limelight. It hopesto get a
compromise on what kind of treaty the EU needsand how to getit by the June European summit.

Expectations management

Germany® presidencyprogramme is certainly ambitious. In the autumn, Merkel and her ministers started
backtracking, in particular playing down prospectfor a constitutional settlement. But there are several
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reasons why expectations towads Berlin® leadership emain high. And there are as many reasons why they
may be disappointed.

I Bigs and smalls: After a year of small-country presidencies (Austria followed by Finland),
Europeans hope that Germany Bwith its economic weight and political clout Bcan finally move the
EU forward on several fronts. Small countries often find it easier to adopt the role of an Obnest
brokerOthat is expected of an EU president. Although large-country presidencies are often less
consensual, as they tend to push their own positions more strongly, they can usetheir weight to
c reate political momentum and move difficult dossiers forward. They also find it easier to shoulder
the administrative burden of running the EU agenda. Over the next six months, Germany will
preside over around 4,000 EU internal meetings, as well as managing over 40 meetings with non-
EU countries, including EU summits with Russia, Jgpan, Canada and the US.

The risk is that unrealistically high expectation could make the German EU presidencylook like a
failure. This could dampen the mood in Europe at a time when the euozone economy is finally picking
up, and renewed optimism is sorely neededto tackle a multitude of problems. Germany will be
followed in the EU chair by Portugal and Slovenia. Not until the second half of 2008 will another large
country (France)take the lead. However, closer co-operation betweensuccessivepresidenciesunder a
new Otrio-presidency§ystemshould help to mitigate the lack of large-country leadershipbetweenmid-
2007 and mid-2008.

I Peerless leader: In Great Britain, Tony Blair is due to hand over power to a successormost likely
Gordon Brown) before mid-2007. France holds presidential electionsin April and May 2007 (with
legislative electionsdue in June). The Netherlands only has a caretaker administration, following the
collapse of the centre-right coalition in June 2006. Italy@ fractious coalition governmentis busy
squabbling about domestic reforms, which suggests that Rome will continue punching below its weight
in the EU. Poland®EU policies are oscillating between awkwad and obstructive, while Spain®interests
are fairly narrowly defined. Europe is beggingfor leadership.And Merkel looks like the only one who
can provide it.

While political uncertainty in the other large EU countries leavesMerkel with an unusually strong
hand, it also brings problems. It would be hard enough having to consult 26 EU governments. But
Merkel will also haveto talk to various candidatesand would-be leaders.This will vastly complicate
negotiations, in particular on the EU constitutional treaty. In France,a new governmentwill only just
be settling in by the end of the German presidency

!' The art of compromise: Merkel made a strong debut on the EU stagein December 2005, when she
helped to broker a ded on the EUG common budget, ending months of difficult negotiations. This
performance, combined wit h her ability to hold together Germany® unwieldy coalitio n govemment,
has brought her a reputation for being adept in forging compromises b a key skill for any EU
p resident. However, Merkel@® critics say that her penchant for compromise and consensushave come
at the expense of leadership. OMerkel does not forge dedsionsQ says one German official, Gshe
manages discord.O

I Domestic backing: Intra-coalition disputes between Merkel@ conservative CDU and her Social
Democrat partners have impeded domestic reform in Germany. But in EU policy, disagreements
between the two coalition parties ae less ppnounced. The most notable exception is Tirkey® potential
membership, with the CDU favouring a privileged partnership. But after the EU partly suspended
Turkish accessiortalks in December2006, enlargementquestionsare largely off the agenda.

Public opinion in Germany is unlikely to be a major concern:an Ipos poll from December2006 found
that 85 per cent of Germans were unaware of their country® forthcoming EU chairmanship.
Meanwhile, a majority of Germans broadley supports Merkel® biggest presidency project B the revival
of the EU constitution.

While NGermany@powerful LSndergoverors are unlik ely to pay much attention to the EU presidency
Berlin@ mighty ministries could be a headache. The German constitution gives individ ual ministers
considerable power to run OtleirOarea of policy. Dif f e rences within the cabinet could imp ede Merkel®@
ability to lead at the EU level. With regadto climate change, for example, the environ ment ministry
wants Germany to pushfor strict post-Kyoto targets on greenhousegasemissionswhile the ecmnomics
ministry worries about the costs for German business.



Energy, environment and economic reform

Germany® economic upswing, shrinking budget deficit and falling joblessnumberswill bolster Merkel®@
credibility when she calls for renewed eform efforts at the spring EU summit. Two years after reviewing the
Lisbon reform agenda, EU leaderswill take stock whether the agreed changesare helping to improve
Europe®growth and competitiveness.From the long list of Lisbon policies, Germany is likely to single out
a few, such as enelgy market liberalisation, equal opportunities in the labour market and the EU® Obetter
regulationCagendalaunchedin 2002.

I Better regulation: Germany is likely to ask EU governments to commit to reducing the regulatoly
burden for business by 25 per cent by 2012. According to GYnter Verheugen, the (Geman)
Commissioner in charge of this dossier this would add S150 billion (or 1.5 per cent) to EU GDP over
the medium term. Businesses will undoubtedy welcome such plans. However, it is not yet clear how
the Obreaucratic burdenO willbe measued; and how much responsibility for reducing it will lie with
the Commission and how much with EU governments (some of which are proneto Ogtd platingCEU
rules at the national level). A Commission paper on the subject B due in January B should provide
some clarity .

More promising could be Merkel®@ idea to setup an independentexpert panel to assesshe impact of
new (and in due course) existing EU regulations. Germany has recently created such a body at the
national level and thinks that the EU would also do better if independent experts, rather than
Commission officials, studied draft laws. Finally, Merkel has suggestedhat the EU should adopt the
pr|nC|pIe of Odiscontinuity®. At the national level, legislative initiatives become void if a new parliament
is elected. At the EU level, draft directives can hang around for decades.In future, every new
Commission and Parliament (together with the Council) would sift through draft directivesthat have
not beenadopted during the 5-year term of the Commission and European Parliament, to seewhich
onesshould be ditched and which re-submitted.

I Energy policy: The repeated threa of Russan gas shortfalls, high global oil prices and national
protectionism againg cross-bodr mergers have kept erergy near the top of the EU agenda. In March
2006, the Commisson published a green paper on enagy. It called for the cmmpletion of the BU@internal
gas and dedricity markets, the increased use of renewables and a more coherent extemal enagy policy, in
particular vis” -vis Russia. Although EU governments routinely pay lip-serviceto the importance of energy
security, there has been little progres towards a more coherent and effedive EU energy policy. So the
Commisson will step in again, this time with a strategc energy policy review to be rdeased on January
10th. The gring European Council in March is expeded to agreeon specific ¢eps and policy targets.

Although Germany has officially endorsedmany of the Commission®ideas, it will struggleto be seen
as an honestbroker by its EU partners in this policy area. The lobbying power of Germany®energy
giants has at times been an obstacle to building a single EU market for gas and electricitpn December
11th, Germany, alongside France, indicated that it would bloc Commission plans to force energy
companies to OunbundleO power generation from transmission and distribution. SimilarBerlin@ close
bilateral ties with Moscow have preventedthe EU from speakingwith one voice when dealing with
Russia,which suppliesone-third of the EUGgas.

If questionsof market liberalisation and energydiplomacy prove overly controversial, Germany may
seekto shift the emphasistowards technical and environmental issues.In particular, Germany is
planning to submit a Orenewable energyagad mapO and new engy efficiency targets for buildings and
transport. Someenergy-relatedissuesare so controversial that Germany will try to keepthem off the
agendaaltogether In particular, Berlin will resistany attempts to transfer new regulatory powers to
Brusselsor grant other EU countries easyaccesdo its massivegasstoragefacilities.

I Climate change: Fighting climate change is another area where Germany® credentials are a litt le
weak. In December, the European Commission shaved 30 millio n tons off Gemany® quota for CO,
emissions for the 2008-2012 perlod saying that Germany@ own targets had been too lax. The
country® ObigfourOenergy companies cried foul, and Berlin is now lobbying Brusselsfor a higher
guota. Germany is not the only laggard though: currently only three EU countries are likely to meet
their Kyoto targets. One the other hand, many Germans are distress@ about the Sten report on the
cost of climate change, and Merkel is said to take the issue very seriously. She plans to reach
agreement with her EU counterparts on a new climate change regime for the yearsafter 2012, when
the Kyoto protocol expires. Such an intra-EU agreement Bdueto be endorsed at the spring EU summit
DPwould then form the startin g point for climate change negdiations with the US, China, India and
others big countriesinvited to the G8 summit in Heiligendamm in June.



Foreign and security policy

The EUGforeign policy during the German presidency will to a significant degree be dictated by world
events. Afghanistan, Iran, Irag, Lebanon, Somalia and Sudan will be on the agenda when EU foreign
ministers meet under German leadership, as well as the Middle East peace process and Kosovo® Ginal
statusO egotiations. Although Germany® presidency programme talks about improved coherence in EU
foragn policy, there are unlikely to be big practical steps. Possible improvements such as merging the
jobs of the Council@ High Representative for foreign policy and the External Relations Commissioner
would be seen as Oherry pickingOfrom the EU constitution and are therefore off limits while the
negotiations on the treaty still go on. Instead, Berlin will try to direct EU foreign policy towardsthe EU®
easten neighbourhood.

I A new agreement with Russia: The German govemment had beenhoping to useits presidencyto get
the EU and Russiato agreeon the parametersof a new bilateral treaty, to replacethe partnership and
co-operation agreement(PCA) that expiresin November 2007. However, Poland has beenvetoing the
EU®own negotiating position becauseRussiabans Polish meatimports. Evenif Warsaw withdrew its
veto, internal EU divisions, a general cooling in EU-Russiarelations and the forthcoming Russian
presidential and parliamentary electionswould stand in the way of rapid progresstowards a new
treaty. The impact on EU-Russiarelations would be slight sincethe PCA is prolonged automatically
unlesseither side givesnotice. EU energy companies,however, may be disappointed: Germany wants
to take some of the rules on pipeline accessjnvestmentand transparency from the Energy Charter
Treaty (which Russiarefusesto ratify) and tie them into the post-PCA package.

I Neighbourood policy plus: Following the 2004 esstward erlargenent, Germansdisplay little enthusasm
for admitting further countriesinto the EU. At the same time, Germany worriesmore than most about
ingability along the EU® new eadern border. Politicad mayhem, poverty, crime and extremism in the
former Soviet Union could quickly spill over into the EU. In 2004, the EU launched its European
neighbourhood policy (ENP) to hdp stabilisethe countriesaround its extemal borders and bind them
closer to the EU. Howewer, so far the ENP has had little impact on the ground. Germany wants a new
neighbourhood policy to offer juicier carrots, so that the neghbours are motivated tore fo rm.

Berlin had to give up its initial idea that an CENP-plusOshould be available only to the EUG eastern

neighbours, such as Ukraine, Mo ldova and Georgia. There was too much opposition from Spain and

other southern EU countries that worry about political instability in, and economic migrants from,

Northern Africa. Now Germany, together with the Commission, is working on a new package that

will in principle be available to both the East and the Sauth. N eighbouring countries will be offered

deeper integration with the EU in individual sectors such as energy and transport. Countries that

respect democratic standards and have reasonably open economies will be offered @ee freetradeO,
which entails the dismantling of tariffs and regulatory barriers to trade. In addition, the EU also

wants to encourage more co-operation among East European countries, for example those around

the Black Sea.

I Central Asia: Finally, Germany will useits presidency to formulate the EUGfirst-eve strategy toward s
Central Asia. Theregion is important for Europe as a potential energy supplier, but also asa source
of illegal immigrants, extremism or smuggled drugs and weapons. Nevetheless, while the US, Russia
and China are engaged in a Ograt gameQo gain influence in Central Asia, the Europeans are almost
entirely absert. Germany therefore wants to draw up plans for more co-operation with the lik es of
Uzbekistan, Kazakhstan and Turkmenistan on counter-terrorism, smuggling, migration, regional
stability, transport and of course energy. However, attempts to build stronger ties with the region®
autocratic governments will b e criticised by the EUG Nordic members that have traditio nally stressed
human rights in EU foreign policy. Divisions are already opening up. France and Germany recently
campaigned Dalong with Russiabfor Kazakhstan to take over the chairmanship of the O SCE Britain
and some others took the American line and blocked this move, on the grounds that the country®
human rights recod was not up to scratch.

Internal security and migration

Germmany D usually in the vanguard for more European integration B has beenrather cautious about
increasingthe EU®power in justice and home affairs. Most other EU countries, however, are convinced of
the needfor deepercollaboration on immigration policy, border controls and the fight againstcrime and
terrorism. Public fears about terorism and waves of illegal immigrants arriving on Europe®©Mediterranean
coastlinewill keepJHA on the EU®agenda.
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I Stronger EU bodies: The German presidency will arguethat Frontex, the EU border agency cannot
cope with the huge task of co-ordinating memberstate efforts againstillegal immigration without
stronger powers and more experts and money. Germany also wants to setup an intelligence network
at Europol, the EU® police office, to clamp down on terrorist organisations that recruit and train
through the internet. The Germans intend to put fresh pressureon EU governemntsthat are holding
up moves to let Europol officers work directly on ongoing police investigations and to share
intelligence more widely. There will alsobe a debateover what other powers Europol should haveto
make it more effectivein the fight againstcrime.

I Treaty of Priim: Germany is likely to push for all EU membersto sign up to a treaty on police co-
operation, first agreedin the German town of PrYmin 2005. The PrYmtreaty allows signatoriesto
freely share DNA and fingerprint data, and to work together more closely in cross-border police
operations. Sevenmemberstateshave already ratified the treaty and more, including Britain, want to
sign up. But if they cannot get the unanimous support neededto make PrYman EU treaty, German
diplomats might try using specialrules that allow a smaller group to pressaheadand fold Pr¥Yminto
the EU treaties. This proposal could be contentious: the rules for such Oenhancedo- operatlonChave
never been used. Tough negotiations are also expected on a revampedlaw to fight racism and
xenophobia, including a possible EU ban on the display of Nazi symbols, and on standards for
protecting citizen®rights during cross-border trials.

The EU constitutional treaty

! Germany’s maximalist position: The future of the EU constitution is the area where Germany may find
it hardestto play the role of an impartial broker sinceit leadsthe camp of those who want savethe
agreement.Embarrassingly Germany® federal president has refusedto sign off the treaty after the
constitutional court said it would not rule on a challengemade by a German MEP before all EU
countries had agreedwhat to do with the text. Nevertheless,German politicians routinely point out
that two-thirds of EU countries have already ratified the treaty (18 including Germany and the two
newestmembers,Bulgaria and Romania). According to Reinhard Silberbergform Germany®foreign
ministry, the sheerforce of numbers meansthat thosewho have not ratified will haveto Omovemore
than othersO.To drive the point home, Spainand Luxemburg are organising a get-togetherfor those
that have already ratified the treaty in Janualy.

Merkel insists that the constitutional treaty must be the starting point for any futur e negotiations.

While sheinitially seemedwilling to accepta lessambitious nhame, more recently shehas stressedhat

the new treaty must be OaconstitutionO (the German word Verfassungimplies a basic setof rules of a
higher order than ordinary law). The name could be bargained away in eturn for concessions in other
areas.But Germany will still want to saveas much of the treaty as possible,arguing that it represents
a delicate compromise among the memberstatesthat should not be unravelled.

I The repeat referendum threat: Merkel concedesthat the Dutch and French governmentswill not
submit the sametreaty to repeatreferendums.Shealso knows that anything resemblingthe current
constitutional treaty would most likely be killed in a popular vote in the United Kingdom. Shewiill
therefore aim for a compromise document that is ambitious enough not to make the EU looks
lacklustre and deadlocked (and the German presidencylike a failure); but at the sametime modest
enough so that it can be adopted by most or all EU countries without a referendum. One likely issue
of contention will be the charter of fundamental rights and freedomsthat is part of the current treaty.
Germany insists that the chater should stay to add gravitasto the treaty and also to show EU citizens
that the Union cares about their rights. The UK, however has always disliked the charte® vague social
principles (such as the Orightto strikeO)and it fears that it would be almost impossible to avoid a
referendumif the new treaty contained a bill of rights.

I The timetable: Germany hopesto geta broad agreementon which parts of the treaty should be saved
and which should be watered down or ditched altogether by the JuneEuropean Council. It also wants
the summit to adopt a road map that lays out how and when the new treaty should be adopted. Ideally
Germany would like a new treaty to be in force by May 2009, when Europeansvote for the new
European Parliament, and the new Commission getsready to take office. For this deadlineto be kept,
the memberstateswould haveto convenea short Ointergovarmental conference@ the secondhalf of
2007. Assumingthat it takesat leasta year for all 27 EU membersto ratify a treaty, they would have
to reacha final agreementby early 2008 Ba highly ambitious timetable. Understandably the Germans
hope to get asmuch of the substantive negotiations as possibleout of the way before they hand over
to the Portuguesein July 2007.
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The UK governmentalso hasan interestin an early solution: it wants to keepthe EU issuewell away
from national elections, which are due in 2009 at the latest. On the other hand, if the negotiations
dragged on, they would become entangled with the Eld®udget review that will get under way in 2008.
The UK could then tie demandsfor farm policy reform to concessionson the treaty. The biggest
headachefor the timing is France, however France cannot really engagein substantive negotiations
until after the new president is installed in May 2007. That may leave the Germans just weeks to create
a compromise.

For Merkel getting agreement on a road map but not on the principles of the new treaty would feel like
defeat. Shecould evenbe tempted to single out those countries that oppose a new treaty. Blaming
Oeurosceptiaiembersfor a failed summit may look preferable to taking responsibility for a wishy-
washy agreement.However, rather than being the great unifier of Europe B as many people hope b
Merkel would then leavethe EU evenmore divided.

Katinka Baryschis chief economistat the Centre for European Reform.
3rd January 2007

Key dates of the German presidency

1 January: Germany takes over the pesidency; Bulgaria bad Romania join the EU.
9 January: Joint sessim of the German federal cabinet and the European
Commission in Berlin.

17 January: Angela Merk el preserts the presidency programme at the European
Parliamert.

8-9 March: Spring summit in Brusses; topics: Lisbon reform agenda, better

regulation, energy, climate change.

14 March: Merkel present interim report at the European Paliamert.

24-25 March: 50t anniversayof the Treaety of Rome; informal EU summit in

Berlin; adoption of the Berlin declaration.

April: EU-US summit.

18 May: EU-Russiasummit.

5-6 June: EU summits with Jgpan and Canada.

6-8 June: G8-summit in Heiligendamm.

21-22 June: EU summit in Brusses; topics: future of the EU constitutional treaty;

EU policy towards Russha, the neighbourhood and Central Asia.

1 July: Gemany hands over the presidency to Portugal.
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