
64 
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 Abstract 

 

Discussion about rationality, value and overall need of the common foreign policy of the 

European Union often contains arguments from economic and financial field. The most common 

reasoning puts common foreign policy in a direct relationship with economic influence of the 

European Union on international markets, as well as with more efficient enhancement of 

international trade and financial flows and finally with a greater financial stability of the EU’s 

internal market. However, such relationship, if there is one, is not that clear and simple as usually 

presented. 

 

As a reaction to the lack of technical arguments in these interdisciplinary discussions, this 

paper analyses relationship between two different domains. The first is economic growth and the 

second is foreign policy. This paper firstly explains possible impact of “EU’s international 

economic influence”, “international trade and financial flows” and “financial stability” on economic 

growth and than analyses possible interference of common foreign policy with the three above-

mentioned factors. Therefore, this paper is partly an introduction to an interdisciplinary study of 

economic growth and common foreign policy in the context of the European Union. 
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Introduction 

 

Economic development of EU member states and the common foreign policy project are 

very complex and complicated problems. On the other hand, these problems are quite often 

discussed in media and are very tempting to be interpreted subjectively, sometimes without any 

technical knowledge of two respective domains. 

 

The principal objective of this paper is to analyse more closely a typical reasoning of how 

common foreign policy promotes economic growth. If the future common foreign policy could 

positively influence factors of economic growth, it would also have, to some extent, a positive 

impact on European Union member states’ economic growth. Such relationship would be a very 

important argument in favour of common foreign policy project (Figure 1). We will also try to 

explain some general causality and point out the most common errors in the “economic-foreign 

policy” thinking. 

 

Figure 1: Typical reasoning of how common foreign policy promotes economic growth 

 

 

 

Reason for such study is simple. Every rational economic player expects some “value” from 

investments he has done. A typical household can invest, e.g. in goods of consumption or in 

housing, but also in education and culture or in financial instruments, such as saving accounts or 

pension funds. Still, every investment carries an expectation of a “value”. Not all of the investments, 

not even a majority of them, have a direct economic benefit (such as interest paid by the bank on a 

saving account) so the definition of a “value” is of course well beyond the economic understanding 

benefits. Some experts believe that the project of common foreign policy brings a very important 
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value to EU member states citizens. Our interest is to analyse one aspect of this value, which is a 

possible economic development of EU member states. 

 

Our interdisciplinary analysis of economic and financial domain on one hand, and foreign 

policy domain on the other hand is bounded by methodological problems. Typical tool for verifying 

causality of variables is an empirical test. In this case, we could mathematically estimate for 

example the impact of international trade on economic growth, but we were not able to do such test 

of influence of common foreign policy on international trade. There were two major constrains, 

firstly the project of common foreign policy is still in its early stage, and secondly the “foreign 

policy” variable is very difficult to model. 

 

Economic growth and the EU 

 

Before we start to analyse three selected variables as possible factors of economic growth 

(economic influence of EU, international trade and financial flows and financial stability) it is 

useful to make several comments on economic growth in general and in the context of the EU.  

 

The most common mistakes in economic growth interpretation are: too short time period of 

observation and oversimplification of its factors. Typically, the economic growth is a political 

instrument and therefore treated within short time periods and often described as a single-factor 

model. We believe that the economic growth is a long-term process that can be observed in decades 

and it is not a result of single change of some macroeconomic parameters, but it is complex function 

of many economic, legal, demographic and other variables (Salin 1993). 

 

Almost all theories of economic growth agree on basic axiom of crucial importance of 

capital. However, this variable is very often oversimplified, which in many cases, leads to its 

misinterpretation. It means that as a factor of economic growth, capital is usually treated as its 

nominal value. Although the nominal value of capital is important and it is its basic characteristic, 

the contribution of capital to economic growth depends very much on efficiency of its use. In other 

words, capital can be a factor of growth only in case of its proper use – there is no effect of new 

computers in a firm if employees cannot use them, or, the benefit of a new factory built by foreign 

investor depends, for example on the quality of local labour force or infrastructure. In this case, 

education or research and development are also the factors, which increase the value of capital. 

Therefore, it is very important to extend the understanding of capital and not to take the nominal 
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value as the only variable. Typical examples are pour countries with high natural resources 

compared to some most developed countries (e.g. Switzerland or Japan) possessing very limited 

natural resources. (Blanchard 2000) 

 

Unlike capital, which can be found as a factor of growth in many theories, institutional 

factors are mentioned very rarely. Institutional factors can be understood as laws and regulations 

(e.g. character of ownership or effective exchange). As the economic growth is a result of individual 

decisions made by different subjects in order to achieve some value in the future it is important that 

the ownership of these subjects is preserved and the effective exchange can intermediate e.g. 

financial flows and know-how.  

 

Economic growth is clearly an issue for the European Union. The economic slowdown, in 

some cases accompanied by a decrease in real wages, seams to be a very important concern. It is 

also reflected in the Lisbon strategy, in which the EU identifies basic economic problems and also 

proposes solutions, what can be found at the beginning of the document: “The rapid and 

accelerating pace of change means it is urgent for the Union to act now to harness the full benefits 

of the opportunities presented. Hence the need for the Union to set a clear strategic goal and agree a 

challenging programme for building knowledge infrastructures, enhancing innovation and economic 

reform, and modernising social welfare and education systems.” 25  This statement leads us to 

conviction that the economic problems of the EU result mainly from institutional factors.  

 

 

Selected factors of economic growth 

 

Economic influence of EU 

 

European Union is undoubtedly one of the most important and most powerful economic 

players in the international market. In spite of the above mentioned problems, which are not 

negligible, it still has a great economic capacity.  

 

                                                 
25 Conclusions de la Présidence, Conseil Européenne extraordinaire de Lisbon, 23 et 24 mars 2000. 

Journal officiel des Communautés européennes 2000. 
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In general, positive correlation between country’s growing economic influence on 

international markets and its economic growth occurs in most cases. And vice versa, we can easily 

find countries, were a falling international influence is accompanied by an economic slowdown. 

The correlation between these two variables is obvious; nevertheless it does not tell us anything 

about the causality. We believe that the position on international markets is a result of real economy 

performance. Therefore it is not possible to improve country’s status on international markets if 

there are no economic fundaments beyond. This leads in to two conclusions: Firstly, the economic 

influence of the European Union is a result of the economic performance of its member states and 

not vice versa. Secondly, even if common foreign policy theoretically could improve the perception 

of EU’s economic power abroad, it would probably not lead to a better economic performance of its 

member states. As a result, we cannot support the statement that common foreign policy can 

positively influence economic growth of member states via enhancing international economic 

influence of the European Union. 

 

International trade and financial flows 

 

There are many research papers analysing the impact of international trade or foreign direct 

investments on the economic growth and there is a wide consensus on positive impact of these 

factors on economic growth. Our linear regression model confirmed the influence of selected 

variables representing openness of economy on economic growth on a sample of 85 countries on 

data from 1965 to 1985. In this model, annual real growth of GDP per capita adjusted by purchase 

power parity was calculated as a dependent variable. Explanatory variables were five-year averages 

of import to GDP (IM), export to GDP (EX), geographical distance form the most developed 

countries (DIST), index of tariff trade barriers (OWTI) and index of non-tariff barrier (OWQI): 

 

log(GDP)i= α + β0 log (IM)i + β1 log (EX)i + β2 log (DIST)i + β3 log(1+OWTI)i+ β4 log(1+OWQI)I+ 

   

Not surprisingly, coefficient β1 have a positive sign, while β0 and β2 have negative signs, 

which means positive impact of exports on economic growth, while imports and geographical 

distance have the opposite effect. As a result of this, we might expect a positive effect of tariff and 

not tariff barriers, since these tools are developed and used to protect a country from imports. 

However, these variables have negative coefficients, what means a negative impact on economic 

growth. There are two basic explanation of this paradox. Firstly, a trade barrier can, in fact, protect 

a country from imports, but it is usually accompanied by a similar instrument from the trade partner, 
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what harms exports. Secondly, trade barriers can lead to isolation of a country from the 

international trade, where an absence of international competition results in slower economic 

development. 

 

Since we believe that removal of trade barriers spurs the economic growth and we bare in 

mind the fact of European single market, it seems more efficient to have a common policy within 

the EU focused on international trade conditions. As some articles misinterpret this policy as a role 

of common foreign policy, it is important to underline, that the position of the EU in the WTO is 

ensured by Common trade policy. Although we are not able to measure the benefits of common EU 

position in the WTO, we believe that multilateral agreements and disputes on trade conditions are of 

crucial importance to the EU member states. On the other hand, for the objectives of this paper, the 

important information is that this common position is realised via common trade policy of the EU 

and not via common foreign and security policy of the EU. The “international trade” is a first pillar 

issue. 

Financial stability 

 

Importance of financial system for the economic growth lies notably in its role of financial 

intermediation and risk management. Information asymmetry, lack of capital or its allocation 

constitute important obstacles to economic activities of different agents and basically lead to 

inefficiency. “According to cross-country comparisons, individual country studies as well as 

industry and firm level analyses, a positive link exists between the sophistication of the financial 

system and economic growth.”26  

 

 

                                                 
26 Speech delivered by Dr. Willem F. Duisenberg, President of the European Central Bank, at the Economics 

Conference "The Single Financial Market: Two Years into EMU" organised by the Oesterreichische Nationalbank in 

Vienna on 31 May 2001 
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Chart 1 Economic growth and credit growth 
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As a result, stability and efficiency of financial sector, as its basic parameters, are generally 

accepted as necessary conditions of economic growth. On the other hand, similarly to the problem 

of “economic influence”, it is clear that financial stability and economic growth are interdependent. 

We can observe this phenomenon in correlation between economic growth and credit growth, 

representing capital allocation (Chart 1). Therefore it is not possible to envisage economic growth 

as a function of financial stability as the financial stability is partly a result of favourable general 

economic conditions including economic growth. Unlike the “economic influence” variable, which 

cannot be in a long run supported without positive evolution of real economic fundaments, we 

believe there are relatively efficient macroeconomic tools to enhance the financial stability also 

during periods of economic slowdown. As a result we can consider the financial stability as a factor 

of economic development. (Hlavatá 1999, Scannavino 1999) 

 

The mandate to promote financial stability has usually the central bank, which can promote 

it via various instruments (e.g. interest rates or prudential regulation). On the other hand, in a wider 

understanding of the financial stability concept overall security is a necessary condition. As the 

financial stability issue is still rather a national problem in every country is not centralised, it should 

be supported by the security of respective country. In case of most EU member states, it is still the 

North Atlantic Treaty Organisation that ensures the security. Therefore, the influence of common 

foreign policy on financial stability via general security is rather negligible.  
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Common foreign policy of EU and its influence on economic variables 

 

 

Objectives of common foreign and security policy of the EU are defined in Title V, Article 

11, Treaty on EU as: 

 

- to safeguard the common values, fundamental interests, independence and integrity of the Union 

in conformity with the principles of the United Nations Charter, 

- to strengthen the security of the Union in all ways, 

- to preserve peace and strengthen international security, in accordance with the principles of the 

United Nations Charter, as well as the principles of the Helsinki Final Act and the objectives of 

the Paris Charter, including those on external borders, 

- to promote international cooperation, 

- to develop and consolidate democracy and the rule of law, and respect for human rights and 

fundamental freedoms.27 

 

Closer analysis of these objectives can explain the essential difference between the common 

foreign policy and a typical foreign policy of single member state. While national foreign policy has 

both diplomatic and economic objectives, which are normally in the line of the definition of 

national interest, common foreign policy has no economic dimension. Such false parallel in terms of 

objectives between a single country foreign policy and the common foreign policy is the most 

common misunderstanding in this field. In other words, the definition of national interest creates 

conditions for cooperation between ministry of foreign affaires and ministry of economy or finance 

within a country. On the other hand, common foreign policy is defined under the pillar II, which is 

not only completely different area, but also works under different mechanism (European 

community versus intergovernmental cooperation). 

 

In the years 1993 to 2005, we have counted 268 tools used within the common foreign and 

security policy (Chart 2), but only a few cases can be considered to have some economic or 

financial dimension. There were only several decisions of the Council about “the reduction of 

economic and financial relations” with third party, decisions about “restrictions of trade” with some 

countries and “freezing of funds” of some entities. 

 

                                                 
27 Title V, Article 11, Treaty on EU 
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Chart 2 Tools used in the common foreign policy 
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Source: www.europa.eu.int. 

 

This empirical evidence is a clear demonstration of the relationship between common 

foreign policy and economic issues. First of all, common foreign policy is a pure diplomacy and is 

has no economic goals. Secondly, if there are any variables having economic or financial 

dimensions, these are only in position of tools of common foreign policy. This means that common 

foreign policy can sometimes use economic tools to support political interests, but it does not use 

political tools to contribute to economic development. This is, as mentioned above, in a strong 

contrast with the single country foreign policy, where it helps to gain some economic advantage e.g. 

by removing trade barriers, spurring foreign direct investments or helping domestic firms to find 

export possibilities. 

 

Conclusion 

 

In this study we have analysed possible positive influence of common foreign policy on 

economic growth of EU member states via three selected channels. These factors: economic 

influence of the EU on international markets, international trade and financial flows and financial 

stability were chosen because of their frequent use in the discussions about possible economic 

benefits of common foreign policy. For each factor, we have estimated its influence on economic 

growth, and than if the causality was proven, we have analysed possible influence of common 

foreign policy on respective channel. 
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 In case of “economic influence of the EU on international markets” we have concluded, that 

it is rather an effect of economic growth, than its factor. Therefore it cannot be considered as a 

channel through which common foreign policy influences economic growth. 

On the other hand, econometric models showed certain sensitivity of economic growth on 

changes in “international trade and financial flows”. This conclusion, also supported by economic 

theory, led to further analysis about possible influence of common foreign policy on this variable. 

However, no such relationship can be confirmed. Parameters of international trade, as a positive 

factor of economic growth, can be improved by common trade policy but not the common foreign 

policy. 

Finally, “financial stability” can be also considered as a factor or at least as a necessary 

condition of economic growth. We can find it not only in economic theory, but there is also 

empirical evidence that effective capital allocation, e.g. via bank loans, is positively correlated with 

economic growth. The problem of interdependence of economic growth and financial stability can 

be partly resolved by existing policy measures to promote financial stability. Still, there is no 

evidence that financial stability can be enhanced by common foreign policy; it is usually the role of 

central bank and supervisory authorities, which also have the tools to promote it. 

To sum up, none of the selected channels having a positive impact on economic growth 

showed to be under the influence of common foreign policy. Unlike a typical single country foreign 

policy which operates both in diplomacy and economy, the common foreign policy of the EU 

pursues political objectives only. Economic and financial dimension in common foreign policy of 

the EU can be found in some tools (restrictions of trade, freezing of funds) to achieve political goals. 
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