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ABSTRACT

According to neoliberal institutionalism, sovereigtates create centralized international
organizations to limit information asymmetries, ntoncompliance, and ensure the credibility of
commitments to agreed-upon policies — in shormieimize transaction costs in a world where the
Coase theorem does not apply. Neoliberal instialism can thus help explain the delegation of
powers to supranational bodies like the Europeamm@igsion (‘Commission’) or the European
Central Bank (‘ECB’). Yet, what we observe in ther&zone in 2010-2013 is the emergence of a
number of influential institutions of decentralizbdrgaining, such as the “Merkozy duumvirate”
and the “Frankfurt Group”, whose creation reversied logic of supranational delegation. To
understand the causes and the consequences ofafhimently anomalous institutions we develop
a model of incomplete contracts. We demonstraté thasmuch as they receive monopolistic
powers, centralized international organizationsatepotential problems of discrimination.

Decentralized institutions are explained by thele iin mitigating these problems.
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1. Introduction

Since 2008 the European Union (‘EU’) is going tilgb one of the most challenging
economic, political, and institutional crises ia 80 years-long history. In the vast majority of EU
countries, and for most of the period, macro-ecanomdicators, the number of corporate
bankruptcies, and calls for beggar-thy-neighbodicigs have all been alarming. To deal with that
unprecedented situation, European leaders creatednaer of ad hoc and informal institutions of
decentralized bargaining, such as the “Merkozy durate” (i.e. the tandem consisting of the
German Chancellor and the French President) antFtlamkfurt Group” (i.e. the decision-making
group consisting of the Chief Executive Officerskaince, Germany, the Commission, the ECB,
the Eurogroup, the President of the European Chuaruil the European commissioner responsible
for economic and financial affairs). This artickeks to explain the emergence of these institutions
given that the main theory social scientists culyeemploy to study international organizations

(‘'10s”) cannot account for them.

Before going on to present the logic of our argumiwo preliminary points are in order. First, our
definition of “institutions” is game-theoreticalofowing Calvert, we define an institution as “an
equilibrium of behaviour in an underlying game ..mitist be rational for nearly every individual to
almost always adhere to the behavioural prescrptaf the institution, given that nearly all other
individuals are doing so” (Calvert 1995: 60). Nthat this definition is not trivial; for exampld, i

contrasts with North’s (1990: 3) better known umstiending of institutions as humanly devised
constraints (or “rules of the game”). The definitiof “institutions” that we adopt in this paper is

further discussed in Section 2.

Second, the ad hoc creation of these informaltutgins of decentralized bargaining (hereafter
‘decentralized institutions’) came at a cost. Tdedmvirate of Germany and France” and the “F-
group” (The Economist 04/11/2011) threatened toeamihe the emerging spirit of the Treaty of
Lisbon. The self-appointment of a few leaders asnfmanders-in-chief” of the Eurozone
aggravated the EU’s democratic deficit, and undeeohi faith in the idea that the EU is a
“‘community of law”. Leftist newspapers run titlesch as “The Great Putsch: Welcome to Non-
Democratic Europe” (Roarmag.org 2011) or “The Meskalecoy” (L' Humanité 01/02/2012).
Right-wing ones wrote about “Europe’s hit squadydiu thought the EU couldn’t get any less
democratic, meet the Frankfurt Group” (The Specta®/11/2011) and “Euro-globalization: The

Merkozy System in Disrepair” (NationsPresse 22/0013 Even the mainstream press denounced
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the absence of “firm legal foundations” of thesstitations, which raises “serious constitutional
problems” (Der Spiegel 16/12/2011; see also Habg2041). And outside the EU, the operation of
these ad hoc institutions strengthened critics. (Rgssia Today 11/11/2011). Given the costs
illustrated above, of course, we must try to disothe benefits which made the decentralized

institutions worth creating.

Our starting point is a striking dissonance betwd#wory and the empirical record. According to
the dominant lens used today to analyze internatioorganizations (‘lIOs’), neoliberal

institutionalism (‘NI'), institutions exist becausiney mitigate certain informational problems
inherent in international bargaining and decergeali bargaining (Keohane 1984; Milner and
Moravcsik 2009; Broz et al. 2009; for an applicatio the EU, Pollack 2003). It follows that such
highly institutionalized setups as the EU shouldneeessary and possibly sufficient to promote
inter-governmental cooperation on all core matwmsered by the corresponding treaties, and
perhaps also various germane ones. 10s are asulaind perhap$he solution; they should not be

a problem. Yet the operation of the EU during tl®®22013 crisis contrasts sharply with the
theory. Far from being deemed necessary and srifi¢td resolve the problems of the financial,
economic, and sovereign-growth crisis, the opematad formal institutions of centralized

bargaining were seen as a problem which had tadently resolved. Interestingly, these included
problems of informational asymmetries and moral andzgenerated by the operation of the

Commission, the Eurogroup, and the ECB.

Among academics, the potentially far-reaching cqueaces of the new institutions have led to
numerous comments on their causes, the unfoldirtgeohegotiations which led to their creation,
and their consequences (see de Witte et al. 2028 of their aspects which remains to be
explored, however, concerns their place in, and ihglications for, the theory of international
institutions in general, and European integratiomarticular. This article starts filling that ghy
taking a perspective rooted in positive politidadary. The questions we are trying to answer are
the following: admitting that 10s are created ttoal states to economize on the costs of their
transactions, wasn't that goal adequately servetthéywaastricht and Lisbon treaties? How can we
account theoretically for the puzzling situationesd supranational solutions create problems which
are addressed by reverting to inter-governmentalistmch was supposed to be the original
problem? Is there any more theory-based and gemsalnation for the new decentralized

institutions than the facile assertion that Fremuesident Sarkozy was incurably obsessed by



upcoming elections or that German chancellor Anyyigakel had the upper hand in all her dealings

with her European partners?

With these questions in mind, the rest of thiscletis organized as follows. Section 2 reviews the
main definitions of “institutions” that emerge frothe literature, and explains why we opt for a
game-theoretical definition. Section 3 reviews tiee-liberal institutionalist theory of internatidna
organizations (‘1O theory’), both as originally ddeped by Robert Keohane and as applied to
European integration. Section 4 presents a fewcbfgts about the new ad hoc institutions,
highlights their interconnection with EMU policiesd politics, and argues that 10 theory cannot
account for their creation and functioning. To stamking where 10O theory gets it wrong, Section
5 turns to an under-explored alternative to 1O tiieoamely the Coase theorem of decentralized
bargaining. Section 6 then produces a novel theatetnodel about the role of the new ad hoc
institutions in EMU in particular, and Europeaneigttation in general, based on the theory of
incomplete contracts. The intuition behind the madesimple: by giving rational re-election-
minded national governments privileged access tornmation about each other’s ideal policy
preferences, decentralized institutions allow thé&m avoid being discriminated against by
supranational bureaucrats. This, we argue, is & rplausible explanation for the observed actions

of numerous actors than extant explanations. Sec¢ticoncludes.

2. Defining and explaining institutions

Institutions are defined by political scientists different ways. Following Crawford and
Ostrom, we can distinguish between two main posdileffinitions: “institutions-as-equilibria” and
“institutions-as-rules” (1995: 582). The first ome typically game-theoretical (see Riker 1980,
Calvert 1995, Schofield 2002), and it posits thedtitutions are the result of mutual agreements
between rational actors: in other words, “a regubmhavior pattern sustained by mutual
expectations about the actions that others wik'tgkrawford and Ostrom 1995: 583). The second
definition sees institutions as the “rules of tleang in a society” (North 1990: 3; see also Ostrom

1986, Knight 1992), and it argues that equilibrfabehaviour (or “shared strategies”) are only a



component of institutions. Another necessary elémaacording to this view, is the sanction

associated with improper or unlawful behavibur.

Between these two definitions, we adopt the fornfmrtwo important reasons. First, we assume
that states areoundedly rationahctors (on the concept of bounded rationalitySieson 1972, and
Gigerenzer and Selten 2002) and we are interesteohderstanding why they choose particular
arrangements over (or together with) others. Thetfat some arrangements are not crystallized in
binding rules must not prevent us from analysingnthif they constitute a tool by which their
members organize their actions and influence tmetioning of other institutions. Second, we
believe that considering institutions as equilibgathe only way to satisfactorily conceptualize
institutional change. An institution can sometinteke the form of a stable set of written rules.
However, as rules are often changed through tinse, ppimary interest is in explaining what
happens between two different set-ups — why and institutional change happens. To do so, we
need to turn our attention to the “interstitial atien ofinformal institution$ (Farrell and Héritier
2007: 286) that arises when some equilibrium issustainable or optimal for all the actors. It is
through the creation of informal institutions tHiatmal institutions (rules) are then amended. The
creation of informal institutions is favoured byetimcompleteness of contracts, i.e. the fact that t
rules are “vulnerable to reinterpretatiern postin circumstances that were not initially foreseen”
(Farrell and Héritier 2007: 289). In an institut@drsystem like the EU, where many rules can be
changed only via unanimity, all actors tend to usfrmal institutions to negotiate better

bargaining positions in future negotiation rounskse(also Farrell and Héritier 2003, Héritier 2007).

Some may say that, if institutions do not necelssamply the existence of formal rules, it becomes
difficult to ascertain what is an institution andhat is just an ephemeral agreement between two or
more actors. Calvert, whose definition of instibatias “an equilibrium of behaviour in an

underlying game” we have adopted, clarifies th@0gt 73-74):

“[wlhen [expectations about the behavior and readti of others] take on a
particularly clear and concrete form across indiaild, when they apply to
situations that recur over a long period of timad @specially when they involve

highly variegated and specific expectations abbatdifferent roles of different

! crawford and Ostrom indicate another possiblenitedin, that they label as “institutions-as-normi¢’is mainly
adopted by sociologists (see Coleman 1988, EIS®®)] according to whom institutions entail someialareaction to
what is perceived as a “wrong” behaviour.
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actors in determining what actions others should,tave often collect these
expectations and strategies under the headinmsitution’” (emphasis in the
original).

Therefore, to have “institutions” we ought to hawé'clear and concrete form”, something that
recurs “over a long period of time”, and, above ‘@pecific expectations” about how actors that
form the institution shape the behaviour of othepes. Is this the case for the phenomena we aim
to analyse in this paper? We deem it is, becauszkdty' and the ‘Frankfurt Group’ possessed all
of the three above mentioned characteristics. ,Rhsir form was clear. They had regular meeting
during their existence, and they let the otherrackmow that they were meeting, deciding, acting.
Although their form did not rely orformal rules, they were clearly identifiable: both their
membership and their objectives were unambiguoesor®l, they lasted a relevant amount of time.
In this respect, time must not be measured in absdérms, but relatively to the amountevients
that take place in a certain period. By “eventsflowing Riker's (1957, 1990) definition, we mean
definite and “unambiguous” ones. An events is abgr®d unambiguous “when the movers and
actors of its initial and terminal situations ahe tsame” (Riker 1990: 178)Consequently, to be
meaningfully analysed by social scientists, eventst be short and definite: summits, meetings,
ministerial appointments, and so on. It is therefeasy to note that many of these events took place
in the period in which these decentralized insbng existed: there were frequent bilateral and
multilateral meetings, governments resigned ancersthwere appointed, formal and informal
agreements were agreed on. Third, the institutisingped specific expectations among their
members and among non-members as well: all of veats that occurred in that period had a
particular outcome because the actors that paateipin them knew about the existence of (and

was influenced by) these decentralized institutiab®ut their preferences, strategies and goals.

3.10 theory and european integration

IO theory provides the dominant theoretical fraragwto interpret and analyse international
institutions (i.e. rules, organizations, and re@in&inding its inspiration in the work of econotsis

Roland Coase and Oliver Williamson on transactiosts; the theory posits that international

2 According to Riker, focussing on this kind of et&is the only way for social scientists to avaibigariness and
imprecision.



agreements can be thought of as economic bartesattions. Just like an economic transaction
may consist in supplying 20 megawatts of eleciriait exchange of 1,000 hours’ worth of legal
services, so an international agreement consist&ién(or more) country agreeing to change some
policy in exchange for changes by some other cguntsome of its own policies. Because these
are barter arrangements, payment may not occtieagxact moment the transaction is agreed. Yet
a promise to pay in the future may be cheap tatkl this creates a series of problems (e.g.
becoming locked into a relationship with an untwgsthy partner who is thereby able to extort
benefits by the other party). Anticipating suchlpems, the parties will either give up on their
potential transaction, which leads to Pareto-igedficy, or create appropriate governance structures

to mitigate the risks of guile, untrustworthinessextortion.

According to neoliberal institutionalists, that eomic reasoning has an obvious parallel in
international relations. Despite the fundamentadiyarchic nature of international relations,
international institutions structure relationshipsstil confidence that “payments” will indeed be
made, and thereby make transactions possible.hier etords, they “matter” because they resolve
problems of asymmetrical information and make cotmants credible. In fact, the distinguishing
characteristic of 10 theory is its claim that whadtters most in the world of international politiss
the configuration of information and institutiorie( neither, as realists argue, the configuratibn
capabilities, nor, as pure liberals argue, theigonftion of state preferences — see Moravcsik 1997
513). And the proof of the pudding is in the eatiignternational institutions did not matter, the
sovereign states would not get into the troublerefting them in the first place. 10 theory is thus
rooted in the idea that, even when actors have caminterests, international cooperation may fail.
This may be due to a number of reasons, such asdh)incentives to defect (as in the prisoner’'s
dilemma); (2) the non-iterative nature of transawdi (as in one-shot games of collaboration,
including the prisoner’s dilemma played a knowinfjhite number of times); (3) the high number
of actors, which makes mutual monitoring difficudt;, (4) problems of information asymmetry (as

in principal-agent models of moral hazard).

Just as in Coase’s and Williamson’s works on tretnsa costs and the limits of firms, however, the
real possibility of failure in international relatis is not the end of 10O theorists’ story. Accogdin

Keohane, international cooperation is not bouniiloInternational institutions reduce the range o
expected behaviour, limit uncertainty, and spreddrmation widely. This, and the possibility to
create issue linkages, leads to lessened risksooélnmazard. “The central conclusion is [that]

international regimes can facilitate cooperationmdgucing uncertainty.” (Keohane 1984: 97)



Thus, international institutions, organizationsd aegimes perform essentially four cooperation-
enhancing tasks. First, they reduce contractualiguitip by setting standards of behaviour which
allow all parties to determine whether an actoviedating an agreement. Second, they reduce the
costs of joint decision-making by routinizing prdoees and decisions. Third, institutions such as
IOs also facilitate cooperation by providing medkars for the authoritative resolution of disputes.
And finally, they provide ways to acquire infornm@tion compliance, not only by permitting on-site
inspections, but even when self-reporting is thertisig point of official discussions. Hence,
“Regimes are important not because they constitetdralized quasi-governments, but because
they can facilitate agreements, and decentralinéat@ement of agreements, among governments.”
(Keohane 1984: 244)

Although Keohane’s 10 theory was illustrated by tBeneral Agreement on Tariffs and Trade,
other scholars found it useful to understand EUitutgons. Pollack (2003) and, with some
variations, Moravcsik (1998) and Franchino (20@g}, out to understand who does what and why
in the EU. Applying Keohane’s transaction cost-enuizing logic, Pollack argued that national
governments delegate powers to centralized supoaaatinstitutions because these “solve
problems of incomplete information (by providinglipg-relevant information to legislators) and
credible commitments (by monitoring legislators’nggiance with their agreements and by
providing independent regulation of powerful ecomoractors).” (Pollack 2003: 6). Similarly,
according to Moravcsik, “Delegation and pooling epp to have been employed primarily to
implement or enforce prior agreements by preconmmitjovernments to greater compromise and

thus more efficient decision-making.” (Moravcsik9Bd 485-86)

4. The puzzle of decentralized institutions

This section turns to a description of the de@dizied institutions that were created in 2011.
We focus on the two institutions which we deem édtie most important, namely “Merkozy” and
the “Frankfurt group” (other decentralized instibumis that either appeared or were strengthened
during the Eurozone crisis concern the coordinatibnorthern creditor countries, chiefly Finland,
Germany, and The Netherlands, and that of souttiebor countries, primarily Italy and Spain).
Both emerged in 2011 as a way to push for fastedfettive solutions to the European sovereign-
debt crisis that had been intensifying since |&@% The puzzle that they create for IO theory can

be summarized as follows: why did some countried @presentatives of 10s need to establish



informal and decentralized institutions if thereeally existed many IOs and institutions that
allowed them to propose, discuss and adopt the unesmghey pushed for? Were the existing
institutions more an obstacle than a means to shlv@roblems that European leaders faced? If this
is the case, then current theories of Europearyration and the role of 10s might need to be

amended.

“Merkozy” graphically characterizes the tight redatship between German chancellor Angela
Merkel and former French president Nicolas Sarkoazlip engaged on sustained coordination
beyond the traditional limits of the Elysée Treafyl963. The institution was first named by Dutch
newspaper De Telegraaf on February 5, 2011 (‘End®a krijgen korset aangemeten’), when it
became evident that the two political leaders watermined to steer the EU decision-making
process in the forthcoming months, particularlynwitgard to the measures to be taken in order to
solve the European sovereign-debt crisis. The ioglship took the form of frequent bilateral
meetings before and between EU summits, commonopad® and press conferences, and even
joint electoral campaigning. Merkozy conveyed thessage that they strongly agreed on the main
issues on the Eurozone agenda, and that they e&zamdned to see their proposals adopted by all
Eurozone members. Merkozy was an institution bex&arkozy’s main concern was to preserve
France’s “triple-A” bond rating by showing himsélflly committed to implementing German-like
austerity measures, while Merkel needed to showetben a traditionally anti-austerity country like

France agreed with her policies.

Our intention here is not to explore minutely tloatingencies that led the two leaders to form such
a coalition. What is more relevant for us heréna they found it necessary to do so. It goes witho
saying that France and Germany had not the sanmatdt goals at the time. However, as
mentioned above, they both deemed that the “duwt®’irserved their purposes better than
ordinary bargaining within EU institutions. At tkame time, we do not assess if the decisions they
pushed for were good or bad for the governancéeflebt crisis, but we point to the fact that, as
long as theidiaison existed, it was rather effective in imposing it®noagenda on such diverse
matters as the Tobin tax, the super-commissionetht Euro, the hair-cut on the Greek sovereign

debt, the strengthening of fiscal governance, ahdre?

3 see respectively The Guardian, “Sarkozy and Mer&klfor 'true economic government' to save Eune?p16
August 2011 http://www.guardian.co.uk/business/2011/aug/16aykmerkel-economic-government-eurozpne
Reuters, “Sarkozy and Merkel’s letter to Van Ronip0@y December 2011,
http://www.reuters.com/article/2011/12/07/us-eurmg-drance-letter-idUSTRE7B612Y201112®arroso, J.M. Durao,
“Briefing on the conclusions of the European CoLiotER6/10/2011” 27 October 2011,




The so-called “Frankfurt group” is another infornmradtitution that was very active towards the end
of 2011 and throughout 2012, and whose decisione weicial in reaching an agreement, among
other things, on the second Greek bailout loan amdenlarging the capital guarantee of the
European Financial Stability Facility (‘(EFSF’). Thame of the group comes from the fact that its
members (Merkel, Sarkozy, ECB President Draghi,opean Council President Van Rompuy,
European Commission President Barroso, former Eaupy President Juncker, International
Monetary Fund (‘IMF’) President Lagarde) met foe tfirst time in Frankfurt at a farewell party
organized for former ECB president Trichet on 19dDer 2011. The group had another meeting
before the EU Council of 23-26 October and frequereietings were reported during the G20
summit in Cannes (3-4 November). During the G2Be Frankfurt group is reported to have
discussed (and rejected) former Greek Prime Mini®tapandreou’s proposal of holding a
referendum on the bailout agreement signed at rideoé October, and to have pushed ltaly to
accept IMF’s monitoring over the implementatiorttué fiscal austerity measures it had promised in
August 2012

As mentioned above, if 10 theory is right, thenelgcalized institutions such as “Merkozy” and the
“Frankfurt Group” should not have existed at allod specifically, if international institutions
(rules, organizations, or regimes like the EU, @@mmission, the ECB, and the Eurogroup) were
created to solve otherwise unsolvable problemsooperation, including in the monetary realm, it
would be ironic to assume that these solutionsterd@ir own problems of cooperation which
command the creation of a new layer of internatiomstitutions. After all, there is no visible etml
that sequence: the second layer of institutions alsy create problems of cooperation, which may

need a third layer of institutions, etc. So, ifl@stheory has it, centralized institutions areessary

http://europa.eu/rapid/pressReleasesAction.doete=SPEECH/11/71Der Spiegel, “Tough Words: Merkel and
Sarkozy Halt Payments to Athens”, 3 November 20itb;//www.spiegel.de/international/europe/toughreigmerkel-
and-sarkozy-halt-payments-to-athens-a-795638.I8e® generally, Frankfurter Allgemeine ZeitungAgF), “Berlin
und Paris tibernehmen die Fihrung”, 2 December 20fdt//www.faz.net/aktuell/wirtschaft/merkozy-berund-
paris-uebernehmen-die-fuehrung-11549225.html

% Several sources report that at the G20 summitosielhber 2011 there were delegates wearing badgbs &Groupe
de Francfort (e.g. “A crisis? Call the F-team”, The EconomiétNovember 2011,
http://www.economist.com/blogs/charlemagne/201 Hadds-frankfurt-group

® Der Spiegel online, “Tough Words: Merkel and Saskblalt Payments to Athens”, 3 November 2011,
http://www.spiegel.de/international/europe/toughrgigemerkel-and-sarkozy-halt-payments-to-athens&638.html
®La Repubblica, “Italia, sorveglianza rafforzatdla&e. Berlusconi: "Fmi € come certificazione bi#"”, 4
November 2011http://www.repubblica.it/economia/2011/11/04/nev®qultimatum_italia-24390352

®For a very critical view on the anti-democraticuratof the Frankfurt Group, see The Huffington Ptderkel’s

Chilling Vision of a Post-democratic Europe”, 2hdary 2012http://www.huffingtonpost.com/rory-fitzgerald/angel
merkel-eu_b_1235889.html
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and sufficient to minimize otherwise prohibitiveaisaction costs, why did such rational,
experienced, and resourceful politicians as Merkarkozy, Juncker, or Draghi revert to de-

centralized bargaining?

Even admitting that the decentralized institutiorese created to alleviate problems created by their
predecessors, a theory which claims that treatiessgned to solve problems created by other
treaties which were themselves signed to solvelpnab of credible commitments fails in terms of
both analytical traction and theoretical parsimomy. addition, note that by the time the
decentralized institutions were created, Eurozomembers were not only members of the EU
(including the ECB and the Eurogroup), but alsthef Organization for Economic Cooperation and
Development (‘(OECD’), the World Bank, the IMF, tBank for International Settlements, as well
as of the United Nations, the North Atlantic Tre&@yganization, West European Union, and the
Council of Europe, and they maintained close hidtdiplomatic relations. Their officials thus met,
discussed, and monitored each other in severahddpeums on a daily basis, covering all relevant
matters. According to 10 theory, “above all, [sudhgtitutions help states reach a collectively
superior outcome by reducing the transaction cofsfarther international negotiations on specific
issues and by providing the necessary informatoretluce states’ uncertainty about each other’s
future preferences and behaviour.” (Moravcsik aokir@melfennig 2009: 72). It follows that, seen
under the light of 10 theory, the new decentralizestitutions seem at best superfluous, and
otherwise counter-productive. Yet, they were nobituous pieces of monetary diplomacy between
stable partners with identical positions. Ratherwa argued above, they came at a great political
cost, both domestic and international. In the lagguof game theory, then, these were not part of
“cheap talk” diplomacy; on the contrary, they santostly (and therefore credible) signal that the
governments involved wished to go well beyond wtiedir 1O obligations imposed on them.

Considering these costs, their creation is puzzling

Three possible, but ultimately unconvincing, ansaterthat puzzle include: (1) the possibility that
these institutions were needed to coordinate aresssvell beyond the remit of extant institutions;
(2) the possibility that the new ad hoc institusarorrespond to the transaction cost-economizing
logic of full-blown integration; and (3) the postilly that they were actually substitutes to the,EU
the ECB and the Eurogroup, in the sense that these vaimed to torpedo all efforts towards
supranational integration by the extant institusior¥et none of these explanations seems

convincing in light of the empirical record.
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The first one is not convincing because it assuthas the newad hocinstitutions... were not
institutions in the end, but at most informal megs of actors who happened to agree on some
issues on the agenda in the organization they wareof. This is self-evident in the case of the
Frankfurt group, for which there were no commortiinBons and there was no agenda (except the
one the group itself set). On the other hand, alsthe case of “Merkozy” we have shown that
France and Germany did not agree to the same edttealdt the proposals they made. In some cases,
they advanced plans that were clearly pushed forFtance, like the “Tobin tax”. In other
occasions, France backed proposals that had bsepiit forward by Germany and other countries
of the pro-austerity front (such as the Netherlands-inland) — this happened with the “super
commissioner” proposal. Finally, in other cases tthe countries reached an agreement starting
from very distant initial preferences (see the cabehe EFSF “upgrade”). In other words, if
everything France and Germany needed was cooraiinathong countries with similar preferences
in view of building consensus for their proposathie Council, they would have found better allies
in all of these issues. Occasional coalitions omowus issues on the agenda happen all the time in
EU politics. The way EU institutions are designéldves for discrete negotiations and diplomacy,
and by no means requires sending costly signatsfiihstrate allies and potential allies. The facts
prove that preserving the “duumvirate”, and showtmg in fact it was something more than “cheap
talk”, was more important than just coordinatingsomgle topics.

The second and third answer must also be rejeligtthing leads to believe that “Merkozy” and the
“Frankfurt group” were the prelude to further intagon between the actors who took part in them.
Not only this or similar outcomes never happenedene close to happen, but they were also never
declared (implicitly or explicitly) or aimed for bthe members of these institutions. Suffice it to
mention that for France, participating in theseiinBons was rather part of a strategy to reaffitsn
national sovereignty in foreign politics and to adate an “intergovernmental Europe” (quoted in
Dehousse 2011) not to delegate sovereignty to aghpranational organizations. Similarly, it
cannot be said that the newd hocinstitutions were meant to replace or dismant&edkisting EU
institutions. This is true for “Merkozy”, which abys exerted its leadershipthin EU institutions
and in order to steer their decisions, but alsatier“Frankfurt group”, that was composed by the
highest representatives of those existing instingj that were in this way legitimizing and

reinforcing each other.
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5. Decentralized bargaining and the coase problem

To start building an alternative perspective amplace of the new ad hoc institutions in the
logic of European monetary integration, this sectrevisits a possibility explicitly rejected in
Keohane’s 10 theory, namely that decentralized. (wen-formally institutionalized) bargaining
among states may actually be as efficient, if mote efficient, than institutionalized cooperation.
To do so, we first present Coase’s theorem of demliered bargaining, then review Keohane’s
argument against relying on that theorem, and lfindiscuss the merits and the limitations of
Keohane’s critique. We conclude that the decemwdlicooperation sustaining the new ad hoc

institutions may actually have made more econoemss than what 10 theory would predict.

In his famous theorem, Coase argued that the existef an external effect associated with a given
activity did not inevitably require government intention (Coase 1960). On the contrary, Pareto-
optimal solutions to such externality situationa céten be worked out between the affected parties
without the help of some central authority (“thezgoament”). Moreover, the nature of the outcome
is independent of the assignment of property rightsordingly, for example, an Italian or French
policy which might produce adverse effects on Gerwynar Finland should be more efficiently dealt
with in a direct, inter-governmental fashion thamough the mediation of the Commission or the
ECB.

To see how the Coase theorem might work, considdis@ete case applied to Franco-German
relations in the Eurozone. Let the French goverrnrbenrunning a chronic fiscal deficit, thereby
creating a debt problem which harms both Germarkdand the German public in general (e.g.
French policies encourage southern debtor couhfpiedligacy, lead to so-called hair-cuts, and
weaken of the Euro, which Germans do not want)s Tras an electoral cost for the German
Christian-Democratic government: given the Frenalicy, it commands the support of only twelve
million German voters, and this makes it potentialiinerable to the Social Democratic Party. But,
if the German Christian-Democratic government caulske France limit its deficit and reign in
that of southern debtor countries, it could projgself as a more efficient protector of German
savers and consumers, and could therefore comrharglpport of fourteen million German voters
— which would do away with the Social-Democratietit. On the other hand, French deficits bring
in 500,000 votes to the French Gaullist governmehich is in the context of French politics is
important, too. So, should the French governmenfiobsed to eliminate its deficit, or should the
German government have to fear electoral defeat?elsolution dependent on the existence of an

IO like the European Commission or the ECB?
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Consider first what outcome is socially efficieAtsocial planner aiming at maximizing the utility
of that group of politicians as a whole would comgpahe benefits that the French Gaullist
government gets from running a deficit to the cotat the German Christian-Democratic
government bears from it. If the benefits exceesl dbsts, it would be deemed efficient for the
French Gaullist government to keep its externaligyperating policy, and for the German Christian-
Democratic government to live with it — and vicesae Further, according to the Coase theorem,
inter-governmental negotiations between the twoegawients will reach the efficient outcome on
their own, without the need for external interventiln a first step, the German government can
offer to pay the French government to eliminate dieécit. The latter will accept the deal if the
policy the former offers yields more votes than theficit does. If, for example, the French
government would benefit by 800,000 votes from aramprotectionist reform of the Common
Agricultural Policy (‘CAP’) and an exclusion of ¢utal products from all international trade
negotiations, then it might be tempted to indeeghtfithe deficit and accept the German
government’s proposal for a new CAP and a protedidrade policy for the culture sector.

Crucially, by bargaining over the price of theiraflethe two governments can always reach the
efficient outcome without the need to set up algoBuropean Commission or an ECB. For

instance, suppose again that the French governgesata 500,000 votes benefit from running a
deficit and the German government bears a 2,000y06 cost from it. In this case, the latter can
offer the former a policy worth 500,000< p < 2,000,000 to get rid of the subsidies. Assuming
French factors of production can be costlesslypkged, the former should accept, particularly if

p > 550,000 or 600,000 (i.e. if the benefits are obs). Hence, both parties are better off than they

were before, and the efficient outcome is reached.

It is possible, of course, that the German govemtmeuld not be willing to offer any policy that
the French government would accept. For instanggpase that the French government gets a
2,200,000-votes bonus from the subsidies and tieaGerman government bears a 1,800,000-votes
cost from them. In this case, the French governmenid turn down any offer of a policy which
would yield less than 2,200,000 extra votes, while German government would not offer
anything yielding more than 1,800,000. Therefohe, Erench government would end up keeping
the deficit. Given these political costs and bdsehowever, this outcome too would be efficient.

13



Note finally that the result of efficient decenizald bargaining does not depend on the assumption
that the French government has a legal right tdempnt a policy of deficits (which, under current
rules, it does in the short-run). Although the rilittion of such rights (e.g. the treaty rules mcdl
deficits and public debt) does ultimately affeat whistribution of political well-being, it does not
affect the parties’ capacity to reach the efficientcome. For instance, suppose that the German
government can legally compel its French counténmarun a balanced budget. Although having
this right works to the German government’s advgeté probably will not change the outcome. In
this case, the French government can offer to {ga@@rman counterpart to allow it to run a deficit.
If the benefit of that policy to the French goveenhexceeds the costs it imposes on the German
government, then the two governments will strikeaggain in which the French government keeps

its policy.

To be sure, the Coase theorem does not always aottnter-governmental solutions may not
always work. In particular, the theorem appliesyowhen the interested parties have no trouble
reaching and enforcing an agreement. In the redbwiloowever, bargaining does not always work,

even when a mutually beneficial agreement in pésgég. Fearon 1995). According to Keohane,

The Coase theorem has frequently been used to shewefficacy of
bargaining without central authority, and it hacasionally been applied
specifically to international relations. [It] coulzk interpreted, therefore, as
predicting that problems of collective action coddsily be overcome in
international politics through bargaining and mlitagjustment. ... [But this
fails because] Coase specified three crucial camditfor his conclusion to
hold. These were: a legal framework establishirapility for actions,
presumably supported by governmental authorityfgeennformation; and
zero transaction costs (including organization £@std the costs of making
side-payments). It is absolutely clear that nonéhese conditions is met in
world politics. World government does not exist,king property rights and
rules of legal liability fragile; information is éemely costly and often held
unequally by different actors; transaction costacluding costs of
organization and side-payments, are often high.sTéwinversion of the
Coase theorem would seem more appropriate to dajectu In the absence
of the conditions that Coase specified, coordimatud| often be thwarted by

dilemmas of collective action (Keohane 1984: 87).
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Keohane’s influential argument is not without meriNevertheless, at least two of its core points
may carry less weight than it seems. First, theraa a priori reason to believe that information
regarding partner states’ preferences and polisiess prohibitively expensive as argued in the
guote above. As long as we focus on democratiestaith a functioning parliament, press, and
diplomatic corps, the cost of acquiring such infation does not seem to be excessively higher for
a foreign government than for the national govemminitself. (Note that this may not necessarily be
true in business and economics, where the realdwievance of the Coase theorem is rightly
guestioned; here, if a business firm has no lepibation or strategic reason to make its future
plans known publicly, acquiring that information yriadeed be costly for outsiders.) In the context
of France and Germany in the Eurozone, their commembership of the EU, the Elysée Treaty,
the OECD, the IMF, the World Bank, and several deéeorganizations points to the opposite

conclusion than Keohane's.

Second, and perhaps more importantly, Keohaneisitleh of transaction costs is ambiguous, and
their importance is exaggerated. His ambiguity sténmm the “actorlessness” of his argument. The
personification of states as players on the intewnal arena allows Keohane to attribute to them
calculations of transaction costs which (assumhmey tactually happen) are necessarily made by
some sub-state actor. This may be a political p@ty. the incumbent executive), a ministry (e.g.
the ministry of foreign affairs), some more complersganization (e.g. a parliament), or even
private-sector actors (e.g. peak business assmtstiYet, each of these actors has its own utility
function which may or may not include a negativemtdor transacting with foreign leaders. It
follows that the cost of transacting with foreigates does not affect these actors in the same way.
In short, what may seem to Keohane to be a veryyctwansaction from the point of view of states
as a whole may not be one for specific decisionarakFor example, not only did President
Sarkozynot avoid transacting with foreign leaders, but hergjteened the rule that European and
foreign policies were hisdomaine réservé (For a serious journalistic account of how poléns

strive on rising transaction costs, see Paxman.2002

Finally, Keohane almost certainly exaggerates ¢kellof transaction costs. First and foremoss it i
meaningless to talk about transaction costs witlboatparing them against production costs. In the
economic theory of transaction costs, these octgrevan agent seeks to economize on production
costs (e.g. when a shoe manufacturer is unhappyhtmrice she has to pay for leather, and

therefore decides to scan the market, spot a ntongetitive leather supplier, and negotiate a better
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contract). Consequently, as long as economiesadygtion costs are higher than the expense in
transacting, the absolute value of the latterredervant. Second, although transacting on an ad hoc
basis certainly raises costs, transacting in attutisnalized environment is neither costless nor
necessarily efficient either, since institutionatisn gives partners a certain monopoly power. And
finally, Keohane erroneously includes “costs of amgation and side-payments”, which are
production costs, and which occur under both deakr¢d and centralized mechanisms of
governance, under the category of transaction cbstsexample, to the extent that they form part
of the final “price” paid in a transaction, sideyp@ents occur even in transactions which are
virtually frictionless. In fact, side-payments aesd have always been, routinely arranged in the
EU, despite the highly centralized and institutieesd nature of these organizations. It followsttha
the real transaction costs of decentralized bamggimay actually be considerably lower than the
productive efficiency of this mode of decision-maki and at any rate lower than speculated by

Keohane.

For all these reasons, decentralized bargainingdsst member states of the Eurozone may not be
as irrational as 10 theory would have it. Merkedyzy, Juncker, and others may thus have chosen
to create new ad hoc institutions because of sdfiveeacy unaccounted for by the theory. Can this
possibility be incorporated into a theory of Eurapentegration, or a theory of delegation to 10s?
We take up this challenge in the final substansieetion below.

6. An incomplete contracts theory of EU institutions

This section presents the first steps towards emrth of European institutions which
accommodateboth supranational organizations such as the Commisanohthe ECBand inter-
governmental institutions such as the Elysée treaty Merkozy, or mixed ones such as the
Frankfurt Group. What we propose here does nohéhte offer a substitute to 10 theory, but to
amend it in order to account for the new ad hottut®ns. Whereas 10 theory answers relatively
well why IOs are created, and correctly insiststioa far-reaching implications of the fact that
contracts between two or more states are neveilatenough to take into account all possible
future contingencies, it does not offer much imeiof analyzing actual 10 behaviour. To the extent
that the new ad hoc institutions aimed preciselgaatecting 10 behaviour, the latter forms part of
governments’ calculus, and should therefore begmated into our theories of European integration

and European institutions.
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The theory proposed here can be summarized aswvilldwo national governments seek to
cooperate in a game with mixed motives, wherebyi@ling policies with each other produce
certain gains, but (b) outperforming each other ian electorally valuable
asset. Anticipating opportunistic behaviour froncleather, these governments consider delegating
powers to an international bureaucrat. Yet, cowttar the usual claim found in the literature,
provided certain realistic conditions are met, tasnot possibly be an equilibrium institution, for
the monopolistic power conferred on such a buredweould allow her to discriminate between the
two governments at the implementation stage. (T be for different reasons, such as that
discrimination reinforces the bureaucrat’s bargainposition in subsequent legislative rounds, or
that she can profitably trade clemency in one politmension for support on other policy
dimensions.) The two national governments will eptate the negative effects of such
discrimination and will either revert to a Courrie equilibrium of lower levels of cooperation, or
will (i) design an international organization wititernal checks and balances; and (ii) coordinate t
learn each other's type before the bureaucratisanminate.

Before giving more analytical explanations of tlious steps of the theory, note preliminarily that
the underlying assumptions are realistic and/oethasn previous empirical findings. First, all
players (i.e. the supranational bureaucrat, theomat governments, and important opinion leaders
within the two states) are rational, in the setsd they hold fixed and transitive preferences over
all possible alternatives. Second, all playerslitytifunctions incorporate the implementation
measure of each national administration (see Fraack007: 31). As in Keohane’s 10 theory,
member states “trade” policies. It follows that amber stat&X wants to sell its policx to another
member state&y at the highest price possible (i.e. it wants to ¥@mplementing as muck as
possible, while itself being forced to implementlittte y — Y’'s policy — as possible). Third, the
trade between member states occurs before implat@nti.e. European treaty amendments and
other package deals occur before implementationthamember states “pay” before their policy
gets implemented). Fourth, even though nationakguwents may or may not exhibit a positive
ideological predisposition towards further Europeategration, this is always conditional on
maximizing their probability of re-election. Furthethat probability is best served when a
government is seen as outperforming its peerdh,Rfunitary international bureaucrat may exhibit
a positive ideological predisposition towards fertliEuropean integration, but, if there is a conflic

between that goal and maximizing its powers andréison, the latter prevails.
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In this theory, the starting point is that, to attrdelegated power, the supranational bureaucrat
needs to commit to non-discriminatory implementatid/hereas internal checks and balances can
be of some help, their absence (i.e. where theabarat is a unitary actor) prevents her from
credibly committing to uniform implementation. Rirsto take a generic and substantively
meaningless example, suppose two national govensmA@nand B, are interested in trading
competition and gender equality policidsmay want to trade competition policy withbecause it
fears business firms iB's country may enter horizontal and vertical agreeta which foreclose
their market toA's exporters. SimilarlyB may want to trade gender equality policy whtlbecause

it wants to eliminate the possibility that busiressA’s country may be more competitive due to
their paying female workers less. (Another, pogsibre substantively meaningful, example might
be a transaction involving supranational supermigb national budgets and euro-bonds.) Hence,
from the point of view of the two governments, theray be scope for political gaindrom trade.
Nevertheless, to the extent that neither governwentd implement the other’s policy outside their
trading relationship, they both make asset-speafi@stments (i.e. investments they would not
have made were it not for their deal). Followingvet Williamson’s theory of transaction cost
economics, this renders them vulnerable to hold-(g8liamson 1996Y. For example A may
suspect that, even if it grants women (costly) argivages in its domestic econonBywill never
implementA’s competition policy. Thus, one or both national/grnments anticipate opportunistic
behaviour by the other. Following the mainstreagid®f 10 theory described in section 2 above,

this leads them to delegate powers to a unitagrmational bureaucrat.

But the story cannot possibly end there. As the irsegature on principal-agent models of EU
politics attests, the bureaucrat’s incentives apé mecessarily aligned with those of national
governments. Suppose the redistributive effecth@two policies are well-known, and that there is
agreement over the total value of the gain&iven the terms of the trading agreement between
andB, the bureaucrat must then implem@&rg competition policy both iA's countryand inB’s
country, andB’s gender equality policy both iB's countryand inA’s country If the bureaucrat
promised to implement exacté’s competition policy in both countries and exadB¢ gender
equality policy in both countries (i.e. if she ga®eand B exclusivity in the definition and

implementation of their respective policies), thite two national governments would agree to

"\t is also conceivable that counfiyhas an intrinsic motivation to implement the pplat countryD. (See, for
example, Meseguer 2009 on policy diffusion.) Intitese, ifD incentivizesF to implemenD’s policy, F will interpret
the extrinsic incentives as a signal either ableetdifficulty of the task, or abol's true type. Hence, extrinsic
incentives may crowd out intrinsic ones in a sefeéting manner. (See Bénabou and Tirole 2003) [dgis may have
far-reaching, but as yet under-studied consequencgmlicies of conditionality, including outsidiee EU.
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delegate powerp to the supranational level, up to the point wherez. However, once she has
taken the first implementing decisions in competfitpolicy inA, the bureaucrat has an incentive to
renege on her promise to apply a “purelike policy, and to engage in opportunistic belavi
She can now offeB preferential treatment, probably in the form afeal whereby, in exchange for
more lenience in the application of competitioni@pin B’'s country, she received®s support for
more delegation of powers to the supranationallldizehe promise® she will only make such a
proposal once, andl believes that, the bureaucrat would obtain upnta@ditionalz/2 from B. By
the same token, of coursgwill have made a loss equal#f2, since its business firms will not get
access t@'s market. Oncd8’s support is cashed in, the bureaucrat could dcstime withA over

the implementation of gender equality wages.

Of course A andB should anticipate all this, and if the bureaugvate unable to commit to non-
discriminatory implementation of policies, nobodyowid accept paying a specific price in
exchange of highly uncertain benefits. Since nafiggovernments know that the bureaucrat has an
incentive to renege on her promises, and thatwilisentail an electoral cost for them, the logical
outcome is that there is no trade and no delegadidhe supranational level. From a welfare point
of view, this Cournot-like equilibrium may be goadws for domestic democracy; however, it is
bad news for all those who stood to gain from thendaction (including the prospective
international bureaucrat herself). The only soluts@ems to consist in finding a way to make the

bureaucrat’s commitments to non-discrimination ityed

That is precisely what is achieved by designing ithiernational bureaucratot as a hierarchical
unitary actor, but as a collegiate organizatiorghsas the Commission or the ECB. Collegiality
operates as an effective internal check againstreabicrat who might be tempted to discriminate
between member states. For, even though the te#&tidbid commissioners from acting as
representatives of their respective member stateg, commissioner (or member of the ECB’s
board) whose country of origin might be knowingigatiminated against would obviously trigger
the alarm bell. This, we believe, is a first prahary result of the theory proposed here: we finall
have an explanation for the curious, administréiweefficient but politically crucial, structurefo

the Commission and the ECB.

Unfortunately, however, collegiality is not a paeac- had it been one, there would be no reason
for de Gaulle and Adenauer to negotiate and signBlysée treaty, or for Merkozy to seek to

appoint a super-commissioner in charge of the Esge Karagiannis and Guidi 2013). In order to
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be able to operate as an internal check and balancpotentially discriminating bureaucrats,
members of the college must have (a) full informaton each other’'s important business, (b) the
possibility to set the agenda, and (c) the possilid vote by majority rule. Yet, these are pretys
the attributes of systems which do not yield raiprstable outcomes. According to Arrow’s
impossibility theorem, the preferences of the memld a voting body display a modicum of
diversity, then majority voting need not generatigaasitive ordering of the alternatives available
for choice; rather, the alternatives cycle, evesutgh individual preferences are coherent. Indeed,
incoherence will often take the form of the nonstemce of a collectively “best” alternative, and
the final outcome will therefore be arbitrary (Hihiand Munger 1997: 95-99). It follows that
neither the individual members of the voting body wutside observers (in this case, national
governments) can know the results before the oenaer of the vote. Thus, collegiality introduces
an element of uncertainty which might have beendiiicult for national governments to cope
with, particularly in the context of the Eurozongsis. That uncertainty, we submit, together with
the risk of a “decision trap”, is what Merkel, Sazrl, Juncker, and other European leaders aimed at
limiting by creating the new ad hoc institutiong; &mmitting to work towards reaching common
positions before supranational bureaucrats brotingimh before dait accomplj they made clear that

the modicum of diversity necessary for the operatibArrow’s theorem would not exist.

7. Conclusion

In this article we set out to offer a theoreti(ad opposed to historical) explanation for the
emergence of a host of new, ad hoc institutioncwBeemed to challenge the supranational nature
of the European Union. That was a worthwhile exercbecause, according to the currently
dominant theory of international organizations,efdd institutionalism, existing centralized
institutions should have been more efficient thla@ mew ad hoc ones. It follows that either the
latter are inefficient (and therefore their creatavere rather unintelligent), or the theory is
incomplete. Our goal was to investigate the Igb@ssibility, not from a critical point of view, but

from a constructive one.

Despite the highly theoretical and systemic origoma taken here, the analysis has clear
implications for how we think about (a) Europeategration, (b) the new ad hoc institutions, and
(c) French and German European policies in the EtaolIn particular, we were able to show that,

independently of whether international regimes eowmme on transaction costs and make
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commitments credible, their institutional designtt@is, and probably does so to an even greater
extent than liberal institutionalist authors arglrethe specific case at hand, it is not sufficiemt
argue that the Eurozone and its supranational Cesiom and ECB may have solved problems of
credible commitments the way that, say, the Wondd& Organization (‘WTQO’) does in trade
policy. For, unlike the WTO, the Commission and B@B carry with them the in-built uncertainty
of organs whose decision-making rule is majoritle rwith no restrictions on amendments. It
follows that, although such institutions eliminatame kinds of uncertainty, they also generate new

ones.

In line with that social choice-theoretical readimigEurozone institutions, we have argued that, if
we want to understand exactly theason d’étreof the new ad hoc institutions, we first have to
acknowledge that centralized supranational impldatem can yield inefficient outcomes. Yet, this
raises the question of why the EU centralized tuistins (the Commission and the ECB) were
designed that way. And, again, we have arguedttiimtwas a rational response to the very real
problem of being discriminated against by intemrai bureaucrats. Finally, an incomplete
contracts theory of European integration solvestite puzzles simultaneously: the Commission
and the ECB were created as potentially “chaotigjaaizations (in the social choice-theoretic
sense of the term) in order to limit bureaucratscigktion; and the costs that such a design created
were then limited by the new ad hoc institutions.

21



Bibliography and references

Bénabou, R. and J. Tirole (2002), ‘Intrinsic andriesic Motivation.’ Review of Economic
Studies78(3), 489-520.

Broz, L. J. Frieden, and K. Schultz (2009)orld Politics New York: WW Norton.

Calvert, J. (1995), ‘Rational actors, equilibriuamd social institutions.” In J. Knight and I.
Senen (Eds.Explaining Social InstitutionsAnn Arbor: University of Michigan Press, pp. 53-9

Coase, R. (1960), ‘The Problem of Social Caxttirnal of Law and Economi&1): 1-44.

Coleman, J. S. (1988). ‘Free riders and zealotg: fbhe of social networksSociological
Theory 6(1), 52-57.

Crawford, S. E. S., and Ostrom, E. (1995). ‘A Gmaan of Institutions.”The American
Political Science Revied9(3), 582—-600.

Dehousse, R. (2011), ‘France: I' étrange débabmien.’ In Telos:http://www.telos-

eu.com/fr/vie-politigue/politique-francaise/franletrange-debat-europeen.html

Elster, J. (1989)Solomonic Judgements: Studies in the LimitatioRaifonality Cambridge
University Press.

Farrell, H., and Héritier, A. (2003). ‘Formal amaformal Institutions Under Codecision:
Continuous Constitution-Building in EuropeGovernance 16(4), 577-600. doi:10.1111/1468-
0491.00229

------------ (2007). ‘Codecision and institutionahange.”West European Politics30(2),

285-300. doi:10.1080/01402380701239M23.//www.telos-eu.com/fr/vie-politique/politique-

francaise/france-letrange-debat-europeen.html

Fearon, J. (1995), ‘Rationalist explanations for.iaternational Organizatiom9(3), 379-
414.
Franchino, F. (2007)The Powers of the Union: Delegation in the . BEtambridge and New

York: Cambridge University Press.

22



Gigerenzer, G., and Selten, R. (Eds.). (208®unded Rationality: The Adaptive Toolbox
MIT Press.
Habermas, J. (04/11/2011), “Rettet die Wirde dan@watie”. In Frankfurter Allgemeine

Zeitung.  http://www.faz.net/aktuell/feuilleton/euro-krisettet-die-wuerde-der -demokratie-

11517735.html

Héritier, A. (2007).Explaining Institutional Change in Europ®xford: Oxford University
Press.

Hinich, M., and M. Munger (1997)Analytical Politics Cambridge and New York:
Cambridge University Press.

Karagiannis, Y., and Guidi, M. (2013). ‘Instituti@inchange and continuity in the European
Union: The super-commissioner sagacta Politica doi:10.1057/ ap.2013.21

Keohane, R.O. (1984After Hegemony: Cooperation and Discord in the WdPblitical
EconomyPrinceton (N.J.): Princeton University Press.

Knight, J. (1992)Institutions and social confliclCambridge [England]; New York, N.Y.:
Cambridge University Press.

Milner, H., and A. Moravcsik (Eds.) (200Fpwer, Interdependence, and Nonstate Actors
in World Politics Princeton: Princeton University Press.

Moravcsik, A. (1997), ‘Taking Preferences Seriously Liberal Theory of International
Politics.’ International Organizatiorb1(4): 513-53.

------------ (1998), The Choice for Europe: Social Purpose & State Pofsem Messina to
Maastricht Ithaca (N.Y.): Cornell University Press.

Moravcsik, A., and F. Schimmelfennig (2009), ‘Libkrintergovernmentalism’. In A.
Wiener and T. Diez (EdsBuropean Integration Theor¥xford: Oxford University Press, 67-87.

North, D. C. (1990).Institutions, Institutional Change, and EconomicrfBamance

Cambridge: Cambridge University Press.

23



Ostrom, E. (1986). ‘An agenda for the study of itnsbns.” Public Choice 48(1), 3—-25.
doi:10.1007/BF00239556

Paxman, J. (2002],he Political Animal: An Anatomy.ondon: Penguin.

Pollack, M. (2003)The Engines of European Integration: Delegationeay, and Agenda-
Setting in the EUOxford and New York: Oxford University Press.

Riker, W. H. (1957). ‘Events and Situation3.he Journal of Philosophyp4(3), 57-70.
doi:10.2307/2022192

------------ (1980). ‘Implications from the Disedilorium of Majority Rule for the Study of
Institutions.’The American Political Science Revjel#(2), 432—-446. doi:10.2307/1960638

------------ (1990). ‘Political science and ratidnehoice.” In J. E. Alt and K. A. Shepsle
(Eds.), Perspectives on Positive Political Econorfpp. 163-181). Cambridge, MA: Cambridge
University Press.

Schofield, N. (2002). ‘Evolution of the Constitutio British Journal of Political Scienge
32(1), 1-20. doi:10.2307/4092205

Simon, H. A. (1972). ‘Theories of bounded ratiotyaliin C. B. McGuire and R. Radner
(Eds.), Decision and Organization(pp. 161-176). Amsterdam: North-Holland Publishing
Company.

Williamson, O.E. (1996),The Mechanisms of Governand@xford and New York: Oxford

University Press.

24



W . SCHOOL OF GOVERNMENT

i LuIss Guido Carli

The LUISS School of Government (SoG) is a gradeak®ol training high-level public and private oidils
to handle political and government decision-maklmgcesses. It is committed to provide theoretical a
hands-on skills of good government to the futuradseof the legislative, governmental and admirista
institutions, industry, special-interest assocraionon-governmental groups, political parties,scitancy
firms, public policy research institutions, foundas and public affairs institutions.

The SoG provides its students with the skills ndette respond to current and future public policy
challenges. While public policy was enclosed wittiia state throughout most of the last century strae
thing cannot be said for the new century. Publiicpds now actively conducted outside and beyomel t
state. Not only in Europe but also around the woskdtes do not have total control over those publi
political processes that influence their decisidbile markets are Europeanised and globalisedsanee
cannot be said for the state.

The educational contents of the SoG reflect thal negyrasp this evolving scenario since it combities
theoretical aspects of political studies (such altipal science, international relations, econanitaw,
history, sociology, organisation and managementh Wie practical components of government (such as
those connected with the analysis and evaluatigoubfic policies, public opinion, interests’ repeagation,
advocacy and organizational leadership).

For more information about the LUISS School of Qowveent and its academic and research activities vis
Www.sog.luiss.it

SUBMISSION GUIDELINES

LUISS School of Government welcomes unsolicitedkivag papers in English and Italian from interessetiolars and
practitioners. Papers are submitted to anonymoas peview. Manuscripts can be submitted by sendhegn at
sog@luiss.it Authors should prepare complete text and aragpaecond document with information identifyihe t
author. Papers should be between 8,000 and 12,00@swexcluding notes and references). All workpapers are
expected to begin with an indented and italicisbdtract of 150 words or less, which should sumreatfie main
arguments and conclusions of the article. Manuscrgiould be single spaced, 11 point font, and ime§ New
Roman.

Details of the author's institutional affiliatiofyll postal and email addresses and other contdotrmation must be
included on a separate cover sheet. Any acknowtedgts should be included on the cover sheet addshonote of
the exact length of the article. A short biograplfiyip to 75 words should also be submitted.

All diagrams, charts and graphs should be refeieas figures and consecutively numbered. Tableslghe kept to a
minimum and contain only essential data. Each égand table must be given an Arabic numeral, faldvby a
heading, and be referred to in the text. Tablesilshbe placed at the end of the file and prepamgdgutabs. Any
diagrams or maps should be supplied separatelynaorapressed .TIF or .JPEG formats in individuad<fil These
should be prepared in black and white. Tints shbeldvoided, use open patterns instead. If mapsliagdams cannot
be prepared electronically, they should be preseategood quality white paper. If mathematics a@uded, 1/2 is
preferred.

It is the author's responsibility to obtain perrimasfor any copyrighted material included in thécke. Confirmation of
Workinthis should be included on a separate simedided with the file.

25



SOG WORKING PAPER SERIES

The LUISS School of Government aims to producdiragiedge work in a wide range of fields and
disciplines through publications, seminars, workshaonferences that enhance intellectual discoamge
debate. Research is carried out using compargppeaches to explore different areas, many of tivtima
specifically European perspective. The aim of tesearch activities is to find solutions to complesal-
world problems using an interdisciplinary approdddlSS School of Government encourages its academic
and student community to reach their full potentiakresearch and professional development, enh@ncin
career development with clear performance standamdshigh-quality. Through this strong focus onhhig
research quality, LUISS School of Government ainartderstanding and influencing the external resear
and policy agenda.

This working paper series is one of the main averiaethe communication of these research findanggs
opens with these contributions.

WP #1 — Sergio FABBRINIIntergovermentalism and Its Outcomes: the Implaradi of the Euro
Crisis on the European UnioBOG-Working Paper 1, January 2013.

WP #2 - Barbara GUASTAFERR®Reframing Subsidiarity Inquiry from an “EU valuegeat” to
an “EU non encroachment” test? Some Insights froatidhal Parliaments’ Reasoned Opinions
SOG-Working Paper 2, February 2013.

WP #3 - Barbara BORKSKA-HRYNIEWIECKA, Regions and subsidiarity after Lisbon:
overcoming the ‘regional blindness’830G-Working Paper 3, March 2013.

WP #4 - Cristina FASONECompeting concepts in the early warning mechanS@G-Working
Paper 4, March 2013.

WP #5 - Katarzyna GRANAT |nstitutional Design of the Member States for the Eost
Subsidiarity ScrutinySOG-Working Paper 5, March 2013.

WP #6 — Cecilia Emma SOTTILOTTARolitical Risk: Concepts, Definitions, Challeng&0G-
Working Paper 6, April 2013.

WP #7 — Gabriele MAESTRI|I voto libero: la necessita di regole chiare e gparenti sul

procedimento preparatorio e di un contenzioso cheidh rapidamenteSOG-Working Paper 7,
July 2013.

26



WP #8 — Arlo POLETTI & Dirl DE BIEVRERule enforcement and cooperation in the WTO: legal
vulnerability, issue characteristics, and negotatistrategies in the DOHA roundsOG-Working
Paper 8, September 2013.

WP #9 - Sergio FABBRINIThe Parliamentary election of the Commission Presidcostraints on
the Parlamentarization of the European Uni@DG-Working Paper 9, October 2013.

WP #10 - Lorenzo DONATELLILa disciplina delle procedure negoziali informaklr'triangolo

decisionale" unionale: dagli accordi interistituzniali alla riforma dell'articolo 70 del regolamento
del Parlamento Europe&OG Working Paper 10, October 2013.

27



GWO - SCHOOL OF GOVERNMENT

i LUISS Guido Carli

Working Paper Series

28



