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1. INTRODUCTION

ALMOST one hundred years ago, in 1914, the gloomy situation in Europe
was characterised by the now famous dictum of Lord Grey of Fallodon:

The lamps are going out all over Europe; we shall not see them lit again in our life-time.

After two world wars in the first half of the last century, Europe experienced a
continuous process of economic and political integration and a steady increase in
welfare. What began with the Community of Six in 1957 and the alternative of
the EFTA, continued with the northern enlargement in 1973 (Denmark, Ireland
and the UK),1 the southern enlargement in the 1980s (Greece 1981, Spain and
Portugal in 1986) and the addition of the neutral states in 1995 (Austria, Finland
and Sweden). Now, the European Union of 15 will be enlarged to a Union of 27,
including ten Middle and Eastern European nations.2

European integration has been compared to a bicycle that must be moved
forward, otherwise it falls to the ground. This analogy (which does not imply that
Europe is a Tour de France) intends to illustrate that integration is an ever-
moving process that needs new stimuli because otherwise the retarding and
disintegrating forces will gain the upper hand. Eastern enlargement is expected to
represent such a needed stimulus. In theoretical terms, the bicycle analogy raises
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the issuewhetherfor the EU of 27 we areanalysinga future institutionalsteady
stateincluding a continuousflow of institutional innovationsand institutional
changesor whether we are studying a very long transition path to a future
institutional steadystatethat may never be reached.A union of 15 sovereign
statesalreadyraisesmanyissuesincluding thequestionhow Europecanbecome
adynamicregionof theworld economymovingonahighergrowthpathandhow
it can solve its structuralproblems.Theseissueswill be accentuatedwith the
additionof twelve new members.

In analysingthis questionI startfrom thepremisethatthereis no alternativeto
an Easternenlargement,and that is for three reasons.The first argumentis
historic: Budapest,Pragueand Warsaware Europeancities. They are part of
Europe.The secondargumentis geo-political. In light of a political crisis in
Russia,that cannotbe excludedwith certainty,countriesin Middle andEastern
Europecan be stabilisedby integrationinto the EU.3 The third argumentis an
economicone:All countrieswill benefit.

2. EUROPEAT THE CROSSROADS– WHAT CHANGESWITH EASTERN

ENLARGEMENT?

Adding ten newmembersfrom Middle andEasternEuropeto the existing15
memberstatesrepresentsa major changeof the EuropeanUnion.

a. No Major Changesin Tradeand Capital Flows

Onewould think thata majorareaof changeis in trade.This, however,is not
thecase(seeTableA1 in theAppendix).On average,theEU candidatecountries
export65percentof their exportsto theEU asexistingEU membersdo.This is a
resultof the EuropeAgreementsthat wereconcludedin the early 1990s.Thus,
from the trade perspective,the accessioncountriesare already de facto EU
members.Tradebetweenthesecountriesand the EU is not only inter-sectoral
trade but also already to a large extent intra-sectoraltrade, albeit with some
vertical structure(Heitger,SchraderandStehn,1999).Tradeof the EU with the
new memberswill only increasein proportionto incomeconvergenceandother
determinantsof commodity exchangethat apply in a general way to other
countriesaswell. Therewill be no spectacularchangesin trade.4

Therewill alsobe no radicalchangewith respectto capital flows. The potential
new membershaveexperienceda sizeablecapital inflow in their transitionperiod.

3 An additional issueis that the new border regionsof an enlargedEU are to be stabilisedin
economicterms,for instancewith Europeagreementswith the new Easternneighbours.
4 This is an implicit answerwhich stimuli for moredynamicsin the EU areto be expectedin the
future.
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For instance,in Hungary foreign direct investmentaccountedfor 50 per cent of
grossinvestmentin 1995(or 10 percentof GDP).For the CzechRepublicforeign
direct investmentmade up between8 and 36 per cent of gross investmentor
between2 and10 percentof GDPin theperiod1995–1999.For Polandthefigures
area rangebetween14 and18 percentand3 and5 percentrespectively. It canbe
arguedthat foreign direct investmentwill tend to increasesincethe political risk
premiumwill bereducedoncethesecountriesaremembersof theEU. However,the
mostprofitableinvestmentprojectshavealreadybeenundertakenin the first phase
of the transformationprocess.Consequently,the level of foreign direct investment
flows is unlikely to changemarkedly.Moreover, the extensionof the Monetary
Union to thenewmembers(entailingefficiencygainson thecapitalmarket)should
taketime.5 What is moreimportant,EU foreign investmentin Middle andEastern
Europewasonly 7.5 per centof total EU foreign direct investment(in the period
1993–1998). We thereforedo not haveto expecta major changein capital flows
from the point of view of the EU.

b. MassMigration Unlikely

What aboutlabour migration,an issuethat is especiallyrelevantfor Austria
andGermany?Themigrationdecisionof peopledepends– amongotherfactors–
on actualandexpectedincomedifferencesandon opportunitiesfor employment
(and thereforeon unemployment). Income differencesbetweenthe accession
countriesand the EU are still high. Polandreaches39 per cent of the EU per
capitalevel of GDP whenpurchasingpowerparity is used(datafor 2000).For
Hungarytherelativelevel is at 52 percent,for theCzechRepublicat 58 percent
andfor Slovenia72 per cent.In contrast,Romaniareachesonly 27 per centand
Bulgaria 24 per cent of the EU level. When GDP per capita is comparedin
currentpricesandnominalexchangerates,theCzechRepublicis at 27 percent,
Hungaryat 22 per centandPolandat 18 per centof the EU average.

Someregionsin someof the accessioncountriesreachincomelevelsthat are
not too far off from theEU averageor areevenhigher.Thus,theregionof Prague
is at 115percentof theEU level, Bratislavaat 99 percentandtheregionKözep
Magyarorszagin Hungaryat 72 per cent.For peoplein theseareas,on average
outmigration is unlikely to pay.

Besidesactualincomegaps,unemploymentin theaccessioncountriesrelative
to the EU can be a reasonfor migration. Unemployment has increasedin the
accessioncountriesandin mostof thecountriesis runningat higherratesthanin
the EU countries(TableA1).

It is, however, not actual income differences and actual differences in
unemploymentratesthat drive migrationbut expectedincomeandemployment

5 SeeSiebert(2001).
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gaps.Like in aninvestmentdecisionof thefirm, in migrationdecisionsthefuture
streamof incomeis comparedto the costs;the presentvalue of the additional
income in future periods net of migration costs must be positive. Therefore
expectations on future incomeplay an importantrole. If peopleexpectthat the
incomegapwill be levelling-in over time they tendto stayat home.In a model
with uncertainty,for instancewith a Brownian motion on future income, the
optionvalueof waiting is a relevantvariable(Siebert,1993).If the option value
of waiting is positive,peoplewill stayat home.We know from manyempirical
studies6 that convergencetakes a long time; neverthelessthe expectationof
convergence impliesa positiveoptionvalue.How relevantconvergence is canbe
illustratedby anecdotalevidence.At the beginningof the 1990s,Polishdoctors
would come to the grapeharvestalong the River Rhine during their holidays
accordingto pressreports.At the end of the 1990s,it was bus drivers from
Warsaw.For the doctors,this job hadbecomeunattractive.

These evaluationsare derived from analytical considerations;they are
hypothesesonly. Alternativelywe canattemptto gain informationon potential
migration from historical experience.Looking at the Germanexperienceand
the Mediterraneancountries, immigration surprisingly occurred in the late
1960sandearly1970s,way beforetheenlargementin the1980s.Immigration
from Greece,Spain and Portugal reachedits maximum in 1970 with two
personsper thousandof theGermanpopulation.As a matterof fact, therewas
negative immigration from these countries in the period after southern
enlargement (Dicke and Foders, 2000, Table 10). Moreover, Southern
enlargementmay not be a relevant analogue,anyhow, becausehistorically
peoplehavenot migratedfrom the southto the north,exceptfor the tribesof
the Angles and the Saxonsfrom northernGermany,whereasmigration from
the Eastto the Westwasmorenormal.

Empirical studiesattemptto explainthe numberof immigrantsin Germanyasa
function of incomedifferences,pastmigration and of estimatedprospectsfor the
future (Brücker, 2001; and Flaig, 2001). The results depend on whether all
emigrationcountriesarethrowninto a pool of dataanda generalmigrationfunction
is searchedfor or whethercountry-specificfactorsare accountedfor and specific
migration functionsaredeterminedfor eachcountry.As far asEU enlargementis
concerned,a generalfunction tendsto predicta highermigrationvolume.

In theGermancase,therewasa strongimmigrationin thelate1980sandearly
1990s,but it is surprisingthatnet immigrationto Germanyfrom thesevenmajor
Middle and East Europeancountries(Bulgaria, the CzechRepublic,Hungary,
Poland,RomaniaandSlovakia)hasbeenlessthan20,000per year since1995;
this is aboutonepersonper four thousandof the Germanpopulation.In 1993,a

6 On the Europeanexperienceseefor instanceSiebert(1999, Figure 4.12). Seealso Dluhosch
(2000)who showsthat centripetalforcesdominatein integration.
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yearof recession,net immigrationfrom thesecountrieswasnegative,in 1994it
wasslightly negative.Admittedly,a freemovementof peopledid notexistduring
thatperiodbut determinedpeoplearelikely to developaninfinite imaginationto
overcomelegal hurdles.

Looking at the analytical considerationsand the empirical experiencemy
tentativeconclusionis that we will not seea major waveof immigration from the
newEU membersexceptin the eventof a political shock.A largermigrationfrom
thesecountriescan,however,not be ruled out if a massivedisturbanceoccurs,for
instanceif a major political risk arisesfrom Russia.Migration from the very low-
income countries like Romania and Bulgaria will be more important. These
countries,however,will be admittedto the EU at a later stage.Commutersin the
borderregionsof Austria andEasternGermanymay reachsizeablenumbers.

3. THE INSTITUTIONAL DEFICIT OF INTERGOVERNMENTAL DECISION MAKING

AND THE DEMOCRATIC DEFICIT

The major potential for changecoming about through Easternenlargement
shouldbe in the institutionalframeworkof theEuropeanUnion andits decision-
makingstructure.TheEU representsamultilateralcontractby whichautonomous
nationstatescedeelementsof their sovereigntyto supranationaldecisionmaking.
TheEU is morethana (non-committal) leagueof nations(Staatenbund) but less
than a (structured)federal state(Bundesstaat). It is a form of integrationthat
relies on the method of intergovernmentalcooperationwhere most of the
decisionsaretakenin theEuropeanCouncilby reachingagreementsbetweenthe
headsof stateor betweenthe ministersof specificportfolios.

The EuropeanCouncil is thereforethe coreinstitutionalarrangement.Important
questionsaredealtwith by theheadsof state,specificissuesby theministers.7 The
democraticlegitimacy of the Council is limited; it exists only in so far as the
nationalgovernmentshavebeendemocraticallyelected.A democraticlegitimacy
goingbeyondthat,especiallyonein a Europeancontext,is not given.Thedecisions
of theCouncilareratherremovedfrom thevotersin Europe,but asthesedecisions
intervenein the daily lives of peoplemore and more directly, the actual form of
intergovernmentalcooperationexhibitsa seriousdemocraticdeficit. What is more
important: The Council cannot be sanctionedby the voter. And a national
governmentcannotbe sanctionedby its votersif a qualified majority applies.8

7 The Council of headsof statesdominatesthe many councils in the form of ministersfor two
reasons:Ministerswill haveto follow the conceptsof the headsof states;the headsof statescan
bundle togethermore issuesfor their decision making than specific portfolios. The European
Council meetsin 23 different forms.An exampleis the Ecofin, the Council of the economicsand
financeministers.
8 A nationalgovernmentcanonly be sanctionedif unanimityapplies.

EUROPE– QUO VADIS? 5

ß Blackwell PublishersLtd 2002



The basisfor intergovernmental cooperationis the EuropeanTreaty,which has
developedin differentstagesfrom theTreatyof Rometo theTreatiesof Maastricht
andAmsterdam.It hasbeenratified by the nationalparliamentsor by referendain
somecountries;the Treaty of Nice is still to be ratified. In the EuropeanTreaty
beingin force,memberstateshaveagreedto respectthedecisionsof theEuropean
Council and abideby them.This holds for decisionswith a simple and qualified
majority. In otherareaswhereunanimityis requiredeachmemberstatehasa veto.
In addition,a vital interestprocedurehasbeenpractisedin thepastwhena qualified
majority applied.Whenevera nationalgovernmentdeclaredanissueasoneof vital
nationalinterest,the memberstatewasnot out-voted.9

Unanimity is requiredin very basicdecisions.The most importantareasare:
admitting new members(Article 49), indirect taxation (Article 93), direct
taxation (Article 95), the budget of the EuropeanUnion (Article 269) and
fundamentalrules(Articles 94, 95).Unanimity is alsorequiredin specialaspects
of internationaltreatiesof tradepolicy (Article 133),culturalpolicy (Article 151),
industrial policy (Article 157), in social cohesionpolicy including structural
funds (Articles 157, 161), researchand developmentpolicy (Article 166) and
environmental protection(Article 175section2). Asylum policy while respecting
internationalAgreementsis undernationalauthorityandhasrequiredunanimity
sofar. As of 2004,theprocedureof codecisionwith qualifiedmajority will apply
if agreeduponby the headsof state.10 Of course,the unanimityprinciple in the
areaof taxationis at the heartof nationalsovereigntyor of political union.

For a qualified majority in the EU-15, 62 of 87 votes (71.26 per cent) are
needed.This holdsfor decisionswhich aretakenby the EuropeanCouncil with
respect to proposalsof the EuropeanCommission.In all other cases,it is
additionallyrequiredthat 62 votesrepresentthe approvalof at leastten member
states(Article 205). The blocking majority is 26 votes. The Treaty of Nice
changesthesenumbersfor the caseof enlargement(seebelow).

The EuropeanCommissionis the operativearm of the EU andrepresentsthe
administration.Its maintaskis to implementpolicies,to launchinitiativesandto
be the arbiter between member states as the guardian of the treaty. The
Commissionhastheright to proposenewlaws;it cancreatederivedor secondary
law accordingto Article 308.TheCommissionhasa legislativemonopoly.A set
of decisionsof the EuropeanCouncil presupposesrecommendations by the
Commission.Changesof the treaty requireapprovalby nationalparliaments.

The EuropeanParliamentparticipatesin the different formsof approval,joint
decisionand hearing.The approvalof parliamentis neededin declarationsof
fundamentalviolationsof thetreaty.Theproceedingsof joint decisionsaccording
to Article 251applyto proposalsof theCommissionto which parliamentsubmits

9 The so-calledLuxembourgcompromise.
10 This refersto measuresaccordingto article 62 sect2 lit a andarticle 63 sect3 lit b.
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a statement.On the basisof this statement,the proposalsof the commission
become enactedby the Council. If the parliament alters the Commision’s
proposalsin joint decisions,rulesspecifyhow to proceed.The Parliamentdoes
not havethe right of initiative.11

Enlarging the EU by 12 member statesin the near future and leaving the
institutional arrangementsof decision making by intergovernmental cooperation
unchanged,raisesthe questionof whetherthe systemcan function. An important
issueis that the democraticdeficit that alreadyexists in the Union of 15 will be
aggravatedbecausethe decisionsin a Council of 27 headsof stateor ministersare
evenfurtherremovedfrom thecitizensandthevoters.Anotherimportantissueis to
what extent the form of intergovernmental cooperationwill effectively lead to
decisionsor whetherdecisionswill be blocked.12 It is alreadydifficult to cometo
decisionsin aUnionof 15memberstates,becauseimportantelectionsareaboutto be
heldin somememberstatealmostall thetimesothatnationalgovernmentsmustfear
electoraldefeatasa consequenceof an unpopulardecisiontakenat the European
level. This relates to unanimousas well as qualified majority decisions.The
procedureto respectthenationalvital interestwould restrictdecisionsevenfurther.

We thereforehave to take into accounta speculativescenarioof Stagno-
Europe:Decisionmaking in the EU will be blocked,economicdynamicsand
vitality will belost, theintegrationprocesscomesto a halt andEurope’sposition

11 The EuropeanCourt is responsiblefor the interpretationof the EU TreatyandEU law. Actions
againsta memberstatecanbe broughtto the court by memberstatesandby the Commission.
12 Considerthree countries.Take an instrumentvariable x, i.e. a Europeanstandardor another
policy instrumentlike expendituresat theEU level.Thebenefitfunctionsf (x) of thethreecountries
arelikely to differ. Individually, thesecountrieswould choose~xA, ~xB and~xC. A minimumlevel x of
theinstrumentvariablewouldallow theseoptimalsolutions.This alsoholdsfor a bandwidth of the
instrument̂x beingallowed.If a commonlevel of the instrumentis desired,the decisionsbecome
extremely complicated,especially if the benefit functions differ considerably.In principle, an
envelopeof theindividual envelopefunctionsmustbeconstructed(not shownin thediagram).Side
paymentsmustinducelosersto supporta solution.In thecaseof unanimity,a solutionmaynot be
found. If a qualified majority applies,the conceptof pivot voter gainsrelevance.
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in theworld economywill erode.Institutionsmatter:Doesthegiven institutional
settingof theEuropeanUnion imply sclerosisandimmobilisationfor thecoming
decade?This issue is similar to the questionof to what extent the German
consensusapproach including cooperative federalism and the cooperative-
collectiveframeworkof thelabourmarketimpliesthatstructuralproblemsappear
to beunsolvablein Germany.It is alsosimilar to the issueof theextentto which
the institutional framework of Japan,for instancethe heavy distortion in the
electoralrepresentationin favour of rural votersrelative to urbanvoters,means
that structural adjustmentcannot be performed when negative internal and
external shockshit the economy,while working fine when the economy is
expandingrapidly. It is safeto concludethata rebussic stantibusapproach,that
is leavingtheinstitutionalframeworkunchanged(astheNice Treatymoreor less
does,seebelow) will not work. In order to preventan outcomeof erosionin
efficiency, Europehastwo waysout:

(1) To copewith the increasedheterogeneityof 27 members,a much larger
spectrumof variety in the rule systemmust be allowed. In this strategy,
onehasto look for the very essentialsin commonEuropeanrules.

(2) The integrationprocessis to be pushedforward politically.

The two optionsarediscussedin the following sections.

4. TO LOOK FOR THE VERY ESSENTIALS

Easternenlargementincreasestheheterogeneityof theEU. Whereasapolitical
union and a commonmarket require a uniform frame of referenceto prevent
major distortionsin competition,increasedheterogeneityneedsa more flexible
andlessstrict institutional framework.This is especiallyrelevantas long asthe
democraticdeficit is not reduced.A way to solve this is to look for the very
essentialsin the institutional framework.13 The questionbefore us is: Which
aspectsof the 31 areasof the acquis communautaireare indispensable?And
which elementsin the institutionalarrangementof political decisionmakingare
indispensable?

a. SomeNon-essentials

There are many examplesof regulationsthat are unnecessary.Is it really
essentialthat theEU determinesthat theminimumdiameterfor leeksis 10 mm
(wheresizing is determinedby the diametermeasuredat right anglesto the

13 Thefollowing canbeseenasanattemptto specifyJospin’sstatement:‘L’Europe estd’abordun
projet politique, un «contenu»avantd’être un «contenant»’.
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axisabovetheswellingof theneck)asspecifiedin theCommissionRegulation
(EEC) No 1292/81of 12 May, 1981(laying down quality standardsfor leeks,
auberginesandcourgettes(annexI, III, i)?14 Or is it importantto regulatethat
‘Extra’ classcucumbersare to be well shapedand practically straight, that
Class I cucumbers be reasonably well shaped and practically straight
(maximum height of the arc: 10 mm per 10 cm of the length of cucumber)
andthat in ClassII crookedcucumbersareallowedonly if they haveno more
thanslight defectsin colouringandhaveno defectsor deformationother than
crookednesswhereasslightly crookedcucumbersmayhavea maximumheight
of the arc of 20 mm per 10 cm of lengthandcrookedcucumbersin ClassIII
may haveall the defectsallowed in ClassII for straightand slightly crooked
cucumbers,but they must be packed separately?15 There are many other
examples,16 many from agriculture.17,18,19,20,21,22Product regulation also

14 Official JournalNO. L 129, 15/05/1981p. 0038–0047.
15 CommissionRegulation(EEC)No 1677/88of 15 June,1988,laying downquality standardsfor
cucumbers(annexII, B, i–iv); Official JournalNO. L 150,16/06/1988p. 0021–0025.
16 For thesizingof auberginesby diameter,theminimumdiameteris fixed at 40 mm for elongated
auberginesand70 mm for globalaubergines.For sizingby weight,theminimumweight is fixed at
100 grams.(CommissionRegulation(EEC) No 1292/81of 12 May, 1981, laying down quality
standardsfor leeks,auberginesandcourgettes(annexII, III, A–B); Official JournalNO. L 129,15/
05/1981p. 0038–0047).
17 Theminimumdiameterfor onionsis 10 mm. (CommissionRegulation(EEC)No 2213/83of 28
July, 1983, laying down quality standardsfor onionsand witloof chicory (annexI, III); Official
JournalNO. L 213,04/08/1983p. 0013–0021).
18 Cherriesmusthavethefollowing minimumsizes(sizingis determinedby themaximumdiameter
of the equatorialsection): ‘Extra’ Class:20 mm, ClassesI and II: 17 mm, ClassIII: 15 mm.
(CommissionRegulation(EEC) No 899/87of 30 March,1987,laying down quality standardsfor
cherriesandstrawberries(annexI, III); Official JournalNO. L 088,31/03/1987p. 0017–0024).
19 Strawberriesmust be of the following minimum sizes(Sizing is determinedby the maximum
diameterof theequatorialsection):‘Extra’ Class:25 mm, ClassesI andII: 18 mm, ClassIII: 15 mm.
(CommissionRegulation(EEC) No 899/87 of 30 March, 1987, laying down quality standardsfor
cherriesandstrawberries(annexII, III); Official JournalNO. L 088,31/03/1987p. 0017–0024).
20 In thecaseof carrotsgreenor violet/purpletopsarenot allowedin ‘Extra’ Class;ClassI: Green
or violet/purpletopsup to 1.0cm longfor carrotsnotexceeding8 cmin length,andupto 2.0cmfor
othercarrots,areallowed;ClassII: Greenor violet/purpletopsup to 2.0 cm long for carrotsnot
exceeding8 cm in length,andup to 3.0cm for othercarrots,areallowed.(CommissionRegulation
(EEC) No 920/89of 10 April, 1989, laying down quality standardsfor carrots,citrus fruit and
dessertapplesand pearsand amendingCommissionRegulationNo 58 (annexI, II, B, i–ii–iii);
Official JournalNO. L 097,11/04/1989p. 0019–0039).
21 For tomatoesthe size of tomatoesis determinedby the maximumdiameterof the equatorial
section.Thefollowing provisionsshallnotapplyto ‘cherry’ tomatoes:Minimum size:For tomatoes
classifiedin the ‘Extra’ ClassandClassesI andII, the minimum sizeis setat: 35 mm for ‘round’
and‘ribbed’ tomatoes,30 mm for ‘oblong’ tomatoes.(CommissionRegulation(EC) No 790/2000
of 14 April, 2000, laying down the marketingstandardfor tomatoes(annexIII); Official Journal
NO. L 095,15/04/2000p. 0024).
22 Duck liversshallweighat least250g net,gooseliversshallweighat least400g net.Commission
Regulation (EEC) No 1538/91 of 5 June, 1991, introducing detailed rules for implementing
Regulation(EEC) No 1906/90on certainmarketingstandardsfor poultry (article 1, 3); Official
JournalNO. L 143,07/06/1991p. 0011–0022).
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includes technical standards.23 It is highly questionablewhether all these
regulationsare necessary.

Europewill not becomea dynamic region of the world economyvia such
regulations.It is difficult to seehow theycanbeenforcedanyhowin Palermoor
in Rantasipiand to what extent they reducetransactioncosts.A bureaucratic
Europeis not a viable concept.

b. Institutional Competition

In quite a few areas,the conceptof institutional competitionis a promising
approachto a more heterogeneous union. The concept is to acceptdifferent
nationalinstitutionalarrangementsandlet themcompetewith eachother.It is a
sheerimpossibility to harmoniseall legalrulesthathavedevelopedsodifferently
in thehistoryof Europeancountriesandthataremoreovertheresultof diverging
legal philosophies.

The legal basisfor this approachof institutional competitionis the Cassis-de-
Dijon casedecidedby theEuropeanCourtof Justicein 1979.TheCassis-de-Dijon,
a fruit liqueur, is widely in use in Franceas an ingredient for the Kir Royale,
Archeveque, Bourgeoisor Ordinaire.It wasnotallowed,however,to bemarketedin
Germany. The German regulation, the monopoly law on spirits (Branntwein-
monopolgesetz) of 1922requiredfruit liqueursto haveanalcoholcontentof at least
32percent;thustheloweralcoholcontentof 17percentin theCassis-de-Dijonwas
‘verboten’.TheEuropeanCourtof Justiceruledthataproductlegally broughtto the
market in one country of the EuropeanUnion also has to be acceptedby other
countries.This verdict thenallowedthe exportof beerfrom Belgium that wasnot
brewed in accordancewith the Germanbeer purity regulationsof 1516, and it
allowedpastato be exportedto Italy that wasnot madefrom Italian buckwheat.It
wasalso extendedto financial productsand services.According to this principle,
different regulationsarede facto mutually recognisedandcoexist.

The competitionbetweendifferent national institutional systemsdetermines
which of the existingnationalrule systemswill surviveandwhich will haveto
adjust. The country-of-origin principle and institutional competition lead to a
discovery process in the sense of Hayek (1968) bringing about ex-post
harmonisationasneeded.It is a market-drivenprocessof harmonisingdiffering
norms,standardsandregulationsbetweenmemberstates.

Institutional competitionand the country-of-origin principle find their limit
where issuesof public health are concerned;recent examplesare mad cow
diseaseand foot and mouth disease.Here Article 30 of the EU Treaty allows

23 The maximum dimensionsof a tractor are as follows: width: 2.55 m. CommissionDirective
2000/1/ECof 14 January,2000,adaptingto technicalprogressCouncil Directive 89/173/EECas
regardscertaincomponentsandcharacteristicsof wheeledagriculturalor forestrytractors(annexI,
2.1.2)(Text with EEA relevance);Official JournalNO. L 021,26/01/2000p. 0016–0022).
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nationalmeasuresto protecthealth. In thesecases,the functioning of markets
would be violated(seebelow); minimum standardsmay help to preventmarket
disruption.

Institutional competition also applies to taxation. As in product regulation,
competition in taxation can bring about harmonisation ex post; ex ante
harmonisationis not necessary.An example is taxes on corporateprofits and
businesstaxesthathavebeenbroughtin line betweentheEuropeancountriesin the
last fifteen years without ex-anteharmonisation,but as a political reaction to
locational competition for the mobile factors, both in the EuropeanUnion and
world-wide. Fearsthatcompetitionin taxationwill leadto a downwardspiralof tax
revenuesbecausemobile factors of production leave if taxes are too high, are
exaggerated. Infrastructureprovidedby the governmentincluding the educational
andresearchsystemof a countryrepresentpositivelocationfactors(Siebert,2000).
Extremecasesof distortions24 may be solvedwith minimum standardsof taxation.

c. TheCriterion of FunctioningMarkets

A more fundamentalanswerto our issueis that the criterion for a rule to be
essentialis thatwithout sucha rule oneof thefour freedoms– thefreemovement
of goods,services,peopleandcapital– is seriouslyimpaired.Thus,whateveris
necessaryfor marketsto function belongsto the categoryof beingessential.In
answerto the questionwhat is essentialwe should,however,not apply a static
interpretationbut look at the issuein a result-orientedway including dynamic
processesthat leadto a newequilibrium.Essentialelementsin this interpretation
are a commoninstitutional frame for the productmarketsthroughcommercial
policy andcompetitionpolicy.

Nationalsubsidiescandistortcompetition,andthereforesometypeof subsidy
control is necessaryin a commonmarket.However,onemay questionwhether
control by the EU of subsidieson the regionallevel is alsomandatory.The EU
shouldnot beconcernedwith eachregionalaid,especiallythosethatoccurin the
non-tradeablearea.It would bemuchbetterto let regionsandmunicipalitiesfind
out themselvesthatsubsidiesmayvery well representaninefficient way to spend
tax revenuesbecausemoney is wasted. In no case should the EU prevent
locational competition, for instance by means of local or even regional
infrastructure outlays.Thus, it shouldbe possiblethat communitiesengagein
developingsite-locationsin order to attractfirms andthen join themasventure
capitalistsby providing the locationsspace.Only if local andregionalsubsidies
are usedto hide national subsidiesin a sizeableway is subsidycontrol at the
Europeanlevel required.Co-financingshould not be a vehicle for the EU to

24 For instancein definingthetax baseor in discretionaryrulingsof thetax authoritiesgrantingtax
exemptions.
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stipulateconditionsfor governmentspendingon the nationalandregionallevel.
In anycase,co-financingshouldbecutbackin orderto makeresponsibilityof the
different layersof governmentmoreexplicit.

The criterion of functioning marketsimplies that abrupt national measures
according to Article 30 disrupting the functioning of markets should be
prevented.An important remedy is minimum standards(see above) that,
however,shouldnot do awaywith institutionalcompetition.

The criterion of functioning marketsalso relatesto factor markets.On the
capitalmarket,institutionalconditionsmustbesuchthatcapitalcango to thebest
use.This meansthatsegmentationsshouldbeabolished.For the financial sector,
the commonmarket increasesinterdependence including the risk of contagion;
thereforerules must attemptto preventa bankingcrisis from spreading.Some
standardssuch as capital adequacyrequirementsmust be uniform in the EU.
Banking regulationscan be done by national supervisingagencies;however,
theseagencieshaveto coordinatetheir activities (Padoa-Schioppa,2001).

d. Public Goods,Fiscal Equivalenceand the SubsidiarityPrinciple

Anotheraspectof thefunctioningof marketsis public goods,definedasgoods
being consumedin equalamountsby all (Samuelson,1954) like safety in the
streetsor theozonelayer.Motivating governmentalactivitiesby theexistenceof
public goods, the different spatial dimension of public goods implies that
accordingto the subsidiaryprinciple, theseshouldbe providedon that spatial
level thatis bestequippedto organisetheir supply.This impliesthatpublic goods
of a limited dimensionin spaceshouldbeprovidedon thelocal or regionallevel,
thoseof a larger spatialsize shouldbe suppliedon the national level and that
Europe-widepublic goods are to be dealt with on the Europeanlevel. The
conceptof allocatingcompetenciesaccordingto thedimensionof thepublicgood
ensuresthat the different layersof governmentarebestinformedon the specific
conditions relating to their function and that the political expressionof the
preferencesof voterscanbestbe organisedon the different levels.

The allocationof competenciesaccordingto the dimensionof public goodis
analogousto theprincipleof fiscal equivalence(Olson,1969)accordingto which
thespatialdimensionof users,payersanddecisionmakersshouldbeidentical.If
the spatialdelineationsof thesethreegroupsdiffer, distortionsarise.A similar
result is obtainedby the principle of subsidiarity.The main messageof this
principle is thata transferof competencesfrom a lower to a higherpolitical level
leadsto neglectingindividual preferencesif thehigherlevel doesnot correspond
to thespatialdimensionof thepublicgood(Oates,1972).If all publicservicesare
suppliedby a centralgovernmentbody,thevolumeof thesupplyalwaysreflects
a compromisebetweenvaryingneedsof different regionalgroupsof consumers.
Thus, as a consequenceof a transfer of competencesin favour of the EU
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Commission,somegroupsof consumersbecome‘forced riders’, i.e. they are
forcedto consumea higherquantityor quality of public goodsandservicesthan
they prefer, while other groupsof consumerswill suffer from welfare losses
becauseof an undersupplywith public goodsandservices.25 Besidesthis Oates
effect, thereis anotherwelfare loss in caseof a centralisationof competences:
The opportunity costs of supplying the public good become blurred when
competencesarecentralisedonahighergovernmentlevel.Thefreeriderproblem
is aggravated.Demandmaybecomelesselasticrelative26 to thetrueprice if part
of the costsareshiftedto a higher level. Pricesget distorted.

As a generalrule, the economicprinciple of subsidiarity recommendsthat
economiccompetencesshouldbe transferredto the lowestpossiblegovernment
body. Only if a transfer of competencesto the supranationallevel leads to
efficiency gainsthat exceedthe welfare lossesdue to a centralisation,national
and regional responsibility should be replacedby supranationalcompetences.
This conceptof fiscal federalismpresupposesnot only an optimal allocationof
different tasks;it also implies that different layershavethe instrumentsin their
handsto fulfil their task,i.e. the right to spendandthe right to tax.

e. WhichPublic Goodsto the Central Level?

The public goods concept leads to similar results as the criterion of the
functioningof markets(which correspondsto the four freedoms).The common
institutional frame shouldguaranteethe opennessof markets.Tradepolicy and
competitionpolicy thereforeare to be organisedon the Europeanlevel.

Anothercandidatefor commonpolicy is theenvironment.Here,a moredelicate
analysisis required.In the caseof environmentalmedia,a commoninstitutional
arrangementat theEuropeanlevel only becomesrelevantif thepublic good,i.e. the
environment, is of aEurope-widedimension,or of anevenlargerdimensionlike the
global atmosphere.If the environmenthas a national spatial dimensiononly, a
Europeanapproachis not well founded.Nationalregulationscanthencompetewith
eachother,minimum standardsmaybea way to preventdisruptionsof marketsby
unilateral measures.Transfrontier pollution through rivers or pollution of
environmental mediajointly usedsuchas the Mediterraneanor the Baltic Seado
not havea Europe-widespatialdimensionin a strict senseandthereforeshouldbe
dealtwith onabilateralor multilaterallevel of thecountriesconcerned.TheEU can
developa frame of procedure.Positivespillovers in other areassuchas railroad
networksor energynetworksdo not representa public goodin thestrict sense.Here
coordinationhelpsto reducetransactioncosts;however,a Europeanapproachand
Europeanfinancingarenot needed.

25 Seefootnote12.
26 Stehn(1997)attributesthis to higher informationcostsof the consumer.
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It is important to clearly distinguishpublic goodsfrom merit goodsthat are
consideredas meritorious and desirableby someor even quite a few. What
appliesto public goodsdoesnot hold for merit goods.The provision of these
merit goodsshouldbeleft to theregionsor nationstatesaslongasEuropehasnot
developed a democratic method of aggregating individual and national
preferencesby voting. Merit goodsshouldbe decidedon a Europeanlevel only
whenthe democraticdeficit is reduced.

In thecaseof networks,somecoordinationmaybeneededsothatnetworksare
not hindered by borders. Thus, the network should have similar physical
characteristics.This,however,doesnot meanthatnetworksarepublic goodsof a
Europeandimensionand should be financed on the EU level. Take railroad
tracks.Not everytransfrontier trackis a Europeanpublic good.Wherethebenefit
of transfrontier connection accrues overwhelmingly to only two countries
financingshouldbe doneby thesecountries(Bröcker, 2001).

In the area of researchpolicy, a transfer of certain competencesto the
supranational level might be in accordancewith the economic principle of
subsidiarity. Theargumentis thatbasicresearch,especiallywith a view to high-
technology R&D, can be expected to generate considerablecross-border
spilloversgiving rise to an almostfree disseminationof basicknowledge;basic
knowledgeis hardly codifiableandthuscannotbe patented.In this case,cross-
borderexternalitiescan lead to an under-investment in basicresearchactivities
thatcanonly bepreventedby a transferof responsibilitiesfrom thenationalto the
supranational level. However,disseminationof basicresearchcannotbe limited
to the EU; thusthe argumentof under-investmentholdson a world-wide scale.
Moreover,competitionin basic researchmay be an importantdriving force to
expand the technological frontier. Then duplication of researchefforts is
necessaryto obtainresults.27

It is hard to seethat industrial policy can be justified as being relatedto a
public good of Europeansize. Where is the public good aspectof industrial
policy? Moreover, there are some serious stumbling blocks. First, the
Commissiondoesnot havethe knowledgewhich new productsandsectorswill
flourish in the future that is necessaryif sectorsare to be targeted.Second,the
conceptof strategictradepolicy may prove to be extremelymisleading.Third,
subsidiesusedto promotespecificsectorsmay be wastedin the end.

27 This argumentof spillovers is not to be mixed up with the longstandingdebateabout the
implementationof fair criteriafor thedistributionof fundsamongthememberstates.Oneschoolof
thinking arguesthat researchfundsshouldflow over-proportionallyto rich countriesbecausethese
countrieswould realisethehighesttechnologicalpotentialandsubsequentlythehighestgainsfrom
researchfunds.Anotherschoolof thinking pointsto thefact thata distributionof fundsin favourof
rich countries would counteract the objective of the common regional policy becausethe
implementationof a basic technologicalpotential is a necessaryprerequisitefor a successful
catching-upprocessof the lessdevelopedregionsin the EU.
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f. Decentralisationof WageFormation

With respectto the labourmarket,only rulessecuringthe free movementof
labourareneededon a Europeanlevel. All theotherrulesmustremainnational.
As a guidingprinciple,we haveto startwith how marketprocesseswould work.
Looking at wageformation,wagesshouldbe found in the different segmentsof
the labour market,be it by qualification or by region,suchthat a near-or full
employment equilibrium is found. Labour productivities exhibit a marked
divergencebetweenthemembersof theEuropeanUnion,bothwith respectto the
level aswell as the rateof change.It would makeno senseat all to harmonise
wageformation in the EuropeanUnion as is sometimessuggested.If countries
practisecollectivewagebargainingon the nationalor sectorallevel, theyshould
make sure that wage increasesin real terms do not surpassthe national
productivity growth. This, however, is only instrumentalin securinga given
employment level; unemploymentremainsconstantwith sucha rule. If countries
wantto reducetheir unemploymentrate,wageincreasesshouldremainbelowthe
productivity trend of the pastor shouldreflect the future productivity increase
that is in line with full employment.In an economywith heavyunemployment,
sucha productivity increaseis lower thanthe pasttrendsincethe workersto be
integratedinto employmentwill exhibit a lower productivity thantheaverageof
the employed and thus reduce productivity growth. Moreover, national
economiesmust find a way to differentiatethe wagestructure.28

Employmentbeinganationalresponsibility,employmentpolicy mustbenational
as well. To organiseemploymentpolicy on the Europeanlevel and usenational
contributions to the EU budgetor tax revenuesfor this purpose,would allow the
governmentsof the memberstatesto shift responsibilityto the Europeanlevel and
to use the EU as a scapegoatthus hurting the Europeancauseif unemployment
actually rises.Nationalcontributionsandtax revenueswould be usedin favour of
the countriesthat perform poorly. Countrieswhich reduceunemployment would
pay the contributions. Suchan approachwould representthe wrong incentives.

g. SocialUnion SimplyNot Feasible

A social union, that is a commonEuropeanframework of social insurance
systemsfor health,unemploymentand retirementas well as social welfare, is
simply not feasible.Actually, thesesystemshavedifferent levels of benefitsin
thedifferentcountries,andconsequentlytheir costsdiffer considerably.Whereas
in all countriessocial welfare is financed by taxation, the other systemsare
financedby a tax on labourwith different percentagespaid by the workersand
thefirms. For instance,in theUK thecostspaidby theemployerareonly half of

28 This is alsonecessaryin order to reducethe adjustmentcost from Easternenlargementdueto
immigration.
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whatGermanemployershaveto contribute.Labourproductivitybeingdivergent
betweenthe Europeancountriesis alreadya sufficient reasonnot to harmonise
social security systems.They must be organisedaccording to the territorial
principle in national systems:benefitsare provided by the national systemto
thosewho havecontributedto that system.This doesnot precludethat the issue
of portability of claims in order to allow the mobility of peopleis to be solved.

h. Agricultural Policy Not Essential

Easternenlargementaccentuatestheproblemsof commonagriculturalpolicy.
In agricultural production the EuropeanUnion reacheshigh levels of self-
sufficiencyof above100percentin importantareas,for instance132percentfor
sugar,112 per cent for wheat,105 per cent for meat(poultry, beef,pork, data
beforethemadcowandmouthandfoot crises)and106to 104percentfor butter,
milk and cheese.The commonagricultural policy usesprice supports,import
tariffs29 and export subsidies.In order to reducethe role of price supportsand
exportsubsidiesthe EU hasintroducedproductionquotas,for instancethe milk
quota,and hascompensatedfarmersby direct transfersinsteadof production-
orientedsubsidies.Agricultural policy involves expendituresof 44 billion euro
andaccountsfor 46 per centof the EU budgetin 2001.

Even without an Easternenlargementthe commonagriculturepolicy comes
underseverepressure;from a globalperspectiveEurope’sagriculturalprotection
cannot be justified becauseit takes away growth opportunities from other
economiesespeciallythe developingcountries.Their productionand markets
cannot evolve and expand if agricultural exports of developing and newly
industrialisingcountriesare prohibited from enteringthe EU market.What is
evenworseis thattheEU dumpsits subsidisedagriculturalproductson theworld
marketreducingpricesfor agriculturalexporters.In thecontextof thenextWTO
round the EU is in an untenableposition.Therefore,agriculturalpolicy on the
Europeanlevel becomeslessandlessessential.

In the conceptof the very essentials,the agriculturalmarketmustbe Europe-
wide. Border controlscannotgo togetherwith a single market.This, however,
doesnot imply thatagriculturalpolicy musttakeplaceon theEuropeanlevel and
that it hasto befinancedon theEuropeanlevel.A distinctionof differentaspects
of agricultural policy becomes necessary(Wissenschaftlicher Beirat beim
Bundesministerium für Ernährung,Landwirtschaftund Forsten,1988).

Market policy in the narrow sense(import duties, export subsidiesand
interventionprices)– the so-calledfirst pillar of agriculturalpolicy – relatesto

29 Variable levies that in the caseof imports adjust the lower world marketprice to the higher
Europeanlevel havebeensubstitutedby fixed import tariffs after the UruguayRound.Variable
leviesstill apply in the caseof cereals.
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the function of marketsand thereforehasto be assignedto the Europeanlevel.
However, thesemeasureslose importance.The more Europe’s agriculture is
integratedinto theworld economy,thelessis theneedto haveagriculturalpolicy
instrumentson the Europeanlevel. That aspectof agricultural policy is not
essential.Other aspectsof agricultural policy such as consumerprotection,
preventionof cruelty to animals,environmentalissuesandstructuralaswell as
regional policies for the countryside– the so-calledsecondpillar – do not
representessentialsand can be decentralised.They may evenbe financedon a
regionallevel.

For thepolitician thesimpleargumentmaybemoreconvincing,that theCAP
cansimply no longerbe financedif it is appliedto the new EU membersin the
existing form. These countries do have a high production potential for
agricultural products.This will be stimulated by price supportsand export
subsidies.Older estimatesindicate that EU expendituresfor agriculture will
increaseby 13 to 15 billion euro per year in a first wave of EU enlargement
(Tangermann, 1997). This would correspondto an increasein current CAP
expenditures of about 40 per cent. Additional costs in the samerangewould
accruefollowing a secondwaveof Easternenlargement.More recentestimates
indicatesomewhatlower figures.However,at this momentit is unclearhow the
systemof directtransfersthatarenotcoupledto productionis to beappliedto the
newmembers;applyingthesystemof direct transfersto thenewmemberswould
raise the cost estimates.To sum up, the EU has not done its homework in
agriculturalpolicy for Easternenlargement.

i. StructuralFundsHaveto be Redesigned

In regionalpolicy, regionsof the EU are actually subsidisedwith 33 billion
euroin the structuralfundsaccountingfor 34 per centof the EU budget(2001).
Thetransfersareintendedfor areaswhereGDPpercapitais below75 percentof
the EU average.Although the structuralfundsaredesignedaboveall to support
the developmentof backwardregions,almost 50 per cent of the funds were
directed towards memberstateswith a per capita GDP at or above the EU
average.However,a more detailedanalysisof the distribution schemewhich
takesinto accountdifferentcountrysizesrevealsthatpercapitatransfersincrease
as per capita GDP declines.The sameholds true for the shareof transfersin
nationalGDP (Stehn,1998,Tables3 and4).

In anenlargedunionthedistributional targethasto bedefineddifferently from
a smaller union becauseof a larger heterogeneityin GDP per capita (see
below).30 Consequently,it is necessaryto reducethe thresholdvalue of 75 per

30 In thecandidatecountriesthe thresholdof 75 percentactuallyis only surpassedin theregionof
PragueandBratislava(1998).
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cent and work with lower subsidiesrelative to the pre-enlargementstatus.If
regionalfundsarecontinuedin theirexistingform additionalfinancialmeanswill
beneeded.Accordingto theofficial financial forecastof theEU, in theyear2006
an additional 13 billion euro are necessary.If one assumesa continued
distributionof structuralfundsaccordingto memberstates’GDP,otherestimates
yield an estimatedfinancial burdenof about20 billion euroa yearasa resultof
the first waveof Easternenlargement.This would correspondto an increasein
structuralfundsexpensesperyearof almost76percentandasharein theGDPof
the 15 EU memberstatesof 0.34 per cent. According to the report of the
budgetary commission of the EuropeanParliament the additional costs of
enlargement in theareasof agricultureandstructuralfundscouldamountto 390
billion euroup to the year2015.The additionalcostof extendingthe structural
funds to the ten Middle andEasternEuropeanstatescould easily reach0.7 per
centof GDPof the15 EU memberstates,absorbingmorethan50 percentof the
EU’s total currentbudget.Theaboveestimatesshowthat full membershipof the
youngmarketeconomiesin CentralandEasternEuropewill pushtheEU budget
out of balance.Undertheseconditions,an increasein the financial contributions
of the ‘old’ memberstateswould be unavoidable.

Changesin the structural funds have to be madebefore Easternenlargement
becauseafterwardsthe new membersin Middle and EasternEuropewill havea
blocking minority. How difficult it is to changethe structural funds becomes
apparentin the cohesionfunds,originally conceivedto help countrieslike Ireland
andSpainto preparefor monetaryunion;thecohesionfundcontinuesto existwith a
volumeof 2 billion europeryearevenafterthesecountrieshavesuccessfullyjoined
themonetaryunion.In Nice, unanimityin thecaseof structuralfunds(Article 161)
could not be abandonedbecauseof strict Spanishopposition.

Any successfulreform would strengthenthe basicobjectiveof the structural
funds, that is, the promotion of the EU’s most backwardregions,in order to
securethe acceptanceof the integration processas a whole. This could be
achievedby restrictingaccessto thestructuralfundsto thosememberstateswith
per capitaGDP below the EU average.As a consequence,only Spain,Portugal,
Greeceand the new membersSlovenia,CzechRepublic,Estonia,Hungaryand
Polandwould be eligible to regionaltransfersin a wider EU-20.The sizeof the
transfersshouldvaryaccordingto percapitaGDPandshoulddecreasesteadilyin
line with a growing income level in these countries. In order to partially
compensatefor lost accessto the fundson the part of the richer memberstates,
thetotal budgetshouldbefixed at thecurrentlevel sothatnationalcontributions
to theEU budgetcanbereducedasthepoorermemberstatescatchup with their
richerpartners.It is to be fearedthat theconflict will besolvedby anexpansion
of expenditures.

It is difficult to seehowtheupperlimit for EU expendituresof 1.27percentof
GDP of all memberstateswill not be surpassedin the future.
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j. On the Issueof an Optimal MacroeconomicPolicy Mix

On the macroeconomiclevel, the issuearisesto what extentmacroeconomic
policies should be coordinated.This question is especially relevant since
monetary policy now has been Europeanisedwhereas the other areas of
macroeconomic policy are still national. One approachis to limit negative
spilloversbetweenthe different macroeconomicpolicy areas.Thus,the stability
pactis intendedto control excessivefiscal deficits andin this way to protectthe
ECB andtheeuroagainstfree rider behaviourof individual nationstates.A rule
that realwageincreasesin thedifferentcountriesshouldnot exceedproductivity
growth31 would help to preventa negativespillover in the sensethat national
unemploymentis notaggravated.Otherattemptsof coordinationrepresenta form
of atmosphericcoordinationincluding mutual information.32

With respectto generatingpositive spillovers betweenpolicy areas,we have
manymodelswhichprovethatcoordinationamongthemacroeconomicpolicy areas
is Paretoefficient.Alas, thesemodelsveryoftenstartfrom simpleassumptions.The
problemis that responsibilityof policy actorsbecomesblurredand that oneactor
canput the blameon the other, including the othermemberstateor the European
level. In my evaluation,macroeconomicpolicy coordinationwill only be of a
limited scope.One positive aspectis mutual information so that national policy
makersareinformedon what is intendedelsewhereandstartfrom a commonframe
of reference.Partly,coordinationwill haveto rely on moralpersuasion,for instance
if a countrywith high growth ratesbenefitsfrom the low interestratesof the ECB
andis not willing to reduceits governmentalabsorption.Within the modelof bare
essentials,national parliamentsare sovereign;binding coordination is unlikely.
Finally, mostof thecoordinationphilosophyis basedonextremelysimpleandnaive
Keynesianideasof controlling and fine-tuning aggregatedemandover the cycle;
insideandoutsidelagsareneglected.Moreover,the political processis unableto
smoothgovernmentexpendituresover the cycle. While additional spendingin a
recessionis grabbedwholeheartedly by thepolitical process,reducingdemandin a
boomis unlikely to takeplace.A Jospinfund for stabilisationpolicy at theEU level
alsostemsfrom a misleadingconcept.

k. Allowing Variety

Looking beyondEasternenlargement,therearemoreseriousquestionsthanthe
oneswe just discussed.For instance,NorwayandSwitzerland– not yet membersof

31 This rule seemsto be implicitly followed by Europeantradeunions.
32 This relatesto the Cardiff processwhich is intendedto foster economicreformsin the labour
market, the Luxembourgprocesswhich is intendedto increaseemployment,and the Cologne
processwhose purposeis intended to deepenthe macroeconomicdialogue. These processes
representdeclamatorycoordination.
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the EU – arecharacterisedby specialconditions.Norway heavily dependson the
fisheriesandits oil reserves.33 Switzerlandhasa long tradition in a well established
direct democracythat shouldbe accommodatedadequatelyin a Europeanframe-
work of decisionmaking. A Europeaninstitutional framework should take into
accountthesespecialconditionsandnotploughthemunderacommonEuropeanset
of rules; the frameworkof the EU shouldbe adequatefor both countries.

l. EssentialsEnforcedby LocationalCompetition

Thestrategyof looking for theveryessentialsof acommonmarketis enforcedby
Europefacing locationalcompetitionin theworld economy(Siebert,2000).As any
other region of the world, the EU competesfor the mobile capital, the mobile
technicalknowledgeandthemobilehighly qualifiedworkers.Theinstitutionalframe
of theeconomy(includingtaxation)mustbesuchthatthesefactorsareattractedand
keptat home.Benchmarking is a necessaryelementof locationalcompetition.34

m. EconomicDynamicsvia Market Processes

To look for the very essentialsin the framework of an enlargedEuropean
Union impliessaying‘No’ to a transferunion.In anycase,enlarginganeconomic
union necessarilymeansacceptinga larger dispersionin income per capita.35

This becomesapparentif we look at a function betweenequity beingdefinedas
someaspectof incomedistribution on the one handand economicsize on the
other.With a largersize,the equality targethasto be lowered.It is evenlower
than in the EU if we considerthe whole world. An enlargedunion cannothave
the samedistributional target as a smaller union. In addition, the democratic
deficit doesnot give a legitimatebasisfor sizeabletransferson a Europeanlevel.
A distributivefederalismcannotbe the roadfor Europeif Europewantsto be a
dynamicregionof the world economy.

Following theconceptof looking for thevery essentialsandleavingspacefor
decentralisedsolutions,Europe’seconomicdynamicscomesfrom the markets
andnot from politics. The politicianswho would like to seea strongEuropein
the world economy make use of the markets to gain increaseddynamic
efficiency. Europethen would apply a similar strategyas the US which relies
heavily on the efficiency of markets.For sucha strategy,we do indeedneeda
discussionon the essentials.

33 Norway may cherishits autonomyespeciallysinceit becameindependentonly in 1905.
34 Note,however,benchmarkingonly attemptsnot to fall behindothers.It is not a vehicleto take
leadershipin innovation.
35 This is in contrastto theJospin(2001)conceptof Europewhich stressesthedistributionalaspect
betweennationsin the EU without being preparedto cedenationalsovereignty.This meansthat
distribution is donewithout democraticlegitimacy.
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5. IN SEARCHOF A CONSTITUTION-LIKE ARRANGEMENT

To look for the very essentialsof an enlargedEuropeanUnion follows from the
democraticdeficit. Thealternativeis to reducethedemocraticdeficit. Thismeansto
searchfor a transitionto someconstitution-like arrangementin which the national
memberstatescedesomeof their nationalsovereigntyandin which the European
level receivesanimproveddemocraticlegitimacy.As WinstonChurchill put it: ‘We
mustbuild a kind of United Statesof Europe’.This raisescomplexissues.

a. ConstitutionBuilding – A VisionaryFrameof Reference

A rough picture would imagine an improved democratic legitimacy of the
Europeanlevel as follows: More decisionpower is given to the Europeanparlia-
ment.36 This impliesthatnationalparliamentscedesomeof their competencies.The
Europeanparliamentcan be conceivedas a two-chambersystem.For the first
chamberrepresentativeswould be elected,for instanceby a majority rule for each
electiondistrict; asecondchamberwould representthememberstates.Theelectoral
districts for the electionof the membersof the first chambershouldbe delineated
suchthateachdistrict representsa similar percentageof thepopulation.Thesecond
chambershouldrepresentthememberstates,ideally by electingtherepresentatives
of thememberstatesdirectly (asin theUS Senate).TheCommissionrepresentsthe
European government.A constitution-like system of rules would define the
competenciesof the Europeanparliament,its two chambers,the Commission, the
memberstatesandthe regionallevel in the memberstates.

To describethe future road in this way exhibits all the problemsthat an
enlargedEuropefaces.

With respectto the basic concepts,different historical experiencesin the
countriesof Europeexist.This meansthat theconceptsaredivergingwidely and
that even words have different meanings.For a German, a federal state
(Bundesstaat) implies the sharingof responsibilitiesand also somecontrol of
centralpowerby theregions.In theUK, the termitself seemsto havea negative
connotationandis associatedwith anagglomerationof powerat thecentreanda
loss of individual freedom.In France,the conceptof L’Etat is not seenas a
combinationof somewhatautonomousregionsanda centrallayerof government
but asa hierarchicalorderwith centralisation.37

Talking of a constitution-likearrangement(Verfasstheitinsteadof Verfassung,
Mestmäcker,2000)is difficult to understandin theUnitedKingdomwhereawritten
constitutiondoesnot exist and doesnot needto exist. But evenwith an explicit

36 Seethe Germanproposalsby Fischer(2000),Rau(2001)andSchröder (2001).
37 CompareJospin’splan (2001)of an upgradedEuropeanCouncil anda ConseilPermanantdes
Ministres.
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constitutionalapproachin the Germanor Frenchinterpretation,a democraticstate
andthereforea constitutionpresupposesthat thereis a peopleasthesovereign.But
a Europeanpeopledoesnot (or doesnot yet) exist. Moreover,a Europeanpublic
opinion does not exist as well. Thus, the role of a Europeanparliamentmust
necessarilybe limited in scope.Consequently,giving up nationalsovereigntymust
belimited aswell. Theconceptof a Europeanpeopleis immediatelyrelevantwhen
burdensharingfor a commoncauseis at issue.In a political sense,solidarityseems
to be definedmainly within the nationalboundaries.From this it follows that the
preparedness to give up somenationalsovereigntywill bea functionof a European
peopleevolving; in otherwords,of nationalidentitiesbecomingweaker.

At thecoreof thisdebateis taxation.Cedingnationalsovereigntywould imply
shifting the powerto tax, the powerto spendandthe powerof the budgetto the
Europeanlevel. This would mean that a Europeaninstitution such as the
Europeanparliamentwould be authorisedto decidethe type of tax, the tax base
andthetax ratefor theindividual tax payer;it would alsobeableto decidethata
tax collected in country A can be spent in country B, either explicitly or
implicitly. For instance,tax revenuescould be used for infrastructureor to
financea Europe-widetax-transfermechanismthat hasas its strategicvariable
the level of personalincome.

From historical experiencewe know that the principle ‘no taxation without
representation’ is the basisof democracy.In a EuropeanUnion I doubt that the
citizenswill be preparedto accepta systemin which a Europeaninstitution has
thepowerto tax andthepowerto spendthetax revenuesif this institutionlacksa
democraticlegitimacy,thatis if it cannotbeheldresponsibleby thevoter.Hereis
the crucial point in the future developmentof Europe.38

It is indeedhardto imaginehow the processof cedingnationalsovereigntywill
look in thenext twentyyears.Barringunnecessaryregulations,somecommonrules
guaranteeingthe functioning of the product and factor marketsare likely to be
acceptedby thepopulation,for instancerulesrelatingto theaccessof newfirms to
thetelecommunication sectoror to capitalrequirementsfor banks.Thedisadvantage
that thesematterscan no longer be regulatedon the national level is more than
compensatedby theobviousbenefitof commonproceduresin a largermarket.One
can also imagine that in the future a consensusis found on somecommonrules
concerningthe type of tax systemsuchasthe relevanceof indirect taxationversus
direct taxation,and the definition of the tax base.Minimum tax ratesare another
example.In theseareas,thelossof sovereigntyis limited especiallysinceunanimity
is still requiredin issuesof taxation.

38 Politicswill try to find hybrid solutions.An exampleis anecotaxalongtheGermanconceptasa
tax revenuefor the Europeanlevel. I fear that such taxes, if not accompaniedby adequate
representationof thecitizen,will backfirein that thesupportfor theEuropeancauseis lost. A true
ecotaxwould favour the countriesthat rely on atomic energyand the sunshinestatesthat can
substitutefossil fuels by solarenergy.The tax burdenwould be with the othercountries.
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In questionsgoing beyond theseissuesa further evolution in the existing
systemof intergovernmental decisionmakingis hardto imagine.This alsoholds
for new taxes like the ecotax if it were to be raisedon the Europeanlevel.
Therefore,it is correctthat theEU doesnot haveits own right to tax andthat the
budgetof theEU is coupledto thecontributionsof thememberstatesaslong as
thecontrolby parliamentandthedemocraticcontrolby thevoterof government
spendingis not established.

An additionalissueis to what extentthe Europeanparliament,if morepower
wasgivento it, would beableto controlexpenditures.Undergivenconditions,it
would be normal that the Europeanparliament is inclined to promote the
Europeancause.How much easierthis would be with additionalexpenditures.
Moreover, conflicts betweenspatial interestscan most easily be solved by
increasingspending.From this it follows that the propensityto spendwill be
systematically higher in a parliament of regional integration. Therefore,
exogenouslygiven andexplicit constraintson spendingandtaxationareneeded.
It is an openquestionhow theseconstraintscanbe defined.

We cannot expect that the EuropeanUnion will spontaneouslyfind a new
constitutional-like arrangementin a uniqueandsingleenthusiasticawakeningof the
population.The time in which the youngpeoplehavetorn down the borderposts
after thewar aregone.A movementsupportedby theenthusiasmof thepeopleto a
newshapefor Europeis not visible. Thesocietal,culturalandpolitical spaceof the
Europeof 27 is likely to betooheterogeneousfor suchenthusiasm;Europeseemsto
be lessof a dreamandmorea technicalsolutionto the problemsof the day.

The lack of support of the population illustrates the dilemma for future
Europeandevelopmentand at the sametime the difficulty of the post-Nice
processwhich shouldclarify the next constitutional-likesteps.

Thepreparednessto give up nationalsovereigntyvariesconsiderablybetween
the Europeancountries.Thereseemsto be somewillingnessto give up national
sovereigntyin theBeneluxcountriesandin Germany.Thisseemsto barelybethe
casein theUK andalsonot in France.For manycitizensin theBritish Islesit is
simply not conceivablethat major decisionsare shifted to the Europeanlevel
evenif the institutionstherehavea democraticlegitimacy.Francehasa strong
historically grown nationalidentity which it is very reluctantto give up.

In a way I have describedthe difficulties that lie aheadwithout really
providing a very specificanswerto what shouldbe or canbe done.

Taking the lacking preparednessto cedenationalsovereigntyas given we are
backto the questionwhat arethe essentialsto be solvedon the Europeanlevel. A
first answerhasbeento look for the very essentialsfor the functioningof a single
market.39 A second,albeitrelated,answeris theconceptof fiscal federalismalready

39 Someseethe hope in Stagno-Europewhich once it becomesapparentrequiresa processof
developingthe ‘essential’vision discussedin Section4 moreexplicitly.
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discussed.This conceptis a necessityanyhow,evenif a democraticlegitimacycan
be obtainedon the EU level. In order to give someflesh to this conceptof fiscal
federalism,it is promising to look at historical and practical experienceswhere
competencies havebeendefinedfor the different layersof a political entity. The
writings of Alexander Hamilton (1787/88) in the Federalist Papers on the
constitutionalproblemsof the young United Statesprovide illustrationsof many
issuesfor which solutionshave to be found in the Europeancontext;admittedly
thesewill haveto be solvedin a different way in Europe.Analogiesmay alsobe
found in nation stateswith a strongfederalstructure,whereimportantaspectsof
political and economicdecisionmaking like taxationare decentralisedandwhere
thecentrallayerof governmentis keptweakdeliberately.Switzerlandmayserveas
an example,albeit without its direct democracy.

b. TheDeficiencyof the Treatyof Nice

The Treatyof Nice is an attemptto preparethe Union of 15 for the Union of
27, to find ananswerto theissuesraisedby enlargement.Exceptfor newruleson
how to organisetheEuropeanCommissionandtheECB council (Baldwin et al.,
2001)theweightingof votesin the EuropeanCouncil hasbeenaltered.Twenty-
nine votes are allocated to the four larger countries Germany, the United
Kingdom,FranceandItaly, 27 to SpainandPolandandtheremaindergraduated
to the othercountries(Figure1).40

The EU of 27 will have345 votes.Thena qualified majority, now at 68 of
87 votes or 71.26 per cent, requires258 votes (or 74.79 per cent) and the
majority of members.41 Theblockingminority is 88 votes.If not all candidates
havejoined the EuropeanUnion when the new weighting becomeseffective
by 1 January,2005,the thresholdfor the qualified majority will be movedup
from a valuebelow the actuallevel of 71.26per cent to a maximumof 73.4
percent.Thentheblockingminority will be91 votes42 andqualifiedmajority
will be255votes(73.91percent)insteadof 258votes.Regardinga veto,three
large countriescannotblock a decision.They can be overruled.In order to

40 The abbreviationsare as follows: AT: Austria, BE: Belgium, BG: Bulgaria,CY: Cyprus,CZ:
CzechRepublic,DE: Germany,DK: Denmark,EE: Estonia,ES: Spain,FI: Finland,FR: France,
GR: Greece,HU: Hungary,IE: Ireland, IT: Italy, LT: Lithuania, LU: Luxembourg,LV: Latvia,
MT: Malta, NL: Netherlands,PL: Poland,PT: Portugal,RO: Romania,SE: Sweden,SI: Slovenia,
SK: SlovakRepublic,UK: United Kingdom.
41 In theAmsterdamTreaty,theallocationof votesis dealtwith in Article 205.TheNice allocation
of votesis treatedin Article 3 of ProtocolA of theNice Treaty(Declaration20 Official Journalof
the EuropeanCommunities,10.3.2001,C80/80and 82, Table 2). As an academicbeing usedto
disentanglemorecomplexissuesI muststatethat it is a pity how little caretheEU takesto explain
a New EuropeanTreatyto the citizen of Europe.This is not the spirit from which supportfor the
Europeancausecanarise.
42 Declaration21, ibid 80/85.
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preventthis, they would haveto win anothercountry for their position.The
traditional core countries Germany, France and Benelux do not have a
blocking majority. If Franceis consideredto be a Mediterraneancountry,this
group has a veto. The Middle and EasternEuropeancountriesalso have a
blocking minority.

The slopeof the regressionlines betweenvotesandpopulationindicatesthat a
little bit moreweightwasgivento thesizeof population(Figure2).But in contrastto
theweightingin theEU-15,moredistortionshavebeenintroduced.Thus,Spainand
Polandnow havea weight of 27 votesthat is not proportionalto their population.
Germanywith 82 million peoplehasonly marginallymorevotesthaneachof these
countrieswith half the populationsize. In the caseof Germany,there is also a
distortionrelativeto thethreeotherlargercountries.In ordertomitigatethatproblem,
amemberstatecanrequestthataqualifiedmajority mustalsorepresentthemajority
of thepopulation,specifiedas62percentof thepopulation.However,suchademand
may have the bad odour of disturbing the friendly atmosphereand may appear
extraordinary.In contrastit is self-evidentin a democraticsettingthat a qualified
majority mustrepresentthemajority of thepopulation.

Applying the two-point equationfor straightlines showsthat taking the four
smallestcountries(Malta, Luxembourg,CyprusandEstonia)andFranceaswell
as Italy as the two coordinates,the mediumsizedcountries(from Sloveniato

FIGURE 1
PopulationandNice Allocation Votes
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FIGURE 2
Pre-andPost-NiceAllocation of VotesandPopulation(with linear regression)



Romania)havereceivedanover-proportional shareof thevotes(FigureA1 in the
Appendix).Admittedly, it would be correctthat votesin the EuropeanCouncil
shouldnot beproportionalto thepopulationif theCouncildevelopsinto a second
chamber,becausea secondchambershouldhaveanintegrativefunction.But this
is a long way to go. It seemsthat nationalinterestshaveplayeda major role in
determiningthe Nice weighting.

The changeof the weighting of votes of memberstatesdoesnot meanan
improvementin thesensethattheweightingof votesnowwouldmoreadequately
representthe size of the population.It is to be fearedthat it will becomemore
difficult to reachdecisionsin a union of 27 and that blockadesbecomemore
likely. Onereasonis that the thresholdfor a qualified majority hasbeenraised
while at the sametime the numberof membershasbeenincreased.This means
that the systemmovesmore towardsunanimity; it becomesmore difficult to
reacha decision.A secondreasonis that coalitionsblocking a decisionbecome
morelikely. Baldwin et al. (2001)arguethat the Council’s ability to act will be
massivelyslowed.They usepassageprobability of a proposalbeing definedas
the numberof winning coalitions to all possiblecoalitions.Their result is that
passageprobability will be reducedconsiderablyby the new voting allocation
(Baldwin et al., 2001,p. 12).An openquestionis whethertheallocationof votes
may evenbe a sourceof future internalconflict.

Aboveall, with respectto the importantaspectof changingintergovernmental
cooperation, Nice hasnot changedthis institutionalarrangement.This meansthat
the democraticdeficit hasnot beenreduced,it continuesto exist and hasbeen
aggravatedin an enlargedunion.A correctionof the Nice weightingof votesin
thefutureseemsto beextremelydifficult especiallyafter thenewmembershave
entered.Nice hastied downvoteallocation.It hasfailed to grasptheopportunity
to give integrationan additionalpush.

c. Variable Geometry

The EuropeanTreatyallows memberstatesto form specialclubs that intensify
their cooperationin specificareassuchasbordercontrols(Schengencountries)or
monetaryunion.Countriesmay moveat different speedsof integration.According
to this approach,thedynamicsof integrationis providedby a subsetof themember
countries.Membercountriesmay be given the right to opt out. Opting out, that is
grantinganexception,maybea dangerousstrategyfor a unionbecauseit leadsto a
greaterheterogeneityin the institutionalarrangements.An opting-outclausecanbe
grantedonly in most unusualcircumstanceswhen otherwisethe union cannotbe
held together.The EU is a single undertaking,and the net benefits come in a
package.43

43 Comparethe conceptof singleundertakingin the WTO.
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Different speedsand variable geometry cannot, however, relate to the
essentialsof aunion.Theymustreferto additionalstepsthatonemayconsideras
desirablebut not strictly necessary.A variablegeometryalso cannotsolve the
coreissueof a democraticvoid; it is simply not conceivablethata Europeanclub
asa subsetof membercountriesdevelopsa separatedconstitutionalarrangement
diverging from the other members,including for instanceparliamentaryvoting
and taxation.Thus, the strategyof multiple speedscan only be applied in the
context of intergovernmental decision making. It is not suitable for a more
intenseform of integration.Variablegeometryor separatespeedcanonly be an
intermediatestepof integration.

6. CONCLUSIONS

I draw the following conclusions:

(1) Intergovernmentalcooperationis unlikely to work in a EuropeanUnion of
27. It will becomemoredifficult to reachdecisions.

(2) Europehasa choice:Either it looks for the very essentialsandtrims the
acquiscommunautaireaccordinglyallowing morevariety in an enlarged
union. Or it developsan institutional arrangementby which national
sovereigntyis – partly – shiftedto the Europeanlevel.

(3) Theconditionfor an intensifiedpolitical integrationis that thedemocratic
deficit mustbe overcome.

(4) If both solutionscannotbe implemented,we haveto take into accounta
speculativescenarioof Stagno-Europe:Decisionmakingin theEU will be
blocked,dynamicsandvitality will be lost, the integrationprocesscomes
to a halt andEurope’sposition in the world economywill erode.

Coming back to the sombredictum of Lord Grey of Fallodon,Europehas
movedforwardin thesecondhalf of thelastcentury.Thismayencourageuswith
ThomasJefferson:

I like the dreamsof the future betterthanthe history of the past.

More realistic is the assessmentof PaulHenri Spaak,the BelgianEuropean:44

Only thosecanbediscouragedwho think thatEuropecouldbecreatedby a ‘Sesamopen’or by
a hugewaveof enthusiasm.No suchthing will happen.An organisedandunitedEuropewill be
the resultof long andhard labour.

44 Translationby the author.
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APPENDIX

FIGURE A1
Allocation of Votes in the EU (straightlines calculatedwith the two-coordinateformula)
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TABLE A1
CandidateCountries2000

Bulgaria Czech Estonia Hungary Latvia Lithuania Poland Romania Slovakia Slovenia
Republic

GDP per capitain currentprices 7 23 16 21 11 13 18 7 16 44
andexchangeratesa in per cent
of EU average

GDP per capitain purchasing 24 58 37 52 29 29 39 27 48 72
power in per centof EU average

Unemploymentratea 17.8 8.7 13.2 6.5 14.4 14.7 16.7 8.4 18.9 7.2
EU shareof total exportsof 52.6 69.2 72.7 76.2 62.5 50.1 70.5 65.5 59.4 66.0
eachcountrya

Shareof EU inward FDI as 4.4 4.9 10.9 4.3 5.9 8.6 4.0 5.0 2.7 1.0
per centof grossinvestmentb

Shareof EU inward FDI as 1.6 3.0 6.1 3.4 0.9 3.3 2.7 1.1 1.2 0.9
per centof GDPb

Notes:
a 1999. b 1998.

Source: Silke Stapel:The GDP of the CandidateCountries. In: Statistics in focus,Economy andFinance,Theme 2, 18/2001. Eurostat. – PaoloPasserini: EU FDI with
CandidateCountries:anOverview. In: Statisticsin focus,Economy andFinance,Theme2, 26/2000. Eurostat. – EuropeanCommission.Enlargement StrategyPaper2000.
Report on Progress Towards Accession by eachof the CandidateCountries.– EuropeanCommission:Economic Developmentsin the CandidateCountries in 2000. In:
EuropeanEconomy. Supplement C. No. 3, November 2000.– Eurostat Yearbook 2001.
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