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I. Introduction 
 
 
The European Union is currently in trouble. There have certainly been difficult times in 

the past, but the EU’s current quandary is particularly serious, because it comprises 

several (potentially) destabilizing factors. At the root of the current EU’s troubles is the 

poor economic performance of the Eurozone, mainly its largest economies, especially 

their low economic growth and persistently high unemployment. Feelings of economic 

insecurity are, as a result, growing amongst European people. And they are, in turn, 

fueling resistance to change, whether it consists of further rounds of EU enlargement, 

fresh (regional and international) market integration measures, or increased cross-border 

economic activity, particularly capital and labour mobility.  

 

Economic insecurity is, therefore, triggering protectionist demands, while people’s fears 

are sometimes transformed into active support for nationalist political manifestos – and 

parties. More often than not, though, economic insecurity undermines the legitimacy of 

European integration, which has historically been indirectly attained and primarily taken 

the form of a permissive consensus (Inglehart, 1970), whilst making people look to 

national governments to provide protection and security. Failure to respond to people’s 

anxieties, though, forces governments to try to deflect public frustration, often via EU 

scapegoating rhetoric, lest their own legitimacy is negatively affected.  

 

Being so, it should not be surprising that in the eyes of the public – at least in some 

member states - European integration is increasingly thought of as a purely regional 

facet of globalization, merely aiming at the removal of barriers to trade and factor 

mobility. Furthermore, it is inevitable that opportunities and gains from European 

integration and, for that matter globalization, are discounted and attention is largely paid 

to risks and costs. Besides, the former are more or less widely diffused and take time to 

materialize, while the latter are immediately felt and are often concentrated in certain 

segments (sectors or geographical regions) of national economies, thus burdening certain 

social groups, particularly less skilled workers. Obviously, then, EU legitimacy and further 

advancement of European integration – EU widening and deepening – are increasingly 

dependent upon the fate of the losers and, hence, are largely reliant on effective 

compensatory policies (Tsoukalis, 2005). 
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It is often argued that unless a social dimension is incorporated in European integration, 

unless, in other words, the role of the EU in the area of social policy is (substantially) 

strengthened, neither will compensation of the losers be adequate, nor the EU’s 

legitimacy crisis be addressed, nor the process of European integration be further 

advanced. It is even maintained that the current allocation of policy responsibilities 

between EU institutions and the member states is unsustainable and can be politically 

explosive, when inequalities are widening within countries (Ferrera, 2005). 1 

 

However appealing may be, this view does certainly not muster enough political support 

– in the sense of convergent national preferences. Furthermore, as I argue in the next 

section, it is not completely – to say the least – justified. National governments are far 

from emasculated. And they are, in principle, able to deliver the public goods and meet 

their citizens’ demands for protection and security. Yet, this does not rule out EU level 

action and policies that complement national social policies, while responding to 

transnational problems, supporting national adjustment to sizable (and occasionally 

unforeseeable) integration-related shocks and symbolizing social responsibility on the 

part of EU institutions. Nevertheless, within the current division of public competencies, 

there is enough room for policy improvement and, as I argue in the third section, political 

choices can significantly affect EU economic prospects.  

 

 

II. Efficiency, equity and legitimacy in the EU political economy 

 

 

Being a fashionable term – should we add with a post-modern flavour? – economic 

governance has lent itself to various interpretations. Yet, there is little dispute that 

economic governance is first and foremost about the desirable mix between the state and 

the market and the kind of state intervention and, thus, about the attainment of 

efficiency and equity, including configuration of the socially relevant trade-offs. Within a 

multi-level system of economic governance such as the EU, however, those economic 

considerations and social choices are heavily influenced by – but also are reflected in - 

the division of policy competencies between the various levels of government. EU 

                                                 
1 It is debatable, though, whether widening of within countries inequalities are causally – and not 
out of political convenience – associated with regional and international economic integration.  
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economic governance, therefore, is fundamentally about the allocation of policy powers 

between the EU institutions and the member states. 

 

What is, then, the appropriate division of labour between the central level and the local 

level in the domain of economic and social policy? The revised theory of fiscal federalism 

– reconciling the traditional normative approach with the new positive political economy 

– provides justification for centralization, when cross-border externalities and policy 

conflicts amongst jurisdictions undermine decentralized provision of public goods and 

preclude maximization of locally constructed ethically weighted social welfare functions. 

Centralization is also justified when there are scale economies in the provision of public 

goods. 

 

Yet, neither is information about local preferences smoothly transmitted to and readily  

assembled by the central government, nor is the latter frequently able to adequately 

differentiate its policies across jurisdictions, thus failing to respect the diversity of local 

preferences. It follows, then, that decentralized provision of public goods is appropriate 

when preferences diverge widely across jurisdictions, unless cross-border externalities 

are pervasive and scale economies are considerable.2 Moreover, decentralization is 

further justified once account is taken of the fact that maximization of an ethically 

weighted social welfare function is seldom (?) the overriding objective in policy making, 

which is instead captured by the self-interested behaviour and choices of politicians, 

bureaucrats and powerful economic interests. The case for decentralization, thus, rests 

on accountability considerations – and accountability is inversely correlated with distance 

between citizens and policy makers - while the resulting competition amongst local 

governments is relied upon in order for heavy (policy induced) market distortions to be 

reduced. Yet, notwithstanding its emphasis on decentralization, especially in regards to 

provision of public goods and, in general, policies affecting resource allocation, the 

revised theory of fiscal federalism does not oppose centralization of (fiscal) stabilization 

and income redistribution, although with many strings attached (for further discussion of 

some of the arguments presented here, see also Begg at al, 1993, Berglof et al, 2003, 

Oates, 1999, Persson et al, 1996).  

 

                                                 
2  Arguably, scale economies are a second-order criterion. Assuming that cross-border externalities 
are contained, the cost of neglecting heterogeneity of preferences far outweighs the benefit 
associated with exploitation of scale economies; centralization in this case is hardly advisable.     
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Now, in regard to the allocation of policy competencies between EU institutions and the 

member states, the case for decentralization is reinforced and its scope is broadened – 

also embracing stabilization and income redistribution. There are four main reasons why 

decentralization of policy making is – and should be - the norm in the European Union. 

Firstly, given that power has historically been consolidated at the level of the nation-

state, the burden of proof that a realignment of policy powers is socially desirable falls 

squarely on EU level institutions; the latter have to prove that the benefits of policy 

centralization outweigh the costs. 3 It follows, secondly, that in the face of divergent 

policy preferences and national interests, policy competencies are transferred to the EU 

level hesitantly and only when a Pareto improvement is, at least, within reach. However, 

this has often not been the case. The degree of EU market and particularly labour market 

integration is low and, consequently, cross-border externalities are sufficiently contained. 

Thirdly, given the absence of EU-wide equity considerations – and hence the lack of a 

fully fledged EU political system – not only does redistribution remain firmly in the hands 

of national governments, but member states are even more reluctant to cede authority 

to EU institutions, the reason being that an element of redistribution is inherent in both 

the allocation and stabilization functions. Finally, symptoms of government failures have 

been pervasive in EU member states – be they in terms of, say, high unemployment or 

fiscal profligacy – thus rendering (a degree of) competition amongst national 

governments socially advantageous.  

 

Be that as it may, the assignment of policy powers to EU institutions and the member 

states should largely correspond to the efficiency vs. equity classification of public policy 

objectives. Thus, EU policy responsibilities should principally be justified on efficiency 

grounds, whereas member states should remain, inter alia, firmly in charge of 

redistributive policies, which should be meant to serve national equity objectives. 

Obviously, arrangement – and rearrangement – of trade-offs between efficiency and 

equity should also remain under national control, following national governments’ 

effective management of the pace and scope of European economic integration, including 

its implications for policy coordination. 

 

Those theoretical suggestions are, by and large, empirically corroborated. For example, 

the (new) regulatory approach of the EU in the domain of product and capital markets, 

                                                 
3 This stands in sharp contrast to the thinking and the actual practice, as evidenced in the context 
of recent institutional and policy debates, in mature federations like Germany and the U.S.A.  
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following the adoption and implementation of the internal market programme, aims at 

striking down national regulatory barriers to EU product and financial market integration 

and, at the same time, establishing level playing fields that provide for undistorted EU-

wide market competition and efficient allocation of Community resources (for example, 

see Tsoukalis, 2005, pp. 97-117). Realization of those objectives is, albeit, heavily 

dependent upon national enforcement of EU rules. Furthermore, despite its obvious, if 

increasingly perverse, redistributive effects, the common agricultural policy was, at least 

at the time of its inception, meant to ensure   market unity and secure self-sufficiency, 

while insulating farm income from unforeseeable market disruptions. Having largely 

achieved those objectives, while also allowing for the rapid modernization of agricultural 

production and trade, the CAP is currently subject to intense reform pressures justified 

on both efficiency and equity grounds.  

 

Similarly, EU intervention in the area of social and, particularly, labour market policy has 

primarily been motivated by efficiency considerations – notwithstanding that the equity 

objective is inherently present in social and labour market policies. For example, by 

establishing high EU-wide regulatory standards, EU health and safety legislation has 

made labour productivity increases possible, while also reducing the fiscal drain 

associated with work-related accidents and illness (Koutsiaras, 2001). Furthermore, EU 

anti-discrimination legislation and, particularly, sex equality legislation in relation to 

employment matters, have certainly contributed to increased participation of women in 

the labour force and increased female employment rates. Also, despite its emphasis on 

political concerns and symbolic issues (see Tsoukalis, 2006a), justification for the 

recently established – but still on the process of being functionally shaped (see 

Commission, 2006a) – Globalization Adjustment Fund does not lack the efficiency 

dimension. Indeed, insofar as adjustment costs are higher for trade-dislocated workers 

than for other job losers, Community support for actions aiming at quick re-integration 

into the labour market may accelerate labour market transitions and, thus, contain 

adjustment costs – be they in terms of long spells of unemployment or loss of human 

capital.  

 

The same argument applies, also, to cohesion policy – however heretical that may sound. 

Despite its far from negligible redistributive impact (Mairate and Hall, 2001), cohesion 

policy is not primarily motivated by equity concerns, but by efficiency considerations. As 

a matter of fact, the conditional character of EU transfers renders the equity motive 
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temporary, since “successful” regions or countries lose their eligibility for EU aid. In 

addition, owing to the inclusion of the programming and additionality principles, 

recipients cannot spend EU subsidies as they wish, nor can they use them as a substitute 

for own spending (Pelkmans, 1997, p. 260).  

 

Being largely in line with the efficiency vs. equity classification of public policy objectives, 

the allocation of policy competencies between EU institutions and the member states has 

clear implications for (the EU system) legitimacy. Apparently, legitimacy of policy making 

at the national level is intertwined with democratic accountability of policy makers, whose 

decisions bear directly on income (re)distribution amongst citizens and are, thus, meant 

to uphold national social contracts and serve equity. On the other hand, though, 

legitimacy of EU institutions and policies is, largely, disassociated from ex-ante 

procedural, especially democratic requirements for policy making. Yet, perhaps 

exaggerating – but how much? - we may ask why one should bother with democratic 

deficits, other than those likely to de facto occur at the national level. EU policies are 

primarily aimed at improving economic efficiency, thus making possible an increase in 

trend growth rates and an increase in average living standards in the EU. Hence, it may 

be said that legitimacy of EU institutions and policies is – and may well keep on being - 

largely indirect, ex-post and consequentialist in nature, thus being tightly linked with 

delivery of (economic) results – and delivery deficits.  

 

Has the EU’s recent enlargement to central and eastern Europe considerably altered the 

fundamental factors shaping organization of economic governance, particularly allocation 

of policy responsibilities in the EU? On various occasions – be they the ratification of the 

constitutional Treaty or the deliberation of the services’ directive - the EU’s eastern 

enlargement has been related to increased competitive pressures on national welfare 

states and new member states have vociferously been accused for unfair competitive 

practices. In fact, when compared with previous rounds of enlargement, especially the 

two southern rounds, perceptions of the European social model(s) being dented by unfair 

tax competition and social dumping have been more widespread and have enjoyed 

increased political support (for example, see Jouen and Papant, 2005). However, neither 

economic theory, nor empirical evidence provides support for those allegations. The 

pervasiveness of cross-border externalities has not increased simply as a result of the 

increase in size and diversity of EU membership. Besides, channels of economic 

interdependence – i.e. mechanisms causing cross-border policy externalities – have 
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either existed and cumulatively grown long before formal accession of the new member 

states (e.g. goods’ trade and foreign direct investment), or have been effectively 

curtailed by transitory (e.g. labour mobility) and permanent (e.g. trade in services) 

protectionist measures (for example, see Barysch, 2005).  

 

Summing up, I believe it is hard to suggest that the current EU’s economic and social 

troubles are caused by fundamental flaws in the EU system of economic governance. 

Instead, they are caused by deficiencies in policy making and implementation at both the 

national and the EU level. Remedies should, thus, accordingly be sought. Yet, this barely 

is a simple, politically uncharged issue.         

 

 

 

III. How to make the EU economic system work better? 

 

a. EMU and macroeconomic policy 

 

EMU membership has undoubtedly brought advantages to most Eurozone member 

states: lower interest rates, no speculative attacks on the exchange rate and lower 

transaction costs. Yet, there is not enough and/or convincing evidence to suggest that 

the optimistic predictions of the endogenous OCA theory have been realized to a 

considerable extent. To put it otherwise, optimality criteria have not been satisfied ex-

post, i.e. seven years after the establishment of the monetary union, either in their 

entirety or for the whole EMU membership (but see Altavilla, 2004, Frankel and Rose, 

1998, Micco et al, 2003; for a lucid theoretical account see Mongelli, 2005). Thus, 

adjustment within the Eurozone has in certain cases been difficult.   

 

Divergent economic performances amongst Eurozone member states should, in principle, 

not cause surprise or anxiety. Persistent growth and inflation differentials are hardly 

unexpected or, in principle, unwelcome. And the same applies to (the resulting) real 

exchange rate movements and (the consequent) shifts in current account balances. 

However, when those differentials are, on the one hand, rooted in deep structural 

asymmetries,4 giving rise to (also) asymmetric supply shocks and, on the other hand, are 

                                                 
4  Often associated with lack of structural transformation owing to lack of adjustment to permanent 
external shocks (e.g. trade related shocks)  
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amplified by inappropriate macroeconomic policies, the cost of EMU membership, which is 

linked to the loss of the exchange rate instrument, is increased – and is thus perceived 

by parts of the wider public. Italy and Portugal and, to a lesser extent, Germany provide 

adequate empirical support to this view (for example, see Ahearne and Pisani-Ferry, 

2006, Blanchard, 2006).   

 

The monetary policy strategy of the ECB has fiercely been debated by academic 

economists and policy makers. How should price stability be defined? Should the ECB 

adopt a (more) symmetric inflation target? Should there be a place for a monetary pillar, 

in other words money supply, in the ECB’s (two-pillar) strategy? How (much) should the 

ECB take into account asset price inflation? Those have certainly been the most contested 

issues (for example, see de Grauwe, 2005, Gerlach, 2004, Goodhart, 2005, Issing et al, 

2001), their common ground being the ECB’s propensity to respond in a timely, 

proportionate and symmetric manner to deviations of expected inflation from targeted 

inflation and to deviations of actual output from the potential output.  

 

Empirical evaluations of the monetary policy of the ECB have found little evidence of 

systematic bias in its interest rate setting performance (but see de Grauwe, 2005). Yet, 

they have not failed to discern ECB’s reluctance to contemplate early and adequate in 

their magnitude changes in its interest rate, in response to changing economic 

circumstances (for example, Begg et al, 2002). Furthermore, it has been suggested that 

monetary policy making should take into account information about national economies 

and accordingly set the interest rate (de Grauwe and Senegas, 2004).5 Obviously, this 

suggestion assumes increased importance in view of the prospective Eurozone 

enlargement, which is very much likely to result in wider (growth and) inflation 

differentials, associated with Balassa-Samuelson effects. On the other hand, though, 

empirical studies have so far failed to adequately take into account the issue of 

coordination of monetary policy with structural reforms, with emphasis on the 

(presumably favourable) impact of an accommodating monetary policy on governments’ 

propensity to implement painful structural reforms. The issue is even more important for 

those Eurozone member states (e.g. Italy and Portugal) that have been suffering from 

real exchange rate appreciation and weak budgetary positions, thus being in urgent need 

for structural reforms.  

                                                 
5 Technically, ECB should choose to minimize a weighted average of national loss functions instead 
of minimizing a loss function defined in Eurozone-wide aggregate variables.  
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Besides, whatever the merits of the revised Stability and Growth Pact, particularly in 

regard to the short-term budgetary implications of structural reforms (for example, see 

Deroose and Turrini, 2005), it is doubtful whether it decisively encourages structural 

reforms – i.e. whether it substantially improves the structure of domestic reform 

incentives. Deferred compliance to the fiscal rules would, in all likelihood, provide 

national governments with increased room for manoeuvre. But, that would only occur at 

the expense of the Pact’s credibility. Furthermore, a macroeconomic policy mix consisting 

of lax fiscal policies and a tight monetary policy would surely be a bad one for the 

Eurozone as a whole. 

 

On top of those issues and within the context of strategic choices facing policy makers in 

the Eurozone, a pressing question regarding the future of the single currency is who and 

when is going to join EMU. Those who argue in favour of early EMU membership, 

including governments in the new member states, contemplate the realization of 

expected expansionary stabilization effects, associated with lower interest rates. And 

they, also, insist on the time consistent implementation of rules and entry criteria and 

fair treatment of new applicants. On the other hand, those who opt for a cautious 

approach to EMU enlargement, maintain that EMU is – and should be – a learning 

process, thus arguing that the seven-year experience has amply demonstrated that 

nominal convergence may barely make a country fit for the single currency (Ahearne and 

Pisani-Ferry, 2006). Obviously, the issue will not – and cannot - exclusively be resolved 

on the ground of economics.  

 

 

b.   Internal market and competition  

 

 

As global competition intensifies and the speed of technological change increases, the EU 

must ensure that the right conditions are in place to allow enterprise and innovation to 

thrive and increase the attractiveness of the EU as global site of economic activity. The 

EU agenda should, therefore, include completion of the internal market, along with 

encouragement of innovation and better regulation.   
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Completion of the internal market and, for that matter, removal of the remaining cross-

border barriers to trade and factor mobility should bolster competition, thus exerting 

downward pressure on prices,6 increasing consumption and fostering business investment 

and growth and ensuring that Community resources are readily allocated (geographically 

and sectorally) to their most productive uses. However, (internal) market optimism has 

fallen short of the (sharp) political opposition which has recently mounted in respect to 

(certain forms of) cross-border business activity and legislative measures to complete the 

internal market. There is, therefore, much talk for a revival of economic protectionism 

across the continent, or, at least, in certain member states.  

 

Few measures to remove barriers to EU market integration have aroused so much 

controversy as the so-called services directive, which has originally been proposed by the 

Commission in early 2005. Interestingly enough, although the sector’s contribution to EU 

output is over 60%, intra-EU trade in services amounts to less than 5% of GDP, whereas 

intra-EU trade in goods amounts to 20% of EU output, although the contribution of 

manufacturing (which roughly corresponds to the goods producing sector) to EU output is 

about 20% (Gros, 2006a). Despite a small increase in intra-EU trade in services during 

the last decade, it has been evident that EU market opening has not been sufficient to 

improve integration of the market for services, the reason being divergent national 

regulations. Perhaps contrary to conventional wisdom, the tightest regulations (as 

measured by the OECD) are to be found in some of the new member states, notably in 

Hungary, Poland and the Czech Republic, whereas France, Italy, Greece and, surprisingly, 

Ireland have the most tightly regulated markets for services in the EU-15 (Gros, 2006a).  

 

Yet, opposition to the Commission proposal came from the “old EU” only – though not 

from Ireland – and focused on the material scope of the proposed directive (the range of 

sectors covered) and the country-of-origin regulatory principle, which would allegedly 

cause an erosion of social and labour standards, job losses in western member states and 

an influx of cheap labourers from eastern Europe. It is no coincidence that those largely 

unsubstantiated assertions were vociferously advocated in member states with rigid 

labour markets and highly protected professions (Saint-Paul, 2005), whose rents would 

be threatened by trade as much as by direct domestic competition. However, it is only 

plausible that the abolition of the country-of-origin principle, along with a considerable 

narrowing of the range of services, following the outcome of the European Parliament’s 

                                                 
6  Besides, price convergence in the EU has failed to reach levels comparable to the US level.    
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first reading and its endorsement by the 2006 Spring European Council (Council of the 

EU, 2006), will not allow for the effective removal of regulatory barriers to trade in 

services. Trade and welfare gains will, therefore, grow by less than they would otherwise 

do. Will that make income redistribution any easier or less costly?    

 

Security of jobs and integrity of the welfare entitlements, if only for the native 

population, have apparently been the principal motives behind the introduction of 

transitory restrictions to east-west labour migration, as set out in the Accession Treaty of 

2003. Nevertheless, in a much praised report on the functioning of the transitional 

arrangements during their first phase (May 2004 - April 2006), the Commission 

concludes, on the basis of (rigorously designed) statistical analysis, that east-west 

mobility flows have been limited and have, thus, not affected EU labour markets in 

general. It also finds no evidence of a causal link between the magnitude of mobility 

flows and the transitory measures in place, the main reason being that mobility flows are 

determined by demand and supply factors. Furthermore, empirical evidence suggests 

that east – west migration flows had positive effects on the economies of the EU-15 

member states and, particularly, on labour market performance, inter alia increasing 

employment rates and alleviating skill bottlenecks (Commission, 2006b). Yet, however 

robust may be, empirical evidence does not seem enough to assuage fears – and is 

certainly not sufficient to contain the politics of rent-seeking – and make possible a 

thorough regime change. Although transitory restrictions may only delay labour market 

adjustments, most EU-15 member states do not contemplate lifting their curbs and join 

the UK, Ireland and Sweden which have applied almost no restrictions - and have 

enjoyed the benefits of labour migration from the new member states.7   

 

Increasing opposition to foreign takeovers – and proud appeals to economic patriotism – 

are also likely to be fuelled by unfavourable macroeconomic conditions and feelings of 

economic insecurity. Indeed, Daniel Gros has forcefully argued that political interference 

in mergers and acquisitions activity - either to defend a domestic enterprise when 

threatened by a (frequently) hostile bid from abroad or to support a foreign takeover bid 

of a domestic enterprise - has often lacked economic purpose, instead being driven by 

purely political considerations that may not even reflect national interests, however 

defined (Gros, 2006b). Most recent cases of government interference have been in the 

energy sector. Yet, this may readily be explained. The energy sector has been steadily 

                                                 
7 “Germany to limit workers from the ‘new’ EU until 2009”, Financial Times, 23 March 2006 
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opened up, thus being no longer protected. Nevertheless, direct competition remains 

difficult because of long established distribution networks and consumers’ inertia. 

Competitive pressures may, thus, be exerted when less efficient producers are bought by 

more efficient ones, or, try to be as much efficient as their competitors. Therefore, 

defence of national companies against foreign takeover bids in order to preserve jobs is 

likely to be relevant only in the short term. In the medium to the long term competitive 

forces may, one way or the other, make their presence felt. However, heralding the 

triumph of liberalization and consolidation in the energy sector is, presently, all but 

premature. 

 

 

 c.   The Lisbon process and structural reforms  

 

 

Structural reforms have long been on the EU political agenda. In fact, they belong to the 

core of the Lisbon agenda agreed by European political leaders in 2000. The Lisbon 

process has inextricably been linked to the so-called open method of coordination, which 

relies on peer pressure, benchmarking, exchange of experience and policy learning in 

order to facilitate structural reforms in product, capital and labour markets. Accordingly, 

the Lisbon process has primarily been seeking to promote modernization of the European 

economic and social model and ensure its long term sustainability.  

 

However, five years later, the mid-term review of the Lisbon process had been rather 

disappointing. EU economic performance had not improved, implementation of structural 

reforms had been unbalanced and their scope had often been narrowed, while the Lisbon 

strategy had lost its focus (for example, see Kok, 2004). Relaunch of the Lisbon strategy 

has, therefore, placed emphasis on the prioritization of economic goals – growth and jobs 

– and on improved governance, particularly strengthening of the national “ownership” of 

reforms. However, early assessments of the revamped Lisbon strategy have found little 

reason for optimism, instead pointing to factors that may cause its failure again (Pisani-

Ferry and Sapir, 2006).  

 

Yet, the desirability of structural reforms has almost universally been acclaimed. Also, the 

rationale for a balanced implementation of structural reforms has never been seriously in 

doubt. Furthermore, recent research provides justification for the coordination of 
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structural reforms amongst the Eurozone member states (for example, Bertola, 2005; 

Commission EC 2006c). However, the Lisbon soft process of policy coordination can 

hardly alter the structure of incentives and, thus, may barely improve the domestic 

political economy of structural reforms. Hence, implementation of the latter – their pace, 

scope and quality – is almost exclusively designed, enforced and monitored by national 

governments. Furthermore, the benefits from Eurozone level coordination of structural 

reforms are very much likely to vary amongst the member states, reflecting divergent 

initial positions and economic structures. Thus, coordination of reforms may only be 

praised but not practiced. On the other hand, the learning potential of the Lisbon process 

has probably been exaggerated. There have long been various formal and informal 

learning processes available and, to the extent that learning is attributed some 

explanatory power in regard to policy making, informal learning processes have played 

the major role (Meseguer, 2003). Finally, lack of a direct link with the EU budget, in other 

words lack of financial incentives has certainly not helped the effectiveness of the Lisbon 

process.  

 

As a matter of fact, the role of the EU in regard to structural reforms, especially in policy 

areas where the national prerogative is fully respected and preserved, should primarily 

entail macroeconomic policy and the EU budget. Macroeconomic policy, particularly the 

ECB monetary policy, should provide for conditions conducive to reform. The EU budget 

should support economic growth and employment, while providing financial incentives, 

including rewards for structural reforms.       

 

Is there any role for the Lisbon soft policy coordination process? Obviously, the EU 

provides a useful forum for policy debate, as well as a basis for comparing national 

practices and for mutual policy learning. But it also serves as a scapegoat. The issue is, 

then, whether it is wise for Europe to be seen by citizens as being responsible for things 

for which it has little, if any power to deliver (Tsoukalis, 2006b). Unless, this is how the 

Union diverts citizens’ attention from things for which it has the power but lacks the 

ability or the will to deliver, for example macroeconomic and, particularly, monetary 

policy.  

 

 

IV. Conclusion  
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Economic performance in the European Union has for quite a long time been poor and 

feelings of economic insecurity have been widespread. However, the reason for the weak 

performance of the EU economies has little to do with the system of economic 

governance and, in particular, the allocation of policy responsibilities between EU 

institutions and the member states. Rather it has to do with less than appropriate 

macroeconomic policies, incomplete EU market integration and lack of sufficient progress 

with structural reforms. Yet, the legitimacy of the EU has been undermined and it risks 

being further dented insofar losers from European integration and globalization are 

inadequately compensated and inequalities keep growing within the member states. 

Despite its being often proclaimed, an EU social dimension – in the sense of social and 

labour market policy centralization – is not currently on offer, though not unjustifiably. 

National governments are still able to meet their citizens’ demands for social protection, 

provided they implement reforms required by changing economic and social 

circumstances, including demographic developments and dealing with   observed policy 

failures (e.g. persistently high unemployment). However, the conditions for successful 

implementation of structural reforms, including labour market and social policy reforms, 

may hardly be shaped by the Lisbon process.      

 

 



 

EU – CONSENT is supported by the European Union’s 6th Framework Programme  

15 

References  

 
 
Ahearne, A. and J. Pisani-Ferry (2006) “The Euro: Only for the Agile”, bruegel policy brief 
2006/01, February, available at http://www.bruegel.org  
 
Altavilla, C. (2004) “Do EMU Members Share the Same Business Cycle?”, Journal of 
Common Market Studies, 42, 869- 96 
 
Barysch, K. (2005) “East versus West? The European economic and social model after 
enlargement”, Essay, Centre for Economic Reform, also available at 
http://www.cer.org.uk  
 
Begg, D., Canova, F., de Grawue, P., Fatas, A., and Ph. R. Lane (2002) Surviving the 
Slowdown, Monitoring the European Central Bank, No 4 (London: CEPR) 
 
Begg, D., Cremer, J., Danthine, J-P., Edwards, J., Grilli, V., Neven, D., Seabright, P.,Sinn 
H-W., Venables, A., and Ch. Wyplosz (1993) Making Sense of Subsidiarity: How Much 
Centralization for Europe (London: CEPR) 
 
Berglof, E., Eichengreen, B., Roland, G., Tabellini, G., and Ch. Wyplosz (2003) Built to 
Last: A Political Architecture for Europe (London: CEPR) 
 
Bertola, G. (2005) “Social and Labor Market Policies in a Growing EMU”, available at 
http://www.bruegel.org   
 
Blanchard, O. (2006) “Adjustment within the euro: The difficult case of Portugal”, MIT 
Department of Economics Working Paper No 06-04, also available at http://econ-
www.mit.edu/faculty/?prof_id=blanchar&type=paper  
 
Commission EC (2006a) “Proposal for a Regulation of the European Parliament and of the 
Council establishing the European Globalisation adjustment Fund”, COM (2006) yyy final  
 
Commission EC (2006b) “Report on the Functioning of the Transitional Arrangements set 
out in the 2003 Accession treaty (period 1 May 2004  - 30 April 2006)”, COM(2006) 
 
Commission EC (2006c) “Economic spillovers and policy coordination in the Euro Area”, 
European Economy, Economic Papers, No 246 
 
Council of the EU (2006) “Brussels European Council 23/24 March 2006: Presidency 
Conclusions” 
 
De Grauwe, P. (2005) “Living with the Euro: A Provisional Balance Sheet”, in L. Tsoukalis 
(ed.) Governance and Legitimacy in EMU (Florence: European University Institute/ 
RSCAS) 
 
Deroose, S. and A. Turrini (2005) “The Short-Term Budgetary Implications of Structural 
Reforms. Evidence from a Panel of EU Countries”, CEPR Discussion Paper No 5217    
 
Ferrera, M. (2005) The Boundaries of Welfare. European Integration and the New Spatial 
Politics of Social Protection (Oxford: Oxford University Press) 
 



 

EU – CONSENT is supported by the European Union’s 6th Framework Programme  

16 

Frankel, J. and A. Rose (1998) “The Endogeneity of the Optimum Currency Area 
Criterion”, Economic Journal, 108, 1009-25 
 
Gerlach, S. (2004) “The two pillars of the European Central Bank”, Economic Policy, 
October, 389-439 
 
Goodhart, Gh. (2005) “An Open Letter to the President of the ECB”, in L. Tsoukalis (ed.) 
Governance and Legitimacy in EMU (Florence: European University Institute/ RSCAS)  
 
Gros, D. (2006a) “EU Services Trade: Where is the single market in services?” CEPS 
Policy Brief, 13 February 2006  
 
Gros, D. (2006b) “Economic ‘patriotism’: Protecting national champions or competing to 
attract FDI?”, CEPS Policy Brief, 23 March 2006 
 
Inglehart, R. (1970) “Public Opinion and Regional Integration”, International 
Organization, Special Issue, 24, 764 – 795 
 
Issing, O., V. Gaspar, I. Angeloni and O. Tristani (2001) Monetary Policy in the Euro 
Area, Strategy and Decision-Making at the European Central Bank (Cambridge: 
Cambridge University Press) 
 
Jouen, M. and C. Papant (2005) “Social Europe in the throes of enlargement”, Notre 
Europe Policy Paper No 15, July 
 
Kok, W. (2004) “Facing the challenge: The Lisbon strategy on growth and employment”, 
Report of the High Level Group chaired by Wim Kok to the European Commission 
 
Koutsiaras, N. (2001) “Social and Employment Policy”, in R. Hall, A. Smith and L. 
Tsoukalis (eds.) Competitiveness and Cohesion in EU Policies (Oxford: Oxford University 
Press) 
 
Mairate, A. and R. Hall (2001) ‘European Structural Policies and Cohesion: An 
Evaluation’, in R. Hall, A. Smith and L. Tsoukalis (eds.) Competitiveness and Cohesion: 
An Evaluation of EU Policies (Oxford: Oxford University Press) 
 
Meseguer, C. (2003) “Learning and Economic Policy Choices: a Bayesian approach”, EUI/ 
RSCAS Working Paper No 5 
 
Micco, A., E. Stein and G. Ordonez (2003) “The currency union effect on trade: early 
evidence from EMU”, Economic Policy, 37 
 
Mongelli, F. P. (2005) “What is European Economic and Monetary Union Telling us About 
the Properties of Optimum Currency Areas?”, Journal of Common Market Studies, 43, 
607- 35  
 
Oates, W.E. (1999) “An Essay on Fiscal Federalism”, Journal of Economic Literature, 37, 
1120- 1149 
 
Pelkmans, J. (1997) European Integration: Methods and Economic Analysis (New York: 
Longman/Open University of the Netherlands)  
 



 

EU – CONSENT is supported by the European Union’s 6th Framework Programme  

17 

Persson, T., Roland, G., and G. Tabellini (1996) “The Theory of Fiscal Federalism: What 
Does it Mean for Europe?”, mimeo 
 
Pisani-Ferry J. and A. Sapir (2006) “Last exit to Lisbon”, available at 
http://www.bruegel.org/index.php?pid=73  
 
Saint-Paul, G. (2005) “Making Sense of Bolkestein-Bashing: Trade Liberalization under 
Segmented Labour Markets”, CEPR Discussion paper No 5100 
 
Tsoukalis, L. (2005) What kind of Europe? (updated and expanded edition) (Oxford: 
Oxford University Press) 
 
Tsoukalis, L. (2006a) “Why We Need a Globalization Adjustment Fund”, Discussion paper 
for the British Presidency, also available at http://eeep.pspa.uoa.gr/discussionpapers    
 
Tsoukalis, L. (2006b) “The JCMS Lecture: Managing Diversity and Change in the 
European Union”, Journal of Common Market Studies, 44, 1-15   
 
           
   
 
                
 

 


