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72 ~ CHAPTER 3 Decision making 

Introduction . . te division of powers between 
. • E f ars· What 1s the appropna 

A great debate has been rag~g m urope or_ ye . · . ussion in Chapter 1 recounted, this tension 
the EU and its member nat10ns? As the histoncal disc . d keeping it at the national level to 
between pooling sovereignty at the EU level to foster cooperation, an 

t t · since the late 1940s. keep power close to the people, has been a cons an issue . d threatened to take France 
In the 1960s, French President Charles de Gaulle boycotted EU ~eetings :h sovereignty. In the 1990s, 

out of the EU over similar issues when he thought France was losing too m t d t th 
.. that their powers - gran e o em the notion of 'subsidiarity' arose to address German Lander concerns . . ts . 

b EU tr aties The tension eXIS smce 
by the German constitution - were being taken away from them Y e · f th t EU 

h th riman1 goal - o e nascen . the EU started its life with centralization as a key goal - per aps e P ,._ ~ U . 
The opening sentence of its founding document- the 1958 Treaty of Rome - declares that the E~opean mon 
· 'D t · • th peoples of Europe. Note that the 
IS e ermmed to lay the foundations of an ever-closer umon among e . 

· · 1 B t ft r six decades and a massive sentence does not mention European nations, only European peop es. u a e . . . 
increase in the pooling of sovereignty the appetite for more centralization is greatly tliminiShed. 

· ' · l . d b the 2009 Enthusiasm for deeper integration has notably cooled. When EU law was massive Y revise Y 
Lisbon Treaty, the famous phrase 'ever closer union' was demoted to the thirteenth paragrap~. ~oreu:er 
it was diluted and q,ualified with a caution on centralization. The phrase is now completed with m which 
decisions are taken as closely as possible to the citizen in accordance with the principle of subsidiarity'.i 
Reflecting such concerns, Lisbon created a formal role for Member State Parliaments in policing subsidiarity. 
This takes the form of an 'early warning mechanism' whereby a third of national parliaments can issue a 
'yellow card' against a proposed EU law on the grounds that it violates the principle of subsidiarity. 

This chapter presents frameworks that should help the reader think at a more abstract and analytical 
level about this great debate. It should also help readers understand affairs in their own nations since the 
same problem exists within nations, say between the national, provincial and local levels. The chapter is 
organized around two major q,uestions: 

Who should be in charge of what? That is, which decisions should be taken at the EU level and which 
should be taken at the national or subnational levels? 

2 Is the EU-level decision-making procedure efficient and legitimate? 

In answering these q,uestions we shall examine the EU's actual practice and develop a number of 
specific analytical tools. Moreover, we shall look at proposed reforms of the system in response to recent 
and future enlargements that challenge the EU's decision-making structure. 

3.1 Task allocation and subsidiarity: EU practice and principles 
Governments set policies in many areas - speed limits on roads, school curriculums, monetary policy, 
taxation, import taxes on Chinese T-shirts, development of nuclear weapons, deployment of troops abroad, 
and so on. Plainly, not all of these policies are made by the same level of government. Most European 
nations have at least three levels of government (local, provincial and national) and EU members have a 
fourth level of government, the EU. 

Although European nations differ in their attitude towards internal centralization ( e.g. France tends to 
centralize many more issues than does Belgium), there is usually a fairly clear allocation of tasks to the 
four levels of government in each nation. Typically, local speed limits are set by the local government, but 
motorway speed limits are determined at the national level. Anything to do with rnilitaru matters is dealt 
with at the national level, but local nature reserves are likely to be addressed at the provincial level. 

In short, there seems to be a 'method to the madness' - some sustematic thinking. But what is the 
logic behind this allocation of tasks? This is the main q,uestion we turn to now. We begin by covering 
the existing EU principles that guide the allocation of policies between the EU and Member States and 

1 Readers can find the Treaties convenientlu collected at http://europa.eu/about-eu/basic-inforrnation/decision-making/treaties/ 
index_ n.htm. 
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briefly cover their practice. The next section presents an analytic framework for organizing thinking about 
the appropriate allocation of tasks among the various levels of government. 

3.1.1 Introduction to 'competences' 

73 

In EU jargon, this task allocation is called the q,uestion of 'competences'. Areas in which the EU 
alone decides are known as 'exclusive competences' or 'Union competences'. Those areas in which 
responsibility is shared between the EU and Member States are called 'shared competences'. There are 
two types of shared competence: those whereby members cannot pass legislation in areas where the EU 
has already done so and those whereby the existence of EU legislation does not hinder members' rights to 
make policy in the same area (see Table 3.1, for examples). The third type is a 'supporting, coordinating 
or complementary competence' whereby the EU can pass laws that support action by members. T~e most 
common names are 'supporting competence' and 'supporting action'. Finally, tasks whereby national or 
subnational governments alone decide are called 'national competences'. 

Table 3 .1 Allocation of competences to the EU 

Exclusive Shared 
I Support, coordinate 

or supplement 

Customs union Exclusive if EU has Non-exclusive Certain human health 
policy policies 

Competition policy Internal market R&D policies Industry 

Eurozone monetary Certain social policy Outer space policies Culture 
policy 

Conservation of Cohesion policy Development Tourism 
marine resources cooperation 

Common commercial Agriculture and Humanitarian aid Education and training 

policy fisheries 

Environment Civil protection and 
disaster prevention 

Consumer protection Administrative 
cooperation 

Transport Coordination of 
economic, employment 
and social policies 

Common foreign, Energy 
security and defence 
policies 

-

Old third pillar 'Area of 
freedom, security and 
justice' - -
Certain public health 
polices 

on. . . of the European Uru 
So'Urce: Treaty on the Functiorung 
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Some tasks and decisions are clearlu assigned to the EU, such as competition policu wherebu the EU 
has the final sau on, for example, mergers that affect the European market. Others are clearlu assigned to 
Member States, such as the secondaru school curriculum. A great number, however, are shared between 
the EU and Member States. As is true of so manu things in the EU, the exact dividing lines are unclear. The 
Lisbon Treatu substantiallu improved claritu on this point, but much is still open to interpretation. 

The basic source of ambiguitu is that areas of exclusive Union competence are defined partlu by 
reference to functional descriptions. For example, the Union has exclusive competence when it comes to 
international agreements when it is 'necessaru to enable the Union to exercise its internal competence, or 
insofar as its conclusion mau affect common rules or alter their scope'. Plainly, the meaning of 'necessaru' 
would be open to interpretation in manu cases. The Treaties' objectives are ambitious, so this proviso puts 
a great manu tasks in the greu area between Communitu competence and national competence. Often, the 
dividing line has been established bu the European Court. . 

Task allocation is further blurred bu the so-called flexibility clause, which allows the EU to obtam 
additional competences when necessary; however, this req,uires an elaborate procedure (see the 'Flexibilitl:} 
clause' section below). 

3.1.2 Principle governing the allocation of competences 
The touchstone principle is that the EU has no powers intrinsically. Article 1 of the Treaty on European 
Union saus that it is the members that confer competences on the EU in order to attain objectives they have 
in common. This is the 'principle of conferral', that is, the default option is that competences remain with 
the members. 

While the limits of EU competences are governed by the principle of conferral, the use of these is governed 
bu the principles of 'subsidiarity' and 'proportionality'. Both words have distinct meanings in the EU. 

Subsidiarity and proportionality 
The principle of subsidiarity pursues two contrasting goals: (1) to allow the EU to act if a problem cannot 
be adeq,uatelu addressed bu national policies alone, and (2) to guard national sovereigntu in those areas 
that cannot be dealt with more effectively at the EU level. The overarching goal is thus to keep decisions 
as close to the citizen as possible without jeopardizing win-win cooperation at the EU level. As Borchardt 
(20 lO) puts it, 'when it is not neces_sary for th~ EU to take action, it is necessaru that it should take none'. 

The principle of proportionahty com~s mto play when EU action is necessaru, that is, when the 
objectives of the Treaties can be better achie_ved ~t the ~U- level or in an area in which the EU has exclusive 
competence. In such situations, the proport10nahty prmciple says that the EU should undertake onlu the 
minimum necessary actions. 

Here is an example of how the subsidiarity and proportionalitu principles work. The uncoordinated 
setting of v AT rates would ~nder ~he smooth f~ctioning of the internal market bu, for example, leading to 
massive cross-b~rder shoppmg dnven by VAT differences. The ~rinciple of subsidiaritu thus suggests that 
coordinating act10n at the_EU level woul~ be better than uncoordmated action at the national level. In short, 
the EU shou~d do som~thmg to harm~rnz~ VAT rates. The principle of proportionality, however, suggests 
that all that i~ needed is some harm_o~1zat10n, not complete harmonization. In ke ping with the principle of 
proportionahty, the EU agreed to mmimum and maximum VAT rates but 1 t m mbers decide their own rates 
within the band. 

Practically, these principles me~n that the 'burden of proof' lies on th instigators of EU legislation. 
They must make the case_that there is a real need for common rules and common action in the area and that 
the proposed rules or act10ns restrict national sovereignty as little as possible. 

Flexibility clause 
The conferral principle says that the EU . . . 
power to it in the Treaties· h h can act only m areas m which Member States have conferred 

, owever t ere are situations wh h 11 Treaties - arises that • . ' en a new c a enge - one not foreseen in the 
req,wres action at the EU level o t d 1 . . 

modification each time such thi · ne wau O ea with this would be to req,uire a Treaty 
tricky process. ngs arose. As Chapter 1 showed plainly, changing treaties can be a long and 
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3.1.3 Competences in practice 
The Treaties as amended by the Lisbon T 
explicitly than was the case bef reaty ~p~ll out the. EU's ~ompetences more clearly and more 
the areas in which the EU has co ore. Indeed, this is one of its maJor ~ccomplishments. Table 3.1 lists 
. . . mpetences. All other areas are exclusive competences of the members 

smce any_ power n~t explicitly conferred upon the EU remains with the members. 
The biggest switch as noted in Ch t 2 · · 

t . h ' ap er , 1s that of Home and Justice Affairs from intergovernmental 
treatmen (1.e. w ereby the EU h d 

f d d 
. a no competences at all) to shared competence. This is a natural follow-

on rom eca es of tight economi · t · · · · f . c m egrat1on. Europeans are Just more tied up with one another, and so 
ma_ny ace cross-border legal issues that rarely arose in the last century - things like marriage contracts, 
retirement plans and house buying. 

. The_third category - support, coordinate or supplement- is new and very useful as the Commission has 
mcreasmgly t~ned to this sort of 'soft law' approach in the face of resistance to more direct policies. For 
example, when ~t comes to competitiveness, it provides frameworks and benchmarking structures that help 
mem~ers _coordinate without actually req,uiring them to do anything specifically. By putting this category 
of act10n mto the Treaties, the legal status of such actions was clarified. 

3.2 Understanding the task allocation: the theory of fiscal federalism 
The last section considered EU principles and practices, but it did not explain the logic underpinning them. 
This section uses economic reasoning to help readers understand the allocation of tasks in a systematic 
way . Of course, as the old saying goes: 'The difference between theory and practice is greater in practice 
than it is in theory', but most readers will find it easier to remember the practice if they understand the 
underpinning logic. 

This section presents a framework for thinking about the most appropriate level of government for 
each type of task. A complete consideration of this q,uestion, however, would take us into subjects (political 
science, sociology , national identity , etc.) that are too far afield for this book. The main line of thinking 
presented here is called the theory of 'fiscal federalism'. Even though this provides only an incomplete 
approach to the q,uestion, it proves to be a very useful framework for organizing one's thinking about the 

basic trade-offs. 

3.2.1 The basic trade-offs 
We focus on five important considerations when thinking about the_appropriate allocation of policy-making 

t k t th various levels of government. In the real world, the five blend together in complex ways. To 
as s o e • • 1 · Th f " 
l if th . k" g however we consider each m 1so at10n. e 1rst concerns local diversity . c ar y our m m , , 

Diversity and local informational advantages 
h different preferences, centralized decision making creates inefficiencies. There are When people ave very 

both obvious and subtle aspects to this point. . . . . . .. 
. t . that a single centrally chosen policy will typically be a comprom1 e. By defrmtion, 

The obv10us aspec 1s ' · · s 
. . ot be the right policy for everybody. Take the example of road peed limits. uppose 

a compromise will n t uld choose only one speed limit for the whol cotmtry. The result would 
the G~r~an federal govern;e~o;~he autobahn but too fast for residential n ighbourhoods. (Of course, 
be a hm1t that was too ~l r f r the whole nation might redu costs but we put that aside for 
for some policies choosmg one po icy O 

. , ) 
. , ' . h it below under 'Scale econonnes . . . 

clanty s sake and deal wit al information about divers situations and preferences. The speed hnut 
The subtle aspect concerns loc d 1 ernment could set different speed limits for different roads. 

• d · e the fe era gov 
example seemed strame smc t 1. ·ts are to be set local governments are probably better at 

. . if differen 1m1 ' . . 
The subtle pomt 1s that, many . h d m· their localities. This is basically an issue of the cost of 

. . ly to whic roa s I 
determining which hnnt to app d t olicies to local conditions and preferences. As a genera 
acq,uiring the information necessary to a ~p p) local governments can acq,uire such information more 

any except10ns , 
principle (to which there are m . k hould be allocated to the local level. 

. . makmgtas s 
cheaply and so the decision- t 1 illustrated in Box 3.1. 

. • e concre e Y The general idea is mor 

75 
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Box 3.1 Economic inefficiency of a one-size-fits-all policy , ?~q 

To illustrate thi_s general idea more concretely, we turn to Figure 3.1. (The figure employs supply and 
demand ~nalysis and the notion of consumer surplus; see Chapter 4 if you are unfamiliar with this type 
of reasornng.) 

Figure 3.1 Diversity of preferences and decentralization 

Euros 

MVc, 1 -------- -------

Oc,1&2 

' ' Davg 

Od2 Quantity 

Note: The diagram assumes that individuals in each region are identical and the governments are 'benevolent'. 

Technical note: The MC per person = MV criterion is identical to Samuelson's famous sum of MV c diti . 
on on since MC!N = MV 

implies MC = N * Mv, where N is the number of people in the region. 

The figure shows demand curves for a particular public service. One is for an individual located 
in region 1 (marked as D1) and the other for a person in region 2 (marked as n2). We assume that, for 
some reason, people in the two regions have different preferences for public services. For example, 
if we are talking about the density of public bus services, people in region 2 might live in a city where 
commuting by car is difficult, so they prize bus services more highly than do the people in region 1. 
These relative preferences can be seen from the fact that D1 is below D2; from the consumer surplus 
analysis in Chapter 4, this means that the marginal value of a slight increase in the density of bus 
services is lower for individuals in region 1 than it is in region 2. 

To start the analysis, we work out the level of bus services that would be provided if the levels 
were chosen separately by the region 1 and region 2 governments. The region 1 government would 
be t serve its citizens by choosing the level whereby a typical region 1 person's marginal value of 
a denser bus service (i.e. more buses per day and/or more routes) was just eq,ual to the per-pers01

~ 

co t of providing the extra service. In the panel, this optimal level is Qct1 for r~gion 1 (the ct stands for 
d c- ntraJiz d and the 1 for region 1). Region 2's government would choose a higher le~el, na~e~~t~;~i 
(Thi as um s, for simplicity, that the marginal cost is constant at all levels of service and id 

; er> . . r gion .) 

•l 
's 
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Contrast this with the situation whereby th Ii d · · · Ii · . e po cy ecis10n IS centra zed so that the same level 1s 
chosen for both remons. In this case th t 1 

• ~A , e cen ra government would look at the average preference for 
b~ services as reflected by th~ average demand curve marked as D avg· Using the same reasoning as 
with local governments, the optimal average provision is shown by Q . 

H d th tw · · c, I&z 0
~. _

0 ~se . 0 situations compare in terms of people's welfare? Taking the decentralized choice 
as the ~~ial situation, the figure shows that people in both regions are made worse off by centralizing 
the d~ciswn. T~e people in region 1 are forced to pay ( via their taxes) for a level of bus service that is 
too high for th err preferences. The loss to a typical region 1 person is given by the triangle 'A: since this 
measures - f ~r each extra increase in Q - the gap between the marginal value of the denser service 
a~d the marginal cost. The marginal value is given by the demand curve D1 and the marginal cost is 
given by the MC per person line. Region 2 residents also lose, but for them the loss stems from the 
fact that they would like a denser service than is provided when decision making is centralized. In 
particular, area B shows their losses since it measures for each unit reduction of Q, the gap between 

' their marginal value (given by D2) and the marginal cost (given by MC per person). 
In summary, the diagram shows the rather straightforward point that choosing a one-size-fits-all 

policy leads to an inferior outcome when people have diverse preferences. If the Q8 are chosen separately 
for the two regions, there is no reason to centralize the decision. It will typically be cheaper for local 
authorities to determine what is optimal for their region. More specifically, suppose it costs X euros 
more for the central authorities to get the information than it would cost local authorities. Since the 
decision would be the same in both cases (Qd1 and Qd2 are chosen), the centralized decision making is 
worse since taxpayers will have to pay the extra information-gathering cost, X. 

Scale economies 
The advantage of localized decision making in terms of information eff~cie~cy is re~lly q,uite ~ robust 
result. Yet in many situations there are offsetting cost savings from a one-size-fits-all policy that arISe fr_om 

1 ·es that i·s the notion that the per-person cost of a service falls as more people use the service. sea e econorru , , . . 
F 1 ID. the case of bus services it seems reasonable to believe that the cost per kilometre of or examp e, , . 

. t d t fall as the number of buses gets larger. A large bus company can more easily ensure bus service en s o . . 
. h b f drivers is available the fixed cost of a mamtenance centre can be spread over that the ng t mun er o , . 

d h bus cost of administration may fall - at least up to a pomt - when the bus company more buses an t e per- . . 
' . tr me situation where every bus m, say, Pans was owned and operated by separate 

is larger: Imagme anhex ·tue tion where all the buses were owned by a single company. Surely the latter 
compames versus t e si a 

ff cient in terms of costs. 
would be more e i . . ing from joint decision making tend to favour centralization, while diversity 

To sum up, econorme:;ns ation advantages favour decentralization. We turn next to another key issue 
of preferences and local_ . orm de in one region affect people in other regions. In economics jargon, these 
that arises when the deciswns ma 

are called 'spillovers'. . f the scale versus diversity trade-off, see Box 3.2. 
To understand the economics 0 

Box 3_2 Economic gains from scale versus losses from one-size-fits-all 

· · the provision of public services - transport services, 
f ale econoID1es m Fi 3 2 The widespread presence O sc tralization. To see this point, we refer to gure · · 

t ds to favour cen · · 1 · di ·ct 1 In the medical services, etc. - en . t f centralization on the typical region m vi ua · . 
The diagram focuses only on the rmpac to er person of a denser bus service is shown by the line 
decentralized situation the marginal cos p f tralized services the marginal cost is lower, namely, 

. d1 In the case o cen ' 
marked MCp.p. (decentralize '.I · · 

MC p.p. (centralized) due to sc 
ale econoffileS. ► 
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Figure 3_2 Scale economies and centralization 

Euros 

MCp.p. 
1-----~---i,.-----+---- ( decent ra I ized) 

C 
1------+----~:----- MC p.p. 

' ' ' ' ' ' ' 

( centralized) 

' ' · Davg 

Quantity 

The figure shows that there is a trade-off between having the level of service precisely adjusted to 
local preferences and having a lower service cost due to scale economies. When the decision is local, 
the optimal provision is - as in Figure 3.1 - Q dl . When it is centralized, the marginal cost is lower so the 
intersection of marginal value of the average citizen (Davg) and marginal cost is at Q c, l&

2
. As before, 

the level that is optimal for the average citizen is not right for region 1 people, so there is inefficiency; 
again, this is measured by a triangle, marked Din Figure 3.2. This inefficiency, however, is offset b1:1 the 
gain from scale economies. That is, the region 1 person faces a lower marginal cost; the benefit of this 
is shown by the four-sided area, C. (The gain is just like a price reduction in standard consumer surplus 
analysis; see Chapter 4 for details.) 

It appears, from the figure, that the gain from scale economies outweighs the loss from one-size­
fits-all decision making. But, of course, if the scale economies were less important (i.e. the MC fell 
by less) ~r p~eferences were more ~verse (i.e. the Davg cu~ve was further from the n

1 
curve), then 

decentralization would be the supenor outcome. The analysis for region 2 is q,uite similar and so it is 
omitted for the sake of brevity. 

Spillovers 

:'he next major consideration guiding task allocation is 'spillovers' that is a • • d 
m economics jargon as an 'externality'. ' , n econormc s1 e-effect, known 

Many public policy choices involve multi-re ion ff - N · 
presence of an army almost anywhere in th [ e ects. ational defence is one extreme. The 
so all the nation's citizens benefit from th e com~ ry deters foreign invasion for the country as a whole, 
city decide separately on the army's s· ~ arm_y. t w?uld be silly in this case to have taxpayers in each 

d 1 ize smce m makmg their decis. h 
un e:va ue the nationwide benefit of a slightl ' bi er a . . 10n, eac . set of taxpayers is likely to 
th~t is made at the national level in almost e;er gg . rmy. :~s 1s why the size of the army is a decision 
sp11lo:ers:, _that is, where a slightly higher levei nat10n. T~1s is an e~ample of what are called 'positive 
benefits citizens in other regions. of a particular policy or public service in one region 
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inillar line of reasoning works wh th 
. . en ere are ne t' • . 

negative effect on other regions. A good exam le _g~ Ive spillovers - when one region's policy has a 

l
·ate is set at the national level in all EU nat· p of this is found in taxation. The value added tax (VAT) 

. • 10ns so conside h thi · 
region, regions rmght be tempted to lower their V ~ w Y s 1s so. If the VAT were chosen by each 
the VAT in the centre of Frankfurt were 25 AT rate~ an attempt to lure shoppers. For example, if 
in order to draw shoppers to its shops. In fa:t c~nt, ?ne of its subur~s might set its YAT at, say, 15 per cent 
would actually see its tax collection ris (If h this tax ~dercuttmg were effective enough, the suburb 
local sales, the total VAT collected b ~e t e rate redu_ctwn was more than matched by an increase in 

rked Frankfurt would probabl hy suburb would Increase.) Of course, if the suburb's tax-cutting 
;

0 
nkf~ and the suburb would yh ave to respond by lowering its rate to 15 per cent. In the end, both 

sh: pers by doing so. This ne ati~e ar~e VAT _rates below wha~ they would like, but neither would g~in 
h p lution that is ado t d b g sp~over_ is so famous that 1t has a name: 'race to the bottom'. Agam, 

t e sot ·ct t · p eill Y most nat10ns 1s to set the VAT rate at the national level, but this time it is 
done o av01 nega 1ve sp overs. 

As it turns out cross-border sh · · · · . ' oppmg 1s not much of a problem in most parts of the EU, so there IS little 
incen~~~to c~;pletely harmonize VAT rates at the EU level. The EU does, however, req,uire VAT rates to 
fall WI a WI e band so that the maximum difference between VAT rates cannot be massive. 

In summary, the existence of important negative or positive spillovers suggests that decisions made 
locally may be suboptimal for the nation ( or EU) as a whole. The very existence of spillovers, however, 
does not force centralization. First, it may be possible to take account of the spillovers via cooperation 
among lower-level governments. This does not work for all policies, however, since cooperation is very 
difficult to sustain when the policies are difficult to observe directly and the spillovers are difficult to 
q,uantify. Moreover, even if decentralized cooperation does not work well, one may still resist centralization 
when there are big differences in preferences. A very interesting case study in this sort of fiscal federalism 
trade-off concerns the EU's different treatment of general VAT and extra sales taxes, or excise taxes on 
alcohol and tobacco. National preferences within the EU vary enormously when it comes to alcohol and 
tobacco, so although there is at least as much an argument for partly harmonizing these taxes as there is for 
harmonizing general VAT rates, the EU has never been able to do so. See Box 3.3 for details. 

Box 3_3 Beer, cigarettes and VAT harmonization 

. U travellers have been allowed to buy unlimited q,uantities of alcohol and 
Smee 1 January 1993, E . Member State and, as long as they pay taxes due in the Member 
tobacco (for their own use) m any ddif onal {axes are due when they return home. This has posed 
State where they bought the goods, no \ . ~ince Britain has some of the highest 'sin' taxes in Europe. 
some problems for British fiscal au

th0
n i~:wards the harmonization of excise duties across the EU 

Whil h h b some progress e t ere as een d t d on 19 October 1992), this effort consists of establishing 
(incorporated into EC directives a_ 0

~ e As House of Commons (2002) notes: 'The she r ariation 
specific minimum rates that are q,wte ow. loser form of harmonisation politically infeasible.' For 
. d t . s made any c . 
lil uty rates between coun ~e . t (5 in France, 3p in Germany and 7p m th etherlands), 
example, in the UK beer duty is ~4p per pm 

2 5
f in France and £1.19 in Spain), duty on a 75 cl bottle 

duty on a 70 cl bottle of spirits is £5.48 (£ d O in Spain), and th total ci duty on a packet of 
of Wine is £1.16 in the UK (2p in Fra~ce an p£1.00 in the N th rland and 99p in Belgium). 
20 cigarettes is £2.80 in the UK (£1.22 ID ~~;:t;assive tax fraud, if, fore 'ample, all British publica~s 

Such differences could, of course, le~ truck load of beer was for. perso~1al use. To prev:nt this, 
stocked . Fr claiming that their 1 d tobacco constitutes for personal use . These up m ance, h alcoho an . 10 li f 
Britain set indicative levels for how mu~ . 20 litres of fortified wines, 90 litres of wme, 1 tres o 
levels . 10 litres of spirits, 1 k of smoking tobacco. The problem became so 

are rather generous. . ttes and g lin t k' 10 000 
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beer 200 . 400 cigarillos 800 cigare d in this sort of fiscal smugg g - a mg over ' 
, cigars, .' h vehicles use 

severe that the UK began to seize t e ► 
Vehicles in 2000--01. 
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f d Britain to the European Court. As Frits 
. t o harsh and re erre . ·ct· 'I d t d 

Th Commission felt this was o . d toms union at the time, sai . un ers an 
e . . for taxat10n an cus . h t 

B lkestein European Comnussioner . . n simpli1 cannot accept penalties t a are so 
o ' f. ht f aud but the Commiss10 ~ . 1 k 

any member state's need to ig r . hts ·ven to EU consumers bu the EU smg e mar et 
th · terf ere with the ng gi f t Th UK disproportionate that ey m , 

004
) In 2006 the dispute was settled out o cour • e 

to go shopping in other Member S~~tes. (2 · ' le first-time off enders can choose between 
modified its seizure policy and clarified its laws. For examp ' 
forfeiting the goods and paying a penalt1]. 

Source: Based on House of Commons (2002) and www.cec.org.uk. 

Democracy as a control mechanism ll b . f th · 
· t t d onl11 in the we - emg o err The analysis up to this point has assumed that governments are m eres e ~ , . 

· · · · 1 view of governments motives. citizens. The next major consideration m task assignment takes a more cum ca . . . 
· · · 11 t officials and politicians are There are perfect public servants m this world, but not a governmen . . 

totally selfless. For example, it is q,uite common for politicians to systematicallu favour politicallu powerful 
special-interest groups - for example, granting them tax breaks, subsidies and favourable laws - even 
when this is bad for the average citizen. 

Because of this divergence of interests between voters and decision makers, all European nations 
have adopted arrangements that check the power of politicians and force governments to stay close to the 
interests of the people. Democracy is the most powerful of these mechanisms. 

Since politicians must win the approval of the citizens on a regular basis, theu are reluctant to misuse 
their decision-making power. From this perspective, democracy can be thought of as a control mechanism. 
The importance of this observation is that it helps to inform the allocation of policumaking among levels of 
government. To understand this, however, we need to think more carefullu about how elections discipline 
politicians. 

Although democratic procedures vary across European nations, the following is a stylized version that 
fits many instances. When a politician runs in an election, the politician or his or her party presents a 
package of promises to the voters. The voters choose between packages and hope that the · will 
actually do W:hat he or she promised ( deviations without good reason can be punished in the ne=~~on). 
The fact that issues are packaged together and that voters face a limited range of pack • . . . . . ages gives politicians 
some leeway. That IS to say, therr package does not have to fully represent the b t · t 
. es m erest of the voters· 
it only has to be good enough to get elected. This means that parties and polit· · h . . ' 

li . . . icians ave room to slip m 
po cies that favour small but influential special-interest groups Because · 

1 
• 

. . · specia -mterest groups te d to 
provide money and other support m election campaigns skewing the p k . n 
tends to increase the likelihood of winning an election. ' ac age m favour of these groups 

Given this logic, voters' control over their elected decision make d d 
package of promises If democracy consists only of electm· t · 1 rs epen s upon the breadth of the 

· g na 10na officials . 
the package of promises must include a vast range of thin s This . o~~e_every four or five uears, 
deal of room to undertake policies that are not in the . t g .t f gives politicians and parties a great 
~lection is for a town mayor, the package will be q,uite s :;res o t_he general public. Bu contrast, if the 
mterest politics. p ic and this tends to reduce the room for special-

~s logic is important. It underpins the basic resum ti . . 
prac~ical level of government. Or, to put it differ!ntlt d p . o:n that dec1s1ons should be made at the lowest 
possible. As mentioned in the previous chapter the Ei's' c1~i~1di1~ s~ould_ be_ made as close to the voters as 

. . . ' su si anty prmc1ple' does just this. 
Juns~chon~compeVVon 
The final element to consider 
competition'. Voters . also favours decentralized decision . . 
'exit'. Voice is what w:an infl~enc~ the sort of government they live :ak~g. It is ~ailed 'jurisdictional 
particular by voicin h~ve J~s~ discussed - the ability to control . ~- er m two mam ways, 'voice' and 
the policy. This is \ones opmion at the ballot box. The other w p~liticians and parties by speaking up, in 

exi • ay is to leave the jurisdiction that imposed 



Understanding the task II . . . 
a ocat1on. the theory of fiscal federalism 

While exit is not an option for most 
. voters at the t" 1 . For example, if someone strongly obie t t na IOna level, 1t usually is at the subnational level. 

d t . J c s o a lack of sa k . . 
the11 coul move o a different towr1 Th" . , Y, par sand green areas ma particular town 

1:1 • 1s 1s called · · di . ' 
rnove forces decision makers to pay clo . Juris ctional competition since the fact that people can 

ser attention t th · h 
are centralized, voters do not have the exit 

O 
. 0 . e WIS es of the people. By contrast, if all decisions 

efficient in the provision of public services. T ption. ~his_ reduces the pr~ssure on local governments to be 
they could move if things got bad e h O put this differently, even if voters rarely move, the fact that 
going terribly wrong. noug goes some way to ensuring that politicians keep things from 

To recap, decentralization tends to · 
with one another in providing th b improve government since it allows ( or forces) regions to compete 
usually improves q,uality and re~u~st va~ue fo_r money in local services. In the marketplace, competition 
of benefits. es pnces; m local government, competition provides the same sort 

3.2.2 From theory to practice 
The five points discussed above pro "d · • . · · · h . v1 e prmc1ples rather than precise guidelines. The s1tuat10n wit 
respect to particular policies can be extremely complex, making it difficult or impossible to determine the 
'correct' _level of gov_ernment for each task. Such debate inevitably turns on personal judgements and so 
takes us mto_ an area m which economists have no particular advantage. Be that as it may, it is interesting to 
speculate bnefly on how our framework helps us to think about the EU's actual allocation of tasks between 
the EU level and national level. 

The one thing that is clear is that subsidiarity is probably a good idea. When in doubt, allocate the task 
to the lowest practicable level since higher-level decisions are less subject to democratic control via v oice 
and exit. Going further is trickier. 

In the EU, the ma in area of centralization has been economic policies, especially policies affecting 
the Single Mark et. As the discussion in Chapter 2 showed, virtually every policy that directly affects the 
competitiveness of particular industries is subject to control at the EU level. For example, import tax es, 
government subsidies ( called state aid in EU jargon), exceptional tax benefits and anti-competitive 
behaviour h y firms a r e subject to EU-wide rules that are enforceable in the European Court. The thinking 
here is that such policies are marked by important_ and _systematic neg~tive spillovers. When one EU 
nation subsidizes its firms in a particular industry , firms mother EU nat10ns suffer from the artificially 
intensified competition. As in the tax example ~b~ve, a likely outcome is a P~ison~rs' Dilemma _ all EU 

nat. d •d·ng subsidies but the subs1d1es cancel one another out. Likewise, each nation might 10ns en up p rov1 1 , . . . 
be tempted to introduce idiosyncratic product regulat10n ~n an attempt to fav~ur local f1rms , but the end 
result would be a highl!J fragmented European market with too many small firms (see Chapter 6 for an 

analysis of the economics of this situation). . . . . 

Th 
. li tion in economic policy can also be understood m the light of our five 

e except10ns to centra za • li · . . tt pt to harmonize most social po c1es or general labour market policies. 
prmc1ples The EU does not a em . N · . . k g on general taxes, such as mcome taxes and corporat taY . G neral 

0~ ~oes it centralize deciswn ma -~ ffect the competitiveness of particular firms and o ar ubject to a 
policies like these do not necess~n lJ a national preferences for such polici ar very diverse. 
much 1 f t' p11lover. Moreover, 
In _ower level o nega iv~ s form of labour market protection for work rs i mployment protection 

1 
~pau:i, for ex~mple, the pnmar!J. d'ff lt to fire workers. Germany reli s mu h more on unemployment 

egislation, that 1s, laws that make it 1. icul f rences the losses from a on -siz -fit -all policy would be 
benef' ts G' · d. e of nat10na pre e ' . 1 . iven this 1ve~ge~c . . or avoidance of nega tiv spillover . Of cours , one can argue with 
li~ely to outweigh any gams m efficiency t scientifically. For exampl , G rman labour unions insisted 
this and it is impossible to settle the argume~ . g should also apply to the eastern Lander despite the great 
t~atnationalized, one-size-fits-all wage bar~al~ed on the same homogeneity of labour market laws. 
diversity of economic conditions, and t~ey ms~~ national level. For example, most foreign policy, defence 

Most non-economic policies are deci~e? at e made at the national level. Of course, various nations 
Policy, internal security and social pollcies are ple is the agreement between France, Germany, Spain 
co · · a good exam · · k" · 11 d t th operate on some of these po1Ic1es - rt plane _ but the dec1s10n ma mg 1s a ocate o e 
a d ·litary transpo 
n the UK to produce a common mi 

national level and cooperation is voluntary. 
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Roughly speaking, Single Market policies are where there are important spillover~; where. national 
preferences are not too great and common policies tend to benefit from scale econonues: The theory of 
fiscal federalism thus helps us to organize our thinking about why such policies are ce~tralized. . 

Common foreign and security policies are marked by enormous scale econonues and this would 
suggest centralization was best, but national preferences are enormously different among EU members. 
For example, unifying all of Europe's armies would result in a truly impressive force and allow Europe to 
develop world-class weapon systems. However, some EU members - France for ex ample - have a long 
history of sending their young men to die in foreign lands for various causes. Other EU members - such 
as Sweden and Ireland - shun almost any sort of armed conflict outside their own borders. Given this 
diversity of preferences, the gains from scale economies would be more than offset bl:} adopting a one-size­
fits-all policy. Because of this, the only common EU policies in these areas are those arrived a t bl:} common 

consent, that is, by cooperation rather than centralization. 
Other policies tend to lie somewhere between both in terms of the gains from scale economies and in 

terms ?fthe ~versity of preferences. As discussed ~bove, many Europeans find themselves, or their p ensions, 
or therr marnages: or their land purchases subject to multiple legal jurisdictions. Thus the uncoordinated 
nature of such national laws is increasingly creating negative spillovers. Moreover, as Europeans' incomes 
converge upwards, there is a strong tendency for the differences in their regulatory preferences to converge. 

e erence erences and more people affected by negative spillovers - can be Both reasons - narrower pr f diff · · 
taken as . the ':111derlying reason why the Lisbon Treaty essentially merged the old first and third pillars. 
Asdis ~xpl_amed m Chapter 2 in detail, it did so by formally removing the pillars but it maintained a sharp 

tinction between supranatio 1 d · t · ' h . na an m ergovernmental areas of cooperat10n by specifying the nature of 
t e cooperation that applies article-by-article in the Treaties. 

3.3 Economic view of decision making 
The previous sections looked at factors affecting the allocation of task b 
States. This abstracted from the actual process by which EU-1 1 d . ~ etween the EU and its Member 
. lif" d eve ecis10ns are mad In th 

sunp ie _away the q_uestion of how decisions were made at the EU lev . e. o er words, we 
which decis10ns should be made at the EU level. el m 

0rd
er to study the issue of 

In this and subseq,uent sections we reverse this srm· plif· t · f . 
k d 

. . ica ion ocusmg o th . 
ma es ecis10ns. In particular, we shall concentrate or1 h th 'd . . n e q,uestion of how the EU 
EU' bill ow e ecision m k · s a ty to act, the distribution of power among EU nat· d - a mg mechanisms affect the 

Eff
. . ions an democr t· 'l . . 
iciency, power and legitimacy are inherent! a ic egitimacy' f . . Y vague concepts T k · 

o progressive complexity. That is, we start by taking what . o ma e progress, we adopt the tact"c 
actors and their motives. These simplifying assumptions all may seem to be a very shallow view of polit· 11 
efficiency, legitimacy and national power in EU decision o; us to develop some very precise me icaf 
permit us to comment on how efficienc and . . ma mg. The benefit is that thes . asures o 
evolved with the 2004 and 2007 1 y legitimacy have evolved in the EU e ~recise measures 

Before turning to the measU::s~;;:::: ::dc~::i!~;~:dleevolve when Brita; i:o~~~:;:;}::~bheery 
cis10n-makm ul . . g r es m detail. 

3.3.1 Qualified majority voting 
The EU has several different decision . 
pro:edure' discussed in Chapter 2 Th" -mak~ng procedures but the mau· 1 . 
votmg' ( h" h . · is reoUires th C one is the ' di . w ic 1s universal111 kn '"\; e OU11cil to adopt th 1 . . or nary legislative 
Slllple maj "t 1:1 own as QMV) Th E e egislation b , . . 
with on y. As the Parliament's vot" . . e uropean Parliament b y q,ualif1ed majority 

T~:e vote per Member of Parliament 1'.'! is straightforward - the usual 5l} contrast, adop_ts laws by a 
a 'doublreules _go_vernmg Council voting are se ftocus _on the CoU11cil's voting rulper cent maJonty threshold 

maJonty' Th t. e out m th Li es. 
voting 'yes', and th. a is, ~o pass, a proposal mu e sbon Treaty . They are b 
sufficient! I e populat10n share of th st pass a threshold in t ased on the notion of 
The num y arge share of EU nations w e yes voters. The result is a erms of the number of nations 

her-of-members threshold is' 551::'e represent a sufficiently large ::;:uble majority in the sense that a 
. r cent; the share-of-population t%.e o~ ElU ~itizens, must approve. 

es o d is 65 per cent. 
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This double majority approach is easy to think about once the reader realizes that each nation is casting 
one vote, but 

th
e vote is weighted in two ilifferent ways. On the number of votes criteria, where the threshold 

. 55 per cent, each vote has eq_ual weight, Which with 28 members means each vote has a weight of 1/28, :r about 3.6 per cent. On 
th

e share o_f population criteria, where th~ threshold is 65 per cent, the country's 
weight is its share of the EU population. Both of these are shown in Figure 3.3. 

What is clear from 
th

e diagram is that a small country's vote, say that of Malta, does not really matter 
at all for the share-of-population threshold, but when it comes to the number-of-members threshold, Malta 

atters as much as Germany. The clout of each nation is some sort of blend of its weight in the two maJonty 
:resholds. As it turns out, political scientists have devised some simple ways of combining the_two into a 
single measure of voting power. But before we get to that, we look at how easy it is to make deciswns With this voting system. 

Figure 3.3 Member's voting weight under the 'double majority' QMV system. 
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d . . making efficiency . . . . 3 3 2 EU ability to act: ec1s1on- t EU leaders struggled to reform EU mstitutions m 
. . t'l the Lisbon Trea y, . . f 13 w members to an ~'i ting club of 

From the mid-1990s right up ':n~nt _ specifically the additmn~e Lis~:n Treaty ha er at d a new QMV 
preparation for eastern enlarg cess is now complete and tt ts wa to k p th EU' decision-h EU15 The pro · f reform a emp 
w at was called th_e . e oal of this Jong sen es_ o te So did the Lisbon Tr aty a complish this goal? 
procedure as ment10ned. Th g d d mocratically legit1ma . t I th - EU d cision-making context, the · , ff' · t ' an e e of was e. n . 
ltl.akmg procedures e 1cien , 11 means an absenc , . . p _ ifi than effi i ncy, it is still a long I . , ff' ·ency usua y b'l't to act is moie . . t 

n econormcs, e 1c1 ·t' While 'a 1 1 Y r· d . 1. v _ ry asy to make dec1s10ns, ye on ' bTty to ac . tl e EU m s 1 , f t 
Word has come to mean a 

1 1 
n some issues 1 Id support a particular law. The per ec . F · stance, o . t .· s that wou lin 

Way from operat10nal. or m . alition of coun 1~ . decide how the members would e up 
others it finds it impossible to fmd a co predict all possible issues, sure of how easy it is to get things done 
~easure of efficiency would some:~:s to develo~ an ~ve:;f:ei-:::ertain and ever-changing nature of the 
into 'yes' and 'no' coalitions, and us e impossible give 

in the EU. Such predictions, of course, ar ounds strange at first, but is rean_y the best way 
challenges facing the EU. shall study here, s . g to predict details of dec1s10n makmg on 

h hich we h than trym An alternative approac , w t the issue. Rat er 
of thinking systematically abou 
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84 ~ 
. . , il f · ce' That is we focus on a randomly selected issue - random in 

particular topics we adopt a ve o ignoran · ' · · I · 'EU b uld know whether it would be for or against the proposition. t 1s a sort of 

the sense that no mem er wo 
'veil of ignorance' approach. 

A quantitative measure of efficiency: passage probability 
The specific measure we focus on is called the 'passage probability'. The passage probability measures how 
easy it is to find a majority under a given voting scheme. Specifically, it is the number of all possible winning 
coalitions divided by the number of all possible coalitions. The idea is that, if each conceivable coalition of 
voters is eq_ually likely, then the measure tells us the likelihood of approving a randomly selected issue; that 
is why it is called the passage probability. The idea behind assuming all coalitions are eq_ually likely is that, 
on a randomly selected issue, each voter is as likely to say 'yes' as he or she is to say 'no'. 
A ;

0 
explam this concept, consider a simple example. Suppose there are only three voters, whom we call 

' a
nd

. C. The frrst step IS to identify all possible coalitions, that is, all possible arrays of 'yes' and 'no' 
Table 

3 2 

T k . ' ere are eig t possible coalitions. All eight are listed in the first three columns of votes. With three voters th . h . 
shows the b Y srmp e, suppose that the three nations all have 10 votes. The fourth column · · 0 eep things reall · 1 

num er of 'yes' vote f h f • .. coalition would . . . s or eac o the eight coallt10ns. The fifth column checks whether each 
wm, assuming it takes 50 per cent (i.e. at least 15 votes) to pass the proposal. 

Table 3.2 Passage probability in a simple example 

No Yes Yes 

Yes No Yes 

Yes Yes No 

No No Yes 

Yes No No 

No Yes No 

No No No 

Passage probability 
(50% majority 
threshold) (%) 

Passage probability 
C70% majority 
threshold) (%) 

The pa 

Vote allocation # 1 

10 votes 
each 

20 

20 

20 

10 

10 

10 

0 

Qualified majority 
(50%)? 

Yes 

Yes 

Yes 

No 

No 

No 

No 

50.0 

12.5 

Vote allocation #2 

20 votes to A, 5 
to Band 5 to C 

30 

10 

25 

25 

5 

20 

5 

0 

Qualified 
majority ( 50% )? 

Yes 

No 

Yes 

Yes 

No 

No 

No 

No 

37.5 

37.5 

h ssage probabT 
alf of all possible co _1 _1ty is calculated in th 

To illustrate the aht1ons pass the pro e second to last row. w· . 
organization's .. usefulness of th posal, so the passa 1th the simple e ual 
m the majority ~~ility to act if the all e Plcl.Ssage probability g probab1hty is 50 per~ t vote allocation # 1, 
Just thinking int reshold. For exam ~:ation of votes becam~oncept, consider what ;n . 
each to the 20 ~ti;ely, one wou1% b' s:y thatnationAnow::tore concentrated but ;uld happen to this 

' ' allocation woul: ard put to form a . d as 20 votes and n;tio B ere was no change 
make it harder or Ju ~ement on whether tnhs a:11d C only 5 each. 

easier to e shift f pass a random ram 10 votes 
proposal. With the 
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ge probabilit!J, however, we see that th · 
passa . . d e second allocation of votes leads to fewer ways of forrrung a __ .;..,ning coalit10n an so the change in vot 11 . 
WJ.Lu-- thin th t f ea ocat1on reduces decision-making efficiency. 

The second g a af ects the passage probability is the majority threshold. It is intuitively obvious 
ising the threshold makes it ha d t f. . . · that ra . . . r er o md a coalition. Comparing the last two rows confirms 

this intmtion. For vote allocatwn #l, raising the threshold from 50 per cent (i.e. 15 votes) to 70 per cent 
(21 votes) 10':ers the pas~age probability from 50 to 12.5 per cent. However, the details matter. Note that 
under allocatwn #2, the -~gher ~hreshold does not make it any harder to find winning coalitions. The point 
is that there are no coalitions with a number of votes that lies between the old threshold (15 votes) and the 
new higher threshold (21 votes). 

When_ looking at t~e re~l ~U Council, the principle is the same, but the calculations are much, much 
rnore tedious. The ma~ po~t is that the number of possible yes/no coalitions among 28 votes is 2 raised 
to the power of_ 2~, which is a very big number - over 268 million. Given today's computers, that is not 
a particularly difficult calculation but one does need the right software ( which readers can find on the 
internet easily). 

The level of the passage probabilit!J is affected by the number of members, the distribution of votes 
and, above all, the majority threshold. It is important to note, however, that the exact level of the passage 
probability is not very important. As Chapter 2 explained, most EU legislation is proposed by the European 
Commission, and the Commission often refrains from introducing legislation that is unlikely to pass. 

Historical efficiency and Treaty of Nice reforms 
We start by looking at how the EU's efficiency has changed over time. Above all, it is interesting to see how 
enlargement affects the EU's decision-making efficiency. The five left-most bars in Figure 3.4 show the 
passage probability for q,ualified majority voting (QMV) in the historical EUs with 6, 9, 10, 12 and 15 members. 
These indicate that, although efficiency has been declining, past enlargements have only moderately 
hindered decision-making efficiency. The 1994 enlargement lowered the probabilit!J only slightly, from 10 to 
8 per cent, and the Iberian expansion lowered it from 14 to 10 per cent. The figures also hide the fact that the 
Single European Act, which took effect in 1987, greatly boosted efficiency by shifting many more decisions 
from unanimity to q,ualified majority voting. 

Figure 3.4 Enlarged EU's ability to act 
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co 
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Source: Based on data from Baldwin and Widgren (Z007). 
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Notice that the 2004 enlargement greatly reduces the passage probability. T~s i~ ~rue even with the 
Nice Treaty voting reforms (which were supposed to maintain the enlarged EU s ability _to act). In fact, 
the Nice Treaty's complex rules made matters slightly worse than they would hav~ been Wl

th no re_f~rm at 
all. The results show that accepting 12 newcomers without reform would dramatically reduce efficiency, 
cutting the current passage probability by something like a third, from 7.8 to 3.6 per cent. 

This point, which became widely accepted after 2001, was why EU leaders asked the European 
Convention to reconsider the EU's decision-making rules - the req,uest that eventually led to the Lisbon 
Treaty's new double-majority rule for the Council. Note that the decision-making rules in the Parliament 
and Commission were not viewed as problematic and thus were not reformed in the Constitution or the 
Lisbon Treaty. 

The role of the Commission and Parliament 
In the mainstay legislative process, the ordinary legislative procedure (i.e. the old codecision procedure), 
both the Commission and the Parliament play critical roles. But they do not really affect decision-making 
efficiency. 

The Commission proposes legislation and drafts the first version. This gives it a good deal of power, 
as will be discussed in more depth below. But it has always had this power, so the increasing difficulty 
of passing EU legislation is not related to the Commission's role. A more plausible link would be with the 
enlargement of the European Parliament. After all, if enlarging the Council makes it harder to pass laws, 
doesn't enlarging the Parliament do the same thing? 

To address this, it is necessary to realize a special feature of the 50 per cent majority rule that the 
Parliament uses. When the winning coalition needs only half the votes, the passage probability is unrelated 
to the number of voters. Upon reflection, this is obvious. There is an almost unfathomable number of 
possible yes/no coalitions in the 785-member Parliament (2 raised to the power of 785 is something like 
2 with 236 zeroes after it), but when you only need half to win, it is clear that half of all coalitions will be 
winners. Thus the passage probability is always 50 per cent regardless of the number of voters. 2 This is wh1:1 
we can ignore the Parliament when considering the passage probability. 

Of course, in the real world things are much more complex than the passage probability, but this concept 
provides a good point of departure for judging how various things like enlargement and voting reform can 
affect the EU's capacity to act. 

3.4 The distribution of power among EU members 
The next aspect of EU de~ision making that we address is the distribution of power among EU member . 
As with efficienqJ, there 1s no perfect measure of power. The tactic we adopt relies on the law of large 
numbers. That is, we look to see ho_w likely it is that each member's vote is crucial on a randomly drawn 
issue. Before turning to the calculat10ns, however, we lay out our specific definition of power. 

For our purposes, power means influence, or, more precisely, the ability to influence EU decisions by 
being in a position to make or break a winning coalition in the Council. Of course, no one has absolute 
power in the EU, so we focus on the likelihood that a Member State will be influential. On some things 
Germany's vote will be crucial, on others it will be irrelevant, and the same goes for all other members. 
What determines how likely it is that a particular nation will be influential? 

The most direct and intuitive measure of political power is national voting shar s in the Cmmcil, but as 
Figure 3.3 showed, there are actually two sets of weights, so it is not obvious how to combine them. In any 
case, simple voting shares can be a misleading indicator of pow r. 

a.4.1 Voting shares as a power measure: the shortcomings . . ans 
Whil voting shares are a natural measure of power, they have problems. To illustrate the potential pitf 

f 
et· g weights as a power measure consider a 'toy model' of the Council. Suppose there are only -

th
ree 

o vo m ' 0 pect1vely. 
• m· this to11 model-imaginatively called A, Band C- and they have 40, 40 and 2 votes, res 

countnes t1 _ 

2 
• ot exactln true with an odd number of voters but the difference is negligible. 

This 1s n 1:1 



The distribution of power among EU members 

Decisions are based on a simple major"t ul 
f Ower we would say th t . i Y r e C +50 per cent to win). If we used voting weights as a measure 

o p , a countnes A and B h ·th h · · · its 2o votes. This is wrong. , eac wi t err 40 votes, were twice as powerful as C with 

With a bit of reflection you can co · 
il Th . t. th nvmce yourself that all three nations are eq,ually powerful in this toy 

Counc . e porn is at any winnin li · . 
. f . g coa t10n req,urres two nations but any two nations will do. Likewise 

any pair o nat10ns can block an thi As ' · ' 
th t th 

11 
. Y ng. a conseq,uence, all three nations are eq,ually powerful m the 

sense a ey are eq,ua y likely to make or break · · lit· 
Th 1 1 f th . . a wmnmg coa wn. 

e eve O e maJonty threshold can also be important in terms of power. For example continuing 
with our toy model raising the m · ·t ul · · ' . . . ~ aJon Y r e from 50 to 75 per cent would stnp nat10n C of all power. The 
only ~g co~litwn that C would belong to is the grand coalition A&B&C, but here C would not be able to 
turn it mto a losmg one by leaving the coalition. Therefore C's vote can have no influence on the outcome. 
Again voting shares in this exa 1 uld · · · ' mp e wo give a very mcorrect view of power. 

More ?eneral~y, power - that is, the ability to make or break a winning coalition - depends upon a 
complex mteractwn of the majority threshold and exact distribution of votes. Indeed, the useless-vote 
situation in which nation C found itself in our second example actually occurred in the early days of the 
EU. See Box 3.4 for details. 

Box 3.4 Luxembourg's useless vote, 1958-73 

The 1957 Treaty of Rome laid down the rules for q,ualified majority voting in the EEC6. The big three 
- Germany, France and Italy - got four votes each, Belgium and the Netherlands got two each, and 
Luxembourg got one. The minimum threshold for a q,ualified majority was set at 12 of the 17 total votes. 

A little bit of thought shows that the Treaty writers did not think hard enough about this. As you 
can easily confirm, Luxembourg's one vote never matters. Any coalition (group of 'yes' voters) that has 
enough votes to win can always win with or without Luxembourg. According to formal power measures, 
this means that Luxembourg had little power over issues decided on a QMV basis. As Felsenthal and 
Machover (2001) write: 'This didn't matter all that much, because the Treaty of Rome stipulated that 
QMV would not be used until 1966; and even in 1966-72 it was only used on rare occasions. Still, it 
seems a bit of a blunder.' It all changed post-1973, when the weights were altered to allow for the 
accession of Britain Denmark and Ireland. Indeed, since then Luxembourg's votes have turned out to 
be crucial in a surprisingly large number of co~litions. M_aybe that is why Luxembourg has the highest 

· t ·t m· the EU despite being the nchest nation by far. receip per capi a 
. . d F 1 nthal and Machover's excellent eBook (2001), which provides a much more in-depth look at Source: This box IS base on e se 

voting theory. 

. 1 ch as these led to the development of several more sophi ticated power 
Simple counter-examp es su h f I d , 

· h 'N malized Banz a n ex · mdices. We shall focus on t e or 

3 4 2 P t b k ·nning coalition: the Normalized Banzhaf Index 
. . ower o rea a w1 1·1 1 ·t . th . f. d ·ts lf . . . . d B haf Index (NBI) gauges how 1 < y 1 1s at a nation m s 1 e m 

In plam English, the N orma_hze ~-:~ on a randomly sele t d issu . By way of criticism, note that the 
a position ~o 'break' a winru~g co~ 

10
: shallow depiction of a r al-world voting process. For instance, 

set-up behind the NBI provides .0 Y da how coalitions are formed and how intensively each country 
the q,uestions of who sets the votmg ag~: d In a sense the eq_ual probability of each coalition occurring 
holds its various positions are not c?nsi er; t~ deal with ~his shallowness. The idea is that all of these things 
and each country switching its vote is meanf tes on a broad range of issues. Thus, this measure of power 

1 number o vo . 
Would average out over a arge h y of looking at it is as a measure of power m the abstract. 
. pt Anot er wa . . 18 really a very long-term conce · b on a randomly chosen issue. Of course, on particular issues, 
Itt ll t y is likely to e 
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The easiest way to understand this concept more deeply is to calculate it for our simple examplP in 

Table 3.2. To make it interesting, we take the uneven vote allocation case (#2) and assume a 70 per c nt 
majority threshold, so winning takes 21 votes. As before, we line up all eight possible coalitions and decide 
which are the winning ones (Table 3.3). These are the first three. Then we ask who the critical players are 
in these winning coalitions - critical in the sense that they would tum the winning coalition into a losing 
coalition if they changed their vote. In the first coalition, only A is critical since the defection of either B or 
C would not change the outcome; nation A and the remaining other nation would have enough votes to win. 
In_the second and third coalitions, where the majority is narrower, both nations are critical, namely , A and 

C rn the second and A and B in the third. 

Table 3.3 Critical players with a 70 per cent majority threshold 

Yes votes 70% majority? Critical player(s) 

30 Yes A 

Yes No Yes 25 Yes A,C 

Yes Yes No 25 Yes A,B 

Yes No No 20 No 

No Yes Yes 10 No 

No No Yes 5 No 

No Yes No 5 No 

No No No 0 No 

Thus there are five situations in which a t· ·tu · na 1011 would f d · s1. at10n three of the five times, while Band C . . . m itself critical. Nation Ar d . . 
A IS more powerful than B and C. The NB! for :: cntical m only one of the five times m s. itself m this 

The calculation of NB! for all EU memb . three-fifths, while it is one-fifth f . Thus, m this sense, 
essential to our study of EU deci . k ers is a topic that may fascin t or B and C. s10n ma mg, so we relegate its discussion ta eBsome readers, but it is not 

0 ox 3.5. 

Box 3.5 Calculating the Normalized Banzhaf Index (NBI) 

The mechanical calculatio f . and a PC with 1 n o the NBI is easy to describe a . 
(i.e. all cone . ots of horsepower. To work it out one as nd req_mres nothing more 

:~/i:~ble _:::i:~:::u::s~f ;~el~ a;:::~:~~:~ io~d i~=n~;:t::,~;;o~~\f '~:s~~::~:!~:~: 
coalitions f ~~ a group of 3 there are 8. However numbers of vot rs; in a< '. on . ote that listing 

~:~::::.i~!{am~P;P iu~t~e-~ ;~~~~ ;;,~issoo~li~id1:n1·aevgge:t

1

~~b;'~ f~:~~: fo:r 
th 

.. ~~b~b: !/:e;~:~~~: 
t . rs next ta J · o e h .. uu,ers y h d . 
urned mto a loser by the def .· s ' is to work out all ti . k d. In the EU28 an q_mckly 

trmes each nation could be a ,:ction of a single nation ~e ways that each wmn· , the number is over 

~:u: :~::e~~=:~ ~: ::~ry b:!~:!~ ::i:: t!:ccti~n o;:~• n~~~~~;;: ca1:\1a~::~~

0

:i:ie~ ~~ 
a particula . ouncil de ·d .u.ues that an 

- _________ ___:__:_::~r~n:a~ti:o:n~WI~-n~~~ 
1 

• • c1 es on a vast Y country could e cnt1cal array of i on a random! SSues, so the NBI 
y selected issue. 
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3.4.3 Power shifts from Brexit 
When the UK leaves, the power shares of all remaining nations will change since both the population-shares 
and the member-shares will change for everyone. One very useful application of our q,uantitative power 
measure concerns the impact of Brexit on the distribution of power of the remaining 27 members. 

We start with the distribution of power in the EU28 under the Lisbon Treaty's double majority rule for 
QMV, using the NBI to measure the shares of power held by each member. Figure 3.5 shows the NBI and 
compares it to the population shares of members. What the figure shows is that, as mentioned above, the 
power share of members is something like a blend of the population share and the member share, which is 
the same for all members. This makes a lot of sense intuitively. 

For share members whose population shares are negligible, the double majority system is basically 
a single majority system where only the member share vote matters. The power shares for all the small 
countries are thus q,uite similar and range between 2 and 3 per cent. That is, below the membership sh~re 
(3.6 per cent for everyone). For the big nations, the main determinant of their power is _t~e populatio~ 
share, so the NBI power share rises steeply along with their population share, but of course it 1s below therr 
population share since the number-of-members threshold also matters. 

Figure 3.5 Power shares of EU28 and changes from Brexit. 

Power index versus population shares 
20% 

■ NBI power share 
■ Brexit impact 
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. . b Treaty are identical to those in the rejected onsUtution. 
Note: The Council voting rules m the Lis on 

E tat and Kirsch (2016). Source: Based on data from uros , 

th uestion- How will Br exit affect the power distribution in the 
Figure 3.5 also shows the ans~er to el Cl; and ;ery simple. The UK's power share, which was about 

er is very c ear G 
Council of Ministers? The answ less evenly among all the large members, namely ermany, 

. di t 'buted more or . . . . ·t· . 8 per cent in the EU28 will be s n . t 11 the other members is negligible. It 1s slightly pos1 1ve m 
. d The impac on a . 

France, Italy, Spam and Polan · . . the tiny and minuscule nat10ns . 
. htl negative m the small nations, and sllg Y 
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. . . EU decision making so much national sovereignty been 
3.5 Leg1t1macy in . . Nowhere else in the world has . death and destruction from 

. • organization. . d t the massive . . 
The EU 1s a truly uruq,ue . al bod . As Chapter 1 pomte ou .' sf er but the continual wilhngness of 
transferred to a_ supranat10:e EU'syfounders to contemplate this tran m;re practical considerations. One 
two world wars is wt_hat 1;~~opeans to accept it depends upon_ mucrth ant consideration is the democratic 
the current genera ion ° . ults but another 1mpo 

. . EU' b'lity to deliver res , considerat10n 1s the s a 1 
legitimacy of the EU's decision-making process. 

3.5.1 Thinking about democratic legitimacy . . . . ult estion so it helps to start with an 
1 ·t· t ? This is a diffic q,u . . . t Alm What makes a decision-making system egi ima e · . b t why it seems illegitrma e. ost 

extreme and obviously illegitimate voting scheme and to think a ;{u landowning males the right to vote. 
every European would view as illegitimate a system that allo_wed 0

1 
1Jd wru·ng men were forward looking, 

• d · · t And if the an o Why? Because those without votes would fm it u~JUS · . . ht one da!J lose their land. In short, 
they would also find it illegitimate since they or their male offspring mi~ h , rule A system is legitimate 
a good way to think about legitimacy is to apply the 'in the other pe~son s s o~s · which if !JOU think 
if all individuals would be happy with any other individual's allocation of voting powe~, . 

1 
' 

. . • h tural legitimac9 prmc1p e. about it req,uires eq,uality. Eq,ual power per c1t1zen 1st us a very na . . 
' . ti' d people The EU 1s a uruon of But what constitutes a citizen? In the EU there are two answers. na ons an · . 

states so each state is a citizen and should thus have eq,ual voting power. The EU is also a urnon of people, 
so pe~ple are citizens and so each person should have eq,ual voting power. This makes it impo~sible to ap?ly 
the eq,uality principle in a simple manner. Note that there is a more classical way to phrase this same po~t. 
Democracy, it has been said, is the tyranny of the majority. To avoid this tyrannical aspect, democracies 
must have mechanisms that protect the rights and wishes of minorities. Indeed, many nations provide 
mechanisms for giving disadvantaged groups larger than proportional shares of power, but the starting 
point for such departures is one vote per person. In the EU, the over-weighting of small nations' votes was 
one such mechanism. For example, eq,uality of power per person would grant Germany 2,000 per cent more 
power than Ireland; eq,uality per member would grant Luxembourgers 160 times more power per person than 
Germans. Given the dual-union nature of the EU, neither extreme is legitimate. 

Using the NBI described above, we have a very precise (albeit crude) measure of 'power per person' 
and 'power per nation'. The 'fair' power distribution for the union-of-states view is trivial; in the EU28, 
each member should get 1128th of the power. For the union-of-people view, power should be distributed 
such that each EU citizen has eq,ual power regardless of nationality. As it turns out the Lisbon Treaty's 
double majority voting rules achieve a very _nic_e b~lance between the union of states ~nd union of peoples 
perspective. As noted above, the po':er distnbut10n as measured by the NBI is in between members' 
population shares and their membership shares. 

This does not let us concl~de that EU ~ecision ma~ing is legitimate, but at least it shows that it seems 
reasonable from the perspective of the EU s goal of bemg a union of people and nations. 

3.6 Summary 
Just to continue to _o?erate, the EU mu~t make a steady stream of decisions to adjust to the ever-changing 
economic and pohtical landscape. This chapter looked at the EU d cision-making process from two 
perspectives. First, it considered the EU's current allotment of 'compet nc s' between the EU and national 
government levels. In terms of actual practices and principl s, th k y points were: 

• Polic9 making is categorized into areas in which th EU has ' xclusive competence', that is, where the 
decision is made only at the EU level; areas in which competence is shared· areas in which the EU 
can undertake supporting, coordinating or complementary actions; and area; in which the EU has no 
competence, that is, where decisions are made only at the national or subnational level. 

• The allocation of policy areas to these categories is determined by the Treaties and, when necessary, 
by decision of the European Court. This allocation, however, is blurred since the Treaties do not 
always ref er to specific fields. Sometimes they refer only to areas by fw1ctional description, _fo_r ___ _ 



Self-assessment questions 

exa~pl_e the inten:ial market, which themselves are only vaguely defined ( or at least vague from a 
legalisti_c pe~spective ). To clarify the allocation, the EU operates on the principle of subsidiarity and 
proportwnality, which says that unless there is a good reason for allocating a task to the EU level, 
all tasks shoul~ ~e allocated to national or subnational governments, and even then the EU should 
take o~y the nummum necessary action. The old three-pillar structure of the EU helped to clarify the 
allocat~on; ~am~ly, first-pillar (Community pillar) issues were under EU competences while second­
and ~hird-pillar_ issues were not. The Lisbon Treaty removed the pillars, but essentially merged the 
old frrst and third pillar into one supranational area while keeping the old second pillar (foreign and 
defence policy) as intergovernmental. 

The chapter also presented a framework for thinking about how tasks should be allocated between various 
levels of government (theory of fiscal federalism). This framework stresses four trade-offs that suggest 
whether or not a particular decision should be centralized: 

1 Diversity and information costs favour decentralized decision making 

2 Scale economies favour centralization 

3 Democracy-as-a-control-device favours decentralization 

4 Jurisdictional competition favours decentralization. 

The second part of the chapter considered the EU decision-making process in more detail, focusing on 
efficiency (i.e. the EU's ability to act), national power shares and democratic legitimacy. These three 
concepts are inherently vague, but the chapter assumes a series of simplifications that enable us to present 
precise measures of all three. Of course, the necessary simplifications mean that the resulting measures 
provide only shallow indications of efficiency, power and legitimacy; however, they do at least provide a 
concrete departure point for further discussion. These measures were: 

• Efficiency. We measured efficiency using 'passage probability', that is, the likelihood that a randomly 
selected issue would win a 'yes' vote in the Council. We showed that enlargement has continually 
lowered the EU's passage probability, but that the 2004 enlargement lowered it by a large and 
unprecedented amount. We also saw that the voting reforms established in the Lisbon Treaty help 

restore efficiency. 
• National power distributions. This section presents a ~?phisticate~ measure of power called the 

Normalized Banzhaf Index, which measures the probability that a given nation will find itself in a 
. . h b ·t can break a winning coalition. pos1t10n w ere y 1 

L . . This is by far the vaguest of the three concepts. The approach we adopt is to check 
• egitimacy. U' c ·11· · · 

h h th llocation of votes in the E s ounc1 mes up agamst two notions of legitimacy. If the 
w et er e a d t· k · 1 · · 
Eu . . d uru·on-of-people a natural yar s 1c 1s eq,ua power per citizen. If the EU is viewed 1s v1ewe as a , 

. f t t the natural metric is eq,ual power per Member State. Under the principl of eq,ual as a urnon-o -s a es, . . . . , 
Eu ·t· the mathematics of votmg tells us that this req,urres that the Cmmc1l votes per power per c1 1zen, , . 

. . h th nuare root of the country s populat10n. The benchmark of eq,ual power per EU country nse wit e s'-1, . 
. enual number of votes per nat10n. Member State req,urres an '-1, 

Self-assessment questions 
d by the theory of fiscal federalism. Discuss how the tension 

List the main trade-?ffs stress; diversity can explain the fact that the EU has adopted only very 
between negative spillovers an . . 
. . . f of social policies. 

hm1ted harmornza ion d for the past couple of decades has been to decentralize 
2 ations the tren 1 . In many European n ' . 11 el to the provincial or regional level. How could you exp am 

. . . f the nat10na ev 
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dec1s1on makmg rom f fiscal federalism? 
this trend in terms of the theory 0 ► 
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. . coalitions that you might 
·1 otes in the Lisbon Treaty, list five blocking 

3 Using the actual Counci v h voter has an eq,ual 
'lik 1 ' s that eac 

think of as e Y . di cussed in the chapter assume t of the various voters 
4 The formal power meas~re ' so' on a random issue, and that the vorti~s ular issue is unrelated 

bilit of saying 'yes or n A 'nes' on a pa c will 
proba Y . th likelihood that voter says ~ f a group of voters . 
are uncorrelated. That is,, e, However in many situations, the votes o ·milar views on issues 
to whether voter B says yes . ' bers are all likely to have si . . . on of 
be correlated. For example, po~r EU ;e; t how this correlation changes the di~~nb)utiT be 
concerning spending in poor regions. or ~u can break a winning coaliti~n ·. o 
power ( defined as the likelihood that a particular vote~ E) each has 20 votes, the maJonty rule 
concrete assume that there are five voters (A, B, C, D an ' 

is 51 per ~ent and A and B always vote the same way. person) try to determine 
d . th text ( eq,ual power per ' d 5 Using the definition of legitimacy propose m e h two houses: the Senate an 

whether the US Congress is 'legitimate'. Note that the US Congr~ss i: Senators while the number 
the House of Representatives. In the Senate, each of the 50 states . as ' 
of Representatives per state is proportional to the state's population. 
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