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INEPIAHYH

O o0100¢ ™G MOPOVONG £pevvoc €lval 1 EKTIUNOCT TOV EMUTTOGEMV TNG
dwdkaciog ¢ evomoinong ¢ Evponaikhig ‘Evoong (EE) 6cov agpopd ota
pétpa mov edebncav oe Evpomaikd (vrepebvikd) enimedo yia v Kpion g
Evpwldvng, oto omuokpatikd éAiepna g EE. Kdébe éva amd avtd ta ovo
feopntikd medio (evomoinom kot OMUOKPATIKO EAAEIN) EYEL TPOGEAKVGEL
oNUoVTIKO OyKo oyeTikng Piproypapiog. Qotdco, m oxéon petad TOvG
e€etdleton omdvia. . Ta pétpa mov EANEONGAV Y10 TNV OVTILETOTION TNG KPIoNG
Evpwldvng, kot e1d1koTEPO 01 TOATIKEG Kot Ol Sladkacieg ANYNG amopacemy
OV €00YOVTOL UE OVTE TO HETPO. OMOTEAOVV TNV UEAETN TEPIMTOONG NG
mapovong épevvoc. Avapeifoira, n kpion g Evpwldvng kot ta oxetikd pétpo
ov eANPONcav €yovv aALAEel plikd KOl EKTEVAOS TO AELITOVPYIKO TAAIGLO TNG
EE xot tig oyetikég owdikacies AMyme anopdcewmv, ennpealoviag tOc0
dwdkacio g Evpomaikng oAokANpwong 660 Kot TO ONUOKPATIKO EAAELLUO TNG
EE. Apywd, avoivovtar ta otoryeio, To YOpaKTNPIoTIKA, To Oepého Kot ot
OVTOAOYIKEG OPYEG TV EVVOLOV TTOV YPNCLULOTO0UVTAL 08 Kabéva ek TV 500
avatépo Beopntikov nediov. Ocov agopd otic Bewpieg evomoinong ™ EE,
e€etalovton o1 tpeig Pacikég Bewpieg: dakvPepvnricpndg (intergovernmentalism),
VEOAELTOVPYIGHOG (neofunctionalism) Ko LETAAELTOVPYIGHOG
(postfunctionalism). H Biproypopia yioo to dnuokpatikd élheupo g EE
nepAaUPAvVEL  TPEG  OlPOpETIKEG  Tpooeyyioelg:  ovupetoyxn - (input),
anoteléopata (output), dwadikacieg (throughput). TTépav g gig faboc e&étaonc
TOV AVOTEPO BePNTIKOV TEdimV, E101KE GYETIKA LE TO TEGIO TOL ONUOKPATIKOV
eMeipotog, o otdY0og NG ovdAvong TV TPV mpoceyyicewv glval va
opadoromBovv gk véov YOipw oamd Pocikodg Ospatikovg Gfovec, Pdoel twv
omoiwv pmopet va deEayBel por mootikn agloAdyNon TOV EMITTOCE®V TOV
pétpwv kpiong oto EAdeia. Me Baon v pébodo Twv avaALTIKOV aPNYNCEDV
(analytic narratives), Kot ypNOILOTOIOVTOS AVIAVGT TOV GYETIKOV KEWEVOV Kol
NU-OOUNUEVEG GLVEVTEDEELS, OVOADOVTOL AETTOUEP®S Ol SldKAGieg OV
glonyaye ke éva amd to pétpa g kpiong, ta omoio kot ywpilovtor o avtd
OV GKOTEVOVV GTNV TOPOYT OKOVOUIKNG forfetag ota KpdTn LEAN Kol 6 VT
OV €16AYOLV SLUTAEEIS EVIGYLONG GLVIOVIGHOD TOMTIKOV TMV KPOTDOV-UEADV.
Ola to Topamdve cuvovalovtal Yo va Tpocsolopicovy, TpmTOV, ol gival M
katevBuvon ¢ evomoinong g EE petd v Aqyn tov pétpov yo v
OVTILETOTION TG Kpiong, 0e0TEPOV, TOLEG O EMIATOCELS AVTAOV TOV UETPOV GTO
onuokpatikd EAleypo g EE xou tpitov, mowa evputepa coumepdopoto
umopovv vo. eaxfodv amd TV Tapovce PEAETN TEPIMTOONG CYETIKA UE TIC
YEVIKOTEPES EMTTMOCELS TNG dtadikaciag evomoinong g EE oto dnpokpatikd g
ENheypo.



ABSTRACT

The aim of this research is to examine the impact of the European Union (EU)
integration process on the EU democratic deficit. Each of these two theoretical
fields has attracted a considerable volume of scholarship. However, the
relationship between them is rarely examined in detail. To achieve this aim, the
measures adopted to respond to the Eurozone crisis at the EU level, and, more
specifically, the decision-making processes introduced or altered by these
measures, are assumed as a case study. It is, by now, clear that the Eurozone crisis,
and the relevant supranational measures, have fundamentally and extensively
modified the EU operating framework and decision-making processes. This has,
in turn, signaled a change in the integration process of the EU, unavoidably
affecting, among others, its democratic deficit. At first, the different elements,
characteristics, foundations, and ontological origins of different concepts
included in each of the above two theoretical fields, are analyzed. In terms of EU
integration  theories, the three grand-level theories are examined:
intergovernmentalism, neofunctionalism, and postfunctionalism. The literature
on the EU democratic deficit includes three different approaches: Input, Output,
and Throughput. Aside from an in-depth study of these fields, the above the above
analysis, in particular for the EU democratic deficit scholarship, aims at
comprehensively re-grouping the insights offered by the three approaches around
key thematic areas, based on which a qualitative evaluation of the impact of the
crisis measures can be conducted. Using the method of analytic narratives, based
on textual analysis and semi-structured interviews, the processes introduced by
each of the crisis measures, separated into those aimed at the provision of
financial assistance to member states and those aimed at enhanced coordination
between member states, are analyzed in detail. All the above elements are
combined to determine, first, the direction of the EU integration process after the
assumption of the crisis measures, second, the impact of those measures on the
EU democratic deficit, and third, what the above case study analysis indicates
about the broader impact of the EU integration process on the EU democratic
deficit.



1. INTRODUCTION

The European Union (EU) is undoubtedly a sui generis organization. As
such, it has always attracted both the regular and academic ‘spotlight’. One of the
main reasons for both its uniqueness and interest is that it is a unique case of
regional integration. No other organization compares to it; simply put, the EU is
in the middle of a traditional, exclusively intergovernmental international
organization and a fully developed (federal) state. Since the 1950s, academics
have attempted to explain this unique trajectory of regional integration, offering,
along the way, important theoretical contributions in the respective field. No
matter how many attempts, however, as recognized also by one of the most
prominent scholars in EU studies, Fritz Scharpf (2020), the theories always trail
the actual integration process in the EU.

Because of the unique nature of the EU and its integration process, one of
the most important elements that has been analyzed especially after the 1980s, is
the impact it has on the democratic process. This became another theoretical field
in which the EU politics field has contributed, precisely because no other
international organization or state affects democracy in the way that the EU does.
In turn, this impact is transferred directly to the lives of EU citizens.

Both the mode and direction of the EU integration process, and the
democratic process at the EU level — both at the EU level — are, hence, of primary
importance not merely from a theoretical or academic perspective, but also for
citizens, literally in their everyday life. However, albeit both have been
extensively studied, their relationship has, oddly enough, not received equal
attention. It is the aim of this research to address this issue: How does the mode
and direction of the EU integration process impact the EU democratic deficit? EU
integration is the path on which the EU ‘walks’; the democratic deficit is perhaps
the most important aspect affected by the EU’s ‘walking’.

Why choose specifically the EU democratic deficit? The scholarship on
EU integration, albeit quite extensive in both volume and across time, is rather
well-defined, and its ontology is clear. That is not the case, however, for
democracy, even if limited to its liberal form that exists across the contemporary



Western world. Democracy is a concept that, throughout the millennia of its
existence, has not only escaped a single, widely accepted definition, but is studied
through a tremendous number of perspectives, including philosophical,
sociological or political, theoretical or empirical, etc. A limitless discussion on
democracy, or an arbitrary choice of a set of characteristics would, therefore, be
challenging research-wise. The EU democratic deficit, with its three approaches
of Input, Output and Throughput, albeit not a theory in itself per se (Borzel 2020),
is the analytical ‘lens’ through which the democratic processes within the EU (at
the EU level) have been seen through the largest part of the literature; and is
arguably the most comprehensive one. While this offers valuable insights, a
thematic-based reorganization of the elements of the three approaches is
conducted, in a novel attempt at offering a more evaluative-friendly structure to
examine the impact of the measures on the deficit. In relation to EU integration
theories, things are much clearer. There are, to date, three grand level or grand
theories of EU integration: (liberal) intergovernmentalism, neofunctionalism, and
postfunctionalism.

The theoretical frameworks to be used have been set. But it is, obviously,
not possible to address this important research question throughout time and
across all EU policies. The Eurozone crisis (henceforth ‘crisis’), and more
specifically the measures adopted at the EU level to address the various aspects
of the crisis, is assumed as a case for examining the impact of the mode and
direction of the EU integration process on the EU democratic deficit. It is the case
that the EU has been experiencing a number of crises during the last decade, and
even before that. However, the Eurozone crisis is perhaps the most serious and
existential one. The crisis originally transferred within the EU from across the
Atlantic and the the financial crisis of the late 2000s in the United States of
America (USA). Starting with Hungary (for the EU) and Ireland (for the
Eurozone), the financial situation of all EU member states was adversely affected,
to the point where three EU and five Eurozone member states had to resort to
financial assistance for, basically, their financial survival. Cumulatively, a total
of close to half a trillion euro was provided in assistance from the EU alone

(excluding the amounts provided by the International Monetary Fund or IMF),



and the Eurozone, arguably consisting of the most integrated EU member states
— the ‘core’ of the EU — came close to breaking up or, at the very least, suffering
the exit of one of its members (Greece), a scenario so unthinkable that, unlike an
exit from the EU, is not even provisioned for anywhere within the EU Treaties
(Treaty on the Functioning of the European Union or TFEU, Treaty on European
Union or TEU; EU 20164, 43-4).

The crisis, more than anything else, brought to the surface shortcomings
in the design of the Economic and Monetary Union (EMU), primarily the fact
that, while being a sufficient monetary union, economic policy remained
primarily with the member states (albeit with restrictions and rules). In other
words, it demonstrated that “it would have been much better if the monetary union
had not started before the EU had become state. To start with the monetary union
without having a European state meant that all problems that were coming up had
to be dealt with at the intergovernmental level. And that was the basic mistake
that was made in 1992...” (Scharpf 2020).

While still stopping short of a fully-fledged economic union, the EU
adopted an extensive set of measures that introduced perhaps the single largest
overhaul of its operating framework without an overall amendment to the EU
Treaties. The measures aimed at addressing a number of the weaknesses of the
previous status quo, and can be separated across two broad categories: those
aimed at providing financial assistance to EU or Eurozone member states, and
those aimed at enhancing the policy (particularly economic) coordination
between EU and Eurozone member states. The former category includes the
European Financial Stability Mechanism (EFSM), the European Financial
Stability Facility (EFSF SA), and the European Stability Mechanism (ESM), and
their financial assistance programs implemented in various member states, while
the latter category includes the Six-Pack, the Two-Pack, the Euro Plus Pact, the
Treaty on Stability, Coordination and Governance (TSCG), the European
Supervisory Authorities (ESAs), and the Banking Union. Considering the extent
and foundational depth of the changes introduced through the crisis measures in
the EU’s operating framework, it is clear that this case study is fitting for

examining the impact of the mode and direction of the EU integration process on



the EU democratic deficit. These changes clearly affected the direction of
integration that the EU is headed in. In addition, many of the measures have raised
considerable concerns relating to their overall impact on the EU’s democratic
processes.

The part of the measures relating to the financial assistance mechanisms,
aside from the purely EU-level aspect (their processes and establishment) has the
aspect of implementation of the financial assistance programs at the national
level. Although this clearly needs to also be examined, it is impossible within a
confined, in volume and time, research, in addition to examining all the measures,
to examine all eight financial assistance programs of EU member states, or even
all five implemented in Eurozone member states. Therefore, the specific cases of
Greece, as primary case, and Ireland, as secondary case, are taken in order to
specifically examine the implementation of the financial assistance programs.
Inter alia, Greece was the first Eurozone member state to receive financial
assistance (a possibility previously unthinkable), was the only to undergo three
successive assistance programs, was the last from all other Eurozone member
states to exit, and received close to half of the entire amount the EU provided in
financial assistance to all eight EU member states that received it. The depth of
the analysis of the financial assistance programs for Greece makes it impossible
to assume a second national-level case, at least at the same breadth and depth.
However, research conclusions drawn would benefit from such a second case.
Ireland serves as the secondary case for the EU financial assistance programs, in
order to provide a more comprehensive investigation and improve
generalizability.

The innovations offered by this research are multiple. The primary
contribution is the analysis of the research question itself, i.e., of how the mode
and direction of the EU integration process impacts the EU democratic deficit.
Research on this issue has been scarce across the relevant literature. Another
contribution is the depth and breadth of the analysis of the case study (crisis
measures at the EU level); while there is scholarship examining these measures,
an intricate analysis of such detail and extent is mostly lacking. The assessment

of the mode and direction of the EU integration process after the adoption of the



crisis measures, and the impact of those measures on the EU democratic deficit
are also valuable contributions. Finally, the overview and re-organization of the
EU democratic deficit scholarship into thematic areas that are appropriate for
conducting an evaluation of the impact of the measures on the deficit, is perhaps
the primary theoretical innovation offered.

The findings of the research are both interesting in terms of the existing
literature, but offer valuable insights in terms of the overall subject-matter.
Overall, it is found that the mode and direction of the EU integration process after
the adoption of the crisis measures has been neofunctional. In addition, all of the
measures were found to have — at varying degrees — an adverse impact on the EU
democratic deficit, heavily relying (mostly) on the Output, and neglecting the
Input and, to a lesser extent, Throughput approaches. This, then, provides the
conclusion that, a neofunctional progression of EU integration will adversely
impact the EU’s democratic process.

The structure of this research is as follows. The following chapter
conducts a literature review of the existing scholarship that is relevant to this
research. The third chapter establishes the two broad theoretical frameworks that
will be used (grand-level EU integration theories and EU democratic deficit
scholarship), and delineates expectations for the impact of the crisis measures on
each. The fourth chapter outlines the research methods and design of this analysis.
Inter alia, this chapter also includes the more general, broader expectations in
relation to how each mode and direction of the EU integration process impacts
the EU democratic deficit. The fifth chapter is the main analytical chapter of this
research. It provides a brief timeline of the crisis, and then examines each of the
measures in terms, first, of their effect on the mode and direction of the EU
integration process, and, second, of their impact on the EU democratic deficit (all
in accordance with the expectations outlined in the third chapter). Finally, the
chapter concludes with a summary of the findings, as well as the broader
conclusions that can be drawn in relation to the impact of EU integration on the
EU democratic deficit (in accordance with the expectations outlined in the fourth
chapter). The conclusion summarizes the aims, structure, analysis, and findings

of the research, offering prospects in terms of future research.



2. LITERATURE REVIEW

Introduction

Addressing the impact of the way the EU integration process unfolds on
the EU democratic deficit, using the Eurozone crisis measures as a case study,
involves a number of different types of scholarship. There are the two primary
ones related to EU integration theories — more specifically to the grand-level
theories of intergovernmentalism, neofunctionalism, and postfunctionalism —and
the EU democratic deficit. There is also literature examining the impact of the
Eurozone crisis measures on either of those two. In addition, scholarship specific
to the two national level cases (Greece as primary case, Ireland in a supportive
capacity) used to examine specifically the financial assistance measures,
specifically in relation to the impact of the supranational-level crisis measures on
the national level policy and decision-making procedures, is also relevant. It is
the aim of this chapter to both situate this research within the broader literature in
existence, and also demonstrate the reason why, given the existent scholarship,
this research is both relevant and innovative, and its contributions.

There has been extensive scholarship examining the case study of this
research, i.e., the crisis measures at the supranational level, either in relation to
how the have affected the EU integration process (in terms of the three grand-
level theories) or to how they have impacted democracy at the supranational level.
Naturally, nearly all of the works focus on the EMU. However, from the detailed
survey of relevant literature, the specific issues examined in this research have
not received adequate scholarly treatment. Substantial contributions can, hence,
be offered in primarily four areas of the case-study specific scholarship.

The first area is addressing the impact of the Eurozone crisis measures on
the EU democratic process at the supranational level specifically using the EU
democratic deficit and its three approaches as a whole framework, rather than
using a specific concept(s) of democratic theory. The second area is examining
all of the crisis measures at the supranational level in their entirety, rather than
taking a specific measure or specific institution as cases. The third area is the
combination of addressing the impact of the measures both on the direction of EU



integration and on the EU democratic deficit within one, rather than focusing on
the impact of one or the other.

The fourth area is an analysis of the national level, for crisis measures that
are specifically implemented at that level. Most of the existing scholarship deals
with either the supranational or the national level. The combination and
interconnection of the two has scarcely received any scholarly attention, much
less in relation to both the EU integration process and the EU democratic deficit.
For example, the EFSF SA or the ESM are, indeed, supranational crisis measures,
and they can be analyzed as such. However, this is only a partial analysis.
Examining the creation, institutional setup, or authority of the ESM, for example,
is a partial approach. The implementation of ESM programs on the ground, i.e.,
on individual member states, must also be investigated, in order to reach a
conclusive determination of not only how the ESM is supposed to operate, but
how its programs are actually implemented in member states, and what the impact
of that implementation is. The focus may still remain at the supranational level
integration process and democratic deficit, but as the EU is not a completely
separate entity from its member states, the impact of its policies on those member
states can also yield valuable conclusions for the EU level itself.

Scholarship on the national level of the two cases (Greece as primary,
Ireland in a supporting capacity) used in this research to examine the national-
level aspect of certain crisis measures has considerable limitations: it is focused
exclusively on the national level, is, mostly, from a purely legal perspective, and
a large portion for it (at least for the primary case of Greece), is in Greek. The
aim of this research is to contribute to all the above areas, most of all by
combining analyses of the supranational and, in measures that is necessary, the

national level, while maintaining the overall focus on the impact at the EU level.

Crisis, EU democracy, and the EU integration process

The literature most directly relevant to this research is that examining they
ways the EU integration process after the crisis has impacted its EU democratic
deficit. More broadly, the impact of the EU integration process on the EU’s

democratic process has been firmly established across the literature. When



discussing the progress of EU integration, Mitrany (1965), arguably the founder
of functionalism, itself the forefather of neofunctionalism, discussed in length the
democratic process within a united Europe (e.g., 132-3). As Kleine & Pollack
(2018) highlight, the Output approach to the EU democratic deficit is consistent
(and in fact originates from the same scholar) with liberal intergovernmentalism.
Hix (2018) focuses on how a liberal intergovernmentalist approach to issue-
salience and politicization of EU policies at the national level, impacts citizen
representation and politics at the EU level. Even from the early 1990s, Weiler et
al. (1995), had identified EU integration as the primary factor adversely
impacting democracy at the EU level, both because of deepening and widening
(6). In their analysis of legitimacy within the EU, Beetham & Lord (1998)
examine an intergovernmental and a supranational model of the EU (59-60).
Accordingly, Scharpf (1999) conducts an in-depth examination of EU integration
in analyzing the legitimacy of EU policies over time, especially as carried-out by
different institutions (in fact, he includes an entire chapter on the matter; 43-83
and 189-90), and Chryssochoou (2000), in his analysis of democracy within the
EU, also places primary importance in the EU integration process (e.g., 134-167).
This is unsurprising considering that legitimacy within the EU has been primarily
analyzed “as a process of interaction between the EU and member state levels”
(Beetham & Lord 1998, 3)2.

Turning to how the relationship between the EU integration process and
the EU’s democratic process has manifested during the crisis and the relevant
measures, this has been treated in a rather limited number of scholarly pieces and
usually from a narrow theoretical perspective. Relevant scholars usually focus on
one area of EU integration theory (in some cases, indirectly too) and,
correspondingly, one aspect of the EU’s democratic process. Fossum (2015)

looks into how the hypothesized increased differentiation across the EU post-

2 Most other scholars analyzing democracy within the EU inextricably link it with the EU’s
integration process, such as Warleigh (2003), Follesdal& Hix (2006), Weiler (1995), etc. For
example, Warleigh (2003) argues for a direct association between the focus of EU studies on the
EU democratic deficit and the changing conceptualization of EU integration theories (19-21),
while Weiler (1995) argues that ‘inverted regionalism’ (adding a supranational tier of
government) has intense and wide-ranging deligetimation effects (232-3).



crisis has impacted the democracy within the EU. However, integration and
democratic process are both dealt in a very limited manner (the first through
differentiation, the second through a “deliberative democratic perspective;” 801).
He defines differentiation as including differentiated integration and, in addition,
instances in which some member states further integrate while, at the same time,
some disintegrate and instances in which “even notionally full members come to
be regarded as having different membership status,” concluding that congruence
and accountability (key principles of the his deliberative democratic approach),
primarily seen through parliamentary input (either vertical from or inter-
parliamentary), have been harmed not by differentiation itself, but by the
occurrence of the crisis and the way measures to address it were assumed and
implemented (Fossum 2015, 801; 811-12).

Papadopoulos (2010) examines the impact specifically of Multi-Level
Governance (MLG) policy-making practices on democratic accountability, the
former being the foundation for the EU integration theory of post-functionalism.
In this analysis, it is emphasized that multiple and intertwining circles of
governance within the EU — predominantly technocratic and expert-based — can
endanger accountability of the decision-making procedure to citizens; “multi-
levelness” becomes an aggravating factor (Papadopoulos 2010, 1035-9).
Papadopoulos (2010) concludes that “we may well be in the presence of a
paradox: network and multi-level governance is characterized by more
accountability, but less democracy,” taking into consideration all the different
actors that exercise horizontal accountability (peer-to-peer) that does not
necessarily coincide with the vertical accountability exercised on elected officials
by citizens (1043-4). The emphasis on horizontal accountability mechanisms is
in line with arguments of the Throughput approach to the EU democratic deficit
(further below). This contribution too, however, is focused primarily on
accountability, and integration appears in a very indirect (at best) manner through
MLG as the foundation of post-functionalism.

Crum (2013) hints at the impact of EU integration on EU democracy after
the crisis, examining different models of EU governance post-crisis and their

impact on national self-government, based on Dani Rodrick’s incompatibility
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trilemma?. The analysis focuses on how diversity can affect monetary integration
and, hence, impact democracy within the EMU. Crum (2013) echoes Gill’s
reservations, observing that “the present financial and economic crisis has
revealed that this initial mix of monetary integration with a considerable degree
of policy tolerance in financial and economic affairs is not sustainable” (620). He
indirectly hints at the fact that the crisis has led to enhancement of the integration
process, suggesting the shift of decision-making processes at the EU level
towards “executive federalism [...] to the extent that it involves the deepening of
common frameworks for financial and economic policy-making and the
strengthening of European surveillance [...] (and it) allows for a certain level of
diversity, and actually acknowledges it to be ineradicable” (Crum 2013, 621). It
is also indirectly acknowledged that the EU integration process has progressed in
a rather intergovernmental manner, with Crum (2013) arguing that there is a
continuing “primacy of national governments in EMU” (Crum 2013, 622). The
analysis, again, takes into consideration specific aspects of a limited number of
measures, and addressed democratic process in a similarly restrictive manner as,
primarily, national self-determination and representative (parliamentary)
oversight.

Crisis and EU democracy

Scholarship related to the impact of the crisis and the relevant measures
on the EU democratic process is extensive, especially from 2012 onwards. Most
scholars emphasize the restrictions inherent in membership of the Economic and

3 Rodrick (2011) argues that “we cannot have hyperglobalization, democracy, and national self-
determination all at once. We can have at most two out of three” offering three options: “restrict
democracy in the interest of minimizing international transaction costs, disregarding the economic
and social whiplash that the global economy occasionally produces. We can limit globalization,
in the hope of building democratic legitimacy at home. Or we can globalized democracy, at the
cost of national sovereignty. This gives us a menu of options for reconstructing the world
economy” (200). Hyperglobalization is defined by Rodrik (2011) as “a new kind of globalization
that reversed the Bretton Woods priorities [...] Domestic economic management was to become
subservient to international trade and finance rather than the other way around. Economic
globalization, the international integration of markets for goods and capital [...] became an end in
itself, overshadowing domestic agendas” (76).
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Monetary Union (EMU) — particularly its third stage, the Eurozone (details on the
structure and stages of the EMU are presented in the fourth chapter). Those
restrictions concern primarily the inability to freely utilize monetary and fiscal
policy to respond to changing financial conditions, most importantly in the case
of the crisis (Schmidtke 2004, 22-3; Ravasio & Ohly 1997, 478-81; Crum 2014,
620). As Crum (2013) argues, the ability to modify the above policies would
permit “national governments to respond to the diversity in the economic
conditions and the political preferences they face” (614). The limitation to
adaptation of these policies to political preferences inherent within the EMU is
particularly pertinent for the subject of this research.

Gill (1998) was one of the first to observe that the Euro “would constrain
European Union governments from using fiscal policy to offset recession for
counter-cyclical reasons,” further arguing that “economic liberalisation [...]
involves actively remaking state apparatuses and governmental practices and the
institutions of civil society [...] to render state and civil society more permeated
with market practices, values, discipline...” (9). He observed that, aside from a
geopolitical and federative strategic process, the EMU was, more fundamentally,
“a strategy for reconciling regional integration with globalizing forces” (Gill
1998, 10). Accordingly, Ravasio & Ohly (1997) highlighted quite early on that
“the main cost of EMU usually referred to is the loss of control over interest rates
and exchange rates at the national level” (479)*. They further argue that “from a
political economy point of view, one could argue that EMU gives member states
the possibility to ‘tie their hands’ vis-a-vis domestic public opinion...” (Ravasio
& Ohly 1997, 480-1).

Scharpf (2011) also traces the impact of the constraints to monetary policy
resulting from EMU participation as far back as Germany during the early 2000s
(13 and 23)°. He places primary importance in the non-Optimal Currency Area

4 However, they are quick to follow this up by arguing that “national sovereignty in these areas
does not play as important a role as is often argued” (Ravasio & Ohly 1997, 479).

5 This is an interesting case. As Kyriakidis (2016c) argues, when both France and Germany
qualified for an Excessive Deficit Procedure in 2005, they successfully modified the criteria to
remove the numerical value for severe economic downturn (until then set at a minimum of 2%
fall in GDP) and replace it with “negative annual GDP volume growth rate or from an accumulated
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(OCA) nature of the EMU®, which, in turn, resulted in “asymmetric impulses in
EMU economies, with above-average or below average rates of growth and

inflation,” also finding that

in contrast to the currently (2011) popular narratives, external indebtedness
even in Greece and Portugal was mainly, and exclusively in Spain and Ireland
due to private-sector rather than public-sector borrowing (20 and 23; also,
more broadly, Borzel 2020).

This argument was also echoed in the interviews conducted with Professors Ben
Crum and Paul De Grauwe. Crum (2020), argues that “there were deep
asymmetries in the Eurozone [...] it was meant to be a machine for convergence,
but to some extent it has been a machine for divergence.” De Grauwe (2020),
suggests that “the biggest problem...has been that those who
started...underestimated the need to move forward and create political
institutions in which the monetary union can be embedded [...] you need more
political integration to make this function properly.” It has also been argued that,
oftentimes, the aforementioned monetary restrictions have been extended to
include policy alternatives, with governments, especially during the crisis, often
mistakenly claiming that the ‘road taken’ is the only one (TINA — There Is No
Alternative; Maduro et al. 2012). This is consistent with broader arguments
relating to the increasing depoliticization of decision-making processes
throughout the Eurozone and EU (Bohle 2014; Dukelow 2015). Relevant
scholarship has, therefore, highlighted from the very beginning the restrictions on
fiscal monetary policy stemming from participation within the EMU. But how
have recent developments relating to the crisis and its measures affected this

conclusion?

loss of Output during a protected period of very low annual GDP volume growth relative to is...
(EU member state) potential,” thus essentially escaping the EDP (85-6).

® OCAs have three primary characteristics, “developed by Robert Mundell in the 1960s...:
factor...mobility..., convergence..., and fiscal integration...,” with “the need for a single Central
Bank that is also the lender of last resort” being added later on (Kyriakidis 2018). Scharpf’s
observations echo the so-called ‘Walters critique’, whereby, upon creation of the EMU, “capital
restrictions were eliminated but inflation was slow to converge between the core/Northern low-
inflation and the periphery/Southern high-inflation Member States [...] (and) “economic booms
in the periphery/South, financed by excessive and cheap capital inflows from core/North, led to a
loss of competitiveness that could not be restored through monetary policy” (Kyriakidis 2018).
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Building on the above, Crum (2013), argues that the Fiscal Compact
(TSCG) is an example of a “clear contravention of national financial autonomy”
(622). Papadopoulos & Piattonni (2019) examine the democratic shortcomings of
the European Semester (analyzing the broader capabilities for policy learning), a
process established under the so-called ‘Six-Pack’ (crisis measures are presented
in detail in the fifth chapter of this research), finding, inter alia, that “functional
problems such as weak compliance with the Semester recommendations might
not be surprising after all given the power asymmetries and democratic
weaknesses that in all likelihood act as disincentives to the development of
learning and of feelings of shared ownership” (73).

These observations touch upon a more nuanced problem compared to the
one attributed to the consequences of EMU participation prior to the crisis:
imbalances of power, authority, etc., at the EU level between member states.
Before the crisis, the main concern was limitation of fiscal and monetary policy
by virtue of elimination: the national level, which had the tools to adapt these
policies, yielded monetary authority directly (and partial fiscal authority
indirectly, through monitoring) to the supranational level. But the supranational
level simply lacked a similar toolkit. However, after the crisis and the relevant
measures, as Professor (Prof.) and, inter alia, former Deputy Prime Minister and
former Minister for Finance of Greece, Honourable Evangelos Venizelos argues,
a large part of that toolkit was established at the supranational level. For example,
the ECB’s Quantitative Easing program could be considered as a substitute for
the ability to adapt monetary policy by each individual member state. The
problem, then, has become the uncoordinated and divergent preferences of
different Eurozone member states (e.g., for the case of the ECB, within its
Governing Council), which, despite the, at least partial, existence of an
appropriate toolkit, creates problems resulting in the same insufficient or
inexistent outcome as if the toolkit simply did not exist (Venizelos 2016).

A large part of the scholarship traces much of the aforementioned

arguments to the imbalance and asymmetries between core and periphery
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Eurozone member states, and primarily to German hegemony ' within the
Eurozone that has led to strong ordoliberal foundations® (e.g., Tsoukala 2013;
Bohle 2014; Dyson 2010). Regan (2012), for example, in examining the Irish
government’s response to the crisis, argues that the differences in collective
bargaining and broader socio-legal traditions between the core and periphery
Eurozone member states, with the latter lacking “formal-legal mechanisms of
collective bargaining at the firm and sector levels, akin to corporatist economies
of Netherlands, Germany and Finland, to protect wages and employment,”
coupled with the fact that “the policy constraint of the EMU...shifts the entire
burden of adjustment on to labour costs and public spending,” has led to,
essentially, the neoliberalization of domestic policy-making (466 and 488-9).
Kyriakidis (2016c¢) finds that

there are...exogenous...reasons accounting for economic problems within the
Eurozone. Economic booms in the periphery, which were often accompanied
by cheap capital inflows by banks in more economically powerful Eurozone
MS (member states) [...], inevitably led to loss of competitiveness. The
governments of the periphery (member states) [...] had little ability to restore
this loss, as EMU participation had removed fiscal policy alternatives from
them [...] This effect was further intensified by the fact that within the
ordoliberal-oriented EMU environment, primary focus was placed on price
stability, which was misaligned with the economic and socio-political
traditions of the periphery... this...resulted in trade imbalances and growth
disequilibria, further weakening the import-led, deficit-expanding economy of
the periphery ...vis-a-vis the export-led, high competitiveness economy of the
core... (14-5; also in Papadopoulos 2013, 30-1).

Prof. Venizelos further elaborates on the above, arguing that the “locked

inequalities” relating to the different fiscal situation, growth strategies, banking

" Germany conceded to take part in the EMU only in exchange for considerable influence in its,
and, by extension, the ECB’s (not entirely coincidentally headquartered in Frankfurt and its
establishment heavily influenced by the Bundesbank), design (‘sound money’; Kyriakidis 2016c¢,
14).

8 Kyriakidis (2016c) informs that “ordoliberalism was developed during the 1930s by Walter
Eucken, Franz Béhm and Hans Grossmann-Doerth in Freiburg University in Germany [...] (and)
advocates for a more regularized version of the laissez-faire environment proposed by liberalism
[...]the state should assume a positive role in ensuring a free market economy|...] (and) needs to
be limited, but such limitation should not impede its power in areas where it is to assume a strong
role, such a regulation [...] Hence, the objection to the role of the state in welfare and social policy
is mitigated, under the condition that said state would conform to market practises...” (13; also,
more generally, Sally 1996).
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sectors, etc., of Eurozone member states and the shortcomings related to the
absence of an EU-wide redistribution mechanism, surfaced due to the crisis.

There is scholarship approaching the subject from a more democratic
theory-based perspective (compared to the more International Political Economy-
based one above). Laffan (2014) focuses on the adverse impact of the
responsibilities assumed by Eurozone member states under the crisis measures on
the responsiveness of national governments to the electorate, further constraining
“national governments in budgetary and fiscal matters” (285). The analysis does
indeed examine some crisis measures, as well as overviewing some of the
consequences of events occurring, especially during the initial period of the crisis,
concluding that responsiveness of the EU level decision-making processes and
institutions to EU citizens is of key importance (Laffan 2014, 284).

Schmidt (2020) analyzes the impact of crisis measures on EU legitimacy,
examining the CEU, ECB, EC, and EP, and drawing broader connections with
EU governance. She focuses specifically on legitimacy, drawing the lines
between Input, Output and Throughput, recognizing that different EU institutions
have different “paths” to obtaining such legitimacy (Schmidt 2020, 9-13). The
analysis utilizes “discursive institutionalism,” and thus relies heavily on
discourses and ideas of relevant actors, and how those are communicated to the
public (Schmidt 2020, 15-6). She concludes that “Eurozone governance has gone
much farther in undermining national sovereignty and democracy than any other
EU policy domain, let alone any other regional or international organization,
without providing the expected benefits from the shared supranational authority
and control,” advocating for a more differentiated approach to the Eurozone
integration process, in order to allow for maximum flexibility and consideration
of different national preferences (291-2).

Crum & Merlo (2020) also focus on legitimacy of the EMU, observing
that “in many respects, EMU appeared as a kind of limited liability partnership
rather than a union” (403). The find that in the pre-crisis EMU regime, its
institutional structure and the so-called ‘no bail-out’ clause of TFEU art. 125, as
well as the fact that the national level mostly maintained economic policy, led to

a more limited need for input legitimacy (Crum & Merlo 2020, 402-3). However,
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the implementation of the crisis measures modified many of the above conditions,
and so Crum & Merlo (2020) find that the post-crisis operating framework of the
EU suffers from deficiencies in parliamentary oversight and from considerable
supranational restraints on national policy-making of member states (403).
However, they rely heavily on input legitimacy, and, while examining a number
of crisis measures, they are far from all and the analysis is considerably brief and,

hence, limited.

Crisis and the EU integration process®

In terms of scholarship related to the impact of the crisis measures on the
EU integration process, it is first worth noting that a fully evaluative framework
for EU integration, based on any one or multiple integration theories, is largely
absent from the relevant scholarship, not least due to the foundationally different
ontological assumptions of at least the aforementioned three integration theories
and their fundamentally different approaches to the integration process of the EU
(although, common elements and areas of convergence across all three have been
identified, inter alia, by the same scholars who developed them, as referenced
across the above section of this chapter). Despite such fact, some scholars have
very recently attempted to preliminarily evaluate the EU integration process after
the Eurozone crisis, but also in the face of other crises, such as the migration crisis
or the exit of the United Kingdom from the EU*° (e.g., Schmidt 2018; Scicluna

% The review of this part is, naturally, restricted to literature relevant to the case-study of this
research, namely the (Eurozone) crisis. There is, of course, scholarship, examining other crises in
terms of their impact on the EU integration process. For example, Niemann & Spreyer (2018)
argue that neofunctionalism can offer key insights into the migration crisis, suggesting that
dysfunctionalities related the inactiveness on functional interdependencies of Schengen “and
the...need for stronger co-operation on external border management,” were exposed by this crisis
(24). They argue that this was the catalyst for the creation of the European Border and Coast
Guard, “which became the most functionally logical solution as various path-dependent factors
blocked the way towards disintegration (Niemann & Spreyer 2018, 24).

10 The United Kingdom of England, Scotland and Northern Ireland (UK) has exited the EU
effective January 2020 (so-called ‘Brexit’; CEU 2020b). A new Trade and Cooperation
Agreement was concluded between the EU and the UK in December 2020 (EU & UK 2020).
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2018; Biermann et al. 2019; Jabko & Luhman 2019; Hodson & Puetter 2019;
Webber 2019; Degner 2019; Kuhn 2019; Borzel & Risse 2018).

Scicluna (2018) offers an entirely alternative approach to EU integration
post-crisis termed Integration-Through-Crisis (ITC), observing the paradox that,
despite expectations (and predictions of some of the existing grand-level
integration theories, particularly postfunctionalism), the Eurozone crisis led not

(15

only to the non-extinction of the common currency but also to “its

members...(emerging) from the most volatile period of the crisis more tightly

integrated in economic and fiscal matters” (1874). Albeit primarily focused on
the ECB and the CJEU, Scicluna (2018) does observe overall that

The outcome — deeper integration amongst euro area states — indicates that
the crisis was an opportunity taken, while the EU’s crisis management only
proves the resilience, flexibility and adaptability of its institutions. On this
view, it is the continuity of European integration that stands out. No states
exited the euro area (and those that planned to join before the crisis, joined),
new integrative steps built on old ones (e.g.,, banking union as a corollary of
monetary union), and institutional changes were merely intensified versions
of trends evident since Maastricht (e.g.,, the growing agenda-setting
dominance of the EU Council). /...] The euro crisis did spur closer integration
at a speed and of a kind that would otherwise have been considered
impossible. /...] However, these actions have come at a cost to the coherence
and credibility of EU constitutionalism (1886).

Biermann et al. (2019), drawing on game theory and comparing the
Eurozone crisis with the migration crisis, argue that while the former “triggered
a veritable reform boost...,” in the latter, member states have “largely resisted
calls for institutional and regulatory reforms. Instead, we even observe tendencies
among states to circumvent and suspend existing rules, such as the partial and
temporary suspension of the Schengen system” (246-7). They argue that the
responses to both crises are indicative of liberal intergovernmentalism:

in the euro crisis, member states faced a dilemma of common aversion, jointly
seeking more integration to avoid a ‘common bad’..., while creditors and
debtors still tried to maximize their individual benefit in the context of
redistributive bargaining [...] In the refugee crisis, member states’
preferences were asymmetrical, since there was no agreement on a common
bad /...] The group of states least affected ... sought to effectively block the
demands for policy and institutional reform expressed by those states that
were most affected...(Biermann et al. 2019, 248).

Degner (2019) presents an intriguing conceptualization of the connection

between the EU integration process and crises in general, developing a “four-part
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model of the crisis-integration link [...] mainly based upon liberal
intergovernmentalism,” but refining it with “insights from multiple streams
framework:” crises raise public attention, the respective issue turns into a salient
one for governments as a result, and this process creates the opportunity for
domestic and supranational actors to proceed with integration through “cost-
benefit calculations [...] (and) distribution of governmental bargaining power”
(243). However, the theoretical depth and generalizability of the analysis is,
inevitably, limited, inter alia being restricted to a mostly summative overview of
two crises (the bovine spongiform encephalopathy and the Eurozone crises) and
to only the so-called “big-three Germany, France and the United Kingdom...”
(Degner 2019, 248)

Jabko & Luhman (2019) focus on sovereignty and politicization in
relation to integration, using the Eurozone and migration crises as case studies,
accepting postfunctionalism’s insights relating to politicization hindering EU
integration, but arguing that sovereignty and integration are not mutually
exclusive, and thus, through a crisis that “reveals the vulnerability of existing
sovereignty practices,” integration can actually be enhanced (1041).

Hodson & Puetter (2019) examine the notions of equilibrium and
disequilibrium throughout liberal intergovernmentalism, neofunctionalism, and
new intergovernmentalism, while Borzel & Risse (2018) examine (briefly) the
three grand theories of EU integration in relation to politicization and identity,
using the immigration and the Eurozone crises as a case study. They argue that
none of the three theories are essentially able to fully account for the direction of
integration during these crises, proposing that all three theories could further
benefit from assigning greater importance to identity politics in at the national
level as a response to EU-wide policy issues (84).

A very interesting and quite recent contribution comes from Moravcsik &
Schimmelfennig  (2019) in relation to developments of liberal
intergovernmentalism and its explanatory capacity in relation to the Eurozone and
migration crises. In relation to the former, they argue that liberal
intergovernmentalism “predicts that the threat of a common catastrophe creates

strong incentives for both northern and southern countries to avoid the immediate



19

costs of defaults” and that the variance of distributional burdens for adjustment
among member states was an outcome of strong intergovernmental bargaining
(Moravcsik & Schimmelfennig 2019, 72). Similarly, different negotiating powers
of member states in the migration crisis led to different views on the specifics of
tackling the problem, but a broad consensus on “the reduction of overall migration
into the EU” (Moravcsik & Schimmelfennig 2019, 77-8).

Crisis and the national level: Greece & Ireland

In relation to scholarship focusing at the national level, the overwhelming
majority concerns the impact of the crisis on democratic processes, but, again,
confined from a national-level perspective. That is, the impact on the EU
integration process or the EU democratic deficit of supranational-level measures
(e.g., financial assistance mechanisms, through their programs for individual
member states) implemented at the national level, has not received but little
attention. In most of the relevant literature, issues are examined from a political
economy or a purely legal perspective. Cartensen (2013) examines ideational
change — in particular the reasons behind the absence of implementation of new
ideas during crises — using this crisis and Denmark as case studies, while Dukelow
(2015) analyzes, through the case of Ireland, how the neoliberal paradigm has
been reinforced during the crisis. Bosco & Verney (2012) conduct a survey-like
examination of the impact of the crisis on electoral politics and parties across the
EU’s south (Portugal, Italy, Greece, Cyprus, Turkey), and Busch et al. (2011)
analyze whether the (then new) Six-Pack and accompanying surveillance “should
be applied symmetrically, to all countries of the Eurozone, or whether they should
specifically target countries with current account deficits,” taking Greece, Spain
and Portugal as cases (354).

A portion of the relevant literature also focuses on the primary case (for
measures that affect the national level) of this research, i.e., Greece. Ladi (2013)
examines the reforms introduced in the Greek public administration pursuant to
the Greek MoU from a historical institutionalism perspective, while
Theodoropoulou (2014) conducts a similar analysis in relation to social and labor

market reforms, adding Portugal as a case along Greece. Athanasiou (2009) traces



20

the implications of Greece’s fiscal imbalances for its responses to the crisis, and
Katsimi & Moutos (2010), building on the relevant scholarship for the broader
EMU, examine Greece as a case for the shortcomings in the EMU’s design,
among them “the supposition that the main threat... is irresponsible behavior by
member state governments only; the consequences of private excessive
borrowing and lending, and accompanying moral hazard and deficient corporate
governance, were ignored” (569). Verney (2012) examines the 2010 local
government election outcome in Greece as a result of the lack of association of
the incumbent by the electorate, with the previous government that experienced
an ‘explosion’ of the debt and deficit, and the belief that, even (or maybe because)
of the MoU, things were hopeful. Tsakatika & Eleftheriou (2013) analyze the
strategy employed by the “radical left” (KKE and SYRIZA parties), and the
differences between them in terms of approaching Greek civil society.

Finally, there is a relatively small portion of the literature examining the
Greek financial assistance programs in detail, primarily from a legal perspective.
However, the overwhelming majority is written in Greek. Manitakis (2011)
examines constitutional issues raised in relation to the MoUs, focusing
extensively on whether they are considered international agreements or soft-law
instruments. Similarly, Drosos (2010) analyzes the impact of the MoUs on the
Greek type of government based on constitutional principles and law.
Chrysogonos (2010) analyzes the extent to which economic sovereignty, and by
extension national state sovereignty, of Greece was ceded to external actors
through he MoUs. Katrougkalos (2011) examines the impact of the MoUs (and
of the broader relationship between EU and national law) on the social aspects

and policies of Greece.

Conclusion

From the above literature review, it is clear that the subject matter of this
research has received little and mostly segmented scholarly attention. It is, hence,
the purpose to contribute to the existing scholarship by providing a detailed
examination of the supranational crisis measures, conducting national-level

analyses where this is necessary (e.g., in the financial assistance mechanisms that,
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beyond their supranational nature, have a national-level component, i.e., the
financial assistance programs), determining the way in which these measures
have affected the EU integration process, and, primarily, evaluating their impact
on the EU democratic deficit through re-organizing the relevant scholarship on
the three deficit approaches into thematic areas that can be qualitatively
evaluated. The combination of all the above elements in one, conclusive, research
is an innovative approach offering a unique insight into the overall impact of the
Eurozone crisis on the EU integration process and the EU democratic deficit,
itself, thus, allowing for broader conclusions to be drawn in terms of the
relationship between how the EU integration process advances and the effect this
has on its democratic deficit. The outcome of the research will not only address a
missing link between integration and democratic process within the EU, but will
include potentially useful insights into how the impact of one on the other can be
mitigated and improved.

First, what does the existing scholarship has to offer? It seems
overwhelmingly accepted by scholars that, overall, the EU integration process,
one way or another, impacts on the EU’s democratic processes. Scholars focus
on different modes of EU integration and different aspects of the democratic
processes, yet the conclusion is, overwhelmingly, the same. The majority of
problems found are related to either legitimacy or accountability; something
unsurprising considering that they are two foundational pillars of the modern,
liberal, democratic system, and are particularly related to the EU (as explained in
detail in the dedicated section of this chapter on the EU democratic deficit further
below). Most of the relevant scholarship also recognizes the limitations arising
from EMU participation, and the strains those limitations impose on the national
sovereignty and self-determination of member states. While this has been existent
since the creation of the EMU, it is widely accepted by scholars that the crisis
measures introduced have made necessary the enhancement of democratic
processes within the EU, compared to the previous status quo. Of particular
concern are the consequences emerging from the, mostly de facto, inequalities
between the ability of different member states to influence the decision-making

procedures equally.
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In terms of the EU integration process after the crisis, the predominant
perspective in the relevant scholarship is that it has progressed, largely, through
liberal intergovernmentalism. Emphasis is placed on the role played not only by
individual member states (e.g., Germany), but by the mostly intergovernmental
institutions of the EU (e.g., European Council) as opposed to the mostly
supranational ones (e.g., European Commission). The relevant perspectives focus
largely on the discursive aspects of the crisis, i.e., the way it was handled at the
EU level and the process of adoption of the relevant measures.

But, also, what are the specific limitations of existing scholarship? First
of all, the absence of evaluative frameworks for the process of EU integration
and, more importantly, the EU democratic deficit, is a major shortcoming. In
relation to EU integration, this is perhaps somewhat understandable, considering
the ontological and foundational differences between, at least, the three grand-
level theories. However, in terms of democracy, the inexistence of such a
framework creates problems of consistency and conclusiveness across the
relevant research. Some proposals have been put forward, and scholars choose to
focus on a limited number of concepts that are indeed quite pertinent in terms of
democratic process. However, the scholarship and insights developed in relation
to the EU democratic deficit, while quite useful and concise, do not seem to have
been extensively put to this task, or even used at all. This seems like a missed
opportunity, particularly considering not only the fact that the deficit literature is
well-developed, but also its almost direct relation with the EU integration process
and, at least, two grand-level theories of integration. Through the detailed
overview and analysis of the deficit literature and its three approaches of Input,
Output, Throughput, and its reorganization into thematic areas, it is the aim of
this research to contribute to this area, by providing, at minimum, the foundations
for an overall, qualitative evaluation of the deficit.

In addition, there seems to be insufficient specificity and nuance in
examining the measures in a comprehensive and detailed manner. Most scholars
treat the crisis measures in a limited and segmented manner, usually addressing
only some of them and/or from a limited theoretical perspective. This results in,

oftentimes, taking for granted issues that have not received meticulous attention
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and that, if investigated in-depth, may yield different or additional conclusions to
those presented in the existent literature. A more nuanced analysis of the measures
can also provide better targeted focus on areas that are important for the EU
integration process or problematic for the EU democratic process, offering more
solid conclusions and, at the same time, better possibility for improvement. The
contribution of this research is detailed analysis and overview not only of the
measures themselves, but of the impact each of the provisions of those measures
has on the process of EU integration and on the EU democratic deficit.

In terms of the direction of the EU integration process post-crisis, because
of the largely discursive focus of the existing literature, the predominant
perspective favoring liberal intergovernmentalism may not be entirely accurate,
at least in terms of describing the level and kind of EU integration after the
adoption of the crisis measures. Once a detailed analysis of the measures is
conducted (as outlined above), results yield surprising reinforcement of
supranational institutions, both in terms of the breadth of policies they can affect
and their decision-making procedures. In addition, through the extensive
overview of each of the three grand-level EU integration theories is undertaken,
it becomes clear that, at the very least, some elements of the crisis measures and
the post-crisis EU operating framework do not necessarily fit the
intergovernmental paradigm. Finally, scholarship concerning the national level of
Greece and Ireland during the crisis offers valuable contributions for that level,
but, due to the absence of direct connection with the supranational level, the
conclusions drawn are specifically related to each of those member states.

As established in the section above, current literature offers some insights,
but there are considerable shortcomings and many areas in which novel
contributions are possible. One such area is the comprehensive evaluation of the
mode of the EU integration process after the adoption of the crisis measures, and
the impact of those measures on the EU democratic deficit. To achieve this, and
to also make possible essentially all other contributions of this research as well, a
detailed overview of both EU integration theories and the EU democratic deficit
scholarship are essential, in order to determine the elements again which the crisis

measures can be evaluated. Without the above, the analysis will run into the same
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shortcomings highlighted in relation to the existing scholarship: segmented
approaches, focusing only on certain aspects of either EU integration or
democratic processes, lacking in comprehensiveness and in-depth examination
and resulting in partial or limited conclusions.

What is more, in relation specifically to the EU democratic deficit, aside
from a detailed overview of the scholarship, a comprehensive reorganization of
the three approaches of Input, Output, Throughput is presented. The aim is to
present a set of qualitative thematic areas, identifying common themes examined
across the three deficit approaches. These areas will then constitute the ‘prism’
through which the crisis measures will be evaluated in terms of their impact on
the EU democratic deficit. The purpose of this section is to conduct the above
overview of these two strands of literature and, specifically for the deficit
scholarship, reorganize the three approaches to construct a set of qualitative

thematic areas that can be used to evaluate the impact of the crisis measures.
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3. THEORETICAL FRAMEWORKS

Introduction

In order to be able to conduct this research and contribute to the existing
literature, especially in light of its shortcomings, a detailed analysis of scholarship
related both to the EU integration process and the EU democratic deficit is
necessary. In terms of the grand-level EU integration theories, this process will
make it possible to more comprehensively and effectively determine the mode of
the process after the adoption of the measures. An in-depth look into the three
theoretical approaches will yield a more precise determination about the direction
of the EU integration process, and may even result in a different outcome than
what is currently prevalent in the relevant literature.

In terms of the EU democratic deficit, the contributions offered by this
research go beyond providing a detailed analysis similar to the grand-level EU
integration theories. From the examination of the relevant literature, it was found
that scholars, while utilizing specific concepts of democratic process
(accountability, transparency, legitimacy, etc.), there is an absence of a
comprehensive evaluative framework. In this research, to address this and offer
an innovative perspective, the EU democratic deficit and its three approaches are
not only analyzed in detail, but their respective elements are reorganized into
thematic areas, in order to make it possible to conduct a qualitative evaluation of
the impact of the crisis measures on the deficit. As opposed to the three grand-
level EU integration theories, which present fundamental ontological differences,
thus making a similar reorganization at least difficult and at most theoretically
questionable, the EU democratic deficit and its approaches are much closer and
have converging ontological roots, thus presenting an excellent case for

reorganizing them into an empirically-useful evaluative construct.

EU integration process: three grand-level theories

The process of EU integration has been a constant field of theorization of
regional integration, not least because of the arguably sui generis nature of the

EU as an international organization. The relevant scholarship is, however, much
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more specific compared to that of the EU democratic deficit. There are considered
to be three grand-level or grand theories of EU integration: intergovernmentalism,
neofunctionalism, and, the more recent, postfunctionalism (Hooghe & Marks
2019; Kuhn 2019, 1216)*. An overview of each of these theories is presented
below.

It is recognized that these theories, while (mostly) clearly defined, have
long traditions based on broader theoretical perspectives of international relations
(as opposed to the EU democratic deficit scholarship which, albeit much less
defined, has a much narrower and more specific theoretical lineage). As such,
when developing each of these three theories, scholars will often expand
considerably into the normative assumptions and consequences of their
assumptions (e.g., Moravcsik 1991, 1993; Marks et al. 1996, etc.). While this is
expected from a theoretical perspective, subject to presenting and giving due
consideration to each of the theories’ ontological foundations, such an extended
approach is beyond the (primarily evaluative, for these theories at least) purpose
and aim of this research. In short, it is not the aim of this research to provide a
fully-fledged theoretical analysis and evaluation of EU integration theories, but
rather to analyze their assumptions for the EU integration process in order to
determine the mode of this process after the adoption of the crisis measures. A
similar approach has been often adopted by scholars interested in an evaluative
and not theoretical perspective (e.g., Hooghe & Marks 2019; Schimmelfennig &
Winzen 2019, etc.).

Neofunctionalism

Neofunctionalism is arguably the very first theory of EU integration. As
Rosamond (2000) notes, “for many, ‘integration theory’ and ‘neofunctionalism’
are virtual synonyms” (50). It was developed literally at the same time as the

creation of the EU during the 1950s by Ernst B. Haas in his seminal work The

1 Haas (2004) identified, in addition to these three (postfunctionalism was, at the time, termed
multi-level governance), new institutionalism (misleadingly identified, according to Haas), and
networks/discourse analysis as two other theories of EU integration (xvi).
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Uniting of Europe: Political, Social and Economic Forces 1950-1957 (Haas
2004). As Desmond Dinan notes in the Forward of the 2004 edition of Haas’ book
that “two events of great importance in the history of European integration
happened in 1958. One was the launch of the European Economic Community;
the other was the publication of Ernst Haas’s The Uniting of Europe” (Haas 2004,
IX).

Neofunctionalism is largely based on the functionalist approach to
international integration and international relations, albeit expressly rejecting its
idealistic presuppositions, and on pluralism (Rosamond 2000, 31 and 51; Hooghe
& Marks 2019, 1114)'2. Functionalism aspires mostly to the idealistic and liberal
assumptions of international relations, with its core idea being “an international
effort organized through a multiplicity of international legal arrangements”
(Navari 1995, 229). The primary figure in its development is considered to be
David Mitrany, often referred to as the “founding father, of the functional
approach” (Anderson 1998, 577; Rosamond 2000, 31)*3,

Mitrany was influenced considerably by the work of Leonard Woolf, with
whom he worked closely together on a number of international bodies, such as
the League of Nations Society, on issues related to international government (and,
to a lesser degree, by George Douglas Howard Cole). Leonard Woolf, in specific,
is considered to have put forward a pre-cursor to functionalism (although Mitrany
“became a severe critic of the statism and the legalism which underlie Woolf’s
first two conceptions of international government;” Wilson 1995, 140). Woolf
contributed the following central elements to functionalism: inability of the

increasingly isolated state structure “to satisfy the welfare needs of its citizens,”

12 It also includes elements of federalism, primarily in terms of the end goal of a single (albeit not
necessarily fully federated in the strict sense of the term) political community at a higher level
than that of the state, and was substantially influenced by the behavioural turn in political science
at the time (Rosamond 2000, 54-5).

13 Note that, as Navari (1995) points out, “...Mitrany's theory of functionalism was essentially laid
out in one lecture, one internal Foreign Office paper, and one longish pamphlet. Nowhere was a
full social or political theory provided to underpin it. [...] In this respect, the more elaborate
neofunctionalist models which Mitrany disdained...provide much more in the way of analytical
tools [...] with which to measure and analyse the process of integration” (233-4; also generally
Rosamond 2000, 32).
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advantages stemming from “a world order composed of a plurality of functionally
different actors,” spontaneous development of a “cosmopolitan international
government” out of modern conditions, potential invalidity of political
representation based on geographical factors, and the form of an international
bureaucrat (Wilson 1995, 140).The first and second elements would become core
concepts of neofunctionalism through functionalism.

Mitrany first advocated for (international) functionalism in the mid-
1920s, in a memorandum to the US Congress on the problems that may have been
created by the imposition of sanctions of the Geneva Protocols (Navari 1995,
228). Mitrany outlined several problems, offering his solution of “schemes that
were ‘faculative’” — which constitutes that first formation of ‘functionalist’ — and
that leaned “towards more limited but specific obligations, and obligations which
took account of existing special relationships” (Navari 1995, 228). He developed
functionalism in particular relation to the notion of a united Europe (“Pan-
European union;” Mitrany 1930, 462). He argues

Between the conception of a universal league and that of continental unions
there is, therefore, a difference not merely of degree but of essence. The one
would proceed in the old way by a definition of territory, the other by a
definition of functions; and while the unions would define their territory as a
means of differentiating between members and outsiders, a league would
select and define functions for the contrary purpose of integrating with regard
to them the interests of all (Mitrany 1930, 476).

Mitrany (1965) offered functionalism as an alternative to the prospect European
federalism, i.e.,, Europe assuming the form of a federation similar to the US (127-
8 and 134-5)*. In order for economic and social harmonization to be achieved,
he advocated for a global solution through the “functional way™® [...] (by) making

use of [...] social and scientific opportunities to link together particular

14 Functionalism was created as an opposite to federalism primarily including arguments against
a unified political authority (inter alia other objections; in fact, Mitrany was highly sceptical of
the state both as an entity and as the primary player in international formations and was against
“state fixation”; Rosamond 2000, 33-4; Navari 1995, 231-3).

SMitrany (1965) himself traces the concept to democratic and liberal political philosophy “which
leaves the individual free to enter into a variety of relationships-religious, political and
professional, social and cultural-each of which may take him in different directions and
dimensions and into different groupings, some of them of international range” (139).
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activities and interests, one at a time, according to need and acceptability,
giving each a joint authority and policy limited to that activity alone” (135).
Mitrany’s (1930) view of functionalism was that states should cooperate

and organize around functions rather than territories, arguing that

relations between independent states must, in fact, be organised on functional
rather than on territorial lines; while the need for it leaps to the mind when
one thinks merely of how flying and wireless have, so to speak, obliterated the
limits of effective territorial control. From that point of view a league of
nations is merely the necessary agency for the continuous and systematic
adjustment of such international functions (476).

He suggested that “the starting point should not be a question about the ‘ideal’
form of international society, but about what its essential functions should be”
(Rosamond 2000, 32). Functionalism thus includes arguments for a “largely
technocratic vision of...governance” and only skepticism of political authority,
since, those involved in such authority are argued to ultimately be interested more
in retaining authority rather than serving the common good (Rosamond 2000, 33).

Mitrany’s work laid the foundations for the operation of contemporary
international organizations, and the EU in particular, through “the handing of
delimited tasks to special intergovernmental committees, with experts advising a
group of bureaucrats” (Navari 1995, 230). Mitrany also argued, building on
Woolf’s argument that the increasingly isolated individual state was becoming
increasingly incapable to secure the welfare of its citizens, that “technical
politically neutral functions,” which citizens expected their governments to
design and implement, “could not be performed at the national level and
international collaboration was vital if they were to be carried out at all” (Navari
1995, 230). He further advocated for “...technical self-determination. The
functional dimensions...determine themselves. In a like manner, the function
determines its appropriate organs [...] (and) reveals through practice the nature of
the action required under the given conditions and... the powers needed by the
respective authority” (Mitrany 1966, 72-3).

There is no doubt that neofunctionalism used functionalism as a
foundation. However, Mitrany became increasingly skeptical and eventually
opposed to neofunctionalism, both ideologically and as an ‘offspring’ of

functionalism, eventually calling it ‘semi-functionalism’ or ‘federal
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functionalism’. He, in particular, had substantial problems with the neofunctional
idea of automatic progression of integration (so-called spillover; further below)
that would eventually lead to a political union, something to which he was
staunchly opposed to as, inter alia, a structure “reproducing the faults of the state
system writ large” (S0 much so that he also argued against direct elections of
Members of the European Parliament or MEPs; at the time only a plan put
forward by Jean Monnet; Rosamond 2000, 36-7; Navari 1995, 233). Conversely,
Haas (1967) argued that “the progression from a politically inspired common
market to an economic union, and finally to a political union among states, is
automatic. The inherent logic of the functional process...can push no other way”
(327)*8. Mitrany was also opposed to regional integration more generally, because
of its territorial exclusionism and membership limitations (Rosamond 2000, 37).

Haas developed neofunctionalism as a response to three prevalent (at the
time) International Relations theories — classical realism, idealism, and world
systems theory (Marxism) — challenging the first’s “fetishizing of power,” the
second’s naivety towards “the road to world peace,” and the third’s deterministic
views and its conceptualization of capitalism as a mode of production (Haas 2004,
xiv). Neofunctionalism includes assumptions of democratic pluralism, suggesting
that “preferences of political actors are formulated on the basis of values held;
they, in turn, determine an actor’s sense of interest,” which results in “no fixed
and knowable national interest” (Haas 2004, xiv). The theory, in essence, has a
““‘soft’ rational choice” ontology: “social actors, in seeking to realized their value-
derived interests, will choose whatever means are made available by the
prevailing democratic order” (Haas 2004, xv).

Haas begins by describing what a political community is and how political
communities are similar across Europe. He argues:

Conflict and consensus, unity in diversity are the chief components of existing
western European political communities [...] The institutions which
characterise this social pattern are those standard to western national
government. Decisions of the central authority are binding on the citizenry

16 Cf. Hooghe & Marks (2019): “...neofunctionalists emphasize the potential for deeper and
broader governance at the regional level. Whether this will lead to some kind of federal polity is
unknown. Neofunctionalists have been more interested in the direction of regional integration
than its outcome™ (1114).
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[...]Consent is assumed if the legislature, by majority vote, enacts law. It is
assumed also in the administrative acts of the executive in carrying out the
legislative injunctions. Majoritarianism, ...is ...the operative principle of day-
to-day political life (Haas 2004, 6)*'.

He then proceeds to define economic and political integration, which he views
“not as a condition but as a process” (Haas 2004, 11). Economic integration must
have the following characteristics

(1) agreement for gradual but complete elimination of tariffs, quotas and
exchange controls on trade among the member countries ; (2) abandonment
of the right to restore trade restrictions on a unilateral basis for the duration
of the agreement, regardless of difficulties that may arise;(3) joint action to
deal with problems resulting from the removal of trade barriers within the
community and to promote more efficient utilisation of the resources of the
area; (4) some degree of harmonisation of national policies that affect price
structures and the allocation of resources (for example, social security and
agricultural programmes) and of monetary and fiscal policies ; and(5) free,
or at least freer, movement of capital and labour (Haas 2004, 12).

If economic integration is accompanied by some form centralization of economic
policy-making “not initially federated” then it is clear that there is a political
community growing (Haas 2004, 13).

In terms of political integration, for Haas (2004) the focus should be on the
“interests and values defended by the major groups involved in the (integration)
process [...] (which) will undergo change, [...] redefine in terms of a regional
rather than a purely national orientation and [...] gradually be superseded by a
new and geographically larger set of beliefs,” as a result yielding “a new national
consciousness of the new political community” (13-4). Accordingly, he defines
political integration as

the process whereby political actors in several distinct national settings are
persuaded to shift their loyalties, expectations and political activities toward
a new center, whose institutions possess or demand jurisdiction over the pre-
existing national states. The end result of a process of political integration is
a new political community, superimposed over the pre-existing ones (Haas
2004, 16).

In evaluating political integration, Haas (2004) focuses especially on elites, an
approach primarily justified because of the “bureaucratised nature of European

organizations of long standing, in which basic decisions are made by the

" In just one of many examples of how influential neofunctionalism, and Haas’ ideas in particular,
have been to the EU, the phrase “United in diversity” is the official motto of the EU since 2000
(EU 2020).
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leadership, sometimes over the opposition and usually over the indifference of
the general membership” (17). He also places emphasis on institutions; along with
elites, a two-way integration environment is created: national elites influence
supranational decision-making processes and actors, while the latter attempt to
disentangle themselves from the former (Haas 2004, 19).

Neofunctionalism has a process rather than outcome-based approach in
terms of integration: “the process emerged from a complex web of actors pursuing
their interests within a pluralist political environment” (here there is a clear
influence by pluralist political science; Rosamond 2000, 55). As Hooghe &
Marks (2019) highlight, “neofunctionalists consider international relations as the
interplay of societal actors” (1114). The theory ‘begins’ from the rising
dissatisfaction for national governments from the fact that they eventually prove
to be weak players in a world stage of growing turbulence and uncertainty (this
clearly draws from the arguments of functionalism; Haas 1966, 321). In that
sense, neofunctionalism presupposes “that national consciousness is weak and
that the national situation is perceived as gloomy,” which can then lead to
“national frustration to economic unit, and eventually, to political unification”
(Haas 1966, 331). The focus of the regional level is on “matters of satisfaction of
welfare and material needs,” and not on high politics, in another clear connection
with Mitrany’s functionalism, which advocated for the ability of technocracy (of
which neofunctionalism was in favour) to much better resolve problems in the
interest of citizens compared to the political status quo (Rosamond 2000, 57 and
62). Rosamond (2000) presents an overview of the neofunctionalist reasoning, as
depicted in Figure 1 below (58-61).
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Figure 1: Neofunctionalist reasoning

States agree to integrate in a given economic sector.

\Z

They appoint an overseeing regional bureaucratic authority to increase efficiency.

\Z

Full benefits of integration in this sector can only be enjoyed if integration expands
to related sectors (spillover).

\Z

"Functional linkage pressures™ are created.

\Z

Interest groups form at the regional level.

\Z

The regional bureaucratic authority begins sponsoring further integration (e.g. direct
advocacy or indirect support through creating regional interest associations).

\Z

Domestic interest groups realize the advantages of regional integration, and advocate
for it at the national level.

There are two main elements to neofunctionalism in terms of regional
integration: the concept of supranationality and the concept of spillover
(Rosamond 2000, 60). Haas (2004) defines'® supranationality as “the existence
of governmental authorities closer to the archetype of federation than any past
international organisation, but not yet identical with it” (59). Keohane & Hoffman

(1994) further point out that the concept of a supranational institution does not

18 This is in structural terms; Haas (2004) argues that “in operation... (supranationality) depends
on the behaviour of men and groups of men” (59). The influence of the behavioural movement in
political science on neofunctionalism is, hence, quite clear (Rosamond 2000, 54).
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necessitate the a priori authority of it over the state nor does it constitute the final
stage in the neofunctional spectrum. A supranational bargaining environment can
simply exist through the promotion of common interests by actors and the absence
of unconditional obstruction by national actors towards achieving those common
interests (245). In any case, according to neofunctionalism, these supranational
institutions would have to be qualitatively different from those of
intergovernmental organizations, enjoying “direct access to societal groups [...]
(and hence) bypass the traditional gatekeeping role of national institutions”
(Rosamond 2000, 56).

In relation to spillover, it is defined as “a given action, related to a specific
goal, creates a situation in which the original goal can be assured only by taking
further actions, which in turn create a further condition and a need for more
action, and so forth” (Lindberg 1994, 107). Haas originally suggested that the
benefits of increased economic integration in one field would only be truly
enjoyed if integration was pursued both in other related fields and more ‘deeply’
in that field (functional spillover) ® . As he argues, “the original
(neofunctionalism) conceived of the spillover process as confined to economic
sector. Dissatisfaction with the performance of already integrated sectors was
thought to trigger reforms requiring the integration of additional, coguate,
sectors” (Haas 2004, xx). However, he recognized later that other scholars
extended it “to deal with the unintended growth of any kind of EU institution,
whether related to economic activity and policy or riot. It also covers the growth
of administrative and judicial rules and organs” (Haas 2004, xx). The concept,
thus, came to include the necessity of political integration accompanying
economic integration, usually led by the regional technocratic authority/ies

(Rosamond 2000, 60-1)%°. This process would eventually lead to the shifting of

®Haas (2004) draws a number of similarities between spillover and path dependency, according
to the latter of which “the process (of EU integration is seen) as partly shaped by the initial
institutional choices of the founders [...] and likely to go on as long as the positive gains continue”
(xxiii).

20 Haas believed that, if states were left without such a ‘push’ to the direction of more integration,
they would “bargain down to a lowest common denominator positions” (Rosamond 2000, 61). It
is worth noting that Lindberg’s approach to neofunctionalism emphasized primarily political
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loyalties of supranational actors, and the overcoming of state power with
integration becoming “most nearly automatic when these forces are given
maximal play” (Haas 1966, 330).

As a result of the above, there are primarily three types of spillover that
have developed: functional spillover, whereby, due to policy sector-
interdependence, “tensions and contradictions that arise from the integration of
one sector vis-a-vis other sectors tend to foster additional integrative steps,”
political spillover, whereby “elites (of member states) come to perceive that
problems of substantial interest cannot be effectively addressed at the domestic
level. This should lead to a gradual learning process inducing national elites to
promote further integration, thus adding a political stimulus to the process,” and
cultivated spillover, whereby “supranational institutions, seeking to increase their
own powers, become agents of integration, from whose progression they are
likely to benefit. Once established, they tend to take on a life of their own and are
difficult to control by those who created them” (Niemann & Spreyer 2018, 26).

It is evident that the concept of spillover (in general) is directly based on
Woolf’s work and Mitrany’s functional “technocratic automaticity” (Rosamond
2000, 55). It is also evident of the fact that neofunctionalism draws from path
dependence theory: “the timing and sequence of prior integration matters because
it progressively narrows the range of options” (Hooghe & Marks 2019, 1115; also
Scicluna 2018, 1875). Spillover has five features: its dynamic depends on
converging integration goals, institutions experience an increased in delegation
of power and ability to take initiative in difficult situations or when faced with
contested decisions, problems of central institutions can only be solved through
further integration, economic integration can lead to integration in other policy
sectors, and non-members of a customs union may be negatively predisposed,
which can, again, only be solved through increased integration (Lindberg 1994,
107-8).

spillover (“how actors created political pressures for deeper integration as they became involved
in the process”) rather than functional (Rosamond 2000, 62).
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Overall, it is worth noting that Haas (2004) kept developing
neofunctionalism, incorporating or otherwise addressing many other issues and
challenges raised by both theoretical observations and empirical findings (e.g.,
xiv-xx) 2*. For example, he considers a “neo-neofunctionalism,” influenced
primarily by institutional and constructivist (pragmatic constructivism??) thinking
(Haas 2004, xxvi and xlviii and liii). As Desmond Dinan suggests, “Haas was not
a doctrinaire neofunctionalist. His ideas about European integration were not
frozen in time but ... evolved considerably overtime” (Haas 2004, xi). For
example, while he originally conceived the integration process as fully automatic,
he later suggested that “incrementalism is the decision-making style of successful
functionalism,” arguing that an incremental approach to small pieces of policies
will be more successful towards integration in light of a lack in clear political
agreement and common vision towards that direction by political leaders, but,
also, that incrementalism is facilitated substantially by agreement on the goals of
integration between those leaders and non-governmental elites — the absence of
such an agreement can cause serious problems even for the incremental approach
(much more for the more dramatic political vision-based approach; Haas 1967,
329-31)%. Haas (2004) also became progressively more reserved in relation to
the “automaticity” of spillover, both in terms of policy areas and the
institutionalization process of the EU (xxi), while later major neofunctionalists
(e.g., Lindberg or Schmitter) tended to focus more on actor strategies, allowing
for the theory to become more adaptive to the changing conditions regarding the
EU.

2n the 2004 edition of Uniting of Europe, Haas wrote a 44-page introduction, considering the
contributions to neofunctionalism, broader shortcomings, and ontological foundations of a
number of EU integration theories (Haas 2004).

22 According to Haas (2004), pragmatic constructivism “assumes that agency is constrained by
the actors' enmeshment in networks, formed by institutions and by habit, not by structural forces.
These constraints, however, do not predict the results of agency or action itself because PC also
assumes that actors adjust their later behavior in light of the perceived failure of earlier behavior
to realize the actors' perceived interests. Put differently, later choices are the result of unwanted
and unforeseen consequences” (xxvi).

23 This revision was because of the seeming inability of neofunctionalism to explain the situation
with DeGaulle during the mid and late-1960s.
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More recently, there have been partial refinements to neofunctionalism
proposed, using historic institutionalism (Schmidt 2018, 1547)4. Central to most
of these refinements are (primarily on account of post-2000s developments within
the EU) the issues of domestic politicization and identity (e.g., Kuhn 2019,
Moravcsik 2018, etc.). It has been observed that there is increased
intergovernmental bargaining and deliberation within the EU, in agreement with
the above, but that the rules that result from the above have also, quite oddly, led
to a reinforcement of all supranational bodies (regardless whether newly
established or the EC for example), which have, through these rules, also acquired
“ideational power” developing policies to be implemented (Schmidt 2019, 1551;
Haroche 2020, 855-8). There is, hence, a greater focus on the power of ideas of
the EC for example, rather than its “use of institutional rules and dynamics to

push deeper EU integration” (Schmidt 2018, 1551).

Intergovernmentalism

The second grand level EU integration theory is intergovernmentalism.
The theory was first developed by Stanley Hoffman in the late 1960s and was
heavily based on rationalist assumptions of international relations: negotiations
of member states are always rational and interest-based, and “are determined by
their asymmetrical bargaining power (coercive power)” (Schmidt 2018, 1544 and
1546). Realism, with main scholars such as Hans Morgenthau, was developed in
the immediate aftermath of World War II and has at its core “the idea that
international politics is about the interaction of self-interested actors...in an
essentially anarchic environment - a situation where there is no overarching
authority to provide order in a global scale” (Rosamond 2000, 131).

Morgenthau (1948) himself describes the moving force of the world as

“the aspiration for power of sovereign nations,” further arguing that “international

24 Although Schmidt (2018) for example uses the term ‘“supranationalism” and not
“neofunctionalism,” it is evident from the explanation (“...the older supranationalism of
institutional power and leadership by technical actors...”) that this essentially refers to
neofunctionalism (1550; similarly Haroche 2020, 855-6 where the connection is made much
clearer).
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politics, like all politics, is a struggle for power. Whatever the ultimate aims of
international politics, power is always the immediate aim [...] whenever they
(statesmen and peoples) strive to realize their goal by means of international
politics, they do so by striving for power,”?and that all politics, whether
international or domestic, are ultimately “a struggle for power” (8, 13,
17).Realism is both a descriptive and a normative theory: it not only aims at
explaining the reality of politics, but to also to describe the best possible way of
conducting politics (Morgenthau & Thompson 1985, 10)%. In this way, it is quite
different in its purpose from intergovernmentalism, and liberal
intergovernmentalism in particular (below), which are primarily only descriptive
theories?”. In the 6™ edition of his seminal work Politics Among Nations: The
Struggle for Power and Peace, revised by Kenneth Thompson, 5 principles of
political realism are presented (Morgenthau & Thompson 1985, 4-17)%:

= Politics, and society generally, are “governed by objective laws that have their roots
in human nature” that can be reflected in a rational theory?®;

» The main drive of politics and actions of relevant actors is “interest defined in terms
of power” (politics is thus a separate and distinct sphere from other areas, such as
economics);

= Interest, defined in terms of power, and power itself, are objective and “universally
valid,” but their meaning is not fixed across time; it “depends upon the political and

% Morgenthau (1948) defines political power as “the mutual relations of control among the
holders of public authority and between the latter and the people at large [...] a psychological
relation between those who exercise it and those over whom it is exercised” (13-4).

%6 “Political realism contains not only a theoretical but also a normative element [...] (it) considers
a rational foreign policy to be a good foreign policy; ...(because) it minimizes risks and maximizes
benefits and, hence, complies both with the moral precept of prudence and the political
requirement for success” (Morgenthau & Thompson 1985, 10).

2" As Chernoff (2007) informs, “many scholars...offer theories that help systematize what we
observe, help identify persistent patterns, and help explain those [...] such theories are descriptive
and explanatory. Some scholars also give recommendations on what policies should be pursued,
which involve ‘prescriptive theory.” The latter are fundamentally different from the former” (3).

28 Morgenthau & Thompson (1985) refer to 6, but the sixth reason is a mostly a recapitulation of
the other 5 and a reference to some of its primary differences with other theories; 13).

2 In political realism, theory “consists in ascertaining facts and giving them meaning through
reason” (Morgenthau & Thompson 1985, 4). In terms of the rational aspect, it is worth noting that
political realism does not require every action to be rational; “it knows that political reality is
replete with contingencies and systemic irrationalities” (Morgenthau & Thompson 1985, 8-9).
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cultural context...” (hence realism leaves open the possibility that the modus
operandi of foreign policy may change);

= Actions of states and relevant actors are not of universal moral value, “but...they
must be filtered through the concrete circumstances of time and place. While such
universal values apply equally to both individuals and states/relevant actors, the
latter “inspired by the moral principle of national survival” must not allow these
values to impeded on successful political action®;

= Moral values are independent of states, which means that under no circumstances
can a state claim to identify its “moral aspirations...with the moral laws that govern
the universe;”

Realism was refined primarily by Kenneth Waltz into what has become
known as neorealism or structural realism (Waltz 1988, 618). Waltz (1979)
proposed to conceive the international political system as a distinct system of
varying structures (hence structural realism), maintain that its character was
basically anarchic (66 and 79-81; Waltz 1988, 618). He saw power “as a possibly
useful means, with states running risks if they have either too little or too much
of it,” and, hence, states and relevant actors should not strive for continuously
more power (as proposed by realism) but for “an appropriate amount of it” (Waltz
1988, 616). As he argued,

neorealism contends that international politics can be understood only if the
effects of structure are added to the unit-level explanations of traditional
realism. /...](it) presents a systemic portrait of international politics depicting
component units according to the manner of their arrangement. /... /states are
cast as unitary actors wanting at least to survive, and /.../ the essential
structural quality of the system is anarchy-the absence of a central monopoly
of legitimate force(Waltz 1988, 618).

According to Waltz, there are three levels of analysis: the individual
(behavior of humans), the state (nation-state structure), and the international
(system of anarchy; Waltz 2001; Singer 1961; Rosamond 2000, 132). Waltz
focuses primarily on the international and national levels (prioritize “politics
among nations” against “politics within nations;” Rosamond 2000, 135), which
IS unsurprising given his structural-functionalist theoretical framework (Waltz
1988, 618; Sampson 2002, 442). This is a “positional model of structure,”

whereby an actor’s position within the larger system is investigated, resulting in

% According to political realism, “prudence — the weighing of the consequences of alternative
political actions — ... (is) the supreme virtue in politics” (Morgenthau & Thompson 1985, 12).
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an ultimately state-centric approach to international relations(Harrison 2002, 148
& 154).

Considering the above, for realism/neorealism, the EU is merely a
continuation and intensification of inter-state cooperation in the post-World War
Il international political realm (Rosamond 2000, 133). As such, it is already clear
how this ontological lineage has impacted the formation of (liberal)
intergovernmentalism, with an intense focus on states as the primary actors
behind EU integration, which is based only on mutual benefits without
endangering national interests and with minimal supranational delegation
(below).

In his seminal work on intergovernmentalism, Hoffman (1966) begins by
clearly arguing for the importance of states in international relations:

the critical issue for every student of world order is the fate of the nation-state
[...] nation-states — ofteninchoate, economically absurd, administratively
ramshackle, and impotent yet dangerous in international politics — remain the
basic units in spite of all the remonstrations and exhortations. The go on gaute
de mieux despite their alleged obsolescence indeed, not only do the profit from
man’s incapacity to bring about a better order, but their very existence is a
formidable obstacle to their replacement” (862-3).

It is clear already from the above that intergovernmentalism is a descriptive and
not prescriptive theory, unlike realism/neorealism (Rosamond 2000, 76).
Hoffman is not in favour of a state-based structure of the international stage (far
from it, considering his scathing remarks in no less than a few lines), but rather
finds and recognizes that this is the case.

Intergovernmentalism’s overall main argument is that “anything that is
‘beyond’ (the state) is ‘less’: that is, there are cooperative arrangements with a
varying degree of autonomy, power, and legitimacy, but there has been no transfer
of allegiance toward their institutions, and their authority remains limited,
conditional, dependent, and reversible” (Hoffman 1966, 909). For Hoffman
(1966), the main reason®! that a state remains at the forefront of focus even in

regional integration is because of the increasingly global nature of the

31 Hoffiman (1966) suggests that, at a lesser extent, there are other reasons as well: “the legitimacy
of national self-determination” and because of the “nationalist upsurge” that many, more recently
created, states have “wrested their independence” by (864).
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international system, which simultaneously diverts states from a truly regional
focus and, altering the rules for the use of force that lead to the “atrophy of war”
(865-6). In other words, there is little incentive for states, already partaking in a
globalized world, to integrate regionally, especially without the incentive of
avoiding war.

Hoffman (1966) juxtaposed neofunctionalism (“the logic of integration
set up by Monnet and analyzed by Haas™)% with intergovernmentalism (what he
calls “the logic of diversity;” 881)%. This “logic of diversity” sets limitations to
how automatic integration (spillover) impacts freedom of national governments
to act, such as for example to make welfare policies; intergovernmentalism
“suggests that, in areas of key importance to the national interest, nations prefer
the certainty, or the self-controlled uncertainty, of national self -reliance, to the
uncontrolled uncertainty” of integrated outcomes (882) ** . In
intergovernmentalism the state structure is still the most appealing form of social
organization, and, in terms of what it cannot offer, it can provide it “through
cooperation, or the citizens can go and find it across borders, without any need to

transfer their allegiance...” (Hoffman 1966, 8§93).

%2 Hoffman did agree that neofunctionalism was valid, but only in relation to issue of ‘low
politics’, and did not extend to ‘high politics’ (e.g., defence and security; Rosamond 2000, 77).

33 It should be noted that Hoffman himself never used the term ‘intergovernmentalism’, which
was later advanced in EU integration theory by Andrew Moravcsik. Accordingly, Moravcsik in
his early work (1991, 1993) actually never referenced the work of Hoffman relevant to
intergovernmentalism across his own work (although he does include some minimal references
to Hoffman in terms of critiquing Haas’ work) — much less draw any connections — despite
referencing Haas and neofunctionalism multiple times (it is the case that Haas developed a much
more fully-fledged theory of EU integration, and that Hoffman’s intergovernmentalism was
similarly restrained to Mitrany’s functionalism in terms of theoretical breadth). In fact, he often
references to his approach as “the intergovernmental approach” (Moravcsik 1991, 27). However,
intergovernmentalism as it has become known in EU integration theory scholarship engulfs both
Hoffman’s and Moravcesik’s work, much like Haas’ neofunctionalism and Mitrany’s
functionalism (e.g., Rosamond 2000). More recently, Moravcsik also references Hoffman as
developing the “traditional intergovernmentalism” in the 1960s (Moravcsik & Schimmelfennig
2019, 64).

3 Hoffman places (unsurprisingly given the difficult situation with Charles De Gaulle at the time)
primary importance in the argued apparent resurgence of tendencies in favour of the state structure
(what he calls nationalist) in France and Germany during the 1960s, as drivers of (hon) integration
(also Rosamond 2000, 76).
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The theory refutes the positive sum-based neofunctional view of
integration, since “on a vital issue, losses are not compensated by gains on
other...issues,” especially if those are of lesser importance (Hoffman 1966, 882).
What is more, the establishment of supranational authorities, which will gradually
develop a progressively stronger interest in their own survival, is argued to “post
clearly articulated threats to national policy actors who in turn might resist”
(Rosamond 2000, 78). As is clear, intergovernmentalism focuses more on the
political aspect, as opposed to neofunctionalism, in which it is argued that Europe
was moving towards increased technocracy (above; also Rosamond 2000, 78).

Hoffman (1966) also presents a set of conditions necessary for achieving
integration: the units need to be formal political entities with similar internal
political structure (elite groups, social structures, etc.), temporal and situational
contexts are important (e.g., a common threat across the international realm), but
policy-makers also need to present a coherent and cohesive integrative vision
across time and external conditions®®, and the more recent the state the easier it is
to integration (states with long history of existence and presence in the
international political realm are more difficultly integrated; 904-8).

It is interesting to note that both Haas and Hoffman indicated that
neofunctionalism and intergovernmentalism were not mutually exclusive and
could, in fact, coexist®. Haas (2004) suggested that these two theories could
actually be compatible, finding that “moderate intergovernmentalism is quite
compatible with a scaled-down argument for supranationalism” (xvii) ' .

Accordingly, Hoffman (1966), quoting Haas, argued that “it has become possible

35 «“Objective’ similarity is disembodied [...] The similarity that matters is ...in the way in which
different statesmen interpret a whole historical and geographical experience and outline the future [...]
Integration means a common choice of a common future.” (Hoffman 1966, 906).

% As Hooghe & Marks (2008) highlight, both neofunctionalism and (liberal)
intergovernmentalism refined functionalism, and they have two main commonalities: in both
theories, preferences are conceived as economic and the focus is placed primarily “on
distributional bargaining among...interest groups” (3-4).

8 He was, however, more reserved in relation to Andrew Moravesik’s liberal
intergovernmentalism, suggesting that he “overstates his case by totally neglecting the departures
from state-determined decisions which abound in the day-to-day affairs of the EU and its legal
system.”
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for scholars to argue both that integration is proceeding and that the nation-state
IS more than ever the basic unit, without contradicting each other, for recent
definitions of integration "beyond the nation-state” point not toward the
emergence of a new kind of political community, but merely toward an ‘obscuring
of the boundaries between the system of international organizations and the
environment provided by member states’” (909).

The signing of the Single European Act seemed to challenge a lot of the
assumptions of Hoffman’s approach (and some of Haas’ neofunctionalism too;
Moravcsik 1991, 19). To that end, Andrew Moravcsik refined the theory into
“liberal intergovernmentalism” combining it (and its realist/neorealist
foundations) with Putnam’s two-level game theory (Kleine & Pollack 2018,
1495; Rosamond 2000, 136). Putnam (1988) applies the behavioral theory model
of social negotiations by Richard Walton and Robert McKersie to the
international political realm, arguing that

The politics of many international negotiations can usefully be conceived as a
two-level game. At the national level, domestic groups pursue their interests
by pressuring the government to adopt favorable policies, and politicians seek
power by constructing coalitions among those groups. At the international
level, national governments seek to maximize their own ability to satisfy
domestic pressures, while minimizing the adverse consequences of foreign
developments. Neither of the two games can be ignored by central decision-
makers, so long as their countries remain interdependent, yet sovereign (433-
4).

The theory recognizes state interdependence, but maintains that states (more
specifically governing structures) are the key players at the international realm,
bound by both domestic preferences and international cooperation to avoid
adverse conditions. It also widens the notion of governing structures to apply
beyond states, to, for example, international organizations (Putnam 1988, 436).

Moravcsik’s liberal intergovernmentalism thus combines “a liberal theory
of national preference formation and an intergovernmentalist account of strategic
bargaining between states” (Rosamond 2000, 136). Moravcsik began by
developing what he termed “intergovernmental institutionalism,” based on
structural realism, describing it as follows:

States are the principal actors in the international system. Interstate bargains
reflect national interests and relative power. International regimes shape
interstate politics by providing a common framework that reduce the
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uncertainty and transaction costs of interstate interactions (Moravcsik 1991,
27).

Clearly influenced by Putnam’s two-level game theory, he further highlighted
that, in difference with structural realism, intergovernmental institutionalism
considers not only power distribution but also state interests that “change over
time, often in ways which are decisive for the integration process but which
cannot be traced to shifts in the relative power of states” (Moravcsik 1991, 27).
States remained, as expected, the primary actors, with Moravcsik (1991) finding
that “the historical record does not confirm the importance of international and
transnational factors,” and concluding that “the primary source of integration lies
in the interests of the states themselves and the relative power each brings to
Brussels” (44 and 56).

Moravcsik (1993) then further developed his refinement of Hoffman’s
intergovernmentalism in what he called “liberal intergovernmentalism,” based on
intergovernmental institutionalism (480). Liberal intergovernmentalism has three
key features: state behavior is rational, national preferences are formed based on
liberal theory (“groups articulate preferences; governments aggregate them”)%,
and interstate negotiations are based on intergovernmentalism (Moravcsik 1993,
480 and 483; Moravcsik & Schimmelfennig 2018, 65). Integration is again
presented as a process, framed in terms of demand and supply (again drawing
from the two-level game theory of Putnam): the demand is determined by
domestic preferences (national level), and the supply involves “interstate strategic
interaction” on ways to address those preferences (EU level; Moravcsik 1993,
481).

The liberal part®® of the theory assumes a principal-agent relationship

between citizens and the government: the former delegate authority or constrain

3 According to Moravcesik (1993), “liberal theories of international relations focus on the effect
of state-society relations in shaping national preferences. They assume that private individuals
and voluntary association with autonomous interests, interacting in civil society, are the most
fundamental actors in politics,” with policy makers “embedded in domestic and transnational civil
society, which decisively constraints their identities and purposes” (483).

39 As Moravcsik (2018) highlights, “central to liberal IR theory are domestic ‘transmission belts’
... (i.e.,) state institutions and patterns of social mobilization..., that convey demands of domestic
individuals and groups to governments” (1652).
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the latter, while the latter’s primary interest “is to maintain themselves in office,”
which, in modern democracies, requires support from a variety of domestic actors
(voters, interest groups, political parties, etc.; Moravcsik 1993, 483 and 2018,
1652). There is also a focus on economic interdependence: governments have an
incentive to cooperate in order to effectively manage or remove negative policy
externalities the exist at the international level (e.g., pollution) and that may be
caused by other international actors and, hence, under regular circumstances, are
beyond the reach of the state (Moravcsik 1993, 485).

In terms of rational behavior and intergovernmental bargaining,
Moravcsik (1993) utilizes Putnam’s two-level game theory to argue that the
bargaining game of integration is constrained by a number of possible
agreements, as constrained by domestic preferences, of which one is chosen based
on interstate negotiations (496-7). The preferences are not constant but rather
issue-specific, i.e., they change both over time and across different issues
(Moravcsik 2018, 1650-1). It is usually the case that agreements will be reached
at the lowest common denominator, although that does not necessarily translate
to the “lowest possible common standard” (Moravcsik 1993, 502).

Considering the foundation of the theory upon the interest of member
states partaking in integration to, ultimately, reinforce their position domestically
(in order to ensure the continuation of their incumbency), (liberal)
intergovernmentalism supports strong supranational institutions interestingly
enough. As Moravcsik (1993) argues, this facilitates the interstate negotiating and
implementation frameworks (discussion forum, defined decision-making
processes, monitoring of compliance), which, eventually, reduces transaction
costs (507)%°. He argues that “EC institutions serve as a passive structure,
providing contractual environment conducive to efficient intergovernmental
bargaining. As compared to ad hoc negotiation, they increase the efficiency of
bargaining, facilitating agreements that would not other be reached” (Moravcsik

1993, 508). Powerful supranational institutions also serve to augment “the

4OMoravcsik (1993) bases this argument on “the functional theory of regimes, which focuses on
(their)...role...in reducing transaction costs” (507-8).
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legitimacy and credibility of common policies, and... the agenda-setting power”
of member states’ governments vis-a-Vvis their domestic polity; it is argued they
have been designed “deliberately... to assist national governments in overcoming
domestic opposition” (Moravesik 1993, 507 and 515)*.

Moravcsik (1993) does suggest that it is wrongly assumed that “strong
supranational institutions are...the antithesis of intergovernmentalism (507).
However, his view of these institutions is as facilitators for interstate bargaining,
with the ability to play a decisive, but rather quite limited in breadth, role within
the broader supranational decision-making framework. As such, it is questionable
whether these institutions assume the same power under (liberal)
intergovernmentalism as they do under neofunctionalism. It is also worth noting
that the facilitator role that the theory places on these institutions serves as the
foundation for the Output approach to the EU democratic deficit (the EU is merely
a facilitator of interstate bargaining; section of this chapter below).

Similar to neofunctionalism, recent refinements have also been proposed
for liberal intergovernmentalism, again largely due to the argued increased
pertinence of domestic politicization and identity in EU politics after the 2000s.
For liberal intergovernmentalism, these refinements are based on the use of
discursive institutionalism and constructivism, compared to rational choice and
institutionalism (Schmidt 2018, 1547). It is argued that inter-member state
cooperation has increased substantially at the EU level through shared authority
(as opposed to the member states focusing on national sovereignty or domestic
socio-economic interests), but that this increase in integration has been happening
simultaneously with an attempt by member states “to reduce Commission powers
through the creation of supranational agencies,” such as the ESM, instead of
exercising strong intergovernmental control over existing EU structures (e.g.,
through the CEU; Schmidt 2018, 1549; Scicluna 2018, 1875; Kleine & Pollack
2018, 1499; Konig 2018; 1240; Haroche 2020, 854). This ‘new
intergovernmentalism,” as it has been termed, emphasizes the concept of

disequilibrium, “a term which captures the societal tension in a political system

“ In this aspect, the influence of Putnam’s two-level game theory is particularly evident.
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drive by pro-integration consensus but shielded from growing public
disenchantment with policy outcomes” (Hodson & Puetter 2019, 1155)*.

It is worth noting that, while the recent refinements to both
neofunctionalism and intergovernmentalism offer some interesting prospects, the
primary arguments of the original theories remain pertinent and should be the
primary focus; as Schmidt (2018) highlights “although applauding the newer
approaches for their innovations in EU integration theory, in particular their focus
on EU actors’ ideational and discursive powers, ...it is a mistake to largely
disregard the significance of coercive or institutional power, emphasized in the
older approaches” (1546).

Postfunctionalism

The theory of postfunctionalism was developed quite more recently (late
2000s) compared to neofunctionalism and liberal intergovernmentalism by Gary
Marks and Liesbet Hooghe. By their own admission, postfunctionalism “seeks to
make sense of new developments in the politics of the European Union...and the
middle-range theories that account for them” (Hooghe & Marks 2008, 1).
Postfunctionalism is based on (and a refinement of) Multi-Level Governance
(MLG), also developed (earlier) by the same scholars (Hooghe & Marks 2008,
2).

MLG was proposed during the early 1990s as an alternative view to EU
integration (albeit, at the time, more focused on the policy-making process rather
than broader issues of regional integration; Marks et al. 1996, 356), other than
neofunctionalism (supranational approach) and liberal intergovernmentalism
(state-centric approach). Building on earlier work, Marks et al. (1996) proposed

that there is a wide variety of actors at different levels, all of whom are important

42 Hodson & Puetter (2019) further elaborate on the concept of disequilibrium, proposing it is “the
EU’s tendency to produce policy Outputs that polarize politics in ways that cast doubt on the
future of the Union. This tendency brings systemic risks, including the erosion of the
EU’s...normative order...and threats to the Union’s territorial integrity and that of major policy
domains, such as the single currency” (1157).
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and participate in EU policy-making at different times and with differing degrees
of influence in the policy making process, arguing that

while national governments are formidable participants in EU policy-making,
control has slipped away from them to supranational institutions [...]
Individual state sovereignty is diluted in the EU by collective decision-making
among national governments and by the autonomous role of the European
Parliament, the European Commission, and the European Court of Justice
(342-3).

MLG combines elements from two broader theoretical fields: multiple
levels of policy-making and (network) governance. The former originates from
the international relations’ concept of levels of analysis, firstly put forward
(insofar as used in political science) by Kenneth Waltz (2001) during the 1950s
to trace the origins of war and peace in terms of neorealist theory (above; hence,
MLG, like intergovernmentalism, draws from neorealism). In his book Man, The
State and War: A Theoretical Analysis, Waltz investigates three levels of analysis
(also see subsection on intergovernmentalism): the individual (behavior of
humans), the state (nation-state structure), and the international (system of
anarchy; Waltz 2001; Singer 1961). After Waltz proposed the concept, Singer
(1961) provided arguably the most comprehensive evaluation of the levels-of-
analysis framework, focusing on the theoretical tangents and their implications
for policy investigation and analysis. The connection between MLG and levels-
of-analysis is clear. The theories share the belief that policy is conducted in
different levels. They also commonly suggest that policy in one affects policy on
the other. MLG’s aspect of more than governmental actors interacting at the
above various levels originates from its connection with the aforementioned
theory of network governance.

The second broader theoretical filed from which MLG draws is (network)
governance. The term governance has assumed a wide variety of meanings across
time, and has been at the center of much theoretical debate in regards to its
meaning and origin (Rhodes 1996, 652). It is indicative that the total number of

specific definitions for the term ‘governance’ has been argued to reach at least
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fifty (Robichau 2011, 114)*. Governance, in its most simplistic form, can be
basically “defined as the making and implementation of rules, and the exercise of
power, within a given domain of activity” (Keohane 2002, 3). In such a system
of rules, there have been three fundamental categories within a society (or a
combination thereof): markets, hierarchy, and networks. The former two are
considered the most fundamental ones, constituting the two ends in the
governance spectrum and originating from economic theory (Borzel & Heard-
Lauréote 2009, 137).

The distinction between hierarchy and the market originated from Ronald
Coase’s work on firms’ structural organization during the 1930s, which later
developed by O. Williamson in the 1970s* (Powell 1990, 296). The new addition
to the market-hierarchy dichotomy, i.e., networks, can be broadly defined as “a
collection of links between elements of a unit [...] The unit as a whole is often
called a system” (Dijk & Beek 2008, 3). The market is “a spontaneous
coordination mechanism that imparts rationality and consistency to the self-
interested actions of individuals and firms,” while hierarchy is when “the visible
hand of management supplants the invisible hand of the market in coordinating
supply and demand. [...] A hierarchical structure... (involves) clear departmental
boundaries, clean lines of authority, detailed reporting mechanisms, and formal
decision-making procedures” (Powell 1990, 302-3). In networks “transactions
occur neither through discrete exchanges nor by administrative fiat, but through
networks of individuals engaged in reciprocal, preferential, mutually supportive
actions. [...] Basic assumption...is that one party is dependent on resources
controlled by another, and that there are gains to be had by the pooling of
resources” (Powell 1990, 303). In broad terms, hierarchy describes a situation in

which a highly organized, bureaucratic structure is in command, while the market

“3For example, Rhodes (1996) posits the existence of, at least, six separate meanings of the term
governance: as a minimal state, as corporate governance, as the new public governance, as good
governance, as socio-cybernetic governance, and as self-organizing networks (653-659).

4 Mainly in his 1975 book Markets and Hierarchies (Provan & Kenis 2008, 232). His analysis
was based on Transaction Cost Economics theory (Jones et al. 1997, 912).
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describes the complete deregulation of policies. Networks lie in the middle of the
two, combining elements from both.

These three types of governance have been retrofitted within a political
science framework by Dijk & Beek (2008), who suggest that, since the these three
modes of organization are ideal, any government at a given phase exercises each
at different degrees. Hence, governments can be of three corresponding types
(Dijk & Beek 2008, 9-13):

= “traditional government ... (shaped as) a pyramid.” This includes the classic form
of the Western liberal democratic state. Policy is conducted top down, usually
relying on the public administration to execute it, and policy preferences are formed
from the bottom up, usually through elections or formal protests.

=  “turning government (which) means leaning over to the more horizontal modes of
governance of the market and networks.” This type involves limited market
independence, as well as governmental agencies’ increased political and
hierarchical autonomy*, and there are multiple independent committees that cut
across governmental departments.

= “network government.” Here, the principle of heterarchy is emphasized, whereby a
network structure ensures the involvement of all levels of actors across most levels
of policy. Interconnectedness and flexibility, as well as interdependence are high.

In contemporary political science, the meaning attributed to governance
is most often based on the third type of network government*® (based, in itself,
on the broader concept of networks), also termed as “socio-cybernetic
governance,” indicating a combination of actors which pursue and are involved
in policy-making, ranging from central government to non-governmental
organizations and citizens’ interest groups (Rhodes 1996, 656-8). All these actors
come from different levels, are of different kinds, and push for different interests
(Stoker 1998, 17; Bache et al. 2011, 124). The following are the main
characteristics of network governance: actors do not originate solely from
government, which has decreased inclusion and limited power, but are from a

wide array of other spheres (private, independent, civil organizations); actors

4 This has been also termed as “vertical disaggregation” in management-based scholarship
relevant to network organization, i.e., the devolution of functions of the main core of actors
(business functions in management-based literature) to other actors (Cravens et al. 1996, 207).

4 Similar terms which have been used for this concept are: network governance, interfirm
networks, organization networks, flexible specialization, and others (Jones et al. 1997, 913).
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partaking in governance are dependent upon one another; main policy issues are
usually focused around socio-economic conditions; actors involved are
autonomous and self-governed, usually in the form of a network; actors negotiate
on creating rules and abide by them in interactions based on game theory; trust,
blame assignment and reputational coercion are instruments used in negotiations
(from Stoker 1998, 18 and Rhodes 1996, 660).

Based on this multidimensional, multi-level, and multi-actor approach,
MLG was developed with three basic elements: First, decision-making is not
monopolized by state executives, with supranational institutions having acquired
considerable and independent influence in policy-making processes; second,
power of individual member states is also reduced by collective-decision making,
that is, while outcomes on the lowest common denominator are possible in high-
politics issues (e.g., integration), “decisions concerning rules to be enforced across
the EU have a zero-sum character, and necessarily involve gains or losses for
individual states;” third, there are actors from other levels (e.g., subnational) that can
affect policy-making at the EU level, even directly (Marks et al. 1996, 346-7).

Hooghe & Marks (2003) further delineate the concept by distinguishing
between two distinct types of MLG: Type I (actor-oriented) and Type Il (policy-
oriented). Type | is based on federalism, which is “concerned with power sharing
among a limited number of governments operating at just a few levels” (Hooghe
& Marks 2003, 236). Here the unit of analysis is the central government, and not
the individual policies, which interacts with various subnational governments on
different areas. The architecture of Type | systems is based on “triaspoliticas
[sic],”*” more commonly known as the separation of powers, i.e., “an elected
legislature, an executive (with a professional civil service), and a court system”
(Hooghe & Marks 2003, 237).

Type 1l MLG is based primarily on neoclassical political economy and
public choice theories. The unit of analysis is specific policies rather than the
central government, while the local level holds a key position in the policy-

making procedure. In Type Il, policy-making actors intersect at different levels

47Usually written as trias politica.
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and with different jurisdictions over a variety issues, so that “each citizen... is
served not by ‘the’ government but by a variety of different public service
industries” (Hooghe & Marks 2003, 237-8)*. Type Il MLG also draws heavily
from economic theory in its flexibility “to changing citizen preferences and
functional requirements” (Hooghe & Marks 2003, 238).

Building on their work on MLG, and especially the fact that it “conceives
regional integration as part of a more general phenomenon, (i.e.,) the articulation
of authority across jurisdictions at diverse scales,” Hooghe & Marks (2008)
proposed postfunctionalism as a regional (EU) integration theory (2), focused
mainly on identity, and emphasizing the “the disruptive potential of a clash
between functional pressures and exclusive identity” (Hooghe & Marks 2019,
1116). Marks (2020) says: “I just couldn’t understand the decisions that they (the
governments of Eurozone member states) — I don’t think they’re explicable
without rooting them into domestic politics.” According to Borzel (2020)
“postfunctionalism is the next step (after neofunctionalism) at taking politics
seriously.”

It is interesting to note that postfunctionalism is connected to
neofunctionalism, through MLG. Haas (2004) himself, identified MLG as one of
the main challenging theories to neofunctionalism, recognizing its contribution
particularly in relation to recognizing the Input of a wide variety of actors from
multiple levels “even in the absence of supranational organizations,” including
the, underestimated by neofunctionalism according to Haas, national level (xvi).

Hooghe & Marks (2008) suggest that

We describe the research programme as postfunctionalist because the term
reflects an agnostic detachment about whether the jurisdictions that humans
create are, or are not, efficient. While we share with neofunctionalism and
intergovernmentalism the view that regional integration is triggered by a
mismatch between efficiency and the existing structure of authority, we make
no presumption that the outcome will reflect functional pressures, or even that
the outcome will reflect these pressures mediated by their distributional

48 The intersectional nature of Type Il MLG, in the context of the EU, is termed as
“condominio”*®(Hooghe & Marks 2003, 238). The variety of actors, and the levels those actors
are in, leads to the USge of the term “multi- or polycentered governance” to describe Type II
MLG (Marks & Hooghe 2003, 238).
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consequences. Political conflict makes all the difference, and that conflict, we
argue, engages communal identities (2).

In postfunctionalism, domestic politicization is of primary importance: a
“mismatch between functional efficiency and jurisdictional form” that leads to
issue creation in public opinion and political groups, which, in turn, lead to
political parties choosing (and being bound by the respective rules) whether the
issue remains within these groups, leading to the conflict structure being biased
exclusively towards distribution, or enters mass politics, leading to the conflict
structure being biased primarily towards identity (Hooghe & Marks 2008, 8-9).
As Borzel (2020) argues, ‘“neither liberal intergovernmentalism nor
neofunctionalism can account for the politicization of EU integration.”

The assessment of the effects and causes of politicization is essentially a
three-step process: the first step is a “mismatch between the institutional status
quo and the functional pressures for multilevel governance that arise from
interdependence; the second step involves the arena of decision-making, i.e.,
whether an issue remains “insulated among government leaders, civil services,
European bodies, and interest groups” or enters the “arena of mass politics “where
it is subject to mass media, political parties, social movements, and government
coalitions” (this will depend on the stakes of the issue at hand and whether actors
have the capacity to politicize it or not); the third step, drawing on behavioralism
(party competition, voter choice) “analyzes how European integration shapes the
structure of political conflict, with activating identity issues resulting in
constraining integration (disrupting established parties and reinforcing radical
ones; Hooghe & Marks 2019, 1117). In essence, the theory thus emphasizes
“public opinion, political parties and identity in order to frame hypothesis about
preferences, strategies and outcomes of regional integration,” in a way
endoginizing “politicization as an outcome of party strategy and public opinion”

(Hooghe & Marks 2008, 21-2).

Conclusion

In order to evaluate the impact of the EU integration process on the EU

democratic deficit, using the Eurozone crisis measures as a case study, the first
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thing that is necessary, following also the shortcomings revealed in the relevant
literature, is a detailed overview of the three grand-level EU integration theories.
This will provide for a sufficient theoretical discussion, upon which to determine
the mode of the EU’s integration process after the adoption of the Eurozone crisis
measures. Following the preceding detailed overview, it is useful to briefly
functionally present the elements of each of the three theories, in order to facilitate
the above determination. This will also demonstrate the areas of focus and the
corresponding expectations relevant to this research and, in particular, its case
study, i.e., the crisis measures. This is important, in order to provide for a
theoretical guide against which the measures can be compared, in order to
determine the direction or mode of the EU integration process after their adoption.

Neofunctionalism draws primarily from the functionalist approach to
international relations. In fact, functionalism itself was developed largely based
on European integration. The core idea is the fact that integration is not static but
a process, initiated and, to a large degree fueled, by the inability of governments
at the national level to effectively address the concerns of citizens in an
increasingly interconnected and interdependent global realm. Integration in one
policy area will inevitably lead to integration in other ones (“often driven by
the...consequences of previous decisions or made possible through...erosions of
earlier integrative attempts/developments; Neimann & Spreyer 2018, 25),
particularly if the former is of an economic nature; the end-result is some form of
political integration (spillover). This is evident from the gradual shift of the
involved actors’ — supranational, and primarily technocratic, in nature, such as
the EC — loyalties from the national to the EU level, the latter itself a political
community that supersedes the former. In turn, other stakeholders involved in the
decision-making process also gradually shift their loyalties accordingly, a
tendency which eventually reaches the citizens themselves. The progression of
the above renders the national level progressively less able to determine policy
outcomes and, thus, actually reinforces its perceived incapacity to adequately
secure rights and promote interests of citizens. For neofunctionalism, integration
is, essentially, a positive-sum process (Niemann & Spreyer 2018, 25). In

neofunctionalism, there is “little room for ordinary citizens to influence European
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integration” either due to ignorance or lack of understanding by EU citizens or
bureaucratic “insulation” of EU politics from public scrutiny, although in later
developments it did include arguments relating mostly to skepticism of citizens
towards integration (Kuhn 2019, 1216).

Liberal intergovernmentalism is heavily based on neorealist and rational
institutionalism assumptions relating to rational choices*® made by governments
of EU member states, seen as “unitary, boundedely rational actors seeking to
increase their own utility under conditions of international interdependence,”
which are aimed to satisfy domestic policy preferences, and particularly socio-
economic interests (or sovereignty according to simple or realist or classic
intergovernmentalism), thus also maximizing their time in office (Schmidt 2019,
179 and 181; Degner 2019, 243). Domestic actors form demands, national
governments aggregate them and determine strategically how to best satisfy them
(Schmidt 2019, 181-2). This is achieved in three stages: aggregation of domestic
preferences, “distributive bargaining” at the EU level between governments of
member states, and “the design of institutions to secure and implement collective
bargains” (Kleine & Pollock 2018, 1496). As Moravcsik & Schimmelfennig
(2019) argue:

decisions to cooperate internationally can be explained in a three-stage
framework: states first define preferences (pluralist theory), then bargain to
substantive agreements (bargaining theory), and finally create (or adjust)
institutions to commit to and secure those outcomes in the face of future
political uncertainty (regime theory; 65, and also more broadly Moravcsik
2018, 1650-8).

The emphasis on pluralist domestic preferences (“functional issue-specific
interests”) is a key distinguishing feature between liberal intergovernmentalism
from other approaches (e.g., institutionalism) that view the interests of actors
involved in the decision-making process as “unitary and fixed” (Moravcsik 2018,
1651; Kleine & Pollock 2018, 1495). In essence, integration is viewed “as a series

of intergovernmental bargains...shaped by intergovernmental constellations of

49 It is worth noting that rational behaviour of actors is also supported by neofunctionalism, but
these actors “nevertheless have the capacity to learn from their experiences in co-operative
decision-making” (Neiman & Spreyer 2018, 25).
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preferences and power” (Schmidt 2019, 179; also Biermann et al. 2019, 248-9
and Kleine & Pollack 2018, 1495).

States remain the most important actors in the integration process, both in
the EU and globally, realizing that relinquishing such preferential positions in the
decision-making process to other states or supranational actors will adversely
impact their ability and freedom to choose relevant policies (Kuhn 2019, 1218).
Hence, and also because integration is argued to be primarily an overall zero-sum
process (benefits in some policy areas are traded-off with losses in others)®
decisions are often based on the lowest common denominator. However, and
always subject to the above conditions, states have an interest in integrating,
primarily to eliminate (economic) externalities and to ensure fair cooperation and
control through (oddly enough for the theory) strong (in terms of authority to
oversee, not independence in policy formation) supranational institutions that act
as ‘referees’ for the inter-state agreements (Schmidt 2019, 179; Biermann et al.
2019, 249)°!. In this case, it is possible “that an exchange of concession and
mutual adjustments can increase the welfare of all parties (Kleine& Pollack 2018,
1498). After all, as Biermann et al. (2019) observe, “international
interdependence is a necessary condition for, and hence a driver of, political
reform” (249). That being said, the more independent a member state, the less
dependent it is on the need for cooperation in order to combat the externalities
produces, thus being able to “issue credible threats of non-agreement and
exclusion [...] wunless their wishes are accommodated” (asymmetrical

interdependence; Schmidt 201, 179; also Biermann et al. 2019)°2,

%0 This is directly related to what Moravcsik (2018) refers to as “asymmetrical interdependence”
(1653-4).

51 As Kleine & Pollack (2018) suggest, liberal intergovernmentalism predicts that “states pool
sovereignty and delegate authority in areas where governments are easily tempted to renege on
agreements” (1500).

52 Differentiated Integration (DI) has been proposed as a partial remedy for the adverse impact
this asymmetrical bargaining environment of integration has on member states with less
bargaining power (more dependent on cooperation and integration; Schmidt 2019, 180).
Accordingly, scholars have found that, in the case of the crisis reform for example, there is a clear
asymmetry between different member states (Papadopoulos & Piattoni 2019: 72-3; Zahariadis
2013). DI was first referenced in the Prime Minister of Belgium Leo Tindemans’ report to the
European Council in 1975 (Stubb 1996: 285; Leruth et al. 2019, 1016; Holzinger &
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Postfunctionalism draws on the ideas of MLG, building on the argued fact
that “European integration has become a highly politicized issue, and policy
makers today cannot ignore public opinion” (Kuhn 2019, 1220). It is a sort of
middle ground between intergovernmentalism and neofunctionalism, at least
insofar as the nature of the actors involved in the decision-making process is
concerned. While states and supranational institutions remain relevant, there is a
complex web of local, national, and supranational stakeholders involved in the
policy process, all of whom influence decisions. The theory shares the importance
of domestic preferences — identity and related aspects specifically — with
intergovernmentalism, but ascribes a considerable role to the ability of the EU
level to both better satisfy these preferences compared to the national level and
also, primarily, to impact how they (and identity) are formed, framed, and
portrayed to and through the general public, i.e., “whether individuals see
themselves as belonging exclusively to a national community or ...as Europeans”
(Kuhn 2019), similar to neofunctionalism.

In postfunctionalism, the quest for democratic legitimacy in supranational
decision-making has led to intense politicization of an otherwise scrutiny-
insulated field , which in turn has caused political conflict (Kuhn 2019, 1220-1).

Schimmelfennig 2012: 293). Tindemans (1975) focused on the temporal dimension of DI, in
which some member states who wish to move forward may do so, and the others may later follow
(multi-speed Europe), expressly rejecting Europe a la carté;20-1). Various definitions of DI have
since been put forward. Stubb (1996), in his seminal work on DI, defines it as “the general mode
of integration strategies which try to reconcile heterogeneity within the European Union” (283;
Holzinger & Schimmelfennig 2012: 296). Most definitions centre on the above elements,
emphasizing heterogeneity in relation to the EU member states’ varied willingness (preferences)
or capacity to participate in the integration process (Kolliker 2001, 126-7; Vollaard 2018, 103;
Andersen & Sitter 2006, 321; Holzinger & Schimmelfennig 2012, 299; Schimmelfennig &
Winzen 2019, 1173).Stubb (1996) identified three variables according to which DI could be
categorized: time (multi-speed), space (variable geometry) and matter (a la carte; 285). The first
describes a mode of integration in which a core group of willing and able member states lead the
process by going further, with the rest set to follow, and includes examples such as the Economic
and Monetary Union (EMU; Stubb 1996: 285). The second refers to separate integration levels
that are set, recognizing “permanent differences among both the core and periphery, thus creating
various conglomerations of integrative units,” and includes examples such as the Schengen Area
(Stubb 1996: 288). Finally, Stubb’s (1996) third type of DI leaves it entirely up to each member
state to choose the policy areas they wish to participate “whilst at the same time maintaining a
minimum number of common objectives” (288).
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As Hodson & Puetter (2019) aptly observe, “postfunctionalism was ahead of the
theoretical curve in thinking about the post-Maastricht period as one in which
political contestation over integration has moved to the center of EU politics”
(1154). In essence, “postfunctionalism emphasizes the politicization of exclusive
national identities that constrains ®® the process and content of European
integration” (Kuhn 2019, 1221).

But what is the guide with which these three theories provide us, in order
to determine the mode and direction of the EU integration process after the crisis
measures? Based on the aforementioned elements, for neofunctionalism it is
expected that there will be found, first and foremost, an inability of individual
member states to effectively respond to the Eurozone crisis. The problem of the
crisis is expected to be found to only be possible to be addressed at the EU level.
Another expectation is that there needs to exist integration (or at least some
integration) in one area that inevitably leads to either more integration or
integration in other areas (spillover), if the problem — in this case the crisis — is to
adequately be addressed at the EU level (the only level possible; above). In
addition, this problem is expected to have occurred, at least in part, precisely
because earlier integrative efforts have been incomplete. The EMU includes near-
complete integration in one area (monetary policy) but only limited integration in
another (economic policy; Papadopoulos 2013, 29-30). According to
neofunctionalism, this in part led to the crisis and in part constituted the primary
reason that, upon the occurrence of the crisis, the EU level was unable to
effectively respond to it, lest more integration was pursued. In neofunctionalism,
therefore, it would be expected that the measures would include additional
integration (compared to before) in economic policy between EMU members.
The measures are also be expected to demonstrate a shift in loyalty from the
national to the EU level, evident from this introduction of deeper or more

expansive integration at that level. Accordingly, this tendency is expected to be

53 As Borzel & Risse highlight, according to postfunctionalism, “the ‘permissive consensus’ in
mass public opinion supporting the EU integration project has been gradually replaced by a
‘constraining dissensus’ that limits decisions of EU friendly élites seeking to deepen European
integration” (84).
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reflected (eventually) to the preferences of citizens themselves (the focus on the
attitude of citizens, albeit still limited considering the heavily elite-based nature
of neofunctionalism, increased during later contributions to the relevant
scholarship, including from Haas himself; Kuhn 2019, 1217-8).

As a result of the above, and because of the mostly elite-based nature of
neofunctionalism, the measures are expected to progressively enhance the
decision-making authority and capacity of EU-level institutions vis-a-vis the
national level, with the former slowly gaining policy-making capacity against the
latter. These institutions need not necessarily be strictly supranational (e.g., EC),
but can also be more intergovernmental in nature (e.g., CEU), so long as their
authority is enhanced compared to the one of individual member states.
Furthermore, considering the elite-based nature of neofunctionalism, the focus of
this increase in decision-making authority in the measures is expected to rely
heavily on elite or bureaucratic structures (technocratic over the political), and
much less on EU citizens and their participation. In the end, the measures are
expected to create a positive-sum situation, whereby all member states, through
integration, manage to gain.

The expectations of (liberal) intergovernmentalism are quite different.
Because of its largely (neo)realist theoretical presuppositions, the measures are
expected to focus on the member states as primary actors. Integration is not
expected to be automatic, but rather incremental and respective of the diversity
of member states. Furthermore, the measures are expected to not concern any
sensitive, key national policy areas, which the member states prefer to maintain
under the control of the national level. This resistance to transference of power to
the EU level is expected to grow increasingly stronger in light of attempts by
supranational institutions (e.g., EC) to gain progressively more policy-making
capacity. Should it become unavoidable that a problem requires a solution that
transcends the national level of individual member states, the theory predicts that
diffusion of additional tasks to other intergovernmental institutions (e.g., ESM)
is chosen rather than reinforcement or increase in the decision-making capacity
of existing supranational institutions (e.g. EC) In the end, intergovernmentalism

expects that the political is favored over the technocratic. EU-level institutions
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(particularly those that are mostly supranational in nature, such as the EC) are
expected to only gain and have sanctioning powers against member states. This
is justified by the fact that these powers facilitate cooperation and reduction of
transaction costs between member states by ensuring fair and equal compliance
with obligations undertaken. It is, hence, the only type of authority that is in the
interest of all member states to be given to these institutions. There is expected to
be no transference of allegiances from the national to the EU level. For
intergovernmentalism, the measures would introduce limited reforms that are
flexible, reversible, and do not put overly tight constraints or overpower the
national level. In terms of gains, since integration is not a positive-sum game, as
is supported in neofunctionalism, the measures do eventually create winners and
losers among member states.

Liberal intergovernmentalism would also expect that each member state
would adopt a stance on the measures that is based on national-level preference
formation, which would then be expressed at the EU level through the designated
national-level entities (executive, etc.). The latter would be severely bound by the
preferences of their electorate, since, based on the rational behavior
presupposition of liberal intergovernmentalism, their existence in power is
dependent upon satisfying that electorate. Preferences do change and are issue
specific: for example, integration on education policy might be easier than
integration on economic policy, since the latter is much more sensitive for the
national level and includes a considerably higher number of agreements with
national actors that constrain the actions of governments at the EU level.

Postfunctionalism is heavily based on MLG. As such, it is expected that
the measures would be formed and include provisions related to the consideration
or participation of a number of actors, of a supranational, national or local level
(civil society, citizens organizations, official institutions, etc.). This would be
both in the drafting stage and also in the measures themselves. In addition, it is
expected that multiple levels of governance between different actors at different
levels would be included within the measures, and not a focus primarily on either
EU level institutions or the national levels pf member states. The crisis would

have led in increased politicization of relevant issues, most prominent of which
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the integration of the EMU. This, in turn, is expected to lead to increased
pressures originating from actors at the national level (interest groups, political
parties, citizens, civil society organization, etc.), radicalizing the public view of
integration at the EU level. Concordantly, this would lead to a restriction on
further integration, and the measures would be, expectedly, limited, in light of
these increased national-level pressures and radicalization across the EU.

The EU Democratic Deficit

Democracy in brief

It is evident that the EU democratic deficit is inextricably linked with
democracy in general and broader democratic theory. After all, EU scholars will
often trace the three approaches to the EU democratic deficit (Input, Output,
Throughput — see relevant section below) to both broader democratic theory as
well as the history of democracy as a system of government since ancient times
(e.g., Schmidt 2020, 32). Providing a brief overview of these concepts as well as
identifying this lineage, therefore, is highly pertinent for this present research.
Democracy has been a long-contested subject, even as early as its creation, both
in relation to its theoretical but also to its practical applications (Diamond 1999,
7-17; Dahl 1999, 19-20). It is not surprising then that an agreed definition of
democracy, either at a practical or at a theoretical (political philosophy or theory
for example) is absent (Beetham 1994b, 27). The scholarly debate so extensive
as to even include arguments pertaining to the lack of usefulness of the debate
itself, since the modern, Western, liberal democratic system consists of largely

homogenous elements all across its applied models (Beetham 1994b, 27)%*. On

% Beetham’s framework for a democratic audit is considered a landmark in democratic theory.
He begins by arguing that democracy is best defined when one addresses its core principles, rather
than for example the institutional arrangement it requires, although they are inevitably
interrelated. He defines democracy as “a political concept, concerning the collectively binding
decision about the rules and policies of a group, association or society. It claims that such decision-
making should be, and it is realized to the extent that such decision-making actually is, subject to
the control of all members of the collectivity considered as equals” (Beetham 1994b, 28). He
arrives at this definition based on his argument of two core concepts of democracy: “equal human
worth” (equality assumption) and “human self-determination” (Beetham 1999, 7-13; he does
recognize that his assumption suffers from a universalist theoretical bias). His model of a
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the other hand, there are scholars such as Held (1993), who argues that “there is
not simply one institutional form of democracy. Contemporary democracies have
crystallized into a number of different types...” (14). There are also scholars in
the middle: an example is the argument for distinguishing (primarily supported
by Schumpeter) between two different forms of democracy, one that describes
the actual political system requirements and procedures (often termed as ‘formal’
or ‘procedural’ democracy), and one that focuses on “a way of regulating power
relations in such a way as to maximize the opportunities for individuals to
influence the conditions in which they live” (often termed as ‘substantive’
democracy; Warleigh 2003, 4; Hix 2008, 76).

Historically, democracy was originally developed in Ancient Greece,
primarily in Athens®, although there were earlier representative-type regimes ,
such as in Chios and Megara, as early as the 6™ century BC (Robinson 2004, 1;
Held 2006, 12). The word originates from two Greek words: ‘dnpog’, which
means people, and ‘kpdrog’, which means power, i.e., the power of the people
(Dormparaki 2005, 213 & 461). At the time, democracy was based on three
pillars: liberty (‘ehevbepia’), equality (‘i1o6tng’) and the devotion to civic duty,
considered an obligation of the utmost importance® for every Athenian citizen
(Held 2006, 14)°’.

democratic audit of 30 indices is based on two basic principles: popular control (principle
distributed) and political equality (distributional principle), and that democracy can be defined via
these two principles (Beetham 1994, 28 & Beetham 1999, 5).

%5 As Robinson (2007) describes it “...democracy meant that the demos (the people) were
sovereign in the deliberations of state. A popular assembly, to which all citizens were invited, met
regularly and provided a forum for debating and voting on the most important matters.
Representative councils typically prepare in advance the agenda for the assembly meetings.
Popular courts, with ordinary citizens serving as jurors, tried legal cases, and administrative
officials (such as generals, treasurers, etc.) were either elected or chose by lot for relatively brief
terms, usually one year. Officials were held to account after their terms of office as a check on
corruption. [...] Underlying the development of these institutions were the ideals of freedom and

equality” (3).

% “The principle of government was the principle of a form of life: direct participation” (Held
2006, 14).

57 For example, in Pericles Funeral Oration (Thucydides, The Peloponnesian War, Book I1):
“For it is only us (Athenians) who think a man not participating in those things (the politics of
the city) is not minding his own business but is useless” (Rossis 1927, 24).
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It is interesting to note that most of the elements of democracy in Ancient
Athens constitute foundational characteristics of modern democracies, with one
of the main ones constituting the separation of powers, often attributed to later
philosophers such as John Locke®® or Charles-Louis de Secondat, Baron de La
Bréde et de Montesquieu®® (e.g., Held 2006, 65-70). While these philosophers
definitely contributed to forming the three different branches of government as
implemented today in Western, liberal democracies, the separation of powers into
three branches was first proposed by Aristotle nearly 2000 years before them. In
Politics (Book 1V), Aristotle writes “All constitutions have three parts [...] One
of the three parts [1] deliberates about public affairs (legislative); the second [2]
concerns the offices, [...]J(executive); and the third [3] is what decides lawsuits
(judiciary)” (Aristotle 1998, 125). Many other characteristics, such as the
institution of government to facilitate co-existence of people in society without
fear of one another®, equality before the law, and consideration of written laws
in combination with unwritten custom law®!, are cornerstones of the modern
democratic system from then until today.

The influence of Ancient Greek democracy in the Western world began
as early as late-11" century®?, culminating in the Renaissance (the concept had
been mostly forgotten up to the Middle Ages; Robinson 2004, 4; Held 2006, 29-

%8 In his book Two Treatises of Government, Locke presents the three branches of government as
the legislative, the executive and the federative, the last of which has the power to make
international acts and to conduct foreign affairs such as peace or war (Shapiro 2003, 164-5 and
329).

% The separation of powers appears in his book The Spirit of Laws (Montesquieu 1989, 156-7)

8 Thucydides: The Peloponnesian War, Book I1: “We live freely, both in our public life as citizens
and in relation to oversight by one another of our everyday life, not being angered against another,
if he does something, the way he likes, neither do we have a face of distain, which is harmless but
annoying” (Rossis 1927, 16). This has also been largely attributed to Montesquieu, who wrote in
the The Spirit of Laws ...and in order for him (the citizen) to have this liberty (that he has his own
security) the government must be such that one citizen cannot fear another” (Montesquieu 1989,
157)

61 Thucydides, The Peloponnesian War, Book I1: “We do not violate the law, we abide by those
who possess offices and by the laws...even those who, even unwritten, bear widely-accepted
shame upon those who violate them” (Rossis 1927, 16).

62 After the Roman Republic, popular rule resurfaced around 1100 c.e./a.d. in some cities of
northern Italy (Dahl 1998, 15).



64

32). The modern liberal democratic system evolved from the revival of
Republicanism®® in combination with the writings of Thomas Hobbes and John
Locke (Held 2006, 58-9). The specific form of a parliamentary government®*was
firstly implemented in Britain during the 1688 conflict between the Parliament
and King James Il (Mdilleret al. 2006, 6). It was from the 20" century onwards
that democracy assumed its liberal, modern form, including an essential alteration
from the Ancient Greek model: representativeness, i.e.,, indirect policy making
and delegation. Politics unavoidably became a career accompanied by a set of
specific qualifications and technical knowledge, i.e.,, there occurred “the
registration of the broad desires of ordinary people, while leaving actual public
policy to the few who are sufficiently experienced and qualified to make it” (Held
2006, 142-3).

The above was the aftermath of, inter alia, the shift from the Aristotelian
republic tradition, placing the common good ahead of the individual, to the
Hobbesian liberal tradition® in which “priority is assigned to the individual,
rather than to the polity; ...individual self-determination replaces the value of
collective self-determination” (Scharpf 2009, 174-5). The citizen was no longer
considered a pivotal element in government, but rather government was
considered, as David Bentham proposed, “an umpire or referee while individuals
pursue ...their own interests” (Held 1993, 19 and 2006, 189). Accordingly,
depoliticization, i.e., “the eradication of political and moral questions from public
life by an obsession with technique, productivity, and efficiency,” also
substantially contributed to the above (Held 2006, 189)

83 On the distinction between a democracy and a republic: It is common to assign directness to
Ancient Greek democracy (so called pure democracy), and representation to the Roman Republic
(as by James Madison). However, there is no historic evidence to support such a claim (Dahl
1998, 16-7). Even the etymology of the word republic is similar to democracy, i.e., from Latin
‘respublica’, a composite word from ‘res’: matter, thing and ‘publica’: of the people (Berube et
al. 1997, 1159).

6 The term parliamentary democracy was used much later, from 1832 onwards. Terms used
instead included responsible government, cabinet government, etc. (Milleret al. 2006, 9).

8 Primarily in his 1651 work Leviathan (Hobbes 2008; Newey 2008, 17).
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Legitimacy, Accountability, Delegation

The EU democratic deficit scholarship focuses primarily on three,
arguably foundational, concepts of the democratic system: legitimacy,
accountability and, most often indirectly, delegation®®. For example, one of the
most prominent scholars of the EU democratic deficit, Dimitris Chryssochoou
(2000), argues that

overall the meaning of democracy appears to be two-fold: first it involves

the existence and acceptance of a number of specific principles and values

held be the demos of a political community (i.e., legitimacy); and second, it

provides the machinery for the embodiment of these ideals in the daily

process of government (i.e., delegation and accountability; 49-50).
The emphasis on legitimacy is also highlighted by, inter alia, arguably the most
prominent scholar of the EU democratic deficit, Fritz Scharpf (2009, 173).
Accordingly, Lord (2004) in his audit of EU democracy (adapting his national
democratic audit model to the EU level — what he calls ‘modified
consociationalism’) examines the concepts of citizenship, authorization,
representation, accountability, and constitutionalism (28-9). These concepts
constitute  different facets of legitimacy (citizenship, authorization,
representation), accountability (accountability, authorization), and delegation
(citizenship, representation). The relevance especially of legitimacy and
accountability can be seen also in works of prominent scholars in the field such
as Chryssochoou and Eriksen & Fossum, in which the deficit is presented as a
gap between EU citizens and the EU decision-making structure (whether in
regards of agenda-setting, actual policies, policy effects, etc), translated primarily

into a lack of legitimacy of supranational decision-making, as well as a lack of

8 EU scholars often draw direct connections between the EU democratic deficit approaches and
these broader concepts of democratic theory (e.g., Moravcesik 2008, Schmidt 2013 and 2020). As
Moravcsik (2008) argues, the EU democratic deficit can be characterized either “as an absence of
public accountability or as a crisis of legitimacy” (340). However, these concepts are defined in
this context in quite a broad, and often somewhat simplistic, manner. For example, Schmidt
understands accountability simply “as being subject to scrutiny by a specific forum” and
legitimacy as “whether a government of any form is accepted by its citizens as having the authority
to govern” (Schmidt 2013, 16).
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accountability of decisions taken at that level (Chryssochoou 2000, 37; Eriksen
& Fossum 2000a, 2).

The three different approaches within the EU democratic deficit
scholarship of Input, Output, and Throughput®’ can be argued to draw heavily
from these broader concepts of democratic theory (Follesdal & Hix 2006, 547).
It is, therefore, useful, to briefly overview these three concepts, in order to more
comprehensively analyze the EU democratic deficit approaches. An overall
clarification, however, is first necessary on the parameters under which these
three concepts (legitimacy, accountability, delegation) are overviewed within this
research. As with democracy, conceptualizations of each of these concepts varies
in ontological, epistemological and definitional elements. For example,
democratic theory scholars will often perceive accountability as a part of
legitimacy, at least insofar as it offers legitimation to the democratic process. This
IS a broader and more generic view of legitimacy, under which essentially all
elements within a contemporary democracy can be perceived to offer, and hence
be part of, legitimacy (the question then becomes in what way and how
effectively). In fact, legitimacy itself is, as a concept, untied from democratic
governance, since a variety of regimes can be accepted by those governed for
various reasons (see the subsection on legitimacy below).

However, the aim of this research is a targeted and empirical application
of the EU democratic deficit literature in relation to evaluating the impact the EU
integration has on it, and not to analyzing each of these three concepts. As such,
these three concepts are viewed as processes within democratic governance, i.e.,,
from an applied or empirical perspective, rather from a philosophical or
conceptual one. This belongs to the narrower definitions-end of the spectrum in
the relevant scholarship, but it offers a variety of advantages for this present
research: it offers a set of more specific set of characteristics of each process, thus

facilitating a more evaluative approach, and also directly relates each of them to

87 The EU democratic deficit approaches are examined in detailed in the following section of this
chapter.
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the democratic process, thus focusing on the subject-matter of the analysis (the
democratic process within the EU).

Legitimacy is perhaps the concept of democratic theory most associated
with the EU democratic deficit®. Legitimacy “can be characterized as the ex-ante
process of democracy, through which citizens provide their consent for the
decision-making process to be exercised by a governing structure..., and their
acceptance of authority of this structure” (Kyriakidis 2016¢, 37). As
Papadopoulou (2017) argues “Legitimacy facilitates the exercise of power by
enhancing the probability that certain or all commands will be obeyed by a given
group of persons” (65).

In accordance with the above, legitimacy is viewed as a process within
democratic governance, i.e., from a more practical and narrower perspective: the
set of (direct or indirect) processes through which authority to a democratic
government is granted and accepted by citizens®®. The word etymologically
originates from the Latin legitimus, which in turn comes from lex, i.e., law
(Berube et al. 1997, 775). Definitions of legitimacy vary: for example, Birch
(1993) describes it as “the quality of ascribed entitlement to exercise...(political)
power” (32), while Bellamy& Castiglione (2003) define it “as the normatively
conditioned and voluntary acceptance by the ruled of the government of their
rulers” (10).

The foundational work on legitimacy has been done by Max Weber, who
saw legitimacy as ‘“an empirical social fact...disconnected from normative

debates on what constitutes rightful authority” (Ehin 2008, 622; Papadopoulou

% For example, Beetham & Lord (1998) analyze a legitimacy deficit within the EU, Scharpf, as
early as the 1970s, focused on the legitimacy offered by input-oriented and Output-oriented
democratic thought (6).

8 Naturally, in the broader view of legitimacy, the fact that the government can be held
accountable and potentially removed from office, is viewed as included in the reasons because of
which citizens accept the authority of that government (hence it is legitimate). Evidently, multiple
scholars have engaged with the concept of legitimacy from a wide variety of perspectives and
discipline. A mere single example is Easton (1965), in providing a political systems theory,
examines its ideological sources, looking into structural legitimacy, personal legitimacy, the
impact of legitimacy on sentiments, and the psychological aspects of needing to believe in
legitimacy (289-310).
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2017, 65). He distinguished between three basic types: traditional, in which
compliance is ensured by direct loyalty to the leader (e.g. chief of tribe),
charismatic, in which compliance is ensured by trusting the charisma of a specific
leader, and legal or rational, in which compliance is ensured by accepting the
procedures through which rules and laws are constructed (Birch 1993, 34).

David Held (2006) further elaborated on the above three basic types of
legitimacy, expanding them to the following 7 ways through which an individual
legitimates authority, albeit recognizing that the distinction is largely analytical
and that, in real life, a combination usually occurs (155): Coercion (follow
orders); Tradition (no inquiry — this is always how it has been done); Apathy
(simply do not care); Pragmatic acquiescence (dissatisfied with current state of
things, but another option is unimaginable — remain to the current status quo and
view it as fate); Conditional agreements (dissatisfied with current state of things,
but remain to the status quo to achieve a long-term aim); Normative agreement
(this is what each individual, and the whole community, believes is right and
proper at the time); Ideal normative agreement (a choice to which we would
ideally have agreed to).

Beetham & Lord (1998) assume a more practical approach to legitimacy,
also shared by the majority of scholars of the EU democratic deficit, proposing
that the following “different elements that make up liberal-democratic legitimacy
in the contemporary world”: a mode of legality based on constitutional law
(‘legality’), popular sovereignty “as the source of political authority,” defense of
freedom, welfare and security “as the purpose of government”’° (both consisting

‘normative justifiability’’t), consent of citizens to authority that originates from

In their analysis, Beetham & Lord (1998) draw parallels with Locke’s philosophy, arguing that
“the ends or purposes of government...can best be summarized in terms of Lockean rights
protection (such as liberty, life, and property) complemented by welfare rights and securing the
conditions for economic growth” (6).

"L Within ‘normative justifiability’ they include a subcategory for accountability, and they also
note earlier that in legitimacy, it is important (albeit less) for the entire system to “effect the
prompt removal of those who have failed or simply grown stale in office,” and include (Beetham
& Lord 1998, 6). However, there seems to be some conflation here with the concept of
accountability: Beetham & Lord (1998) in their analysis appear to conceive it as a part of
legitimacy rather than a separate concept.
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electoral authorization?, and recognition of the political structure by other,
external legitimate authorities (both consisting ‘legitimation;’ Beetham & Lord
1998, 9).

In discussing legitimacy within the EU, Beetham & Lord (examine two
models: the typical model for international organizations, in which the legitimacy
of the EU derives from that of its member states, as it is also dependent on them
and their legitimacy for the implementation of its policies and the enforcement of
its legislation,” and a technocratic conception of legitimacy, based on argument
put forth by Helen Wallace and Giandomenico Majone, which includes a
regulatory, non-majoritarian approach to democracy and sees the EU as a mere
regulatory actor (Beetham & Lord 1998, 11-22).

Finding both approaches suffering from several deficiencies in terms of
legitimacy, and, in a prelude to the EU democratic deficit scholarship, they
investigate the concept of a ‘legitimacy deficit’ as developed by Habermas in the
late 1970s and used as a tool “to analyze a growing gulf between principles and
practice, or between legitimizing norms and societal support for them, which
heralds a process of political upheaval, renewal or transition” (Beetham & Lord
1998, 2). Within the EU, they divide this deficit into 3 types, and proceed with
analyzing ways to improve each one: a performance deficit (agreement on a single
welfare/rights model, and effective implementation of that model), a democratic
deficit (lack of authorization for institutions such as the EC, lack of or insufficient
accountability for institutions such as the CEU, insufficient representation
because of the ‘second-order’ nature of EP elections) and an identity deficit (lack

2 point worth highlighting is that elections is only one means (albeit probably the most
important one in modern democracies) through which legitimacy is granted. An individual may
choose to legitimize the system (i.e., vote and accept the outcome of the voting process, regardless
of whether it was their choice) or a specific candidate (i.e., vote for a specific person) for any of
the above reasons. However, as Schumpeter has argued, a modern democratic system tends to
create its own conditions for its legitimacy, since “a competitive democratic system routinely
enables those in powerful political positions to manipulate and distort the political will of citizens”
(Held 2006, 156). The argument, therefore, has been made that legitimacy from different members
of a society differs in its importance: “as long as government and states are able to secure the
acquiescence and support of those collectivities that are crucial for the continuity of the existing
order....(such as financial interests, major worker unions, dominant electoral groups), public order
can be sustained” (Held 2006, 199).
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of a single ‘demos’ based on “common language, shared customs or a common
historical experience;” 22-30). Similarly, Scharpf (1999) argues that there exists
a tri-faceted deficit within the EU: “lack of pre-existing sense of collective
identity (corresponding to Beetham & Lord’s ‘identity deficit’), lack of Europe-
wide policy discourses (corresponding to Beetham & Lord’s ‘performance
deficit’), and the lack of a Europe-wide institutional infrastructure that could
assure the political accountability of office holders to a European constituency
(corresponding to Beetham & Lord’s ‘democratic deficit’; 187-9).

From the scholarship already presented, the foundations of the EU
democratic deficit are apparent. The Input approach includes arguments relating
to reduced direct and indirect participation by EU citizens in the policy-making
process, corresponding to Beetham & Lord’s democratic deficit or Scharpf’s lack
of EU-wide, fully accountable institutional structures. The Output approach
includes arguments relating to the perceived as regulatory nature of the EU and
its focus on satisfactory performance rather on representative policies,
corresponding to Beetham & Lord’s performance deficit or Scharpf’s argued lack
of EU-wide policy discourse (without which performance criteria cannot be
sufficiently constructed or implemented). After all, as Beetham & Lord (1998)
argue

all government is involved in producing binding rules and regulations for
those under its authority, and in distributing burdens and benefits between
them; and that since these activities involve coercion, restrictions on liberty
and the imposition of material costs on people, they require substantial
justification, both in terms of by what and whose authority the government

so acts (legitimacy), and what broader purposes and values are served by
its doing so (accountability; 123).

3 On the existence of a European demos, or lack thereof, see Nicolaidis (2004), who also
advocates for the existence of a European ‘demoi-cracy,’ i.e., the democratic co-existence of
multiple ‘demoi” under the following conditions: moving from a common identity to sharing
identities, moving “from a community of identity to a community of projects,” and moving from
“multi-level governance to multi-centred governance” (“horizontal sharing and transfer of
sovereignty;” 84-5). Accordingly, Chryssochoou (2000) devotes a substantial part of his research
in EU “demos-formation,” the concepts of ‘Gemeinschaft’ and ‘Gesellschaft’, etc. (80-104).
However, later developments in the field of the EU democratic deficit indicate a lesser degree of
importance attributed to consideration of relevant issues (following section of this chapter).
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As with legitimacy, accountability’ is also defined in this research as a
process within democratic governance, i.e., the set of (direct or indirect) methods
through which a government is held accountable for its performance (Strom 2003,
62). As opposed to the usual conceptualization of legitimacy, which is broader
compared to the one used within this research, the conceptualization of
accountability is often much narrower compared to the way presented in this
analysis, usually treated as a part, or a part of a part (e.g., Throughput) of
legitimacy, at least insofar as it offers legitimation to the democratic process. This
IS a broader and more generic view of legitimacy, under which essentially all
elements within a contemporary democracy can be perceived to offer, and hence
be part of, legitimacy (the question then becomes in what way and how
effectively). However, the aim of this research is a targeted and practical
application of the EU democratic deficit model in evaluating the impact the EU
integration has on it. As such, legitimacy is viewed as a process, i.e., from a more
practical and narrower perspective: the set of (direct or indirect) processes
through which authority to the government is granted and accepted by citizens’®.

In turn, then, accountability, also viewed as a process, is perceived as the
set of (direct or indirect) methods, through which a government is held
accountable for its performance (Mdiller et al. 2003, 62)'%.The emphasis here is
placed on the produced policies and their alignment, or not, with the interests and
specifications of citizens or other institutions, who then accordingly sanction or

reward policy-makers.

"4 The word originates from Latin “‘a’ (to) and ‘cunter’ (count) [...] traced back to 1085 and
William I of England, who ‘required all the property holders in his realm to render a count of what
they possessed’” (Berube et al. 1997, 9; Bovens 2010, 951).

> Naturally, in the broader view of legitimacy, the fact that the government can be held
accountable and potentially removed from office, is viewed as included in the reasons because of
which citizens accept the authority of that government (hence it is legitimate).

6 Accountability, similarly to legitimacy, has been used in a variety of other (than as a process)
ways, most of which are burdened with normative qualities or assumptions (e.g., accountability
as a virtue; Bovens 2010; Curtin et al.2011 throughout; Chryssochoou 2000, 57). In fact,
Chryssochoou (2000) goes so far as to argue that “the accountability construct (of a democratic
society) becomes the essence of democratic theory and practice...” (58).
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Accountability is often defined, primarily in terms of agent-principal
theory, i.e., as “one party... (being) an agent who makes some choices on behalf
of a principal who has power to sanction or reward the agent” (Strom 2003, 62).
It essentially means “being answerable to somebody else, to being obliged to
explain and justify (in)action — how mandates and contracts have been dealt with,
how authority and resources have been applied, and with what results” (Olsen
2013, 3-4). This is essential for a democratic governing structure. As
Chryssochoou (2000) argues, “continuously functioning big government should
be accompanied by effective and continuous mechanisms for holding government
into account” (57). Accountability as a process is more related to the performance
of a government, as opposed to legitimacy as a process, which relates to the
participatory process in electing said government. Without accountability “the
gap between popular expectation and governmental performance...will
dangerously widen, and popular sovereignty will remain a distant ideal”
(Chryssochoou 2000, 57).

Accountability is usually separated across two types: vertical, which
involves processes through which citizens hold the government accountable
(e.g.,, through elections), and horizontal, which involves competition between the
different governing structures (e.g.,, one branch of government holding another
accountable, such as parliamentary inquiries into government actions, judicial
oversight, etc.; Huller 2012, 252-3). It is worth noting that the primary method of
vertical accountability, i.e.,, the electoral process, is the same as one of the
primary methods for a governing structure acquiring legitimacy in a democratic
governing structure. Although the process is the same, legitimacy and
accountability involve different aspects of it. The electoral process, through elite
competition, political debates, voting, etc., bestows legitimacy in a
democratically-elected governing structure, i.e., citizens accept its authority on
them because of this process and the input they can have in it (regardless of the
votes or the outcome). However, this process also contributes to accountability:
the electorate has the ability to sanction or reward the governing structure through
voting. This does not focus on the citizens’ input itself per se, as does the

legitimacy aspect of elections, but rather on the mechanism through which
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citizens hold the governing structure accountable. Therefore, while legitimacy
and accountability are both included and expressed through the same electoral
process, each concerns a different aspect of it.

The last basic concept of democratic theory that is particularly relevant
for the EU democratic deficit is delegation. While not of the theoretical depth of
legitimacy or accountability, belonging much more to the operational or practical
aspects of the modern democratic system, delegation is pivotal. As Miller et al.
(2003) point out “the policy process in contemporary democracies...can be
viewed as a process of delegation” (19). Similar to accountability, delegation is
also examined in terms of principal-agent theory. It can broadly be defined as “an
act where one person or group, called a principal, relies on another person or
group, called an agent, to act on the principal’s behalf” (Lupia 2003, 33). Another
difference of delegation to legitimacy and accountability is its ‘ancestry’. While
the latter two concepts existed, mostly in their contemporary form, since ancient
times, delegation is a much more recent addition to the democratic system of
government.

During the resurgence of democracy, modern philosophers (John Stuart
Mill, Max Weber, etc.) found the Ancient Greek model to be difficultly
implemented in contemporary societies, at least in those larger than small towns,
primarily due to issues of number of citizens, geographic location, physical
limitations, and potential overshadowing of the able and the wise by an
uninformative majority. Due to the above, citizens would have to delegate
decision-making authority to representatives out of necessity (Held 2006, 85).
This was consistent with the move towards a more technically-oriented political
life, in which politicians became full-time professionals regulating relationships
among citizens, as opposed to citizens being politicians (section of this chapter
above). These philosophers, however, did not shy away from pointing out
potential problems that this process would involve, which have eventually
materialized (below). Both Alexis De Tocqueville and John Stuart Mill were of
the position that the ever-expanding government apparatus, on which a growing
number of individuals become increasingly dependent, coupled with the

increased efficiency of its administrative and scientific sectors, would become a
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threat to freedom and turn into “the dictate of the public administrator” (Held
2006, 83).

Again, similar to accountability, delegation can be vertical (from citizens
to the governing structure) or horizontal (inter-branch or inter-agency delegation;
Lupia 2003, 24)"". Several issues exist with both in modern democratic systems,
most of which also appear in the EU democratic deficit approaches. In terms of
vertical delegation, its frequent use and implementation parameters make it an
incredibly delicate process which is prone to multiple complications. From a top-
down approach, those governing may aim to pursue their own ideals deviating
from their mandate (policy drift), or their own material gain (rent-seeking; Muller
et al. 2003, 22; Strom 2003, 84). Non-policy motivations, i.e.,, agents simply
getting a ‘free ride’ (e.g., leisure-shirking’®)may also create issues (Strom 2003,
84). Governing structures also have powerful agenda-setting abilities, which can
lead to potential misinformation of or lack of focus on an otherwise important
issue by citizens (Strom 2003, 82-3). for its legitimacy on its own (Held 2006,
156). After all, after election into office, those participating in the governing
structure may choose to simply hide information that may jeopardize the
relationship with citizens (Strom 2003, 88; Miiller et al. 2003, 24-5;
Chryssochoou 2000, 69).

From a bottom-up approach, while citizens (as principals) can activate
both ex ante’ and ex post facto®® controls, in order to minimize so-called ‘agency

losses’8L, they are severely constrained both by the high cost of oversight of these

" Majone (1998) defines horizontal delegation as from government, such as independent central
banks and regulatory authorities,” and argues that this is usually justified under the “government
pro tempore” approach leading to commitments that are more credible than those connected to
the governing interval (e.g., longer-term than the electoral cycle; 15-17).

8 “To avoid or neglect (a duty or responsibility),” originally from German Shurke, which means
scoundrel (Berube et al. 1997, 1258).

" For example, contract design (e.g., constitution or election political party programs) and
screening mechanisms (e.g., candidates’” profiles; Strom 2003, 63; Lupia 2003, 48).

8 For example, monitoring (e.g., transparency) and institutional controls (e.g., judicial oversight;
Strom 2003, 63).

81 Defined as “the difference between what the principal wants and what the agent delivers”
(Mdiller et al. 2003, 23).
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controls and also, oftentimes, the amount of expert knowledge over the subject-
matter required (Strom 2003, 86; Mller et al. 2003, 23-4). In either case, citizens
are, in most cases, bound by temporal constraints in terms of being able to choose
different individuals (e.g.,, electoral cycle; Strom 2003, 88)%. Issues with
horizontal delegation usually occur when specific objectives and systematic
evaluation are lacking (Majone 2010, 158).

Democracy in the EU and the EU Democratic Deficit

Democracy in the EU has long been a focus of EU scholars as well as a
concern for EU politicians. While often presented as the most democratic of
international organizations (albeit, considering its structure and decision-making
authority, a comparative approach is somewhat questionable), it has been argued
that it still suffers from an extensive and substantial democratic deficit (Dahl
1999, 20-22 and Eriksen &Fossum 2000, 2). Bellamy & Castiglione (2000) argue
that “there is little doubt that the structure of European governance does not fully
conform to any meaningful interpretation of the many standard definitions of
democracy” (69). Historically, the predecessor of the EC — the High Authority of
the European Coal and Steal Community — had little accountability to the member
states, and the entire construct was focused more on appealing to political elites
rather to the general public (Majone 2012, 20). As Warleigh (2003) suggests, “the
founders of the EU...prioritized elite-centered welfare generation over popular
participation — technocracy over democracy” (16).

The first use in academia of the term ‘democratic deficit’ to describe
deficient democratic process in the EU was by British political scientist and
Professor David Marqueand in his 1979 book Parliament for Europe (e.g., 64-
65), throughout which he presented arguments mainly related to the need for an
increase in the role of the EP within the EU construct (Devuyst 2008, 254; Meny
2002, 8). Weiler et al. (1995) were also of the first to put forward the concept of

“the ‘Democratic Deficit’ of the Community,” offering what they termed the

8 As Held (2006) observes, the citizenry becomes increasingly unable to oversee such an
extensively, ever expanding bureaucratic government (83-4).
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‘standard version’ of its definition, according to which the problem is the transfer
of “many, and increasingly important, government functions [...] to ‘Brussels’
(and) [...] within the exclusive or concurrent responsibility of the Community

(15

and the Union” (what they termed as ‘inverted regionalism’ and ‘“its
delegitimization effect;” 6-7).

The literature on the argued deficit of democracy throughout the EU is
substantial, having begun since the 1970s and peaking during the 1980s (on
account of the Single European Act) and again during the 2010s (on account of
the Eurozone crisis; Guastaferro & Moschella 2012, 204; Schmidt 2013, 2; Hix
2008, 67). Of particular attention has been the expanding nature and
specialization of the EU in its decision-making capacity. As Schmidt (2006)
argues “national executives [...] have delegated to a range of EU institutions
authority over policy areas that used to be sovereignty-defining tasks of the
nation-state...” (55). Hence, there are concerns raised in terms of “bureaucratic
despotism” (Moravcsik 2002, 606).

Despite this long history, however, and much like in the case of
democracy across the field of democratic theory, a single, widely-accepted
definition of the EU democratic deficit is mostly lacking, primarily due to the
very existence of “rival understanding of what democracy is, and how it could be
best applied to the EU” (Warleigh 2003, 3; also, generally Follesdal & Hix 2006,
534-5). Currently, there are two main views encountered across the relevant
literature (Kyriakidis 2016c¢, 26).

The first view, also termed the ‘orthodox view,” focuses on the reduced
parliamentary input in the decision-making processes of EU institutions
(Chryssochoou 2000, 32; Schmidt 2006, 64-5). In other words, the democratic
deficit is “the absence or incomplete development of the institutions and practices
of representative democracy” (Majone 2010, 150). This definition echoes
arguments of democratic theory related more broadly to the decline of
parliamentary authority over the decision-making process in modern democratic
systems, due primarily to the increasing lack of ‘social responsibility’ of MPs, the
progressively more technical nature of legislation, and the rising global

interdependence of states, which lead to the empowerment of the executive
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(Chryssochoou 2000, 108-9). The second view includes a focus on an argued
between the preferences of the elites and the perceptions of citizens
(Chryssochoou 2000, 34). In turn, these elites “for the sake for decisional
efficiency, compromise the interests of their governments” (Kyriakidis 2016c,
27)%,

Chryssochoou (2000) manages to bridge these two, and other views to the
democratic deficit, explaining it as “an institutional deficit in general, and an
accountability deficit in particular: an apparent chasm between the powers of the
Union and their political responsibility to the directly elected representatives of
its citizens” (32). Based on this, and refining it, the EU democratic deficit is
perceived in this research as lack of participatory practices (either direct or
indirect), and related institutional mechanisms, leading to an eventual
misalignment of outputs produced compared to citizens' preferences, at the
supranational (EU) level. This is concurrent not only with the above, but also with
the three approaches to EU democratic deficit: Input, Output, Throughput. These
approaches analyze issues relevant to the aforementioned observations: level of
input by citizens and decision-making authority of supranational representative
institutions (Input), institutional processes and safeguards (Throughput), and
alignment (or lack thereof) of policy outputs with preferences of EU citizens or
with protection of their rights (Output).

The majority of the scholarship relevant to the EU democratic deficit
focuses on distinguishing between the above three different approaches
(Papadopoulou 2017, 65-6; Crum 2020). The distinction between Input and
Output — the two more traditional approaches — first originated® in the work of

noted scholar Fritz Scharpf, who argues:

8t is interesting to note that, while mostly perceived as external, there have been arguments
relating to the endogenous nature of the democratic deficit to the EU (aside from its historical
‘ancestry’) through what is termed the “Monnet method of integration by stealth” (Majone 2010,
159). By introducing a ‘fait accompli’ character to EU integration (thus rendering any opposition
pointless), and through the lack of precise knowledge of the process, it becomes possible to
proceed with such integration without necessarily having the consent of the citizenry (Majone
2010, 159; also Rosamond 2000, 53).

8 Naturally, input and Output as concepts of a political system have been used in a wider variety
of conceptualizations. An example is their existence and, admittedly similar to the EU democratic
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| have described these as input-oriented and Output-oriented legitimising
beliefs /.../ Input-oriented democratic thought emphasizes government by
the people. Political choices are legitimate if and because they reflect the
will of the people... By contrast, the Output perspective emphasizes
government for the people. Here political choices are legitimate if and
because they effectively promote the common welfare of the constituency in
question (Scharpf 1999, 6).
Throughput has been a much more recent addition, primarily developed by noted
scholar Vivien Schmidt®,

In the Output approach, the main argument is that more ‘democratization’
of the EU would lead to less efficiency, an element which is, as it is argued, the
most primary purpose of the EU (Papadopoulou 2017, 70-1; Moravcsik 2008,
340)%. The existence of a democratic deficit, chiefly involving lack of citizen
input, in EU decision-making processes is not denied per se, but it is suggested
that “whether by design or effect, this input can and should be sacrificed to
achieve the desired Output, which increased input might often have damaged”
(Kyriakidis 2016b, 213)%. Proponents of this approach further argue that, not
only would increase input lead to less efficiency, but also that it “would almost
likely undermine... popularity and trust without generating greater public
accountability” (Moravcsik 2008, 340), i.e., “politicization would lead to
redistributive rather than Pareto-efficient outcomes” (Follesdall & Hix 2006,
538). An outcome is Pareto-efficient “if it the case that compared with it, no one’s
utility can be raised without reducing someone else’s utility;” this is essentially a

positive-sum policy situation (Sen 1995, 521), as opposed to a redistributive

deficit, use, in political systems theory, in which input is seen as processes of demand and support,
and Output as “decisions and actions of the authorities (Easton 1965, 26-32).

8 As Schmidt (2013) admits “(Throughput) has not usually been part of normative theorizing
about EU legitimacy, ... (it) has sometimes been discussed in Output terms, where particular
institutional or discursive processes are seen as preconditions for better Output..., and occasionally
in input terms, where certain institutional processes or deliberative interactions are preconditions
for better input...” (14).

8 1t is also argued that increased participation would not necessarily lead to the creation or
reinforcement of an EU political community (Moravcsik 2002, 615 and 2008 338).

87 Proponents of the Input approach strongly disagree with a purely Output-based evaluation of
the EU (e.g., Eriksen 2000a, 43).
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outcome, where resources would be reallocated, resulting in a zero-sum policy
situation (some would be worse off and some better, toward equilibrium). That
could be detrimental for the EU, an organization argued to be merely facilitating
inter-member state relations (Warleigh 2003, 16).

As such, the EU is argued to be an organization of a highly technical
nature — a regulatory agent (e.g., Bredt 2011, 41) — lacking decision-making
capacity on redistributive policies that have high threshold requirements for
citizen input, such taxes or social welfare (Moravcsik 2002, 607-8 and 2008, 333).
Instead, it is argued that issues on which the EU has competence over, exactly
because of their highly technical character, are not electorally salient, i.e., the
public was never expected to, and is not interested in deciding on technical issues
(Majone 2010, 157; Hobolt 2012, 90). This is also argued to be the explanation
behind the seemingly “apathetic electoral behavior of EU citizens” (Kyriakidis
2016¢, 32). In either case, it is argued that “technocratic expertise in technical
policies is superior to the knowledge, or willingness of participation of citizens
(on account of the high costs involved),”and independent technocratic institutions
can prove much “more impartial and less prone to biases or pressures by powerful
national minorities” (thus avoiding the risk of a ‘tyranny of the majority’;
Moravcsik 2002, 614).

It is interesting to note here that one of the most prominent scholars in EU
studies, and perhaps the main advocate of the approach, Andrew Moravcsik, in
2002 went so far as to argue that would not include any new policy areas because
of clear limitations in terms of “fiscal, administrative and legal authority”
(Moravcsik 2002, 608). Considering the above, it is argued that, as issues that are
subject to EU authority, are mostly regulatory in nature, there is no need for
further ‘democratization,” since this would only be necessary if and when
redistribution occurred (Majone 2003, 5). This is consistent with the argued
unwillingness of member states “to surrender their decision-making authority in
important policy realms such as welfare and education,” which is shared by
citizens since, for example, “social policy, which includes a great amount of value
judgements, is considered a fundamental function of the state” (Kyriakidis 2016b,
214).



80

Throughout this line of argumentation, the substantial influence of market
regulation theory becomes clear (perhaps unsurprising, considering that the
second main advocate of the approach after Moravcsik, albeit with some
differences, is Giandomenico Majone, a noted regulation theory scholar).
Limited policies which have a Pareto-optimal and not a redistributive outcome
(and are often geared towards correcting market failures) are argued to be best
made by non-majoriatrian/independent institutions. These institutions, the
argument goes, would be more impartial in protecting the interests of EU citizens,
being politically insulated and legal obligated (Majone 1998, 22-3).

Proponents of the Output approach also argue that further
‘democratization’ is unnecessary not only because of the nature of policies
impacted by the EU, but also because the accountability obtained under the
indirect representation of EU citizens through their governments at the EU level
is sufficient and effective (Moravcsik 2002, 607)%. As Moravcsik (2002) argues,
“a more important channel (of democratic accountability) lies in the
democratically elected governments of Member States, which dominate the
...structure of the EU” (612; also, Moravcsik 2008, 334-6). Similarly, Scharpf
(2009) suggests that even under Qualified Majority Voting (QMV), “consensus-
seeking practices are so effective, that politically salient national interests that are
vigorously defended by the respective governments are rarely overruled” (182).
In any case, usually EU policies are highly fragmented, hence offering a wide
variety of alternatives for member states who may not wish to participate, and the
EU-level policy proves has many checks and balances (Moravcsik 2002, 609).

Finally, the Output approach includes arguments relating to the

overoptimistic standards usually employed to evaluate democracy within the EU,

8 This argument constitutes the most major difference between the two main proponents of
Output, Moravcsik and Majone. Majone (1998) remains considerably more reserved in terms of
the efficacy of indirect control through member states’ governments, suggesting that “such
indirect legitimation cannot provide an adequate normative foundation for its (the EU)
supranational component” (12). In agreement with the broader Output-based arguments, however,
Majone (1998) argues that adequate democratic safeguards are derived from the EU institutions’
contribution to protecting economic, social, etc., rights, possibly even against governments of
member states and in favor of EU citizens (13).
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without taking due account of, or even underestimating, the amount of delegation
in national modern democratic systems (Auberger & Iszkowski 2007, 274).
Criticisms, then, related to the quality of democracy at the EU level are argued to
be no more different than those aimed at the national level; in fact, it is further
argued that the EU ranks better compared to its member states across most of the
criteria employed (Moravcsik 2008 332-340).

The Input approach seems more concurrent with the republican tradition
of democracy, recognizing the value of the Output of policies but, at the same
time, placing the primary emphasis on “the input (or lack thereof) of citizens
which is necessary to produce the proper outputs” (Scharpf 2009, 188; Kyriakidis
2016c¢, 28). As Bellamy (2010) suggests, “what counts is being included in the
process...and not feeling permanently excluded” (5). Proponents of this approach
advocate for the application to the EU of the same standards of democratic
governance as those applied to member states (Follesdal 2006, 443;
Chryssochoou 2000, 63)8 . The main argument of this approach can be
encapsulated in the phrase “democratic legitimacy does not stem from the
aggregation of the preferences of all, but from the deliberation of all”” (Eriksen &
Fossum 2000a, 18). Decision-making based on deliberation and consensus,
subject to party and policy competition®, are all key elements of the democratic
system, regardless of the level in which this system exists (Follesdal & Hix 2006,
549-51).

8 This is a point of strong disagreement with Output. Aside from employing overambitious
standards (as outline in the Output sub-section of this chapter), Majone (1998) suggests that
majority rule is different than democracy; the latter includes many non-majoritarian institutions
and other entities of similar nature (10).

% Primary emphasis is placed on competition in Input. As Follesdal & Hix (2006) argue, “if
citizens cannot identify alternative leaders or policy agendas, it is difficult for them to determine
whether leaders could have done better or to identify who is responsible for policies” (548). As
Scharpf (2009) further argues, it might be difficult to adopt legislation on a supranational level,
on account of demanding voting and deliberating procedures, but, once enacted, such legislation
not only supersedes any relevant national legislation, but is potentially much harder to abolish
than it was to enact it (182). The above lack in opposition can also create adverse collateral effects
as “it is precisely because there is no visible quasi-official ‘opposition’, that citizens cannot
distinguish between opposition to the current EU policy regime and opposition to the EU system
as a whole” (Follesdal & Hix 2006, 548-9).
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Proponents of the Input approach further argue that the EU has developed
considerably from its original nature as a mere facilitator, gaining the ability to
influence virtually all policy areas of the national level (at different degrees;
Chrysogonos 2016). As such, the EU has now come to affect a wide range of
redistributive policies moving away from a purely Pareto-optimal system, which,
in turn, makes effective citizen input of great importance in ensuring the quality
of democratic governance (Follesdal & Hix 2006, 543-552). Even if the EU is
supposed to produce policies that are highly technocratic and beneficial to EU
citizens (as the proponents of the Output approach suggest), it is argued that their
preferences are not fixed and, so, in either case, participation would be required
in order to determine those preference, in which case additional input by citizens
would also ensure that the EU policy-making structure remains responsive to the
needs of citizens (Follesdal& Hix 2006, 545-9; Auberger & Iszkowski 2007,
274). Indirect accountability is argued to be insufficient in maintaining
responsiveness of policies, since due to voting procedures (e.g., QMV), etc., it is
rather limited at the EU level: a government could have voted in accordance with
the preferences of its electorate at the CEU, and a different outcome for the entire
EU, including that electorate, could still be decided.

It is additionally argued that independent technocratic institutions are not
necessarily or automatically better equipped or more objective in producing
effective policies compared to majoritarian-based institutions (Bellamy 2006,
737). In fact, technocratic and expert institutions can be even more prone to
influence by lobbies or interests, or may often simply “overlook issues that are
legitimate worries for ordinary folk” (Bellamy 2006, 740; Follesdal & Hix 2006,
546). The benefits of insulating some institutions from representative or
majoritarian influence within the modern democratic system is recognized, but it
is argued that those would have to be limited, both in number and purpose, and
would to enjoy sufficient justification for such insulation (Follesdal & Hix 2006,
542-3).

Scholars of the Input approach also place considerable emphasis on the
need for a substantial enhancement of the EP’s powers, which are currently quite

limited, especially when compared with the powers of other technocratic or non-
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majoritarian supranational institutions, such as the EC and CEU (Majone 1998,
7-8). This is argued to also require an increase in the awareness of supranational
policy issues, and EP elections, among EU citizens. As it currently stands, EU
elections are regarded as secondary (at best) to national elections, which presents
major challenges in terms of elite and political party competition (Hix 2008, 70).
This leads, inter alia, to reduced voter turnout rates for EP elections, an issue that
most Input scholars®® argue is owed to the lack of a single coherent demos®
which is necessary to turn the entire EU into a political community
(Chryssochoou 2000, 81-91). Finally, supporters of the Input approach argue that
the EU suffers from a policy bias that favors neoliberalism and negative over
positive integration, failing to effectively implement a social policy agenda and
protect rights of EU citizens (Moravcsik 2002, 617; Majone 1998, 13)%.

Finally, there is the Throughput approach, which is a later addition to the
EU democratic deficit scholarship and “covers what goes on in between the input
and the Output” (Schmidt 2013, 14). Noted EU scholar Vivien Schmidt, who
introduced it as an addition to the EU democratic deficit literature alongside Input
and Output, argues that “it (Throughput) is a necessary accompaniment to Output
and input legitimacy, by ensuring people’s trust that the rules are being applied
fairly, in the spirit as much as the letter of the law, in ways that are responsive to
citizens’ input demands while ensuring the best possible policy Outputs”
(Schmidt 2020, 25 and 31). The approach essentially focuses on the processes of
the EU decision-making mechanism, and their quality. As Schmidt (2013)
highlights, Throughput “is process-oriented, and based on the interactions —
institutional and constructive — of all actors engaged in EU governance” (5; also
Schmidt 2016, 1033). It “focuses on the quality of the governance processes of
the EU,” emphasizing institutions’ efficacy, accountability, inclusiveness,

transparency, and openness, analyzed in terms of either their outcomes or their

%1 Eriksen & Fossum (2004, 437-442), Schmidt (2013, 4), etc.
92 On the ‘demoi-cracy’ approach, see footnote 80 supra.

%Moravcsik (2002) counter-argues (albeit 18 years ago), that this is only possible in few policy
areas, in which it largely has not happened (618-9).
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ideational perspective, i.e., their more constructivist aspect (Schmidt 2013, 5-8
and2 016, 1033).

Considering the intense focus on processes, unsurprisingly Schmidt
(2020) cites David Easton’s political systems theory as a major influence in
developing Throughput (31). Easton (1965), viewing political life as a “system of
behavior imbedded in an environment to the influences of which the political
system itself is exposed and in turn reacts,” argues that it can be eventually
interpreted as “a complex set of processes through which certain kinds of inputs
are converted into the type of Outputs we may call...policies, decisions,” (17).

The approach seems to also draw heavily on the broader field of legal
theory®* and rules, and the concepts of ‘procedural due process’ and ‘process
values’. As Summers (1997) aptly argues “rules are of special importance. [...]
(they) are the main legal instruments for authoritative embodiment not merely of
essential civic policies such as community peace, order and safety, but of all kinds
of problem-specific policies (1173-4). In terms of the process value of these rules,
that refers to the “standards of value by which we may judge a legal process to be
good as a process, apart from any ‘good result efficacy’ it may have” (Summers
1974, 3). He further explains:

a process may also be good insofar as it implements or serves ‘process values’
such as participatory governance and humaneness®. These forms of goodness

% The interpretation of ‘law’ within this approach is rather broad, and is not confined to merely
legalistic procedural elements, hence including processes such as elections, legislatures, the state
as an entity, etc. (Summers 1997, 1173). Accordingly, Fuller (1969), a pioneer in the morality of
law, and a teacher of Summers, defines law even more broadly as “the enterprise of subjecting
human conduct to the governance of rules [...] this view treats law as an activity” (106). For Fuller,
rules in an ideal legal system must be: general, so as to be implemented across the board (with
exceptions), public, proactive (not retroactive), understandable, congruent in their actual
administration with the way they are formulated, not contradictory, not changed constantly, and
not requiring actions that are impossible for those to whom the rules are addressed (Fuller 1969,
37-8 and 41-2).

% Summers (1974) also identifies timeliness and procedural rationality (e.g., the existence of
Parliament committees that analyze proposed legislation prior to its final form, thus improving
their responsiveness and efficacy; 17). Overall, he identifies ten legal process values: participatory
governance (input by citizens in various forms), process legitimacy (legal, political, moral),
process peacefulness (elections, courts, etc., that secure peaceful governance), humaneness and
respect for individual dignity (e.g., prohibition of torture), personal privacy, consesualism
(potential to refuse participation in various processes, such as elections), procedural fairness (e.g.,
equality regardless of income or race), procedural rule of law (existence of rules and of procedures
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are attributable to what occurs, or does not occur, in the course of a process.
They are thus process-oriented, rather than result-oriented (Summers 1974,
13).

He proceeds to identify eight features of (legal) processes that can be examined:
how the process begins and who is authorized to initiate it, the various stages it
has to go through, what activities are included in each of these stages, who can
participate and in what way in each of these states, any reviews of the process or
“any veto on its outcomes,” how is the process sanctioned, how is the process
conclude it and who can terminate it, and what are the criteria for choosing the
individuals participating in the process (8).

Throughput includes the following four basic elements: efficiency of
decision-making processes, accountability of actors involved in those processes®,
transparency of information, and inclusiveness to deliberation and consultation
(civil society; Schmidt 2013, 6-8 and 2016, 1038 and 2020, 32). These elements
are based on institutional and constructivist perspectives to EU decision-making.
The former places emphasis on efficiency, transparency and accountability, as
well as “the intermediation processes through which citizens organized in interest
groups have a direct influence on policy making,” based on pluralist and
associated-democracy theoretical approaches (e.g., Robert Dahl; Schmidt 2013,
15). An example is the EC’s recent (post-1990s) attempts to include civil society
(special interests, activists, etc.) to its policy making (Schmidt 2013, 15). The
later (constructivist perspective) places emphasis on the deliberative aspect of the
decision-making processes, highlighting that they can be “a ‘counter-sSteering
mechanism’ ensuring that citizens’ community power is adequately channeled in

societal and administrative decision making, thereby improving accountability”

to ensure officials follow these rules), procedural rationality (settle affairs through reason rather
than arbitrary action), and timeliness and finality (e.g., legal procedures may be outdated and thus
untimely; 20-7).

% |t is worth noting here that accountability in Throughput is specific to the actors involved in the
decision-making process only, and thus is of different magnitude than accountability as a process
of democratic governance, as also examined within this research, which addressed the entire
process of democratic governance, and not only the actors involved in policy-making (see above
subsection of this chapter on accountability).
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(one example is the comitology consultative process of the EC; Schmidt 2013,
17).

Albeit arguably analyzing the middle space between Input and Output,
Throughput seems closer to the former, with Input scholars often echoing similar
arguments relating to processes (Schmidt 2006, 29)% . For example, Eriksen
(2000) argues that “...both procedures for deliberation and for decision-making
are required [...] Certain procedural norms and institutional settings are
required...” (61-2). Follesdal & Hix (2006) also contend that “institutional design
(and), not policy outcomes,” should be the main focus of a democratic society
(548). There are, however, other Input scholars that are more reserved, such as
Bellamy & Castiglione (2000), who argue that “...democratic legitimacy depends
on a thick network of institutions more than on thin procedural rules” (78).

Evaluating the EU democratic deficit

From the analysis of the relevant scholarship on the EU democratic
deficit, a number of observations can be made. Firstly, most scholars, regardless
if they are in favor of Input, Output or Throughput, do not seem to question the
existence of a democratic deficit within the EU per se. Rather, the differences
between these three approaches center on the extent of such deficit and, primarily,
its importance and impact on the quality of democratic governance within the EU.
As Borzel (2020) suggests, the approaches provide “an assessment or normative
criteria [...] they do not explain why the EU has a democratic deficit or not.” As
such, it appears that each approach draws from a different process of democracy
in the broader field of democratic theory, as those processes are presented above
(legitimacy, accountability, delegation), and places emphasis on different

elements.

% The legal-theory concept of ‘process values’, from which Throughput heavily draws, also seems
to similarly ‘tilt” more towards Input than Output (although both are important; the latter is termed
“process value efficacy;” Summers 1974, 27-8). Summers (1974) suggests that a process,
although and even despite its deficient result efficacy (Output), may, nonetheless, be in itself good
(e.g., while legislatures oftentimes create bad laws, their democratic, participatory features are
important in themselves; 18).
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In the Input approach (for the main arguments also see Figure 2 below),
the process of legitimacy is of primary concern. It is argued that the EU has
expanded into a number of areas of policy-making, many of them of a highly
redistributive nature for EU citizens. As such, reinforcement of the various input
outlets is necessary in order to ensure that EU decision-making and policy
implementation remain legitimate. Without such reinforcement, with the current,
arguably low, levels of elite competition, deliberation, and representation (EP),
especially when compared to the policy-making capacity of other EU institutions,
EU democratic governance remains substandard and leads to single-track policy
paradigms (neoliberal bias). The emphasis here is placed on the authorisation by
citizens to policy-makers, and the way it is provided in order for the relevant

policies to be accepted.



88

Figure 2: Main arguments of the Input approach.
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insufficiently capable of implementing a social policy
paradigm.

* There is a considerable deficiency of representative

aspects of democratic governance, evident primarily in
the small role of the EP (especially compared to other
EU institutions) and the lack of participation in EP
elections.

In the Output approach (for the main arguments also see Figure 3 below),

accountability is of primary concern. It is worth highlighting that Scharpf (1999)

has also made this connection, placing (electoral) accountability as the first

mechanism of output-oriented legitimizing mechanisms (13-4). The emphasis is

not placed on increasing input, which is argued to be, at best, unnecessary and, at

worst, detrimental to the efficiency of the EU, considering the otherwise highly

technical and non-redistributive nature of EU policy-making (Pareto-optimal,

cooperation-based formulation of policies. Rather, what is important for the EU

is the production of satisfact

ory outputs, primarily by independent, technocratic

institutions that are, as is argued, more independent and impartial compared to
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those subjected to majoritarian forces. The production of these policy outputs is
the important issue for maintaining the quality of democratic governance within
the EU. The emphasis, then, is placed on the outputs of policies, and how fitting

these outputs are for EU citizens.

Figure 3: Main arguments of the Output approach.

The main purpose of the EU is to facilitate cooperation

between member states; it lacks any substantial policy-

making capacity on reditributive or electorally-sallient
policies.

Considering the above, any further ‘democratization’
(increase in input), would lead to a decrease in the
efficiency of the Pareto-optimal output produced and
would, thus, actually adversely impact the EU's role.
A

Indirect representation and oversight through national
governments is sufficient. In any case, the protection of
EU citizens' rigths by EU institutions provides the
necessary legitimation required.

Output

Technocratic institutions are more independent, impartial,
effective, and politically insulated when dealing with
highly technical issues and policies, comapred to
majoritarian ones.

Criteria used to evaluate the EU are often too idealistic
and unfit even for an evaluation of the democratic systems
of member states.

Lastly, in the Throughput approach (for the main arguments also see
Figure 4 below), the process of delegation is emphasized. What is of primary
importance is the different ways through which policies are formed and decisions
are taken, aside from the input of citizens or the correct alignment of policies
produced. In this approach, the emphasis is on the efficiency of the decision-
making process, the oversight of actors involved in the process (accountability),
the transparency of information, and the inclusiveness of stakeholders to
deliberative and consultative stages of this process. Without these safeguards,
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even with proper input and output, the ‘black box’ in between would still

adversely impact the quality of democratic governance.

Figure 4: Main arguments of the Throughput approach.
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It is the case that a fully evaluative framework for the EU democratic
deficit (per se) is lacking. One of the most notable, and perhaps comprehensive,
approaches to evaluating democratic deficiencies within the EU operating
framework was that by Lord (2004), who chose to apply the democratic audit
framework developed by David Beetham for the UK to the EU (see section of
this chapter above on legitimacy, accountability and delegation; 1)%. This
approach definitely presents multiple advantages, not least in actually empirically
evaluating democratic governance within the EU and in arguing for the
consideration of whether “processes by which Union institutions are formed
themselves” are democratic. However, this framework provides for a specific
overview of democracy within the EU, examining issues such as citizenship,
constitutionalism, input by national parliaments, etc., alongside issues of
legitimacy, accountability and delegation (Lord 2004, 28-9).1t is substantially

limited by applying a purely national-based democratic audit model to the EU

% Crum (2020) highlights that a simple transference of a model developed for a well-established
parliamentary democracy to the EU may be somewhat problematic.
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and, therefore, presupposes a certain view not only of democracy but of the EU
itself. It is worth noting that Lord (2004) does not even make any direct references
to the EU democratic deficit literature.

Conversely, the scholarship on the EU democratic deficit includes
discussions about the potential democratic shortfalls of the EU in light of different
views of the EU construct itself. As such, it addresses democratic governance
within the EU in a more comprehensive manner, not simply evaluating it against
specific indicators, but debating on its overall purpose and extent. Furthermore,
it is clear that Lord’s evaluation is, at its essence, based mostly on the arguments
highlighted by scholars working on the EU democratic deficit, drawing again
from the broader democratic processes of legitimacy (e.g., Lord’s representation),
accountability, and delegation (e.g., Lord’s consent; Lord 2004, 28-9 and 74-5).

Similarly, in a more recent attempt to address the empirical and evaluative
aspect of the literature, Kyriakidis (2016c), applying Jupille et al.’s (2003) model
of theoretical dialogue of additive theory based on complementary domains of
application®®, often used in terms of evaluation of EU integration theories (e.g.,
loannou et al. 2015), attempts to construct an a single, empirical, evaluative
framework that is based on the existing...literature and relevant approaches”
(Kyriakidis 2016c¢, 42). As with Lord’s approach, Kyriakidis also attempts at
creating a unified framework for evaluating democratic governance within the
EU, reliant (albeit more so than Lord’s) on the EU democratic deficit.

The above attempts are certainly useful, but a unified approach to
evaluating democratic deficiencies within the EU is perhaps premature, too
theoretically ambitious and, in either case, somewhat limited. However,
considering the fact that there is a unified body of scholarship on the EU
democratic deficit, the approaches outlined therein could serve as benchmarks for

evaluating EU measures and, in more specifically in this analysis, the Eurozone

% This model “provides a synthesis of the empirical aspects of..approaches in a unified
framework, always maintaining their distinctive theoretical characteristics and integrity,”
sidestepping an argued limit on over-discussed theoretical issues in order “to develop a basis for
empirical analysis” (Kyriakidis 2016, 42). The model requires common ground between the
theories used (common terminology, etc.), extensive analysis of the similarities and differences
of each theory, and preservation of each distinct theory (Kyriakidis 2016c, 42).
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crisis measures. In other words, the aim of this research in relation to the EU
democratic deficit is to evaluate these measures, and the resulting EU operating
framework, in terms of the deficit approaches. Has Input, Output or Throughput
been more prevalent? What does the adoption of each of these measures mean for
the EU democratic deficit as seen through these three approaches? This is a much
more focused and targeted application of the EU democratic deficit literature,
essentially using the deficit approaches as lenses through which to ‘see’ the crisis
measure. Although perhaps more limited theoretically in relation to previous
attempts, it nonetheless is highly advantageous as it can offer greater specificity
and research outcomes of better evaluative quality.

Considering all the aforementioned elements, in order to evaluate the
impact of the crisis on the EU democratic deficit, and drawing from contributions
of existing approaches, a set of qualitative thematic areas is constructed through
a reorganization of the relevant democratic deficit scholarship to identify
common themes examined across the three deficit approaches (Input, Output,
Throughput), as those have been examined above. These areas, which will
constitute the ‘prism’ under which the crisis measures will be evaluated, are
qualitative in nature; there are no specific answers or restrictions in the breadth
of analysis. Rather, these areas set the overall subjects of analysis of the
democratic deficit scholarship and its three approaches that will be used for each
measure, its adoption, and its implementation. In essence, the common elements
across all three deficit approaches will be extracted and reorganized into thematic
areas that can be used to conduct an empirical evaluation of the impact of the
measures.

Across all three approaches, a major area of analysis is the ability of EU
institutions, and the EU level more generally, to affect electorally salient national
policy areas with redistributive effects that are oftentimes of a sensitive nature for
member states (e.g., taxation or defense). Input scholars argue that this has
become the norm, while Output scholars that this is not the case and that, in fact,
member states would be highly unwilling to ever allow this to happen. Within
this area, there are two major points of focus. The first, and most obvious one, is

the number and type of policies that the EU has authority over. There is a second
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point of focus, however, that is less apparent: the level and conditions of
delegation involved in this process. This focuses on the process aspect of EU
policy-making, and hence is related more to the Throughput approach, as well as
the argument of the Output approach that indirect democratic oversight through
relevant channels at the national level (e.g., during elections, the EU policy-
making of a national government can be properly sanctioned or rewarded by
citizens of a member state). In other words, it is not sufficient to examine whether
the EU has acquired capacity over more policy areas, and the redistributive nature
(or lack thereof) of these areas, but rather the process under which this capacity
has been acquired, and the conditions of delegation involved either from the
national to the EU level or between different institutions at the EU level, must
also be analyzed. This is an issue that directly affects the way policy is made, and
thus is pivotal in determining how the crisis measures impact the democratic
deficit.

Another major area of focus is the influence of majoritarian or
representative institutions, either in the decision-making or policy-
implementation stages. This builds directly on each approach’s arguments related
to the first area of focus (above). Input and Output scholars focus primarily on
the role of the EP and EU elections. The former argue that the EP has a very
limited ability to substantially impact policy-making, especially when compared
to the increased ability of other, technocratic, non-representative EU institutions,
such as the EC and the ECB and that EU elections are considered second-order
compared to national ones. These adversely impact on the input that EU citizens
can have, and creates a non-competitive policy environment that has limited or
no policy alternatives from which to choose. This is considered unacceptable,
especially considering the argued augment in the ability of the EU to affect
electorally salient and redistributive policy areas (above). The latter scholars
suggest that, while the observations related to the EP and EU elections may be
valid, an increase in their policy-making capacity and electoral salience would
not only be pointless, since the EU does not affect redistributive policies and

member states would be unwilling to permit that to happen (above), but could
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adversely impact on the argued Pareto-optimality and compromising nature of
EU policy-making, argued to be the primary purpose of the EU.

The third major area of focus is the direction of EU policy-making. Here,
the Input approach includes arguments related to the one-sidedness of EU
policies, including mostly a neoliberal mix, coupled with increased absence of
alternatives (above). This is argued to result in failure of the EU to promote or
sufficiently defend a social policy model, which could otherwise lead to
improvement in legitimacy. Conversely, Output scholars argue that the EU does
effectively protect the social, economic, and sometimes even political, interests
of its citizens, which can compensate for the lack of effective indirect, national
level-based, democratic oversight. In either case, it is argued that EU technocratic
institutions are both better equipped (considering the intensely technocratic
nature of EU-affected policies) and more protective of EU citizens, as they are
more transparent and more impartial compared to majoritarian or representative
institutions. This also touches on the Throughput approach, in terms of the
transparency and impartial nature of EU institutions. Figure 5 below presents all
of the issues raised by the three EU democratic deficit approaches, reorganized
into the three main focus areas that will be used to evaluate the crisis measures,
as those are described above.



Figure 5: Reorganization of issues in Input, Output, Throughput.
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Itis clear that the analysis of the EU democratic deficit scholarship is more
extensive and in-depth compared to the detailed overview of the three grand-level
EU integration theories, including the innovation of reorganizing the three
approaches into thematic areas that can be employed to evaluate the impact of the
measures on the deficit. But, similar to the integration theories, and after having
reorganized the three approaches into thematic areas that are appropriate for
empirical evaluation, a guide of expectations in relation to the crisis measures is
necessary, in order to conduct a targeted examination. The expectations are sorted
according to each of the three reorganized thematic areas, considering, at the same
time however, the elements of each of the three approaches that are included in
those areas. Naturally, as the areas and evaluation to be conducted, are qualitative
in nature, the expectations outlined are general, in order to allow for
differentiation across the crisis measures. Exact enumeration of every specific
possible expectation would include a vast number of hypothetical or
counterfactual situations, leading to an unnecessary restriction of the analysis and
possible exclusion of important issues. The overall theme is a temporal and level-
based comparison, i.e., a comparison with the previous status quo and a
comparison with the authority at the national level.

The first thematic area of the reorganized deficit scholarship includes an
analysis of the EU level’s ability to impact more national-level policies, or more
redistributive ones, or increase that ability. It also includes the extent and the
quality of delegation from the national to the EU level. The EU level comprises
of the following institutions: EC, CEU, European Council, ECB, and, indirectly
(since they utilize the EC and ECB for relevant tasks) EFSF SA and ESM. For
each of these institutions in each of the crisis measures, the type and number of
policy areas that they can impact is examined, particularly in relation to the
number and type of policies they could impact before. In terms of the type, of
interest is, primarily, the redistributive effects of the policies affected, but, also,
their sensitivity for national policy-making. For example, augmented ability of
the EU level to influence the budgetary process or social or tax policy of member
states is new and is of a clearly redistributive nature. Impact on education policy

is new (expanded breadth), but is not necessarily redistributive. Impact on defense
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policy is new and, while not redistributive, is highly sensitive (national security)
for a member state.

This area also includes the manner through which the above areas are
affected. The EU is not a separate organization from its member states, so all
authority it acquires is delegated from the national to the EU level. But how does
that delegation work? The analysis here includes the way through which the
aforementioned institutions impact the policies they do in the crisis measures. For
example, even if the EU level was delegated authority to impact the budgetary
process of member states through the measures, how far does this delegation
extend and what is the balance between the authority of the supranational and
national level? Does the EC have limited delegation, such as issuing a mere
opinion, or has it been delegated the authority to directly approve the budget? For
example, are supranational decisions binding on the national level, and, if so, how
far? How is oversight and accountability enforced, either from the national to the
EU level, or, horizontally at the EU level? Does the delegation ensure certain
conditions, such as stakeholder participation or transparency? All the above are
questions to be answered when evaluating the crisis measures against the first
thematic area of the deficit.

The second thematic area concerns the influence majoritarian or
representative institutions. Here, the primary focus is on the EP and, to a lesser
extent, national Parliaments, only insofar as the crisis measures at the EU level
are concerned. The main element to be analyzed is the ability of the EP not only
to influence policy more broadly, but to also have input in other aspects of the
decision-making process, such as oversight and accountability, in the crisis
measures. This can be expressed in a number of ways, such as participation in the
EU legislative process, participation in the processes of financial assistance,
oversight of other actors, etc. In addition, a comparison of the above with similar
elements of other EU institutions — particularly those of a technocratic nature,
such as the EC — will yield results into how much decision-making authority the
EP has not only in absolute terms, but also comparatively. Has the EP become,
overall, stronger or weaker, either when examined alone or in comparison with

other EU institutions? Similar observations will be made in relation to national
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Parliaments, always, however, in relation to the crisis measures at the EU level.
In a supporting capacity, examination of other possible majoritarian processes
that may exist in the crisis measures will also be conducted.

Finally, the third thematic area concerns the direction of policies
implemented and how these policies impact on the interests of EU citizens. In this
case, the relevant deficit literature includes arguments related to a neoliberal bias.
Was this the case in the crisis measures? In addition, were EU citizens’ rights
effectively protected or not? Here, there will be attention not only to the measures
themselves, per se, but also to judicial precedent (as always, at the EU level)
regarding their implementation and the conduct of institutions participating. For
example, if supranational institutions are found to have increased delegation, has
this led to potential disregard of EU citizens’ interests, particularly as protected
under the EU Treaties, or did they manage to protect the interests of EU citizens

more effectively compared to representative institutions?
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4. RESEARCH METHODS AND DESIGN

Research design

The overall aim of the research is to examine the impact of the mode of
the EU integration process on the EU democratic deficit at the EU level.
Accordingly, the research question is: How do the modes of the EU integration
process impact the EU democratic deficit? The overall argument is that there is
indeed a connection between the mode of the EU integration process and the EU
democratic deficit. To address this arguably extensive and broad subject, the case
study of the Eurozone crisis measures is used, at both the supranational and
national levels.

Based on the above, the respective stages of the analysis to answer to the
above question are the following. First, the mode and direction of the EU
integration process after the adoption of the crisis measures is examined. Second,
the impact of the crisis measures on the EU democratic deficit is evaluated.
Finally, the above two are used to draw conclusions, both for the crisis measures
but also more broadly, in relation to the impact of the mode and direction of EU
integration on the EU democratic deficit. The process for achieved each of these
tasks is outlined below.

In terms of determining the mode and direction of the EU integration
process, this is seen in this research through the three grand-level integration
theories, as those have been extensively overviewed throughout the first section
of the previous chapter: neofunctionalism, (liberal) intergovernmentalism,
postfunctionalism. Each of those theories has its own presuppositions,
assumptions, and views. In order to be able to trace one or the other throughout
the crisis measures, a guide was provided in the concluding subsection of the
aforementioned section, in which the expectations of each of those theories in
relation to the EU integration process specifically after the crisis measures was
outlined. Each of those expectations is then traced throughout each of the crisis
measures, in order to make an overall determination of their impact on the EU

integration process.
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In terms of evaluating the impact of the crisis measures on the EU
democratic deficit, it is a decidedly more complicated and theoretically
demanding tasks. This is due to the absence of a unified framework for evaluating
the impact of EU measures (in general) on the democratic process at the EU level.
For the reasons outlined in the second section of the above chapter, the EU
democratic deficit is chosen as the scholarship most promising to lay the
foundations for such an empirical evaluative framework. However, as the
scholarship stands, while the distinction between Input, Output, and Throughput
is theoretically appealing, it is not particularly useful in terms of an empirical
evaluation. While these three approaches to the deficit include different
perspectives and arguments, they have been found to focus on, essentially, the
same areas, then focusing on arguments related to how EU-level policies affect
these areas and, subsequently, what the eventual impact is on the deficit.

For example, all three approaches focus on the ability EU-level
institutions have to impact redistributive (e.g. taxation) and sensitive (e.g.
defense) policy areas of the national level. However, each of them differs in their
findings. From the perspective of the Input approach, this ability has increased,
leading to the existing participation levels being not sufficient to ensure effective
democratic process. From the perspective of the Output approach, this ability has
remained the same, and therefore any attempt to increase participatory practices
is not only futile but may result in harming the argued focus that the EU-level
policy-making should have on efficiency and effectiveness. From the perspective
of the Throughput approach, similar to Input, this ability has indeed increased,
but there are more safeguards needed (oversight, transparency, accountability,
etc.) rather than an increase in participatory practices. But, again, all three
approaches focus on this element (ability of EU level institutions to impact
redistributive and sensitive, national level policies).

Considering the above, while not a framework, this is an opportunity
(missed, to an overwhelming extent, across the relevant scholarship) to extract
the common thematic areas that all three approaches focus on, and utilize those
to empirically evaluate the impact of the crisis measures on the democratic deficit

(the argument is also made that this could serve as a basis for a framework or a
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model that could potentially be used to evaluate any EU policy measure). As the
three approaches are not antithetical or foundationally different (as, for example,
are the three grand-level EU integration theories), this reorganization serves to
more comprehensively and effectively address the impact of EU-level policies (in
this case, the crisis measures) on the EU democratic deficit, without being
confined to a predetermined line of argumentation, which would be the case if an
evaluation was made based on Input, Output, Throughput. While maintaining the
theoretical integrity of each of the three approaches, the thematic-area approach,
aside from having better evaluative capacity, has the additional benefit of not
being confined to merely adopting on of the three approaches, but rather provides
the ability to determine the mixture of the three in relation to the crisis measures.

There are three thematic areas that all three deficit approaches were found
to focus on: ability of EU level to impact more policies and/or more redistributive
policies, and extent and quality of delegation; influence of
majoritarian/representative institutions, especially compared to other EU
institutions, and relevant processes; direction of policies implemented and impact
on interests of EU citizens. Each of the crisis measures is examined against each
of these areas, focusing on elements for each area as referenced in the last
subsection of the second section of the previous chapter. The findings of this
evaluation are juxtaposed to the argumentation included in each of the three
deficit approaches, to determine whether a single one of them is accurate in
describing the impact of the measures on the deficit, or whether there exists a
combination of two or all three of them, and what that combination is. For
example, using the thematic-area empirical evaluation, it may be found that only
arguments of the Input approach are accurate, and hence that this approach alone
describes the impact of the measures on the deficit. Or, it may be the case that
specific arguments of both Input and Output are found to be accurate (e.g. that
the EU level has acquired increased ability to influence national-level policy
making, but that this has concerned mostly non-redistributive and non-sensitive
policy areas), in which case the impact will consist of a combination of both
approaches.
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The last stage of analysis for the research are the broader conclusions
drawn, based on the case study of the crisis measures, in relation to the impact of
the mode and direction of EU integration on the EU democratic deficit. The
hypothesis of this research is that there is, indeed, a relationship between the two
and that the way that the EU integration process progresses impacts the
democratic process at the EU level. But what exactly are the expectations? Based
on the detailed theoretical review of both the three grand-level EU theories and
the three EU democratic deficit approaches, the following are expected.

If the mode of EU integration is based on neofunctionalism, then it is
expected that there will be an overall adverse impact on the deficit.
Neofunctionalism is, overall, an elite-based mode of integration, involving the
increase of the decision-making authority of supranational, and particularly
technocratic, institutions, and describing a mostly automated integration process
(spillover). Considering these elements, it is expected that there will be an
increase in the authority of supranational institutions, without however a
corresponding increase in the ability of input by the electorate. This may seem
counterintuitive, but it is worth noting that neofunctionalism is not equivalent to
a federation, in which case proper participatory mechanisms would ensure fully
efficient democratic processes at the federal level. At most, neofunctionalism is a
process that may eventually lead to a federation. As such, during this process, and
considering neofunctionalism’s elite-based nature, it is expected that democratic
processes, particularly as expressed through participatory practices, will not be
sufficient.

Intergovernmentalism places the primary importance of integration with
the member states themselves; supranational institutions, and the EU level more
generally, are argued to have minimal to no influence in redistributive or sensitive
national policies of member states, instead maintaining a ‘refereeing’ role. This
Is consistent with the Output approach to the deficit, since there would be no
increase found in the decision-making authority of EU-level, and particularly
supranational, institutions, thus having minimal impact on the deficit and largely
negating the need for additional attention to participatory practices at the EU

level. This is consistent with arguments of the Input approach, and also, partially,
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of the Throughput approach to the deficit, insofar as the latter focuses on the inter-
institutional processes and structure (primarily transparency and accountability).

Postfunctionalism, based largely on MLG, includes arguments related to
the multi-dimensional, multi-actor and multi-level character of the EU integration
process. This is mostly consistent with the Throughput approach This is also
consistent with the Throughput approach, which emphasizes stakeholder and civil
society participation. These forms of participation would, hence, have to increase
in order to allow for a broader set of interests to, albeit often indirectly, affect the
decision-making process.

The case study of this research is the Eurozone crisis measures at the EU
level. As Gerring (2007) argues “we are witnessing a movement in the social
sciences away from a variable-centered approach to causality and toward a case-
based approach” (3). This case study includes nine measures in total that can be
separated into two broad categories: those related to the provision of financial
assistance to member states (EFSM, EFSFS SA, ESM and the related TFEU
amendment), and those aimed at enhancing coordination between member states
(ESAs, Euro Plus Pact, Six-Pack, Two-Pack, Banking Union). This research is
focused entirely on the EU level. The measures are outlined and examined in
detail in the fifth chapter of the research.

However, this focus presents a predicament in relation to the measures
related to the provision of financial assistance. These measures have a purely EU-
level aspect (their establishment, regulations, etc.), but they also have a more
applied national-level aspect, i.e., the financial assistance programs as
implemented in different member states. These programs for Eurozone member
states facing extreme financial difficulties included the loan agreements or
Financial Assistance Facility Agreements (FAFAs) — the financial aspect — and
the Memorandums of Understanding (MoUs)'® — the policy conditionality

aspect, upon satisfaction of which assistance is provided.

100 As Kyriakidis (2016) suggests, the term MoU includes the IMF-based “Memorandum of
Economic and Financial Policies, usually accompanied by a set of definitions in a Technical
Memorandum of Understanding [...] (and the EU-based) Memorandum of Understanding on
Specific Economic Policy Conditionality, or MoU under the now permanent ESM framework”
(57). MoUs are concluded, for the IMF, between the beneficiary state and the IMF, and for the
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Leaving the latter aspect of the implementation of financial assistance
programs unconsidered would lead to an incomplete analysis. Therefore, and only
insofar supranational level institutions are involved in the process, the case of
Greece, and Ireland, but mostly in a supporting capacity, are examined in order
to look into the implementation of the financial assistance programs themselves.
The focus on crisis measures at the EU level still remains, but considering the
financial assistance programs actually implemented through some of the EU-level
crisis measures (financial assistance mechanisms), focusing in particular on the
interaction between the supranational and the national levels in the relevant
decision-making processes for their adoption and implementation, is the only way
to conduct a fully comprehensive analysis. Without evaluating them the analysis
would have to remain limited only to a theoretical discussion about the processes
of these mechanisms.

Having established why it is necessary to consider financial assistance
programs implemented in member states by the EU-level measures relating to
provision of financial assistance (financial assistance mechanisms), i.e., in order
to more comprehensively analyze these measures themselves, a further
clarification needs to be made in relation to the member states chosen. It would
be obviously unfeasible to cover all financial assistance programs of all Eurozone
member states that received such assistance, in the depth and detail required for
any effective analysis. Greece is chosen as the primary subject of this particular
examination. It was the first Eurozone member state to receive financial
assistance and the last (by far) to exit the program, the first to receive part of the
assistance from the IMF, the only one to have undergone three distinct assistance
programs, and the one that has received by far the largest amount of financial
assistance (over 230 billion euro). In addition, and partly because of the
aforementioned distinguishing characteristics, the adjustment to the policy
conditionality was extremely intensive, with Greece losing 25% of its GDP and

experiencing a 65% increase in its overall unemployment rate within the 9 years

EU, between the beneficiary member state “and the EC representing, in one form or another ...the
rest of the Eurozone or EU,” while the monitoring of implementation is carried out by the IMF,
EC, ECB and, in case of ESM assistance, by the ESM (on occasion; Kyriakidis 2016c, 57).
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examined in this research (2009-2018; Eurostat 2020a and 2020b). Because of all
the above, Greece presents the most interesting and appropriate case for the
national-level measures. However, an additional, complimentary in nature,
comparative instance is also useful in terms of improving generalizability.
Ireland, the first member state to be affected by the Eurozone crisis, and one of
the first of two to exit the financial assistance programs, and the one that is
statistically closer to the aforementioned indicators, serves as an appropriate,
complementary case for the national-level measures.

In terms of the characteristics of the case study of the crisis measures from
a methodological perspective, this is a case study of a single instance (the
relationship between the EU integration and the EU democratic deficit, in the case
of the crisis measures), and the case is a single (not cross case), in-depth, evidence
study (the examination of Greece and Ireland, insofar as necessary to address a
part of some of the crisis measures, i.e., the financial assistance programs
implemented through the financial assistance mechanisms, may be semi-
comparative, i.e. cross and within-case; Gerring 2007, 20-1). The case study is
observational (albeit the dichotomy with experimental case studies has been more
recently argued to be less clear and useful), comprehensively examining through
textual and interview-based methods the provisions included in the Eurozone
crisis measures (Gerring 2007, 12 and 18-21).

Spatial limits are set as the EU level. It is the case that some of the
measures include provisions relating only to Eurozone!®® member states. The
Eurozone, however, is the ‘hard core’ of the EU, representing the most advanced

step in the EU integration process, with currently 19 out of 26 EU member states

101 What has become known as the Eurozone is, effectively, the third stage of the EMU (Delors et
al. 1989, 30-36; EC 2019e; ECB 2021): the first stage lasted from July 1990 until December 1993
and included, inter alia, economic convergence and free use of the European Currency Unit
(earlier form of the Euro), freedom for capital transactions and increased cooperation between
member states’ central banks; the second stage lasted from January 1994 until December 1998
and included, inter alia, the creation of the European Monetary Institute, adoption of the SGP, and
preparation for fixed exchange rates; the third stage begun from January 1999, and included, inter
alia, introduction of the Euro and establishment of the ECB. The Euro was first introduced as an
accounting currency for three years until January 2002, when it was launched in physical form
and official used as a currency for the first 12 EU member states that joined the Eurozone (EC
2019e).
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(EC 2019e). All EU member states, except Denmark, which secured an opt-out%?,
are “required to adopt the euro and join the euro area, once they are ready to fulfil
them (convergence criterial®®)” (EC 2020q). It, therefore, becomes evident that
any changes introduced to EU decision-making and policy processes concerning
Eurozone member states will, eventually, apply to all EU member states.
Temporal limits are set in the timeframe of the research, which is set from the
beginning of the crisis within the EU in 2009, until the exit from financial
assistance of the last Eurozone member state, which was Greece, in the summer
of 2018.

The focus of this research is, primarily, on internal validity, considering
the number of measures analyzed and the in-depth examination conducted, both
in terms of their adoption process/timeline, but primarily in terms of their
provisions. It is, after all, clear that the process of EU integration (and, in fact, the
grand level theories themselves) existed before the EU democratic deficit (of
course, discussion on the democratic deficit of individual states or other
international organizations already existed). The EU (European Coal and Steel
Community) existed before it was even anticipated that its functions would
require increased democratic accountability. Construct validity is also solid, since
the three grand-level EU integration theories are used in order to determine the
mode and direction of the EU integration process after the adoption of the
measures, and the EU democratic deficit scholarship is used to produce thematic
areas appropriate for evaluating policies in terms of their impact.

Because of the in-depth focus on each of the crisis measures, and the

detailed analysis of each of the provisions they include, external validity

102 According to TEU/TFEU Protocol (Nol16) on Certain Provisions relating to Denmark,
Denmark is exempted from automatically proceeding to the third stage of EMU, pending on
satisfying national legislative provisions (EU 2016a, 287). The only other member state to have
secured an opt-out from the obligation to proceed to the third stage of the EMU was the UK,
which has since exited the entire EU. According to TEU/TFEU Protocol (No 15) on Certain
Provisions Relating to the United Kingdom of Great Britain and Ireland is exempted from the
Stage 3 of EMU, and retained national power over monetary policy (EU 2016, 284-6).

103 There are four convergence criteria: price stability, sound public finances, exchange-rate
stability, and long-term interest rates (EC 2019f).
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(generalizability) is, expectedly, not as strong. While the crisis measures do cover
an extensive array of policies, they remain limited to largely economic, financial
and monetary concerns (albeit also, through those, affecting a vast number of
other policies, but indirectly), they were adopted, largely for (or in response to) a
specific purpose (crisis) and not policy, and their process of negotiation and
adoption was ‘loaded’. However, the theoretical insights into EU integration
theory and, primarily, the deficit, can serve as a foundation for developing similar

evaluative and qualitative-based models.

Research methods

As has been referenced in the preceding sections and chapters, this is a
qualitative research. This is in line with the case-study approach. As Gerring
(2006) informs “the case study has been associated with qualitative methods of
analysis” (10). Accordingly, Bates et al. (1998), who first introduced this method,
utilize it on case-study analyses as well. Tsebelis (2016) employs the method in
a similar context to attempt and explain the negotiations and outcomes of the
Greek crisis during the first term of the 2015 SYRIZA-led government.

Analytic narratives

combines analytic tools that are commonly employed in economics and
political science with the narrative form, which is more commonly employed
in history /...] (it) is narrative; it pays close attention to stories, accounts, and
context. It is analytic in that it extracts explicit and formal lines of reasoning,
which facilitate both exposition and explanation (Bates et al. 1998, 11).

This method fits perfectly with the aim of this research to conduct an in-depth
evaluation of the crisis measures (first, to determine the mode and direction of the
EU integration process; second, to determine the impact of their provisions on the
EU democratic deficit), the process of their adoption, and their implementation.
Bates et al. (1998), placing similar attention to “rigorous deductive reasoning as
well as [...] attention to empirical detail,” utilize analytic narratives with the exact
same purpose to “trace the behavior of particular actors, clarify sequences,
describe structures, and explore patterns of interaction” (11). Like them, the aim

here too is to both “locate and explore particular mechanisms that shape the
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interplay between strategic actors [...] (and) focus upon the logic of processes
that generate the phenomena...” (Bates et al. 1998, 13-4 and 16).

In this research, the method of analytic narratives is implemented quite
similarly to how Bates et al. (1998) implement it (e.g., 26-57). There is a
combination of reference to the progression of events and a consideration for the
relevant theories (grand-level EU integration theories and the EU democratic
deficit). Because of the nature of the case study and the relevant material to be
analyzed (for the most part, legislative acts), more focus is placed on the processes
of both the negotiation and implementation of the provisions of the crisis
measures. The overall application, however, remains mostly the same as in other
scholars that employed this method (e.g., Bates et al. 1998; Tsebelis 2016;
Rodrick 2003b), with a focus on the roles of institutions, conditions, etc.

In terms of the material analyzed, there are two types: legislative
documents and relevant texts, and semi-structured interviews. As Gerring argues
(2007) “case study research usually relies heavily on contextual evidence and
deductive logic to reconstruct causality within a single case” (172). The
documents examined are obtained from all official sources publicly available and,
when this is not possible, requests for unpublished documentation are submitted
to various institutions and actors involved in the decision-making and policy
processes relevant to this research. While it may seem as a simple method, a
detailed analysis of the relevant documents of the Eurozone crisis measures is
mostly lacking from the relevant literature, with most scholars using secondary
sources and, hence, inevitably often succumbing to repeating misconceptions and,
in any case, not having as solid a foundation as is possible. Using this method in
this research leads to accurate and precise evaluations in relation to the impact of
the crisis measures on EU integration and the EU democratic deficit. In addition,
considering the extensive breadth of measures considered, the final outcome, both
comprehensive and conclusive, concerns the EU as an entire structure.

The second type of material used, which complements the above textual
and document analysis, is semi-structured interviews. These can provide
additional background and complement the solid structure of document analysis

with more nuanced and context-rich elements. General and specific regular, grand
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tour and example questions are used, with limited use of prompts (Aberbach &
Rockman 2002, 675; Leech 2002, 667-8; Berry 2002, 681-2). Errors related to
non-response cannot be avoided, but random sampling errors were
counterbalanced by ensuring a variety of individual of multiple academic and
professional backgrounds holding different positions and offices (Goldstein 2002,
669-673).
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S. ANALYSIS

Introduction

This is the main analytical part of this research. It includes an analysis in
accordance with each of the three stages outlined in the above fourth chapter,
always utilizing the method of analytic narratives of material based on document
and textual analysis and semi-structured interviews. The first section includes a
brief overview of how the relevant events unfolded during the timeframe of the
research. Although the emphasis of this research is on the actual crisis measures,
and their processes and provisions, because of the use of analytic narratives, some
conclusions can already be drawn from this overview. In addition, the overview
is useful in order to place the analysis within the broader temporal context.

The second section of the chapter includes the first and second stages of
analysis of this research. Each of the measures, with its processes and provisions,
is examined in detail. Following this, first, using the three grand-level EU
integration theories, and the guide of expectations specifically relevant to the
subject-matter of this research, as those have been presented in the second section
of the third chapter, the mode and direction of the EU integration process after
their adoption is determined. Second, an analysis follows in terms of the impact
each measure has on the EU democratic deficit, through an evaluation against the
three thematic areas of the EU democratic deficit, as presented in the third section
of the third chapter, in order to determine their impact. The concluding section
involves a discussion of the results of the above two sections, and combines them
in order to establish how has the mode and direction of EU integration affected
the EU democratic deficit in relation to the crisis measures, and what broader
conclusions can be drawn from this case study in terms of the broader impact of

the former on the latter (the third stage of analysis of this research).
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Brief overview of events

The Eurozone crisis was directly preceded by the 2007-2008 financial
crisis in the USA, which involved a ‘credit crunch’' caused primarily by a
withdrawal of investment from the Asset-Backed Securities; primarily subprime
mortgages. The crisis was transferred within the EU in the form of a banking and,
later, sovereign debt crisis (Murray-Brown & Dennis 2008; Kyriakidis 2016b,
209). Hungary, Latvia and Romania became the first EU (though non-Eurozone)
member states to request financial assistance, which was provided, on the EU’s
side, through the Medium-Term Financial Assistance (MTFA).

Hungary was the first one to request financial assistance in November
2008, in the amount of 6.5 billion euro from the EU (MTFA), combined with
approximately 12.5 billion euro from the IM*% through a Stand-By Arrangement
(SBA)'%, and 1 billion euro from the World Bank (WB; CEU 2008a, 5-6 and
2008b; IMF 2008a and 2020a; EC 2020a), amounting to a total of approximately
20 billion euro®’. The policy conditionality MoUs were entered into on 4 and 19
November 2008 with the IMF and EU respectively (EU 2008; IMF 2008b). The
program expired two years later (November 2010) and Hungary entered Post-
Programme Surveillance (PPS; see the section of the Two-Pack further below for

104 When the supply of credit is constrained “below the range usually identified with prevailing
market interest rates and the profitability of investment projects” (Council of Economic Advisors
1991).

10510.537.500.000 Special Drawing Rights, corresponding to 1.015% of the country’s quota in
the IMF (IMF 2008a and 2020a).

106 The IMF uses primarily two mechanisms for providing financial assistance: the SBA, “aimed
mostly to providing short-term assistance to countries coping with crises and ensuing problems
with balance of payments, with a duration of two (and a potentially third) years,” and the Extended
Fund Facility (EFF), aimed at providing medium to long-term financial assistance to countries
with serious payments imbalances, with a duration of three (and a potentially fourth) years”
(Kyriakidis, 2016c¢, 65).

107 Eventually, only approximately 14.2 billion euro was disbursed: 5.5 billion euro from the EU,
approximately 8.7 billion euro from the IMF, and none from the WB (EC 2020a).

(EC 2020a)
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detailed information on the process)® from April 2011 until November 2014
(EC 2020a).

The second EU member state with derogation (at the time'%®) to request
assistance was Latvia in January 2009, for the amount of 3.1 billion euro from the
EU (MTFA), approximately 1.7 billion euro from the IMF'° through an SBA
(this had already been agreed since December 2008; IMF 2008c¢), 1.9 billion euro
from Sweden, Denmark, Finland, Estonia, and Norway, 400 million euro from
the WB, and 400 million euro from the European Bank of Reconstruction and
Development, the Czech Republic and Poland, amounting to approximately 7.5
billion euro in total!! (CEU 2009a and 2009b, 39). The policy conditionality
MoUs were entered into on 28 January 2009 for the EU and 27 July 2009 for the
IMF (EC 2020b; EU 2009a; IMF 2009a). The financial assistance program
expired in January 2012, and the PPS lasted from January 2012 to January 2015
(EC 2020b).

The third, and last, EU member state with a derogation that resorted to
requesting financial assistance was Romania in March 2009 for a total amount of
approximately 20 billion euro: 5 billion from the EU (MTFA), approximately 1.7
billion euro from the IMF!2 through an SBA, 1 billion from the WB, and 1 billion

108 ppS was established much later in 2013 through Two-Pack Regulation 472/2013 (below), and
so the legal basis for conducting PPS missions before is unclear (neither the MTFA nor the
respective CEU Decisions for any of the three countries include any relevant provision). The EC
does state that the MTFA “does not per se lay down a procedure for PPS These [sic] were
established by the EFC [Economic and Financial Committee] in 2011, with the update of the
complementary ‘EU procedures for providing financial assistance for non-euro area EU Member
States’, commonly referred to as the ‘Green File’” (EC 2015, 7). The process and the file were
requested by the author from the EC, including lodging a confirmatory application, but both
partial and complete access were refused on the basis that the Economic and Financial
Committee’s proceedings and documents are confidential, and that release of the document would
jeopardize the EU’s international relations, specifically its relations with the IMF, and create
speculative behaviours from markets (EC 2020r).

109 L_atvia would join the Eurozone much later on 1 January 2014 (EC 2019a).

110 1.5 billion Special Drawing Rights, amounting to 1.200% of Latvia’s quota in the IMF (CEU
2009b, 39).

111 From that amount, only approximately 4.5 billion euro were eventually disbursed (EC 2020b).

11211.443 billion Special Drawing Rights, amounting to 1.111% of Romania’s quota in the IMF
(CEU 2009d, 8; IMF 2009b).
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from the European Bank for Reconstruction and Development and the European
Investment Bank (CEU 2009d, 8; EC 20133, 13). The MoUs were entered into
on 23 June ad 8 September 2009 for the EU and IMF respectively (EU 2009b, 9;
IMF 2009c). The program was concluded in the spring of 2011 (EC 2013a, 13)**2,

Contrary to what is often suggested, i.e. that Greece was the first EU
member state to receive joint EU-IMF financial assistance), there were already
three EU, non-Eurozone, member states to resort to financial assistance because
of the crisis, as early as two years prior to Greece’s request. In addition, albeit in
the context outside the Eurozone, the EU was already applying a near-identical
framework of financial assistance and policy conditionality implementation
monitoring (MoU, Loan Agreements, EC acting as a monitor, etc.) prior to 2010.
These processes had already, to a very large extent, been in place.

The first Eurozone member state to be affected by the crisis was Ireland,
Among growing fears of the contagion effect from the US, in late September 2008
the Irish government decided to guarantee the liabilities of the entire Irish banking

sector, amounting at the time to 400 billion euro®*®, for an initial period of 2 years

113 Romania would go on to conclude an additional two, precautionary in nature, financial
assistance programs under the MTFA: one between 2011 and 2013, at the approximate total
amount of 6 billion euro (the EU provided 1.4 billion, but the funds were not disbursed) with the
MoUs being concluded on 9 and 29 June 2011 with the EU and IMF (SBA) respectively, and one
between 2013 and 2015, at the approximate total amount of 6.4 billion euro (the EU provided 2
billion, but, similarly to the second program, no funds were disbursed), with the MoUs being
concluded on 12 September and 6 November 2013 with the IMF (SBA) and EU respectively
(CEU 20114, 15 and 2011b and 20133, 1 and 2013b; EU 2011, 8 and 2013, 7; IMF 2011a and
2013a; EC 20154, 5 and 20174, 5).

114 As Kyriakidis (2016c) argues, the primary reason that Ireland was the first to be affected was
“the very nature of the late-2000s financial crisis in the USA as a property ‘bubble,” which also
affected the weaknesses of the Irish economy, i.e. the Irish property ‘bubble’ [...] In a period
when Ireland was known as the “Celtic Tiger,” Irish real estate prices kept increasing considerably
from the late 1990s until 2007 [...]also made possible by ‘the relaxed and weak Irish regulatory
supervision of the financial sector’ [...] Given the fact that most of the banking sector was Irish-
owned..., the ‘collapse in the domestic housing market led to the collapse in the domestic banking
system’” (200-1).

115 As Kyriakidis (2106c) highlights, “...the Irish government might have underestimated the true
breadth of the issues in the banking sector,” based on the estimation of the Irish Central Bank that
the liquidity problems were primarily short-term and, hence, the massive guarantee “would not
substantially affect the financial position of the state” (202). In 2018, it was eventually calculated
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(Guider & O'Brien 2008)!!°. The Credit Institutions Financial Support Act 2008,
signed into law in 2 October 2008, allowed the Irish Minister of Finance to
“provideb nfinancial support in respect of the borrowings, liabilities and
obligations of any credit institution or subsidiary which the Minister may
specify...” (Republic of Ireland 2008, 4-5).17In addition to the guarantees, the
government also imposed some preliminary cuts in the budget, such as in
education or healthcare (Little 2008; Irish Examiner 2008). Austerity measures
would continue to be imposed, with Ireland not only being the first to experience
the ‘credit crunch’ but also the first to experience massive demonstrations against
austerity measures, with attendees reaching more than 100.000 people between
September 2008 all throughout February and March 2009 (Kyriakidis 2016c,
201). This was unsurprising considering, inter alia, that the unemployment rate in
2009 nearly doubled from the previous year, reaching 12.6% overall and 24.5%
on youth (15-24 years old; Eurostat 2020b)!!8, Demonstrations in Ireland, much
like in other Eurozone member states under financial assistance programs, would
continue until Ireland’s exit from the program.

At the very beginning of the crisis, the EU assumed a different strategy
than the one implemented later on. In December 2008, the Brussels EUCO
adopted the EC’s proposal for a number of financial support measures across the
EU, termed ‘the European Economic Recovery Plan’ (EUCO 2009, 4). The Plan
included measures such as a European employment support initiative, State aid
rule exemptions, encouragement for investment in troubled sectors, possibility

for reduction of Value-Added Tax (VAT) rates by member states, even allowing

that all the measures assumed to support and stabilize the Irish banking sector cost a total of 41.7
billion euro (Taylor 2019).

116 It has also been argued that perhaps the Irish government underestimated both the depth of the
exposure of the banking sector, but, perhaps more importantly, the nature of the crisis as a short-
term liquidity problem (Whelan 2013, 13).

117 The whole recapitalization process of the Irish banks, which included primarily promissory
notes, led the deficit of 2010 to reach a truly astonishing 32.1% GDP (Eurostat 2020c; Whelan
2013, 14).

118 This was the second highest unemployment rate in the Eurozone behind Spain at the time.
Interestingly, Greece’s overall unemployment rate was well below that at 9.6%.
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national budgetary stimulus packages, etc., amounting in total to 200 billion euro
(EUCO 2009, 4-6; EC 2008b, 7-13 and 2008c, 1). While a formidable amount,
most of the measures were indirect in nature (e.g. tax breaks, involving
investment from the European Investment Bank, etc.), and where still subject to
the limitations of the Stability and Growth Pact (SGP), with flexibility focusing
more on the duration of correcting an excessive deficit, rather than on the amount
of the deficit itself (EC 2008c, 4).

The Plan seemed, therefore, to be lacking the direct and impactful effect
needed at that point in the crisis. This is particularly evident when compared with
the corresponding approach by the USA for example, which included both direct
purchases of troubled financial assets by the federal government as well as a
massive direct (federal funding, job creation, etc.) stimulus package of 840 billion
USA dollars (USA 2008 and 2009).

The above actions were proven insufficient as a holding action against the
further intensification of the crisis and its spread across the Eurozone, with credit
rating downgrades taking place for Ireland, which had already begun to
implement austerity measures!®, as well as Spain (Bloomberg 2011). Against this
backdrop, after the October 2009 snap elections in Greece, the new Greek
government, only days into its new term, announced that the budget deficit, had
been grossly underestimated by the previous government*?°and needed to be
reevaluated upwards to more than double its former value (6% GDP to more than
12% GDP; Kyriakidis 20164, 9).

In many ways, and despite the fact that events indicative of a wider crisis
had already taken place (above), the announcement for the need to extensively re-

calculate the Greek deficit can be considered as the true beginning, and in many

119 The so-called ‘austerity period’ for Ireland would last from September 2008 all through
December 2014, nearly a year after it exited its financial assistance program and into PPS (Connor
et al. 2015, 1).

120 There had already been issues with Greek statistical data since November 2009. Pursuant to
the CEU’s decision, the EC issued a report on January 2010, identifying several deficiencies in
the gathering and processing of statistical data by Greek authorities (lack of use of double-entry
bookkeeping system by some Greek Ministries, lack of independence of the Greek statistical
authority, etc.)
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ways the catalyst, for the Eurozone crisis that was to unfold over the next decade.
The announcement led to consecutive downgrades from all three major Credit
Rating Agencies'?!, dramatically increased the pressure on Greek bonds, and
inevitably resulted in a severe credit crunch for Greece throughout the beginning
of 2010 (Elliot 2010). Simultaneously, fears of contagion throughout the
Eurozone caused similar pressure through member states, particularly Ireland,
Spain and Portugal??.

The increased pressure, especially towards Greece, led to the EUCO
issuing a common statement in early February 2010. The statement reaffirmed
their support to the Greek government and its efforts to reduce the deficit (the
statement verbatim suggests “...we fully support the efforts of the Greek
government and their commitment to do whatever is necessary”), but also, for the
first time since the establishment of the Eurozone, officially included the
possibility of a Eurozone member state (in this case Greece) receiving financial
assistance (albeit confirming that Greece had made no such request; CEU
2010a)*?%, The same month, the CEU, having decided already from April 2009
that Greece had an excessive deficit!** and having judged inadequate the
measures it assumed to address it, placed Greece under an EDP*?° and outlined

relevant measures to be taken (mostly quite broad in nature, referencing

121 As Kyriakidis (2016c) states, “Fitch, Standard &Poor‘s, and Moody*s are the three CRAs that
are officially authorized to conduct ratings for states by the USA’s Securities & Exchange
Commission” (77).

122These member states are often referred to as P.ILLG.S. (the second ‘I’ stands for Italy), an
acronym that has been used in an intensely derogatory manner since the late 1970s (Kyriakidis
2016c, 77).

123The last paragraph of the statement: “Euro area Member states will take determined and
coordinated action, if needed, to safeguard financial stability in the euro area as a whole. The
Greek government has not requested any financial support.”

124 CEU Decision 2009/415/EC. Note that this Decision for the existence of an excessive deficit
was abrogated only in September 2017, under CEU Decision 2017/1789, placing Greece in the
EDP for a record 8 years in a row (CEU 2017a).

125 Established in TFEU article 126 and Protocol No 12 of the EU Treaties, and specified in SGP
Regulation 1467/97 (EU 2016a 99-102 and 279-280; CEU 1997h).
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budgetary targets rather than specific measures, in line with EDP standard
practice; CEU 2009e; CEU 2010e and 2010f).

In order to address the above situation, all four member states (Greece,
Spain, Ireland, Portugal) introduced austerity measures from that month onwards
(Melander 2010; Pisany-Ferry 2014, 181; Moya 2010; Bloomberg 2011). For
Greece, in particular, this was the first set of austerity measures imposed under
Law 3833/2010, which included cuts across the public sector, such as freezing
wages of public employees, cuts in Christmas and Easter bonuses and other
allowances, etc (Hellenic Republic 2010a). The austerity measures caused the
first wave of major protests not just in Greece but across the Eurozone
(Eleftherotypia 2010; Kostarelou 2010; Ilimer 2010).

The Eurozone member states also issued a common statement March
2010, reaffirming their support to the Greek government and its initiative to adopt
consolidation measures. This statement also included, for the first time, the
specifics of a possible EU-IMF financial assistance program for Greece, which
was absent from the aforementioned EUCO statement (CEU 2010b). The
statement prioritized and emphasized IMF financing repeatedly'?, stressing that
this mechanism, which later became known as the Greek Loan Facility (GLF) and
which would consist of “coordinated bilateral loans” from Eurozone member
states on the EU’s side, would be used only as a last resort (i.e. only when market
financing became insufficient), “subject to strong conditionality and based on an
assessment” by the EC and ECB, and with interest rates higher than the Eurozone
average “to set incentives to return to market financing as soon as possible by risk
adequate pricing” (CEU 2010b, 1; ESM 2018a).

At the time, there had been no precedent for providing financial assistance
to a Eurozone member state. However, there was a relevant process established
within the EU Treaties, in TFEU article 122, which provided the possibility for
financial assistance to any EU member state faced with natural disasters or

exceptional circumstances (EU 2016a, 98). It is, therefore, interesting that,

126 Phrases such as “..involving substantial International Monetary Fund financing...,”
“...complementing International Monetary Fund financing...” (CEU 2010b, 1).
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despite the existence of a relevant provision in the EU Treaties, that was ignored
in favor of a mechanism outside the EU Treaty framework (bilateral loans),
especially since the statement itself suggests that “decisions under this
mechanism will be taken in full consistency with the Treaty framework and
national laws” (CEU 2010b, 1).

The choice of such a framework resulted in considerable delays. Since the
response was not coordinated through the EU, each Eurozone member state had
to satisfy its own national procedures applicable to bilateral agreements (and not
EU legislation), resulting in considerable delays and dysfunctionalities.
Furthermore, circumventing the EU framework and placing each Eurozone
member state opposite Greece in a bi-lateral manner, also adversely impacted on
the cohesiveness and sense of unity among EU citizens. There had already been
a climate of distrust and growing animosity, evident from instances such as the
February 2010 cover of the German newsmagazine ‘Focus’, depicting the Venus
de Milo statue digitally modified in an offensive gesture with the title “Betriiger
in der Euro-Familie” (translated as ‘Cheaters/swindlers in the Euro-Family’;

Barysch 2011)%’, or the repeated reference to Greeks, primarily employees of the

]

127 The article, included, among others, arguments that Greece was in “2000 years of decline,’
referring to, among others, failed construction projects and tax fraud (Spiegel International 2011).
The title was obviously a reference to the belief that Greece cheated its way into the Eurozone.
This, however, does not seem supported by the relevant data. Greece officially joined the
Eurozone in January 2001, 2 years after the currency was officially introduced as a currency
(2000/427/EC/19-06-2000; CEU 2000a). The statistics used were of “the year ending March
2000” (CEU 2000a 21), i.e. fiscal year of 1999, and amounted to a deficit of 1.8% GDP and a
debt of 105.2% GDP (Eurostat 2004, 4). This placed Greece in excess of the debt but not the
deficit value of the convergence criteria. In 2004, during an investigation into Greek statistics
from 1997 to 2004, conducted by the Greek government and Eurostat, both amounts were revised
to 3.4% GDP and 112.3% GDP respectively, exceeding both values of the convergence criteria
(Eurostat 2004, 4; Vasileiou 2008). The increase was, inter alia, due to changes in accounting
reporting by the EU (ESA 95 system against ESA 79) and in recording of military defense
equipment (to be done upon signing of the contract and not upon delivery). While there is some
debate as to the impact of these changes, even if it is assumed that they were entirely correct and
necessary, most of the founding members of the Eurozone, prior to Greece acceding, had similar
issues in regards to the deficit and debt (Simitis & Stournaras 2012; EC 2020d; EC 2020e):
Austria, Spain, the Netherlands, Italy, Belgium and Ireland had debts over 60% GDP, while
France, Luxembourg and Portugal had deficits over 3% GDP. Germany and Finland were the only
two members satisfying both criteria, and, for Germany, by quite a narrow margin (0.3% for
deficit and 0.2% for debt). Accordingly, arguments relating to the masking of the debt through a
Goldman Sachs-assisted currency swap of Greece in 2001-2002 (recorded as a currency trade
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public sector, as indolent, lethargic, and “eternally-sun-bathing” (Chrysoloras
2013, 4; Stoiciu 2012; McDonald 2012; Pop 2013)28,

Financial pressure on Greece was mounting, and the Eurozone member
states, in their 11 April 2010 meeting, specified further (following the March
2010 statement referenced above) the terms of, at the time still potential, financial
assistance to Greece (CEU 2010d). What is interesting, in comparison to the
March 2010 statement, is that, in this one, financial assistance to Greece is
referred to as “when needed,” and not as “if needed.” Even though the official
request would not be made for another 12 days, the statement assumed that a
program would be activated, already stating that the EC, ECB and IMF “will start
working on Monday April 12" with. .. the Greek authorities on a joint program”
including the amounts of financial assistance as well as the policy conditionality
attached (the latter to be based upon the EDP measures outlined in CEU Decision
2010/320/EU issued a month later; CEU 2010g). The statement further specifies
the modalities of the disbursements, the total amount, the non-concessional rates
applied (e.g. 5%), etc.

A few days later, on 23 April 2010, the Prime Minister officially
requested*?°the activation of the GLF, making Greece the first Eurozone member

rather than a loan), are similarly unfounded, not least since other Eurozone member states
employed the same tactic, and since this was two years after the statistics used for Greece’s
Eurozone accession, and one year after said accession (Simitis & Stournaras 2012; Story et al.
2010; Balzli 2010).

128 This is also not supported by relevant data. The Organization for Economic Co-operation and
Development (OECD) calculated that between 2000-2012, out of 36 countries (including most
Eurozone member states, USA, UK, Canada, etc), Greece ranks almost always among the top five
in terms of average annual hours worked, while Germany is in the last places. For example, in
2012 Greece ranked second with 2.034 average hours worked annually per employee, while
Germany ranked 32 with 1.397 average hours worked annually per employee (OECD 2020).
Overall, the lowest amount of working hours annually per employee for Greece was 1.950 in 2008
(Germany had 1.422 hours), while the corresponding highest value for Germany was 1.471 in
2000 (Greece had 2.130 hours). Therefore a minimum difference of at least 479 hours annually
per employee is observed between the two countries between 2000 and 2012 (OECD 2020).

12%¢Tt is a need, a national and imperative need, to request, officially as well, from our partners in
the EU the activation of the support mechanism which we, together, created” (PrimeMinisterGR
2010a).
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state to ever request financial assistance*°. The Eurogroup, confirming that
“market access for Greece is not sufficient and that providing a loan is warranted
to safeguard financial stability in the euro area as a whole,” unanimously agreed
to activate the GLF on 2 May 2010, under the aforementioned conditions (CEU
2010h). It is worth noting that two days after the agreement, Greece had to cover
or roll-over a 10-billion-euro bond, with the former choice being impossible for
Greece and the latter unacceptable by the markets, leading to inability of actors
such as the Greek parliament or the EP to be involved in the process (Xafa 2016).

Considering the tremendously impactful request for financial assistance
by Greece —a previously unthinkable scenario for a Eurozone member state —and
the pressure building on other Eurozone member states as well, the CEU in its
extraordinary early May 2010 meeting, immediately after the full activation of
the GLF, decided to create two of the, eventually, three financial assistance
mechanisms that the EU would establish during the course of the crisis: the EFSM
and the EFSF SA (CEU 2010h). EFSM, based on TFEU article 122(2) and with
the ability to provide financial assistance to all EU member states regardless of
Eurozone participation, was created under Regulation 407/2010 on 10 May 2010.
In testament to the truly emergency nature of the situation, the EC’s proposal for
the Regulation was submitted only one day before its adoption by the CEU (CEU
2010i and 2010k).

EFSF SA, a Special Purpose Vehicle in the form of a Limited Company
headquartered in Luxembourg that would be established a month later on June
2010 (through an international agreement titled the EFSF Framework
Agreement), had a considerably increased capacity for financial assistance but
was restricted to providing assistance only to Eurozone member states (EFSF SA
2011a). On the October 2010 European Council, the intention to establish the
ESM as a permanent financial assistance mechanism for Eurozone member states
was established, pursuant to the endorsement of the report of the Task Force on
Economic Governance (above; EUCO 2010d).

1301t is worth noting that the Prime Minister, during the 2009 elections campaign, had repeatedly
argued against IMF financial assistance (which was the only financial assistance framework
conceivable at the time (PASOKwebTV 2009).
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The GLF did little to calm the markets, especially considering the
backlash that the attached policy conditionality had, and pressure on other
Eurozone member states kept building up, primarily Ireland and Portugal (Pisany-
Ferry 2014, 182). A major problem especially with Ireland was the considerable
guarantees provided by Ireland to the banking sector (above), including the full
nationalization of one of the largest Irish banks (Anglo Irish Bank®!), which was
made possible by the extension of Emergency Liquidity Assistance (ELA)* by
the ECB that allows national Central Banks to act as a lender of last resort (Irish
Minister for Finance 2010).

However, the progressively increasing amount of ELA (e.g., from 36
billion euro in April to 74 billion euro in September 2010; Whelan 2013, 15)
made the ECB express serious reservations (ECB 2010b). In a situation quite
similar to the one that would occur 5 years later with Greece, the ECB warned in
November 2010 the Irish government that ELA would continue to be provided
only on the condition that Ireland requests financial assistance from the EU-IMF
ad-hoc cooperation (ECB 2010c). The Irish government responded affirmatively,
and Ireland became the second Eurozone member to request financial assistance
on the same month (Irish Minister for Finance 2010; CEU 2010l).

The request for assistance led the minor coalition government partner
Green Party to withdraw from the government, and snap elections were
proclaimed and held on February 2011. As would happen across Eurozone
member states under financial assistance, the major governing party of Fianna Fail
suffered losses amounting to 58/165 MP seats (24%) compared to the 2007
elections and the majority opposition came in first, forming a new coalition

government with the Labour party (Taggart 2011).

181 For this bank alone, “total capital injections. ..reached more than 29 billion euro or over 18%

of Irish GDP” (Kyriakidis 2016¢, 201).

122ELA allows for the National Central Banks of Eurozone member states to provide each
Eurozone member state’s financial institutions (as a rule, banks) with exceptional financing to
cover temporary liquidity needs, essentially acting “in their capacity as lenders of last resort”
(Gibson et al. 2020, 3; also ECB 2020 and Banca de’Italia n.d.). Relevant operations had already
taken place since 2008, extending ELA to banks in Greece, Cyprus, Ireland, Portugal, Italy, and
even Germany (Mourmouras 2017).
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In early March 2011, demonstrations of hundreds of thousands took place
in Portugal against the austerity measures (tax hikes, welfare cuts, etc.) imposed
in an attempt to reassure the markets (DW 2013). These proved largely
insufficient, and Portugal became the third Eurozone member state to resort to
EU-IMF financial assistance on 7 April 2011.The structure of the program was
identical to Ireland (CEU 2011c).

Successive downgrades throughout 2011 from all major Credit Rating
Agencies (CRAS) of multiple Eurozone member states, including Italy and Spain,
two of the largest Eurozone economies (Pisany-Ferry 2014, 184). Interestingly,
EFSF SA was also downgraded at the same time first by Standard & Poor’s
(downgrades by Moody’s in November 2012 and Fitch in July 2013 followed;
ESM 2019; EFSF SA 2012a).

With both the financial and political pressure growing across the EU, on
25 March 2011, the European Council at its meeting adopted Decision
2011/199/EU, allowing for the establishment of the ESM as the permanent
financial assistance mechanism of the Eurozone (EUCO 2011). The final version
of the ESM Treaty was signed on February 2012 and entered into force on
September of the same year (ESM 2012c and 2014). At the same time, Eurozone
member states decided to proceed with further enhancement of their economic
policy coordination through what became known as the ‘Euro Plus Pact’ (EUCO
2011c, 5-15; and 2011d, 5 and 13-20).

Meanwhile, the EC launched the Task Force for Greece (TFGR)!3 as an
ad-hoc instrument of technical assistance for Greece in July 2011 (endorsed by

133 The TFGR had a five-fold mandate: “Identifying and coordinating [...] the technical assistance
that Greece needs to deliver the EU/IMF adjustment program [...] Assisting the relevant Greek
authorities in defining the details of the kind of technical assistance to be provided [...]
Recommending legislative, regulatory, administrative and if necessary (re)programming
measures for an accelerated take-up of EU funds [...] (4) Preparing clear terms of reference for all
technical assistance assignments...with milestones and delivery deadlines [...] (5) Providing
quarterly progress reports to the Commission and the Greek authorities...” (ECA 2015, 20-7). It
was originally placed under the EC’s Director-General of Human Resources and Security, but
later (May 2012) transferred to the EC’s Directorate-General for Economic and Financial Affairs
(ECA 2015, 10). According to the European Court of Auditors, the TFGR undertook 118
programs in 12 policy fields, while the EC refers to “more than 140 projects (that) have been
started” (ECA 2015, 12; EC 20184, 24).
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the European Council held the same month), under the initiative of the EC
President (EC 2012a; EUCO 2011f, 7). The TFGR provided a framework for
technical assistance by other member states, with staff remunerated either from
those member states they originate from or from the financial assistance Greece
was receiving, covering an extensive number of policy areas, most of which
reflected the areas included in the MoU (e.g. budget, labour market, public
administration, justice system, etc.; ECA 2015, 12-4). This was the first instance
of a framework for the provision of bi-lateral, intra-member state technical
assistance.

It was later followed by the similar Support Group for Cyprus, established
in March 2013 (EC 2014a). Based on both of the above, in July 2015 the
Structural Reform Support Service (SRSS)!* was created within the EC to
manage the new Structural Reform Support Programme (with a budget of over
220 million euro for 2017-2020, and a proposal for raising this amount to 25
billion euro after 2020), now officially part of the EU legal framework under
Regulation 2017/825 (EC 2015, 15-9 and EC 2016, 22-5; EC 2018a, 9 and 26;
EP & CEU 2017).

However, the political climate in Greece had deteriorated considerably,
forcing the Prime Minister to, inter alia, initiate discussions about a potential
referendum on the financial assistance program in July 2011 (that would
eventually be announced, but never officially proclaimed, in October 2011;
Kyriakidis 2016a, 10)**®*. Correspondingly, the GLF was not yielding the
anticipated results, either in its implementation, its impact on the market

positioning of Greece, or its effect on Greece’s financial situation, as it included,

134 By 2018, it had supported 28 projects in 17 EU member states (EC 2018a, 25).

135 The referendum was vehemently opposed both within but also outside Greece. Within Greece,
the decision was condemned by all the opposition political parties, mainly on account of
questionable legitimacy of the result, because of the complicated and technical nature of the issue,
as well as the short amount of time anticipated between the announcement and the referendum
(less than 3 months; Kyriakidis 2016¢, 154). Outside Greece, a number of key EU officials and
officials of other Eurozone member states, chief among them the French President and German
Chancellor, opposed the idea, instead arguing that, should a referendum be held, that would have
to be on the question of Greece remaining within the Eurozone or not (Kyriakidis 2016c¢, 155).
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inter alia, overly optimistic projections of the impact of policy conditionality
(mutlipliers), Greece’s debt sustainability, etc., (IMF 20164, 1). For example, the
EC had predicted an improvement of GDP growth rate by 2.4 percentage points
between 2010 and 2011 (-7.5% against -5.9), whereas, in actuality, there was,
instead, a contraction of GDP by 3.6 percentage points (-5.5 for 2010 against -9.1
in2011; EC 2010, 12; Eurostat 2020d). Accordingly, Greece’s debt had increased
in 1 year by nearly 26 percentage points (146.2% GDP in 2010 against 172.1%
in 2011; Eurostat 2020e).

Given the above situation, a second financial assistance program was
deemed necessary and agreed during the July 2011 Euro area summit. It is
interesting to note that, in this case, for the first time ever, the program had been
decided to include, aside from the EU and IMF, “a voluntary® contribution of
the private sector” (CEU 2011e). As this, obviously, includes a nearly-unilateral
change of terms of Greece’s sovereign lending (this was, in essence, a
restructuring of Greece’s private debt), the statement of the Eurosummit made it
clear, in two separate paragraphs no less, that the Private Sector Involvement
(PSI) in the case of Greece was an “exceptional and unique solution,” and that all
other Eurozone member states would unequivocally “honor fully their own
individual sovereign signature and all their commitments...”. It is interesting to
note that already a month earlier, in June 2011, the German Finance Minister in
a letter to his Eurozone counterparts, the ECB and the IMF, had already proposed
the Greek PSI (Reuters 2011).

While the CEU Decision and the approval of a second program came
immediately in July 2011, due to the political turmoil in Greece, the Prime
Minister resigned and a cooperation, mostly technocratic, government was agreed
in November 2011 between the governing party PASOK, the majority opposition
party New Democracy and the smaller right-wing party LAOS, to conclude the
processes for the second program and, only then, lead the country to general
elections (Kyriakidis 2016a, 10 and 18). A few months later in February 2012,

136 The voluntary nature is essential because, if enforced via Collective Action Clauses (CACs),
to all bondholders, there is the likelihood that it will be deemed as a credit/default event, triggering
Credit Default Swaps (CDS) (i.e. insurance for a country’s default/debt restructuring) pay-outs.
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Greece officially requested financial assistance (Deutscher Bundestag 2012, 2;
EFSF SA 2012b, 2). The Eurogroup welcomed the agreement, and the MoU and
FAFAs were approved throughout March 2012 (CEU 2012b).

Under the increasing pressure to all Eurozone member states, and
particularly Greece, and to compliment the decisions on the ESM, in December
2011, the EU adopted the so-called ‘Six-Pack’ (Regulations 1173/2011 through
1177/2011 and Directive 2011/85/EU), which partly reforms and reinforces the
SGP and partly introduces new elements to enhance economic coordination (e.g.
the European Semester; EC 2011c)**’. The reforms included in the Six-Pack,
along with, primarily, the creation of the ESM, had been included in the report of
Task Force on Economic Governance®, established by the European Council in
its March 2010 meeting, to present “the measures needed to reach the objective
of an improved crisis resolution framework and better budgetary discipline...”
(EUCO 2010a; EUCO 2010b, 1-2 and 2010c, 1)**°.

In the Eurozone summit that took place in December 20114, it was
agreed that a fiscal compact to strengthen economic policy coordination would
be adopted (EUCO 2011h, 1-3). However, during the negotiations, the UK was
(the only member state) against incorporating this new compact in the EU
Treaties, because of the effect it would have on its financial services industry (and
because of a failure to secure an exemption; Miller 2012, 1). Therefore, because

unanimity could not be achieved, it was decided that this new compact would be

137 The legislative package had been proposed by the EC already from September 2010, a few
months after the Task Force on Economic Governance had released its report and 1 month prior
to the endorsement of that report by the European Council (EC 2010b).

138 |ts members where the European Council President, the European Commissioner for Economic
and Financial Affairs, the Chair of the ECB, and the Ministers for Finance of all EU member
states (EUCO 2010b).

13%«The Task Force considers that in the medium term there is a need to establish a credible crisis
resolution framework for the euro area capable of addressing financial distress and avoiding
contagion. It will need to resolutely address the moral hazard that is implicit in any ex-ante crisis
scheme. The precise features and operational means of such a crisis mechanism will require
further work” (EUCO 2010b, 2).

140 France and Germany had sent a letter to the European Council President already a few days
prior to the Eurozone summit, outlining their joint proposals for a new fiscal compact, most of
which were eventually reflected in the final TSCG (Miller 2012, 2-3).
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adopted as an international agreement outside the EU legal framework and

“incorporate these provisions into the treaties of the Union as soon as possible”
(EUCO 2011h, 7). A few months later in March 2012, the TSCG was signed

between 25 EU member states!

, with the term ‘Fiscal Compact’ applying to
Title 111, and entered into force from January 2013 (CEU 2012g, 11 and 24;
EC2017c, 2).

In Greece, the first elections after the EU-IMF financial assistance request
were held in May 2012 (Hellenic Ministry of the Interior 2012a). The results
were, as expected, devastating for both major political parties almost exclusively
due to the harsh austerity measures imposed, with the governing PASOK
experiencing “a substantial a substantial drop of 70%%*2 from its October 2009
percentage (from 44% down to 13%), and New Democracy, which came in first
(108 seats) an approximate 44% drop (from 34% to 19%)” (Hellenic Ministry of
the Interior 2012a ).

On the other end, anti-MoU and anti-austerity parties underwent a surge
in their electoral percentages since October 2009, with SYRIZA experiencing a
staggering increase of 265% (from 4.6% to 17%) and coming in second (52 seats),
while the extremist, until-then somewhat obscure, far-right political party of
Golden Dawn'* (its electoral percentages were lower than 0.5%) managed to be
elected into Parliament with 7% of the votes (Hellenic Ministry of the Interior
2012a). There was no party with majority, and, after attempts, no government
could be formed, so repeat elections were held in June 2012, in which the seats
of New Democracy and SYRIZA (the first two parties) were increased and a

coalition government was eventually formed (174/300 seats in Parliament) two

141 It now applies to all current EU member states, although several non-Eurozone member states
are bound only by specific provisions — the TSCG obligatorily applies to its entirety for all
Eurozone member states (CEU 2020c).

142 All electoral percentages are rounded to the closest integer.

143 The part drew inspiration for the two Greek juntas (Metaxa junta of the 1930s and Colonels
junta of 1967-1974), and was later, with its members (many of whom Members of Parliament at
the time) indicted in 2014 as a criminal organization, for various violent acts (primarily the
murdering of a left-based musician; Kyriakidis 2016c, 157). The trial was concluded after
approximately 6 years on October 2020, convicting the party leadership (BBC 2020).
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days after the elections between New Democracy, PASOK and the minor left
party of Democratic Left (Hellenic Ministry of the Interior 2012b).

At the EU-level, on June 2012 the President of the EC for the first time
proposed the creation of “a banking union as the first building block for deepening
the Economic and Monetary Union”**4, a proposal also endorsed by the President
of the European Council (EC 2012d, 3; EUCO 2012a, 4-5). To that end, the EC
proposed its roadmap towards a full Banking Union in September 2012 (EC
2012d). The relevant legislative acts, covering various facets of the banking
sector, from deposit guarantees to supervision and resolution, were adopted
throughout 2013 and 2014, but additional modifications continue to be adopted
even to this day, such as in the CEU’s roadmap to completing the Banking Union
(including measures such as a common backstop for the Single Resolution Fund,
enhancing the bank resolution framework, etc.; CEU 2016a).

In late June-early July 2012, the domino effect within the Eurozone
continued, with both Spain and Cyprus requesting financial assistance and raising
the total number of Eurozone member states under assistance to 5 (CEU 2012c;
CEU 2012d). Almost one third!#> of Eurozone member states were now receiving
financial assistance and were cut-off from the international markets. Spain was
the first case of the ESM providing financial assistance’®, albeit the assistance
was limited only towards the recapitalization of financial institutions (ESM
2020c).

In the case of Cyprus, the situation was more complicated, and the
program structure followed that of Greece, Ireland and Portugal. While the
Cypriot economy was struggling, primarily on account of problems with its

banking sector as well as exposure to the Greek Private Sector Involvement (PSI)

144 The EC had already made relevant proposals addressing specific aspects of the potential
banking union, such as the proposal for a Directive on banks’ recovery and resolution.
Accordingly, as early as June 2010, the EP had proposed several legislative steps towards a
banking union (EC 2012e; EP 2010).

145 In January 2011, Estonia became the 17" Eurozone member (EC 2017b).

146 The program was agreed with the EFSF SA, but within one month in July 2012 it was
transferred to the ESM, per the decision taken at the June 2012 Euro Area Summit, which
eventually conducted all the financing (ESM 2012b; EUCO 2012b).
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(which was completed 2 months prior to the request for assistance by Cyprus),
the program was agreed more than a year after the request was made (April 2013),
due to differences between the so-called Troika (EC, ECB, IMF) and the Cypriot
government primarily relating to the terms of the planned levy on bank deposits,
the extent of the privatizations, etc. (EC 2020l; IMF 2013c; BBC 2013).

The case of Cyprus presents two interesting aspects. One is that because
of the uncertainty building over the long negotiating period, and of fears for a
potential run on the Cypriot banks, Cyprus introduced a bank holiday and capital
controls'#’, keeping its banks completely closed and inactive for approximately 2
weeks (Johnston 2013). This was the first time a Eurozone member state imposed
complete bank closure and ‘freezing’ of capital movement.

Another interesting aspect is that the Cypriot plan involved a novelty
measure not implemented ever before, even in the previous financial assistance
programs: a levy on bank deposits. This measure was of extensive impact, as it
directly challenged the safety and guarantee of individual bank deposits,
otherwise considered completely safe, and, what is more, did so by legislative
fiat. The initial proposal was for the imposition of a levy on all bank deposits,
with percentage variation depending on whether they were below or above the
100.000 threshold (6.75% if below, 9.9% if above). Eventually, the agreement
reached excluded all deposits under 100.000 euro, also in agreement with EU-
wide deposit-guarantee legislation!, but, even as such, this was the first time a
bank levy was imposed within the Eurozone (CEU 2013f). Cyprus stands out
from all other Eurozone member states for another reason: it was the first to
receive the assistance after the adoption of the so-called ‘Two-Pack’ (Regulation
472/2013 and 473/2013) on May 2013'4°, which was the only piece of legislation

147 While banks opened after the 2-week period, capital controls were not fully lifted until 2 years
afterwards on April 2015 (Kambas 2015).

148 The relevant EU Directive 94/19/EC on deposit-guarantee schemes, as amended last, until
then, by Directive 2009/14/EC (after the Cyprus program it was later repealed and replaced by
Directive 2014/49/EU), provisioned the guarantee of aggregate deposits of up to 100.000 euro
(EP & CEU 1994 and 2009 and 2014d).

149 The original CEU Decision 2013/236/EU for the financial assistance of Cyprus, that used the
combination of TFEU articles 126 and 136 as introduced for the first time in the GLF, was



129

since the beginning of the crisis to formally establish the Troika and the MoU
within the EU legal framework.

Things began to normalize after mid-2013, with all Eurozone member
states under financial assistance, except Greece, terminating their programs:
Ireland in December 2013, Spain in January 2014, Portugal in June 2014 and,
finally, Cyprus in March 2016 (EC 2015e, 11; EC 2020m; EC 2014b, 5; EC
2014c; EC 2020n; EC 2019b, 22; EC 2020I). In the meantime, however, the first
post-crisis EP elections were held in November 2014, with Eurosceptic/anti-
austerity/far-left and far-right parties demonstrated an unexpected and
considerable surge, rising to occupy, cumulatively, almost 30% of the total
number of EP seats (Spiegel & Carnegy 2014; BBC 2014).

For Greece, things remained relatively stable until December 2014, with
the exception of the problems encountered by the New Democracy-PASOK-
Democratic Left coalition encountered in June 2013. It related to “the abrupt
shutdown of the Greek public radio and TV broadcaster...,” with which decision
the Democratic Left disagreed and departed the coalition, leaving it with a
reduced but still substantial 162/300 seat majority in Parliament (Kyriakidis
20164, 11).

While Greece’s second financial assistance program was due to be
completed in December 2014, the Eurogroup decided to extend it by 2 months in
order to allow for the adoption of additional adjustment measures, with
considerable backlash, among others by the Greek Minister for Finance (CEU
20141)1°, Greek society was experiencing intense reform and consolidation
fatigue after 4 years of constant MoUs and Troika oversight, and 2 financial
assistance programs. The economic situation of the country was also
deteriorating: the overall unemployment rate was the highest across the EU at
26.5% (with Spain being the only other member state with a rate over 17%), youth

unemployment (ages 15-25) was the second highest across the EU at a staggering

repealed and replaced within only 4 months in September 2013 by CEU Decision 2013/463/EU,
which uses Regulation 472/2013 as the legal foundation for the Cyprus program (CEU 2013g).

150 A similar extension until February 2015 was also decided by the EFSF SA on December 2014
(EFSF SA 2016, 10; EFSF SA 2014).
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52.4% (although reduced from 58.3% in 2013), the country’s debt had reached
178.9% of GDP (the second highest was Portugal’s at a distant almost 40
percentage points smaller) and the deficit stood at 3.6% of GDP (albeit markedly
improved from the 13.2% of GDP deficit in 2013; Eurostat 2020b and 2020c and
2020e). In addition, the ‘flight’ of human capital was tremendous: over 50.000
Greeks between the ages of 25 and 44 emigrated abroad annually from 2011
onwards®?, and a staggering total of 223.000 between the ages of 25 to 39 (so-
called ‘brain drain’) for the period 2008-2013 (Bank of Greece 2016, 75 and 2019,
108-9).

The additional measures requested were outlined in a 48-page letter sent
through email by the Greek Minister for Finance to the Troika, and was made
public first by the press and 2 days later by the President of the Council of State
(the Supreme Administrative Court and 1 of 3 Supreme Courts of Greece;
Hellenic Republic 2014a; In.gr 2014). The measures were of fiscal and
administrative nature and included, inter alia, significant Value Added Tax
(VAT) rate increases (from 6% to 13% for hotels), extension on ‘freezing’ of
pensions through 2017, etc. However, it also included considerable reservations
on the part of the Greek side in terms of several projections for revenue
shortcomings by the Troika (e.g. page 8). It is interesting to note that the Minister
for Finance, recognizing the aforementioned reform and consolidation fatigue
within Greece, preempts the content of the report by arguing that “we are
determined to walk the extra mile described in detail below, while recognizing
we are facing inherent limitations. The proposal described herein exceeds the
limits of our present reform capital and it should be interpreted as a last good faith
attempt to mitigate your legitimate concerns for the credibility of the program”.

With seemingly insufficient political capital to move forward to yet
additional reforms, after already more than 4 years of consolidation under policy

conditionality and with many election polls placing anti-MoU and anti-austerity

151 This became a steady rate for each year, with the total number of emigrated Greece between
the ages of 25 and 44 reaching 467.000 from 2011 until 2017 (Bank of Greece 2019, 108-9).
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SYRIZA in first place ahead of the ruling New Democracy®?, the Prime Minister
opted to bring the election of the Greek President to December 2014 (due to take
place by February 2015 at the latest; Enikos.gr 2014; Daley 2014)%3. The
President is elected by the Parliament in 3 sittings: the first two require a
reinforced majority of 200/300 Members of Parliament (MP), while the third a
less-reinforced majority of 180/300 MPs (Hellenic Parliament 2008, 47-50). If
none of the sittings yield the necessary votes in favor of one candidate, then the
Parliament is dissolved and elections are held. Considering the above, this move
was made primarily to determine whether there was the political support of the
government to proceed yet to more reforms, or not, translating the outcome of the
President’s election as support by MPs for the government more generally. The
candidate put forward by the government did not manage to gather the necessary
votes in any of the 3 sittings (the most gathered were 168 MP votes in the last
sitting, far from the 180 votes required)!>*, and snap elections were proclaimed
for less than a month later on January 2015, putting the last review of Greece’s
second financial assistance program on hold (Stavropoulos 2014,
Naftemporiki.gr 2014; Hellenic Republic 2014b).

The political climate during the electoral campaigns of the two major
political parties (New Democracy and SYRIZA) was extremely polarized®®®,

152 After all, SYRIZA had already come first by almost 4 percentage points ahead of New
Democracy during the November 2014 EP elections in Greece (Hellenic Ministry of the Interior
2014).

153 The incumbent President had been elected for a second, 5-year term on March 2010, and
election of new President, in accordance with the article 32(4) of the Constitution of Greece, has
to take place 1 month prior to the expiry of incumbent’s term (Naftemporiki.gr 2010; Hellenic
Parliament 2008, 49).

154 The political climate during that time had been quite intense, with even accusations by MPs
for attempted bribery into voting for the government’s candidate for President (Galiatsatos 2014).

155 E.g. New Democracy suggested that the election of SYRIZA to power would amount to
bankruptcy, insolvency and the inability of the state to even guarantee that pensions and wages
would be paid (To Vima 2015a). On the other hand, SYRIZA ran on an anti-austerity, anti-MoU
platform, supporting, inter alia, a generous reduction of Greece’s debt, reversing a number of
measures implemented by the previous governments as part of the MoUs (e.g. reinstitute the 13%
pension, reinstituting minimum wage levels, reinstating the tax-free wage threshold at EUR
12.000, etc.), the abolition of the of the Unified Real Estate Tax (ENFIA; first introduced as a
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continuing the already high polarization during the ultimately failed Presidential
election. With a society tired and weary from the strict structural adjustment, and
unwilling to still condone Troika supervision and the MoUs, for the first time ever
in Greece, SYRIZA, a left political party, came first in the January 2015 elections,
obtaining 149/300 seats in Parliament, and formed a coalition government with
the much smaller right-wing Party of ANEL (an arguably odd combination?®®;
together they held 162/300 seats in Parliament; Hellenic Ministry of the Interior
2015a; Smith 2015a). The victory of SYRIZA had EU-wide implications, as this
was the first political party in the Eurozone that was elected on an anti-austerity
platform since the beginning of the Eurozone crisis (Kassam et al. 2015). The
political ‘multiplier’ effect was particularly important for Spain, in which the
political party ‘Podemos’, with a similar platform and trajectory’® to SYRIZA,
was gaining substantial popularity ahead of the two major Spanish political
parties (Kassam 2015a)%,

The newly appointed government moved to propose a new candidate for
President, who was approved by the Parliament in the first sitting with 233/300
votes in favor (The Telegraph 2015). However, on the front of Greece’s second
financial assistance program, already in ‘limbo’ for close to 3 months, the election
of SYRIZA posed a considerable puzzle. On February 2015, the new SYRIZA-
led Greek government applied for a 6-month extension only of the second
program’s MFAFA (in an attempt to distinguish between the loan agreement and
the MoU; To Vima 2015b). The request was met with skepticism by the
Eurgoroup, which was favorably predisposed to it but also highlighted the Greek

temporary measure under Law 4152/2013 and the made permanent under Law 4223/2013), etc
(Syriza 2014; SKAI 2015a and 2015b; Stavropoulos 2015; Hellenic Republic 2013a and 2013b).

1%6 This would be repeated most notably in the case of the Italy during the 2018 elections, in which
the far-right party ‘Lega Nord’ and the far-left ‘Five Star Movement’ formed a coalition
government (FRANCE 24 2019; Legorano 2018; Horowitz 2018) .

157 In the November 2014 EP elections, only 2 months into its existence, ‘Podemos’ managed to
get 5 seats in the EP and garner 8% of the votes, coming in fourth (Kennedy 2014).

1% From January to March, polls were showing Podemos ahead of both major political Parties of
Spain (center-left PSOE and center-right PP). The party would take third place in the December
2015 Spanish elections, but would later lose support during the June 2016 Spanish elections (Diez
2015; Kassam 2015b; Buck 2016).
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government’s commitment to refrain from rolling back implemented measures
and requested an initial list of reforms. EFSF SA approved the extension of the
MFAFA the same month (CEU 2015a; EFSF SA 2016, 10)¥°. The list of
measures provided by the Greek government was, again, met with mixed
responses from the Troika: while judging it as an adequate first step, the IMF
requested further specification of measures and their alignment with the MoU,
siding with the ECB in that the current program would have to be completed as it
is (Deutscher Bundestag 2015, 6-11 and 20-1 and 26). However, even as early as
March 2015, there were indications that a third financial assistance program was
being negotiated, with the Spanish Prime Minister confirming relevant
discussions on it (Buck 2015)0,

It is worth noting that right after the January 2015 snap elections, even
before the request of the new Greek government for an extension of the second
program, the ECB lifted the waiver of “minimum credit rating requirements for
marketable instruments issued or guaranteed by the Hellenic Republic [...] based
on the fact that it is currently not possible to assume a successful conclusion of
the programme review and is in line with existing Eurosystem rules” (ECB
2015a). This resulted in considerable shortage of credit for Greek banks, which
became increasingly unable to cover the substantial deposit outflows they were
experiencing (Mourmouras 2017).

After a long period of negotiations, the Greek government and the Troika
were unable to reach an agreement on the way to conclude the second financial
assistance program. The Troika insisted on implementing measures of the
program, while the Greek government counter-proposed a completely different
approach, both to the nature of the reforms to be implemented and to the
monitoring process, i.e., without the Troika as was formed at the time. The final
proposal of the Troikal®® for the actions necessary to conclude the second

159 This would be the third MFAFA amendment (ESM 2015a).

180 The Greek Prime Minister would later admit that it was a mistake to extend the MFAFA
without simultaneously securing appropriate funding (In.gr 2015a).

161The final character of the proposal was reiterated by the Eurogroup President (EC 2015c).
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programwas provided late-June 2015 (EC 2015f). On 26 June 2015 the Greek
Prime Minister characterized the proposal as an ultimatum and a request to
implement policies that were expressly rejected by the Greek people in the 2015
elections, rejecting it and proclaiming a referendum on the proposal was
proclaimed to be held on 5 July 2015 (Hellenic Republic 2015a). It is worth noting
that the extension to the MFAFA, and, accordingly, the entire second program,
expired on 30 June 2015, i.e. 5 days prior to the date of the referendum on the
conclusion of that program (CEU 2015b; ESM 2015b)*¢2,

In an unprecedented move, the 18 Ministers for Finance, except Greece,
met and issued a separate “Ministerial statement,” reaffirming, inter alia, their
commitment to maintain the stability of the Eurozone (CEU 2015f). Meanwhile,
the ECB decided to not raise the ELA® for Greece on two different occasions,
which, considering the tremendous reliance of Greek banks on it and the lack of
any additional financing due to the expiration of the second program and the
inexistence of an agreement on a potential third one, resulted in a severe credit

squeeze (ECB 2015b)*64, This was a similar situation as the one in Ireland in late

162 The Greek Prime Minister had requested individually from all other Eurozone member states’

Heads of Government and State (e.g. the Prime Minister of Luxembourg; Hellenic Republic
2015b) on 28 June 2020 to reconsider giving an extension of the second program until 6 July
2015, but that was denied on 1 July 2015 (CEU 2015 and 2015e) .

163 In Greece, ELA “began in August 2011, when the Bank of Greece started providing liquidity
to credit institutions...due to the decreasing value of their eligible collateral [...] aimed at
counterbalancing the decrease in and the withdrawal of deposits by the private and public sectors,
as well as the decrease in the value of eligible collateral for monetary policy operations, against a
background of the banks’ inability to resort to the markets for funding. Indeed, uncertainty led to
large deposit outflows, amounting to some €90 billion, i.e. one third of the initial deposit base, in
less than three years during 2010-2013” (Mourmouras 2017). Greek ELA reached zero in 2014,
but then was raised gradually throughout the first 6 months of 2015 to 90 billion euro
(Mourmouras 2017).

164 The Greek government had been preparing as early as March 2015 for a potentially severe
shortage of credit and liquidity that could even result in the inability to cover public wages and
pensions. Article 36 of Law 4320/2015 provisioned that any deposits from General Government
and Local Governments in the Bank of Greece can be used to invest (repos or sell/buy backs) in
Greek government bonds, and served as the basis for Law 4323/2015 which mandated that all
entities of the General Government and Local Governments (except the State-Owned Enterprises
— SOEs and Social Security Funds — SSFs) were obliged to transfer their account deposits from
all other banks to the Bank of Greece (Central Bank), in deviation from any other provision or
stipulation (Hellenic Republic 2015e and 2015f). These funds could be used to both service
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2010. As a result, the Greek government decided to introduce a bank holiday and
capital controls on 28 June 2015 and until 6 July 2015 (a day after the
referendum), to avert a bank run imposing, inter alia, a 60 euro withdrawal limit
per day (Mourmouras 2017; Hellenic Republic 2015¢)®°. The bank holiday was
extended to 3 weeks until 20 July (Hellenic Republic 2015d). Even though banks
reopened, capital controls as well as cash withdrawal limits remained in place
(with various modifications and easements across time) for more than 4 years,
eventually being fully lifted in late-August 2019 (Hellenic Republic 2019).

The expiration of the second financial assistance program, and the
consequent lack of any funding, led to Greece missing an approximately 1.5-
billion-euro repayment to the IMF (IMF 2015a)%. This was the first time that a
Western developed state, and Eurozone member state, was in arrears towards the
IMF, effectively defaulting (at the time, the three other countries in arrears to the
IMF were Somalia, Sudan and Zimbabwe; IMF 2015b). The above could
constituted a default for the EFSF SA, a reason enabling it to request the
immediate repayment of the entire financial assistance provided to Greece, at the
time more than 135 billion euro (as a measure of comparison, Greece’s entire debt
in 2015 was 175.9 billion euro; ESM 2015c; Eurostat 2020e). However, the EFSF
SA chose to reserve its rights for a future time (ESM 2015c).

With the banks closed, strict capital controls in place, and with a rapidly
deteriorating financial and political situation, especially in relation to a possible

exit of Greece from the Eurozone!®” (many EU member state leaders, including

existing debt/procure new debt, as well as cover any wages and pensions in the case of extreme
shortage of credit.

165 Note that the only other case in which a bank holiday and capital controls were introduced was
Cyprus, and it had been close to 3 months since those had been completely lifted (April 2015;
above) from when Greece imposed equivalent measures.

186The payment itself was a summation of all of Greece’s June 2015 payments to the IMF in a
financially facilitating maneuver last employed by Zambia in the 1980s (Donnan 2015). At the
time, Greece was the largest debtor of the IMF owing EUR 35 bln in principal alone (Donnan
2015).

167 So-called ‘Grexit’ had been advocated primarily by the German Finance Minister, who
proposed “a time-out from the Eurozone, with possible debt restructuring, if necessary, in a Paris
Club - like format over at least the next 5 years” (BBC 2015b). There was also an alleged ‘Grexit’
plan put together by the European Commission as early as 2012 (Dendrinou & Varvitsioti 2019).
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those of Germany, France, the EC President, etc., emphasiz