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Abstract

Using historical institutionalism as a theoretical foundation, this paper explores
whether multilateral surveillance and policy coordination under the European
Semester (ES), introduced in the aftermath of the global financial crisis of 2007—
2008, was based on a path-changing or a path-dependent mechanism. Following a
legal-historical analysis going back to the Maastricht Treaty, we demonstrate that
the ES in its institutional form was not the result of a crisis-induced critical juncture,
but rather of a gradual, path-dependent historical evolution which kept the balance
of power relations in the European Union (EU) broadly unchanged. With this, we
offer a critique of literature on the post-crisis European economic governance frame-
work, which sees an increase in the influence of supranational actors, notably the
European Commission. Focusing on the ES, our paper puts forward an alternative
view, grounded in the theory of historical institutionalism, arguing that the balance
of power relations has broadly stayed the same. The conclusion is based on a legal-
historical analysis of 12 indicators, which help to understand the evolution of the
ES.
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1 Introduction’

In the wake of the pressures to the Eurozone emanating from the 2007-2008 global
financial crisis, important steps in European economic governance were initiated,
leading to an actual new European Union (EU) architecture of post-crisis govern-
ance. To understand the nature of these measures, it is important to explore how
respective EU approaches in economic and fiscal governance developed, from
the earlier preventive arm of the Stability and Growth Pact (SGP) to the Euro-
pean Semester (ES), which induced a yearly scheme of monitoring, planning
and if needed, correction. Did the ES represent an incremental change (i.e., path
dependency) rather than a substantial reform (a critical juncture of a new path) to
EU economic and fiscal policy coordination? Authors have held different views on
this aspect. We explore this topic based on process-tracing and in-depth document
analysis.

The European sovereign debt crisis, triggered by the global financial crisis, dis-
played the challenges related to lacking fiscal cohesion and stability among the
Eurozone states. The ES was established as a reaction in January 2011 as part of
a larger package of reforms. The scheme was created and implemented in accord-
ance with the ‘preventive arm’ of the SGP and its remit later expanded with the
implementation of the ‘six pack’ and ‘two pack’ reforms. In essence, the ES repre-
sented a new, reinforced, annual response mechanism to facilitate the coordination
of national budgetary and economic plans of EU member states. It was adopted by
the EU Council of Economic and Financial Affairs (ECOFIN) on 7 September 2010
and codified into EU law in 2011 (Council of the European Union 1997, 2011a).

A shared budgetary surveillance timeline for Eurozone member states was intro-
duced on 30 May 2013 based on Regulation 473/2013 (Council of the European
Union 2013). Moreover, in 2014, the European Commission conducted a review of
the application and effectiveness of the SGP, which, in 2015, led to the informal
adoption of more flexibility in its application (European Commission 2014a, 2015;
Seikel 2016; Zeitlin and Verhercke 2018). Next to more flexibility, gradually, more
attention was devoted in the ES context to social rather than purely economic-fiscal
policy considerations (Zeitlin and Verhercke 2018).

Some scholars have argued, or implied, that the implementation of the ES has
strongly affected the balance of power among EU member states and European insti-
tutions, with an increase in influence of the supranational actors (e.g., Dehousse
2016; Jones et al. 2016; Nicoli 2020). In this sense, the introduction of the ES
represented a ‘critical juncture’ (or deviation from an earlier path taken), partially
due to a ‘failing forward’ mechanism of European integration induced by the cri-
sis. Others were more cautious, however, and discovered less of a departure from
earlier provisions (e.g., Schimmelfennig et al. 2015; Borzel 2016; Genschel and
Jachtenfuchs 2018). While our paper agrees with many aspects of earlier work, it
re-evaluates the critical junction claim, applying concepts derived from historical
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institutionalism (HI) (e.g., Thelen 1999; Mahoney 2000; Mahoney et al. 2016) and
using process-tracing to discern some relevant historical-legal developments lead-
ing up to the ES. With this, by situating the ES into its historical context, we aim to
judge whether its introduction represented either a substantial or incremental change
to then ongoing patterns of EU fiscal and economic governance. The choice for
the application of HI is appealing not least because it adds to rival claims between
intergovernmentalists and neo-functionalists in European integration theorizing, by
constituting a ‘golden mean’ between explanations based on such competing grand
theories of European integration. HI more generally has the potential to overcome
the impasse of the dichotomous debate between these main approaches (e.g. Pollack
1996, 2009; Rosamond 2000, 2010, 2013).

HI reflects one of the three schools of new institutionalism. The other two—
rational choice and sociological institutionalism—may be seen as the polarized ends
of a spectrum, whereas HI is located in the middle. In this position, HI benefits from
insights offered by both other schools of thought and therefore, incorporates both
rational choice and sociological elements in its theorizing (Aspinwall and Schneider
2001: 2-5; Rosamond 2010: 110).

Incorporating HI propositions, we will present two main hypotheses guiding
our analysis. We then test their validity by offering a legal-historical account of
respective developments based on process-tracing. With this approach, we present
an alternative perspective and supplement to other comparative methods. In a nut-
shell, process-tracing aims to uncover casual mechanisms suggested by theoretical
approaches (George and Bennett 2005: 153). If the outcome of a case studied is in
line with the theoretical expectations, a causal mechanism may be in effect. Process-
tracing can uncover and identify the causal relationship between an independent and
a dependent variable, focusing on ‘the unfolding of an event over time’ and examin-
ing ‘the chain of events’ (Panke 2012: 129), answering both ‘why’ and ‘how-come’
questions (Panke 2012: 136). This is what we endeavor to do, focusing on the ES as
an important element in the development of European economic post-crisis govern-
ance, preceding the latest, significant steps taken in the framework of the NextGen-
erationEU project.

The selection of the ES as a case is based on a ‘most likely’ research design: only
a single case will be studied in-depth. Causal mechanisms of EU integration are
expected to ‘most likely” be found in new steps of economic and fiscal policy coor-
dination, such as the ES. While conducting our analysis, we are aware that the ES
was only one element in a broader approach to EU post-crisis economic governance.

Based on an analysis of legal-historical processes, we will demonstrate that the
ES in its institutional form was not something radically new, rather a result of a
gradual, path-dependent historical evolution. With this, our study adds to the current
literature on the European economic post-crisis governance regime by an explicit
focus on a historical perspective and related changes in EU legal-institutional terms.

The paper is structured as follows. Section two provides an overview of HI’s
propositions on path dependence and critical junctures. It discusses the three-step
analytical model (TO-T1-T2) and based on this, formulates two main hypotheses.
Section three presents the actual case study and the results obtained by our analy-
sis. Thereafter, section four adds a critical look at our findings based on a wider
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interpretation of the ES in view of instruments such as the Excessive Deficit Proce-
dure (EDP) and the Excessive Imbalances Procedure (EIP), capturing changes and
adaptations to the original ES measure. Lastly, section five summarizes the main
findings of our paper and concludes.

2 Theoretical framework and hypotheses

HI can be seen as a variation of New Institutionalism, which itself is a revised
version of Traditional Institutionalism or ‘Old Institutionalism’. There are mul-
tiple variations of New Institutionalism. According to Peters (1999), however,
they have four common features related to core aspects of an institution: (1) it
is a structure, formal (e.g. legal framework) or informal (e.g. network or shared
norms); accordingly, between actors, “some sort of individual patterned interac-
tions [...] are predictable”; (2) it is characterized by some stability over time;
(3) it affects individual behavior based on its formal or informal features and
constraints; and (4) it has “shared values and meaning” among its members.
Based on these four shared features, Peters distinguishes six variations of New
Institutionalism.

By comparison, Hall and Taylor (1996) offer a categorization based on three
institutionalisms, namely the large clusters of rational choice, historical and socio-
logical institutionalism. This categorization is especially helpful to distinguish the
major features of ‘institutionalist’ approaches.

Applied to EU studies, rational choice institutionalism (RCI) assumes that actors
involved in EU decision-making behave rationally and employ strategies to real-
ize their preferred outcomes; consequently, the EU is generally analyzed based on
principle-agent models (Aspinwall and Schneider 2001: 7). As such, RCI research
on the EU mainly focuses on rationalist approaches to legislative procedures, the
implementation of rules, measures and policies, and the analysis of the European
Court of Justice (ECJ). In comparison, Sociological Institutionalism (SI) applied to
the EU focuses on identifying normative and cultural mechanisms constructing or
constraining national behavior. It studies how identity itself influences state interests
and behavior, as well as the international normative structures underpinning them.
SI touches upon a wide variety of topics such as domestic-EU relations, regional-
ism and European integration, policymaking of member states, European citizenship
and EU enlargement. Given the differences in their fundamental assumptions and
research foci, RCI and SI are often viewed as two polar opposites of a spectrum.

HI tries to overcome this polarization by placing itself in the middle (Rosamond
2010: 110); it highlights how prior institutionalist arrangements and commitments
condition further action, set limits on possible options, and lead actors to redefine
their interests (Pierson 1996, 1998; Aspinwall and Schneider 2001: 10). It assumes
that “institutions reflect the complex and unique structures that influence both the
interests of actors and action arenas” (Sitek 2010: 570). In other words, “history cre-
ates context, which shapes choice” (Aspinwall and Schneider 2001: 10).
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According to Hall and Taylor (1996), HI has four distinctive features. First, it uses
a broad conception of the relationship between institutions and individual actions.
Second, it emphasizes power relations and asymmetrical power distributions dur-
ing the establishment and operation of institutions; a given institution provides some
interest groups with “disproportionate access to the decision-making process” (Hall
and Taylor 1996: 941). Third, it views institutional development through the lens of
‘path dependence’ and ‘unintended consequences’. Finally, it sees institutions as one
factor in a causal chain, resulting in political outcomes in the end.

HI accounts for both rational choice assumptions of self-interested utility seek-
ing actorness and sociological assumptions, such as socioeconomic development
and the propagation of ideas and beliefs (Hall and Taylor 1996: 942). As such, HI
studies of EU integration can be close to RCI when institutions are seen as power
neutral, but simultaneously, they can be close to SI when emphasizing cultural fac-
tors and institutional power implications to social groups (Aspinwall and Schneider
2001: 11-12). With this, HI also incorporates elements of intergovernmentalism and
constructivism in the analysis of European integration.

HI emphasized difficulties in terms of controlling institutional evolution and
the need to take an ‘evolving’ rather than a ‘snapshot’ view of European integra-
tion (Pierson 1998: 30). Important to this approach is that the EU can be valuably
explored in a historical context, as its political development unfolds over time. Sec-
ondly, its process and current developments are “embedded in institutions—whether
these be formal rules, policy structures, or social norms” (Pierson 1998: 29; 2000:
264-65).

According to the path dependence perspective within HI, sequences of decisions
matter and past choices exert an influence over today’s decisions by making certain
alternatives appear more attractive (for an analysis applied to the United Nations
Security Council, see Hosli and Dorfler 2019). Once a course of action is chosen it
will be difficult to diverge significantly from it, as the status quo holds precedent and
a drastic change requires a large investment of political resources (Lelieveldt and
Princen 2011: 42). Core mechanisms of path dependency are ‘sunk costs’, ‘increas-
ing returns processes’ and ‘self-reinforcing or positive feedback processes’. Accord-
ing to Pierson (2000: 252) “the relative benefits of the current activity compared
with other possible options increase over time” while “the cost of exit—of switching
to some previously plausible alternative—rise”. Hence, “the probability of further
steps along the same path increases with each move down that path” and “preced-
ing steps in a particular direction induce further movement in the same direction”
(Pierson 2000, 252). These previous steps “make reversal very difficult” (Pierson
2004: 10). Moreover, “increasing returns” are self-reinforcing as “long movement
down a particular path will increase the costs of switching to some previously for-
gone alternative” (Pierson 2000: 261). They constitute “positive feedbacks” as
“institutions and policies generate incentives for actors to stick with and not abandon
existing institutions, adapting them only incrementally to changing political environ-
ments” (Pollack 2009: 127).

Path-dependent decision-making can be problematic, however, as ‘form’
determined by path dependency is often preferred over ‘functionality’. Hence,
path dependency can result in positive, but also negative externalities, such as
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‘unintended consequences’. Negative repercussions imply that institutions need to
change, but change would require a relatively large investment of political resources.
Investment of such resources will often be higher than the costs of negative exter-
nalities, causing a continuation of the status quo.

However, path dependence can be interrupted by ‘critical junctures’. These are
unforeseen drastic changes in the internal or external environment, such as crises.
Only when these occur, can path dependency undergo drastic change, as it legiti-
mizes the allocation of the needed large investment of political resources. In such
instances, one witnesses ‘branching points’, where radically different patterns of
behavior can be initiated and different decisions are possible, detached from the
courses determined by ‘path dependent’ processes (Hall and Taylor 1996: 942;
Pierson 2000: 263). It is important to keep the two terms, ‘path dependence’ and
‘critical junctures’ distinct, however, as it is the former that lays the foundations for
the latter, but this is not interchangeable. Critical junctures then can have ‘lasting
consequences’ (Pierson 2000: 263).

The path dependency framework seems particularly applicable to see whether the
ES constituted a fundamental change (critical juncture) compared to earlier attempts
at European economic and fiscal policy coordination. This matters not least when
comparing such earlier steps to the more recent one of the establishment of the
NextGenerationEU scheme as a reaction to the potential economic crisis effects of
COVID-19.

A fundamental change, in general, is more in accordance with intergovernmental-
ist theorizing on European integration, as agreement between governments is core to
new steps taken. By comparison, incremental change is closer to neo-functionalist
perspectives on integration, interpreting steps potentially as ‘spillover effects’. Both
can be applied to economic aspects of European integration.

A critical juncture, in the European integration context, could also be accompa-
nied by shifts in terms of the allocation of competencies and power, both in terms
of ‘vertical’ relations (national-supranational) and those among EU member states
(national-national). To explore whether the ES might have created such power re-
allocation effects, we formulate a first hypothesis: the ES is the result of a critical,
path-changing juncture that altered national-supranational and/or national-national
power relations (H1).

If evidence is found for H1 in our case, e.g. by constraints on national govern-
mental competencies in the sense of potentially ‘unintended consequences’, HI's
arguments on crises as causes of critical junctures gain support. By comparison, if
we fail to find evidence for HI in our historical-legal exploration, then the ES is
likely to rather represent a path-dependent development based on earlier provisions
(notably the SGP).

We will resort to legalist criteria on national-supranational and national-national
competences and power distributions as the gauge to assess such potential ‘critical
junctures’ or ‘new paths’. In this context, a helpful conceptual elaboration of the
path dependence framework is the ‘three-step analytical model’, embodying core
ideas and mechanisms of HI.

Pierson (1996, 149; 1998, 49), while exploring the ‘path to European integra-
tion’, has made crucial contributions to the ‘three-step analytical model’ relevant to
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HI. In essence, T1 is the period of ‘grand bargains’ by member states, resulting in
considerable gaps in national government control, and leading to an altered context
for T2. There are four variables that notably characterize the changes from TO to
T1: (1) shifts in domestic circumstances, (2) the occurrence of micro-level adapta-
tions (‘sunk costs’), (3) accumulated policy constraints and (4) heavily discounted
or unintended effects. Clearly, (liberal) intergovernmentalist thinking is close to
such explanations, notably as domestic interests and power constellations affect
intergovernmental negotiations (the ‘grand bargains’). The shift from T1 to T2 then
indicates a change in the internal—i.e., variables contributing to T1—or external
context, forged by altered member state preferences, changed bargaining strength of
EU states, or altered powers of other actors. These factors together explain the insti-
tutional and policy outcomes after the ‘grand bargains’ taking place at T2. Pierson
argued that decisions arising from ‘the short-term preoccupations of institutional
designers’ could “undermine (...) the long-term control of member state govern-
ments” and lead to widespread unanticipated consequences (1998: 56). Such expla-
nations deviate from liberal intergovernmentalist thought notably by their focus on
unintended consequences of governmental action.

Institutional arrangements and increasing ‘sunk costs’ in European integra-
tion (i.e., ever-increasing costs of exiting from existing, supranational, institutional
arrangements) are then making any reversal both difficult and unattractive in prac-
tice. The logic here is not only driven by a concern with institutional constraints at a
‘macro level’, but also by activities of societal actors at the ‘micro level’, incremen-
tally building up their vested interests in EU policies.

Drawing on contributions of various authors using HI and incorporating elements
of RC, Hix (1999, 2005) conceptualized the three-step analytical model of European
integration (TO-T1-T2) as follows:

“At time TO, a set of institutional rules is chosen or a policy decision is made
(by the member state governments), on the basis of the structure of existing
preferences. At time T1, a new structure of preferences emerges under the con-
ditions of the new strategic environment: the changed preferences of the mem-
ber states, the new powers and preferences of the supranational institutions,
and the new decision-making rules and policy competences at the European
level. And, at time T2, a new policy decision is adopted or a set of institutional
rules is chosen.” (Hix 1999: 16)

According to Hix’s conceptualization of the process, at the first stage (TO),
national governments are in control. Decisions taken then ‘lock’ the integration pro-
cess into a particular ‘path’. Hence, “the decision taken by the member states at T2
is very different from that which they would have taken if they had faced the same
decision at TO” (Hix 2005: 17). The shift from TO to T1, by comparison, results
from changed national preferences due to an altered internal or external environ-
ment. According to Hix, three variables in the shift from TO to T1 contribute to
institutional adaptation: changed preferences of relevant actors, new powers and
preferences of supranational institutions and new decision-making rules or policy
competences at the EU level. The policy outcomes then occur at T2. Both in the
shift from TO to T1 and from T1 to T2, however, can unintended consequences
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occur as a result of actors’ imperfect information to predict changing preferences
at T1 or policy outcomes at T2. Such unintended consequences can take the form
of disproportional shifts in governmental policy competencies towards the suprana-
tional level (Hix 2005: 17), altering the balance of influence between EU states and
supranational institutions. This could also be relevant for the case of the ES.

Similar causal chains have been proposed by other researchers, such as Drezner
(2010). His approach to path dependency is as follows:

“At time t, a set of rules R is codified. These rules help to shape and reinforce
the preferences of the salient actors. At time #+1, the cost of switching away
from R is somewhat higher. With each iteration, the reinforcement between
actor preferences and the rules that bind them make it increasingly unlikely
that R will be changed endogenously” (Drezner 2010: 794).

Drezner’s description highlights the potential unlimited ‘iteration” and ‘reinforce-
ment’ of rules R via the time stages ¢, 1+ 1, t+2, t+3, ..., +n. However, the analy-
sis of rules R can also be divided into sequences of TO-T1-T2. In his interpretation,
Drezner proposes three variables that contribute to a shift from TO to T1 (or in his
model, from t to £+ 1): (1) higher switching costs from the rules codified at t (com-
parable to Pierson’s ‘sunk cost’ explanation), (2) the reinforcement of links between
actors’ preferences and the rules that bind them, and (3) an decreasing likelihood
that the rules codified at t are changed endogenously. Pierson’s and Hix’s TO-T1-T2
model stress the evolving relationship between states and supranational institutions
on institutional rules and policymaking outcomes over time, while Drezner’s focus
is more on the rules themselves and the underlying factors driving the reinforcement
and ‘stickiness’ of established rules and policies.

Hix’s TO-T1-T2 model and Drezner’s t, t+1, t+2, t+3, ..., t+n approach can
hence be viewed as two separate but complementary approaches capturing path
dependency mechanisms: Hix’s model emphasizes the historical and institutional-
ist context to explain how a path-dependent mechanism works and evolves, whereas
Drezner emphasizes the dynamics of path dependence themselves — i.e. the
increasing costs of switching away from a path. Moreover, Drezner’s argument that
“it (is) increasingly unlikely that R will be changed endogenously” (Drezner 2010:
794) implies that to break up the current chain of reinforcement and embark on a
new path may require exogenous pushes (such as a crisis).

We will use Pierson’s TO-T1-T2 ‘path map’ as the baseline for our analysis but
synthesize it with Hix’s approach to ‘new structures of preferences’ and Drezner’s
‘switching costs’. Accordingly, in TO the decision is taken to create an institution.
The institutional and policy outcomes are determined by interstate bargaining pro-
cesses. The (intergovernmental) negotiation outcome will reflect actors’ prefer-
ences and bargaining power. A shift from TO to T1, in this ‘combined version’, is
dependent on a total of nine factors: (1) changes in domestic conditions, (2) micro-
level adaptations (‘sunk costs’) or higher ‘switching costs’ from the rules codified
at TO, (3) accumulated policy constraints, (4) heavily discounted future outcomes
or ‘unintended effects’, (5) changed preferences of actors involved, (6) new pow-
ers and preferences of supranational institutions, (7) new decision-making rules and
policy competences at EU level, (8) reinforcement between actors’ preferences and
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the rules that bind them, and (9) decreasing likelihood that the rules codified at TO
are changed endogenously.

The shift from T1 to T2 is then determined by (1) T1 dependent changes to pref-
erences of relevant actors, (2) changing bargaining powers of these actors, and (3)
influence and powers of other actors. This then leads to institutional and policy out-
comes in phase T2.

The application of the three-step analytical approach, following the TO-T1-T2
path dependency model, hence focuses on institutional and policy evolution, with a
core element being the EU intergovernmental ‘grand bargains’ needing unanimous
approval and leading to Treaty revisions. Each round of the three-step model then
reflects negotiation results of an Intergovernmental Conference (IGC). This incor-
porates conditions contained in Pierson’s model, while accounting for changed
structures of preferences and new contexts in which policymaking is embedded (as
argued by both Pierson and Hix). Each EU Treaty revision will be based on previ-
ously adopted Treaties and each Treaty change and expansion implies a potential of
reiteration and reinforcement of initial rules, as suggested by Drezner. We will now
aim to empirically explore such steps based on a historical-legal analysis.

The formulation and adoption of the SGP occurred within the framework of
negotiations on the 1992 Maastricht Treaty (the Treaty on European Union, TEU)
and as a result of the creation of European Economic and Monetary Union (EMU),
which constituted a core economic and monetary development in European integra-
tion. Combining the approaches by Hix (1999, 2005), Drezner (2010) and Pierson
(1996, 1998) discussed above, we now introduce a second hypothesis (H2), propos-
ing that a path dependency mechanism occurred but based on specific conditions.
Building on HI1, H2 claims that the ES reflected a path-dependent development
starting from the Maastricht Treaty, continuing over the Amsterdam (signed 1997)
and Nice (signed 2001) Treaties and resulting in the provisions contained in the Lis-
bon Treaty (signed 2007). It has to be acknowledged, however, that there was an
additional potential institutional step: the actual European Constitution (European
Communities 2005). It was signed in Rome in 2004 but never entered into force, as
it was rejected in referenda in France and the Netherlands and then led to the (more
modest) Lisbon Treaty. We will hence not explicitly stipulate its provisions, which
were similar, however, to those related to economic governance in the Treaty of Lis-
bon. It is the economic background of potential path dependency and effects of path
dependency on economic outcomes in European integration that matter to our analy-
sis, including H2.

H2 as a hypothesis can be seen as a heuristic, specifying causal factors to empiri-
cally analyze a potential path-dependent evolution of the ES. We will explore the
validity of each of these 12 factors.

The overarching model underlying our analysis is presented in Fig. 1. The analyt-
ical factors—or indicators—summarize the different approaches as presented above.
We integrate the respective stages and variables (boxes) and potential causal chains
(arrows) to drive the analysis.

Accordingly, in Fig. 1, the Lisbon Treaty is categorized as T2, whereas the Maas-
tricht Treaty (the TEU) marks TO. As a component of the intergovernmental agree-
ments reached at TO, the SGP was to ensure budgetary discipline after the adoption
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(1) Shifts in domestic
conditions

(3) Accumulated
policy constraints

(1) Member state
preference
changes

Member state Member state
preferences bargaining power
Interstate
bargaining
Institutional and [~
policy outcomes

Pierson’s TO-T1-T2

Institutional
and policy
outcomes

(2) Changes in
member state
bargaining power

(3) Power of other
external actors

(4) Heavily discounted
or unintended effects

Time T0

(5) Changes in member
state preferences

Decision-making after the
new constellation of
supranational institutions national preferences

(6) New powers and
preferences of

(7) New decision-making
power and rules at
European level

Hix’s TO-T1-T2

Time TO T1 T2

(8) Reinforcement between
member state preferences
and the rules that bind
them

(9) Increasing unlikeliness

to change rules codified
Drezner’st, t+1, t+2, ..., t+n endogenously

Time t t+1 t+2 t+3

T0

. N

Maastricht Amsterdam Nice Treaty Lisbon Treaty Policy outcome: the
Treaty (T0) Treaty (Tla) (T1b) (T2) European Semester

A changing global context

Fig. 1 Adapted three-step analytical model: the European Semester matched to respective European
Treaty reforms. TO Treaty of Maastricht (TEU) 1992; Tla Amsterdam Treaty 1997; T1b Nice Treaty
2001; T2 Treaty of Lisbon, 2007. Sources: Adapted from Pan (2015, 2018), based on conceptualizations
by Pierson (1996, 1998), Hix (1999, 2005) and Drezner (2010)

of EMU and the single currency by Eurozone member states. The TEU not only
stipulated three stages to realize EMU, but also specified the convergence criteria
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applying for member states to join EMU, with this “constitut(ing) the legal basis for
the EMU and its new single currency” (Hosli 2005: 37).

Governments of EU member states conducted IGC negotiations, resulting in
decisions on EMU and its new common currency, the Euro and respective steps
to be taken, as spelled out in the Maastricht Treaty. Member state governments at
that time—albeit having different priorities for EMU—can be assumed to have had
control over the respective policies and outcomes. This included the creation of the
SGP, to maintain stability within EMU and the creation of Stability and Conver-
gence Programs (SCPs) aiming to coordinate and monitor national-level fiscal and
economic behavior after the introduction of EMU. Between TO (Maastricht Treaty)
and T2 (Lisbon Treaty) is T1—two chronological intergovernmental ‘grand bar-
gains’: Tla (Amsterdam Treaty) and T1b (Nice Treaty), both of which can satisfy
interpretations of T1 in the framework of the HI three-phase model.

Synthesizing all factors shown in Fig. 1 provides the basis of the empirical explo-
ration, offering concrete operationalizations for hypotheses one and two above.
Accordingly, factors (1)—(9) for T1 and (1)-(3) for T2, resulting in a total of 12 indi-
cators, constitute the analytical core elements of our study.

3 The adoption of the European semester

Largely as a response to the European sovereign debt crisis, the ES was introduced
in 2011 as a new coordination and surveillance mechanism monitoring national-
level performance within the EU. It complemented initiatives such as the creation
of the European Financial Stability Fund (EFSF) and later, the European Stability
Mechanism (ESM). In essence, the ES is “[a] 6-month period each year when EU
Member States’ budgetary, macroeconomic and structural policies are coordinated
so as to allow these countries to translate EU considerations into their national budg-
etary processes and into other aspects of their economic policymaking” (European
Stability Mechanism 2017).

The ES was not an instrument availing the EU of legally binding powers. In
essence, it included three approaches to strengthen economic and fiscal policy coor-
dination: monitoring of (1) national fiscal policies within the EU and (2) of their
economies, and (3) preventing excessive macroeconomic imbalances. Overall, the
annual ES procedure was divided into the ‘European semester’ in the first half of
the year and the ‘national semester’ in the second half. This established a shared
timetable for policy guidance and monitoring at the EU level with policy implemen-
tation at the national level. Though the semester cycle officially commences at the
beginning of each year, the preparatory work starts at the end of the previous year.
In November and December, the European Commission was to publish an Annual
Growth Survey (AGS) and an Alert Mechanism Report (AMR), with the AGS stat-
ing EU policy priorities that member states should take into account when drawing
up their own economic policies for the coming year and the AMR reviewing indi-
vidual member state macroeconomic developments. Based on the AMR, the Euro-
pean Commission had the option to conduct In-Depth Reviews (IDRs) to identify
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potential high macroeconomic imbalances and make relevant policy recommenda-
tions to the member states concerned. In January and February, the Council of Min-
isters was to discuss the AGS, formulate orientations and adopt conclusions. The EP
would then deliberate over the AGS and publish its own initiative report and issue
its opinions on Employment Guidelines (EGs). In March, based on the AGS and the
Council’s analysis and conclusions, the European Council was to provide policy ori-
entations, which member states were to take into account when preparing their SCPs
(budgetary policies) and National Reform Programs (NRPs) (policies promoting
growth, employment and competitiveness). The European Commission could issue
IDRs on macroeconomic imbalances and draft Country-Specific Recommendations
(CSRs) to remedy such imbalances. In April, EU states were to submit their Stabil-
ity and Convergence Programs (SCP) and National Reform Programs (NRP), while
in May, the European Commission was to evaluate the submitted plans and issue
draft CSRs. The Council in June would discuss the drafts and reach agreement (with
possible amendments) on the final CSRs, requiring endorsement of the European
Council in June. In the next month, the Council would adopt the CSRs, member
states would begin implementing them (by taking the CSRs into account in their
national decision-making processes regarding national budget and economic poli-
cies in the following year). Consequently, “governments, when submitting the draft
budget to the national parliament, are expected to include policy recommendations
by the Council and/or the Commission accompanied by an explanation of how these
have been incorporated” (The Task Force Report 2010: 10).

Towards the end of each calendar year, a new cycle of the ES was to start again.
The ES grew alongside other EU steps, most notably the two reforms made to the
SGP as a consequence of the European sovereign debt crises: the ‘six-pack’ and the
‘two-pack’, providing a more complete regulatory framework. Moreover, in March
2011, ‘Euro Plus Pact’ commitments were integrated into the SCPs and NRPs
checked in the framework of the ES. In December 2011, the ‘six-pack’, reforming
the SGP inter alia, codified the ES into EU regulation (Article 2-a of Regulation
(EU) No 1175/2011). It introduced a new dimension to EU policy coordination and
surveillance aiming to prevent macroeconomic imbalances by the Macroeconomic
Imbalances Procedure, MIP (Regulation (EU) No 1176/2011; Council of the Euro-
pean Union 2011b). It also reinforced the EP’s role by integrating an Economic Dia-
logue into the ES, providing it with the possibility to intervene in the ES at almost
any point in time (Regulation (EU) No 1175/2011). In May 2013, Regulation (EU)
No 473/2013—one of the ‘two-pack’ regulations—added an autumn counterpart to
the spring semester procedure to check Euro member states’ budgetary plans and the
Excessive Deficit Procedure (EDP) countries’ Economic Partnership Programs.

In essence, when created in 2011, the ES integrated different strands of economic
policy coordination into a new single surveillance cycle, “bring(ing) together exist-
ing processes under the SGP and the Broad Economic Policy Guidelines (BEPGs),
including simultaneous submission of SCPs and NRPs” (COM(2010) 526 Final
2010: 2). According to Regulation (EU) No 1175/2011, codifying the newly-
invented policy coordination procedure, the ES includes BEPGs, EGs, SCPs, NRPs
and surveillance mechanisms to prevent and correct macroeconomic imbalances.
While these measures may seem technical, they all constitute important steps in the
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further development of the ES. To capture these developments, relying on official
documents and additional literature when applicable, Table 1 provides an overview
of differences between the situation before and after the introduction of the ES.

Exploring the various provisions related to the ES, based on the indicators out-
lined above, it can be stated that no fundamental changes were introduced with the
introduction of the ES. It rather appears that the ES has resulted from detailed steps
that can be captured by a path dependence process, originating in the SGP (notably
its ‘preventive arm’). But as Table 1 also shows, according to this exploration, nei-
ther national-supranational nor national-national competences and powers changed
by the introduction of new mechanism, providing further support for the assumption
that there was no (crisis-induced) ‘critical juncture’.

This finding is in line with Amy Verdun’s (2015) more general historical institu-
tionalist analysis of the EU crisis response, which she found was largely based on
action by already existing institutions. Actors’ endogenous preferences, moreover,
can be a result of path dependencies—a core concept of HI (Schimmelfennig 2018).
National governments can be seen as having been the main actors in terms of policy
response, but supranational level intervention remains critical for the actual policy
enforcement (e.g., Falkner 2016). Moreover, as national government powers did not
seem to get (further) constrained or reduced, the ES is not likely to have constituted
an unintended consequence of the initial decisions taken through the SGP. However,
the case study results as shown in Table 1 do reveal that the already existing cleav-
age of Eurozone compared to non-Eurozone EU states has been reinforced by both
the SGP reforms and the introduction of the ES, with this accentuating the trend
towards a two-speed EU. Responses to the European sovereign debt crisis, including
more intensive fiscal and budgetary policy coordination may have reinforced a given
North—South division within the EU.

HI’s assumption of the role of economic crises in triggering critical junctures, as
our analysis demonstrates, does not seem to have been applicable in the case of the
ES. Rather, our overview (Table 1) demonstrates the ‘stickiness’ of EU policy in
terms of coordinating and monitoring mechanisms in terms of member state fiscal
and economic behavior.

Hypothesis 2 started from the premise that that a path-dependent development
began with the Treaty of Maastricht, continuing over the Amsterdam and Nice Trea-
ties to the provisions incorporated in the Lisbon Treaty. Based on theoretical reflec-
tions, we assumed a range of causal factors to potentially have determined the pro-
cess. To explore the validity of H2, Table 2 provides an overview of the detailed
changes in regulations as incorporated into the various Treaty revisions.

Table 2 shows what these changes were, resulting from intergovernmental confer-
ences and related Treaty changes. Developments from T(0) to T(1) capture changes
of explanatory factors from the Maastricht Treaty to the Amsterdam and the Nice
Treaty and continuing to changes between T(1) to T(2), based on the three analytical
factors presented above.

As Table 2 shows, our historical-legal analysis does not provide evidence for
causal effects for some of the indicators. Most notably, the respective assumptions
related to factors (3), (4), (5), (6) and (7) are not discovered, partially countering
assumptions integrated into the three-step analytical model specified above. This

@ Springer



Evolutionary and Institutional Economics Review (2023) 20:141-167

154

soonoe1d ur 93uByd dANBWLIOJSURI) OU ‘A[SUIPI0dDY
*0S OP 0) POIOJ 9q JOUURD Inq ‘SYSD) JO uoneudwdwT [RUTf I0J A[qTS
-uodsar aIe SJUSWUIAA0ST d)e)s Joquiaw g "[qrssod suorsioap Jurpuiq

oN  A[TeS9[ ou ‘poSueyoun A[[ENUSSO UTBWAI SUONQLISIP 9oudjeduod ‘S ur

soonoeld ur AFuBYD 2ATBULIOJSURI] JO SATD
-uayedwod ur oSueyo [emoe ou ‘A[SUTPI0dIY “(JTH) AINPIJ0IJ dOUBTRqU]
QATSSAIXH ) J0 (JOH) INPID0IJ NI SSAOXF ) S Yons ‘[1ouno))
ueadoIng o) £q paqjonuod swsTuRyOUr 91eIedas IO IopuUN [[e] 1By
suonoues o[qrssod (9) pue ‘somssoxd 1oxTew (q) ‘omssord 100d () uo
SOT[OT S SYSD Y} PIM ouer[dwrod $97e)s IOqUIdJA "PINSST oq Ued
sSururem Aorjod Auo 1000 03 uaxe) Jo pauy 9 J0U [[1A I ‘OUIRIJouln)
UQATS o) UM SYSD 2y Juawo[dwr 03 S[Tey 278)S JoquIdwW ()7 U JT
‘suonjes1[qo Surpuiq A[[eSo[ 9INITSU0d J0U 0P SYS) (ABM POULIOFAI JeyMm
ON -9WIOS B UT JO 219M AU} SE JOU)I2 S[00) UOTBUIPIO0D JouLIoy 3y pajdope S
puRWRIdWT SAINUNOD BOTE OMD IO JWITAT SUOTIOUES
PIO "uoneuIp100d Ad1j0d 21un-X2 0 J50d-X2 WOIY A[93TE] ST ATUBYD (SIS
N4 JO [249] TeuonEu 9y} Je sueld orwou0o9 pue A1ejespng euoneu Jo
uondope {gOS 01 Yorq PAdeI) 2q UBD TIAMOY ‘ST o) Jo sjuauodurod

SdDS 93 ur seoueuly
orqnd jo AjrqeureIsns wial-3uoy oy} JO JUSWSSISSE S0 ULIe dATIUoAdId
S.dDS 2 ojuI SHUAWAR mau Suronponur ‘paydope /£6/99+] ON (OH)

UONEB[NSIY SUIPUAWE §O0Z/SSOT ON (DH) UONB[NSIY [1OUN0D) ‘SO0T UL

S1seq oy1oads-£nunod
B UO [10UN0)) 2y} pue [rouno)) ueadoinyg 2y 0) paprwqns sem Korjod
JuowAo[dwe pue JTOU0I9 JO POy INUL Y} SUTISA00 d91ApE Ko1[0d
Q) 1SI1J 9Y) J0[J], ‘SYSD PAUIAUI-K[MAU ) 0) anp pue ‘JYN & dn
MEID 0] SEM Q)RS JOqUISW () [OBI ‘SOT Y} UO Paseq "JUWNI0P J[SUIS
® 0T SOF oY) PUB SOJHE oY) PIUIUIOd ‘Ot IST1J Y} 10 ‘SOT "(SDINO)
UonRUIPIOOd JO spoyjouwr uddo mau (p) (SYSD (9) SSTAN (Q) {(sDY) soury
-opmo peISA] (B) :wI0§ar A9170d OMUOU0 JOJUOW PUE 1S 0) SAIM
-seour [njromod QI0W pue Mau JO J3s & paonponur £39)enS UoqsI 5007

paresodioour sHF Ayl pue sHggq . Lfenuue
pantugns 94 [reys swerSoxd perepdn ‘royeoIoy ], ‘6661 UYOTRIA | 210J9q
panIwqns 3q [[Bys,, SIDS Y3 1By} pAQLIISaI] "$A)L)s Joquiaw N [[¢ Aq

oN [PIUSWEPUN] ‘PIZIUOIYIUAS IR [OA] () & QIUB[[IOAINS PUB QOUBPIND panruqns 9q sgOS ey} 1uawaInbax podnponur {661 Ul pIIse :Jns

(,$90m

-ov1d ur asuey)
QATIBULIOJSURI], 19)sowdg ueadoinyg (£391B1S UOQSIT pUB JOS) SUOISIAOIJ SNOTAIJ

(ap107) uossiuwo)) uead

-o1nd {(7107) Te 19 S1oqioqrey (z107) uorsstwo)) ueadomy {(1107) e 10 siofe {(1107) 'Te 30 SIeqieqrey ‘(q ‘eQ107) uorsstuwo)) ueadomy ¢(c00z) uorup) ueddoing oy}
JO [1oUno) ¢£6/99%1 ON (D) Uonen3ay [1ouno) uo paseq (8107 ‘S107) ued woij pradepy ‘saoinog paredwod suorsiaoid snoradrd pue Joysowas ueadoing U], | djqel

pringer

N's



155

Evolutionary and Institutional Economics Review (2023) 20:141-167

soonoeld ur AFuBYD AIBUWLIOJSUET)

ou ST 2191} ‘A[SUIPIOIIY (1661 Ul PIRISE SB) JNS 9 JO Wk dAnuaAdxd
Q) 0} JE[IWIS I8 PUE JUB)SUOD UTRWIAI UONBUIPIO0D Ad1jod O1uiouodd
pue A1e1e8pnq N7 SUTUIOUOD SUOTE[T Jomod [BUOTIRU-[RUOTIRU PUR
[euoneuridns-[euoneU Y)oq ‘SN[, "saje)s Joquiaw ()5 JoJ Surpuiq
ATe391 10U 918 21pa001d §F O) JOPUN SUOTISTIO "NH ) UIIM SIO0[q
QUOZOINF-UOU J) PUB SUOZOINF ) UM SUINNBd JOUBUIIAOST PoouE
-[equN 0 SPEJJ SI], "IOUBUIIAOS OMUOUOII JUOZOINF UIIFUIMS JIYIINJ
0] SurwITe SOLIUNOd QUOZoINg Ay} J0f suorstaoid [eroads sonponur yoed
-0Mm), 3y} pue Soed-XIS, 9Y) UI PaUTRIUOD SUONR[NSAI MU A, *,S1e3png
reuoneu jo uondope 9y} 210joq PUE SJDS PUB SN 2 Jo dn Surmeip
AU} 210J2q, PANSSI AT® SOV Y} UT PAULIYSUD SIATIA[qo pue sanrrorad
N Se ‘21up X2 MOU ST UOTIRUIPIO0D A01[0d POzZITOIYOUAS [ "WSTURYOUT
9[3urs & J0puN ‘0mpod0id pue o[qeIoWT) UOWWOD B FUIMOT[O] ‘A[SNO
-QUR)[NWIS PANTWQNS dq 0 ALY SDS PUe STUN ) ‘SPIEMUO [T0T

Awouodo NG 9y 10] A3918NS JATIOI0D ©
SSNOSIP 0} SIS JoqUIRI 1oy Kjrunyzoddo ou pue ‘[oAd] [eUONEU & Jpe
S)I0JJ9 O} JO MOTA JATSUOYRIdIIOD Ou sem o10Y[)], ‘sornpoooxd uoneurp

oN WOL] SIS Joquiawt N Jo A39ens 9A109[[09 10j wroperd sopraoxd g 1000 Kot110d JUIAJTP puk eIedos JO JOUISIXD o) 0] aNP ‘I [T 2I0Jog

(S90m)

-oel1] ur o3uey)
QATJEULIOJSUBI], 19180w0G weadoIngg (£391B1S UOQSTT pUB JOS) SUOISIAOIJ SNOTAIJ

(penunuod) | 3jqer

pringer

Qs



Evolutionary and Institutional Economics Review (2023) 20:141-167

156

poonpax
10U ST $I101[0d )7 JUBAS[AI IOAO [ONUOD SIBIS JOGUIdUT

A “00udY ‘SUIBLIAI SUOISIOAP JUIPUI] A[[BSI[ JO 90UISqR
$PASUBYD 10U I8 PAUIOIUOI SINSST JY) JOJ SISBY [BTI[ SON

PAUIIOUOD
sonsst oY) uo o[qrssod suoIsAp Surpuiq A[[e3of ou ‘N

NH Y UM IMoI3 druou
-009 (Joao[-0101w) 90w old 01 saInseow AI1Bss$odou pue
[BIO1JOUD( SB Udds A1k AFIRNS UOYSIT PUB SINI JOS SOA

SOA

L6/99%1 ON (D)

UONENToY Surpudwe §0Z/SSO1 ON (D) uonensoy

[1DUNO) TUIPN[dUL “GOOT Ul SWIOJOI IOS (Q) SYSD Pue

SdN Jo seonoead oy} Jo uononponul <GO(g ut A3o1ens
uogsiT payoune|-al () :padojoaap satorjod pue samseajy

K18l ], IYOLNSEEA IO11IBO U} PUR AJBAL], WEPIASWY )

JO SO[OILY JUBAJ[L 0M) 9} 0} K1BAL], DIN ) Aq 1ySnouq
soSueyd ou DL 7ST AOILY PUB 66 901V :soseq A1eal],

(000T DI U0 paseq *A1eo1], 99IN) I L,

$I)S IOQUIdW )] UO SUOIS
-109p Surpurq A[[eSo[ onssI 0) 9[qR 10U 9IB SUONMNSUT ()
{paoNpaI 10U ST SAOI[0d () TUBAI[I IOA0 [ONUOD SRS

I0quIoW )7 ‘PISUBYD 10U OIB $ISB( [BII] JURAJ[OI SON

Surpuiq A[[eSo1 10u o1 SHF oyl
pue SOJHAE Y1 I9pun uoneuIp100d La1j0d 21ouodd LoN

§1509 passedwooud uoneurp1009 Larjod jo vopr oy

woij Aeme Jurygonms Ajuadsold d1wouodd 1oy 10198) JUe)

-10dwl ue OWERO9( “IOAIMOY ‘UONBUIPIO0D ADI[0] ITUISYR

sem suoneldepe [0A9[-0101W JO 10108} oy} (90e[d 001

DDI 9661 21 udym 20e[d utjou sem uoneurpiood Aarjod
JIWOUOI PUB OIUR[[IOAINS AIBIOTPNY 0] DS YL ON

SOX

000C Y2IBJN UL payoune|
A3o1eng uogsrT :pado[oadp so1drjod pue soImseaN
{K1eal], IYDLISERIA AU JO SI[INIY JUBAD[IL OM] dY) O)
K1ea1], wepadswy oy} £q paonponur sdueyd ou {(dump
-0001d uonesodo-0d oYy “o'1) DAL (9681 NI X9) 76T
OPULY PuR DHL (€01 dONIY X) (6 [NV :5958G K1RL],
(9661 DDI U0 Paskq ‘A1eal], WEPIISWY) B I,
SdDS AY) JO UOISSIWGNS [RUONRU

JO 1) "$a101[0d DIWOU0ID JO UONRUIPIOOI PUR QDUR[[IAINS ‘suonisod A1r103pnq Jo 0dUR[[10AINS SUTUAYITUINS
JO QNSST O SIASSAIPPR £6/99+ (DH) UONR[NTIY [19UN0D) {2661 UL $1IRIS JOS :pado[oadp saoijod pur saImseay

{(ampaooad uonerado-0d

Y <91 « DAL 9681 QONIY PUR DL €0 JONIY :0UR[[IDAINS PUR UONRUIPIOO Ao1[0d d1ou0d 5 10 Saskq A1eai],

$109JJ0 PAPUANUIUN JO PAUNOISIP A[IABIH (§)

sjurensuod Karjod parenunsoy (¢)

(suonerdepe [0A9[-0101W) $1500 Yung (7)
SUONIPUOD NSIWOP UL $)JIYS (1)

(6)=(1) SI019%] PONA[RUY JO JUDWSSISSY Q[ 1/RTL 01 (L

(K1ea1], 90IN puB A1ealL], WepIswy) L

16610661 DDI U0 PIseq (K121, WYILISERIA) (L

71 01 01 ‘seneai], N Y3 Jopun uoneurpioo)) Ad1od OTUOU0dF puk [BISL] ()H JO UONN[OAT YL, T d|qel



157

Evolutionary and Institutional Economics Review (2023) 20:141-167

dDS Y Jo swIoja1 ded-om), 9y) pue oed-xis,
o) Aq Aprenonaed “ampadod S oY) 0)UT PIApPe (JIIA JO FIAY '5°0) SIUAWO[O SULIO)IUOW PUB UONBUIPIOOD MU (D)
{110T 19qUIddA( UT MB] [)F OIUT PAYIPOD ‘T (7 Arenuef | uo pouowdrdur S5 (q) AS9BNS UOYSTT UO Poskq paures
$00UdLIAdXd PUE SUOSSI AY) UO PISE] ‘()] O YOIBIA UT payoune] )z0g 2doing () :padofoadp sordrjod pue somseajz
((d710)
mpaoo1d dATR[SISI] AreuIpio 7 o1npad0id uoISIIOp-00 oY) o°T) (DAL 1S A[ONIY X9) NHAL #62 A[ONIY pue (DL
66 219NIY X0 Furpuowre) (4 (NH1L) uorun) ueddong oy Jo Surwonoun,y oY) uo AJedI], 9Y) JO [Z] 9[ONIY SSeq A1BAI],
suorsiaoid gOg oy) woiy
Keme yeolq A[[eoiped 10 o3ueyd 0} 109dsoid uiseoidop e
PUE SO[NI JOS JO Ssouryans, oy) Sunensuowdp ‘poydepe
10U 210M DS oY ul pofrejud sofdourid J1seq Ojoym B se
QOUBUIOAOT DIUOUOI [)5] SB [[0M SE SO[NI DS UoyIFudns
0] SEM WIE I} ‘POPUOWE SBM JDS O} 4Inoy) (Sox SOTUBYD INOYIIM PONUNUOD SEM JOS SOL

SUONMIISUL ()7 PUB SJUSWUIIAOS JO SIOUD
-10J01d POdIOJUIOI PANOOAX 301§ UOGSI] PAYIUNE[-Ox

) PUB SULIOJAT JOS ], ‘PAUAYITU2NS PUBR PIYSI[QRISI $IRIS IOqUIdW UMD UOTIRIdA0-0
sem sa1o1[0d orouodo pue sue[d A1e1o3png JIOY) U0  PIDUBYUD J0J SA0UIJaId pa1dofjar A391enS UoqsrT ay) Jo
SUOISIOOP AIRWN[N SALIS JOQUIdUW ()5 PUR OIUB[[IIAINS [OUNB[ $$31B)S JOQUIAW () PUR SUONMTNISUL () UAMII]
[euoneueldns NG udomioq wnLIqINba UGAIS © OyeIs 18 wnLIq b udAIS B paysI|qeISO PeY JOS oY) ‘OeIS 1B
SONSSI A 10] $INI FUIPUIQ OU 1M ) YINOYI[L (SO SONSSI AY) 10J SINI SUIPUI OU 1M I YINOYI[R (SO

NAL 01 paredwrod paSueyd JOU ST QOUR[[IOAINS [RISY

NHL2Y 0 PUE UONRUIPI00d K5110d SILOU09 0) PAIR[AI SAINSEAW
pareduiod pasuRoUN SUIPLIAT suOnMASU [euoneurIdns oy 1dope 01 ampasord uonerado-09 pue siseq [eSO[ (0N
oy Jo sorouaadwod pue 1omod 22U poSurydUN SUTRWOT

2mpao01d uone1odo-0o (K1ed1], WEPIANSWY ) WOIJ IOA0 pasueyd 10U dIB $HUANUOD NG DAL 9681
UDYR) SO[ONIY JUBAJ[I 0M) Y} 0] IPBW SATURYD OU ‘ON PUB ¢ SI[ONIY X9 SIOQUINUAI A1BAL], WEPINSWY ‘ON

(£)—(1) s1010%,] [RONATRUY JO JUDWSSISSY (7L 01 qT.1/81 L

(L00T JO DDI U0 paseq ‘A1ed1], uogsty) 7L

A[snouo3opuo 118
POYIPOD SINL Y1 OFURYD 0) SSOUI[ONI[UN FuISLIIOUL UY (6)

woy) puiq ey} so[nI
o) pue $90uAIdJId SI019B UOIMIOQ JUIWIIIOTUINY (§)

1949 ueddoing o
18 saouaradwos Aorjod pue sa[nI SULYRW-UOISIOAP MIN] (1)

suon
-mnsut [euoneueldns 10 sooud1dyo1d pue s1omod moN (9)

$011S JOqUIDIA JO soouarajord paguey)) ()

(penunuod) zayqer

pringer

Qs



Evolutionary and Institutional Economics Review (2023) 20:141-167

158

[opowr
[eonATeue 93eIS-001Y) [ 9Y) U PAUTRIUOD SIOJeIIpuI [enuojod dA[om) Surssosse ‘suorstaord Ajear] N Jo SIsAfeue ue uo paseq ‘(107 ‘S107) ued woiy paydepy :90Imog

(1oqe[ owes dy) Sure)dI (AL, 9Y) o[yM) NAAL ) Surnuosoq JEL Y YIa ‘N ) JO dmongs Te[rd-od1y) paysijoqe K1eo1], uogsry "(SIONLW [BUNULID Ut uonerodo
-00 Terorpnl pue dorod “o1) xe[[id pany oy pue (Ao1[04 AIINOAS pue U010, UOWWo)) ) 9o'T) Teq[id puodas 9y} Jo so[onTe NA.T, worj jt Jurysmsunsip ‘(refid Arunwuro))
oy ') N o Jo reqid 381y O JO APNIY NFL B 0B PIsn udjjo sem (Arunwwo) ueddoingg oy SumysiqeIsd A1ed1L) DHL UONRIAAIGQR dU) KIBdIL, UOQSIT ) 10O,

(6) Pue “(8) (5) “(2) Jo soIqerLrea 11, Aq poute[dxo oq uwed (g)

SUONMNSUL ()5 dY) JO [0 PaULAPIY “(UIBWOP SIY) U SUOISIOAP JUIPUIG-UOU dY) 0) ANP) PIFUBYIUN PIUIRWAI */ 66

ur gO§ Jo ue 9AnudAdId jo uondope 20urs ‘$oje)s JOqUISW Pue SUONINSUT ()57 9Y) UM WNLII[INDI JO 90UISSI

Ing “(A)RAIL, UOQSIT) 7L AW I SI01R 1Yo Jo 1omod o) ur sagueyd 10§ Junodde o) aenbapeur pareadde (Kiear],

90IN) q[ I dwn 18 (f) Jo uonesau ‘sny, ‘g 10 01 1npadoId uonerodo-0 woty paJIys aInpadoid dANR[SISI JUBAJ[I
{dd 9y pue uorsstwo)) ueadoiny ay) 10§ sani[iqrsuodsar axowr paqriosaid )L 66 A[ONIY Xd 01 dpe saFuryd A1val], SI0JOR IO JO 10MO (€)

(Ayear], 921N) 4L 2w 1B () pue (¢) Jo uonesou 9y 01 anp “IOA0IOW ‘AIBSSI0oU PAWp jou s1omod Jutuiedieq
Q1B)S JOQUIDLL JOAO UOISSNISI(] “SUoNNLISIp 10mod oAl Jo UoNIOPoI UBY) JOYIRL SNSUdsu0d Aq A]931e] Juow oISy
*QJUBUIOAOS [BISY PUB JIUOUOID JO YIOMIWERLJ Y} USYITUdNS 0] PAdU 9Y) UO 01Tk A[[BUISSD $9IB]S Joquiowl [H Jomod Sururedreq 91e1s 10quiow ut sdguey)) (7)

JUdsqe swods [opowr douopuadop yied paysod oY) JO () WSIURYOIW J[IYM ‘SoFuryd 90u019joId 810001

(K1ea1], WRpINSUY dY)) B I, OW) 18 JUdsqe (K11, 90IN)) I, dwm B (7) I019B] JO 00UdsdId “([OA] [euoneueidns

9y} uo doukrIofIod RIS JO OIUR[[IOAINS PUB UONRUIPIO0I Ad1[0d OTOU02 UdY)TUINS 0) SSOUTUI[[IM POSURYUD

PUE [ONUOD DNBIDOWIP AI0W) PASITIns uorsstuo)) ueodong oY) pue J5 oY) J0J 9[0I I9)BAIT 10] 00U0IJIIJ "MB]
Nd 0JUL SOINSEIW JUBAD[AI AJIPOD 0} J 1O ) 01 21npadoid uonerodo-0d woly pagueyd s90ud1djo1d 1e)s JqUIdIA soouaIdyoId 91es Joquiowr 0 saguey)) (1)

(penunuod) zayqer

pringer

N's



Evolutionary and Institutional Economics Review (2023) 20:141-167 159

could be a result, however, of the relevance of absent variables, or alternatively, the
ES case, in the framework of overall post-crisis economic governance in the EU,
might constitute a special case. But nonetheless, we do not find sufficient empirical
support for H2.

Given the results of our ES case study, exploring changes in legal provisions
and respective criteria between rounds of ‘grand bargains’, we would like to offer
thoughts on potential modifications, alterations and updates to the theoretical
sequences presented above. First, it seems that unintended consequences, after
the initial (intergovernmental) decisions have been taken, appear notably in the
framework of policy areas and measures with legally binding powers (i.e., where
national control over EU policy is constrained). Second, based on our findings as
displayed in Table 2, we find that from the indicators included in the analysis, fac-
tor two (sunk costs) tended to exert decisive influence on member state preferences;
by comparison, factors one (shifts in domestic conditions) and four (heavily dis-
counted or intended effects), did not seem to matter much. Third, as our case study
demonstrated, EU institutions (particularly the European Commission) tended to be
assigned more functional tasks, in essentially a neo-functionalist logic.

The ES has developed into an important post-crisis EU policy coordination
and surveillance mechanism. It been criticized as a main feature of ‘austerity’, but
clearly introduced timelines in terms of enhanced EU economic and fiscal policy
coordination and surveillance.

Arguably, the political failure to take a big constitutional step with the establish-
ment of an actual European Constitution, aiming to further achieve an ever-closer
union, might be seen as the main reason why member states were highly reluctant,
after the global financial crisis of 2007-2008 and the Greek sovereign debt crisis of
2010, to initiate a revision to the Lisbon Treaty in the fiscal-economic realm. Such
a revision would have aimed to tighten supranational control over member states
having large macroeconomic, financial and fiscal imbalances. In addition to this, the
North—South and Core-Periphery gap that had developed within the eurozone made
it politically unattractive to develop a new EU Treaty which would have to pass ref-
erenda in several creditor as well as debtor countries. This reluctance restricted the
available policy solutions to the crises to what was feasible within the context of the
Lisbon Treaty and, hence, showed path dependency. Clearly, path dependency was
driven by both political and economic factors and circumstances.

Member states had to find a compromise on a tighter EU economic governance
framework, which would preserve the institutional balance, especially through sec-
ondary legislation. In contrast, European institutions favored more path-breaking
reforms. For example, the European Central Bank (ECB) called for a ’quantum leap’
in economic governance to strengthen the institutional foundations of the Economic
and Monetary Union (EMU) (see Trichet 2010; European Central Bank 2011).

Arguably, the Lisbon Treaty opened the door for Eurozone countries to adopt
measures for themselves, not applying to non-eurozone members of the EU (see
TFEU, Article 136). Clearly, this accentuated the trend towards a two-speed EU,
as article 136 paragraphs 1 and 2 enabled the eurozone countries to strengthen
coordination and surveillance of budgetary discipline and to set out economic pol-
icy guidelines for themselves. They also used this opportunity to design a specific
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sanctions mechanism for repeated non-compliance with the rules of economic gov-
ernance. As the Lisbon Treaty set the stage, however, this new sanctions mechanism
again confirms path dependency.’

4 Further developments

The possibility of sanctions for Euro area countries in breach of the European defi-
cit and debt criteria was already in place with the introduction of the SGP in 1997.
Yet, at the time, the sanctioning mechanism was firmly under the control of the
intergovernmental institutions of the EU, as the European Commission’s recommen-
dation of sanctions had to be approved by a qualified majority vote (QMV) in the
Council of the EU before being accepted. As a result, sanctions never were imposed
under the 1997 procedure even when countries flagrantly breached the imposed
guidelines.

This was changed in 2011 when the Fiscal Compact and the Six Pack instituted a
‘reverse qualified majority vote’ (RQMYV) procedure (e.g. Essl and Stiglbauer 2011)
and created a more automatic sanctions mechanism, cementing the decisive role of
the European Commission in the Excessive Deficit Procedure (EDP) and to a lesser
extent, the Excessive Imbalances Procedure (EIP). The EDP has a similar institu-
tional construction, using information provided in the ES to assess if member states
breached the EDP’s indicators. The Commission notifies the Council on the breach,
which then gives recommendations to the member state in question. In the case of
inadequate or non-action by this state, the European Commission proposes financial
sanctions up to 0.2 percent of the country’s GDP, which is automatically accepted if
not for a RQMYV by the Council to reject the sanctions. Taking in account such inno-
vations and their possible implications somewhat nuances the discussion on the ES
seen from an HI perspective.

To understand the wider implications of the ES, it is notably important to look at
the EIP and take the innovations provided by the SGP’s corrective arm into account,
namely the EDP. These instruments are inherently tied to—and rely on—the ES.
The EIP is a part of the preventative arm of the Macroeconomic Imbalances Proce-
dure (MIP), which aims to identify, prevent and address potentially harmful mac-
roeconomic imbalances in the EU; these are monitored as part of ES, particularly
through the Alert Mechanism Report (AMR). The AMR consists of a scoreboard
based on a number of indicators; when it records a member state producing values
above or below the ‘healthy’ thresholds, the European Commission conducts further
analyses. This in turn leads to a discussion in the Council of the EU and the Euro-
group. In the case that the Commission detects alarming macroeconomic imbal-
ances, it advises the Council to issue recommendations for corrective action and the
EIP is triggered. Once the EIP has been launched, the targeted member state needs
to submit a corrective plan within a specified deadline. Only if it is found to be in
contravention of the EIP, however, ‘political sanctions’ may be imposed, including

2 We thank one of our reviewers for highlighting these important aspects in convincing ways.
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joint talks between the institutions and extensive surveillance or reporting proce-
dures. When a Eurozone country is found to be in contravention of the EIP, ‘finan-
cial sanctions’ can be imposed: an annual fine of 0.1 percent of its national GDP.
The imposition of sanctions is proposed by European Commission; if the Council of
the EU does not reject the Commission’s proposition by QMV within ten days, the
sanctions are automatically accepted.

Seikel (2016) and Dehousse (2016), for example, argued that such reforms fun-
damentally altered the power dynamics between the European Commission and the
Council, constituting a shift towards a ‘quasi-automatic’ sanctions mechanism and
changing the discussion from voting on a recommendation of the Commission to
‘overruling’ its recommendations. As such the European Commission had become
the prime agenda setter and held a monopoly in terms of the right of initiative, while
member states were forced to choose between the proposal of the agenda setter or to
overrule it. Seikel (2016) shows, using a spatial model that rejection of the sanctions
under RQMYV has become much more unlikely and that as such, this innovation has
clearly strengthened the European Commission’s role. Further evidence could be
provided by the new position of the European Commission on economic governance
in actions taken by France and by Italy. After scrutinization of the Italian budget in
2018, moreover, the Italian state was asked by the European Commission to revise
its budget in line with the relevant criteria. Italy first refused to do so and thereby
was under threat of the EDP being triggered. After extensive negotiations between
ITtaly and the European Commission, the budget was revised in line with the Com-
mission’s recommendations (Fortuna 2018). A similar discourse on the centrality of
the European Commission took place in view of France’s possible breach of the debt
criteria in response to measures taken to appease the ‘Yellow Jacket” movement. The
breach triggered a reaction by French Commissioner Pierre Moscovici and intense
discussion in European media (Valero 2018).

Given the changed power dynamics between the European Commission and
EU member states on the imposition of sanctions, which very much paralleled dis-
cussions on whether ‘austerity’ measures are useful or not in view of overall eco-
nomic development, the discussion on ‘path dependency’ versus ‘critical junctures’
could be reopened. The possible fundamental shift in the power dynamics between
the European Commission and EU member states could signify more of a ‘critical
juncture’. However, the limited scope of the EIP and EDP’s sanction mechanism
and the fact that it was already cemented in the 1997 SGP rather suggests a case
of ‘path dependency’. This argument has been supported by Dehousse (2016) who
refers to the fact that no quantum leaps on policy were made, but rather that the
decision of RQMYV was shaped in a risk adverse environment spurred by urgency
and the need to show ‘credible commitments’ to the outside world. In this light, the
RQMYV innovation seems rather a continuation of the past than the development of
anew ‘branching point’. The lack of a ‘quantum leap’ has also been emphasized by
Koester et al. (2013).

More recent discussions on the 2011 reform suggest or confirm a number of dif-
ferent possible ‘unintended consequences’. Savage and Howarth (2018), for exam-
ple, show that the ES has strengthened the European Commission’s position to an
even greater extent than conceptualized during the 2011 negotiations. They state
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that the European Commission’s request for better data and continued accumula-
tion of economic information might put it at an ‘unfair’ advantage in comparison to
the member states in negotiations on EU economic governance. Savage and Verdun
(2016) find a similar strengthening in professionalism and data access when it comes
to the European Commission’s Directorates-General. This changing dynamic where
the European Commission ‘holds the cards’ on EU post-crisis economic governance
also shows in the European Commission’s review of the SGP, whereby it reinter-
preted the legal code as established in 2015 to better suit its needs. This demon-
strates that the 2011 reform further expanded the European Commission’s potential
for autonomous action (European Commission 2015; Seikel 2016). Our paper does
not provide a judgment on such changes, but does suggest these might indeed consti-
tute ‘unintended consequences’ of the 2011 reform, i.e. coincidental side-effects of
a path-dependent evolution. Therefore, they lend credit to a ‘path dependency’ argu-
ment. In recent literature, however, alternative interpretations regarding power rela-
tions have been offered, often referring to the power of creditor states as a central
explanatory factor for (deliberate) institutional choices (e.g. Schimmelfennig 2014;
Seikel 2019). Accordingly, the increase of supranational powers does not seem to be
a mere by-product of other dynamics.

A last note on the ‘unintended consequences’ is that the use of RQMV could
lead to similar patterns of action in other EU integration areas. According to de la
Porte and Heins (2015), for example, such discussions might lead to the adoption
of RQMV in more areas the EU is engaged in, and with this, constitute additional
‘unintended consequences’. Lastly, the three-step analytical model applied to the ES,
based on a series of indicators, showed in our case study that several variables were
unaccounted for in the end. Focusing on the 2011 reform and the wider context of
the ES, the three-step analytical model might prove to be a better tool in understand-
ing the evolution of EU economic governance, as the aforementioned issues dem-
onstrated that there possibly were (a) multiple unintended effects (T1, indicator 4);
(b) accumulated policy constraint given the debt criteria (T1, indicator 3) and new
decision-making rules (RQMYV) and policy competences at the European level (T1,
indicator 7). While our hypotheses were not fully confirmed, evidence for these sub-
aspects was found.

The ES is only one case that can be explored in detail based on HI assumptions
and similarly, it is not the only theoretical framework applicable to explore this
case. Of course, the ES is only one element in the overall EU economic governance
regime applicable and with this, provides a partial analysis of EU post-crisis surveil-
lance and coordination procedures.

Finally, another new element of euro area multilateral surveillance is that the
country-specific recommendations under the European Semester now also include
a recommendation addressed to the euro area as a whole, to further improve eco-
nomic policy coordination. A more path-changing feature, however, was the addi-
tion of a new paragraph 3 to Article 136 of the Lisbon Treaty — which did not need
to get approval in domestic referenda — allowing the eurozone countries to establish
the European Stability Mechanism (ESM) as an institutional innovation. But as the
ESM is based on an intergovernmental treaty (outside the EU framework), it argu-
ably keeps the national-national power relations intact.
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5 Conclusions

Our case study focused on the ES has assessed, based on the HI theoretical frame-
work and using a range of indicators, whether the ES constituted a ‘critical junc-
ture’ in the sense of a radical departure from an earlier path of European economic
and fiscal governance taken, or whether it was largely a result of a process of ‘path
dependence’. We formulated two hypotheses and carried out a historical-institutional
analysis based on the legal provisions contained in Treaty reforms, ranging from
the Maastricht Treaty via the Nice and Amsterdam Treaties to the Lisbon Treaty.
In the scheme of the three-step analytical model applied, T(0) reflected the situa-
tion encompassed in the TEU (Maastricht Treaty), T(1) the Nice and Amsterdam
Treaty provisions and T(2) the respective contents of the Lisbon Treaty. Exploring
the respective Treaty articles and their respective formulations, we created a table
demonstrating adaptations over time. Based on the results of our analysis, using
specified indicators, we concluded that the ES was a result of path dependence or
‘incremental change’. The distribution of power in either a member state to member
state perspective (horizontal power distribution) or a comparison between the power
allocation between EU member states and the supranational level (vertical power
distribution) was not seen as having been strongly affected, providing further evi-
dence for the lack of a critical or path-changing juncture.

While supranational institutions in the EU (including the ECB) called for a ‘quan-
tum leap’ in terms of new patterns of EU fiscal governance, the 2011 SGP and 2012
Fiscal Compact only represented small steps ahead on an already existing path (e.g.,
Koester et al. 2013; Dehousse 2016). Supranational preferences for path-changing
reforms in response to the crises (e.g., Van Rompuy 2012) and how EU institutions
could sketch the road towards a ’genuine EMU’ which would change the national-
supranational balance of power relations for the eurozone, were not answered by
the political process of negotiations among member states. Euro area countries only
accepted a subset of these proposals outside the realm of economic governance (par-
ticularly the idea to establish a Banking Union, which transferred national supervi-
sory responsibility for systemic banks to the ECB).

Nonetheless, arguably, later steps and development do contain aspects such as a
stronger agenda-setting power by the European Commission, which might be seen
as a ‘critical juncture’ and may have reflected ‘unintended consequences’ of earlier
decisions taken. The 2011 reforms to the economic and fiscal policy regime of the
EU (also see European Central Bank 2011) clearly built on the earlier SGP provi-
sions (including its ‘preventive arm’), but constituted a continuation of related fiscal
and budgetary measures. The results of the ES process are more binding, however,
when the EDP or the EIP of the corrective arm of the SGP are activated and with
this, the competences of the European Commission increased.

As our case study demonstrated, however, the establishment of the ES does not
entirely fit a HI three-step (TO-T1-T2) approach. This can be due to many decisions
within the ES regime not being legally binding. Moreover, our case study revealed
that out of 12 potential factors (indicators) suggested, micro-level adaptations or
‘sunk costs’ (indicator 2), as well as switching costs from the rules codified at time t
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(TO), turned out to have been decisive as regards member state preference formation
and thus for the adoption of respective fiscal and economic coordination and sur-
veillance mechanisms. The ‘sunk costs’ (and switching costs) found also confirm an
indispensable role of collective policy coordination and surveillance at the EU level.
Overall, we do not observe major ‘crisis-driven integration’ in this case.

HI was found to have been particularly useful to guide the analysis based on a
range of relevant indicators. As a bridge between claims made between intergovern-
mentalist and neo-functionalist ‘camps’, it provides a useful angle to explore in more
detailed ways processes and developments of EU post-crisis economic governance.
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