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Abstract

One mgor shortcoming of the higoricd inditutiondist literature is its dleged lack of testable
propostions and the eusve notion of ‘unintended consequences of initid inditutiond
choices. In this atide we offer a higoricd inditutiondist explanation of inditutiond crestion
and inditutional operation which intends to overcome these shortcomings. We gpply our
theory to the case of the creation of the European Community’s budgetary treaty in 1970 and
the operation of the enacted treaty provisons. We demondrate that, under specified
conditions, actors may be doomed to opt for ‘dysfunctiond’ inditutions a the moment of
their creation. Furthermore, we show that the notion of ‘unintended consequences does not
help us to understand the reason for the contestation of treaty provisons.




1. Introduction*

It should be congdered a truism that the conditutiona redity of the European Union (EU)
canot be fully understood by exploring and explaning exclusvely either the making and
reform of the ‘forma conditution’ (i.e. the treaty) at the ‘grand bargains or the unfolding of
the formd conditution over time eg. through rule-interpretation (Héitier, 2001; Stacey,
2001), transactionism and dispute resolution (Stone Sweet and Brundl, 1998; Higgtein and
Stone Sweet, 2001) or ‘spillover’ mechanisms (Corbey, 1995). However, much of the so-
cdled neofunctiondig-intergovernmentalist debate has suffered from this fase dichotomy
between process-oriented and more datist views of European integration. So far, few scholars
have made serious atempts to include both aspects of European integration, which we
subsequently labdl the institutional creation and institutional operation phases, into ther
research designs (for exceptions, see Pierson, 1996; Stone Sweet and Sandholtz, 1998; Stone
Swest, Fligstein and Sandholtz, 2001; Falkner, 2002).

Despite some of these attempts to look a the EU and the evolution of inditutions as a
‘moving picture rather than a ‘photograph’ (Pierson, 1996, p. 127), the literature that can be
assembled under the labd of historical institutionalism (see, for example, Steinmo et 4d.,
1992; Hdl and Taylor, 1996; Bulmer, 1998) has, however, bypassed the congdtitutiona
evolution of the EU polity. The hidoricd inditutiondist contributions to be found in
explaning aspects of EU policy- or polity-development (Pierson, 1996; Armstrong and
Bulmer, 1998 and the overview by Aspinwal and Schneider, 2000) often face the difficulty to
square the empiricd chdlenges posed by the dynamic process of policy and polity
devdopment, as wdl as inditutiond crestion and change with methodologicd rigor.
Although there are recent attempts to point a the centraity of the temporal dimension and
connected methodologca chdlenges in order to meke sense of inditutiond evolution, i.e
ingtitutional cregtion and changereformulation (Pierson and Skocpol, 2000; Thelen, 2000),
Pierson has been among the few to eaborate on the conditions conducive for the emergence

of unintended consequences and path dependence of initid inditutiona choices (see Pierson,
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2000a, 2000b; see Miller, 2000 for a response).? We strongly sympathize with the strive for
developing propodtions that can be subjected to empiricdl scrutiny in the  higtoricd
ingtitutiondist research program and note that there is a discrepancy between theoretica work
on higorica inditutiondism and its empirica application based on testable propostions. We
will show in the ensuing paragrephs that Students of dynamic processes of inditutiond
development do not necessarily have to resort to ‘unintended consequences in order to
account for the exigence of dysfunctiona inditutions or policies. By ‘revisting higtoricd
inditutiondism, we join Bulmer in daming that higoricd inditutiondism “is ‘up to the job'™”
of andyzing the sysem of EU governance (Bulmer, 1998, p. 382). Furthermore, we follow
Pierson (2000b) by specifying the conditions under which we would expect politica actors to
cregte indtitutions that will be contested. We hence do not only ‘go back and look’ but adso
develop generdizable propogtions about the link between inditutional design and operation
(ingead of dtributing dysfunctiona indtitutions post hoc to the phenomenon of ‘unintended
consequences), and provide plaushility probes to illustrate the application of these

propositions.

In the firg pat of this article (section 2.), we anayticdly separate the ingtitutional creation
and institutional operation phases and demondrate that it is in exploring their linkage that we
find a key to undersand subsequent inditutional developments, i.e. the degree to which
indtitutions are stable or contested. In the second part of the paper (sections 3. and 4.), we
apply our theory to one of the most understudied aspects of EU politics, EU budgetary
politics. EU budgetary politics have had to suffer from a remarkable degree of inter-
inditutiond conflict snce the revison of the budgetary provisons of the Rome tredties in
1970 and 1975. We will provide () descriptive data to show that the level of inditutiona
contestation has been variable under different ‘inditutiond regimes and (b) employ primary
sources from extendve archival research to recondtruct the key actors preferences for
dternative indtitutions from which we then predict the level of ingtitutiona contestation.

Our empirical evidence shows that the inditutionad cregtion process was characterized by
admog insurmountable tensons among the Community member Sates regarding the role of

the European Parliament (EP) in the budgetary process. The new budgetary treaty which was

2 In arecent article published in Governance, Pierson has produced a number of working hypotheses linking
institutional design and its consequences and draws attention to the limits of equilibriumoriented studies of
institutional design (see Pierson, 2000b, p. 495).



findly adopted in April of 1970 did not resolve these tensions, but sparked a wide range of
different interpretations among the Member States as to what they considered to be the
implications of the treaty. We dso observed tha in the inditutional operation phase, the
tensons resurfaced and led the actors of the enacting codition, most notably the Budget
minigers in the Council and the EP, ardently debate and even contest the vdidity of the
budgetary ingtitutions. These findings hence contribute to the theoretical debate on the
rdlevance of ‘unintended consequence and the link between inditutional crestion and
operation; moreover, they enrich our understanding of EU budgetary politics which is 4ill a
largdy under-researched area of the EU (with the important exception of the work by Brigid
Laffan, 1997, 2000, aswel as Begg and Grimewade, 1998).

2. Creating and oper ating ingtitutions: Conditionsfor conflict and stability

In this section, we will separate the phases of inditutiond cregtion and indtitutiona operation
in order to shed light on the potentid tendons that inditutional creations may inhibit as a
result of variation in actors foci in the creation phase, i.e. whether they are driven by
indrumental cadculaions about the didributive effects of the inditutionto-be or to principled
condderations that relate to consderations of agppropriateness based on “polity-ideas’ (see
Jachtenfuchs et d., 1998). Furthermore, we will hint at the consegquences of the dominance of
ather of the logics of action (‘instrumenta’ or ‘principled’)® for the inditutiond operation
phase Do the actors involved in the ‘execution’ of the new inditutions share a sImilar
interpretation of the rules governing the inditutiona settlement? Do the actors of the
‘executing’ codition coincide with those who brokered the inditutiond ded, i.e. the enacting
codition? What are the conditions that have to prevail so that we will expect actors to contest
the new ingitutions?*

2.1. Theingtitutional creation phase
The chdlenge faced by negotiators in solving collective actions problems is often epitomized
by the so-cdled negotiator’s dilemma (see, for example, Lax and Sebenius, 1986 and Scharpf,

3 These two logics of action are also frequently dubbed logic of consequentialism and logic of appropriateness
Ssee March and Olson 1989, 1998).

We conceive of institutions as the ‘rules of the game’ and hence subscribe to their regulative function, e.g.
institutions as enabling and constraining devices such as decision-making rules, laws etc. (see Scott, 1995). We
thus use the terms rules and institutions interchangeably.



1997) which — in devigng or reforming an inditutiond order — mirrors the combined search
for the ‘common good a wel as the dSruggle to redize individud didributive gods.
Referring to the debates on the U.S. Condtitution in 1787, Cavin Jllson and Cecil Eubanks
have re-labded this tendgon by disinguishing between higher and lower levd choices which
designers of inditutions have to struggle with:

“At the ‘higher’ level, the congtitution-maker wrestles with general questions concerning the scope,
scale, and form appropriate to government. ‘Will the government have a legidative or an executive
focus? Will its legidature be bicameral or unicameral? As the genera ingtitutional design and the
relationships that will pertain among its component parts become clear, the constitution-maker moves
closer to the realm of practica politics. The questions that dominate this ‘lower’ level of constitutional
design concern the regulation of political behavior through rules governing such specific matters as
suffrage and voting, digibility to office and representation. [QJuestions at this level are much more
likely to be decided with direct reference to the political, economic and socia characteristics of the
chooser than with reference to philosophical principles.” (Jillson und Eubanks, 1984, p. 438)

‘Higher’ level problems hence lead actors to activate fundamenta principles or norms that
provide guidance in cregting the generd inditutional sructure of a polity. According to
Jllson and Eubanks, actors are capable to disentangle substantive, materiad issues (‘lower’
level problems) from those that affect the congdruction of this generd indtitutiona dructure.
The plethora of andyses of the making of the U.S. conditution culminates in the question
about the true motivations of the members of the Philadephia Congtitutional Convention (see,
for example, Jllson, 1988). Were the delegates a Philadelphia driven by materid interest or
did congderations about an appropricte polity based on normative reflection better
characterize the Congtitutiond Convention and its outcomes? We share the view adopted by
Markus Jachtenfuchs who argues that it would be premature to establish an a priori link
between questions of principle (‘higher’ levd concerns) and questions tha settle the
digribution of gains through the credtion of inditutions (‘lower’ leve concerns). Although we
do not deny that political actors preferences for inditutions are frequently informed by their
preferences for the redization of certain policies (see, for example, Tsebdis, 1990, 1999), the
proof, however, has to be empirica rather than theoretica unless it is possble to specify the
conditions under which actors dedgn inditutionrs on the bads of subgtantive policy

® See Jachtenfuchs (1999, pp. 76-77) for a brief overview of this literature. See Jon Elster (1994) for the
distinction between ‘bargaining’ and ‘arguing’ modes in constituent assemblies and Risse (2000) for an
application to diplomatic bargainsin international politics.



preferences and with a specific digribution of gains in mind. One of the conditions we are
aware of relates to the capacity of actors to measure and evauae the potentid didtributive
implications (or the degree of payoff certainty) of an inditutiond arangement with a view to
redizing defined policy preferences (see, for example, Knight 1992 and Mudler, 2001).
However, Mudler (2001) and Tsebelis (1990) concede that politica actors cannot aways
foresee the didributiona consequences of thar inditutiond choices, and hence “ther only
guide will be the increese in the efficiency of the inditution” (Tsebeis, 1990. 117), i.e
ingtitutions that improve the condition of al actors relaive to the status quo.

We ague, however, that ‘efficient inditutions can come in many forms and in order to
explan what these inditutions will look like, we have to take into account, for example,
readily available devices such as norms that ‘tdl’ actors what ‘the right thing to do’ will be in
a specific gtuation. These norms may help actors to choose certain inditutions among a
multitude of potentid ‘efficent’ dternatives in order to reduce uncertainty or complexity
(norms as focal points) or, in novel gStuations, these norms may even hdp them define thar
preferences in the firg place, for instance, by providing helpful anadogies (norms as road
maps or sign posts).® We argue that where political actors are ether unable to make cost-
benefit computations about the expected effect of inditutions or where the question of the
cregtion of gpecific inditutions is disconnected from digtributive issues, norms will feature
much more strongly in defining the preferences of political actors and will thus serve as road
maps or sign posts (see Jachtenfuchs, 1999, pp. 44-46; Gourevitch, 1999; B. Rittberger,
2001).

Although we will not endogenize norms in order to explan why a particular norm impacted
on actors preferences, there is a recent strand of research that has explored te content and
rdevance of different polity-ideas on actors inditutiond and policy preferences. Referring to
Max Weber, Jachtenfuchs et d. (1998) argue that the condruction and reform of politica
gsysems cannot only be brought about through the convergence of different actors substantive
interest in cooperation; a polity that is to be stable and effective adso needs to be consdered
legitimate to command the compliance of its citizenry. Jachtenfuchs e d. hence suggest that

6 Although Goldstein and Keohane (1993) write about ideas in this context, we prefer the notion of norms or
normative orientations Whereas ideas denote subjective beliefs, norms are inherently intersubjective, i.e. they
are shared expectations about appropriate behavior held by a community of actors (Boekle et al. 2001). See
Goldstein and Keohane (1993), Jachtenfuchs (1999) and Spruyt (2000) for the role of norms in accounting for
actors' preferences.



the process of legitimation has to be fudled by factors other than effectiveness. Polity-ideas
are conddered to play a crucid role in this respect. Jachtenfuchs et a. define them as norms
or “normative orders in which specific condructions of the legitimacy of a politicd sysem
are (re)produced through the ascription of purpose and meaning”, or, equaly, as “convictions
about the rightfulness of governance shared by actors in the political system” (Jachtenfuchs et
a., 1998, p. 413). Ye, polity-idess “are not uniform or consensud but may differ widdy
among different groups or corporate actors, for ... there are aways contending structures of
meaning, and hence contending polity-ideas.” (Jachtenfuchs et d., 1998, p. 413) Returning to
our diginction between ‘highe’” and ‘lower’ leve concerns, polity-ideas particularly affect
the way of how actors think about principles of government (‘higher’ level concerns).

In order to andyticdly assess the relative importance of ‘highe’ leve over ‘lower’ leve
concerns (and vice versa) in informing the preferences of actors, the task of the researcher is
to separate those phases in negotiations over inditutions during which discussons about
norms reaing to the agppropriate form of a specific inditutiond setting are paramount (i.e.
where references among the political actors to digtributional issues are infrequent or non
exigent) from phases in which didributional issues are centrd in the discusson about the
cregtion of inditutions. This drategy will dlow us to disain from congantly invoking ether
excdusvdy principled/norm-driven or interes-driven explanations of inditutiond creation
(Jachtenfuchs, 1999, p. 79).

What can we deduce from the preceding paragraphs for the question as to whether or not the
inditutions-to-be will be contested? We hypothesize that the outcomes intended by the
enacting codition ae mos likdy to be redized if ‘lower’ levd concans (issues with
digributive implications) are dominant and drive actors moativation to cooperate, i.e. where
actors know the payoffs and didributive implications of their inditutional choices. Although
this may sound counterintuitive, the invesment made by actors in dividing actudly ‘divisble
gpoils of cooperation is often so high that ‘unpacking’ the ded is likely to come a very high
costs. As a conjecture, where actors are not able to make projections about the expected
digributive effects of ther inditutiond choices inditutions may be much more open to
interpretation and aso contestation. The link between the inditutiona creation and
indtitutional operation phase can thus be depicted as follows. Enacted inditutions are likely to
be subject to conflicting interpretations when the actors of the enacting codition are driven by
opposng norms or polity-ideas (‘higher’ leve concerns) with regard to the inditutiond



choices they wish to make. This point is underlined boldly by Elgsrom who argues tha
conflicting norms are difficult to negotiate in the first place. He cdams that norm negotiations
are different from negotiations with a didributive or a redidributive character. In norm
negotiations, “actors can not be expected to concede on their principles, even when faced with
the mogt convincing and eoquent persuesve argument. They may, however, be prepared to
concede on matters of implementation (“*how and when”) and on the scope or applicability of
the norm.” (Elgstrém, 2001, p. 3) Or, as we have advanced here, actors may reman vague
about the practical applications of the negotiated outcome if agreement shdl not be
jeopardized.

In contrast, if actors inditutiona preferences are driven by the expected substantial policy
gains they seek from the enacting of a specific set of inditutions, the spelling out of the detals
of inditutiond rules will be more specific (see B. Rittberger, 2001, pp. 677-685). This, of
course, does not mean that these rules will not be subject to contestation in the future, as we
will show in the next section. However, we contend that we expect to observe more
‘interpretative activities where the desgn of inditutiona rules is driven by opposing norms
or polity-idess (‘higher’ level concerns) within the enacting codition.

Proposition 1. When ‘lower’ level concerns dominate actors preference profiles, they will be
more inclined to press for a detailled and specific inditutional agreement limiting the scope for
interpretation. However, when conflicting ‘higher’ level concerns dominate actors preference
profiles, they will be less able to specify the details of the rules governing future interaction
among the executing codition and hence the potentid for rule interpretaion is likdy to

increase.

2.2. Theingtitutional operation phase

Inditutional rules frame and dructure the interaction among of the actors within the executing
codition. They influence outcomes and thus determine the didribution of gans from
ingtitutionalized cooperation. As rules may be more or less ‘incomplete and are open to
interpretation, actors in the executing codition participate post hoc in the re-formulation of
inditutiond rules by interpreting them and by filling (percaved) gaps The separaion
between inditutiond cregtion (‘games over rules) and operation (‘games within rules’) hence
becomes blurred. Jack Knight (1992) nakes this point forcefully by demongrating thet actors
who are not satisfied with the digributional outcomes produced by inditutiona rules have an



incentive to chdlenge the dominant agpplication of rules by employing an dternative
interpretation or by not ‘obeying’ to the dominant one. For Knight, the game over outcomes is
supplemented by a condantly smoldering bettle over rules and ther interpretation. The
digtribution of bargaining power among the various actors and the degree to which they are
satisfied with the digributive outcomes determines the dominance of a certan st of rules

over another.

Following Knight (1992, chapters 2-3), we define ‘rule contesting behavior as an action
taken by a member of the executing codition geared towards changing the dominant
goplication of ingtitutional rules’ We assume that rule contestation is an integra part of the
ingitutiond  operation phase, operating among actors of the executing codition® The
likdihood of contestation, sO our main contention, is relaed to the inditutiona preferences
(see previous section) and cost-benefit caculations of the actors that are party to the executing
codition. The following paagrgphs will focus in paticular on actors cod-benefit

cdculations.

Interpretation. Of the factors that influence the costs of contestation, the rules themselves
conditute one of the most important. Not only do they determine the inditutionad power of the
various actors, but they themsaves make contestation more or less costly depending on the
degree to which they are perceived to be incomplete or ill-gpecified. The link with the
cregtion phase is obvious if actors of the enacting codition fal to settle their contrasting
inditutiond preferences and expectations in the inditutional creation phase, and if actors that
will form a condituting part of the executing codition are left out of the creation process (and
display ‘extreme preferences from the perspective of at least one other member of the
enacting cadition), a dimate for rule contestation is crested. The avalability of different
interpretations ggnificantly reduces the cost for contesting the agpplication of rules for each
actor. Deviation from the expected behavior and disobedience can be judified as just a
differert — if not the more ‘gppropriate — interpretation of the rules. The cods are even
further reduced if there is no third party, which ahbitraes between rivading interpretation
and/or enforces the dominant interpretation, and when the costs of non-agreemert (i.e. the

default pogtion) are low.

"1t is, however, possible that there is no dominant interpretation of existing institutional rules and thus
contestation takes the form of atension between various rivaling interpretations.



Unity. The unity of the contending actor as wel as potentid internd divisons among the
remaning actors of the executing codition reduce the cost of contestation. The more unified a
group of actors, the more easly it can pursue a contesting strategy. Similarly, if the group
defending the dominant application of rules is divided, contedtaion is more likedy to be
successful. To elaborate more concrete expectations as to the degree of an actors degree of

cohesveness (or unity), we haveto link this variable to actors  time horizons,

Preferences and time horizons. The co-existence of conflicts over outcomes and over
inditutions leads to a bargaining dtuation in the inditutional operation phase which bears
very different characteristics than that of the creation phase. On the one hand, the effects of
inditutional decisons on didributive outcomes become more visble in the inditutiond
operation phase and hence the uncertanty over the effects of inditutional choices on
outcomes decreases. Inditutiond conflicts are sdttled differently than in the creation phase,
because the didributiond dimenson and the inditutiond dimenson can be traded agangt
each other. On the other hand, the negotiations over distributive outcomes can directly affect
the inditutiond negotiations. Often the inditutiond and didributive tensons directly
coincide a other times ganing inditutiondly entals short-term losses on the didributive
dimenson. Therefore, actors with the longer time horizon are more likdy to succeed
inditutionaly, because they are willing to accept short-term didributive losses for long-term
inditutiona gains (which will then dso trandate in amore beneficid digribution of gains).

Figure 1 illudtrates the choice stuaion of an actor from a short-term oriented perspective on a
two dimensona graph. The point where the x-axis and y-axis intersect represents the status
quo. The x-axis displays the inditutiond benefits and losses, for example, in form of more or
less decison-making power (influence over outcomes). The y-axis displays short-term
digributiona gains and losses, for example, in form of direct monetary effects. The two axes
describe a space of possble outcomes of inditutiondlized interaction with another actor.
Which would be a short-term oriented actor's mostly preferred solution (compared to the
gatus quo)? A short-term oriented actor would presumably am to redize al those possble
outcomes that produce digtributive gains (quadrant | and 1), and would only engage in
inditutiona conflict when direct digributive gains were involved. In contragt, an actor with a

8 We ae less interested in contestation when it takes the form of lobbying the enacting coalition outside the
routine operation of the institutional design.
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long-term orientation would concentrate dmogt exclusvely on the indtitutiond dimenson and
am a redizing outcomes depicted in quadrants 11 and |11, because she would know that short-
term didributive losses would be compensated by future streams of didtributive benefits
resulting from inditutiond gans (Figure 2). We can thus conclude from this discusson that
there is a corrdation between the length of actors time horizons and the likelihood of
chdlenging the existing ingtitutiond provisions®

Figure 1 Short-term oriented actor

Short-term distributive losses and

benefits dimengor
Quadrant | Quadrant I1
_ +
I nstitutional losses and
benefits dimension
Quadrant IV Quadrant 111

Figure 2 Long-term oriented actor

Short-term distributive losses and

benefits dimension
+
Quadrant | Quadrant |1
_ +
Indtitutiona losses and
benefits dimendor
Quadrant 1V Quadrant I11

® Simon Hix (1999) argues, for example, that the discrepancy in time horizons between member states in the
Council and members of the EP (MEPS) leads to rule contestation given MEPS' longer time horizons (MEPSs are
more willing to sacrifice short-term policy losses for long-term institutional gains, given that the EP's
institutional ‘ideal point’ is much further from the institutional status quo than that of the average Council
member) vis-a-vis the member states in the Council. Hence, we argue that potential discrepancies in time
horizons affect the bargaining power of the actors in the executing coalition because they affect the individual
actors’ ‘breakdown value” (see Knight 1992).
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Following the preceding discusson about the factors that affect the likdihood for rule
contestation (dependent variable) in the ingtitutiona operation phase, we can advance the
following propositions.

Proposition 2 The likdihood of inditutiond conflict is higher the stronger the incongruence
in the composition of the enacting and the executing codition and the more pronounced the

difference in preferences among actors in the operation phase.

Proposition 3: The larger the scope of interpretation of the enacted inditutions, the longer the
time horizon of an actor in the executing codition and the dronger her internal unity (in
comparison to the time horizon and unity of the other actors of the operation phase), the more
likely it is that this actors will pursue her preferences for inditutiond change and contest the
inditutiond rules.

In the following section our propostions will be subjected to exploratory empiricd testing. In
order to ensure variaion on our dependent variables (institutional rule specification in
proposition 1 and institutional rule contestation in propostions 2 and 3) we will be andyzing
two phases of inditutionad creation and inditutional operation in which our two dependent
vaiadbles assume different vdues. We thus find support for the effect of our independent
variables on the degree of indtitutiona rule specification and ingtitutiond rule conflict.

3. Thecreation of budgetary ingtitutions and conflicting polity-ideas. A Federal Europe

or a Europe des états?

To undergand the inditutional creation of 1970 we have to take a closer look at the
inditutional  preferences of the Member States (re)negotiating the treety (the enacting
codition) and ther ‘inditutiond choice. To shift from preferences and outcomes in the
institutional creation phase to the likeihood of rule interpretation and contestation in the
ingtitutional operation phase, we will then condgder the preferences of the enacting codition
in the light of the indtitutiond bargain.



3.1. Reforming the budget and the role of the European Parliament? Competing views
on how Europe should be governed

When the quedion of inditutiona reform surfaced in the early 1960s, in paticular in the
context of the end of the trangtion period foreseen for 31 June 1965, competing views on the
Community’s finalité and concomitantly on the question of whether and how to srengthen the
Community inditutions came to the fore. Two fundamentdly distinct polity-ideas or ‘higher’
level concerns informed the inditutiond preferences for European integration of subsequent
Gaullig governments under General de Gaulle, and since 1969, Georges Pompidou on the one
hand, and the vast mgority of political parties and governments of the five other Community
member dates (Germany, Itay, and the Bendux countries) on the other. It was in particular
the issue of the Commission’'s role and the involvement of the EP in Community decison
making which produced formidable clashes between two fundamentaly opposed views on
how Europe should be governed, a confederal-statist view held by the Gaulligs who were in
government & the time and a federal-dynamic view which enjoyed the (somewhat varigble)
support of the other member dtates (of both parties in government and their most important
contenders for governing power). We have assembled a multitude of archiva diplomatic
documents to trace the different actors inditutiona preferences. Where possible, we seek not
to consult secondary sources which often conflate preferences and drategies and hence
provide poor information as to what the different actors actualy wanted (see Frieden, 1999,
Moravcsik, 1998, pp. 77-85). In the following, we will present the results of this andlysis™®

France and the Gaullist’s suspicion of supranationalism

Vaious internad documents of the French diplomatic service demondrate the criticd and
reserved ttitude of the French government vis-&vis the role of the EP in a revised budgetary
procedure.! The arguments advanced by the Gaullists to justify this reservation center around
three dams Fire, the founding Treaties envisaged a purely consultative assembly and hence
it would be excessve to endow it with any more powers. Secondly, the Commisson and
Paliament — by udng the pretext of democracy — would only seek to redize their own
spending preferences. Thirdly, it would be excessive to endow the European ‘assembly’ with
powers andog or even more dgnificant when compared to those of nationa parliaments

10 For amore detailed analysis of the actors’ preferences, see Lindner and Rittberger (2001).
" HAEC, MAEF.DECE-05.02, MAEF 1124, 21 February 1964; HAEC, MAEF.DECE-05.02, MAEF 1124, 26
February 1964, p. 2; HAEC, MAEF.DECE-05.02, MAEF 1124, 10 May 1965.
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which have a more ‘representative character’’? The French governments institutional
preferences were thus tied firmly to the conception or polity-idea of a Europe des états which
redricted the government's scope of inditutiond reform options drasticaly and ruled out
delegation and pooling of sovereignty. During de Presdencies of de Gaulleés and of his
successor, Georges Pompidou who was in power by the time the summit in the Hague which
ultimately brought the Community budgetary procedure on the reform path, these orientations
remained sable. For the French government, progress in Community matters was only
possble if it served the economic interests of ther famers, hence the vehement cdl for a
centralized CAP-financing scheme. Yet, given the inditutiond preferences of the other
Member State governments, CAP-reform and the concomitant reform of the Community’'s
budgetary procedure was drongly contested inducing profoundly conflicting views as to the
role the EP should play in a reformed budgetary procedure in which the Community would be
endowed with own resources.

The other ‘Five': afederal vision

The bottom-line of the argument advanced by the other five governments dipulated that with
the subsequent transfer and sharing of competences, the European inditutions had to ‘catch
up' agang a sysgem of Council-domination. In the different Member States, the desire to
drengthen the EP was voiced in various parliamentary debates and resolutions (see Niblock,
1971, pp. 85-87). Diplomatic documents from the German federa government, for example,
lay out that the government's generd foreign policy objectives were driven by a federd
Leitmotiv'® or polity-idea. As essentid part of this polity-idea, the powers of the EP should be
enhanced and direct dections held. Even againg the drawback of the ‘empty char criss
there continued to be broad support across the ‘Five that further integration had to go hand in
hand with the drengthening of the EP's powers. During the Council meeting in the Hague, dl
Member States with the exception of France pressed for a stronger parliamentary involvement
in the course of the reform of the CAP-financing scheme. For the French government, the
incluson of the EP in the budgetary procedure had to be limited to the smdlest degree
possble and was acceptable only to the extent that the overdl inditutional balance was not
upset. The Gaulligts advanced arguments to limit the role of the EP that resonated with her

12 HAEC, MAEF.DECE-05.02, MAEF 1124, 26 February 1964, p. 2; see aso HAEC, MAEF.DECE-05.02,
MAEF 1124, 10 May 1965, HAEC, MAEF.DECE-05.02, MAEF 1124, 10 May 1965; see also AAPD — 1970, 30
January 1970, No 30.

13 AAPD - 1963, 17 July 1963.

14



view of a Europe des états whereas the other member states view about how Europe should
be governed fitted very well with the support for amore influential EP.

Table 1 summarizes the preceding discusson about how Europe should be governed by
diginguishing between the two man oppodng polity-ideas (‘higher’ level concerns) held by
Gaullig France and the ‘Fve and the consequences that flow from these different polity-
ideas for the role of the EP in the Community polity as well as the key adherents of each of

the orientations.

Table 1: Contending polity-ideas. How should Europe be governed?

Europe as a feder ation-to-be

Europe des états

Transfer of Viewed positively: delegation of | Viewed with reservations:
sovereignty sovereignty in policy sectors has | emphasis on intergovernmental
to be accompanied by cooperation; opposition to
transfer/sharing of decision- delegation of competencesto
making competences and supranationa ingtitutions and
creation of democratic control opposition to mgjority voting; no
mechanisms demand for mechanisms of
democratic accountability beyond
the ingtitutions of the nation state
Legitimacy and Emanates from both nationa Vested firmly in national
accountability and inter-, supranationa inditutions

ingtitutions

Role of the EP in the

Developmental: the more

Limited: the EP is an * Assembly’

Community polity competencies are shared or not a‘Parliament’; only a
delegated, the stronger the call consultative and deliberative role
for compensation of the power | asforeseen in the treaties
of representative institutions at
the supranational level

Key adherents Christian and socid democrats, | Gaullist governments under de

liberd and radical partiesin the
‘Five’ and France; dl party
groupsin the EP excluding
French Gaullists

Gaulle s and Pompidou’s
presidencies (more pragmatic, less
‘doctrinaire’ under the latter’s)

3.2. Bargaining over conflicting higher level concerns. How divisible are norms?

Throughout the 1960s, there has been a Member State codition pressng for more
parliamentary powers. However, the bargaining leverage of this codition of Member States
was too limited to successfully ‘drag the French Gaulligs to the barganing table and
renegoticte the role of the EP in Community decison-making. The reform of CAP financing
which was a key issue in French domestic politics opened up a venue for firmly establishing
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and pushing through the aleged ‘logic’ link between the crestion of own resources to lock in
a permanent CAP financing scheme and an increase in the powers of the EP. Pressure directed
at France and exercised by the other Member States was aimed at the acceptance of the ‘logic’
that the creation of own resources produced a ‘accountability gap’ (given the loss of nationd
parliaments control over a substantid pat of the budget and the lack of compensatory
mechanians for this ggp a the Community leve) which could only be remedied by increassing
the budgetary powers of the EP. During the negatiation that followed the summit meeting in
the Hague in December 1969, the idea of dtering the role of the EP was accepted in principle
dthough it was not yet clear how this would materidize the divergences in ‘doctrin€ or
polity-ideas as to the EP's role in a reformed budgetary treaty did not dlow for a smple
solution to the negotiations. We have previoudy hinted a the argument that bargaining over
‘divighle issues is more likdy to result in a outcome that represent apoint on the respective
actors contract curve than this is case with bargaining over principled issuess When actors
hold competing norms or polity ideas as to what they consder gppropriate solutions to a given
problen (here the crestion of own resources and the question of paliamentary
accountability), it is more difficult to make concessons on issues of principle than when the
‘pie is divigble (see Elgstrom, 2001). As we have argued above, the consequence may be no
agreement at dl, or the adoption of different interpretations as to what the newly enacted rules
actudly mean.

Yet, given the pressure to come to an agreement over CAP (which was highly vaued by
France) and prospective UK-enlargement (which was highly vaued by the other ‘Fve), the
Member State delegations could not afford to fal over the issue of parliamentary involvement
in the reformed budgetary procedure. Following various hilaerd and Council meetings, a
compromise emerged, however, tainted by profound doctrind divisons. Whereas policy-
makers, most notably the French Foreign Affars Minister, Maurice Schumann, and Giscard
dEdang in the finance ministry referred to ‘technica detals, the battle aout EP influence
in the budgetary procedure more accurately mirrored a fierce ‘ideologica battle over ‘higher’
level concerns, i.e. how the Community polity should be organized.**

The Council approached a compromise in February 1970 the most prominent part of which
was a didinction between adminidrative expenses (‘non compulsory expenditure’) which

14 Agence Europe, 21 January 1970, p. 1.
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would make up roughly 4% of the totd budget and ‘compulsory expenditure, directly
flowing from the Treaty and to which third parties had legd clams. This compromise had two
other crucid facets. Fird, the EP's ability to increase the overal amount of expenditure hed
been scrapped by the Council upon French pressure with the introduction of the digtinction
between compulsory and non compulsory expenditure which reduced EP influence to roughly
4% of the overdl budget (non compulsory expenditure). Secondly, the member dates
aertained that the sze of the Community budget would remain largely under the Council’s
control (see Pollack, n.d., p. 167). What were the consequences of this compromise for the
operationa phase of the revised budgetary treaty? Given the bettle over the role of the EP and
the non-divighility of norms or polity-ideas, we would — pursuing our firs propodtion —
expect diverging interpretations advanced by both the sgnatories but aso by those actors
which are party to the executing codition, most notably the EP.

3.3. Ingtitutional preferencesin a divided executing coalition

The Bdgian Preddency’s representation of the compromise eaborated by the Council
mirrored that — given the fundamentdly diverging higher leve concerns — the Council
members were unable to agree on detalled treaty provisons and common interpretation of the
raher vague compromise that could satisfy both normaive orientations™ The French
Gaulligs rationdized and judified the indtitutiond cregtion before the Nationd Assembly by
claming that they had managed to keep the ‘baance of power' intact and that every possible
gate for more supranationdity had been closed. In stark contrast to the debate in the French
paliament, the other negotiating paties of the enacting codition were referring to the
provisons as if they were pat of an entirdy different document. The vast mgorities of the
other nationd parliaments had been in favor of a ‘red’ srengthening of the EP's role in the
budgetary procedure.

We have agued previoudy that one factor fudling conflict over inditutions in the
indtitutional operation phase recurs from the compogtion of the enacting codition. Yet, we
have dso clamed that the compostion and preferences of the executing codition who apply
and interpret the inditutional rules play a crucid role in accounting for inditutiond rule
contestation. Given that the EP was to become part of the executing codition, it is therefore
necessary to condder its preferences on the issue of budgetary treasty reform. EP activities

15 Journal officiel des Communautés européennes, séance du 13 mai 1970.
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leading to the adoption of the Luxembourg Treaty are well documented and will not repested
here a length.'® Numerous committee reports and paliamentary debates have constantly
invoked that a reform of the Community’s financing sysem had to go hand in with an
increase of the Parliament’s budgetary powers. The bottom-line of the EP's moativation to
criticize the new tresty provisons concerned, in  paticular, the digtinction between
compusory and non-compulsory expenditure which limited its potentid influence to dlocate
expenditure to a minima proportion of the budget. The vast mgority of Members of the EP
(MEPs) passed a resolution which gstated not only the EP's generd disappointment with the
provisons adopted but dso its intention ‘to do something about it'. Not only did it clam the
right of the ‘last word' as well as the right to rgect the budget as a whole in order to provoke
a new draft budget, so vehemently denied by the French; the resolution aso Stipulated that the
provisons adopted by the Council could not be consdered ‘intangible as they only marked
the beginning of an evolutionary period within which the EP will see a further extenson of its

powers.

3.4. Returning to theory: Ingtitutional creation, interpretation and conflict

The evidence provides ample support for the propostions daborated in section 2.1. We have
demongtrated that the key actors in the treaty reform process activated different polity-ideas or
‘higher’ level concerns about how Europe should be governed in order to specify which role
they wished the EP to play in a Community endowed with own resources. We have found that
the two conflicting ‘higher’ level concerns produced fierce ‘doctrind’ debates about the
appropriate scope of powers for the EP and thereby rendered the reform of the budgetary
provisons extremey cumbersome. We have dso shown that the indtitutional debate did not
follow an ingrumentaist logic about how to redize cetan projected gains from the creation
of specific inditutiond rules, and have conjectured tha the actors difficulty to project the
digributive consequences of their inditutiond design decisons opened an avenue for norms
of ‘appropriate government (i.e. polity-idess) to influence the governments inditutiond
preferences thereby serving as road maps or signposts Furthermore, given the dark
differences displayed by the Gaullis government and the ‘Five with regard to the scope of
the EP's powers, a compromise was not only hard to find but aso subject to conflicting
interpretations. eech of the member date governments sought to square the inditutiond
provisons with ther interpretation of the ‘parliamentary democracy’ -norm. We can thus

16 See European Parliament (1970). The ensuing el aborations are based on this collection of documents.
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conjecture, in line with proposition 1, that the presence of these conditions led to an ill-
specified tresty document, open to interpretation (low inditutiond rule specification) and,
given the ‘extreme inditutiona preferences of the EP, likedy to be subject to contestation
(pending the vaue of the independent variables affecting indtitutiond rule contestetion).

In addition to the rule-specification-variable, propositions 2 and 3 date that the likeihood of
inditutiona rule contestation increeses when the enacting and executing coditions are not
congruent in composgition, when preferences over the content and effect of these inditutions
diverge among the actors of the executing codition and when these actors have different cost-
benefit caculations about contesting the exiding rules (the length of time horizons). The
empirical evidence presented so far shows strong support for the presence of the first two of
the three factors, i.e. incongruence among enacting and executing codition and diverging
inditutiond preferences. The following sections will ded with these factors a more length.

4. Therevenge of the left-outs:. consequences of enacting a vague treaty

The new budgetary procedure quickly became the battlefield for fierce inditutiond conflict
between the EP and the Council. Observers in the 1980s spoke of “inditutiondized conflict”
in budgetary politics — refering to the fact that, from the late 1970s, conflict was deeply
entrenched in the annua budgetary procedure (Laufer, 1981). In the first mart of this section,
we illudrate the evolution and dominance of conflict. As an illudrative case sudy, we have
chosen the negotiations over the 1979 budget. The 1979 budget is a good example because as
the first budget that was adopted under the provisions of the 1975 budget treaty'’ it dready
entalled dl the key characteridics of conflict that was to dominate the following years. As
Figure 3 reveds the vdue of the dependent vaidble i.e the levd of inditutiond rule
contedtation, is high in the period from 1979-1988 relaive to the period theresfter. The
inditutional reform of 1988 remarkably reduced the level of interingtitutiona conflict.'®
Hence, to explain this variation in the level of the dependent varigble, the 1988 reform

provides us with an interesting second case to subject our propositions to exploratory testing.

7 The 1975 budget treaty slightly revised the 1970 budget treaty and granted the EP the right of rejection of the
overall budget.

18 Conflict has been operationalized by employing the following indicators: actors inability to abide by the
budgetary time table as laid down in the treaty, the enactment of the 1/12 rule as the result of non-agreement
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As in the previous section, in the second part of this section, we seek to explore the factors
that led this inditutiond reform to a higher leve of inditutiond rule specification when
compared to the 1970 treaty.

Figure 3. Measure of rule contestation: level of interingtitutional conflict between 1974 and 1999
(procedures for the 1975 budget until the 2000 budget)

4

Measure of Conflict

SR AR S AR S A A

Budget for the following financial year

4.1. The 1979 budget

The 1979 budget was the firg budget where inditutiond conflict played a dominant role in
budgetary decison-meking. Although actors had dready experienced some interingitutiond
tensons snce the introduction of the new budgetary procedure in 1974, the negotiaions in
1978 led to an intendve clash of rivding interpretations of the tresty provisons. During the
procedure, Parliament found itsdf in a pogtion where it was able capitdize inditutionaly on
a gap in the treaty. This gap had gained relevance because the Council was interndly divided
over its didributive objective: In its second reading of the budget, the Council had faled to
as=mble the mgority for rgecting a paliamentary amendment for increesng the Regiond
Fund as three member states with strong didributive interests in regiond policy refused to
rgect the amendment. At the same time, the Council did not have an internd mgority for
adjusing the maximum rate of increase accordingly. The EP could therefore argue that the
Council had implicitly increesed the maximum rate by faling to rgect the amendment.

between the two arms of the budgetary authority, actions taken before the European Court of Justice, and
member states' refusal to pay their share of the enacted budget (see Lindner, 2000).



Although the Council drongly contested this interpretation of the treaty, the EP pursued its
srategy and was supported by the Commission that implemented the budget as adopted by the
EP. Only a supplementary budget adopted in June 1979 settled the dispute between Council
and EP even though the differences over the tregty interpretation remained. Table 2 presents
on overview over the annua procedure and the adoption process of the 1979 budget.

Table 2 Overview over the treaty provisions for the annual budgetary decision-making procedure and
the devel opments during the adoption process for the 1979 budget

Annual budgetary procedure Adoption process of the 1979 budget
Year: | Commission prepares Commission proposed significant increasesin NCE*.
n-1 Preliminary Draft
Budget.
First Reading in the The Council reduced NCE significantly.
Council:
Council adopts Draft
Budget.
First Readinginthe EP: | EP reinstated Commission proposas and raised NCE. It
EP tables amendments | threatens the Council to rgject the overall budget.
to NCE* and
modifications to CE**.
Second reading inthe | The Council did neither have a mgority for rgecting an increase
Council: of the Regiona Fund as proposed by the EP nor a mgority to
Council adopts CE and adjust the maximum rate of increase accordingly.
votes on NCE.
Second reading inthe | Interpreting the Council’s failure to reject the EP's proposa as
EP: an implicit increase of the maximum rate the EP adopts the
EP votes on NCE budget. However, the mgority of the EP does not follow the
(within the maximum recommendation of the EP's Committee on Budgets which
rate of increase***) and | proposed an even stronger line of conflict.
adopts/rgects the overal
budget.
Year: | Commission implements | The Commission implements the budgets despite legal doubts
n the budget. and resistance from some Member States.
Council and EP agree on a supplementary budget which ex ante
‘legdlizes Parliament’'s adoption. The EP does not support
proposas of the Commission for a further increase of the
Regiona Fund in order not to endanger the compromise with the
Council.

*NCE = Non-compulsory expenditure.

**CE = Compulsory expenditure.

***Maximum rate of increase = A percentage of the non-compulsory expenditure of the current year that
indicates the upper limit of increase of the non-compulsory expenditure of the coming year. The Commission on
the basis of indicators that are given in the treaty calculates it. It can be modified by a joint-agreement between
the EP and the Council.

Source: EC Treaty, EC Bulletin for 1978 & 1979 and Strasser (1979).
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4.2. Returning to theory: assessing ingtitutionalized conflict
The case of the 1979 budget alows us to go through the different independent variables and

asess their impact.

Incongruence of enacting and executing coalition: Leaving the EP out from the enactment of
the 1970 treaty proved to be a consequentid decison. As it had not been member of the
enacting codition, the EP did not fed bound by the dominant treaty interpretation. But even
within the Coundcil, the change from the European Council and the Foreign Affars Coundil,
who had negotiated the treaty, to the Budget Council drained inter-inditutiond reations,
because it drengthened the emphass on didributive preferences and margindized those
voicesin the Council that had been in favor of strengthening the EP.

Differences in preferences and time horizons among the actors of the executing coalition:
Differences in inditutiond and didributive preferences among actors of the executing
codition played an important role in incting inditutiond conflict. The EPs didributive
preferences were based on a strong interest in expanding the redigtributive dimension of the
European levd and in redizing specific policy preferences. In order to atan these ams,
Parliament sought to incresse its budgetary powers. However, the inditutiond preference for
incressed paliamentary powers equdly semmed from a generd interest in enhancing its own
powers (i.e. influence over outcomes). Normative concepts of a federdist Europe with a
grong Paliament played an important role in the formation of inditutiond preferences.
Although the short-term didributive and long-term indtitutiond gains mostly coincided, the
EP disciplined itsdf a points, as in the 1979 supplementary budget, and did not opt for a
distributive success where it endangered ingtitutiona gains.

The preferences of the Budget Council and its time horizon ggnificantly differed from that of
Paliament. Deegates from the naiona finance minidries were short-term oriented. They
were manly concerned with keeping their annua countries contributions low and expanding
only those expenditures which entailed direct benefits for important national condituencies. It
might seem surprisng that compared to the findings presented in section 2. the Budget
Council’s inditutionad preferences were closdly linked to its didributional preferences. the
mgority of member dates (even the other ‘Five Member States) was anxious not to lose
decison-making power aganst a Parliament that was seen as teking an excessve spending
gpproach towards the budget. In contrast to the gtuation during the treaty negotiations,



uncertainty over the digtributive consequences was significantly lower and actors took a much
gregter interest in them.

Large areas of interpretational differences. Key for the occurrence of inditutional conflict in
budgetary politics was the ambiguity of the treaty provisons. The budgetary tresty provided
al actors with ample opportunities for conflicting interpretations based on competing polity-
idess. While some issues were genuindy inconsstent, as demondrated in the case of the
procedure for the 1979 budget, others were left ambiguous and thus provided a low-cost
Studion for chdlenging the dominant interpretation. The EP was particularly favored because
the Commission implemented the budget as adopted by the Parliament even when the Coundl
and the Commission itsdf did not share the legdl interpretation of the EP.

Unity: The EP was able to contest the Council’s interpretation because of a high degree of
internal  unity. Unity was necessary because of the threefifth mgority rule for plenary
decisons. Although there were Hill differences among MEPs over how far one should push
the inditutional objectives, which lead to a defeat of the Budgets Committee in the procedure
for the 1979 budget, subsequent years illustrated that the didtributive tendons in Parliament
were clearly more pronounced then the inditutional ones. Inditutiond conflict therefore hed
an important function in unifying Parliament.!® The Budget Council was much weskened by
digributive differences. Repeatedly the EP was supported by member states that opted for
their individud short-term didributive interest rather than the long-term inditutiond interests
of the Council. Consecutive enlargements undermined the auderity camp and strengthened
demands for regiond redigribution. Moreover, the Budget Council had to accept the
interference of other Councils, most importantly the Agricultural Council and the European
Council which made it difficult to contain conflict srategies of the EP.

4.3. The Sea change of 1988

In 1988, the European Council changed budgetary politics a the European level dgnificantly
by introducing a multi-annual budget plan into the annud budgetary decison-meking. The
muiti-annua  budget plan, cdled financid perspective, has an inditutional and didributive
dimenson. On the inditutiond dimengon, it st anud cellings and upper limits for the man

19 For the annual budgetary procedures, the Budget Committee and the Agricultural Committee had an
agreement that both side would not interfere with each other (Misch, 1987). Budget experts accepted the price
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caegories of the budget, while on the didributive dimenson it entalled a doubling of the
regiond spending of the Community and the introduction of new own-resources for financing
this increese. An inditutiona agreement between the Council, the Commisson and the EP
committed the three inditutions to comply with the multi-annua budget plan and specified its
relevance for the annua budgetary procedure. This interinditutiond agreement supplemented
the treaty but remained soft-law. It had to receive its binding nature soldy from the politicd

willingness of actorsto comply.

The 1988 reform was a sgnificant event of inditutiond change from the perspective of the
levdl of inditutiond rule contestation. Although the reform did not completdly diminate
inditutiona conflict between the two arms of the budgetary authority, it reduced the leve of
conflict considerably. As cellings were st, the maximum rate of increase logt its importance
for limiting the expenditure. Smilarly, diginction between compulsory and non-compulsory
expenditure became less rdevant. In giving its consent to the financid perspective, the EP
was included in the decison over the overdl expenditure didribution (and indirectly in the
decison over revenue). Moreover, the new multi-annua budget plan massvely increased
non-compulsory expenditure above the treaty rate of increase, and it gave the EP an importart
digributive security: the amounts entered for regiond policy condituted spending targets and
calings, as in the other categories. The didributive motivation for ingtitutional conflict thus
log relevance because possble inditutiond gains would not have such a srong didributiond
consequences anymore (i.e. lower benefits of contestation) — dthough the normaive
motivation for inditutional gains ill remained and the Budget Committee continued to
contest the treaty provisons during the annua procedures, abeit on lower scae. A key
difference to the pre-1988 dtuation was the risk that contestation would ental. Radical
contestation was likedy to destroy the whole interingditutional agreement and its aitractive
digributive dimenson. The inditutiond fal back (default) postion of the provisons of the
1970 treaty disciplined actors and the multi-annual character of the financia perspective
committed actors to a longer time horizon. A contedtation of the rules of the financid
perspective would have resulted in a return to the treaety. This was not attractive for the EP. In
the years before 1988, the contestation of the treaty rules had lead to a Stuation without an
unambiguous inditutional setting. The default podtion was non-agreement, which was often
better for the EP than the treaty provisons. The interingtitutional agreement had made the EP

recommendations by the Agricultural Committee in the votes of agricultural prices in spring while the
agricultural lobby in the EP supported the budget in the budget votesin autumn.
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to a member of the enacting codition and did not want to endanger the favorable outcome for
a peiod of many years through inditutiond conflict. More intense indtitutiona debates were
limited to the occasons when the framework was to be renegotiated when a multi-annud
budget plan expired. Here, the EP traded inditutiond gains againgt distributive concession. As
the Council did not want to re-open the multi-annua budget plan agreed among heads of
governments, the EP had the bargaining power to push for ingtitutional concession.

Ovedl, the success of the 1988 reform strongly supports our propodtions. The leve of
inditutiona conflict (the dependent variable) decreased because the EP became part of the
enacting codition, the inditutiona reform reduced the scope for rivding interpretation, the
time horizon of both actors was synchronized and the internd unity of the EP declined
because the inditutiona dimenson of budgetary politics log importance. Moreover, the
inditutional creation of the financid perspective differed sgnificantly from that of the 1970
budget treaty. Actors of the enacting codition shared the same norm of multi-annua planning
which served a focal point for framing a previoudy reached didtributive consensus. The rules
of financid perspective were therefore clearly defined and specified. Tables 3 and 4
summarize our empiricd findings and link them to the propostions.

Table 3. Creation and Operation of the 1970 Budget Treaty

Institutional Creation Phase— 1970 Budget Treaty

Independent Variable

‘Higher’ versus | France: Ingtitutional preferences inspired by the polity idea of Europe des états
‘lower’ level and distributive concerns (CAP)
concerns The ‘Five': Ingtitutiona preferences informed by the polity idea of a Federal
Europe

Dependent Variable

Rule specification | Open treaty provisions/ high potentia for rule interpretation

Institutional Operation Phase — 1974-1987

Independent Variables

Congruence New representatives: Budget Council replaced European Council and Genera
Affar Council
New actor: European Parliament

Preferences Budget Council: short-term orientation towards distributive objectives;
ingtitutional status quo-preference

EP: long-term orientation towards institutional objectives; distributive
expansionist spending interest

Interpretation Conflicting preferences over open treaty provisions

Unity Budget Council: split over distributive objectives
EP: united over ingtitutional objectives

Dependent Variable

Rule contestation

High level of rule contestation
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Table 4: Creation and Operation of the 1988 Interingtitutional Agreement

Institutional Creation Phase— 1988 | nterinstitutional Agreement

Independent Variable

‘Higher’ versus | All actors: Lower level concerns dominate
‘lower’ level
concerns

Dependent variable

Rule specification | Set of closed rules supplements the treaty / low potentia for rule interpretation

Institutional Operation Phase — 1988-1999

Independent Variables

Congruence Congruence between enacting and executing coalition
Preferences Convergence towards long-term orientation but still differencesin ingtitutional
preferences
Interpretation Limited scope for interpretation of institutional agreement
Unity Budget Council: more united on distributive front
EP: less united on the ingtitutiona front

Dependent Variable

Rule contestation | Low level of rule contestation

5. Conclusion

In this aticle we have proceeded in two steps. First, we have specified the conditions under
which newly desgned or reformed inditutions of Community budgetary politics will be more
or less open to interpretation by the actors enacting the new inditutiond rules. We have found
support for the argument that in particular where actors polity-idess or ‘higher’ leve
concerns over how the European polity should be governed conflicted, ill-specified
inditutiona  provisons ensued and the working propeties of these inditutions were
interpreted very differently by the actors involved. Secondly, we have linked the inditutiona
design or cregtion phase to that of inditutional operation. We have argued that in addition to
ill-specified inditutiond  rules, actor-properties (congruence of enacting and executing
coditions, differences in inditutiond preferences, interna unity, and time horizons) affect the
degree to which the enacted inditutions become contested. Our findings support these clams
Due to two non-reconcilable polity-ideas (Europe as a federation-to-be and Europe des états),
the Community Member States did not find agreement with regard to the role the EP should
play in a Community endowed with ‘own resources and in the consequent enactment of the
budgetary treaty, high levds of inte-inditutiona conflict ensued. These high levds of
inditutiond rule contetation were only reolved after an inditutiond reform was achieved
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during which conflicting polity-ideas were secondary, and the digtributive (‘lower’ leve)
concerns of the member dtates and the EP dominant. The EP was now party of the enacting
codition, the inditutiond dimenson became less rdevant and time horizons were somewhat
synchronized.

The findings presented in this pgper dlow us to assess the explanatory vaue of some of the
indruments of higoricd indtitutiondisn. We show that our approach to hidoricd
inditutiondism questions the role of two of higorica inditutiondits key concepts, i.e
unintended consequences and exogenous shocks, to the degree that they may become
superfluous under the conditions elaborated in this article.

Unintended consequences

In The Choice for Europe, Andrew Moravesk criticizes higorica inditutiondism for
underestimating foresght of governments that clam tha unintended consequences are
abundant and result from the short-gghtedness of those that designed them. According to
Moravcsk, higoricd inditutiondists fal into this trap because “their andyses are rarey
based on a detailed, primary-source anadyss of naiond preference formation. Instead, they
make do with public judtifications by governments and with secondary sources. Yet, snce
governments often have an incentive to deny or amply ignore their respongbility for certain
outcomes ... accounts based on secondary sources and their public judtifications tend to
generate inadequate ... support for clams about ‘unintended consequences.” (Moravcsk,
1998: 491) We have demondrated in this article that thorough primary source andyss of the
preferences of inditutiond enacting coditions, indeed, helped us defuse this dleged
shortcoming of jumping to potentidly fadse conclusons regarding ‘unintended consequences.
By looking a the logic lying behind the inditution building efforts of the enacting codition
our findings suggest that even if actors in the cregtion phase have had full information over
the consequences of their inditutional choice, they might not have embarked upon a different
course of action: Given the difference in institutiond preferences among members of the
enacting codition, no other than the actual compromise seemed to have been feasble Actors
in the creation phase opted for ambiguous provisions and left space for interpretation because
they recognized this as the only avalable option to reconcle the different inditutiond
preferences. They accepted that this drategy would possbly induce tensons in the
operationa phase — pogponing the decison to introduce ‘own resources over the

disagreement of the role of the EP was considered too costly an option.
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Conflict-laden institutions instead of exogenous shocks

In this atide we have dso qudified the oftenrmade clam both by some higoricd
inditutionalists as wel as by ther critics that events which are exogenous to the research
desgn, such as ‘critica junctures, induce ‘punctuated equilibria and thus lead to inditutiond
change and reformulation. Ingead, we have argued that the budgetary inditutions of 1970
were subject to severe contestation and ultimately indtitutiond change, not because of the
exigence some exogenous event. Rather, in this aticle we have sought to endogenize
inditutional conflict and rule contestation by empheszing the importance of andyzing actor
preferences and congellaions at the moment of inditutiond design efforts. Although we do
not deny that exogenous factors may impact on the functioning of inditutions, it has been
demongrated here that inditutional andyses that do not ‘go back and look’ (Pierson) are
prone to miss an essentid pat of a comprenensve explanation of why ingitutions, once
enacted, appear dysfunctiond.

The European Union has often been characterized as an ‘unfinished conditutiond system
whose evolution has not only been fudled by functiond demands to overcome collective
action problems, but adso by different polity-ideas as concerns the appropriate governance
dructure. Looking at the present debate about the ‘Europe 2004 -project which is supposed to
culminate in the adoption of a European Conditution from the vantage point of the argument
presented in this aticle, we are obvioudy likdy to observe fundamentd differences on the
level of polity-idess. Yet, more importantly, the degree to which these polity-ideas trandate in
the creetion of inditutiond rules and decisornrmaking procedures, and the degree to which the
actors of progpective executing coditions will be included in the conditution writing process
will fundamentaly affect the contestedness of any future European conditution. The ‘method
of a conditutional convention comprisng members of the EP, nationd paliaments and the
member state executives is therefore to be welcomed. However, if the convention’s proposal
for a European conditution will not bind the Council member dates, the fate of any European
Congtitution could be the same as that elaborated by the Ad hoc-Assembly for a European
Politicd Community in the 1950s or it could result in ongoing inter-inditutiond conflicts
which recur to the disagreement over how Europe should be governed.
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