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Abstract 
 
This paper introduces a new theoretical framework of international unions qua coalitions of 
countries adopting a common policy and common supranational institutions. We introduce a 
general class of non-cooperative spatial bargaining games of coalition formation among three 
countries in order to examine the endogenous strategic considerations in the creation and 
enlargement of international unions. Why would we observe a gradualist approach in the 
formation of the grand coalition even if the latter is assumed to be weakly efficient? We 
propose uncertainty about the benefits of integration as a mechanism that can generate gradual 
union formation in equilibrium. As it turns out, it may well be in the ‘core’ countries’ interest 
to delay the accession of a third, peripheral country in order to i) stack the institutional make-
up of the initial union in their favor and ii) signal their high resolve to wait out the expansion 
of their bilateral subunion. A related case from the European Union provides an interesting 
illustration. 
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I. Introduction 

The recent proliferation and expansion of international cooperation agreements and 

institutionalized regimes has attracted the attention of scholars from various disciplines. The 

ensuing shift in the locus of domestic and foreign policy formation to the supranational arena 

makes it all the more necessary to study the origins and evolutionary dynamics of these 

supranational structures from both an empirical and theoretical standpoint. Especially in the 

European context, it is of indisputable significance both from a scholarly and a policy-making 

perspective to make sense of the intricate map of international cooperation within an enlarged 

European Union of twenty-seven or more members. 

This paper introduces a formal game-theoretic framework elucidating various aspects of the 

variable geometry and the dynamics of international union formation with a focus on European 

integration. We wish to study questions about the coalitional dynamics of international union 

formation and piece-meal widening of a union. In a non-cooperative game of international union 

formation where the grand union is weakly efficient, why would we ever observe delay in the 

formation of the grand union? For example, why did formerly eligible countries like the UK, 

Denmark, Austria, and Sweden join the European Community at a much later time? Naturally, 

we are particularly interested in endogenous strategic considerations in the creation of a union by 

a core of countries rather than exogenous changes in the geopolitical and geoeconomic 

environment (which rendered for example newly democratized countries like Greece, Spain, and 

Portugal or former communist countries eligible candidates at some later stage of the union 

formation process). Countries such as Greece, Spain, and Portugal and the former communist 

Central-Eastern European countries were invited to join the existing Union soon after they 

became politically (i.e. democratic) and economically (i.e. liberalized market economies) 

eligible. These latter cases may be plausibly modeled by postulating exogenous (mainly 

geopolitical) constraints to entry that cease to bind at some point in time.  

Starting from the empirical observation of gradualism and piece-meal expansion of international 

unions and regimes (including to various degrees ASEAN, MERCOSUR, NAFTA, and the 

African Union) in the absence of clearly perceived shocks to the global (or even regional) 
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geopolitical and economic system, we propose strategic delay in the supranational bargaining 

process as a theoretical explanation. International cooperation and regional integration 

agreements are usually initiated by a core of ‘natural’ partners, who wish to reap the immediate 

gains from cooperation. Hence, even without the formalization of arbitrary eligibility criteria, 

other aspirant members are at first effectively excluded from the ‘enacting’ coalition only to join 

later at more unfavorable institutional and policy terms. So even when the inclusion of a wider 

collectivity of states has always been Pareto efficient, the formation of the enlarged coalition is 

strategically delayed by the founding signatories for reasons to be explained. 

While the emphasis among international relations scholars has been primarily on the rationale for 

international cooperation agreements, their enforceability and their general effect on the conduct 

of international relations, this paper seeks to shift the focus to the evolution of member 

composition and institutional design of such regimes. Given the general consensus among 

political scientists and economists on the existence of ‘mutual gains’ in international cooperation 

– effectively amounting to a Pareto-improving response to international policy spillovers and 

externalities intrinsic within a globalized environment of interdependence –, the general 

arguments of the paper concentrate on the strategic calculus of surplus distribution in union 

formation taking efficiency considerations for granted3. To that effect, we introduce a general 

class of non-cooperative spatial bargaining games with N = 3 players, in order to allow for the 

possibility of subcoalitions and endogenous enlargement with strategic delay.   

To tackle some of the above questions we make use of positive political economy4 models 

theorizing about the strategic interaction of states in the realm of international cooperation. The 

                                                 
3 In the background lie related normative questions on the institutional reform of the EU addressing the optimal 
allocation of responsibilities between supranational bodies and the member states. At the core of this ongoing debate 
on the optimal governance structure of the enlarged EU lies the trade-off between flexibility and commitment (see 
Dewatripont et al., 1995, Ch. 3). On one hand, the proliferation of diverse member-states and areas of cooperation 
intensifies the need for increased flexibility in the supranational decision-making processes and the structure of 
further integration, while, on the other hand, the expansion of the Union necessitates stronger constitutional 
commitment to the acquis communautaire in order to lock in the achieved gains of existing integration. The issue of 
institutional flexibility was partially addressed by the Treaty of Nice (signed in February 2001 and ratified in 
February 2003), which admittedly fell short of far-reaching institutional reform. The failure of the European 
Constitutional Convention indicates that the right balance between the two still remains elusive. 
4 Even though the methodology is primarily derived from economic models, the theory does not limit itself to 
strictly economic variables in explaining the coalitional dynamics of integration. It is flexible enough to 
accommodate non-economic explanations of integration, such as geopolitical considerations and ‘security 
externalities’ (see Gowa, 1994). 
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rise of supranationalism does not necessarily imply the decline of the nation-state, which is why 

we use the latter as the main unit of analysis. For the most part we treat countries as unitary 

actors and international unions as coalitions among states. Particularly prevalent within the 

realist tradition in international relations theory, the unitary actor assumption treats 

democratically elected governments as representative agents seeking to maximize the welfare of 

the average (or median in the unidimensional case) citizen or just some other aggregated national 

objective. Adding special interests and preference heterogeneity within countries gives rise to the 

possibility of strategic delegation and cross-country popular alliances and is more conducive to 

the ‘liberal intergovernmentalist’ (Moravcsik, 1998) approach to regional integration and 

national preference formation. This nuanced analytical perspective is much more pervasive 

among economists in the political economy literature of regional integration (see for example 

Brou and Ruta, 2004). In the same vein, we talk about states not governments, thus abstracting 

away from micropolitical considerations of vote maximization; our macrorealist perspective is 

essentially predicated on the assumption of domestic political consensus with respect to a 

country’s perceived core national interests in the pursuit of international cooperation5. In the bulk 

of the analysis, we choose to subsume these important micro-level questions of national 

preference formation within exogenous assumptions. Furthermore, we refrain from examining 

the actual sources of surplus gains of international cooperation (in any given area) for the main 

reason that the focus is on the coalitional and bargaining dynamics within the context of an 

international union. In essence, this is a theory of ‘grand bargains’ among states rather than an 

institutionalist account of the workings and policy-making functions of supranational bodies. The 

formal nature of the approach renders its results generalizable to other cases of gradual coalition 

formation among states in the pursuit of international cooperation. 

We offer one particular mechanism that can generate strategic delay in the formation of the 

grand union: private information over the synergistic benefits generated by unions of which a 

country is a member. According to the proposed theory, uncertainty over the exogenous coalition 

                                                 
5 Our case study on French EEC policy in the 60s analyzes for example the various policy shifts that took place 
despite the continuous dominant presence of Gaullists in power (initially General de Gaulle himself followed by his 
ideological heir and successor Pompidou). Of course, the assumption of continuity in economic and political 
integration policy across partisan lines is just an analytical simplification, not an empirical iron law. Gruber (2000), 
however, provides a theoretical explanation for the scant evidence of radical policy shifts with respect to decisions 
of accession to and/or secession from international regimes by ideologically distinct governments. 
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surplus may result in strategic delay through a separating signaling mechanism, whereby high 

types choose to initially participate in a smaller union in order to shape the terms of enlargement 

to their benefit. In other words, we interpret the bandwagoning phenomenon in union formation 

and expansion as a war of attrition game, whereby states place themselves temporally on the 

coalition-building process in an attempt to signal their resolve in waiting out the formation of the 

Pareto efficient grand union. In equilibrium, the proposal order affects the order of entry to the 

coalition, which in turn is a strong predictor of surplus allocation. 

The next section provides a brief review of the breadth and scope of the political science 

literature on international cooperation with a particular emphasis on European integration as well 

as an account of the positive political economy literature on international unions. The subsequent 

section consists of our spatial bargaining model of union formation examining uncertainty as a 

source of gradualism in union enlargement. By manner of empirical justification, we further 

proceed to show how our theory applies to the case of the first enlargement of the European and 

Economic Community, focusing in particular on the French-German-British triptych and the 

bargaining dynamics between those three major actors with respect to British accession to the 

EEC. The concluding section examines possible extensions, summarizes some of the 

implications of the model, and evaluates the merits of the utilized methodological techniques. 

 

 II. Related Literature 

The content and methodological approach of this paper draws from a variety of related work on 

both positive and normative aspects of international union formation and policy coordination and 

relates to diverse strands of literature in both economics and political science. It falls within the 

general field of positive political economy with an application to regional integration. 

The political science literature on international cooperation has been dominated by International 

Relations theorists of various traditions. The early debate on the theoretical and empirical 

relevance of supranational institutions was instigated by the neoliberal school of thought, giving 
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rise to large body of work collectively dubbed as regime theory (Keohane, 1984; Milner, 1997; 

Slaughter, 2004). Their focus on the ‘mutual gains’ rationale for international cooperation in an 

anarchic world came as a rebuttal to the Waltzian realist mantra of power politics and national 

interests, which deemed the emergence of supranational institutions as epiphenomenal to the 

existing balance of power and essentially inconsequential within the system of international 

relations. However, the acceleration of the European integration project and the proliferation of 

regional and global institutions in the 80s shifted the focus of the neorealist critique from the 

Pareto efficiency of international regimes (Krasner, 1983) onto the ‘relative gains’ of their 

participants and enforceability of those decentralized structures (Grieco, 1988 & 1990; 

Mearscheimer, 1994/5). Sharing a common rational choice methodological perspective, the 

emergence of a neoliberal-neorealist consensus on the importance, causes, and effects of 

supranationalism has gradually given way to the analysis of distributional considerations in the 

evolution and design of those institutions. Gruber (2000) for example views international 

regimes not simply as incomplete contracts or focal points in the selection of multiple equilibria 

of coordination (as ‘new institutionalists’ are more than apt to do), but essentially as the 

manifestation of ‘go-it-alone’ power by rational ‘enacting’ governments seeking to restrict the 

choice set of domestic opponents and peripheral states6. He makes use of a power argument in 

order to explain the bandwagoning phenomenon of union widening as well as the stability of 

those supranational institutional arrangements. In a similar vein, the game-theoretic argument of 

this paper seeks to contribute to our understanding of the dynamics of union formation and 

expansion and of their institutional design. 

European integration studies7 in particular have profited from extensive scholarly work from 

various fields of political science, albeit based on different disciplinary foundations and 

theorized at different levels of abstraction and generalizability (see Verdun, 2005). American 

accounts of European integration tend to be more interdisciplinary in nature and more deductive 

                                                 
6 Gruber (2000) is critical of the neoliberal-realist consensus on the Pareto efficiency of international regimes and is 
mostly interested in the winners vs. losers dimension of international cooperation, arguing that it is often the case 
(citing NAFTA and the European Monetary System as his primary examples) that some late signatory countries to 
such regimes are better off in an autarchic status quo ante of no cooperation than their current state of wider 
integration. However, the status quo ante has been removed from their choice set by the fait accomplit of partial 
integration, thereby rendering the costs of joining an existing international cooperation agreement lower than those 
of staying out. 
7 For a concise literature review of approaches to the study of European integration see Hix (1994; 1998). 
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from an epistemological point of view. Mostly influenced by IR/IPE theories of international 

cooperation, such as regime theory, American scholars tend to regard the European project as a 

particular example of an exceptionally institutionalized regime of international cooperation and a 

particular affirmation of generalized theories of union formation and regional integration. 

Europeans, on the other hand, take on the whole a more empirical, particularistic approach 

making ample use of the methodological techniques of comparative politics and public policy. 

They view the European Union as a sui generis supranational state-like entity and as a result are 

loathe to export the conclusions derived from empirical analyses of various areas of 

supranational policy-making to other less institutionalized international regimes (such as 

Mercosur, NAFTA, and ASEAN)8. The stark difference between the two approaches lies in the 

fact that the former theorize about the European Union as an international regime, whilst the 

latter regard it as a peculiar political system combining various aspects of domestic statehood. 

This highlights the need for a multidisciplinary approach (political economy) to bridge the gap 

(Verdun, 2005) and to bring studies of European integration back to the mainstream of political 

science and out of their disciplinary insulation. 

Economists have of late forcefully entered the interdisciplinary field of integration studies by 

drawing on well-established theories in the fields of public and international economics. Highly 

influential in these models has been the public economics literature on fiscal federalism and 

decentralization (e.g. Oates, 1972 and 1999; Besley and Coate, 2003; Hafer and Landa, 2005; 

Persson and Tabellini, 1996a; Bureau and Champsaur, 1992; Cremer and Palfrey, 2000), which 

examines the welfare and distribution effects of federal and/or decentralized government 

structures on the provision of public goods. Economists also tend to focus on the political 

economy of macroeconomic international coordination as in the case of monetary integration 

(Persson and Tabellini, 1996b; Casella, 1992b) as well as regional redistribution (Bordignon et 

al., 2001; Casella, 2005; Lockwood, 2002). Closely related to the phenomenon of economic 

integration and drawing from the field of public finance is the theory of clubs and overlapping 

jurisdictions (Casella and Feinstein, 2002; Roberts, 1999), which models the interaction between 

                                                 
8 See Caporaso et al. (1997) for a conclusive debate on whether the European Union constitutes a unique case (or the 
N=1 debate). 
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markets as sets of rules for the exchange of private goods and institutions as organizations for the 

provision of public goods.  

The above theoretical bodies of work have recently spawned a fast-growing literature on the 

political economy of integration and international unions (e.g. Alesina et al., 2001 and 2005; 

Alesina and Spolaore, 2003; Baldwin, 1993; Bolton and Roland, 1997; Bordignon and Brusco, 

2001; Brou and Ruta, 2004; Ellingsen, 1998), which mainly consists of positive game-theoretic 

models of the economic incentives of integration and/or secession (on secession see Bordignon 

and Brusco, 2001) as well as the economic determinants of country and union size, often 

yielding normative conclusions on constitutional design9. These papers take a non-generic 

approach to the specification of union benefits by modeling an international union as an efficient 

central provider of a public good, characterized by economies of scale and spillovers across 

union (and non-union) members, as in Alesina et al. (2001 and 2005). This modeling approach 

has been amply applied to explain the coalitional dynamics of European monetary integration 

and currency unions (Alesina and Grilli, 1993; Casella, 1992a) and to design the optimal 

membership rules to EMU - whether through rigid membership criteria or gradual expansion 

through flexible rules of integration (see Fratianni, 1998; Pisani-Ferry, 1995). On the basis of the 

theoretical results of these models, a number of economists have ventured to contribute to the 

ongoing debate about the institutional structure of the European Union (see for example Alesina 

and Wacziarg, 1999; Alesina and Perotti, 2004; Jacquemin and Sapir, 1995)10. 

In contrast to Alesina et al.’s (2001, 2005) emphasis on the stability and size of equilibrium 

unions in light of public good spillovers, the focus of this paper is on the bargaining dynamics of 

the coalition formation game and the strategic incentives inherent in negotiating the formation of 

an international union of countries. In what follows, we analyze the case of a three-country 

regional setting through non-cooperative spatial models of bargaining, in order to gauge the 

extent to which the dynamic process of union formation can be explained by endogenous 

strategic factors, such as uncertainty. We essentially focus on the three-country case so as to 

                                                 
9 For a brief survey of economic theories of (dis)integration see Ruta (2005). 
10 The Center for Economic Policy Research issues yearly reports on various issues of European integration 
providing the opportunity for political economists to contribute to policy-making debates within the context of the 
European Union (see for example Berglöf et al., 2003 and Dewatripont et al., 1995). On the debate on uniformity vs. 
flexibility in the face of enlargement also see Scott and de Burca, 2000 and Steunenberg, 2002. 
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allow for the creation of subcoalitions and endogenous enlargement in the gradual formation of 

the grand coalition of countries.  

 

 III. Gradualism in a Signaling Game of Union Formation 

Our modeling approach consists of a combination of simple unidimensional spatial analysis 

together with non-cooperative games of coalition formation to model policy centralization within 

an international union (e.g. EU). The spatial approach is based on the interpretation of an 

international union (or regime) as a commitment device to coordinate policy across countries and 

is better suited to analyze the bargaining aspects of union formation and/or policy coordination 

compared to the public goods approach in the public economics literature of international unions. 

It also provides for a parsimonious formalization of the liberal intergovernmentalist (Moravcsik, 

1998) theory on the ‘grand bargains’ of EU treaties and/or international cooperation in distinct 

policy areas (e.g. EMU). The coalition formation approach, on the other hand, is permeated by 

the notion of international unions as coalitions among countries adopting a common 

supranational policy and institutional structure. The unidimensional policy variable may hence 

be construed as the ‘institutional terms of accession to a union’ or a supranational public good 

affecting the utility of coalition members (and even non-members allowing for externalities). 

The underlying cooperative game of coalition formation prescribes the set of players N (or in this 

case countries using the unitary actor assumption) as well as the value or worth ℜ∈)(cv  of each 

coalition of countries Nc ⊆ . The source of these exogenous coalition benefits or just ‘functional 

synergies’ is not explicitly modeled but is implicitly linked to the emerging economic and 

political interdependence among countries in the era of globalization. The pure public goods 

nature of these benefits renders them indivisible, while the unidimensional policy variable serves 

as an imperfect (because of insufficient dimensionality) allocation device of coalitional surplus. 

Hence, in this imperfect transferable utility model of international union formation, utilities are 

linear with respect to policy and exogenous indivisible benefits.  



 10

In these models we will generally employ a typical assumption used in the coalition formation 

literature, whereby the grand coalition is weakly efficient. This contingency is what we refer to 

as weak superadditivity in the underlying structure of the cooperative game, i.e. the total worth of 

the grand union is greater or equal to the sum of the worths of any constituent subunions or  –

prosaically put – the whole is better than the sum of its parts. Otherwise, it would be trivial to 

explain why the grand coalition doesn’t form or even impossible to explain the gradual 

formation of the grand coalition11. Formally: 

Weak Superadditivity: ∑
∈

∈∀≥
π

πππ
c

c  cvNv ,),()( , where π denotes any partition 

of the set of players N. 

In what follows, we explore a multilateral non-cooperative bargaining game over coalition 

formation and common union policy for the simple case of N = 3 countries. In this simple 

context, we examine the implications of private information over the size of the exogenous 

benefits for the potential of strategic delay in the formation of the grand coalition (i.e. whether 

coalition formation is gradual or immediate) and whether it actual forms or not. We use a 

common modeling framework that consists of a linear absolute deviation utility function and a 

dynamic bargaining protocol with equal recognition probabilities, thus shying away from risk 

aversion and inequality in agenda-setting power as possible sources of strategic delay. The use 

of a random recognition protocol is just an abstraction for more institutionalized enlargement 

negotiations, whereby an aspirant member may first have to receive candidate status by the 

existing members and then negotiate the exact terms of accession subject to unanimous approval. 

We generally restrict our attention to the bargaining equilibria that exhibit gradualism in the 

formation of the grand union of all three countries concerned. As it turn outs, gradualism by dint 

of strategic delay may only come about once the more recalcitrant of the founding members gets 

to propose first.  

Using the above parsimonious three-country setting, we wish to demonstrate how the existence 

of private information about the synergistic benefits of any given coalition can hamper political 
                                                 
11 Unlike earlier models in coalition theory, recent non-axiomatic work on coalition formation with externalities 
does not necessarily predict the emergence of the grand union (unlike the cooperative solution concepts of the core 
and the Shapely value). 
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compromise at an earlier date thus giving rise to inefficiencies in the bargaining process. So long 

as any country may not correctly anticipate the synergies inherent in a political union wherefrom 

it is excluded, equilibrium delay in the bargaining process essentially arises as a cost of 

extracting information about one’s marginal contribution to the grand coalition. Along these 

lines, any ideological demand over the ideological make-up of a proposed union is construed as a 

credible signal of how much a country stands to gain on the valence dimension from cooperating 

with any subset of its potential coalition partners. The model seeks to highlight the strategic 

trade-off between joining a political union as a founding member at less than favorable terms and 

waiting for a better accession deal at a later point in time that essentially permeates the dynamic 

process of European integration and expansion. The dynamic interaction between France, 

Germany, and the UK in the early days of the European Community constitutes the interesting 

case at hand and will be analyzed in the next section. 

We make use of a dynamic, two-period spatial bargaining model of coalition formation with 

private information over the joint ‘gains from trade’ intrinsic to any bilateral coalition of 

countries. Let CBAi ,,=  denote countries as unitary actors bargaining over the creation of 

unions at specific policy terms Xxc ∈ , where c represents any non-empty subset of 

},,{ CBAN = , i.e. ∅∈ /2Nc ,and ℜ⊆X  denotes the single policy (or ideological) dimension 

over which bargaining takes place. To avoid confusion, we denote coalition structures C as 

2},/{)( ≥− c cNxc c , where c denotes a bilateral or trilateral union with common policy xc,, 

otherwise A/B/C denotes the fully autarchic coalition structure. We introduce preference 

heterogeneity over policy by assuming distinct country-specific ideal points on the line of real 

numbers Xmmm CBA ∈<< , where the letter m denotes the bliss point of the median voter in 

the country. As long as any subsets of countries agree to coordinate on a common policy 

Xxc ∈ , then each member of that coalition (or political union) reaps the common coalition 

benefits ∅∈≥ /2,0 N
c cy 12. Note that the assumption of weak superadditivity guarantees that 

N
cc ccyy 2, ∈′⊆≤ ′ , i.e. the grand coalition ABC is weakly efficient and any bilateral union of 

                                                 
12 A political union is basically viewed as an economic club that yields excludable and indivisible common benefits, 
given that any such synergistic relationship between sovereign nation-states is embedded within a broader 
environment of economic interdependence through trade and exchange of people, ideas, and factors of production 
(which is the standard view of the engine of integration in post-WWII Western Europe). 
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countries may not generate strictly higher ‘gains from trade’. Moreover, we do not allow for any 

policy externalities across countries; hence, autarchy yields no exogenous benefits per se, i.e. 

CBAiyi ,,,0 == . It remains the case that in a subgame-perfect equilibrium, autarchic policy 

coincides with the median ideal point in each country as a direct consequence of the Median 

Voter Theorem13. To keep things simple, utility takes the linear absolute deviation form 

,);;( ciccci ymxyxmU +−−=  CBAici ,,, =∈ 14. 

We further postulate the following set of technical assumptions with respect to the worth of the 

grand coalition ABC and the spatial configuration of median ideal points (see figure 1): 

Assumption 1: ( ) ( )[ ]ABBABBC mmmmmmm −+−+∈ 2,  

Assumption 2: ( )AC
BA

CABCAC mmmmmymm −>
+

−≥≥−
3
2

2
 

The first assumption essentially implies that preference-wise the ‘moderate’ country B is closer 

to A than C and thus A and B are the ‘natural’, ‘core’ partners in any pairwise coalition, while C 

is spatially peripheral to the other two. By ‘natural’ partners we wish to denote a subset of 

countries that lie closer in terms of institutional structures, historical traditions, and economic 

fundamentals, which all make up for enhanced ideological contiguity in terms of policy 

preferences15. Moreover, according to assumption 2, the exogenous benefits associated with the 

grand union ABC are at such a level as to allow for meaningful policy negotiations over the 

ideological direction of the trilateral union but not high enough to make everyone’s participation 

constraints trivially binding. 
                                                 
13 Under autarchy, each country retains full sovereignty over the determination of its own domestic policy by 
democratic means. By the Median Voter Theorem, mi is the only Condorcet winner  in any pairwise election (or 
referendum). The no-coalition-externalities assumption implies that the autarchic, go-it-alone payoff of a country 
does not depend on the entire coalition structure, i.e. whether the other two players coalesce or not. See Maskin 
(2004) for an axiomatic extension of the Shapely value solution concept to allow for coalition externalities and 
partition functions.  
14 Note that by using this simple linear functional form we essentially assume risk-neutrality; therefore, risk aversion 
will not factor in our results. The common exogenous benefit of integration y essentially enters utility as an additive 
component that is orthogonal to the ideological policy dimension. This essentially represents the economies of scale 
property of the centralized provision of public goods within international unions. 
15 Ipso facto it is fair to argue that the founding members of the European Community for example (France, 
Germany, Italy, and the Benelux countries) constituted ‘natural’ partners in the formation of the union. 
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Figure 1: Spatial Configuration of Equilibrium Policy Proposals 

 

 
 
In the model we introduce uncertainty by assuming that the representatives of each country i are 

only aware of the synergistic benefits generated by a union in which they participate, i.e. the 

members of any given union share private information over the worth of their coalition. 

Otherwise, any excluded partner holds uniform prior beliefs over the common benefits inherent 

in a potential union between the other two countries, i.e. for any country jik ,≠ , 

],0[~ ABCkij yUy , where ABCy  denotes the total worth of the grand coalition. An equivalent 

interpretation of this type of private information is that the representative of any country k does 

not know with certainty the level of his/her country’s marginal contribution jikyy ijABC ,, ≠−  to 

the grand coalition. 

As for the bargaining protocol of the game, we assume two successive rounds of negotiations, 

where each country representative is randomly recognized with equal probability in each period 

regardless of the existing coalition structure16. Once recognized at time t = 0,1, the representative 

of country i makes an unconditional17 union policy proposal Xxi
t ∈ , which may be accepted or 

                                                 
16 We hence abstract away from the possibility that participation in a union at an earlier time enhances one’s 
proposal prerogative at subsequent enlargement negotiations, which could alternatively form the rationale for 
gradualism by incentivizing early participation by means of enhanced bargaining leverage in subsequent expansion 
negotiations. 
17 This is just a technical assumption that simplifies the conditional proposal strategy set to X rather than C × X as in 
the case of offers conditional on the proposed coalition c ∈ 2N / ∅.  Note that in tandem with the majority of papers 
on coalition formation we only allow for conditional offers, i.e. proposals that get implemented if and only if all 
parties involved concur. Gomes (1999), on the other hand, teases out the implications of allowing for both 
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rejected by the other countries ikj ≠, . A political union with common policy Xxi
t ∈  will form 

at time t only between the proposing country and those who accept that proposal. Existing union 

policy may only be renegotiated subject to the unanimous approval of all its members. We 

further assume excessively high fixed costs of union disintegration, effectively implying that 

once created a union partnership may not dissolve or equivalently that a union member may not 

unilaterally withdraw18. An existing union may only expand its membership to the excluded 

country as long as all of the participating members agree to enlargement at the proposed policy 

terms19. The postulate of veto power in enlargement negotiations is avowedly one of the driving 

forces of the main result. Finally, the future is discounted at a common rate ]1,0[∈δ . 

Before we proceed to describe the equilibrium, we introduce our final piece of notation: 

Notation: Let Ct=0, Ct=1 , where ∀ c ∈ Ct=0, c’ ∈ Ct=1, then c’ ⊄ c (no-union-

dissolution assumption), denote a two-period coalition-formation path.  

Definition 1: A coalition-formation path  Ct=0, Ct=1  is called comprehensive if 

and only if the grand coalition ABC forms in either period 0 or 1, otherwise the 

coalition-formation process is partial.  

Definition 2: A coalition-formation path Ct=0, Ct=1  is called gradual if and only 

if ∃ c ∈ Ct=0, c’ ∈ Ct=1 such that c ⊂ c’. Otherwise, it is immediate20. 

We focus on the separating perfect Bayesian Nash equilibrium of this sequential bargaining 

game to demonstrate how gradualism in the formation of the grand union ABC may arise as a 

consequence of private information. Each country i’s first-period proposal i
tx  essentially 

                                                                                                                                                             
conditional and unconditional offers for efficiency and concludes that inefficient delay can be significant in 
superadditive games with small discount factors once unconditional offers have been ruled out.  
18 This assumption is closely related to Seidmann and Winter’s (1998) concept of irreversibility of coalition 
agreements, which once agreed upon become immediately enforced allowing the contracting parties to reap the 
related payoffs. Their implicit assumption is that the fixed costs of divesting a coalition agreement are so high that 
the latter becomes an enforceable outside option in the bargaining process. 
19 This assumption essentially reflects the unanimity requirement for EU enlargement. 
20 Seidmann and Winter (1998) offer an excellent theoretical account of the concepts of immediate vs. gradual as 
well as partial vs. comprehensive coalition formation.  
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functions as a signal of its type ],0[ ABCij yy ∈  in a potential bilateral union agreement with 

another country j, which becomes tantamount to its resolve to wait out the formation of the 

grand union at more favorable policy terms. Taking country A for example, high ABy  types will 

want to credibly signal their strong type by proposing a transitory bilateral AB subunion 

agreement at time 0, in order to achieve greater bargaining leverage in the subsequent policy 

negotiations at time t = 1 by entrenching their position within a beneficial status quo. In that 

case, the excluded party C will recognize that only high ABy  types would find it in their interest 

to incur the cost (or reservation utility of partial coalition formation) of strategic delay in order to 

induce a better ABCx  proposal at time t = 121. The more extreme (relative to C) of the ‘core’ 

countries, i.e. the one that has least to gain, will hold the enlargement process hostage, in order to 

achieve the best possible deal in the formation of the grand coalition ABC. We now proceed to 

formally demonstrate the workings of this signaling mechanism of strategic delay. 

Restricting our attention to the proposal strategy of country A, we first state the equilibrium and 

then go on to describe it: 

Proposition 3: There exists a perfect separating Bayesian Nash equilibrium, whereby 

the representative of country A will propose A

A mx =0  in period 0 if and only if 

[ ]ABCAB yyy ,~∈  for some [ ])(2),(~
ACABCABABC mmymmyy −−−−∈ , in which case 

coalition AB will form right away and may later expand to the grand coalition ABC at 

time t = 1 with strictly positive probability. Otherwise, for [ )yy AB
~,0∈ , A will 

propose xx A ˆ0 =  such that C is just indifferent between accepting and rejecting at time 

t = 0, in which case the grand union ABC will form immediately (see figure 1). 

So for appropriate out-of-equilibrium beliefs, gradualism in union formation will ensue with 

positive probability for a non-degenerate support of high bilateral union types yy AB
~≥ . 

Otherwise, country A finds it too costly to delay the immediate formation of the efficient grand 

coalition. 

                                                 
21 In close similarity to the Cho-Kreps criterion for equilibrium refinement, our sequential equilibrium is supported 
by appropriate out-of-equilibrium beliefs to be specified later on. 
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Solving this sequential bargaining game backwards, let us first examine the proposal subgame in 

period 1 given an existing coalition structure CmAB A /)( . Depending on its type, once 

recognized the representative of country A will either move to propose his/her ideal point for 

high enough values of ABy  in order to preserve the existing status quo CmAB A /)( , or otherwise 

will propose ABCC ym − , which makes C’s participation constraint just binding, thus leading to 

the formation of )( ABCC ymABC −  as a final outcome. Formally, A’s optimal proposal strategy at 

t = 1 in this subgame is the following: 

( ]
[ ]⎩

⎨
⎧

−−∈−
−−∈

=
)(2,0,

),(2,
*1

ACABCABABCC

ABCACABCABAA

mmyyym
ymmyym

x  

In equilibrium, B will accept any [ ])(2),(1 ABABCABABABCA
A yymmyymx −+−−−∈  if and only 

if C accepts too, otherwise he/she will only accept an amended status quo bilateral coalition AB 

such that [ ]ABAAB
A mmmxx −∈= 2,1  conditional on C’s rejection. Finally, it is a weakly 

dominant strategy for C to accept any [ ]ABCCABCC
A ymymx +−∈ ,1  regardless of B’s response, 

i.e. regardless of whether the grand coalition actually materializes or not22. 

Country B on the other hand will choose to move the status quo coalition structure if there is no 

grand coalition A will agree to, otherwise he/she will propose the grand coalition at the most 

favorable terms possible, subject to the approval of the other two negotiating parties. Hence, B’s 

optimal proposal strategy is as follows (the last column indicates the ensuing coalition structure): 

( ]
( ]
[ ]⎪

⎩

⎪
⎨

⎧

−−∈
−+−−−−∈−+

−−∈
=

)()(,0,
)()(2),(,

/)(),(2,
*1

BABABCABB

ABABCAACABCABABCABABABCA

AABCACABCABA
B

mABCmmyym
yymABCmmymmyyyym

CmABymmyym
x

 

                                                 
22 Note that in order to ensure that the proposed equilibrium in pure strategies actually exists, we need that any 
country will accept a given proposal if indifferent between accepting and rejecting. We also make the tie-breaking 
assumption that any country will always vote for the larger coalition if indifferent between coalitions of different 
sizes. 
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Finally, once recognized the representative of country C, which was excluded from the initial 

union at time t = 0, will seek to maximize its expected returns from participating in the grand 

coalition ABC based on its beliefs about its marginal contribution ABABC yy − . According to the 

proposed separating equilibrium, C’s updated Bayesian beliefs following A

A mx =1  will be such 

that [ ]ABCCAB yyUy ,~~ ; therefore, an optimal proposal strategy for C would be to make A (the 

ideologically more extreme of the original union members relative to C’s position) just 

indifferent between coalition structures )( ABCC ymABC −  and  CmAB A /)(  in expectation, i.e. 

[ ]
[ ]( ) ( ){ }

[ ]
[ ]( ) ( ){ }
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~
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1
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1
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Of course, there is a positive support of types ⎥⎦
⎤

⎜
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−∈ ABC
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ABCAB yymmyy .
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~)(  that will reject 

C’s proposal at time t = 1, thus giving C its autarchic equilibrium utility of 0 and essentially 

leading to the ex post inefficient outcome of partial coalition formation. 

Now let the coalition structure at time t = 1 be A/B/C, namely the full autarchic status quo. The 

optimal proposal strategies in this subgame are as follows: 
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Finally, once the grand coalition has formed in the first period, its common policy may only be 

amended at time t = 1 if and only if ],[ CAABC mmx ∉ , i.e. its existing common policy lies outside 

of the unanimity core. 

Reasoning backwards to the bargaining game in period 0, there are only two uniform support 

intervals of types ABy  that country A may credibly signal to country C in a separating 

equilibrium: low types [ )yy AB
~,0∈ , who will want to participate in the efficient union ABC as 

soon as possible, and high types [ ]ABCAB yyy ,~∈ , whose transitory reservation utility in a 

gradualist equilibrium is high enough to justify strategic delay with the aim of eliciting a more 

favorable policy proposal from C  at t = 1. Hence, there are only two credible common policy 

proposals Xx A ∈0  in equilibrium at t = 0: high types in favor of gradualism will seek to 

maximize their transitory reservation utility stemming from a subcoalition AB by proposing their 

ideal point  Am , which country B will unconditionally accept regardless of C’s response, while C 

will obviously reject in favor of setting its own autarchic policy. Low compromising types, on 

the other hand, will immediately propose a common policy [ ]BABCC
A mymxx ,)(ˆ0 −∈= δ 23 

(depending on δ), such that C would be just willing to join the grand coalition ABC right away, 

instead of waiting for a potentially more favorable deal at a later time, i.e. 

[ ] ( ) ( ){ }accepts Bx RejectVaccepts Bx AcceptVmymxx AC
t

A
0

C
tBABCC

A \\;,min)(ˆ 0000 == =−∈=δ , 

where V’s denote period-0 continuation values. There exists a first-period common policy 

proposal [ ]BABCC mymx ,)(~ −∈δ 24 such that for )(~
0 δxx A <  there exists a positive support of low 

yy AB
~<  types that will reject C’s optimal period-1 proposal given its updated beliefs, i.e. 

                                                 
23 It is clear from the above analysis that ABCC ymx −≥)(ˆ δ , otherwise for 

ABCCA ymxm −<≤ )(ˆ δ  C would never 
want to participate in a grand union ABC whose ideological make-up is so far skewed to the left that it yields less 
than its reservation utility of 0 throughout both periods, since it would not be able to amend it at time t  = 1. 
24 Essentially )(~δx  has to be such that ( ) ( )yyxmxRej Uyyxmx AccU ABC

CA
tABC

CA
t

~);~(2
1*~);~(2

1* 1111 =+===+= ==
. 

Hence,  [ ]ABCCBA ymmmx δδδδ
δ

δ 6)76(4)6(2
1318

1)(~ −++++
+
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[ ]
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C xm
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+
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−∈
, which 

implies that C’s rejection continuation value is quadratic, while for )(~
0 δxx A ≥  all low types will 

accept 
2

* 0
1

A
CC xmx +

= , which implies that C’s rejection continuation value becomes linear. So, 

in effect, the location of )(ˆ δx  with respect to )(~ δx  will depend on the value of the discount 

factor ]1,0[∈δ . See figure 2 below for a graphical demonstration: 

 

Figure 2: Graphical Determination of )(ˆ δx  
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type [ ])(2),(~
ACABCABABC mmymmyy −−−−∈  for country A will have to satisfy the following 

incentive constraint: 
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In order to derive the above expression for y~ , we make use of the optimal proposal and 

acceptance strategies in the period 1 subgames analyzed above and also of the fact that the 

lowest of high types y~  will always accept C’s period 1 proposal 
2

~
*1

ymmx CAC −+
=  with 

certainty. Also note that each period 1 subgame equilibrium utility is discounted by a factor 3
δ  

reflecting temporal discounting and equal recognition probabilities. Given the spatial location of 

[ ]BABCC mymx ,ˆ −∈  derived above, it is fairly straightforward to confirm that the cutoff type y~  

indeed lies within the support interval [ ])(2),( ACABCABABC mmymmy −−−− . 

In order to complete the characterization of the separating equilibrium starting with the 

representative of country A as the first-period proposer, we also need to specify the out-of-

equilibrium beliefs for C. So let 

( ) [ ) [ ) ( )
[ ] ( ) ( )⎩
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ABCCAA

A
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ABCC
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xy
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\
0

0
0σ , 

where ( )⋅Cσ  denotes C’s updated beliefs about A and B’s reservation utility in the second 

bargaining round. In order to support A’s equilibrium Bayesian proposal strategy, C will reason 

that only non-compromising, high types would ever make an initial policy proposal outside of 

C’s grand coalition acceptance interval, i.e. strictly less than ABCC ym − , since C would never 
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accept such a proposal regardless of B’s response25. On the other hand, only compromising, low 

types seeking the immediate formation of the grand coalition would make an offer within that 

interval. Given that the above line of reasoning would be common knowledge, A’s prescribed 

strategy would indeed be optimal in equilibrium.  

As it turn outs, in light of our assumptions on the efficiency of the grand coalition and the 

ideological configuration of the three players, the gradualist equilibrium of strategic delay may 

only come about once the more recalcitrant of the ‘natural partners’ gets to propose first. In 

essence, the agenda-setting power of the ‘natural’ or ‘core’ partners is not imposed ex ante as an 

exogenous prerogative but is rather rationalized de facto through the gradualist equilibrium of 

the model. In other words, the proposal order determines the order of entry into the union, which 

is crucial with respect to the endogenous formation of its ideological character and the ensuing 

allocation of its overall synergistic benefits. 

Having explained how gradualism may arise within the context of a separating perfect Bayesian 

equilibrium, it is now incumbent to examine the efficiency properties of this equilibrium. From 

an interim efficiency perspective, the question arises whether there is an immediate grand 

coalition formation path )(),( ABCABC xABCxABC  that makes everyone better off in comparison 

with the gradualist separating equilibrium path for high ABy  types, i.e. 

))*((,/)( 1
i

A xEABCCmAB . 

Proposition 4: For a non-degenerate support of high ABy  types [ ] 0,~,~ >+ εεyy , there 

exists an immediate grand coalition formation policy [ ]BABCCABC mymx ,* −∈  such that 

))*((,/)()(),( 1
** i

AiABCABC xEABCCmABRxABCxABC  for all CBAi ,,= , where 

iR  denotes the weak preference relation. 
                                                 
25 Note that, despite the fact that country B shares the same private information as A, we have omitted its response to 
A’s t = 0 proposal from the signaling mechanism, taking its acceptance for granted. In light of its ‘moderate’ 
ideological position on the real line vis-à-vis the other two actors, the representative of country B would always 
accept a compromising grand union proposal xx A ˆ

0 = . However, it would only accept the gradualist equilibrium 
proposal 

A

A mx =0
 for 

Cm  high enough and/or δ  low enough, in which case its initial acceptance strategy does not 
provide an informative signal to C. Otherwise, however, A would have to moderate its initial, gradualist proposal to 
the extent that B is just indifferent between )(,/)( 0 ABC

A xABCCxAB  and )(,// ABCxABCCBA . 
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Proof: See Appendix B. 

Ex post inefficiency, on the other hand, ensues whenever C’s Cx 1*  proposal gets rejected by A at 

t = 1, namely whenever the grand union ABC fails to materialize and the coalition formation 

process gets stalled in the partial coalition stage. In light of C’s non-degenerate beliefs about its 

partners’ reservation utility, there is always a positive support of high types that will reject its 

period-1 proposal and, hence, the partial union AB will fail to expand, in spite of the existence of 

mutually beneficial enlargement policy deals. Note that in the absence of uncertainty about one’s 

marginal contribution to the grand coalition worth, the unique equilibrium solution to the above 

two-period spatial bargaining game would prescribe immediate and comprehensive coalition 

formation and as such would necessarily be efficient. In other words, partial and/or gradual 

coalition formation paths in this model constitute sources of inefficiency. 

Finally, it would be interesting to conjecture how the bargaining outcomes of the above model 

would be affected by successive enlargement negotiations. What happens when there is an 

exogenous increase in the pool of eligible expansion countries? An increase in the size of an 

existing union would seem to have a dual effect on the negotiated ‘terms of accession’ vis-à-vis 

the excluded candidates-in-waiting: 1) it would enhance the collective agenda-setting power of 

the union, since its members would have to negotiate and consent to enlargement en bloc and 2) 

it would mitigate the degree of uncertainty with regards to each candidate country’s marginal 

contribution to collective welfare. The more entrenched and institutionalized an existing union is, 

the easier it is to gauge the potential effect of a new member on its collective synergies and 

policy orientation. For example, the strategic calculus and cost-benefit analysis inherent in the 

Southern and Eastern expansions of the European Community was much more clear-cut as 

compared to the first enlargement. This helps explain why the strict conditionality clauses 

imposed on the latest accession countries appeared as unduly harsh and unfavorable, even though 

these countries were much better off joining the EU than staying out (Moravcsik and Vachudova, 

2003). Our model may thus provide a theoretical analysis of the gradual shift in the EU 

enlargement process from open-ended accession negotiations (as evidenced in the earlier waves 

of enlargement) to the more rigorous application of the conditionality principle (most notable in 
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the recent expansion from 15 to 27 and increasingly applied in ongoing accession negotiations 

with candidate-members)26.  

 

 V. Case Study: UK Accession to the EEC 

The early evolution of the membership and institutional set-up of the European Economic 

Community provides an interesting illustration of the above mechanism of strategic delay in 

union formation. Brought to life by the Treaty of Rome (signed and ratified by the founding 

members, namely France, Germany, Italy, the Netherlands, Belgium, and Luxembourg in 1957), 

the European Economic Community was a belated offspring of the European Coal and Steel and 

Community (created by the Schuman Plan and the Treaty of Paris in 195027). The initial 

exclusion of the UK from the EEC led to the de facto division of Western Europe and gave rise 

to the core grouping of ‘the Six’ (also known as ‘Little Europe’). On account of its heavy 

reliance upon its transatlantic and Commonwealth trade links, Britain did not show any interest 

in participating in such a novel economic and political integration project, especially if it had to 

cede much of its highly valued sovereignty over sensitive domestic policy areas. In the eyes of 

the British political establishment, the incipient EEC was a fragile and highly uncertain political 

experiment that could prove entirely unsuccessful and lead to the imminent collapse of the 

established supranational institutions. All the more reason for British abstention from the Treaty 

of Rome was the strong agenda-setting influence of the French on the institutional and political 

character of this new structure. Imbued by a high degree of supranationalism and bureaucratic 

dirigisme – a direct heir of the Monnet blueprint on the ECSC High Authority -, the EEC was 

both in character and design much more than an economic free trade association. As a 

                                                 
26 Reluctance (or inability) on the part of candidate-members to pledge full adherence to the existing acquis points to 
the adoption of more flexible models of enlargement in the future by manner of ‘privileged partnership’ agreements 
and a more inclusive European Neighborhood Policy (http://ec.europa.eu/world/enp/index_en.htm). Quoting 
Enlargement Commissioner Olli Rehn in his recent speech at the Finnish Institute of International Affairs (27th 
October, 2006): “By keeping our word and sticking firmly to the accession perspective, we can create a virtuous 
circle of credible commitment, rigorous conditionality and reinforced reforms.”  
27 In an application of their theoretical model of gradual coalition formation, Seidmann and Winter (1998) interpret 
the Treaty of Paris as an irreversible action on the part of France and Germany and as part of a gradual coalition 
formation process.  
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concession primarily to the French, the Treaty of Rome, whose main agenda comprised the 

completion of the common market and subsequently the integration of agricultural markets, also 

allowed for the possibility of international cooperation in both the political and social spheres. 

As a result, the British perceived their national interests and preferences to lie elsewhere; in 

pursuit of an export outlet for their industrial production, they opted instead for the looser 

economic grouping of the European Free Trade Association (signed into existence by the 

Stockholm Convention in 1959)28, whose economically diverse and geographically scattered 

membership also included Denmark, Norway, Sweden, Switzerland, Austria, and Portugal. The 

EEC, however, remained according to the Treaty of Rome open to all Western European 

countries, subject to certain political eligibility requirements (i.e. no dictatorships) and as long as 

they fully accepted the acquis communautaire29.  

The first few years after the inception of the EEC, also known as the ‘honeymoon years’ (see 

Ludlow, 1997, pp. 22-26), were marked by great success and dynamism in the creation of the 

common market and the dismantlement of intra-EEC barriers to trade, which in turn sent a clear 

signal of high ‘mutual gains’ among the founding members and strong interest in the 

continuation and expansion of cooperation. That signal combined with a gradual shift in its trade 

patterns towards the major economies of the EEC (and away from its Commonwealth partners) 

led to a radical change in British policy towards Europe under the Conservative Macmillan 

government. As a result, the UK (together with Denmark, Ireland, and Norway) applied for EEC 

membership in 1961. 

The extensive negotiations that followed between the EEC-6 and the new candidates focused on 

i) the harmonization of their domestic legislation with the extensive body of EEC legislation 

(collectively known as the acquis communautaire) through derogations and transitional periods, 

ii) their political weight in the supranational institutions, and iii) their financial contributions to 

the common budget. While the Dutch were the staunchest supporters of UK accession (given 

their strong political and economic links with the British), four of the other EEC members were 

also in favor each for its own reasons (see Ludlow, 2006, Ch. 6). Only the French appeared 

                                                 
28 See Gstöhl, 2002 for an analysis of EC-EFTA relations. 
29 It should be noted that the Treaty of Rome did not specify any particular bargaining protocol for future accession 
negotiations other than that any enlargement decisions need to be agreed upon by unanimity (under Art. 237). 
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lukewarm towards the prospect of EEC enlargement (especially in the case of Britain), albeit not 

opposed to it in principle. They therefore presented the British with the biggest obstacles towards 

membership. Lest the negotiations be brought to a successful conclusion, General de Gaulle 

pronounced an effective veto upon British accession in a famous January 1963 press 

conference30, in an attempt to preempt a potential Yes or No decision with respect to a fully 

negotiated but undesirable from the French point of view accession deal. 

De Gaulle’s unilateral and sudden decision to end accession negotiations by pronouncing 

‘Britain not ready for Europe’ came to the chagrin of the ‘Five’ other EEC members and initially 

caused some disenchantment and malaise in the everyday workings of the Community, 

effectively slowing down the pace of integration. Even the Germans, who under Adenauer 

placed high political stakes in a French-German rapprochement31 but were also eager to 

welcome a major trading partner and militarily powerful country like Britain into the 

Community, were negatively surprised by de Gaulle’s actions; yet, apart from some ireful 

statements by politicians like Schroeder and Erhard, they chose not to confront France on the 

issue lest they jeopardize the heretofore achieved gains from cooperation and destabilize the 

internal institutional bargain of the EEC. Despite strong reactions by politicians of the other 

member-states, not one country chose to instigate the dissolution of the Community in light of 

the high economic and political stakes at hand. A similar episode took place in 1967 during the 

second British application for EEC accession under Wilson’s Labor government, only this time 

the official excuse for de Gaulle’s veto was the monetary instability of the sterling in light of its 

devaluation in 1967 (see Ludlow, 2006, Ch. 5). However, in the aftermath of the second French 

veto, peace, unity, and integration momentum were unlikely to return to the Community until the 

enlargement controversy (also known as la question anglaise) had been addressed in a manner 

satisfactory to both applicants and member states. 

                                                 
30 Here is a translated excerpt from his press conference as quoted in Ludlow, 1997, p. 207: “England is, indeed, 
insular and maritime, linked by her trade, her markets and her food supplies to diverse and often far-flung countries. 
She works primarily in industry and commerce, and hardly at all in agriculture. She has, in all her patterns of work, 
habits and traditions [,] which are highly distinctive and original. ¶ In short, the nature, the structure, the economic 
situation that characterize England, differ profoundly from the Continent. ¶ How then could England, as she lives, as 
she produces, as she trades, be incorporated into the Common Market as it was conceived and as it works?” 
31 As evidenced by the signing of the bilateral Elysée Treaty shortly after de Gaulle’s press conference in January 
1963, which remains until today a strong symbol of French-German rapprochement  in the 60s. 
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Enlargement negotiations were finally reopened in the Hague Summit of 1969, were concluded 

in 1971, and the UK, Denmark, and Ireland officially became the first EEC expansion members 

in 1973 (Norway’s accession was rejected by popular referendum). The French under their newly 

elected Gaullist president Georges Pompidou – but with the express approval of his predecessor 

and ideological kinsman de Gaulle – appeared much more accommodating during the 

enlargement process, having simultaneously achieved some much desired progress on the 

completion of the Community’s initial agenda (achèvement) and the deepening of cooperation 

into new policy areas (approfondissement). The British, on the other hand, got a much worse 

deal than they would have in 1963, as it became apparent that the onus of adaptation to the 

acquis lay with the states wishing to join the EEC, in light of the complexity of existing internal 

policy bargains. In the context of our models, this bargaining outcome translates into a policy 

further away from the expansion country’s ideal point32. 

The French vetoes of the British bids for EEC membership in the 60s33 provide an interesting 

illustration of the above model, where France would be country A, Germany would be country B, 

and the UK would be the expansion country C. We choose to restrict our attention to this triptych 

of actors because of their major role in the bargaining dynamics of the first enlargement. Firmly 

grounded on a rational choice perspective, one may interpret the above historical account 

through the theoretical prism of strategic delay in the formation of the EEC-9.  Accordingly, de 

Gaulle wanted to make sure that 1) the customs union and its common external tariff had been 

completed subject to the timetable set out by the Treaty of Rome, 2) the Common Agricultural 

Policy and its financial regulation framework became a fait accomplit, and 3) the institutional 

make-up of the union strongly reflected French interests, before he would agree to enter into 

membership negotiations with Britain (see Moravcsik, 1998, Ch. 3). France was apprehensive 

that premature British accession would derail the ongoing common market integration process, 

lead to the renegotiation of the CAP (through the formation of a strong British-German pro-

                                                 
32 Even though the acquis needs to be fully accepted and implemented by all new Community members, the single 
policy bargaining dimension in our models is just a metaphor for the ‘terms of accession’ or, in other words, how 
flexible the expansion country’s adjustment is to an existing body of legislation (e.g. through derogation clauses and 
transitional periods). That is why accession to an already formed and institutionalized union is not treated as a 
dichotomous decision to fully accept or reject the acquis as it is. Another way to rationalize the unidimensionality of 
the enlargement bargaining process is that it captures the afforded degree of an accession country’s influence upon 
the character and institutional design of the enlarged union. 
33 See N. Piers Ludlow (1997) for a detailed analysis of the relationship between the UK and the EEC in the 60s. 
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industrial axis), and on the whole alter the character of the EEC integration project towards a 

looser Atlanticist free trade area34.  

The British on the other hand underestimated the political and economic stakes of existing 

members in the preservation of the Community as well as their resolve to adhere to the general 

principles of the acquis. When they eventually came to realize how much they had to gain or by 

corollary how little the French would benefit from enlargement, they softened their bargaining 

stance and agreed to much more onerous accession terms. This can avowedly not be a story of 

partisan re-orientation of the country, since 1) British accession negotiations were concluded 

under Conservative Prime Minister Edward Heath, who was also the Lord Privy Seal or main 

negotiator during the 1961-3 period, and 2) a general cross-partisan consensus came about in 

Britain in the mid 60s with regards to the desirability of entry into the EU. To summarize, a way 

to explain this dynamic through a rational-choice framework is by arguing that the French 

reluctance to expand the union in the 60s was simply an attempt to signal its high resolve and 

contentment with the EEC-6 status quo. Gradualism in this vein may be construed as a strategic 

ploy in an uncertain environment of overlapping interdependencies with the aim of tilting future 

expansion negotiations in the founding members’ favor. The clash between France and Britain in 

this instance became even more pronounced because of their diametrically opposed preferences 

over the ideological orientation of European integration and structurally distinct commercial 

interests. 

Although the perception of French and British national interests by de Gaulle and Macmillan 

respectively may also be viewed through the prism of the wider geopolitical environment at the 

time (as many historians are apt to do35), strategic political economy factors (coupled with 

domestic political considerations) do certainly come into play in examining the dynamics of 

enlargement. Even though geopolitical incentives loomed in the background in the form of 

                                                 
34 The following quote (Ludlow, 2006, p. 138) by General de Gaulle is quite indicative on this point: “Either it will 
have to be recognized that their [the British] entry into the Common Market, with all the exceptions that would 
inevitably accompany it, with all the quantitative and qualitative changes that it would entail, and with the 
participation of multiple other states that would certainly be its corollary, would amount to the establishment of an 
entirely new entity, all but erasing that which has been built. And where, then, would this lead us other perhaps than 
the creation of a type of European free trade area, which would in turn lead to an Atlantic zone that would deprive 
our continent of any real personality.” 
35 See for example Vaïsse, 1998; de la Serre, 1992. 
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‘security externalities’ (Gowa, 1994), the primary strategic considerations driving the integration 

and enlargement process were essentially economic, especially given that attempts towards 

political integration and security cooperation had not yet come to fruition following the failure of 

the Fouchet Plan in the early 60s. De Gaulle’s European policy was not dictated by illusions of 

grandeur or crude geopolitical considerations (Moravcsik, 2000); his perception of a ‘European 

Europe’ was above all of an economic nature and his primary concern was the promotion of 

shared commercial interests. It is within the above historical context that our political economy 

story of gradualism becomes germane. 

 

 IV. Discussion and Extensions 

The above theoretical framework provides an explanation for the paradox of union expansion to 

formerly eligible countries (UK, Scandinavian countries, Austria) or in other words piece-meal 

coalition formation in the absence of binding exogenous (e.g. geostrategic) constraints. We have 

managed to derive equilibrium delay in the formation of the grand union through the postulate of 

private information. Another way to view this model is that it makes gains from trade increasing 

over time and assumes the change of union policy increasingly expensive in terms of high fixed 

costs of bureaucratic and economic infrastructure (lock-in effect). This effectively amounts to an 

infant-industry special interests argument of systematically shifting preferences over time that 

give rise to dynamically expanding bargaining policy winsets.  

Tampering with the dimensionality and the information structure of these models suggests one of 

the ways to proceed in making these models richer, more comprehensive, and more realistic, by 

obviating the need for complex exogenous assumptions. Given the broad, non-issue specific 

nature of political unions, it seems more than plausible to assume more than one policy 

dimensions in the negotiation process, thus giving rise to opportunities for issue-trading, issue 

linkages, as well as enhanced cooperation in the form of policy-specific subunions. Adding a 

second policy dimension or public good opens up a range of possibilities with regards to the 

equilibrium relationship between union size and scope and the optimal rules of union formation. 
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This extension to the N = 3 union formation model allowing for a two-dimensional policy space 

should accordingly examine whether the separability of the policy dimensions has any significant 

welfare implications. An efficiency comparison of the bargaining equilibria of various schemes 

of union formation, such as federal package deals, enhanced cooperation, and open 

partnerships36 could be potentially quite enlightening about the future of the European project. 

Alesina et al. (2001, 2005) use a public goods approach to predict a bias towards excessive 

centralization and small union size owing to a time-inconsistency problem. However, the 

historical record of European integration particularly in the 90s has shown that union expansion 

may be concomitant with deepening under the appropriate rules. In this extension to the model 

with multiple policy jurisdictions or public goods, it seems appropriate to examine how the 

coalition formation protocol affects the equilibrium relationship between size and scope. A 

multidimensional union formation model with externalities would be able to highlight the 

various incentives of countries to free-ride or otherwise bandwagon upon international initiatives 

and regimes. 

One related avenue for future research would be to explore a dynamic model of enlargement and 

union deepening, whereby piece-meal integration helps current and prospective members refine 

and signal their beliefs about the common uncertain benefits of integration through a number of 

random sample draws proportional to the degree of integration. Subunions (or enhanced 

cooperation agreements) could serve as policy laboratories experimenting on the actual effects 

of policy coordination in particular areas subject to highly variable exogenous shocks. Moreover, 

it would be interesting to model uncertainty about the size of union benefits (or else the resolve 

of ‘core’ countries to wait before they invite the peripheral country for negotiations) as a 

continuous-time war of attrition game with uncertainty (see for example Admati and Perry, 

1987; Cramton, 1992), in order to derive strategic delay through a perfect separation of types. 

                                                 
36 Models of variable geometry, such as the concentric circles approach proposed by Karl Lamers and the eccentric 
circles approach proposed by Edouard Balladur, essentially distinguish between a ‘core’ and a ‘periphery’ of 
countries integrating over overlapping and non-overlapping jurisdictions and subunions. In addition, generalized 
subsidiarity and open partnerships, a model of flexible integration put forward by Dewatripont et al. (1995), 
advocates the need for commitment to a common base of integration, allowing at the same time for discretion on the 
part of member-states to experiment and engage in optional new forms of cooperation in other policy areas. 
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Finally, in light of the economic and political interdependence of otherwise sovereign states, it 

would also be instructive for our purposes to allow for policy externalities or spillovers (positive 

or negative), whereby the welfare of the autarchic country is affected by the common policy 

adopted by the bilateral union, within these types of bargaining settings. It should be expected 

that the presence of externalities would affect equilibrium payoff allocations and coalition 

formation paths37.  

To conclude, we will briefly evaluate the modeling techniques used in explaining the process of 

regional integration. The spatial bargaining model is based on the interpretation of an 

international union (or regime) as a commitment device to coordinate policy across countries in 

an efficient manner. This approach is better suited to analyze the bargaining aspect of union 

formation by emphasizing the policy trade-offs and bargains inherent in a positive-sum game 

among countries seeking to capture the surplus gains of supranational policy coordination. This 

non-cooperative game-theoretic approach is also amenable to illustrative extensive-form 

representations of the process of international cooperation and popular ratification. It may thus 

be construed as an attempt to formalize the tenets of the liberal intergovernmentalist theory 

(Moravcsik, 1998) of European integration and to capture the concept of nested two-level games 

(Putnam, 1988) in a game-theoretic manner through the incorporation of domestic political 

constraints in the popular ratification of intergovernmental treaties. Spatial analysis is flexible 

enough to be adequately applied to the explanation of both the ‘grand bargains’ of EU treaty 

negotiations as well as international cooperation in distinct policy areas that do not fall within the 

realm of ‘high politics’.  

However, parsimonious and versatile as they may be, spatial bargaining models can become 

quite laborious and inconclusive in more than one dimensions. In the absence of a restrictive 

notion of equilibrium stability, it appears excessively complex to extend the results to higher 

dimensions and thus to draw conclusions about the endogenous choice of policy areas of 

centralization (namely the scope of the union). Furthermore, the complexity of these models 

grows exponentially as one increases the number of countries; hence, they are not amenable to 

                                                 
37 Etro (2001) has analyzed the model with three countries and spillovers of international policy coordination and 
has found that if union policy is characterized by strategic complementarities then the grand union is much more 
likely to form than in the case of strategic substitutabilities. 
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N-country generalizations. Finally, there are reasons to be critical of the arbitrariness of the 

exogenous assumptions on the sequential bargaining structure and to be doubtful of the 

robustness of the results with respect to those assumptions38, a common critique of non-

cooperative bargaining models. 

  

Appendix 

Proposition 4: For a non-degenerate support of high ABy  types [ ] 0,~,~ >+ εεyy , there exists an 

immediate grand coalition formation policy [ ]BABCCABC mymx ,* −∈  such that 
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weak preference relation. 

Proof: Let [ ] 0,~,~ >+∈ εεyyyAB . We first need to find the set of grand union policies that make A 

weakly better off in an immediate coalition formation path rather than a gradualist one, i.e. find 

AABC mx ≥  such that 
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Given that ( )ACABC mmyy −−≤ 2~ , it turns out that ABCCABC ymx −≥ , which implies that there may 

be such an immediate grand coalition proposal that could make C weakly better off. Since B, the 

moderate country, will trivially have a strict preference to participate in an immediate grand union with a 

                                                 
38 See Sutton (1986) for an overview of these problems. 
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common policy much closer to its own ideal point, all we need to show is that C is weakly better off 

under such an immediate agreement compared to the gradualist equilibrium whereby it believes A and B 

to be of a high type, i.e. 
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Since we know from before that ( )ACABC mmyy −−≤ 2~ , then the latter expression has to be true for 

0≥ε  and will hold as a strict inequality for an interior cutoff type y~ . We have thus shown that an 

immediate grand coalition formation path under ABCx  will be a Pareto superior solution, hence the  

interim inefficiency of the gradualist equilibrium. QED 

 

  References 

Admati, Anat R. and Perry, Motty. "Strategic Delay in Bargaining." The Review of Economic 
Studies, 1987, 54(3), pp. 345. 
Alesina, Alberto; Angeloni, Ignazio  and Etro, Federico. "The Political Economy of 
International Unions." CEPR Discussion Papers No. 3117, 2001. 
Alesina, Alberto  and Spolaore, Enrico. The Size of Nations. Cambridge, MA: MIT Press, 
2003. 
Alesina, Alberto; Angeloni, Ignazio and Etro, Federico. "International Unions." American 
Economic Review, 2005, 95(3), pp. 602-15. 
Alesina, Alberto and Grilli, Vittorio. "On the Feasibility of a One or Multi-Speed European 
Monetary Union." NBER Working Paper No. 4350, 1993. 
Alesina, Alberto and Perotti, Roberto. "The European Union: A Politically Incorrect View 
(Revised)," mimeo. Harvard University, NBER and CEPR IGIER - Universita Bocconi and 
CEPR, 2004. 
Alesina, Alberto and Wacziarg, Romain. "Is Europe Going Too Far?" Carnegie-Rochester 
Conference Series on Public Policy, 1999, 51. 
Baldwin, Richard. "A Domino Theory of Regionalism." NBER Working Paper No. 4465, 1993. 
Berglöf, Erik; Eichengreen, Barry; Roland, Gérard; Tabellini, Guido and Wyplosz, 
Charles. MEI 12 Built to Last: A Political Architecture for Europe. London: Centre for 
Economic Policy Research, 2003. 



 33

Bolton, Patrick and Roland, Gerard. "The Breakup of Nations: A Political Economy 
Analysis." The Quarterly Journal of Economics, 1997, 112(4), pp. 1057-90. 
Bordignon, Massimo and Brusco, Sandro. "On Enhanced Cooperation," CESifo Area 
Conference on Public Economics. CESifo Working Paper Series: No. 996, 2003. 
____. "Optimal Secession Rules." European Economic Review, 2001, 45(10), pp. 1811-34. 
Bordignon, Massimo; Manasse, Paolo and Tabellini, Guido. "Optimal Regional 
Redistribution under Asymmetric Information." American Economic Review, 2001, 91(3), pp. 
709-23. 
Brou, Daniel and Ruta, Michele. "A Positive Explanation of EU Enlargement." EUI Working 
Paper ECO2004/30, 2004. 
Bureau, Dominique and Champsaur, Paul. "Fiscal Federalism and European Economic 
Unification." The American Economic Review, 1992, 82(2, Papers and Proceedings of the 
Hundred and Fourth Annual Meeting of the American Economic Association), pp. 88-92. 
Caporaso, J. A.; Marks, G.; Moravcsik, A. and Pollack, M. A. "Does the European Union 
Represent an N of 1?" ECSA Review, 1997, 10(3), pp. 1-5. 
Casella, Alessandra. "On Markets and Clubs: Economic and Political Integration of Regions 
with Unequal Productivity." The American Economic Review, 1992a, 82(2, Papers and 
Proceedings of the Hundred and Fourth Annual Meeting of the American Economic 
Association), pp. 115-21. 
____. "Participation in a Currency Union." The American Economic Review, 1992b, 82(4), pp. 
847-63. 
____. "Redistribution Policy: A European Model." Journal of Public Economics, 2005, 89(7), 
pp. 1305-31. 
Casella, Alessandra  and Feinstein, Jonathan S. "Public Goods in Trade: On the Formation of 
Markets and Jurisdictions." International Economic Review, 2002, 43(2), pp. 437-62. 
Cramton, Peter C. "Strategic Delay in Bargaining with Two-Sided Uncertainty." The Review of 
Economic Studies, 1992, 59(1), pp. 205. 
Cremer, Jacques and Palfrey, Thomas R. "Federal Mandates by Popular Demand." Journal of 
Political Economy, 2000, 108(5), pp. 905-27. 
de la Serre, Françoise. “De Gaulle et la Candidature Brittannique aux Communautés 
Européennes,” in: Institut Charles de Gaulle (ed.), De Gaulle en son Siècle, Vol. 5. 
Dewatripont, Mathias; Giavazzi, Francesco; Harden, Ian; Persson, Torsten; Roland, 
Gérard; Sapir, André; Tabellini, Guido and Hagen, Jürgen von. Flexible Integration: 
Towards a More Effective and Democratic Europe. Monitoring European Integration 6. London: 
Centre for Economic Policy Research, 1995. 
Ellingsen, Tore. "Externalities Vs Internalities: A Model of Political Integration." Journal of 
Public Economics, 1998, 68(2), pp. 251. 
Etro, Frederico. "International Policy Coordination with Economic Unions," Harvard 
University and Universita Cattolica del Sacro Cuore, 2001. 
European Neighbourhood Policy (http://ec.europa.eu/world/enp/index_en.htm). 
Fratianni, Michele. "Variable Integration for the European Union." Tijdschrift voor Economie 
en Management, 1998, XLIII(3), pp. 315-36. 
Gomes, Armando. "A Theory of Negotiations and Formation of Coalitions" CARESS Working 
Paper 99-12, 1999. 
Gowa, Joanne S. Allies, Adversaries, and International Trade. Princeton, N.J.: Princeton 
University Press, 1994. 



 34

Grieco, Joseph M. "Anarchy and the Limits of Cooperation: A Realist Critique of the Newest 
Liberal Institutionalism." International Organization, 1988, 42(3), pp. 485. 
Grieco, Joseph M. Cooperation among Nations: Europe, America, and Non-Tariff Barriers to 
Trade. Ithaca: Cornell University Press, 1990. 
Gruber, Lloyd. Ruling the World: Power Politics and the Rise of Supranational Institutions. 
Princeton, N.J.: Princeton University Press, 2000. 
Gstöhl, Sieglinde. Reluctant Europeans: Norway, Sweden, and Switzerland in the Process of 
Integration. Boulder, Colo.; London: Lynne Rienner Publishers, 2002. 
Hafer, Catherine and Landa, Dimitri. "Public Goods and Political Unions," New York 
University, 2003. 
____. "Public Goods in Federal Systems," New York University, 2005, 1-38. 
Hix, Simon. "Approaches to the Study of the EC: The Challenge to Comparative Politics." West 
European Politics, 1994, 17(1), pp. 1-30. 
____. "Approaches to the Study of the European Union Ii: The 'New Governance' Agenda and Its 
Rival." Journal of European Public Policy, 1998, 5(1), pp. 38-65. 
Jacquemin, Alexis and Sapir, André. "Is a European Hard Core Credible? A Statistical 
Analysis." C.E.P.R. Discussion Papers No. 1242, 1995. 
Keohane, Robert O. After Hegemony: Cooperation and Discord in the World Political 
Economy. Princeton, N.J.: Princeton University Press, 1984. 
Krasner, Stephen D. International Regimes. Ithaca: Cornell University Press, 1983. 
Lockwood, Ben. "Distributive Politics and the Costs of Centralization." Review of Economic 
Studies, 2002, 69(2), pp. 313-37. 
Ludlow, N. Piers. Dealing with Britain: The Six and the First UK Application to the EEC. 
Cambridge: Cambridge University Press, 1997. 
Ludlow, N. Piers. The European Community and the Crises of the 1960s: Negotiating the 
Gaullist Challenge. London; New York: Routledge, 2006. 
Maskin, Eric. “Bargaining, Coalitions, and Externalities.” 13th WZB Conference on Markets 
and Political Economy. WZB & CEPR, 2004.  
Mearsheimer, John J. "The False Promise of International Institutions." International Security, 
1994/5, 19(3), pp. 5. 
Moravcsik, Andrew. "De Gaulle between Grain and Grandeur: The Political Economy of 
French EC Policy, 1958-1970 (Part 1)." Journal of Cold War Studies, 2000, 2(2), pp. 3-43. 
Moravcsik, Andrew. "De Gaulle between Grain and Grandeur: The Political Economy of 
French EC Policy, 1958-1970 (Part 2)." Journal of Cold War Studies, 2000, 2(3), pp. 4-68. 
Moravcsik, Andrew. The Choice for Europe: Social Purpose and State Power from Messina to 
Maastricht. Ithaca, N.Y.: Cornell University Press, 1998. 
Moravcsik, Andrew and Vachudova, Milada. "National Interest, State Power, and EU 
Enlargement." East European Politics and Society, 2003. 
Oates, Wallace E. "An Essay on Fiscal Federalism." Journal of Economic Literature, 1999, 
37(3), pp. 1120-49. 
____. Fiscal Federalism. New York: Harcourt Brace Jovanovich, 1972. 
Persson, Torsten and Tabellini, Guido. "Federal Fiscal Constitutions: Risk Sharing and Moral 
Hazard." Econometrica, 1996a, 64(3), pp. 623-46. 
____. "Monetary Cohabitation in Europe." The American Economic Review, 1996b, 86(2), pp. 
111-16. 



 35

Pisani-Ferry, Jean. "L'Europe à Geometrie Variable, Une Analyse Economique." CEPII 
Working Paper No. 4, 1995. 
Putnam, Robert D. "Diplomacy and Domestic Politics: The Logic of Two-Level Games." 
International Organization, 1988, 42(3), pp. 427-60. 
Rehn, Olli. Speech at the Finnish Institute of International Affairs (27 October 2006): 
(http://europa.eu.int/rapid/pressReleasesAction.do?reference=SPEECH/06/654&format=HTML
&aged=0&language=EN&guiLanguage=en). 
Roberts, Kevin. "Dynamic Voting in Clubs." STICERD - Theoretical Economics Paper Series, 
Jan. 1999, 367. 
Ruta, Michele. "Economic Theories of Political (Dis)Integration." Journal of Economic Surveys, 
2005, 19(1), pp. 1-21. 
Scott, Joanne and De Búrca, G. Constitutional Change in the EU: From Uniformity to 
Flexibility? Oxford; Portland, Oregon: Hart, 2000. 
Seidmann, Daniel J. and Winter, Eyal. "A Theory of Gradual Coalition Formation." Review of 
Economic Studies, 1998, 65(4), pp. 793-815. 
Slaughter, Anne-Marie. A New World Order. Princeton, N.J.: Princeton University Press, 2004. 
Steunenberg, Bernard. Widening the European Union: The Politics of Institutional Change and 
Reform. London; New York: Routledge, 2002. 
Sutton, John. "Non-Cooperative Bargaining Theory: An Introduction." Review of Economic 
Studies, 1986, 53(5), pp. 709-24. 
Vaïsse, Maurice. La Grandeur: Politique Étrangère du Général De Gaulle, 1958-1969. Paris: 
Fayard, 1998. 
Verdun, Amy. "An American-European Divide in European Integration Studies: Bridging the 
Gap with International Political Economy (IPE)," E. Jones and A. Verdun, The Political 
Economy of European Integration: Theory and Analysis. London: Routledge, 2005. 
 
 
 

 



CESifo Working Paper Series 
for full list see Twww.cesifo-group.org/wp T 
(address: Poschingerstr. 5, 81679 Munich, Germany, office@cesifo.de) 

___________________________________________________________________________ 
 
2012 Carlos Alós-Ferrer, Georg Kirchsteiger and Markus Walzl, On the Evolution of Market 

Institutions: The Platform Design Paradox, June 2007 
 
2013 Axel Dreher and Martin Gassebner, Greasing the Wheels of Entrepreneurship? The 

Impact of Regulations and Corruption on Firm Entry, June 2007 
 
2014 Dominique Demougin and Claude Fluet, Rules of Proof, Courts, and Incentives, June 

2007 
 
2015 Stefan Lachenmaier and Horst Rottmann, Effects of Innovation on Employment: A 

Dynamic Panel Analysis, June 2007 
 
2016 Torsten Persson and Guido Tabellini, The Growth Effect of Democracy: Is it 

Heterogenous and how can it be Estimated?, June 2007 
 
2017 Lorenz Blume, Jens Müller, Stefan Voigt and Carsten Wolf, The Economic Effects of 

Constitutions: Replicating – and Extending – Persson and Tabellini, June 2007 
 
2018 Hartmut Egger and Gabriel Felbermayr, Endogenous Skill Formation and the Source 

Country Effects of International Labor Market Integration, June 2007 
 
2019 Bruno Frey, Overprotected Politicians, June 2007 
 
2020 Jan Thomas Martini, Rainer Niemann and Dirk Simons, Transfer Pricing or Formula 

Apportionment? Tax-Induced Distortions of Multinationals’ Investment and Production 
Decisions, June 2007 

 
2021 Andreas Bühn, Alexander Karmann and Friedrich Schneider, Size and Development of 

the Shadow Economy and of Do-it-yourself Activities in Germany, June 2007 
 
2022 Michael Rauscher and Edward B. Barbier, Biodiversity and Geography, June 2007 
 
2023 Gunther Schnabl, Exchange Rate Volatility and Growth in Emerging Europe and East 

Asia, June 2007 
 
2024 Erkki Koskela and Ronnie Schöb, Tax Progression under Collective Wage Bargaining 

and Individual Effort Determination, June 2007 
 
2025 Jay Pil Choi and Marcel Thum, The Economics of Politically Connected Firms, June 

2007 
 
2026 Jukka Pirttilä and Roope Uusitalo, Leaky Bucket in the Real World: Estimating 

Inequality Aversion Using Survey Data, June 2007 
 
 



 
2027 Ruslan Lukach, Peter M. Kort and Joseph Plasmans, Strategic R&D with Knowledge 

Spillovers and Endogenous Time to Complete, June 2007 
 
2028 Jarko Fidrmuc, Neil Foster and Johann Scharler, Labour Market Rigidities, Financial 

Integration and International Risk Sharing in the OECD, June 2007 
 
2029 Bernardina Algieri and Thierry Bracke, Patterns of Current Account Adjustment – 

Insights from Past Experience, June 2007 
 
2030 Robert Dur and Hein Roelfsema, Social Exchange and Common Agency in 

Organizations, June 2007 
 
2031 Alexander Libman and Lars P. Feld, Strategic Tax Collection and Fiscal 

Decentralisation: The Case of Russia, June 2007 
 
2032 Øystein Foros, Hans Jarle Kind and Greg Shaffer, Resale Price Maintenance and 

Restrictions on Dominant Firm and Industry-Wide Adoption, June 2007 
 
2033 Jan K. Brueckner and Kurt Van Dender, Atomistic Congestion Tolls at Concentrated 

Airports? Seeking a Unified View in the Internalization Debate, June 2007 
 
2034 Viet Do and Ngo Van Long, International Outsourcing under Monopolistic 

Competition: Winners and Losers, June 2007 
 
2035 Nadia Fiorino and Roberto Ricciuti, Determinants of Direct Democracy, June 2007 
 
2036 Burkhard Heer and Alfred Maussner, Inflation and Output Dynamics in a Model with 

Labor Market Search and Capital Accumulation, June 2007 
 
2037 Konstantinos Angelopoulos, Jim Malley and Apostolis Philippopoulos, Public 

Education Expenditure, Growth and Welfare, June 2007 
 
2038 Maarten Bosker, Steven Brakman, Harry Garretsen and Marc Schramm, Adding 

Geography to the New Economic Geography, June 2007 
 
2039 Steffen Henzel, Oliver Hülsewig, Eric Mayer and Timo Wollmershäuser, The Price 

Puzzle Revisited: Can the Cost Channel Explain a Rise in Inflation after a Monetary 
Policy Shock?, July 2007 

 
2040 Rosario Crinò, Service Offshoring and White-Collar Employment, July 2007 
 
2041 Carsten Hefeker and Michael Neugart, Labor Market Regulation and the Legal System, 

July 2007 
 
2042 Bart Cockx and Muriel Dejemeppe, Is the Notification of Monitoring a Threat to the 

Unemployed? A Regression Discontinuity Approach, July 2007 
 
2043 Alfons J. Weichenrieder, Profit Shifting in the EU: Evidence from Germany, July 2007 
 
 



 
2044 Annika Alexius and Bertil Holmlund, Monetary Policy and Swedish Unemployment 

Fluctuations, July 2007 
 
2045 Axel Dreher, Jan-Egbert Sturm and Jakob de Haan, Does High Inflation Cause Central 

Bankers to Lose their Job? Evidence Based on a New Data Set, July 2007 
 
2046 Guglielmo Maria Caporale and Luis A. Gil-Alana, Long Run and Cyclical Dynamics in 

the US Stock Market, July 2007 
 
2047 Alessandro Balestrino, It is a Theft but not a Crime, July 2007 
 
2048 Daniel Becker and Michael Rauscher, Fiscal Competition in Space and Time: An 

Endogenous-Growth Approach, July 2007 
 
2049 Yannis M. Ioannides, Henry G. Overman, Esteban Rossi-Hansberg and Kurt 

Schmidheiny, The Effect of Information and Communication Technologies on Urban 
Structure, July 2007 

 
2050 Hans-Werner Sinn, Please bring me the New York Times – On the European Roots of 

Richard Abel Musgrave, July 2007 
 
2051 Gunther Schnabl and Christian Danne, A Role Model for China? Exchange Rate 

Flexibility and Monetary Policy in Japan, July 2007 
 
2052 Joseph Plasmans, Jorge Fornero and Tomasz Michalak, A Microfounded Sectoral 

Model for Open Economies, July 2007 
 
2053 Vesa Kanniainen and Panu Poutvaara, Imperfect Transmission of Tacit Knowledge and 

other Barriers to Entrepreneurship, July 2007 
 
2054 Marko Koethenbuerger, Federal Tax-Transfer Policy and Intergovernmental Pre-

Commitment, July 2007 
 
2055 Hendrik Jürges and Kerstin Schneider, What Can Go Wrong Will Go Wrong: Birthday 

Effects and Early Tracking in the German School System, July 2007 
 
2056 Bahram Pesaran and M. Hashem Pesaran, Modelling Volatilities and Conditional 

Correlations in Futures Markets with a Multivariate t Distribution, July 2007 
 
2057 Walter H. Fisher and Christian Keuschnigg, Pension Reform and Labor Market 

Incentives, July 2007 
 
2058 Martin Altemeyer-Bartscher, Dirk T. G. Rübbelke and Eytan Sheshinski, Policies to 

Internalize Reciprocal International Spillovers, July 2007 
 
2059 Kurt R. Brekke, Astrid L. Grasdal and Tor Helge Holmås, Regulation and Pricing of 

Pharmaceuticals: Reference Pricing or Price Cap Regulation?, July 2007 
 
2060 Tigran Poghosyan and Jakob de Haan, Interest Rate Linkages in EMU Countries: A 

Rolling Threshold Vector Error-Correction Approach, July 2007 



 
2061 Robert Dur and Klaas Staal, Local Public Good Provision, Municipal Consolidation, 

and National Transfers, July 2007 
 
2062 Helge Berger and Anika Holler, What Determines Fiscal Policy? Evidence from 

German States, July 2007 
 
2063 Ernesto Reuben and Arno Riedl, Public Goods Provision and Sanctioning in Privileged 

Groups, July 2007 
 
2064 Jan Hanousek, Dana Hajkova and Randall K. Filer, A Rise by Any Other Name? 

Sensitivity of Growth Regressions to Data Source, July 2007 
 
2065 Yin-Wong Cheung and Xing Wang Qian, Hoarding of International Reserves: Mrs 

Machlup’s Wardrobe and the Joneses, July 2007 
 
2066 Sheilagh Ogilvie, ‘Whatever Is, Is Right’?, Economic Institutions in Pre-Industrial 

Europe (Tawney Lecture 2006), August 2007 
 
2067 Floriana Cerniglia and Laura Pagani, The European Union and the Member States: 

Which Level of Government Should Do what? An Empirical Analysis of Europeans’ 
Preferences, August 2007 

 
2068 Alessandro Balestrino and Cinzia Ciardi, Social Norms, Cognitive Dissonance and the 

Timing of Marriage, August 2007 
 
2069 Massimo Bordignon, Exit and Voice. Yardstick versus Fiscal Competition across 

Governments, August 2007 
 
2070 Emily Blanchard and Gerald Willmann, Political Stasis or Protectionist Rut? Policy 

Mechanisms for Trade Reform in a Democracy, August 2007 
 
2071 Maarten Bosker and Harry Garretsen, Trade Costs, Market Access and Economic 

Geography: Why the Empirical Specification of Trade Costs Matters, August 2007 
 
2072 Marco Runkel and Guttorm Schjelderup, The Choice of Apportionment Factors under 

Formula Apportionment, August 2007 
 
2073 Jay Pil Choi, Tying in Two-Sided Markets with Multi-Homing, August 2007 
 
2074 Marcella Nicolini, Institutions and Offshoring Decision, August 2007 
 
2075 Rainer Niemann, The Impact of Tax Uncertainty on Irreversible Investment, August 

2007 
 
2076 Nikitas Konstantinidis, Gradualism and Uncertainty in International Union Formation, 

August 2007 




