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Following Jean’s guidance is always a good idea. I will hence try to address his three questions: 
the first two, very briefly; the third, with a proposal. 
 
1. Has the convergence process within the EU-28 and within the euro area stopped or even 

gone into reverse?  
 

 Convergence across countries, EU-28: As Maarten Verwey has shown, yes, there has 
been convergence of per capita output. But it is almost entirely driven by Central and 
Eastern Europe catching up with the old MS.  Excluding new MS, no convergence. Ditto 
for the Euro area. This said, this result is somewhat sensitive to the inclusion of Portugal 
and Greece in the sample. Exclude Portugal and Greece, and the convergence result re-
emerges, albeit not very strongly. 

 Convergence across regions: similar story, except that regional focus seems to push the 
overall finding further into the region of divergence among regions in the old MS. 
Reason: Italy. As a whole, Italy has converged: it was above EU average income in the 
late 1990s, now it is slightly below average. But regional discrepancies within Italy seem 
to have increased. 

 
2. Have the EU and the euro area made good use of the available policy instruments at their 

disposal to foster convergence?  
 

 Regional: According to Riccardo Crescenzi’s work, cohesion policy has had a positive 
causal impact on some economic variables – either per capita income or employment – 
which has survived the crisis. But most of this is not income convergence. Only 
exception: East German regions converging to West German regions. This may again 
merely reflect post-communist catch-up. 

 Country level: Not sure about Structural Reform Support Service and Juncker Plan (have 
not seen evaluation; might be too early). MIP and Country-Specific Recommendations: 
have done poorly, according to a Bruegel Policy Contribution published last year 
(Konstantinos Efstathiou and Guntram Wolff, 2018): 

o Implementation record between mixed (around 50 percent of CSRs) and poor 
(less than 30 percent, which rises slightly if focus on multiannual assessment) 

o On a multiannual basis, lowest implementation record some Central-Eastern 
European countries, but also by Germany and France. 

o Average implementation has been declining in recent years. 
o Implementation record of MIP-based CSRs – which are in principle backed by 

harder incentives – is no better than that of non-MIP CSRs. 



3. Should the EU consider adding to its toolkit?  
 
Yes. One idea: “multilateral reform barter”. 
 
Background: as a general matter EU rules don’t work that well. Although SGP rules have some 
bite, they are often violated. MIP rules do not appear to have any bite (per Efstathiou and 
Wolff) 
 

Approach in the 7+7 paper:  
o less emphasis on sanctions-enforced rules 
o more on market discipline (issuance of junior bonds to finance excess expenditures) 

and common institutions (pre-qualified ESM borrowing, access to central fiscal 
capacity). 

 
This works in the fiscal area, but less so in the structural reform area:  

o no sense in which one can use market discipline in normal times 
o building common economic governance institutions is even harder than in the fiscal 

stabilization area because it requires devolving sovereignty in reform areas that 
have political and distributional consequences both within and across countries. 

 
Solution in principle: complement rules/European semester with cross-country “deal making”, 
namely, multilaterally agreed reform packages. Along the lines of intergovernmental, 
multilateral or plurilateral negotiations in areas such as trade or climate change. 
 

 Underlying assumption: some reforms have benefits at both the level of the reforming 
country and benefits to other EU members, and some of these benefits arise within the 
time horizon that governments care about. At the same time, reforms have political or 
bureaucratic costs, which are all borne by the reforming government. These costs could 
be interpreted as overcoming resistance from interest groups, but they could also 
consist simply in breaking bureaucratic inertia (e.g. do to realignment of power across 
ministries, or because of a loss of control). For these reasons, undersupply of reforms. 

 Key idea: if reforms really have (strong) cross-country externalities, countries should be 
willing to trade some domestic reforms for reforms in other countries. 

 
Implementation:  

 A negotiation cycle of approximately 3-4 years – enough time to observe reform 
implementation and prepare the next round. (European Semester can continue at the 
current annual frequency, possibly in reformed form.) 

 Starting point: EC country-specific recommendations 

 European Commission acts as a broker. It starts by negotiating bilaterally with each 
country. Which reforms would it like to see in other EU countries? Which CSRs would it 
be willing to implement in exchange for reforms elsewhere? 



 After some iterations, preparation of a draft reform agreement that reflect what 
members value and what they are willing to offer. 

 Agreement amended in intergovernmental negotiations, leading to an EU summit.  

 Enshrined using a legal vehicle such an intergovernmental treaty.   
 
Potential problems and solutions. 
 

i. Free riding by smaller countries, who may understate what they are willing to do 
because they don’t impose an externality.  
o In a strict sense, this is not a problem: if smaller countries really don’t impose 

externalities, we should not care. This said, even smaller countries add up.  
o Can mitigate a problem by requiring each country to make a contribution, i.e. 

treat countries symmetrically in the preparatory round. 
 

ii. Moral hazard ex post: countries agree to reform package, and then try to free ride.  
o Deal with through either through legal channels (i.e. as a treaty infringement) or 

through a sanction. Unlike MIP, sanctions would be based not on an overall call 
of the seriousness of imbalances, but on the failure to implement specific, 
agreed reform commitments. This is much easier to verify and explain politically.  
 

iii. Governments have private information about the political costs of reform. Hence, 
they will want to understate their willingness to undertake reforms and in exchange 
for reforms by others.  
o Could try to address by giving the decision-making process a formal structure. 

For example, Mueller-Moulin “sequential voting by veto” algorithm (Dennis 
Mueller, Journal of Public Economics 1978, Hervé Moulin, JET 1983). 

 Round 1: each country prepares a proposal, in consultation with the 
European Commission, based on the CSRs. Each proposal specifies a set 
of actions from all EU members, -- both the country itself and all other 
countries. Country makes a reform offer and states its “price” in terms of 
reforms elsewhere. 

 Round 2: Sequential voting by veto in a preassigned random sequence, 
on all 27 proposals plus the status quo (no reforms). Each country can 
veto as many plans at it likes. Then it is the next country’s turn. This 
continues until only one plan remains. 

o Can show:  
 Procedure leads to a Pareto improvement (weakly: it is possible that only 

the status quo survives).  
 Procedure eliminates – or at least reduces – the private information 

problem. Each country’s incentive to “lowball” its reform offer is 
mitigated by its desire not to have its proposal vetoed.  


