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Abstract. Since 1972, the share of central government expenditure in total public expenditure has 
continued to increase in most industrial countries. In an international cross-section analysis, it has 
a significant positive effect on the share of government spending in GDP. The actors who have 
an interest in centralization are analyzed. The dynamics of centralization are attributed to a 
response asymmetry and two thresholds. "Popitz' law" of the attraction of the larger budget is 
tested with respect to the EC Commission: high-ranking politicians come mainly from the smaller 
member states. The voters' attitudes toward European unification are analyzed in a pooled 
regression. 

Ten years hence, 80% of our economic legislation, and perhaps even our fiscal and social 
legislation as well, will be of Community origin 
(Jacques Delors, Debates of the European Parliament, 6 July, 1988, No. 2-367/140). 

1. Introduct ion 

Most  federal states have experienced a secular t rend  of  central izat ion.  For  ex- 

ample,  f rom 1900 to 1971 the share of central  government  expendi ture  in  total  

government  expendi ture  has increased f rom 34.1 per cent to 48.1 per cent in  

the Uni ted  States 1 and  f rom 20.4 per cent to 25.0 per cent in Switzerland 

(Pommerehne ,  1977; Table  15-12). In  Germany ,  it rose f rom zero in  1866 to 

36.7 per cent in 1913 and  37.9 per cent in 1971; only C a n a d a  has been an  excep- 

t ion  (ibid.). In  most  countr ies ,  the long- run  t rend of  centra l izat ion was tem- 

porar i ly  reversed after Wor ld  War  II but ,  as T a b l e  1 shows, it has resumed its 

m o m e n t u m  in 1972-86 :  the share of  central  government  expendi ture  in total  

government  expendi ture  increased on  average by 2.1 percentage points  in the 

sixteen indust r ia l  countr ies  for which the data  are available and  by 2.5 percen- 

tage points  in the six federal states among  them (Austral ia ,  Aust r ia ,  Canada ,  

* Computational assistance from Viola Kaltefleiter and Bernd Amann is gratefully acknowledged. 
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Germany, Switzerland, United States). Only five countries (Spain, Finland, the 
Netherlands, Canada and Israel) have not experienced an increase. At the same 
time, transfers from central government to lower levels of government as a 
share of total government expenditure have on average declined by .8 percen- 
tage points so that final expenditure by central governments has increased even 
more than their budgets. It has also been shown that more and more functions 
have been transferred to central government 2 and that the share of mandated 
expenditures has increased. 

This raises two important questions which have been neglected in the litera- 
ture and which are the subject of this paper: 

I. Can the process of centralization be explained on efficiency grounds, or 
does it also or even primarily require a public choice explanation? (Section 2) 

2. To what extent are such public choice mechanisms at work in the European 
Community? (Section 3) 

2. Elements of a general politico-economic theory of centralization 

Popitz (1927) and his school have attributed his " law" of secular centralization 
to technical progress that increases the scope of interregional externalities and 
generates spatial economies of scale in the public sector as well as to a shift of 
preferences in favor of interpersonal redistribution and interregional equality 
of living conditions. He also mentions the centralizing effect of wars and possi- 
ble ratchet effects 3 but an analysis of the political process is not provided. The 
need for a public choice analysis is indicated by the fact that many policies have 
been centralized that do not satisfy these criteria. 4 

In a public choice analysis, it is important to identify the political actors who 
have an interest in excessive centralization. Several propositions can be 
derived. 

t. Clearly, the politicians and bureaucrats o f  the central government wish to 
increase their power and prestige by expanding the budget, personnel and 
functions of the central government. This is also true of the members of the 
federal parliament. 5 

2. The judges o f  the federal court(s) can enhance their power and prestige by 
interpreting the law in a way that increases the number of issues to be decid- 
ed at the federal level. The U.S. Supreme Court and the European Court of 
Justice are no exceptions to this rule. 6 In the long run, a federal constitu- 
tional court does not represent a "bulwark" against centralization but, in 
euro-speak, "an engine of integration." 

3. Pressure groups that represent regionally homogeneous interests can obtain 
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more subsidies, regulations and protection from the central government 
than from lower-level governments because centralization increases the in- 
formation cost of the other members of the ruling coalition (Vaubel, 1986) 
and weakens their incentive to be informed (Lee, 1985; Aranson, 1990). 7 
Moreover, centralization reduces the transaction cost of rent-seeking. 
Within such pressure groups, the lobbyists at the central office try to in- 
crease their power and remuneration at the expense of the regional member 
associations by advocating the centralization of government expenditure 
and regulatory power. 

4. Even the politicians and bureaucrats of  the lower-level governments may be 
in favor of centralization if one of the following conditions is met. 

(i) Some form of centralization may be the only way of preserving their 
power in the face of a common external threat. Probably almost all 
federations or federal states that have been founded on a voluntary ba- 
sis owe their existence to this cause (e.g., the Swiss cantons against the 
Habsburg empire, the Dutch provinces against Spain, the American 
colonies against England, 8 to some extent also the European Commu- 
nity under the Soviet threat). 9 Since the threat from Eastern Europe 
has diminished, the recent attempt to establish a European Political 
Union with a common EC foreign and security policy is more likely to 
signal a desire for political disintegration (of the Atlantic alliance) than 
integration (within Europe). 

(ii) Expansion of the central government does not have to be at the expense 
of the lower-level governments, it may be an opportunity to develop 
complementary activities at the state or local level (Breton and Scott, 
1978: 98). The distribution of grants-in-aid to lower-level governments 
is a case in point. Alternatively, joint decision making of federal and 
lower-level politicians and bureaucrats can facilitate the growth of 
government expenditure at both levels because voters do not know who 
is to be held responsible. Thus, even though the central government's 
share of public expenditure grows, politicians and bureaucrats of the 
lower-level governments may be willing to cooperate because "cooper- 
ative federalism" also weakens their budget constraint. 

The hypothesis that centralization favors government growth has 
repeatedly been tested fo the U.S..10 It has generally been found to be 
consistent with the evidence. Here, we are primarily interested in an in- 
ternational cross-section analysis for the industrial countries. While 
Oates (1985) has conducted such a test for the total tax share in GDP, 
our measure of government size is expenditure. Total public expendi- 
ture as a percentage of Gross Domestic Product in 1980-86 has been 
regressed on 
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(iii) 

- the density of population, 
- central government expenditure as a share of total government ex- 

penditure, 
- central government transfers to lower-level governments as a share 

of central government expenditure, 
- GDP per capita, and 
- the years of  continuous popular elections. 
The cross-section relates to the seventeen industrial countries for which 
the required data are available, tI Contrary to Oates' results, the esti- 
mates reported in Table 2 are consistent with the hypothesis that cen- 
tralization is conducive to larger government. 12 The regression coeffi- 
cients of the other variables are not significant (at the 10 per cent level). 
If GDP per capita is added to the first equation, it takes a negative 
coefficient that is totally insignificant (t = - .01). It bears a signifi- 
cantly negative correlation with the share of central government in to- 
tal government expenditure (r = - .64) .  

The constant elasticity of approximately .5 for the centralization 
variable In (GC/G) implies that the share of central government ex- 
penditure in GDP (ln (Gc/y)) affects the share of  general government 
expenditure in GDP (In (G/Y)) with an elasticity of approximately 1/3. 
Since GC/G is about 78 per cent (Table 1), the elasticity of 1/3 implies 
that central government tends to grow at the expense of  the lower-level 
governments. 13 
If  interregional market integration grows as a result of  technical 
progress in transport and communications, the politicians and 
bureaucrats of  the lower-level governments - especially in the small, 
central and open regions - gradually lose their regulatory and taxing 
power and increasingly welcome "political integration", i.e., collusion 
or monopolization (Vaubel, 1986). Only if this attempt fails does mar- 
ket integration lead to deregulation (Peltzman, 1989). Tax collusion 
frequently takes the form of revenue-sharing (McKenzie and Staaf, 
1978; Brennan and Buchanan, 1980:182 f.). If  political integration is 
collusive rather than monopolistic, the lower-level politicians will insist 
that the central government must be controlled by the member govern- 
ments or their delegates (Congress under the Articles of Confedera- 
tion, the U.S. Senate until 1913, the Council in the European Commu- 
nity) rather than by a directly elected parliament. It is typical of the 
ensuing dynamics of  centralization that a directly elected union parlia- 
ment is added at a later stage (the U.S. House of Representatives in 
1789, the direct election of the European Parliament since 1979), that 
it gradually increases its power at the expense of  the federal chamber 
and that, at some point, the state legislatures even lose their right to 
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nominate the members of the second chamber (the U.S. Senate since 
1913). 

(iv) The lower-level politicians may want to use the central government as 
a scapegoat for unpopular policies (Vaubel, 1986). For example, they 
may encourage or oblige the higher-level government to provide regu- 
lations and subsidies to the special interest groups on whose support 
they depend, or they may peg their exchange rate to the rest of the 
group so as to shirk responsibility for a stabilization recession or an in- 
flationary pre-election boom. 

(v) Politicians and bureaucrats of the member governments are willing to 
transfer the powers of still lower governments and of independent 
governmental agencies to the central government if they can obtain a 
quid pro quo from the central government (logrolling). In Germany, 
for example, the Bundestag (first chamber) was, until recently, entitled 
to transfer exclusive powers of the Lfinder (states) to the European 
Community even if, in the Bundesrat (second chamber), all Lfinder 
governments voted against the transfer. 

(vi) Centralization and cooperation with the central government are advo- 
cated by those lower-level politicians and bureaucrats who hope to be 
promoted to the central government or who are generally responsible 
for negotiations with the central government. In relation to an interna- 
tional organization, this is primarily the Secretary for Foreign Affairs 
and his diplomats. If a federal state is established, the members of the 
new government or administration are typically selected from the 
group that has advocated the centralization; good examples are the 
first aministration and Supreme Court under the U.S. Constitution - 
notably George Washington, Alexander Hamilton (Secretary of the 
Treasury), Edmund Randolph (Attorney General) and John Jay (Chief 
Justice) - ,  the EEC Commission of 1958 and the first EC Commis- 
sioners from Denmark, Ireland, Greece and Spain (see appendix). 

5. Centralization tends to be favored by those voters who supply factors of 
production in the region of the federal capital (unless the disadvantages of 
congestion outweigh the gains). 

6. In the federal parliament or council, the representatives of the more highly 
taxed and regulated regions may combine to impose their regulations and 
tax rates on the other members through federal legislation. In this way, a 
majority coalition can suppress competition from the others. In an interest 
group setting, this is Goldberg's theory of regulation (1982). Heller (1986: 
27 lf., 277) suggests that the centralization of the United States has proceed- 
ed along these lines and that the North East has used federal regulation, e.g., 
the national minimum wage, to reduce the competitive advantage of the 
South and the West. Note that the regulations may also benefit, and be sup- 
ported by, some interest groups in the hitherto unregulated regions. 
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7. If  the distribution of income is skewed to the right in the whole federation 
so that the median voter in the median income region has an income that 
is below the average income in the federation, the government of the median 
income region has an incentive to vote in favor of larger central government 
spending on federal public goods even if this is financed from a proportional 
federal income tax (or, as in the EC, from a value-added tax). TM 

The foregoing analysis has shown that many influential political actors are 
interested in bringing about a more centralized system of  government than is 
warranted on efficiency grounds. But while it may explain the existing degree 
of  overcentralization, it cannot explain the secular trend of increasing centrali- 
zation. If  we move from the statics to the dynamics of centralization, the fol- 
lowing three explanations are particularly important. 

1. Just as the growth of government depends positively on the current size of 
government (Mueller, 1987:138 f.), "cent ra l iza t ion . . .  breeds further cen- 
tralization" (Beer, 1973: 75). This is because the establishment or expansion 
of central government alters the political equilibrium and the way in which 
the political system responds to changes in the demand for central govern- 
ment output. It is easier to found a new institution than to abolish it (Olson, 
1982: 34, 10). 

Formally, this idea may be represented by the following (non-linear) first- 
order difference equation: 

AL = 131+~''(AQ/IAQj)'L.AQ 

where 

L is the amount of labor employed by the central government (or alterna- 
tively its budget), 

Q is the output which the decisive voter demands from the central 
government, 

13 is the (positive) impact coefficient at the time the central government is 
set up (L = 0). 

I f  demand increases (AQ>0),  the central government's positive supply 
response is stronger the higher the level which L has reached. If  demand falls 
(AQ < 0), the central government's negative supply response is smaller the 
higher L because AQ/IAQ I = - 1. Thus, the "acquis communautaire",  as 
it is called in euro-parlance, may not operate as a simple ratchet but it in- 
troduces a general response asymmetry. Even if demand for central govern- 
ment output fluctuates around a constant mean (tEAQt=0), L tends to 
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increase: it fluctuates with a positive drift component. If the increasing in- 
efficiency of overcentralized government does not act as a sufficient coun- 
terweight at some point, only complete centralization is a long run equilibri- 
um. Temporary phases of decentralization (the postwar period, France in 
1982/3, Spain in the 1980s, the Soviet Union and Yugoslavia in 1991/2), 
would then be due to negative demand shifts; in a more complicated model, 
there may also be lagged feedbacks from the inefficiency of prior centrali- 
zation. 15 

Even if voters are assumed to be rationally ignorant, politicians and 
bureaucrats of the regional governments are likely to anticipate the dynam- 
ics of this process. Why do they take the first step and trigger a process that 
gradually deprives them of their power and prestige? They may be interested 
in centralization for one of the reasons mentioned above (40) - (vi)) but they 
may also be indifferent because their electoral time horizon is short. 16 They 
are least likely to resist in the case of additional expenditures, especially if 
these concern new policy fields (rapid deployment force, environmental pro- 
tection etc.) in which they do not have a stake to defend (Teutemann, 1992). 

2. Whether regional politicians and bureaucrats are interested in moving to the 
central government (4(vi)) depends on the relative power and prestige of the 
central government and on relative salaries. This introduces a threshold into 
the dynamic analysis: once the budget and personnel of the central govern- 
ment exceeds that of a regional government, the most competitive politi- 
cians and bureaucrats of the region will want and manage to move to the 
central government. This natural selection effect strenghtens the central 
government and weakens the regional government(s). Once a majority of 
the population lives in regions whose government budgets are smaller than 
the central government budget, complete centralization may be the only 
long-run equilibrium. 

3. Another threshold is reached if the central government's resources exceed 
those of all regional governments combined. At this point the central 
government can overcome the joint resistance of all regional governments. 

In the United States, both thresholds have been passed. 17 This stands in 
marked contrast to the prediction which James Madison made two hundred 
years ago: 

The number of individuals employed under the Constitution of the United 
States Will be much smaller than the number employed under the particular 
states (Federalist Paper No. 45, 1787/1987: 291). 

Well-known authors have suggested that the United States, which was 
founded as a classical federal state, has degenerated into a highly and excessive- 
ly centralized state: 
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The 'ground rules' defining the distribution of  federal power have been re- 

cently and radically changed by decisions of  the Court, Congress and the 
President, with the result that a system of  rules which for some long period 
of  time had limited federal power now permits great and, indeed, excessive 
centralization (Beer, 1973: 52). 

There should be no doubt, however, that the Constitution was designed 

to provide a strong but limited federal role . . .  Most of these rules, unfor- 
tunately, have now been stretched beyond recognition (Niskanen, 1988: 
XII). 

It is mockery to use 'federalism' or 'federal union' in descriptive reference 

to the United States of 1990, which is, of  course, simply a very large nation- 
state" (Buchanan, 1990: 6). 

According to Aranson (1990: 494), " the  economic and political development 
of  the United States suggests that great dangers lie in the development of  a uni- 
fied Europe" .  Will Europe commit the same mistakes? 

3. The political economy of EC centralization 

Table 3 shows the growth of  the EC budget (relative to EC Gross Domestic 
Product) and the expansion of EC personnel (relative to EC population) in 
1960-90 and various subperiods. The years before 1960 are excluded because 
they represent a start-up phase. 1972, 1980 and 1985 are chosen as dividing 
years because each precedes an enlargement and therefore comes closest to a 
state of  maturity for a given membership. Over the whole period, budget 
growth has been twice as large as GDP growth in nominal (ECU) terms, and 

personnel has grown three times as fast as total population. The budget /GDP 
ratio has increased in all subperiods, and with one exception (1985-90) the 
same is true of the personnel/population ratio, but the rates of increase decline 
monotonically. The budget deal of 1992 confirms this trend. It restricts the 

average rate of  increase of  the budget /GNP ratio to 0.8 per cent per annum 
until 1999. Thus, the pace of centralization seems to be gradually decelerating. 

How large is the EC budget relative to central government expenditure in the 
member countries? Table 4 reveals that in 1988 it amounted to only 2.8 per cent 
of  their combined expenditure. But this ratio has been increasing: in 1973 it was 
still 1.7 per cent. This may contribute to explaining why a post with the EC 
Commission has become increasingly attractive for politicians and bureaucrats 
from the various member countries. 
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As can also been seen in Table 4, the EC budget is larger than the budget 
of  the national central government in five of  the member countries (Luxem- 
bourg, Ireland, Portugal, Greece and Denmark). Clearly, the lower threshold 
of our dynamic analysis has not yet been reached but the Community is moving 
in its direction. 

The natural selection hypothesis implies that EC Commissioners from the 
smaller member countries have enjoyed a higher political status in their home 
country than the EC Commissioners from the larger member countries did. 18 
To examine this hypothesis, all 75 EEC and EC Commissioners appointed in 
1958-92 have been ranked according to the following formal criteria: 

Rank 1: 

Rank 2: 

Rank 3: 

a person who has been a minister in the central government of  his 
home country within one year prior to his being appointed an EC 
Commissioner, 
a person who has been a state secretary in the central government of 
his home country or shadow minister or minister in a provincial 
government in the year prior to his appointment. 
all others. 

The data on the individual Commissioners and their ranks are given in the 
Appendix. The average ranks reported in Table 4 are in line with the natural 
selection hypothesis. There is a high positive correlation between the average 
rank number of  the country's Commissioners and its central government budg- 
et (r = .55 for the whole period and r -- .26 for the period since 1973). 

To analyze this relationship more closely, the rank numbers of  the individual 
Commissioners have been regressed on the following explanatory variables19: 

- the budget of  the central government of the Commissioner's home country 
in 1973 in ECU millions (C) or, in the estimate for the subperiod 1973-92, 
the budget of the central government of his home country relative to the EC 
budget in the year of  his first appointment (Ct); 

- the population of  his home country as a share of the population of  the Com- 
munity of  Twelve in the year of  his first appointment (Pt); 

- the deviation of  his home country's GDP per capita f rom the EC average 
in the year of  his first appointment (Yt); 

- his home country's net receipts per capita from the EC in 1975-89 per an- 
num (N) or, in the estimate for the subperiod 1973-92, his home country's 
net receipts per capita from the EC, deflated by the consumer price index, 
in the year of  his first appointment (NRt); 

- the absolute value of  N or NR t, respectively; 
- the average of  his home country's exports to, and imports from, the rest of  

the EC relative to national GDP in the year of  his first appointment (TRt); 
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- the distance between Brussels and the capital of his home country in thou- 
sands of  kilometers (D); 

- the share of  respondents in his home country who are in favor of  (i) "efforts  
to unify Western Europe" (EUt) or (ii) their country's membership in the 
EEC or EC (ECt) in the year of his first appointment; 

- the absolute deviation of EU t or ECt, respectively, from the EC average; 
- a time trend (only in regressions with C, i.e., in the full sample); 
- a dummy (DO = 1) for members of the opposition since, by definition, they 

cannot be of rank 1. 

While the variables C, C t and Pt capture the budgetary motive of the Com- 
missioner (the agent), the variables Yt, N, NR t, TRt, EU t, EC t and their trans- 
formations proxy the demand of the population (the principal). However, if 
the population has a stronger interest in EC centralization, its Commissioners 
also enjoy more prestige at home so that high-level politicians are more likely 
to accept this position. The distance from Brussels also affects the preferences 
of both politicians and voters: those at the periphery are less interested in the 
EC Commission. 

Table 5 reports the OLS estimates for those variables that turned out to be 
significant, z° As predicted by the natural selection hypothesis, C and Pt take 
significantly positive coefficients in the full sample. The regression coefficient 
of C t in the subsample is also positive but not significant. The significantly 
positive coefficients of NR imply that high-quality politicians are sent by the 
net payers rather than by the net recipients. As was to be expected, the rank 
:number of a country's Commissioners tends to be lower, the larger its trade 
with the EC relative to its GDP or the more central it is. 

Since the dependent variable is a qualitative variable, an ordered probit anal- 
ysis has been conducted to check on the t-statistics of  the OLS regressions. The 
probit t-statistics are shown in brackets. They hardly differ from the OLS 
results. 

According to a widespread popular view, politicians who have been unsuc- 
cessful in the national arena, are particularly prone to be nominated for the EC 
Commission or the European Parliament as a form of retirement. I shall call 
this the "grandfather hypothesis." If  it is correct, the older Commissioners 
should have lower political status, i.e., they should represent member countries 
whose central government budget (or population) is large. Moreover, the age 
of  the Commissioners may depend on the preferences of  the country's popula- 
tion. To test this hypothesis, the Commissioners' age at the time of their first 
appointment has been regressed on the same variables as have their rank num- 
bers. The results are very similar (Table 6). The only major difference is that 
the national capital's distance from Brussels (D) always takes the place of the 
trade variable (Tilt). However, both variables are highly collinear (r = - .32). 
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The significantly positive coefficient of DO seems to reflect the fact that, after 
a lost election, the opposition party has few posts to offer to its elder politicians 
(who lost the election). Even though this part of the evidence seems to support 
the "grandfather hypothesis," the simple correlation between the rank number 
and the age of the Commissioners is only weakly positive (r = . 11). 

If the government or voters of a member country attribute considerable im- 
portance to the European Community, they prefer their Commissioner(s) to 
stay long enough to acquire expertise and establish contacts in EC politics. On 
this account, we would expect the term of office to be longer, the lower the rank 
number of the Commissioner. However, this is only the principal's perspective. 
From the point of view of the agent, a highly qualified politician is not likely 
to stay in Brussels for very long because he has the option of returning to the 
domestic political arena. To investigatte this question, the Commissioners' 
terms of office have been regressed on the same set of variables as before. As 
Table 7 shows, C and Pt do not take significant regression coefficients over 
the full sample. (The same is true for the coefficient of correlation between the 
country averages reported in Table 4.) The evidence merely indicates that the 
terms of office tend to shorten (see also Table 4) and that Commissioners 
from the more central member countries tend to stay longer (which can easily 
be explained from an agent perspective). For the subperiod 1973-92, how- 
ever, C t takes a significantly positive regression coefficient. Thus, on balance, 
high-quality politicians who are attracted by the larger EC budget do not 
stay for very long because they can advance at home. The agent's interest 
dominates. 

Politicians and bureaucrats may also be attracted to the EC Commission by 
the very high after-tax salaries which it offers. The net salary of an EC official 
is between 72 and 89 per cent higher than the net salary of a comparable official 
in a German federal ministry (Frey, 1985; Table 8-3). The President of the EC 
Commission is known to have received a net salary of $145,000 plus a tax-free 
expense allowance of $ 15,000 in 1989, the other commissioners earned $ 
115,000 to $130,000 plus $ 4,750. The fact that international organizations pay 
much higher salaries than national governments 21 tends to confirm the theo- 
retical hypothesis that higher-level governments are subject to less control be- 
cause centralization raises the voters' cost of information and weakens their in- 
centive to control. If this is true, employment with higher-level governments 
is also more attractive in terms of slack and discretion. On average, 47 persons 
apply for one post advertised by the EC Commission; for this reason, applica- 
tions are invited at increasingly irregular intervals (Staufenbiel, 1992: 384). 

Another public choice aspect that can be clarified with the help of EC budge- 
tary data is the question whether the member country with the median per capi- 
ta income 22 has an incentive to increase EC expenditure on EC public goods. 
Table 8 reveals that Italy is the median country regardless of whether EC 
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expenditure is financed from a proportional income tax or the current revenue 
system and whether the actual voting weights used in the Council or population 
weights are applied. However, whereas Under a proportional income tax (or 
value-added tax) EC budgetary expansion would involve a redistributive loss 
for Italy, she gains under the current financing mechanism (because Italy's 
contribution per head is smaller than the average contribution per head). At 
present this perverse incentive is hardly operative because, according to Art. 
203, the Council has to adopt the budget with a qualified majority (54 out of 
76 votes) and because the decisive voter, Denmark, contributes more revenue 
per head than the average. However, as proposed by the EC Commission, the 
required majority is being reduced for more and more issues including spend- 
ing decisions. The Enlargement Task Force of the Commission suggests to 
"freeze the qualified majority at its present level of 54 votes so that each succes- 
sive enlargement (with more votes added to the total) reduces the relative level 
from 71 per cent progressively towards 50 per cent" (as quoted in Financial 
Times, 18 May 1992). 

Since the bulk of EC expenditures is spent on transfers rather than public 
goods, revenue sources and spending outlets should be compared on a ge- 
ographical basis. Table 9 (second line from below) shows that, in 1985-89, 
only the three largest member countries (Germany, United Kingdom and 
France) paid in more than they received back 23 as public choice theory would 
predict (Olson and Zeckhauser, 1966; Brennan and Buchanan, 1980: 182), and 
that France is the decisive voter under qualified majority voting. The largest 
net receipts per capita are obtained by Luxembourg but in the case of Luxem- 
bourg and Belgium these net receipts are likely to represent income from the 
provision of services rather than transfers. 

Do the national net receipts from, or payments to, the EC explain the prefer- 
ence for EC centralization in the individual member countries? To investigate 
this question, annual averages of the variables EU t have been regressed on N 
or NR t, Yt, Pt, TRt, D, the years of membership (Tt) and a dummy for the EC 
presidency (it takes the value of one if a compatriot is president of the EC Com- 
mission). The time dimension of this pooled analysis is 1962, 1970, 1973, 1975 
and 1978-92 for EU t and 1973-92 for EC t. Table 10 contains the results. Eu- 
ropean unification turns out to be more popular, the larger the country's share 
in EC population, the higher its net receipts from the EC, the lower its GDP 
per capita and the longer its period of EC membership. Enthusiasm for EC 
membership is also stronger, the longer the country has been a member; 
moreover, trade with the EC has a significantly positive effect on it. NR t does 
not take a significant regression coefficient but its simple correlation with EC t 
is clearly positive (r = .21). If country dummies are added (except for Germa- 
ny), only T t keeps its significant coefficient. Thus, the other variables contrib- 
ute little to explaining variability over time. The coefficients of the country 



172 

Table 10. Share of population favoring European unification or EC membership, pooled analysis, 
1962-92 

Explanatory European European EC EC 
variables unification unification membership membership 

Population share in 
EC- 12 .631 - .026 
(Pt) (5.82*) ( -  .06) 

Net receipts from EC per capita 
in 1975-89 .019 - .031 
per annum (NR) (3.72*) ( -  .43) 

Percentage deviation from 
EC GDP - .162 .014 
per capita (Yt) (-6.80*) ( .29) 

Foreign trade with EC/GDP .286 - .069 
(TRt) (4.23*) ( -  .323) 

Years of .803 .481 .804 .714 
membership (T 0 (10.63") (6.41") (9.03*) (6.87*) 

Intercept 49.71 65.22 40.62 43.09 
(28.32*) (9.97*) (20.84*) (16.15") 

Country dummies 
Belgium - 4.08 5.30 

( -  .81) ( ,85)  
Denmark - 21.89 - I0.13 

( -  3.32") ( - 3.85*) 
France 1.79 1.89 

( .68) ( .89) 
Ireland .64 9.35 

( .05) (1.50) 
Italy 6.90 14,40 

(1.95 o) (6.61 *) 
Luxembourg 18.75 18.77 

( .52) (3.02") 
Netherlands 2.11 19.05 

( .45) (4.40*) 
United Kingdom - 7.77 - 10.78 

( -  3.15") ( -  4.49*) 
Greece 4.94 8.51 

(.78) (2.76*) 
Spain 13.33 22.75 

(3.51 *) (6.50*) 
Portugal 10.04 24.36 

(1.800) (5.oo*) 
R 2 .518 .767 .411 .827 
1~ 2 .507 .746 .405 .815 



173 

dummies indicate that, given the duration of their membership, the respon- 
dents in Italy, Portugal and Spain are particularly European-minded and that 
the Danes and the British are particularly sceptical. 

Finally, the more recent and disaggregated data of Table 9 ought to be ana- 
lyzed. In 1989, the proportion of the population that favors policy centraliza- 
tion in the EC was on average largest in France and Belgium - the two member 
countries which host the most important Community institutions, the EC 
Commission and the European Parliament. Moreover, at the time of the opin- 
ion poll, a Frenchman was president of the EC Commission. As Table 1 has 
shown, both countries were also among the most centralized states of the Com- 
munity in terms of expenditure concentration. More generally, the preference 
for EC centralization is strongest among the original six founding members of 
the Community who are also the most central member countries and probably 
gain most from EC market integration. Apparently, the man in the street finds 
it difficult to distinguish between the benefits of market integration and the ef- 
fects of further political integration, i.e., centralization. 

In 1989, on a pure cross-section basis, the average proportion in favor of EC 
centralization is virtually uncorrelated with net receipts per capita (r = -.055) 
and positively correlated with GDP per capita (r = .473). This high positive 
correlation may be due to the fact that the high-income countries of the Com- 
munity have highly regulated economies and that political centralization serves 
to extend these regulations to the lower-income countries. The disaggregated 
data of Table 9 enable us to specifically measure the preference for EC centrali- 
zation in the field of health and social welfare and to analyze it in a redistribu- 
rive context. However, its simple correlation with net receipts per capita in 1989 
is also negative (r = - .  177). If there is a redistributive intention, it can only 
be inferred from the high negative correlation with GDP per capita (r = 

- .480): the low-income countries are in favor of centralizing social policy in 
the European Community. However, since the correlation between net receipts 
per capita and GDP per capita is positive (r = .127), EC redistribution seems 
to be regressive. 

The other hypotheses of Section 2 cannot be checked with quantitative data 
but some striking examples will be given from EC history. It will be helpful to 
proceed in chronological order. 

The first major policy instrument to be centralized was agriculturalpolicy. 
The Common Agricultural Policy (CAP) cannot be justified on efficiency 
grounds. Transfers to farmers, it is true, may be justifiable as part of social 
or environmental policy. But if social policy is the reason, income maintenance 
should allow for the average level of regional income which differs greatly 
among the EC member countries (Table 5). If farmers are to be paid for their 
environmental services, such compensation payments ought to take into ac- 
count the interregional differences with respect to environmental pref- 
erences. 24 
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If the centralization of agricultural subsidization cannot be justified on effi- 
ciency grounds, a public choice explanation is needed. The standard explana- 
tion has been that the establishment of the EC customs union for manufactured 
goods was expected to benefit Germany at the expense of France and that the 
Common Agricultural Policy served as a Paretian compensation for France. 
Similar arguments have been adduced by the Mediterranean member countries 
to obtain a doubling of the EC structural funds in connection with the internal 
market programme, the creation of a "cohesion fund" to be financed by the 
EFTA countries in the European Economic Area (EEA) 25 and the planned EC 
cohesion fund for environmental and labor market policies in the context of 
European Monetary Union. There are several problems with this explanation: 

1. There is no convincing economic theory and no empirical evidence that mar- 
ket integration hurts the low-wage regions. On the contrary, classical trade 
and allocation theory predicts that the labor-abundant countries should be 
the main beneficiaries (Peck, 1989: 294). For example, France has increased 
its EC market share in the export of manufactures since 1957. 

2. The deadweight losses from CAP render it a highly inefficient mechanism 
of effecting the transfer from Germany to France. There must have been less 
costly ways of hiding the tribute (if it had to be concealed at all). Moreover, 
France herself has become a net contributor to the EC budget. 

3. For a long time, the German government has been the main opponent of 
agricultural reform. It was only in the context of the Uruguay Round (which 
offers large benefits to Germany) that it abandoned this position. The EC 
Commission was even more reform-minded than the Council because 
bureaucrats, unlike politicians, are not interested in the farmers' vote but 
in the prestige of their own organization (for which CAP is a liability).26 As 
a general rule, bureaucrats are more responsive to capital-intensive than to 
labor-intensive rent-seeking. 

As these considerations show, the introduction and especially the expansion 
and survival of CAP is more convincingly explained by the political economy 
of interest groups. It is an instance of the rule that regionally homogeneous in- 
terest groups can gain from centralization (proposition 3 in Section 2). The na- 
tional politicians, too, may prefer to delegate the ugly work of satisfying the 
farm lobby to the EC Commission because the payment of subsidies is unpopu- 
lar with the other voters of their ruling coalition (proposition 4 (iv)). 

Other EC policy instruments which are primarily used to cater for interest 
groups are the highly protectionist trade policy, the steel cartel, industrial poli- 
cy, research subsidies and the fisheries policy. Together with CAP these poli- 
cies account for 72.6 per cent of EC expenditure (1989). Moreover, in terms 
of pages, at least 78 per cent of EC legislation are devoted to interest groups 
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(Peirce, 1991a: Table 3). Thus, the European Community has specialized in the 
supply of privileges to interest groups. As Peirce (1991a: Table 4) has shown, 
the number of European interest groups has increased from 59 in 1954 to 546 
in 1984.44 per cent of the new associations were established shortly before or 
after the foundation of the European Economic Community (1955-64). As 
public choice theory would predict, most European pressure groups (83 per 
cent) promote the interests of industry, commerce and the professions, and 
very few represent consumers, taxpayers, environmentalists or small enter- 
prises. 

Another major step on the way toward centralized policy making has been 
the establishment of the European Monetary System (EMS) in 1979. Several 
authors have suggested that the German chancellor was primarily interested in 
preventing the independent German central bank from pursuing a more restric- 
tive monetary policy than the other member central banks in the approach to 
the German federal election of 1980. 27 From the point of view of the other 
participating governments, the EMS was attractive as a device to stifle competi- 
tion from the most successful performer, the Bundesbank (a variant of propo- 
sition 6). When they realized, by 1983, that they could not control the monetary 
policies of the Bundesbank, they decided to use it as a scapegoat for the stabili- 
zation recession which, by that time, had become inevitable (proposition 4 
(iv)). 

The political economy of the internal market project and the Single Europe- 
an Act (1987) has been discussed by several authors. Katseli (1989:5 ff.) be- 
lieves that the programme has been pushed through by the large corporations 
of Europe in order to reap economies of scale and improve their strategic posi- 
tion vis-a-vis competitors in the rest of the world. There is no evidence for this, 
however. The initiative came from the EC Commission, especially Lord Cock- 
field and Jacques Delors (Calingaert, 1988: 9). When the new president of the 
EC Commission travelled to the capitals of the member countries in the winter 
of 1984/85 and suggested initiatives for a common defense policy, monetary 
union and the internal market, he realized that only the latter would be unani- 
mously accepted (Katseli, 1989: 6; Nevin, 1990:333 f.). Apart from market in- 
tegration, the aim of the Commission was to replace the national trade restric- 
tions by additional budgetary resources for the structural funds and to 
centralize further policy instruments in the wake of the internal market 
programme (Urwin, 1991: 232,240). The strategy of establishing linkages with 
the internal market programme is particularly apparent in the so-called Delors 
Report (Committee for the Study of Economic and Monetary Union, 1989: 
para. 33): 

The completion of the internal market will result in a marked easing of the 
overall burden of regulation, but for the Community institutions it will mean 
a substantial addition to their executive and policing functions. 
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The Commissions's roundabout approach to centralization proved to be 
highly effective. First of all, the Single European Act gave it additional powers 
in the field of exchange rate policy (Art. 102 a), social policy (Art. 118 a), 
research promotion (Art. 130 f-g) and environmental protection (Art. 130 r-t). 
Second, in December 1989, the common control of mergers and the Social 
Charter were adopted. Finally, at the Maastricht summit (1991), Delors even 
obtained an agreement on monetary union and defense, targets which he had 
to postpone but never abandoned. 

Before we turn to these elements of policy centralization, we should consider 
an important puzzle posed by the internal market programme. Why have Com- 
mission and Council accepted the principle of mutual recognition of national 
regulations even though it will weaken their power? Why has it not been ward- 
ed off by the national member governments and interest groups even though 
it leads to competitive deregulation? 

13ernholz (1990: 96) believes that interest groups were simply taken by sur- 
prise. If Peltzman's theory of deregulation (1989) is applied to Europe, 
resistance from interest groups may have been weak because past and anticipat- 
ed market integration in the Community dissipates the rents from national 
regulations. In Katseli's framework (1989), big business in Europe was more 
interested in gaining competitiveness vis-a-vis third countries than in national 
rent-seeking. Moreover, it may have hoped to obtain encompassing EC regula- 
tions in the longer run when the national regulations would be shown to be in- 
effective. 28 

We can dispense with all these explanations if we bear in mind that the princi- 
ple of mutual recognition of national regulations is due to the European Court 
of Justice (the Cassis de Dijon case, 120/78). The EC judges are interested to 
exercise their power by removing barriers to European market integration. 
Even though some of them later return to the national ministries or courts, na- 
tional interest groups find them less accessible than EC bureaucrats or national 
regulators. 29 The preferences of the Commission and the member govern- 
ments are revealed by the Single European Act which calls upon the Commis- 
sion to propose common regulations in the fields of health, safety, environ- 
mental and consumer protection (Art. 100A (3)) and facilitates EC regulation 
by abandoning the unanimity requirement in exchange for qualified majority 
voting (Art. 100A (1)). Moreover, Art. 10013 (1) SEA was designed to avoid the 
automatic mutual recognition of national regulations implied by the Cassis Di- 
jon judgement: conformity with the regulations of the exporting member coun- 
try was not supposed to be sufficient unless the Council decides so with a quali- 
fied majority and has failed to agree on a common regulation by the end of 
1992. 30 The European Court of Justice has chosen to ignore Art. 100B (1) 
SEA and to give priority to Art. 30. But it is not true that the Commission has 
promoted the principle of mutual recognition because harmonization proved 
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too difficult (as Calingaert, 1988:33 believes); on the contrary, it has tried to 
control the potential effects of the Cassis de Dijon precedent (as Kirchner, 
1992: t5, t9 f., suggests). 31 

The Social Charter, the common environmental policy and EC merger con- 
trol have all been advocated by the German government. In the case of EC so- 
cial policy, this may seem to be especially surprising because, at the time, Ger- 
many had a non-socialist government and its demands for EC labor market 
regulation were even supported by the German employers' association in a 
joint declaration with the unions (June 1989). However, in all three instances, 
the position of the German government and interest groups can easily be ex- 
plained on the lines of proposition 6: regulations may be demanded by the com- 
petitors of those to be regulated because they reduce the competitiveness of the 
regulated. Germany has a tightly regulated labor market, an expensive system 
of occupational training, high environmental standards and - together with 
the U.K. 32 - the most restrictive anti-trust legislation in the EC. Thus, the 
liberalization of trade and capital movements under the internal market 
programme exposes German producers to stronger competition from other EC 
suppliers who bear a lighter burden of regulation and therefore produce at low- 
er cost. The French government has pursued a similar strategy since 1958 (Ur- 
win, 1991: 78). 

The demand for EC regulations by interest groups in the highly regulated 
member countries seems to be based on the assumption that the internal market 
programme will not bring about a high degree of international labor mobility 
within the Community and that only a small part of the cost of higher unem- 
ployment in the low-wage countries will have to be borne by workers and em- 
ployers in the other countries through international resource transfers. In most 
of the low-wage and less regulated countries, the Community seems to have 
turned the balance of power in favor of rent-seekers and regulators and against 
the marginal workers who represent a minority and are not well organized. 
Where this is not the case, the country can gain by agreeing to central regula- 
tion of the other low-income countries and opting out for itself. This is the Brit- 
ish approach to the Social Chapter. 

As a result of EC merger control, the European Commission has become the 
sole supplier of large-firm monopoly rights in the Community (Peirce, 1991b: 
530). The national anti-trust agencies which have lost this power are largely in- 
dependent of their national governments. Thus, the centralization of competi- 
tion policy confirms proposition 4 (v): the national governments tend to trade 
the powers of independent national institutions in exchange for EC benefits. 
In Germany, the Bundesbank, the supervisory office for the insurance industry 
and the L~inder's constitutional competence over education, occupational 
training, television, etc. provide further examples. Similarly, the independent 
national judiciaries are losing out to the European Court of Justice. 
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The Maastricht agreement on monetary union goes back to the initiative of  
the German minister of foreign affairs (Genscher Memorandum of  February 
1988). From a public choice perspective, this is not surprising (Vaubel, 1991b). 
By 1987, the EMS had returned to low rates of  inflation (2.2 per cent on aver- 
age), and the Bundesbank was no longer needed as a political scapegoat for the 
stabilization recession which disinflation had generated in France and Italy. 
Moreover, the liberalization of  capital movements under the internal market 
programme was likely to increase the Bundesbank's dominance. The German 
minister of  foreign affairs and his diplomats had to bear the brunt of  foreign 
discontent with the Bundesbank's uncompromising monetary stance, and he 
could hope to obtain agreement on an common EC foreign and defense policy 
which would enhance Germany's  international influence. 

Finally, the harmonization of  taxation in the European Community can 
serve to illustrate proposition 4(iii). According to the theory of  optima1 taxa- 
tion, the optimal tax structure and tax rates depend on the elasticities of  de- 
mand and supply in the economy concerned. As these elasticities and the cost 
and effectiveness of  tax collection differ among the member countries, uni- 
form tax rates are not desirable. Moreover, to the extent that tax rates may 
have to converge, the appropriate range is more likely to be found by competi- 
tion than collusion. However, the EC Council of Ministers has agreed that, 
from 1993 onward, the rate of  value-added tax should be no less than 15 per 
cent in all member countries. Three member countries (Germany, Spain and 
Luxembourg) had to raise their tax rates. In March 1992, a study group ap- 
pointed by the EC Commission has proposed to introduce a minimum cor- 
porate income tax of  30 per cent from 1994 onward and a minimum of  40 per 
cent later on. Even if convergence by agreement is considered preferable to 
convergence by competition, the choice of minimum rather than maximum tax 
rates is revealing. The EC agreement makes it easier for the German Minister 
of Finance to obtain the tax hike which he desires for other reasons, 33 and the 
government of the more highly taxed member countries welcome the oppor- 
tunity to suppress or weaken the competition from " tax  havens" such as 
Luxembourg. 

4. Conclusion 

What precautions can be taken to ensure that a community or union of  in- 
dividual states that has been conceived as a classic federal state does not gradu- 
ally degenerate into a highly centralist state? Many useful proposals have been 
submitted (see notably Bernholz, 1992) but in the context of  this analysis the 
following five stand out: 
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1. The  budge t ,  the  personne l  and  the net  wage at  the  centra l  gove rnmen t  mus t  

no t  be pe rmi t t ed  to  exceed tha t  o f  the  m e d i a n  m e m b e r  state (or even tha t  

o f  any  m e m b e r  state).  

2. The  cons t i tu t ion  wou ld  have to  p roh ib i t  the  reelect ion o f  pol i t ic ians  to  the  

federa l  pa r l i amen t  a n d  any  federa l  off ice  as well as the  r e a p p o i n t m e n t  o f  

m e m b e r s  o f  the  federa l  a d m i n i s t r a t i o n  and  the  federa l  court(s) .  34 

3. The  safest  way  to  avo id  cen t ra l i za t ion  is to  w i thho ld  the  power  to  t ax  and  

to issue deb t  f rom the centra l  government .  As  under  the  U.S.  Art ic les  o f  

C o n f e d e r a t i o n ,  in Bismarcks  Reich and  present ly  in the  E u r o p e a n  C o m m u -  

nity,  the  centra l  gove rnmen t  w o u l d  be exclusively f inanced  by  con t r ibu t ions  

f rom the m e m b e r  states.  They  could  be  f ixed as a p r o p o r t i o n  o f  the tax  

revenue ra ised by  each m e m b e r  s ta te  (Lee,  1985). I f  federa l  t axa t i on  was ad-  

mi t t ed ,  however ,  it  wou ld  be i m p o r t a n t  to  requi re  a r e f e r endum (as in Swit-  

ze r land)  whenever  a t ax  ra te  is to  be  ra ised.  

4. The  m e d i a n  or  decisive vo te r  mus t  no t  have  an  interes t  in increas ing centra l  

gove rnmen t  expendi tu re  for  pure ly  red is t r ibu t ive  reasons .  The  safest  way o f  

avo id ing  such perverse  incentives is a cons t i tu t iona l  clause tha t  p roh ib i t s  

t r ans fe r  paymen t s  by  the centra l  gove rnmen t  (Bernholz ,  1992) or  requires  

u n a n i m i t y  a m o n g  the m e m b e r  governments .  S imi lar ly ,  all a m e n d m e n t s  to  

the  federa l  cons t i tu t ion  tha t  increase  the  power  o f  the  centra l  government ,  

wou ld  have to  requi re  the  u n a n i m o u s  consent  o f  the  m e m b e r  states (as under  

the  U.S.  Ar t ic les  o f  C o n f e d e r a t i o n  a n d  as yet  in the  E u r o p e a n  C o m m u n i t y ) .  

5. Each  m e m b e r  s ta te  wou ld  have the  explici t  r ight  to  leave the  un ion  at  any  

t ime,  i f  a s imple m a j o r i t y  o f  its p o p u l a t i o n  vo ted  in f avo r  o f  secession 

(Buchanan ,  1990; Bernholz ,  1992). 35 

Notes 

1. Further back, the share of U.S. domestic central government expenditure in total U.S. domes- 
tic government expenditure rose from 16 per cent in 1840 to 27 per cent in 1902 (Alexander, 
1973/87: 103, Table 5-1). 

2. For the U.S. see the index of functional centralization constructed by Riker (1964:81 ft.). In 
postwar Germany, 24 out of 25 constitutional changes affecting the division of powers between 
central and state governments were transfers of functions to the central government (Edling, 
1984, 1987). 

3. The two world wars have had centralizing ratchet effects on non-military government expendi- 
ture in the U.K. (Peacock and Wiseman, 1967: 109) and Switzerland (Kraus, 1983: 185) but 
only partly so in Canada and Germany and not at all in the United States (Kraus, ibid.). 

4. With respect to the EC, this wilt be shown in Section 3. 
5. This point is also of relevance to constitutional conventions. For example, about three-fourth 

of the members of the U.S. Constitutional Convention in 1787 were or had been members of 
the national Congress (Potter, 1955: 18). With very few exceptions, "all the delegates.., were 
nationalists in the narrow sense that they believed it necessary to reorganize and strenghten the 
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central authority" (McDonald, 1985: 185; Riker, 1987:12 ft.). By contrast, "there is little 
doubt that the Anti-Federalists would have won a Galhip poll" (Morison and Commager I, 
1962: 290). 

6. Jacobs and Karst (1986: 177) note that "the European Court does not seem ever to have ruled 
a Community measure unlawful . . .  for encroaching on the competence of the Member 
States". Moreover, it has invented the principle of the supremacy of Community law: "There 
is no express provision in the Community Treaties. •. for the primacy of Community law over 
Member State l a w . . •  The primacy of Community law is a principle developed by the Court 

• . .  Community law prevails even over the Member State constitutions (case 11/70) so that . . .  
the humblest Community provision prevails over the highest Member State law" (ibid., p. 
233). The principle has met reservations from the German and the Italian Constitutional 
Courts (Elazar and Greilsammer, 1986: 103). In the German literature, the centralist tenden- 
cies of the European Court have been criticized, e .g ,  by Wienke (1990), Borchmann (1988) 
and Niederleithinger (1990). 

7. Only in the case of regionally heterogeneous interests ("local factions") does centralization 
reduce the influence of pressure groups as Madison (1787/1987) has argued in his Federalist 
Paper No. 10. 

Another qualification is that the centralization of government may hamper the establish- 
ment of new pressure groups owing to the free-rider problem (Olson, 1965). 

Our hypothesis is not inconsistent with the finding of Mueller and Murrell (I986: Table 5) 
that the centralization of government has a significantly negative effect on the number of in- 
terest groups• We would expect their number to diminish but their influence to increase• 

8. Riker (1964) and Aranson (1990) argue that the external threat from the British Crown explains 
the adoption of both the Articles of Confederation (1781) and the Federal Constitution (1789)• 
This comes out most clearly in Federalist Paper No. 3 (Jay). 

9. In most other cases, the federation or federal state has been imposed by a former colonial or 
occupying power which dismissed the country into independence (several former British colo- 
nies, the Federal Republic of Germany, the Federal Republic of Austria) or by a victor who 
wanted to consolidate his power after a war (Germany in 1867 and 1871, to some extent also 
the foundation of the European Coal and Steel Community, Euratom and the European Eco- 
nomic Community in the 1950s). For the view that the French government viewed the Europe- 
an institutions primarily as a means of containing West Germany see notably Swarm (1988: 
6), Harrop (1989: l l f . )  and Urwin (1991: 45). 

10. For time series analyses see Marlow (1988) and Grossman (t989). The cross-section studies 
have been surveyed by Joulfaian and Marlow (1991). Similar results are reached by Blum and 
Dudley for Germany (1991: Table 1). 

11. With the exception of Iceland and Luxembourg which have been omitted, these are the indus- 
trial countries for which the IMF Government Finance Statistics contain data on the central 
government's share in government expenditure for most of the period. For most of these coun- 
tries, these are the most recent data to be published in the IMF Government Finance Statistics. 
All data relate to consolidated expenditure plus lending minus repayments. 

12. Apart from the measurement of government size, Oates' analysis differs from ours in that he 
uses data for individual years (mostly 1981 or 1982) and population rather than population 
density. As Joulfaian and Marlow (1991) have shown, Oates' estimates for a U.S. cross-section 
are not robust either if a more meaningful specification is chosen. 

13. If the original regression In (G/Y) . . . .  + .5 In (GC/G) + .•• is rewritten as In (G/Y) = 
• . .  + •5 In (G¢/Y) - .5 In (G/Y) + . . . .  we get 1.5 In (G/Y) . . . .  + .5 In (GC/Y) + . . .  
or In (G/Y) = . . .  + .33 In (GC/y) + . . .  Differentiating with respect to time, we can say 
that a one per cent increase in G c / y  will raise G/Y by only .33 per cent. However, a .78 per 
cent increase in G/Y would be required to keep expenditure of the lower-level governments 
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(G 1) constant. To see this, take rates of  change of  the identity G/Y = G c / y  + G1/y  so that 
- ¢I = (GC/G) (~c  _ ~r) + (GI/G) (~1 _ ~) and set ~l  and ~/equal to zero. 

14. In the context o f  a unitary state, this theory has been modelled and tested by Meltzer and 
Richard (1983). B6s (1978) has shown that the distribution of  average incomes among the West 
German L~inder is skewed to the right. 

i5. As Salmon (1987: 37) points out, party competition at the center can force the central govern- 
ment and parliament to decentralize. 

i6. "As  men engaged in expanding a government, (the writers of  federal constitutions) are much 
more likely to be preoccupied with practical expedients for the moment  than with provisions 
for the distant and not clearly foreseen future. As centralizers, they are much more concerned 
with centralization itself than with fears that centralization may go too far"  (Riker, 1964: 14). 

17. In 1987, for example, federal government expenditure in the United States was $1,004 billion 
and state government expenditure $ 404 billion; federal government personnel (including the 
armed forces) was 5,265,000, state government personnel 4,115,000 (Statistical Abstract o f  the 
United States). In Germany the federal government has a larger budget (1987: DM 271 b.) than 
the L~inder (DM 263 b.) but its personnel (840,000) is still smaller than the L~nder's personnel 
(1,487,300). 

18. An alternative test would be to follow their career after they have left the Commission. 
However, since most of  them are no longer listed in " W H O  is W H O ? "  once they have stepped 
down, this test is not feasible owing to data problems. 

19. The following data sources have been used: 
- European Economy, annual review 1991, for Pt, Yt, NRt and TRt, 
- budgets, European Communities, for C t, N and NRt, 
- IMF Government Finance Statistics for C and Ct, 
- Eurobarometer for EU t and EC t. 

20. Initially, all explanatory variables have been included. Subsequently, variables with clearly in- 
significant coefficients were omitted in a stepwise procedure (starting with the lowest absolute 
t-statistics). The elimination of  variables did not have a substantial effect on the coefficients 
of  the remaining variables. 

21. At the OECD, net salaries are 39-67 per cent higher than comparable German salaries (Frey, 
ibid.). Net salaries at the IMF exceed pre-tax salaries at the Federal Reserve Board on average 
by 64 per cent (Vaubel 1991a: Table 5). 

22. The EC median of  the national averages is used instead of  the EC median of  the national medi- 

ans for computational convenience. The assumption is that the skewness of  the income distri- 
bution is about the same in all member countries. 

23. The net payments deficit o f  Germany, Britain and France amounted to 11.4 per cent, 9.5 per 
cent and .3 per cent o f  the EC budget, respectively. 

24. Empirical work shows that the demand for environmental protection depends significantly on 
income, age etc. (e.g., Sinden and Worell, 1979: 333; Schneider, 1992: Table 1). In a cross- 
section analysis for the EC member countries, the share of  the population that wishes more 
environmental protection (Eurobarometer 1979, 1981) bears a clear positive correlation with 
GDP per head (r = .35) and the density of  population (r = .31). (As GDP per head and density 
of population are highly collinear simple correlation coefficients are reported. They relate to 
the logarithms.) Within the Community,  the density of  population varies between 50 inhabi- 
tants per km 2 in Ireland and 361 in the Netherlands. 

25. Many textbooks on foreign trade analyze the substitution of  tribute for protection. The draft 
treaty on the EEA offers EFTA free access to EC markets in exchange for regular tribute paya- 
ble in terms of  fishing and pollution rights as well as cash for the cohesion fund. 

26. As Crain and McCormick (1984) have shown, the opposite is the case if the provision of rents 
impairs the politicians' electoral prospects. 
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27. See Willgerodt (1978), Sachverst/indigenrat (1978: para. 358), Vaubel (1980:179 ft.). Between 
February 1977 and January 1980, the federal government did not command a majority in the 
central bank council of the Bundesbank (Vaubel, 1993). Putnam and Bayne (1984: 87) show 
that the German fiscal stimulus decided at the Bonn summit of 1978 was also part of this pre- 
election strategy. 

28. For example, the industrial standards set by the European Committee for Standardization 
(CEN) are ultimately the result of compromise among the producing firms of the member 
countries. Peirce (1992) suggests that the producers are more likely to agree on standards that 
act as barriers to imports from third countries than on efficiency-enhancing standards because 
the latter would have to be agreed in highly fragmented industries. 

29. While 50 per cent of the judges of the European Court of Justice have been reappointed at 
least once (Kuhn, 1993: 191), only 35 per cent of the EC Commissioners have. Kirchner (1992: 
11) suggests that the EC judges find it difficult to return to the judiciary of their home country. 

30. Kapteyn, Verloren van Themaat and Gormley (1989:404 f.) consider this interpretation possi- 
ble but "not  imperative" and suggest that Art. 100B (1) may also be explained as a supplemen- 
tary chance to make assessments of the equivalence of particular national provisions. Verloren 
van Themaat (1988: 125), however, warns that Art. 100B must not affect the competence of 
national courts and of the Court of Justice to declare national measures equivalent and restric- 
tions unjustified. 

31. For example, Verloren van Themaat (1988: 117) complains that "Article 100A in several 
respects seems to deviate from the body of case-law of the Court." 

32. This may explain why EC competition policy is more popular in Britain than in France or Italy 
and why the EC commissioner for competition policy used to be a very active Briton. 

33. It even enabled him to argue that the tax increase would go into effect without the consent of 
the Bundesrat. At the time, the opposition commanded a majority in the second chamber. 

34. According to the Treaty of Maastricbt (Art. 109 a IV), the directors of the European Central 
Bank may not be reappointed. 

35. Scholars of European law disagree about whether the individual member states may secede 
from the European CoTnmunity. The European Court of Justice has sustained the position that 
secession is impossible (Elazar and Greilsammer, 1986:101 f.). If one member state withdraws, 
the Community dissolves. 
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