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Abstract 
A European Union consisting of concentric circles of Member States with different integration levels is a possible way to overcome divergent preferences for a further deepening of Europe’s Economic and Monetary Union (EMU). Against this backdrop, this paper provides a preliminary conceptual framework to analyse the functional-economic advantages and drawbacks of multi-speed integration for the overall functioning of EMU. Two scenarios are considered including whereby further integration takes place with a subset of euro area Member States or with a combination of euro area and non-euro area Member States. Based on the literature on EMU deepening, four broad criteria are presented to assess these scenarios, including the implications for EMU’s (1) resilience to economic shocks (2) business cycle stabilisation (3) governance complexity and (4) political cohesion. On the basis of these criteria, the balance of benefits and costs for EMU seems to depend strongly on the economic, financial or fiscal policy area chosen and the static (first round) and dynamic (second round) effects. Positive effects seem likely in policy areas with a strong structural component such as labour or product markets, where stronger convergence for a subset of Member States can elevate the overall resilience of EMU. However, if the avant-garde do not induce positive catch-up by other Member States, multiple speeds within the EA could also widen divergences in the medium term. Such hindrances seem more likely to happen in any case if multi-speed materialises in areas relevant to macro-economic stabilisation, where a limited participation could lead to business cycle de-synchronization. Further integration with the euro area as a whole within the Treaty Framework would be much less costly in terms of complexity than multi-speed EMU. The functional-economic framework presented here could prove useful for future research in understanding the political dynamics surrounding the further development of Economic and Monetary Union.  
1. 
Introduction
There has been renewed interest in the approach of “multi-speed integration” in the EU in light of the Commission White Paper of March 2017, the renewed momentum behind French-German cooperation and the interest by various stakeholders on specific EU initiatives such as taxation[footnoteRef:1]. [1:  	Various terms of the notion of multi-speed integration are used in the literature, such as differentiated integration and variable geometry. Some academics have questioned the use of the term “multi-speed”, claiming that it does by definition give certain MS the feeling of being “left behind”. Some argue that what is required instead is for Europe to move faster at different levels, e.g. in the euro area to foster economic coordination, in Schengen to better control Europe’s external borders and at an EU-wide level to combat issues such as energy and climate change. See Bertoncini, Yves (2017), “Differentiated Integration and the EU: A Variable Geometry Legitimacy”, Delors Institute, Paris.] 

A Special Eurobarometer edition from June 2016 revealed that in 20 Member States, a (small) majority of respondents think that countries should be able to proceed without having to wait for the others (see Annex B). This proportion has remained relatively stable over time, while the proportion of those who thinks countries should wait for all MS to be ready has risen by four points since 2007.  The idea of a multi-speed Europe has been recently the focus of attention for a number of Member States. The idea of progressing on a “those that are willing” basis was discussed at the European Council summit in Malta on 3 February 2017. These discussions formed the basis of the Rome declaration on 25 March 2017 at which leaders confirmed that they would “act together, at different paces and intensity where necessary, while moving in the same direction”.[footnoteRef:2] Moving ahead with “those who want to do more” was one of the five scenarios presented in the European Commission’s White Paper on the Future of the EU, sparking further debate on variable geometry as a potential way forward for further integration. And the election of Macron as president of France has sparked hopes of a rekindled German-France axis to drive the European integration process forward, including potentially by taking steps forward together with the two major EA economies.  [2:  	Declaration of the leaders of 27 member states and of the European Council, the European Parliament and the European Commission, http://www.consilium.europa.eu/en/press/press-releases/2017/03/25-rome-declaration/ ] 

At the same time, further integration by some Member States has been gaining traction in certain areas. A concrete example is the joint initiative – supported by the Commission and the EBRD – launched on 6 November 2017 by Estonia, Latvia and Lithuania to create a pan-Baltic capital market union by harmonising capital market regulations and dismantling investment barriers. A second concrete example of multi-speed is the Permanent Structured Cooperation[footnoteRef:3] (PESCO) in the area of defense launched by the Commission in June 2017[footnoteRef:4]. On 13 November 2017 23 Member States signed a joint notification on the PESCO, so taking the first formal step to jointly develop defense capabilities, invest in shared projects and enhance operational readiness of their armed forces. The establishment of a European Public Prosecutor’s Office (EPPO) will also likely go ahead without the participation of all Member States.[footnoteRef:5] How these initiatives develop and how many other Member States join those moving ahead remains to be seen. It will probably vary depending on the policy area but the effect of “being left out” (as opposed to genuinely wanting to join in) is likely to be significant.[footnoteRef:6]  Possibilities to rekindle the Franco-German motor were discussed at the most recent meeting of the French-German Council of Ministers on 13 July 2017. It was also agreed to set-up a joint task force for a reciprocal analysis of French and German economic policies. Aside from EMU, ministers agreed on joint moves to further cooperation in areas such as tax (CCTB), the Single Market (CMU) and defence.  [3:  	It is difficult to imagine all MS participating in PESCO, not least those that have a tradition of neutrality such as Austria, Finland and the Irish Republic.]  [4:  	The Lisbon treaty introduced the possibility for certain EU countries to strengthen their cooperation in military matters, by creating permanent structured cooperation (see articles 42(6) and 46 of the Treaty on European Union (TEU)) under certain conditions (see Protocol No 10 annexed to the Treaty).]  [5:  	COM refers to Lisbon Treaty which offered the legal basis for the establishment of EPPO in Art. 86 TFEU, December 2009. ]  [6:  	It may at first glance appear far-fetched to perceive of the spillover effects into EMU of some of these initiatives. However, one could envisage the negative side-effects to the Single Market and the common currency if an EA country did not participate in Schengen. While this is indeed the case for the Irish Republic, it is unique given its geographical position. If, however, a core MS in the centre were to impose border controls this would necessarily negatively impact on EMU. ] 

Far from being a new idea, differentiated integration is a key feature of the EU and has been discussed in the academic literature for some time. [footnoteRef:7] As many researchers point out, in an entity with 28 members, a complex web of different levels of cooperation and integration between countries is unavoidable and the degree of flexibility is only likely to increase further in the future [footnoteRef:8]. In fact, differentiated integration is not only foreseen in the Treaties, it is already an everyday reality (both inside and outside the Union framework). EMU/ Banking Union (all EA Member States), the Fiscal Compact (all EA plus some EU Member States), the Financial Transaction Tax (a subgroup of EA Member States which has stalled however) initiative, and Schengen (most EA, some EU and the EFTA countries) are some key examples of different speeds within the EU showing also the variety of approaches followed so far (see also Annex A for an overview of differential integration in the EU).[footnoteRef:9] [footnoteRef:10] [footnoteRef:11] [7:  	An important article in this respect is Holzinger Kathrina and  Schimmelfennig, Frank (2012), “Differentiated Integration in the European Union: Many Concepts, Sparse Theory, Few Data”, Journal of European Public Policy 19 (2), 292-305. See also, Leuffen, Dirk, Rittberger, Berthold and Schmmelfennig, Frank (2013), “Differentiated Integration, Explaining Variation in the European Union”, Palgrave; and Piris (2012). “The Future of Europe. Towards a Two-Speed EU?” Cambridge: CUP.]  [8:    	The academic literature suggests a categorisation of variable integration into six dimensions : Permanent vs. temporary differentiation; 2) Territorial vs. purely functional differentiation; 3) Differentiation across nation states vs. multi-level differentiation; 4) Differentiation takes place within the EU treaties vs. outside the EU treaties; 5) Decision-making at EU level vs. at regime level (i.e. intergovernmental decisions); 6) Only for member states vs. also for non-member states/areas outside the EU territory. See for example Leruth, Benjamin; Gänzle, Stefan; Trondal, Jarle, “Differentiated integration and disintegration in the European Union: State-of-theart and ways for future research”. ISL Working Paper 2017:1.]  [9:  	Emmanouilidis, J., (2017), “The future of a more differentiated E(M)U – Necessities, Options, Choices”, Istituto Affari Internazionali. ]  [10:  	See Svein S. Andersen & Nick Sitter (2006), „Differentiated Integration: What is it and How Much Can the EU Accommodate?“ in: Journal of European Integration 28 (4), 313-330.]  [11:     Panel 6 of 2015 ECB Legal Conference was also about differentiated integration ] 

The existing web of differentiated cooperation highlights that multi-speed integration can take a number of shapes and forms in a legal sense, including through opting-out, permanent structured cooperation (defence), constructive abstention (foreign and security policy) or through an intergovernmental agreement (IGA). Apart from IGAs, the other modes of advanced cooperation are foreseen in the Treaty. 
Given that the other forms of partial integration fall outside the economic realm or apply to EMU itself (opting out), in terms of EMU going forward the most relevant forms are IGAs or “enhanced cooperation”. Art.20 TEU formally provides Member STates with the opportunity to accelerate cooperation on certain issues with the “aim to further the objectives of the Union, protect its interests and reinforce its integration process. Such cooperation shall be open at any time to all Member States”. The “enhanced cooperation” mechanism is, however only possible under a number of conditions, including that it does not undermine the Single Market or the Union’s economic and social cohesion (Article 326 TFEU) and can only be used as a last resort when the objectives of such cooperation cannot be attained within a reasonable period of time by the Union as a whole (20(2) TEU). It also requires participation of at least nine governments.[footnoteRef:12] [12:  	Enhanced cooperation has so far only been implemented in three areas – divorce law, the European Patent and property rights for international couples; and has stalled in the case of the FTT. One could therefore argue that it is not a tried and tested model, least of all for making progress in such a sensitive area as EMU.] 

This paper provides a first overview of possible implications for EMU of “multi-speed” within EMU itself. It focuses on a conceptual overview of the functional-economic advantages and drawbacks. Finally, on the basis of the conceptual overview, it provides a first preliminary assessment of the advantages and drawbacks of multi-speed integration in three specific policy areas where it has been concretely discussed: Capital Markets Union, Taxation (Financial Transaction Tax) and euro area budgetary instruments. 
Multi-speed integration could in theory take place in the following constellations (i) with all euro area Member States integrating further as a whole (ii) within a group of euro area Member States only (iii) within a group of countries involving some euro area and some non-euro area Member States. Of course, multi-speed could also involve (iv) the whole EA whilst including a number of EU Member States. However, this last scenario is not considered here given that, from a euro area perspective, this would not be substantially different from the scenario in which the whole EA integrates further. 
Compared to the baseline assumption of further integration by all euro area members together, one scenario to be carefully assessed is a situation whereby a sub-group of the 19 EA MS chose to integrate more deeply in important aspects of fiscal, economic or financial policy (we call this intra-EMU integration). The balance of benefits and costs for EMU would depend on the policy area chosen, the static and dynamic effects, and on the extent to which participation by other EU countries would alter the cost/benefit picture for EMU. 
Whatever form multi-speed integration takes, it is important to analyse its complementarity with the goal of strengthening EMU, and weighing the benefits against the costs both from a purely economic and a governance perspective, particularly insofar as governance changes include costs that decrease the net benefit of advanced integration. [footnoteRef:13].  [13:      See e.g. Rome Declaration http://www.consilium.europa.eu/en/press/press-releases/2017/03/25-rome-declaration/ ] 

Against this backdrop and at a conceptual level, four broad criteria are used to assess the balance of benefits and costs of (intra-EMU) multi-speed integration, including implications of differentiated integration for EMU’s (1) resilience[footnoteRef:14] (2) stability[footnoteRef:15] (3) governance complexity and effectiveness and (4) political spillovers[footnoteRef:16]. [14:      For a detailed discussion see Sondermann, D. (2016), “Towards more resilient economies: the role of well-functioning economic structures”, ECB Working Paper.]  [15:      See e.g. Corsetti, G. (et al.) (2016), “Macroeconomic stabilization, monetary-fiscal interactions, and Europe’s monetary union”, ECB Working Paper.]  [16:  	In short, resilience is here understood as the capacity to minimise output losses after an adverse shock has hit the economy. Stabilisation refers to the capacity of the EA to improve business cycle stabilisation in times of economic crisis. Governance complexity and effectiveness refers to whether a specific policy innovation might improve or worsen decision making at EMU level, support (or not) monetary-fiscal coordination and the ECB monetary policy. Political spillovers indicate those cases where further integration in a policy field might increase (or decrease) political tensions in the euro area and support for the single currency.] 

Overall, one of the key benefits of having an avant garde of Member States progressing with intra-EMU integration is that they open the path to desirable projects of EMU deepening which do not easily find (near) unanimous support and are therefore stuck, endangering the good functioning of EMU. As regards resilience and stability specifically, much would depend on whether the enhanced cooperation leads to the application of new ambitious benchmarks for the participating countries, i.e. convergence towards the top performers, and whether the cooperation enables the participating countries to better achieve the economic, fiscal and financial policy goals of the existing governance framework, notably the SGP, the MIP and the CSRs.  Another cost-benefit factor of a “multi-speed” scenario could entail a number of detractions in terms of decision-making structures or political tensions. 
2. Literature review 
Building on Stubb (1996), the literature generally discusses three categories of multispeed integration according to the variables considered: multi speed (time), variable geometry (space) and a la carte (matter, also called “functional differentiation”) (see also Warleigh 2002). While in the first case, member states decide to pursue the same policies at different times, the second option allows permanent separation between a core of countries and less integrated ones. The third category allows each member states to pick and choose in which policy area it would like to participate, while at the same time maintain a minimum number of common objectives. 
The crisis reinforced a differentiated form of integration even further (see Schweiger & Magone 2014). Prior to the crisis, much of the discussion of differentiated integration focused on the process as one of different speeds (Piris 2012). The measures of reform taken by the EU to rescue the eurozone and to remedy some of its deficits deepen the gap between the euro countries and the rest of the EU. In a sense, the crisis challenged the idea of an underlying trajectory towards more uniform forms of integration (Fossum 2015). Even if the responses to the crisis have led to more integration, far from all states are included. It is argued that the post-crisis EU would combine accelerated integration for some, outright disintegration for others and greater differentiation in commitments to policies and institutions for all (Fossum 2015). Leruth & Lord (2015) argue that differentiated integration “seems to be a permanent, organisational principle of the Union, grounded in a need to manage divisions and disagreements that just do not go away.”
2.1 Differentiated integration and EMU
Together with Schengen, the EMU is widely considered the textbook example of differentiate integration: especially after the crisis, the 18 Euro countries have intensified their fiscal co-ordination, agreed a banking union and established shared bail-out funds, they meet in their own Council, and they may, in the future, also have their own budget (Leruth & Lord 2015). Many analysts noted that the crisis reinforced differentiated integration, where the centralization of authority and its territorial scope vary strongly across policies (Leuffen et al. 2013). According to some, EMU reform has been a source of “ever greater disunion” between member states (Leruth & Lord 2015). Puetter (2006) highlights increasing exclusion of euro-outsiders, in particular with the creation of the Eurogroup
Emmanoulidis (2017) argue that the future EMU reforms will require a higher level of differentiation between Euro and non-Euro countries. However, instead of creating a closed core Europe and a two-tier Europe, the author argues that the EU should adhere to the notion of functional-pragmatic differentiation, following the logic and principle of an intergovernmental avant-garde. The option of (1) a permanent core Europe is problematic as long as the 19 countries are very heterogeneous, lack political cohesion, and have very different views on the future of the E(M)U. While a (2) functional-pragmatic differentiation within the EU framework is desirable, experience has shown that closer cooperation needs in some cases – as an ultima ratio – to be organized outside the EU framework to make a step forward instead of waiting indefinitely for a small step inside the Union. However, the agreements outside the EU framework should follow the logic and principles of an (3) intergovernmental avant-garde, meaning that intergovernmental cooperation is open to all EU countries, involves a strong role for EU institutions, avoids the creation of parallel institutional structures, and aims to integrate the legal norms adopted outside the EU into the Union’s legal framework at the earliest possible moments. 
Van den Bogaert and Borger (2017) argue that the importance of differentiation for EMU reaches far beyond the issue of membership (i.e. euro area vs. non-euro area), manifesting itself in participation, policy goals and instruments as well as in law. Considering these various manifestations of differentiation, a complex picture emerges of a series of legal norms, adopted both inside and outside the formal treaty framework, not invariably applicable to all Member States, and created to achieve a plurality of aims, in particular price and financial stability. The authors conclude that differentiation is not something static, but it evolves and develops over time and that the Union possesses a unique transformative capacity, whose primary example is given by the reaction to the debt crisis. On a similar note, Beukers (2013), discusses several new forms of differentiated integration developed in reaction to the Eurozone crisis, including the Two-Pack, the ESM Treaty and the Fiscal Compact and concludes that in the absence of an increased legitimacy of democratic politics at the level of the European Union, the most important legitimacy source remains at the level of national democracy and parliaments.
Piekutowska & Kuzelewska (2015) explore differentiated integration in the EMU framework and presents the consequences for the countries outside the hard core of currency integration. Those countries subject to temporary derogation will be bound to the full EMU acquis, without participating in the decision-making process concerning the Eurozone. According to the authors, the numerous regulations issued in response to the crisis reflect a certain dissymmetry between the states within the hard core of economic and monetary integration and the other EU states.

2.2 Benefits and costs of differentiated integration 
Overall, the literature thus identifies three main drivers that determine the benefits and costs of multi-speed integration, notably
Networking effects: One set of literature looks at whether a larger participation to EMU (i.e. less differentiation) would be beneficial or not. Piekutowska & Kuzelewska (2015) summarize the arguments in favour of a more inclusive EMU: the larger the number of the states within the EMU, the lower the transaction costs of introducing the new single currency, the higher the expected dynamics of economic growth (due to increased competition within the common currency area), and the greater the international importance of the euro.
Free-riding effects: A set of the literature looks at why member states pursue multispeed integration in some areas, but not in others (Harstad 2006; Koelliker 2006; Labeta 2009). Koelliker (2006) see that multispeed integration is less likely in policy areas that handle public goods where common pool resource problems are likely to arise, as there is little incentive to form a core in the first place. Consistently with Olson’s theory of collective action, when it is possible to prevent outsiders from free-riding, core states desiring deeper integration have a stronger incentive to co-operate, while member states outside the core have a stronger incentive to eventually join the core (Koelliker 2006). 
Bandwagon effects: A third set of literature looks at the probability of catch-up by the Member States not in the avant guarde. For example, Schimmelfennig (2016) looks at differentiation in European banking regulation and finds that the banking union constitutes not only a major advance in supranational economic integration but also increases differentiated integration among the member states of the European Union. He explains the variation in participation as a result of path-dependency arising from the original differentiation between euro area countries and the rest of the EU. In the euro crisis, these two groups of member states were subject to differential pressure to integrate further. In addition, the banking union reinforced the causes that had led to the original differentiation of the monetary union. This path-dependency overrides variation in sector-specific economic interests, governance capacity, and policy paradigms that might otherwise explain governmental preferences in banking regulation.
Winzen and Schlimmelfennig (2016, 2014) identify that treaty (deepening) and accession (enlargement) differentiation follow different logics. Threating to block deeper integration, member states with strong national identities secure differentiations in treaty reform, while in enlargement old member states fear economic disadvantages and low administrative capacity and therefore impose differentiation on poor newcomers (i.e. EU excludes new member states from immediate participation in Schengen and monetary union). Schimmelfennig & Winzen (2019) look at favourable and unfavourable conditions for differentiated integration and find that wealthier governments are more likely to realize their demand for differentiation, prior differentiation generates or facilitates subsequent differentiation and strong Eurosceptic parties increase the probability of differentiation integration. 

2.3 Open questions in the literature on multi-speed integration in EMU 
All in all, the literature does not look in depth at two dimensions of differentiated integration with bearing on EMU. The first dimension is what happens if there is more integration in a key financial, fiscal or economic policy area within the euro area. Most of the literature rather investigates why the euro area as a whole differentiated itself from the EA-outs. The second dimension that is not studied is the functional consequences and criteria to assess multi-speed integration in EMU. There is thus a need to look at both these dimensions in more detail, to conceptualize what would happen if there would be fragmentation within the euro area, and what functional criteria – in terms of economic and institutional factors – could be used to assess this. 

3 Developing a theoretical framework for conceptualizing consequences 
3.1 Different scenarios of differentiated integration in EMU
As EMU deepening and EU integration are gaining renewed momentum, also in the framework of Franco-German cooperation, it is useful to assess the opportunities and risks of multi-speed Europe, as this may become an avenue chosen by political leaders. The balance of risks and opportunities will depend on the policy fields, static and dynamic effects as well as  the combination of Member STates that integrate further: (i) EA as a whole, (ii) mixture of EA and non-EA Member States, (iii) or within a group of EA Member States (for a simplified overview please see figure 1). 
One pathway is where multi-speed integration means further EMU deepening with all EA Member States. This would make a contribution to strengthening the resilience and smooth functioning of EMU. This includes the Banking Union, where participation of all Member States in all three pillars of BU is indispensable to avoid functional dissonances, financial instability or financial fragmentation. Differentiated integration in areas such as financial regulation or a EA fiscal capacity might have negative implications for, e.g., smooth financial functioning or shock absorption, resilience or business cycle synchronisation. 
A political choice which cannot be excluded is one where multiple speeds emerge within the EA. This can take two forms: either a subset of EA countries move ahead with further integration, or only some EA Member States advance together with some non-EA countries in, e.g., immigration or security. Depending on the policy area, this latter scenario it would most likely be Pareto-efficient if the non-EA countries display more cyclical and/or structural convergence with those EA economies they are integrating further. For a conceptual assessment of this, please see section 3. 
To summarize, three modes of multi-speed integration can be considered, namely, the whole EA integrates further, a subset of the EA countries or a combination of EA and non-EA Member States. The next section conceptually analyses the scenario where a subset of EA Member States moves ahead, possibly including non-EA Member States. 

3.1 Criteria for assessing advantages and drawbacks of multi-speed integration
Against the backdrop of the advantages and drawbacks of multi-speed integration, four broad criteria can be used to assess the impact of multi-speed integration in distinct policy fields and for EMU’s functioning: two broad economic criteria (resilience and stability) and two institutional criteria (governance effectiveness and political spillovers). 
Resilience is here understood as the capacity to minimise output losses after an adverse shock has hit the economy[footnoteRef:17]. Examples of institutions delivering such resilience are flexible labour markets, enhanced competition in product markets, absence of corruption and the like. Economic resilience is essential for euro area Member States to better withstand adverse shocks and reduce the economic costs associated with them[footnoteRef:18].  [17:      For a detailed discussion see Sondermann, D. (2016), “Towards more resilient economies: the role of well-functioning economic structures”, ECB Working Paper.]  [18:      The notion of resilience is used also in light of the emphasis of the Five Presidents’ Report on the need for a “convergence process towards more resilient economic structures”.] 

Stability refers to the capacity of the EA to improve business cycle stabilisation in times of economic crisis. As argued in an ECB working paper by Corsetti et al (2016), “accommodative monetary and fiscal policy together may be necessary for macroeconomic stabilisation in the wake of a large adverse disturbance such as the global financial crisis of 2008”[footnoteRef:19]. The note assesses whether further integration in some policy domains (e.g. defence) might contribute (or not) to stabilise the EA if hit by negative shocks.  [19:      Corsetti, G. (et al.) (2016), “Macroeconomic stabilization, monetary-fiscal interactions, and Europe’s monetary union”, ECB Working Paper.] 

Governance complexity and effectiveness refers to whether a specific policy innovation (e.g. the creation of a EA Finance Minister) might improve or worsen decision making at EMU level, support (or not) coordination between policy areas (fiscal and monetary). 
Political spillovers indicate those cases where further integration in a policy field might increase (or decrease) political support for the single currency. Since spillovers can be both positive and negative, multi-speed integration might have different implications for EMU: trigger economic conflict and/or political tensions, increase legitimacy of European solutions and, more broadly, foster EA output legitimacy. 
Coupled with the three modes of multi-speed integration, namely, the whole EA integrates further, a subset of the EA countries or a combination of EA and non-EA Member States, we provide a first assessment of multi-speed integration in 3 policy domains/instruments of financial and fiscal nature. 
In reviewing specific policy domains/instruments, the following section addresses the following three questions: Which policies are well suited to foster EMU functioning even if not carried by all member states? Which policies would hardly make a difference? And which policies would be adverse for EMU functioning because carrying a risk of shock transmitter or shock amplifier?
3.2 Advantages of multi-speed integration for EMU 
In areas that fall completely outside the realm of EMU, further cooperation might demonstrate the value of European integration, provide additional security to citizens and thus enhance public support for the European project at large. This could help secure the political support also for further EMU deepening.
As for policies linked directly to the functioning of EMU, it would be clearly suboptimal if only some and not all EA Member States were to advance together. Nevertheless, if such deepening did not result in greater divergence in economic structures and policies, and as a second, hopefully temporary, solution it could on balance prove compatible with the overall aim of strengthening EMU.  Provided that institutional framework and implementation capabilities are effectively designed, differentiated integration within EMU could be better than the status quo in fostering the development towards similarly resilient economic structures (as foreseen in the 5 Presidents’ Report (5PR)) in those EA (and non-EA) Member States integrating further[footnoteRef:20]. If a number of Member States decided to embark on an upward convergence towards more harmonized structures in this respect, this could (under a number of assumptions) strengthen the capacity of the euro area to absorb shocks [20:  	Of possible areas referring in particular to a Franco-German avant-garde are outlined in the 2014 proposal from Enderlein and Pisani-Ferry concerning structural reforms and public investment: Enderlein, Henrik & Pisani-Ferry, Jean. (2014). “Reforms, Investment and Growth: An agenda for France, Germany and Europe”. Report to Sigmar Gabriel (Federal Minister for Economic Affairs and Energy) and Emmanuel Macron (Minister for the Economy, Industry and Digital Affairs. http://www.economie.gouv.fr/files/files/PDF/rapport_enderlein_pisani-en.pdf ] 

Barring progress with the euro area as a whole, much will therefore depend whether the cooperation leads to the application of new ambitious upward convergence for the participating countries, i.e. benchmarks set on the basis of the top performers, and whether the cooperation enables the participating countries to better achieve the economic, fiscal and financial policy goals of the existing governance framework, notably the SGP, the MIP and the CSRs.  
Two critical assumptions are relevant in this respect, namely which sub-set of euro area countries would comprise the avant-guarde and whether one assesses this from a static or dynamic perspective. As regards resilience, if the countries which have lagged behind on reform implementation integrate further to make progress this could increase convergence in the euro area as a whole. As regards risk-sharing, when considering the case of a EA subset moving ahead, a scenario where a mix of core and peripheral[footnoteRef:21] countries integrate further may have some positive implications for EMU functioning, as the risk-sharing between Member States helps to provide some stabilisation and shock absorption capacities for the whole EA.[footnoteRef:22] [footnoteRef:23] Apart from the direct effects of deeper integration for the participating EA economies, there are also a number of positive second-order effects for EMU. Not less important, as some Member States move ahead with reforms and coordination, this could increase peer pressure for sound fiscal policies and structural reform efforts for those countries that are not initially participating.  [21:     Building upon the Varieties of Capitalism (VoC) literature, with peripheral EA countries this note refers to those having a demand-led growth regime characterised by a large domestic sector and industrial relations systems unable to control wage-led inflationary pressures. Peripheral countries are Cyprus, Greece, Italy, Malta, Portugal and Spain. If one follows the VoC approach, France belongs to EMU periphery as it has a demand-led regime. With core countries the note means those pursuing export-led growth, as they have a large export sector and institutional capacity for wage restraint. Core countries are Austria, Belgium, Finland, Germany, Ireland and the Netherlands. To this group belong also Eastern and Central Europe countries, as their export-led regimes are integrated their into German firms’ supply chain. It already becomes clear that whether the avant guard is composed by a mix of core and periphery EA states or, for example, only core countries this has different crucial implications for convergence within EMU and its stability. ]  [22:    It seems likely that if only core EA states integrate further in the policy areas here considered this will reduce both convergence within EMU and stability of the monetary union. From an economic standpoint such outcome is not desirable as it risks transmitting if not even amplifying asymmetric shocks, undermining EMU functioning. From a political viewpoint, having an avant guard composed by only core EA MS this might also dilute the effectiveness of EA governance.]  [23:    For example, it seems unlikely that only core EA Member STates support the creation of a shock-absorber instrument. A EA stabilisation instrument between NL and DE would increase stabilisation neither for them nor for the rest, since they have their own fiscal buffers in any case.  ] 

The overall impact in the medium-term would depend on the dynamic assumptions. Assuming that the countries not joining the avant-garde would, via the competitiveness channel, be incentivized to follow suit, the overall impact might be welfare enhancing compared to the status quo. Yet, the working of the competitiveness channel has been clearly impaired during the run up to the crisis and it is unclear whether countries would act differently these days.
In terms of political dynamics, deeper cooperation between a few euro area Member States could lead to a bandwagon effect, in which more countries feel compelled to join the new arrangements and structures. Such dynamics were witnessed in the run-up to the third stage of EMU. For this reason it is also vital that if some euro area Member States do go ahead and integrate further and quicker together, other Member States are not only involved in discussions, but also have the opportunity to participate at a later stage. At the same time, it is also vital that such advanced cooperation structures remain sufficiently aligned with the existing institutional set-up of EMU. 

3.4 Drawbacks for EMU of a partial deeper integration 
As mentioned above, for policies directly linked to the function of EMU, deeper integration among only some Member States would be suboptimal to a scenario where the whole EA advances together. The latter scenario might lead to greater divergence in economic structures, economic performance, financial and fiscal practices. This could lead to a less smooth and even impaired transmission of monetary policy throughout the EMU and also to a strengthening of broader macroeconomic imbalances[footnoteRef:24] and more differentiated fiscal and financial policies. If multi-speed leads to differentiated integration inside the Banking Union, this could potentially lead to a mismatch between liability and control.[footnoteRef:25] Much could also depend as to which member states (in terms of economic size and structure, for example) would decide to be part of an avant-garde.[footnoteRef:26] [24:      Such increased imbalances could pose economic and financial stability risks to the Union and could, if they lead to financial       fragmentation.  ]  [25:  	Such a discussion already took place in the EFC on 9 March 2017, where DE wondered whether EDIS could become part of multi-speed Europe and the COM strongly rejected the notion saying that EDIS is an integral part of Banking Union. ]  [26:  	It also needs to be noted that the legal construction of the EU does not make it necessarily easy to have differentiated integration in important policy domains and perhaps Brexit is an example where differentiation, at least partly and probably because of the specific nature and size of this specific EU member, backfired.    ] 

Apart from which sub-set of countries comprise the avant-guarde, a second critical assumption is whether the impact is assessed from a static or dynamic perspective. A set of significant reforms in a group of more competitive countries would widen the distance from vulnerable economies with more rigid economic structures in the first instance. While this would increase the resilience of the more competitive economies, the conclusion for the euro area as a whole is unclear. Multi-speed EMU in the realm of structural reforms with an avant-garde composed only by already competitive economies  could lead to higher business cycle and structural divergence (leading to more income divergence), further complicating the transmission of ECB monetary policy in the euro area[footnoteRef:27]. This conclusion would at least hold in the static world. In addition, “Multi-speed” does not necessarily have to imply that MS move forward: one overarching potential danger is that it could open the door for reverse movement.  [27:     See Georgiadis, G. (2014), “Towards an explanation of cross-countries asymmetries in monetary transmission”, Journal of Macroeconomics, 39.] 

Even if reversals do not materialize, multi-speed Europe could also signal a further shift towards intergovernmental decision making, unless it is coupled with a transfer of sovereignty to the EU and administered by democratically accountable institutions. This forms part of a broader debate on whether intergovernmental decision-making is less effective in creating compliance with the EU rules and effective economic governance than drawing up processes guarded by effective institutions with a strong mandate.[footnoteRef:28] Intergovernamentalism poses challenges with regard to democratic accountability and legitimacy. In other words, whereas multi-speed intergovernamentalism can present a way to unlock stalemates and advance integration, it should not be its end result in terms of decision-making structures.   [28:  	See e.g. Fabbrini, Sergio. (2013). “Intergovernamentalism and Its Limits: Assessing the European Union’s Answer to the Euro Crisis. Comparative Political Studies 46 (9): 1003-1029. ] 

In this light, it is important to note that this consideration applies irrespective of the legal trajectory chosen for the advanced cooperation structure. The avant-garde that wants to progress in a certain policy has three options, if they want to move ahead with integration (if it is outside the realm of defence and foreign policy). One is to grant an opt-out to Member States who do not wish to go along. Such an agreement can be established within the Community or Union framework. An alternative option is to make use of the enhanced cooperation mechanism, as was attempted in the case of the FTT. The last option is to move outside the EU framework altogether by establishing a separate intergovernmental treaty. This solution was applied with regard to Schengen, the Fiscal Compact and the ESM. 
Apart from possible reversals and an increase in intergovernmental decision-making, advanced cooperation structures could exacerbate insider-outsider dynamics that can complicate decision-making. In EU fora one can already observe increased discussions on this topic, where those Member States outside the EA emphasize that the integrity of the single market (and a level playing field for all Member States) needs to be ensured, including with respect to the set of rules that apply to BU Member States. At the same time, the Treaties try to limit the negative impact of cooperation by establishing procedures and limitations for enhanced cooperation.  Similarly, an interesting case of multi-speed in the EA is provided by the use of the method of enhanced cooperation for the Financial Transaction Tax (FTT). Although supported by eleven countries, negotiations in the Council have stalled. The main reservation on the part of some participating Member States centres around the question of whether an FTT can be at all effective if not introduced unilaterally throughout the Union (if not globally). 
In sum, the drawbacks of such differentiation across policy fields come from the fact that this could erode the common and cohesive political identity of the European project at large. This is one of the reasons why the Commission had been so sceptical of multi-speed Europe so far, at least until the change of tone in the White Paper. From this perspective, multi-speed is based on a very functional perspective of European integration where counries choose policy fields in which to integrate rather than creating an “ever closer union”, where the EA and its Member States are naturally part of the core.


4 Multi-speed EMU in several case studies 
Multi-speed EMU has been discussed in three key EMU deepening areas, notably Capital Markets Union, taxation and euro area budgetary instruments. Specifically, these discussions have focused on a Baltic Capital Markets Union, a Financial Transaction Tax (FTT) where only a limited number of Member States would partake, and the possibility that a number of Member States – notably the Netherlands – would not take part in a euro area budgetary instrument. 
We assess each of these three domains with the framework developed in section 3, i.e. against two broad economic criteria (resilience and stabilisation) and two institutional criteria (governance effectiveness and political spillovers) under three possible scenarios of multi-speed integration: EA as a whole integrating further, an EA subset, and a combination of EA and non-EA Member States. 

4.1 Capital Markets Union
The best scenario for the implementation of the Capital Market Union (CMU) is one where all EA Member States integrate further. This allows CMU to reduce fragmentation in EU capital markets, fostering their stability, and to provide the EA with an improved private-sector shock-absorption mechanism, fostering risk sharing. Under CMU, a crisis-hit Member State can borrow from those in better economic shape, de facto participating into an insurance mechanism against asymmetric shocks. This improves EA resilience and stability, it reduces EU bank-based finance and avoids domestic-bias in investments. By preventing banks in poor financial health from being a drag on countries’ economies, the CMU has the potential to foster EA convergence and so enhance the transmission of ECB monetary policy.
In case only a subset of the EA adopts CMU, this is likely to maintain the benefits of the “whole EA” scenario but diluted in their effectiveness. For example, stabilisation is still provided via capital markets but either to less Member States or with lower capacity (if few creditor MS decided to join CMU). Hence, CMU is likely to have a weaker capacity to foster growth and convergence in EA. This is unlikely to foster divergence. The transmission of ECB monetary policy is also unlikely to be weakened. There seems to be no direct risks of further EMU instability (e.g. shocks transmission or amplification). 
The case where a mix of EA and non-EA Member States implement CMU seems to carry almost the same pros and cons of the scenario previously addressed. 

4.2 Taxation 
One policy area where multi-speed integration could be considered, possibly through the enhanced cooperation mechanism (Art. 20 TFEU), is in taxation. This has been specifically discussed in the context of a possible Financial Transaction Tax (FTT).
In case all of the euro area integrate in the area of taxation, this allows for harmonisation of tax regimes, reducing tax competition, enhancing tax compliance, so improving MS fiscal capacity. This may have a positive effect on GDP and support EMU deepening. Tax harmonisation could be a source of revenues for a EA fiscal capacity. 
If a subset of the EA goes ahead in the area of taxation, there may be risks for EMU functioning, regardless of the avant guard composition. This holds true on the economic side (converge and stability) and on the political side (political spillovers). For example, multi-speed may undermine the effectiveness of tax harmonisation in the EA, causing free-riding as firms might leave avant-garde countries. This may foster divergence in EA via erosion of non-integrating countries’ industrial base. In the medium run, such dynamic is likely to make EMU instable, as it would become prone to asymmetric shocks. Moreover, since the literature argues that small non-participating Member States might suffer from loss of tax revenues, political tensions may also arise. In such case, although effectiveness of EMU governance is not necessarily affected, this might either create animosity in other policy areas or discourage non-integrating Member States to join the avant-guard. Both options can be seen as negative political spillovers.
The final case, where a mix of EA and non-EA Member States move, may cause economic and political conflicts. There might be the risk – for example – that Eastern EU Member States, which opted-out, adjust their taxation to attract business from those countries supporting the joint taxation initiative. 

4.3 Euro area budgetary instruments 
A common, centrally-operated budgetary instrument[footnoteRef:29] could improve business cycle stabilisation outcomes in the euro area, by fostering a systematically counter-cyclical policies.  The main objectives of a euro area fiscal capacity (EAFC) could be to (i) ensure that euro area Member States build up sufficient buffers in normal times and (ii) in a euro-area-wide recession make accommodative fiscal policy easier to achieve than in the present setup of EMU.  [29:  Juncker, J.C. et al. (2015) Five Presidents Report: Completing Europe’s Economic and Monetary Union.] 

In the debate, three instruments have been proposed: a plain vanilla fund that tops up national budgets in downturns, a European Unemployment Insurance Scheme[footnoteRef:30] (EUIS) and an investment capacity for the EA[footnoteRef:31] (insuring existing investment or funding investment projects in a downturn), all of which can be conceivably combined with a rainy-day/buffer capacity to provide stabilisation across time.  [30:  MEF (2015) European Unemployment Insurance Scheme, Italian Ministry of Economics and Finance; Beblavy, M. & Lenaerts, K. (2017) Feasibility and Added Value of a European Unemployment Benefits Scheme, CEPS.]  [31:  French Treasury (2017) A Contribution to the Work on the Strengthening of the Euro Area, No. 190; European Commission (2017), Reflection Paper on the Deepening of the Economic and Monetary Union.] 

In case either the whole euro or a subset of euro area, consisting of both core and peripheral Member States, decides to provide EMU with a shock-absorber tool, the stabilisation benefits briefly outlined above could materialise, with stronger convergence between some EA Member States. Such stabilisation mechanism may improve EMU output legitimacy and trigger positive spillover effects: as the avant guard is likely to benefit from such stabilisation tool during economic crises, more euro area Member States might be willing to join in the future. 
If differentiated integration involves a mix of peripheral and core Member States, it could improve EMU functioning. In case only core countries support the creation of a shock-absorber instrument, this is likely to have small economic benefits for participating MS and negative political effects. On the political side, if only core EA Member States  support a stabilisation mechanism, these will be the only countries benefiting from it. Although this will not necessarily impact EA governance effectiveness, it might trigger political conflicts between avant guard Member States and the rest, if not even fuelling the impression that EMU protects only those economically stronger. This could have major implications for EMU political support.
The last scenario – a mix of EA and non-EA Member States integrating in this policy domain – seems unlikely to worsen EMU functioning. 

5 Lessons from case studies 
Across the policy areas, it can be surmised that one factor that could make a notable difference for the functioning of EMU is who will in fact be a member of the group promoting further integration. Overall, the following may be said from this preliminary overview:
	The factors identified in the literature – networking effects, free-riding effects and bandwagon effects all seem to play a role in practice. The Baltic CMU project, for example, has not caught on with other Member States even though it received endorsement from the European Commission. The networking effects are thus limited. The Financial Transaction Tax, by comparison, has not yet materialized due to fears of free-riding of non-participating Member States. And with regards to the budgetary instrument for the euro area (the so-called BICC), the Netherlands has threatened with an opt out but the other Member States have been unwilling to agree to this, rather diluting the ambition of the instrument. This points to a fear of a lack of a bandwagon effect. 
Nevertheless, based on the framework presented in this paper, there might be an economic case for moving ahead at least in the case of CMU and taxation. Indeed, provided that the institutional framework and implementation capabilities are effectively designed, from a strictly economic point of view differentiated integration within EMU (e.g. subgroup of euro area countries moving ahead) might be better than the status quo in a number of policy areas if and only if it entails convergence towards the top performers and enables participating countries to better achieve the policy goals of EMU. 
This is likely to hold more for deepening integration in (specific) structural policies (e.g. CMU policies) than might be the case for some fiscal (e.g. stabilisation through central fiscal capacity), where the danger of fragmentation and desynchronization, and therefore also negative spillovers, is more likely given the shorter term nature of such policies compared to policies that affect economic structures.  
Two critical assumptions are, however, also in this respect, namely which sub-set of euro area countries would comprise the avant-garde and whether one assesses this from a static or dynamic perspective.  Further coordination even amongst a subset of euro area Member States could also potentially increase the ability of the euro area to absorb shocks insofar as the catch-up benefits more the countries that have less efficient economic structures. The overall impact in the medium-term would depend on the dynamic assumptions. Assuming that the countries not joining the avant-garde would, via the competitiveness channel, be incentivized to follow suit, this could prove helpful. Yet, the working of the competitiveness channel has been clearly impaired during the run up to the crisis and it is unclear whether countries would act differently these days.
Finally, from the point of view of increasing institutional complexity and political discord, such multi-speed integration could still hamper the overall efforts to deepen EMU. Such horizontal considerations could be taken into account when assessing the impact of deeper integration in particular policy areas.

6 Conclusion
There is renewed interest in the approach of “multi-speed integration” in the EU in light of the Commission White Paper of March 2017, the renewed momentum behind French-German cooperation and the interest by various stakeholders on specific EU initiatives. Depending on the policy domain chosen, multi-speed integration could take place (i) with all euro area Member States integrating further as a whole (ii) within a group of euro area Member States only (iii) within a group of countries involving some euro area and some non-euro area Member States. 
For EMU, compared to the baseline assumption of further integration with the euro area as a whole, one would have to carefully assess a situation whereby a sub-group of the 19 EA Member States chose to integrate more deeply in an important domain of fiscal, economic or financial policy, be it with or without non-EA Member States.  In particular its complementarity with the goal of strengthening EMU, and weighing the benefits against the costs both from a purely economic and a governance perspective, 
Against this backdrop and at a conceptual level, four broad criteria can be used to assess the balance of benefits and costs of (intra-EMU) multi-speed integration, including the implications of differentiated integration for EMU’s (1) resilience (2) stability (3) governance complexity and effectiveness and (4) political spillovers. These categories could also be important from a monetary policy perspective insofar as they impact shock absorption capability, business cycle synchronization as well as coordination with other policy fields. Depending on the policy area, some of these considerations might be more or less important or not relevant whatsoever. The 
Overall, the balance of benefits and costs for EMU would depend not only on the policy area chosen, but also the Member States participating, the static and dynamic effects, and on the extent to which participation by other EU countries would alter the cost/benefit picture for EMU. 
Drawing on this analysis, and more specifically and on the economic side, differentiated integration can have implications for resilience and stability. From a static point of view, provided that the institutional framework and implementation capabilities are effectively designed, differentiated integration within EMU (e.g. subgroup of EA countries moving ahead) might be better than the status quo in a number of policy more structural and economic policy areas. Further coordination even amongst a subset of euro area Member States could potentially increase the ability of the euro area to absorb shocks insofar as the catch-up benefits more the countries that have less efficient economic structures. Assuming that the countries not joining the avant-garde would, via the competitiveness channel, be incentivized to follow suit, this could prove helpful. 
If this does not materialize, and if the avant garde is composed by already competitive economies, whereas countries with more rigid economies do not join, such differentiated integration could increase business cycle divergence across EMU. Such hindrances seem more likely to happen if multi-speed materialises in areas relevant to stabilisation (e.g. a EA fiscal capacity), which could lead to business cycle de-synchronization, or in areas relevant for resilience (e.g. CMU or structural reforms of products and labor markets). There, even from a static point of view, multi-speed integration seems problematic. 
Another cost-benefit factor of a “multi-speed” scenario could entail a number of detractions in terms of decision-making structures or political tensions. In a worst case scenario, it opens the door for reverse movements in integration. Even if this does not materialize, multi-speed Europe could also signal a further shift towards intergovernmental decision making if it is not coupled with a transfer of sovereignty to the centre and administered by strong democratically-accountable institutions. However, the cost could be mitigated if the setting up of the decision-making structure would allow for a quick alternative than treaty change, remain close to the existing framework (e.g. like the fiscal compact or the IGA for the SRB) and exclude national vetoes that would not square with the essence of the community method. Thus, it is important to distinguish between process and result. Whereas multi-speed intergovernamentalism can present a way to unlock the stalemates and advance integration, if the governance is not to be overburdened it should not be its end result in terms of decision-making structures. 
As such, and in order to avoid increasing complexity, multi-speed could use the enhanced cooperation mode already foreseen in the treaty which would be fully compatible with the community method. If this route proves impossible, sufficient safeguard would have to be introduced in any intergovernmental agreement (e.g. the IGA for the Single Resolution Board) such that it as much as possible mirrors the community method – i.e. without individual country vetoes and with a clear goal to fold into the union structure as soon as possible. 
For future research, two interest questions emerge from this functional framework. First, do policy-makers look at the functional impact when assessing a multi-speed initiative? Second, if there are policy areas where differentiated integration inside EMU could make economic sense, why is it not observed more in practice? Exploring these two questions could help to shed further light on the idea of multi-speed inside EMU. 
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Annex A: multispeed integration, forms, benefits and risks. 
Figure 1: Overview of Multi-speed Europe: potential benefits and risks for EMU
[image: ]

Figure 2: The various forms of differentiated integration in the EU[footnoteRef:32] [footnoteRef:33] [32:  	First two graphs taken from Bertoncini, Yves, Delors Institute, Paris (2017). “Differentiated Integration and the EU: A Variable Geometry Legitimacy”. Map depicting the membership of various groups (see overleaf) taken from The Economist, “Creaking at 60 – The Future of the European Union” 25 March 2017.  ]  [33:  	ERM II is not mentioned in this overview, although this could be considered as another form of differentiated integration ] 
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Annex B: Public opinion on Multi-speed Europe[footnoteRef:34]  [34:  Taken from Special Eurobarometer 451 (2016), see https://ec.europa.eu/finland/sites/finland/files/ebs_451_en.pdf ] 
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QB4 As regards the idea of a "TWO SPEED EUROPE", which of the following comes closest to your
personal preference? Those countries which are ready to intensify the development of a common
European policy in certain important areas...
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