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Please read the case study and answer to the following questions.

















What is a policy-narrative?


Describe the main components of a policy narrative.


Why is it argued that policy narratives are important for what they do NOT say?


How does a policy narrative become the dominant type of discourse in a policy process? 


Do narratives produce policy change?


To what extent does the policy environment play a role in the two episodes?

















Thank you for your participation.





Claudio Radaelli
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1. THE COGNITIVE DIMENSION OF PUBLIC POLICY


As is often the case, the current interest in the cognitive dimension of public policies is more representative of re-discovery than of absolute novelty. If conceptualised in a broader sense, the cognitive dimension of politics is comprised of well-known features of political studies. Classic examples are provided by the literature developed on incrementalism (Lindblom 1959), bounded rationality (Simon 1957), the cognitive maps of political elites (Axelrod 1976), the view of politics as learning (Deutsch 1966:80; Heclo 1972), and the discussion of technocracy (Meynaud 1969). Why then ‘re-discover’ the political role of knowledge? 





One reason is that models of knowledge utilisation and learning have been refined and can be empirically tested (Sabatier and Jenkins-Smith 1993; Sabatier 1999). Consequently, there is an effort to assess the performance of knowledge-based models in the explanation of policy change. Another reason pertains to the very nature of politics. The idea that the policy process goes beyond conflict resolution percolates in studies of the ‘power of ideas’. Learning, problem-solving attitudes, fora of debate, and policy enlightenment – it is argued – can be more relevant than adversarial politics. This entails a shift from arena to forum (Jobert 19s97).





The third reason concerns the analysis of power and leadership. The analysis of paradigms (Hall 1993), belief systems (Sabatier 1999) and r(ferentiel (Faure et al. 1997) is a means to the analysis of power. The fact that emphasis is placed on learning, persuasion and cognitive dynamics does not mean that power, leadership and even hierarchy do not matter. Quite the opposite, the process through which a cognitive matrix comes to existence is eminently a process through which mechanisms of power unfold.





The examination of knowledge in the policy process provides a formidable lens for the understanding of the relationship before structure and agency. The relationship between agency and structure is dialectic. At a given moment in time, actors are immersed in a cognitive structure (a paradigm, a dominant narrative, or a r(ferentiel), but cognitive matrixes comes into life only through actors’ behaviour. Put differently, the structure has to be enacted and interpreted (Giddens 1984; Wendt 1987:359). This has important implications. Indeed the cognitive component of public policy is institutionalised only if it is reproduced by policy-makers who, say, conform to shared interpretative paradigms, stick to a common view of political, social and economic realities, and perceive the same meaning attached to action. But through action actors contribute to the development of the cognitive structure, for example by modifying an interpretation, or, alternatively, by discovering previously unforeseen meanings and outcomes of public policy. ‘The individual (unlike the behaviourist’s rats) shapes the maze while running it’ (Thompson, Ellis, Wildavsky 1990:22).





Not only does the individual ‘shape the maze’, but can also act entrepreneurially. By showing how an actor is active in building a cognitive structure, it is possible to avoid ‘the metaphysical pathos’ fallacy (DiMaggio 1988:9). The cognitive structure of public policy is not a ‘metaphysical’, free-floating entity, but the concrete product of a political process wherein purposeful actors provide and diffuse interpretation, narratives and paradigms. In this connection, entrepreneurial actors can use knowledge as resource. The cognitive structure of policy is produced - not only reproduced - through the interaction in the policy process. In conclusion, there is interaction between agency and structure. ‘The ontology’- Checkel (1998:326) explains – ‘is one of mutual constitution, where neither unit of analysis – agents or structures – is reduced to the other and made ontologically primitive’. 





The argument in this article is that knowledge shaped in the form of narratives can be both a resource used by entrepreneurial actors and provide the structure within which action is embedded. Once accepted as a set of shared beliefs about policy, a dominant narrative ‘frames’ policy choices and re-orients preferences. A sort of ‘primer’ on policy narratives is presented in Section 2, before two economic policy narratives are considered, namely harmful tax competition in Section 3 and the narrative of external constraint in the Economic and Monetary Union (EMU) in Section 4. The former relates to European Union (EU) policy formation, the latter to the impact of EU policy on a national system (Italy). The EU fascinates its observers because of the elusive fluidity of the policy process, the importance of persuasion in a multi-tiered political system, the pivotal position of communities of experts, and the politics of issue-framing. Therefore it represents a fascinating laboratory for the investigation of narratives. Taking together, the two narratives presented in this article provide useful insights on both sides of the EU policy process, the ‘ascending’ stage (that is, the formation of policy at the EU table) and the ‘descending’ stage (that is, the influence of what is agreed at the EU table on domestic policy). These insights are presented in Section 4, where the two narratives are compared. The concluding thoughts are in Section 5.











2. A PRIMER ON POLICY NARRATIVES


Let us start with the essential features of policy narratives. Essentially, narratives represent a form in which knowledge about policy is cast. Narratives relevant to policy-making generally have the shape of causal stories (Stone 1989). In a policy narrative, ‘events are emplotted – they are put together into a plot in which there are causal relations between actions’ (Banerjee 1998: 193). Stories have a beginning, a middle, an ending, and occasionally even a moral conclusion like in Sixteenth century morality plays  (Garvin and Eyles 1997: 66-67). 





The temporal order of events (or sequentiality) is a fundamental property of narratives. The plot (and by extension the power of a narrative) hinges on sequentiality rather than on the truth or falsity of the elements of the story. Following Roe (1994:36-37): 





‘Less hortatory and normative than ideology, policy narratives describe scenarios not so much by telling what should happen as about what will happen – according to their narrators – if the events or positions are carried out as described. Even when their truth-value is in question, these narratives are explicitly more programmatic than myths and have the objective of getting their hearers to assume or do something’. 





The function of policy stories is to underwrite, that is, to ‘certify’, and to stabilise ‘the assumptions needed for decision making in the face of what is genuinely uncertain and complex. As such, policy narratives can be ‘representationally inaccurate – and recognisably so – but still persist, indeed thrive’ (Roe 1994:51). 





Under conditions of uncertainty, policy narratives make problems amenable to human action. In particular, they typically suggest one course of action instead of others by linking the present to the future. Narratives ‘begin in the past and end in the future. By placing the present in the middle, interaction narratives are able to construct situations and generate actions’ (Banerjee 1999:2). Dramatic tension leads to the favourite course of action in the future, as Banerjee explains:





A narrative frames a situation in a way that makes one action, and not others, sensible. If the present situation is the penultimate episode of a narrative, then it is fraught with the dramatic tension that occurs before the end of a story or a movie. The action to be committed is implicitly constrained in the narrative construction of a situation in the same way that the content of a happy ending of a movie is recognisable near its end’ (Banerjee 1998: 196-197).





Narratives then convey meaning and suggest action. In doing so, they objectify a course of action and make it as independent from a specific actor’s preferences as a text from a speaker (Czarniawska 1997:12-13). As averred, narratives play a role in the policy process when conditions of uncertainty prevent the use of scientific modes of knowing. However, explanation is still crucial to narratives. The main difference is that explanation is demonstrated in the scientific mode of knowing whereas it is exhibited in the narrative mode, as Czarniawska (1997:19), drawing upon Polkinghorne, observes. 








The literature on narratives is burgeoning. There are three possible ways to use narratives: as an instrument, as an epistemology, or as an object. First, the policy practitioner can use narratives in order to intervene in the policy process. Roe (1994) has tackled policy controversies (wherein adversarial narratives collide) by proposing meta-narratives that facilitate consensus. Second, authors such as Czarniawska (1997) turn to narrative knowledge in their epistemological quest for alternatives to the positivistic-scientific mode of knowing. They see the job of the analyst as ‘conversation’ – rather than positivistic science. The idea is that human actions are ‘enacted narratives’ and that a blend of literary theory, anthropology and institutional sociology provides better conceptual lenses than the traditional toolbox of the social scientist. Therefore Czarniawska stresses the consequences in terms of epistemology of a narrative mode of knowing. Third, narratives can be considered as an object of empirical inquiry. For example, they can be a cognitive resource used by an actor or a coalition. In this paper neither are narratives the subject of a new mode of knowing, nor a resource employed by the analyst. Thus it is sufficient to stick to the third (limited) conceptualisation of policy narratives, without denying that they can be used in other forms as well. 





Do policy narratives really matter? A reasonable – but ultimately flawed – objection to the idea of considering arguments, ideas, policy paradigms and narratives as autonomous components of the policy process is what I would call the ‘tip of the iceberg’ argument. The latter posits that ideational variables represent only the tip of the policy iceberg, that is, the epiphenomenal part of the public policy-making process. What moves ideas are interests, perhaps camouflaged behind the tip, but still very solid and powerful in determining the trajectories of policy. A response to this argument is that the consideration of ideational variables is a methodology for the empirical study of power. Under conditions of uncertainty and polarisation, the conflict between one narrative and another is a conflict for power in the policy process. Asymmetric narratives (for example a dominant narrative versus less popular narratives) instantiate asymmetric relations of power (Roe 1994:72-73). For the reasons explained in Section 1, narrative analysis is not a subterfuge to neglect the importance of power. Instead, it is an analytic vehicle directed toward the very essence of power.








3. EU POLICY FORMATION: THE NARRATIVE OF HARMFUL TAX COMPETITION





The first narrative examined in this article concerns EU direct tax policy. Legal resources for harmonising direct taxes are scarce in the Treaties: whilst in indirect taxation articles no.95-99 of the Treaty of Rome provide a relatively sound legal framework, in direct taxation only articles 100� and 220 (on inter-governmental cooperation) can be employed (Williams 1998). Additionally, unanimity at the Council level is required. Up until recently, the results achieved were poor. 





In his attempt to re-gain momentum for EU taxation, the Commissioner appointed in 1995 – Mario Monti - deliberately placed tax issues within a broader political framework. The starting point was a reflection document presented to the informal ECOFIN (the Economic and Finance Ministers Council) meeting of Verona (13 April 1996). The Verona paper� argues that ‘in the past too often discussions were confined to taxation proposals seen in isolation, thus limiting proper consideration of wider tax issues and of the framing of taxation policy within the wider context of EU policies’. The aim of the Commission since Verona has been precisely an attempt to re-conceptualise direct tax policy. Once the subject for technical debates with low political salience, tax coordination has been re-presented as an essential item in the political agenda of the Community. There are two elements in this exercise: the narrative of tax competition and the invention of a tax policy forum within the Commission. 





The narrative of harmful tax competition


If tax coordination is the solution, what is the problem? The Verona surmises that the main problems are the functioning of the single market, the degradation of the fiscal systems and unemployment. Since then, this has been the position of the Commission, reiterated in every official speech of the Commissioner and in various policy documents.





How can direct tax policy be re-proposed as the cement of the single market and EU employment policy? The mechanism enabling this shift is the narrative of harmful tax competition, whose causal components are synthesised in figure 1. 





FIGURE ONE ABOUT HERE





The narrative proceeds from the acknowledgement that significant progress has been made – via the Single European Act – in negative integration. Barriers and distortions in the single market have been progressively removed. This has inter alia constrained national policy choices. Following financial liberalisation, for example, governments can no longer limit cross-border capital flows within the EU. At the same time, the lack of direct tax coordination leaves states free to offer special tax regimes available to foreign capital. By poaching other states’ tax base, a country can benefit from fiscal externalities. Capital, and to a limited extent skilled labour, will not go where returns are higher, but where tax regimes are more favourable. Countries unwilling or unable to play the game of special tax regimes are penalised in terms of significant erosion of the tax base.





The next step in the construction of the narrative is the ‘dramatic tension’ (Banerjee 1998) between the consequences of inaction and ‘what must be done’. The doomsday scenario illustrates the consequences of inaction. If EU countries do not act together a political time bomb will disintegrate the welfare state. Capital income taxes will spiral down to zero, corporations will move profits to special tax regimes, and governments will be left with the sole option of asking for more revenue from low skilled labour. With the passing of time, redistributive policies and the whole mechanism of the welfare state will come to a grinding halt. 





After the doomsday scenario, the story turns to the present and stresses what should be done for the single market and employment. The effectiveness of the single market is endangered by special tax regimes and tax concessions presented as legitimate state aid. Initiatives against unemployment are nullified by the shift of the tax burden towards labour. The implication is that tax coordination is a bulwark of the single market and indispensable to employment policy. The salience of tax coordination – this is an explicit impact sought by the narrative – must be raised to maximum levels. 





How much scientific analysis lies behind this narrative? Tax competition is a variant of regulatory competition. Studies on regulatory competition show that the ‘competition of rules’ among countries is open to very different results, depending on the socio-political amalgam of politics, ideas and interests (Vogel 1995). Theoretically, there is the possibility of a disastrous race to the bottom (Gordon 1992), as small countries in open markets can poach the tax base of other countries, thus creating a negative fiscal externality (Kanbur and Keen 1993). But the results are also sensitive to the assumptions regarding policy-makers (Wilson 1999). If politicians are modelled as rent-seeking Leviathans, then the most typical conclusion is that tax competition is necessary to tame the tendency towards the ‘big state’. Certainly, tax competition (without adjectives) has not been discovered by the Commission, as economists have analysed it thoroughly. But the Commission has urged member states to find out what ‘harmful’ competition is, by promoting a reciprocal discussion within a forum – a point to which we will turn soon.





Empirically, the studies conducted so far do not come to strong conclusions. One thing is to show that companies respond to tax differentials (Hines 1999), another is to answer the question ‘does competition lead to too little taxation’? The former question has been tackled by empirical studies; the second is still the object of much uncertainty (Swank 1998; Goodspeed 1998).





Even if one assumes that tax competition yields a drastic reduction of revenue from capital, the effects on employment are uncertain (Zee 1996). In open and efficient markets, international investors can be able to fully shift taxation onto immobile factors (Haufler 1999). The erosion of capital income taxation should not be automatically interpreted as more inequality, increasing effective burden on labour, and more unemployment. The economics of unemployment is Europe is much more complicated than this (Sorensen 1997).





In synthesis, the Commission does not have much theoretical and empirical evidence at its disposal�. But instead of investing in scientific expertise, the Commission has stressed the political determination to act. If countries are convinced that the risk of the doomsday scenario is realistic – the narrative concludes - action must be taken now.





The literature on policy narratives is useful here because it argues that scientific uncertainty is translated into political certainty by the use of dominant stories in the policy process (Garvin and Eyles 1997). One of the key functions played by the narrative of harmful tax competition is the stabilisation of assumptions needed for action in a policy area dominated by genuine complexity and uncertainty. Further, the narrative portrays increasing control over events and therefore is compelling. Public policy is all about making problems amenable to human action, not about increasing helplessness (Garvin and Eyles 1997). Harmful tax competition is also convincing in narrative terms. In fact, it plays out a vivid dramatic scene of villains (avid capitalists who deprive their countries of revenue by investing in morally suspect tax havens), potential victims (the ordinary people who need the welfare state) and heroes (the European governments who decide to take action and protect the welfare state)�. 





The narrative of harmful tax competition has also an important political property. It ‘talks’ directly to member states by stressing the pressing problems of tax degradation, welfare state funding, and unemployment. Put differently, this narrative magnifies the economic and political gains available to states through European cooperation. Finally, the call for EU coordination rings a political bell in those countries where domestic veto players obstruct national tax reforms (Hallerberg and Basinger 1998). 





Forum politics 


Cognitive structures are not free floating but are grounded in institutions. A narrative gains political power only when rooted in institutions: for example, by means of appropriate organisational change able to sustain the adoption of a narrative. There is an important relationship between the adoption of a narrative, organisational change, and political dynamics. In the case under examination, the narrative of harmful tax competition has sustained the attempt to attenuate the elements of adversarial policy-making. The idea of re-proposing the Commission as a tax policy forum (on several occasions, Commissioner Monti and his cabinet spoke of ‘using the Commission as a table of discussion’) has been crucial in this strategy. An appropriate organisational change (that is, the creation of a high level group on EU tax policy) has buttressed this move. 





In the aftermath of the Verona informal ECOFIN meeting, the Commission suggested member states give birth to a tax policy group composed of personal representatives of EU ministers of finance (and chaired by the Commissioner). Since the beginning, this has been a high level group and not just one of the many technical working groups (which, as noted above, in the past ended up in stalemate). Member states bought the idea� because the composition of the group was such that there was no apparent risk of giving agenda setting powers to the Commission. The latter, however, was not excluded from this forum because it was up to the Commission to chair the meetings, provide a secretariat and draft the report of the group�. 





One political result was achieved, that is, to break the ice of adversarial politics separating the Commission from member states. The policy process has become more similar to a cooperative problem-solving forum than to a conflictual arena. It is difficult to pin down a definition of harmful tax competition – some economists even doubt that this is at all possible (House of Lords 1999:138-158). The high-level tax policy group has so far provided a political device to reach such a definition through reasoned debate, reciprocal understanding and learning.





The mandate of the group was to take a comprehensive view of tax policy in the EU. Initially, not all member states were convinced of the need to take one precise form of action instead of another, but political attention was definitively drawn to the existence of ‘unfair’ tax practices, thus placing harmful tax competition at the centre of the debate. Consensus was not alienated by the presence of ‘hard’ legislative proposals. Quite the opposite, indeed, one of the innovations of the group was the examination of ‘soft’, voluntary policy instruments, such as a code of conduct in business taxation.





Having achieved ‘rhetorical momentum’, action has to emerge from strong political determination. Meeting in Brussels on 11 November 1996, the ECOFIN ministers decided to pursue their discussion. Finland, France, the Netherlands and Spain appointed new members with higher political status, to denote the determination to seek consensus at the political level, beyond the technical difficulties raised by national revenue authorities. A deal was clinched on 1 December 1997. 





The bargaining process leading to the deal revealed the conflicts implicit within the narrative of tax competition. For a deal to be struck, conflicts between different countries have to be settled. Member states do not have the same structure of pay-offs. Ireland (Dublin Docks) and Belgium (coordination centres), for example, are very attractive locations for foreign companies. By contrast, Luxembourg has developed a relative specialisation in attracting savings. In other words, Ireland and Belgium are very competitive in corporate taxation, whereas Luxembourg is more competitive in attracting portfolio income. 





In the tax policy group these divergent interests were pitched one against the other. Two resources were at hand for solving the conflicts, however. One was the politicisation of the tax policy group. This made it easier to strike political deals when the political advantage of coming to an agreement was greater than the economic cost of renouncing to a certain tax scheme. The examples of Luxembourg and Germany provide interesting insights. For Luxembourg, reputation and prestige were important political objectives. In the past, Luxembourg had not hesitated to veto single proposals for tax coordination against the will of all the other states, but in the context of a high profile political negotiation pressure to coordinate was greater, and so were the reputational costs of rocking the boat. For Germany, tax coordination at the EU level was indispensable giving the lack of tax reform at home and all political energy was put behind the initiatives of the tax policy group. 





The second resource was the comprehensive approach implicit in the narrative of tax competition. This transformed a series of deadlocks in individual tax dossiers into a larger positive sum game with compensations across policy issues. By considering tax policy comprehensively, countries losing on one specific tax policy issue were compensated by gains in other issues. To put it differently, the package deal approach facilitated agreement and put pressure on reluctant countries. For example, within the Benelux countries Belgium – under attack for the coordination centres - put pressure on Luxembourg when taxation of savings was on the agenda. In turn, Luxembourg insisted for a deal inclusive of business taxation, and not limited to the taxation of savings.





The agreement reached on 1 December 1997 includes four elements (OJ C 2, 6.1.1998). The first is a voluntary code of conduct in business taxation. Over the period of five years, the code of conduct should initially provide a standstill on special tax regimes, and later a rollback of tax measures. A Council group – chaired by the British MP Dawn Primarolo - examined a list of potentially harmful tax measures by dint of peer review in 1998-1999. The group reported to the Council in late 1999.





Turning to capital income taxation, the second component of the deal is the commitment to ensure a minimum of effective taxation of savings within the Community. The Council requested the Commission to come up with a proposal for a directive and set a few points around which the proposal should be fleshed out. Following this invitation, the Commission presented a proposal for the taxation of interests paid to non-resident EU citizens�.





The third element is the decision to take a closer look at state aid policy. Accordingly, the Commissioner for competition was requested to draft clear guidelines on those state aids that employ taxes as the main policy instruments. Special tax regimes have too often been built under the rubric of legitimate aid, thus circumventing the scrutiny of the tax Directorates of the Commission. The fourth element of the ECOFIN deal is the decision to resume proposals for a corporate tax directive on interest and royalty payments across borders. The Commission had already put forward proposals for a directive on this issue, but the lack of political commitment and technical problems had led Commissioner Scrivener to withdraw the proposed directive in 1994. Therefore the Commission prepared a new proposal, formally submitted to the Council in March 1998�.





In conclusion, a policy that was hardly noticeable is now on track. Up until a few years ago, even the reader of the quality press would have hardly noted this issue. The theme of harmful tax competition has now hit the front page of the popular press. Since the Verona paper, political attention has been constant and there are no signs that the momentum will be lost in the near future.








4. THE IMPACT OF EUROPEANISATION: THE NARRATIVE OF VINCOLO ESTERNO


One of the most spectacular impacts of Europeanisation is the profound transformation of Italian macro-economic policy induced by the Economic and Monetary Union (EMU) process (Dyson and Featherstone 1999, della Sala 1997, Walsh 1999, Sbragia 1998). Monetary policy has been insulated from political pressure, a series of tough finance bills have brought Italy in line with the major European economies, privatisation has secured resources to the Treasury, and taxation has increased steadily, with the inclusion in the finance bill for 1997 of a ‘tax for Europe’ as final effort to balance the budget in view of EMU.





Neo-liberalism and pro-market paradigms have not been the major forces behind this macro-economic re-conversion (Regonini and Giuliani 1994). Rather, the main justification of the tremendous effort made by Italy in public finance has been provided by the narrative of the external constraint (vincolo esterno). A network of experts (working within the Treasury, the Bank of Italy, independent policy research institutes and universities) with direct political roles in macro-economic policy and in the top governmental posts has dominated the communicative dimension of EMU in Italy. The re-adjustment of public finance and Italy’s accession to the Euro zone in May 1998 were accompanied by important changes in power dynamics, as shown by the rise of technocrats and non-elected experts in Italian politics (Dyson and Featherstone 1996; Radaelli 1998). Power dynamics and the emergence of a dominant narrative are intertwined. Narratives are not free-floating, metaphysical entities, but the concrete result of entrepreneurial actors (in our case, technocrats) trying to capitalise on the power of ideas.





However, how does a narrative become dominant? In other words, what is the process of knowledge institutionalisation that makes a narrative dominant? It is to these questions that we now turn. The economic policy discourse in Italy has been gradually institutionalised around the ideas of sound public finance, sound money, central bank independence and severe constitutional constraints to monetary policy. This is precisely what is contemplated in the Treaty on the European Union signed at Maastricht. 





This paradigm, of course, did not originate in the Peninsula but in the economic school of policy credibility and rational expectations. More significantly, it is the paradigm around which the German model of monetary policy was built. However, the Italian articulation of this paradigm has accentuated a specific narrative, which can be dubbed the vincolo esterno (Dyson and Featherstone 1996). 





The narrative draws on a widely shared belief regarding the incapability of the Italian political system to put order in the public purse, due to the pervasive presence of clientelism and spoil-system (lottizazione). In the absence of internal reform, the solution is to put a rigid European armour around public finance and make it impermeable to thousands of political demands coming from clienteles. The imposition of external constraints from European institutions is a substitute for the lack of endogenous discipline. As former head of the bank of Italy and Minister Guido Carli (1993: 435) argued:  “Our agenda at the table of the Inter-Governmental Conference on European Union represented an alternative solution to problems which we were not able to tackle via the normal channels of government and parliament”. As such, the narrative was used as a political resource at Maastricht and in pushing the budget towards the EMU criteria.





This narrative draws upon a long-standing goal of Italian foreign policy, that is, the goal of not being left out of  Europe. As Sbragia has it: ‘Throughout the post-war period, the single overriding goal of Italian foreign policy had been not to be marginalised within Europe’ (Sbragia 1998:15). External forces have been decisive in major turning points of the Italian democracy since World War Two (from the Marshall plan and the cold war to the influence of the Vatican in Italian politics). European integration, in this context, has been a constant provider of democratic credential and economic virtuosity in a difficult democracy. The doomsday scenario is one in which Italy is marginalised in Europe, the political system becomes totally unstable, and the economy suffers.





FIGURE TWO ABOUT HERE





Tying the hands of economic policy to the external constraint of the Maastricht Treaty, securing central bank independence, and removing monetary policy from politicians and their profligacy have been policy options perceived as the natural thing to do in the 1990s. In short, these policy options have been institutionalised. This is the power of narratives as component of the cognitive structure.





The narrative of the vincolo esterno was aired during the debate preceding the creation of the European Monetary System in 1978-1979. Commentators and entrepreneurs� spoke of a “European psychological whip” that could have imposed virtuosity in public finance and industrial relations. However, at that time leading economists (such as Monti and Spaventa) maintained that sound finance goals would need internal consensus to become realistic. As the latter was lacking, it could not have been imposed by external factors such as the European Monetary System. 





The narrative of the vincolo esterno, therefore, has become hegemonic thanks to a slow process of sedimentation and levitation over the 1980s. The very success of the European Monetary System has been an element of persuasion. The failure to reform public finance by dint of internal virtuosity was another persuasive factor. In political terms, the narrative of vincolo esterno has disempowered the partitocrazia, silenced potential antagonistic narratives and ultimately empowered technocrats (Dyson and Featherstone 1996). The process of cognitive convergence has been gradual and soft: just the opposite of the controversies which animated American and British policy in the 1980s. Yet the process has been immensely pervasive. So much so that – as observed by Dyson and Featherstone 1999 - the Italian delegation which negotiated at the inter-governmental conference on the monetary union at Maastricht (a) was entirely composed of technocrats of the above mentioned school and (b) was operating in the comfort of a complete permissive consensus. Put differently, no other idea was aired in the economic policy debate at home. This is in sharp contrast with the debate in the 1970s, when economists and other maîtres à penser disagreed publicly, with leading articles in the main newspapers, as to whether Italy should enter the European Monetary System or not. Certain studies (della Sala 1997; Radaelli 1998) seem to indicate that the power of technocrats in macro-economic policy has increased steadily since Maastricht, and accordingly the influence of traditional clienteles has been somewhat curbed. This is a manifestation of the power of narratives as political resources. It is also consistent with an essential argument of narrative policy analysis: a narrative that becomes hegemonic alters the balance of power (Roe 1994:72-73). One can see how the production of meaning (prise de parole) and a structuration of power relations (prise de pouvoir) are interrelated (Muller and Surel 1998). 








5. COMPARING POLICY NARRATIVES


What is then the power of narratives? The comparison of the two economic policy narratives provides useful insights, as indicated by figure 3. In both cases, there is a clear link between narratives and agency. Policy narratives are the result of entrepreneurial actor, the Commission in the case of harmful tax competition and a network of technocrats in the case of vincolo esterno. There are no free-floating cognitive matrixes. Instead, a narrative becomes dominant through a process of institutionalisation of ideas. Following DiMaggio’s passionate invitation (DIMaggio 1988), more research should be done on the structural politics of institutionalisation (in our case, the institutionalisation of ideas).


FIGURE 3 ABOUT HERE


Narratives have communicative power, but they shape policy through the action of concrete actors. As Schmidt and Scharpf observe in relation to Italian public finance, the communicative power of narratives is strengthened by the presence of coordinative power of actors speaking with one voice (Schmidt and Scharpf 1998). They continue: ‘the reference to cognitive and normative ideas, whether old or new, cannot explain changes of policies or of administrative institutions. Changes are brought about by constellations of (individual, corporate or collective) actors with institutionalised action resources, competencies and veto positions’ (ibid.: 34). 





In the case of harmful tax competition, coordinative power was created through the tax policy forum hosted by the Commission. The forum has been so far an important mechanism of policy formation, but, most crucially, it has provided a locus where trust and reciprocal discussion among policy-makers have been cemented.  





A typical manifestation of coordinative power – Scharpf and Schmidt argue – is bringing discredit on alternative positions. Elaborating upon this, I would argue that narratives are important for what they do not say, that is, their power in silencing antagonistic narratives. In the case of vincolo esterno, between the end of 1997 and the beginning of 1998, Italian policy-makers were concentrated exclusively in fending off the attacks (from certain German and Dutch quarters) against Italy’s EMU membership. Consequently, they did not see that Italy could have negotiated a favourable position as an “out” in the first wave of the single currency countries. Nardozzi, an economist, raised his lone voice in the daily Il Sole-24 Ore by arguing that Italy could have threatened the countries most suspicious of Italy’s EMU membership with the scenario of a country “capable of exploiting to its full potential the occurrence of an unreasonable and forced exclusion (…) Should we be excluded from the Euro, the competitiveness of our firms could be much more aggressive”�. Finally, when in late 1997 the then Prime Minister Professor Romano Prodi pushed through the parliament a series of budgetary measures necessary for containing the budget deficit at 3 per cent of the GNP, the debate was all about whether to raise taxes or cut expenditure. The alternative decision to enter EMU in the second wave was not even considered by the government, notwithstanding the warning of Cesare Romiti from Fiat, the major Italian company, that the rush to EMU could have endangered the problem of unemployment.





Turning to what 'harmful tax competition' does NOT say, this narrative obscures the fact that one objective of EU taxation should be to make the Community more competitive against other economic areas. Taxes in Europe are higher than in the USA. In this connection, the current emphasis on curbing harmful tax competition presents a potential challenge in terms of the EU tax competitiveness. Policy-makers have to face the challenge of eliminating harmful tax regimes without putting the EU tax competitiveness in jeopardy. Additionally, it is hard to see whether the emphasis on harmful tax competition is really tackling the real issues for companies doing business in the single market. The current strategy of the Commission does very little to mitigate the problems created by the maze of different rules for the calculation of profits, the presence of fifteen different tax authorities (which implies different administrative styles and requirements), the lack of a level playing field, due to differences in the tax base, dissimilarity of accounting standards, and a treaty network that is incomplete and, more importantly still, somewhat incoherent (CEPS 1999).





Concluding on this point, hegemonic narratives are powerful silencing mechanisms: they institutionalise certain courses of action and at the same time they make alternative courses simply inconceivable. As such, they are political resources in non-decision making (Bachrach and Baratz 1962).





In terms of policy instruments (figure 3, third column), as one of the main goals perceived by the Commission was to persuade reluctant member states to undertake a reciprocal examination of their tax systems, there has been an emphasis on soft, non-binding instruments, such as the code of conduct in corporate taxation. The Commission had to raise awareness of the problem of harmful tax competition and, at the same time, persuade member states that no process of tax centralisation was taking place. The first objective was pursued by stressing the doomsday scenario in the harmful tax competition narrative, the second by using soft policy instruments. The narrative of vincolo esterno, by contrast, has made use of those policy instruments less likely to raise strong political opposition. Thus a premium was put on monetary policy (an instrument that can be governed efficiently in isolation from mass pressure), finance bills, privatisation and the populist appeal of the tax for Europe, rather than on an incisive reform of the welfare state.





The main features of the policy process show an important difference between politicisation and de-politicisation (see figure 3, fourth column). Whereas politicisation has been a resource in EU taxation (considering that the narrative emphasises the political determination to act), the process leading to the re-adjustment in Italian public finance has been presented ‘as the only thing to do’ in order to reach EMU- and hence no real political debate on the pros and cons of EMU took place (with a partial exception during the short Berlusconi government in 1994). This de-politicisation has been aided by a verticalization of power relations in Italian macro-economic policy, with a very assertive conduct of the Treasury and the Prime Minister in key economic decisions.





Narratives should be related to their policy environment. Harmful tax competition is not an obsession of European policy-makers, at the popular press claims, especially in Britain. The initiatives of the Organisation for Economic Co-operation and Development (OECD) – an OECD forum against harmful tax competition was set up in 1998 - and the more general preoccupations with offshore finance and criminal activity situate harmful tax competition as a major preoccupation in the world scene, well beyond the EU. Additionally, policy-makers in Europe have become more concerned with the need to balance efficiency and social equality in the single market. The momentum for tax coordination is a component of the defence of the social market economy in the EU (Scharpf 1999; Smith 1999). This new political mood provided a cognitive context wherein the idea of curbing harmful tax competition would appear politically acceptable.





Turning to the role of the policy environment in the Italian case, the turning point for the narrative of vincolo esterno was the robust ammunition provided by the Treaty of Maastricht. Clearly, the Italian partitocrazia tried to ignore as much as possible the message coming from experts, but eventually had to surrender to the imperatives of Maastricht and their political implications. An external shock (in this case, the Treaty on the European Union) tipped the balance of resources in favour of the reformers. However, this shock did not materialise in vaccum. EMU was the goal of the technocratic reformers in search of a European lever to force the stalemate of the domestic political system. More recently, the stability pact has enhanced the drive of the policy environment by locking Italy to fiscal discipline. However, the growth of technocrats in Italian politics is also a product of the wider political transformation of the political system. The collapse of the party system in the early 1990s has been a major force of de-legitimation of traditional politicians. Studies who focus exclusivelyon te vincolo esterno seem to downplay this endogenous element of change. 





The final question is perhaps the most intriguing in terms of theoretical progress. What is the relation between policy narratives and policy change? Before one addresses this question, one should consider that narratives should not be examined in isolation from agency, but referred to specific actors using them as resources. Further, the previous comments on the policy environment provide a caveat in that the power of narratives is magnified by a favourable policy environment – although not determined by it (a point discusses in Radaelli 1999).





With these limitations in mind, there is no doubt that change has been more limited in EU taxation than in Italian public finance. There has been a change in the tax agenda of the EU, but so far policy change has not gone further than the adoption of the code of conduct. The preconditions for more profound change are there  - including the ECOFIN commitment to reach agreement on the tax package and the on-going activity of the Council group on the code of conduct chaired by Dawn Primarolo. There is also evidence of an indirect yet very important effect of the narrative. Countries have put their own tax regimes under scrutiny or have stopped the introduction of new aggressive tax proposals that were in the pipeline. But so far major policy change has not materialised. By contrast, public finance in Italy has gone through a paradigmatic change – to paraphrase Hall (1993). Once the domain of lottizazione and clientelism, macro-economic policy has been geared towards the EMU criteria. How profound this change is can be discussed, however, as Italy has not re-adjusted the budget through welfare reforms and severe cuts in the most delicate areas, such as pensions. If EMU was a means to the end of welfare reform, the Italian case does not show great achievements on this front. 








6. CONCLUSION: WHAT HAVE WE LEARNT?





Policy narratives are instrumental in producing power and in altering the structure of the policy process. The narratives examined in this study have been a resource used by in order to generate policy dynamics and power change. Once translated into a ‘rhetorical momentum’, a dominant narrative becomes a key component of the cognitive structure of public policy. As such, the cases presented here show the dialectic relationship between agency (the narrative as resource) and structure (the narrative as cognitive structure within which action is embedded). As Hall and Taylor (1998: 962) suggest, ideas provide the elements with which actors work and also a set of structured elements from which the actors work. Policy narratives should in any case be related to specific actors, political strategies and power arenas. 





Narratives have also important political properties for what they do not say. An hegemonic narrative acts as a conceptual lens which de-focuses alternative courses of action.  Finally, narratives should be related to the broader policy environment and their impact in terms of policy change is contingent upon other variables. 
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Figure one  





The narrative of harmful tax competition











Progress of negative integration through the Single European Act �
�
Capital flows are liberalised�
�
Taxation is not coordinated, special tax regimes are not controlled by EU policy�
�
Tax base erosion – tax degradation – race to the bottom in capital income taxation�
�
Tax burden placed onto non mobile factors, typically labour�
�
Doomsday scenario. What happens if member states do not act together: 


Crisis of the welfare state


The lack of tax coordination is damaging the edifice of the single market 


The lack of tax coordination aggravates the problem of unemployment in Europe�
�
Unemployment and the single market are at the core of EU policy�
�
New and comprehensive view of taxation in the EU is needed �
�
Tax policy becomes a core policy of the EU�
�
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Figure two





The narrative of vincolo esterno











The Italian political system cannot produce macro-economic re-adjustment�
�
Italy has always drawn reputation, credibility and democratic credentials from external actors (the USA after World War Two, the European Community since the 1950s). �
�
Italy is a committed member of the EU.�
�
Political actors and public opinion have supported Italy’s participation in all steps of European integration since the early days of the Community.�
�
Economic and Monetary Union is the most important step of European integration in the 1990s.�
�
There is a credible model of monetary policy to be adopted, that is, the German model.�
�
Doomsday scenario. What happens if Italy is left out of EMU: 


Macro-economic crisis


Political crisis


Marginalisation of Italy in the EU


�
�
Sound finance and reforms can be achieved by committing Italy to the EMU criteria.


The EMU criteria can make macro-economic policy less permeable to clientelism and the spoil-system (lottizzazione). Thus, EMU can harden the shell of the state.�
�
The criteria are a means to a broad reform of the Italian state. �
�
EMU must be reached at any cost and in the first wave.�
�
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Figure three





A comparison of policy narratives











�
Harmful tax competition �
Vincolo esterno�
�
Key actor�
Commission�
Network of experts�
�
What is silenced?�
Tax competitiveness of Europe


Debate on the real issues�
Macro-economic policy as a tool of social consensus


Opportunity cost of joining EMU�
�
Policy instruments�
Soft policy instruments (code of conduct)


Package deals�
Monetary policy


Finance bill


Privatisation


Taxation�
�
Policy process�
Forum politics


Politicisation�
Verticalization


De-politicisation of monetary policy�
�
Policy environment�
OECD action


Preoccupation with offshore finance and competitive deregulation�
Treaty of Maastricht


Stability pact


Collapse of the party system�
�
Policy change�
Agenda change


New policy instruments�
Fiscal re-adjustment, but not major welfare reform�
�
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� Article 100 is a general, catch-all provision. It provides that “the Council shall, acting unanimously on a proposal from the Commission, issue directives for the approximation of such provisions laid down by law, regulation or administrative action in member states as directly affect the establishment or functioning of the common market”. 


� The title of the paper is Taxation in the European Union, SEC(96) 487 final, 20 March 1996.


� So far the Commission has relied on raw Eurostat data. The most recent figures show that in 1995 the EU raised 51.4 per cent of total tax receipts on employed labour, compared with 43.2 per cent for the EU (six members) in 1970 (Eurostat, Labour Taxation in the European Union). A recent paper commissioned by the World Bank has found empirical evidence of tax-induced unemployment in the European Union (Daveri and Tabellini 1997). 


� I borrow this language from Garvin and Eyles (1997:65).


� The ECOFIN ministers appointed personal representatives to the high level group, which met four times, on 24 June, 19 July, 12 September and 7 October 1996.


� European Commission, Taxation in the European Union: Report on the Development of Tax Systems, COM(96) 546 final, Brussels, 22 October 1997.


� Proposal for a Council directive to ensure a minimum of effective taxation of savings income in the form of interest payments within the Community, COM (1998) 295, 20 May 1998. Member states can choose between the 20 per cent withholding tax and exchange of information on non-resident savings.


� Proposal for a Council directive on a common system of taxation applicable to interest and royalty payments made between associated companies of different member states, COM (1998) 67 final, 4 March 1998.


� See the positions of commentators such as Ronchey and Piazzesi and entrepreneurs such as Agnelli and De Benedetti as they appeared in Corriere della Sera and Repubblica in 1978 and 1979.


� G. Nardozzi, ‘Il gioco italiano’, Il Sole-24Ore, 14 February 1998.








